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Tax incentives for  

Northern Border Region of Mexico 
 

On December 31, 2018, the Decree of tax incentives for the northern border region of 

Mexico was published in the Official Gazette, which provides a reduction of income tax 

and value added tax (VAT) rates for taxpayers that produce income from business 

activities carried out within said region. These tax incentives are applicable since January 

1, 2019 and will remain in force until December 31, 2020.  

 

For purposes of the Decree, certain municipalities specifically mentioned of the States of 

Baja California, Sonora, Chihuahua, Coahuila, Nuevo León and Tamaulipas will be 

considered as northern border region (NBR).  

 

Below is a description of the most relevant aspects of the Decree, even though we 

strongly recommend analyzing it in detail in order to identify other areas of interest that 

are not commented in this document.  

 

Income tax reduction by 1/3rd  

 

Mexican individuals that carry out business activities and Mexican entities, as well as non-

residents with a permanent establishment in Mexico, that “exclusively” produce income 

in the NBR deriving from their business activities will benefit from a credit that will be 

applicable against the income tax determined both on their advance payments and annual 

tax return. This credit will allow that the income tax determined be reduced by one third.  

 

This tax credit will be applicable in the proportion that the taxpayer produces income 

within the NBR with respect to the total income obtained in the corresponding period, 

excluding income deriving from intangible goods and digital commerce. 
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Income will qualify as “exclusively” obtained within the NBR when it represents at least 

90% of the total income of the taxpayer in the previous tax year, in accordance with the 

administrative rules to be issued by the Mexican tax authorities for such purposes.  

 

In order to benefit from the tax incentive, taxpayers must prove that their tax domicile 

is located within the NBR, and has been there for at least eighteen months preceding the 

claim of the incentive. The tax authorities shall keep a registry to control the incentive 

(the “Registry”). 

 

It is also established that taxpayers with their tax domicile in the NBR that have branches 

and other establishments outside the NBR will be able to apply the tax incentive in the 

proportion of the income obtained within the NBR with respect to their total income. 

Taxpayers with their tax domicile address located outside the NBR that have a branch or 

other establishments in the NBR may also apply the benefit proportionally.  

 

Taxpayers claiming the benefit must request for an authorization on or before March 31 

of the relevant tax year. The request should be resolved within a month after filed, unless 

the period is extended due to additional requests of information.  

 

In the case of taxpayers requesting their Taxpayer ID Number or beginning operations 

after the Decree entered into force, they are allowed to file the request during the month 

following the date when they obtain their Taxpayer ID Number or they file the 

corresponding notice to open a branch within the NBR. 

 

In any case, the authorization will be valid during the tax year in which it is obtained and 

may be renewed for the subsequent year.  

 

This tax incentive has several exceptions that must be first analyzed by taxpayers that 

intend to claim this benefit. Exceptions include banks, insurance and bond agencies, 

leasing entities, credit unions, general deposit warehouses, taxpayers subject to the 

optional regime for groups of entities (Mexican deferral consolidation-like regime), 

taxpayers benefitting from other incentives such as the Tax Incorporation Regime 

(“Régimen de Incorporación Fiscal”), taxpayers under the agricultural, livestock, forestry 

and fishing activities regime, taxpayers that render professional independent services, 

taxpayers who carry out activities through FIBRAS (Mexican REITS per their acronym in 

English) or who carry out business activities through fideicomisos, or taxpayers under 

the shelter maquila regime established in the Mexican Income Tax Law.  
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This tax incentive is not applicable to taxpayers that fall under certain assumptions 

established in articles 69, 69-B and 69-B Bis of the Federal Tax Code and those that have 

been subject to an audit procedure during the past 5 tax years who have not corrected 

any tax deficiency assessed by the tax authorities. 

  

As a general rule, it is established that taxpayers applying any other benefit or incentive 

may not benefit from this tax incentive.  

 

Several rules are expected to be issued by the tax authorities to establish the guidelines 

for the application of this incentive. 

 

Reduction of 50% of the value added tax rate 

 

The Decree establishes another tax incentive for taxpayers that sell goods, render 

independent services or obtain leasing income in establishments located within the NBR, 

which consists on applying a credit equivalent to 50% of the VAT ordinary rate (16% to 

be reduced to 8%). 

 

This incentive shall be applied so that the reduced 8% rate is directly applied on the 

invoices issued that include VAT (instead of the 16% rate).  

 

Taxpayers claiming the benefits of this tax incentive must file a notice before the Mexican 

tax authorities no later than February 7 (according to certain administrative rules 

published on the tax authorities website on January 7).  

 

Taxpayers that obtain their Taxpayer ID Number after the entry into force of the Decree 

must file the notice together with the request to obtain their Tax ID Number. 

 

This tax incentive is not applicable to the sale of real estate properties or intangible 

assets, supply of digital contents such as audio and video through downloads or 

temporary reception of files, nor to taxpayers that fall under certain of the assumptions 

established in articles 69, 69-B and 69-B Bis of the Federal Tax Code.  

 

Other considerations 

 

The Decree provides that the tax incentives will not be deemed as taxable income for 

income tax purposes; also, taxpayers that apply these tax incentives will be relieved from 

filing the notice established in article 25 of the Federal Tax Code (notice declaring the 

application of tax incentives).  
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The Mexican tax authorities may issue administrative rules for the correct and proper 

application of the Decree, as well as to regulate specific issues previously mentioned. 

Initial rules were issued on the tax authorities website on January 7, and it is expected 

that more rules will be issued shortly.  

 

*     *     *     *     * 

 

Mexico City  
 January, 2019 

 

 
This News Flash contains information of a general nature, and thus it does not address any particular case or facts. 

The information contained herein is accurate as of the date of issuance; however, we make no representation as to 

the fact that such information be accurate in the future. Accordingly, we recommend that specific advice addressing 

your particular circumstances be requested. 
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