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EXECUTIVE SUMMARY 
 

AMENDMENTS TO VARIOUS TAX LAWS FOR FISCAL YEAR 2002 
 
 
 On January 1 of the current year, the tax bill submitted by the Executive Branch of 
the Mexican Government to the Congress was passed, published in the Official Daily and went 
into effect on that same date. 
 
 Apart from the fact that the legislative proceeding followed by the Congress for 
enacting the tax reform is questionable from a legal standpoint, it is also worth mentioning that 
some of the enacted provisions are lacking in clarity, proportionality or equity.  
 
 Our Tópicos Fiscales 2002-1 and 2002-1, in Spanish, contain a detailed analysis of 
the amendments to various tax statutes. In addition, a legal and constitutional analysis of the tax 
reform is contained in our Tópicos Legales 2002-1, also in Spanish.  
 
 These Tópicos Fiscales present an executive summary of the tax reform as broken 
down into the following sections: 
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LEGAL PERSONS 
 
Asociación en participación 
 
 An “asociación en participación” (hereinafter AP) is now considered a legal person 
(hereinafter legal entity) when business activities are carried out in Mexico through such legal 
form. 
 
 Thus, an AP is afforded a treatment it does not have under Mexican business law, 
and this circumstance will cause significant problems when an AP is subjected to the tax regime 
applicable to legal entities.  
 
 Moreover, it is questionable whether an AP can be treated as a taxpaying entity, 
because in accordance with Mexican law only persons (natural or legal) can have rights and 
obligations. 
 
Tax rate 
 
 A tax rate of 32% is established for legal entities. The partial tax deferment applicable 
when earnings are reinvested has been eliminated.  
 
 Consequently, legal entities will pay income tax on the taxable result at the rate of 
32%. This tax must be fully paid no later than the date on which the annual return is due.  
 
 However, a transitional provision establishes that during fiscal years 2002, 2003 and 
2004 the tax rate will be 35%, 34% and 33%, respectively. 
 
Interest 
 
 Gross interest receivable and payable by legal entities is includible in, or deductible 
from gross income as accrued. 
 
 These taxpayers will continue calculating the inflationary component of debt 
receivable or payable; however, such calculation will be made on a net basis and separate from 
interest through a single annual inflation adjustment, which will generate a taxable or deductible 
inflationary gain or deductible loss, as applicable. 
 

Income 
 
Alienation of shares of stock 
 
 The calculation of taxable capital gains on the sale or disposition of shares of stock of 
Mexican companies has been significantly changed. 
 
 The new calculation generates important distortions in the determination of taxable 
gains realized by sellers of shares of stock vis-à-vis actual gains or losses realized or incurred in 
such transactions; in many instances, the new calculation procedure generates non-existing 
taxable gains where the actual result is a loss.  
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 In the case of mergers, excisions or restructurings of companies having an available 
tax loss carryforward, the new calculation will result in full or partial loss of the cost basis of the 
shares of the participating companies.  
 

Deductions 
 
Social welfare expenses 
 
 A more selective identification is established of the items included in the definition of 
social welfare expenses, which are: payments for disability, scholarships for workers and their 
children, child care centers, cultural and sports activities and other analogous social welfare 
compensations granted in general for the benefit of all employees.  
 
 The amount of social welfare compensations paid to nonunion employees, excluding 
social security contributions, cannot exceed 10% of aggregate taxable compensations to such 
employees; however, under no circumstance shall such amount exceed the equivalent of an 
annual minimum salary per employee. 
 
Pension and retirement funds 
 
 New requirements are established for the creation and calculation of employee 
pension, retirement or seniority premium funds that limit the annual deductible amount of the 
related contributions as well as investments that may be made by such funds in the taxpayer’s 
shares. 
 
Employee profit-sharing 
 
 The bill submitted by the Executive Branch to the Congress proposed the deduction 
of employee profit-sharing; however, this proposed change was not approved. As a 
consequence, employee profit-sharing will not be deductible 
 
Employees’ social security contributions 
 
 The amount of social security contributions payable by employees to the Mexican 
Social Insurance Institute will now be deductible when absorbed by the employer, regardless of 
the amount of the employee’s salary. 
 
Meal expenses incurred in restaurants 
 
 Meal expenses incurred in restaurants are 50% deductible if paid with credit, debit, 
service or electronic cards. This limitation does not apply to meal expenses incurred in 
connection with business travel, which cannot exceed a certain ceiling. Expenses incurred in 
bars are not deductible under any circumstance.  
 
Automobiles 
 
 The concept of utilitarian automobiles has been eliminated together with the 
requirements related to the deductibility of the corresponding depreciation. Now, the purchase 
price of automobiles is deductible at the applicable annual depreciation rate up to an amount of 
Ps. 200,000. 
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Immediate deduction 
 
 The immediate deduction procedure applicable to new fixed assets has been 
reincorporated. This deduction may be claimed in the fiscal year following that in which utilization 
of the related asset starts (previously it was permissible to claim this deduction as from the year 
the fixed asset was acquired); however, it is restricted to new fixed assets utilized outside the 
metropolitan areas of Mexico City, Guadalajara and Monterrey. Even though this tax incentive is 
available as from 2002, the resulting tax benefit will be realized in fiscal year 2003. 
 
 Notwithstanding the foregoing, this incentive will be available in the metropolitan 
areas of Mexico City, Guadalajara and Monterrey in the case of companies that have a 
significant labor force, utilize clean technologies with respect to the emission of pollutants and do 
not require a significant use of water in their production process. The Executive Branch of the 
government will establish the characteristics of this type of companies.  
 

Dividends 
 
 The law contains a new provision, which allows companies required to pay income 
tax on the distribution of their book profits to credit the tax thus paid against the tax payable on 
the taxable income of the following three fiscal years.  
 

Capital reductions 
 
 The procedure to determine the amount of distributable earnings resulting from 
capital reductions of Mexican resident legal entities continues to apply with certain variants.  
 
 The procedure applies to capital redemptions, amortizations or reductions, 
liquidations or repurchase of the company’s own stock, regardless of whether the corresponding 
shares of stock are cancelled 
 
 The acquisition by a company of the shares of another company, which directly or 
indirectly holds the shares of the acquiring company, is considered a capital reduction even 
though, in a strict sense, it is not one. The same treatment is afforded to the transfer of monetary 
assets made as a consequence of a merger or excision by the excising or liquidating company 
under certain circumstances.  
 
 The purchase of a company’s own stock through a stock exchange is still considered 
a form of capital reduction in which distributable earnings might arise, except in the case where 
the shares of stock purchased and those the company may have previously acquired, which it 
still holds, do not exceed an amount equivalent to 5% of aggregate outstanding shares and such 
shares are placed again within a term of not more than one year counted from the date of 
purchase. 
 
 When a company’s own stock is purchased with funds obtained from the issuance of 
obligations convertible into shares, the term of the issue of the obligations shall be the maximum 
term, in lieu of that referred to in the preceding paragraph for placing the corresponding shares. 
 
Change of Mexican tax residence by Mexican companies 
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 A liquidation shall be deemed to occur when a Mexican resident legal entity for tax 
purposes ceases to be a resident of Mexico. In such event, a legal representative must be 
designated for purposes of maintaining at the disposal of the tax authorities the supporting 
documentation evidencing payment of the related tax liability on behalf of the taxpayer. The 
representative shall be jointly and severally responsible for any tax liability incurred by the 
liquidating company, unless the latter submits a tax report issued by a registered public 
accountant.  
 
New simplified regime 
 
 A new simplified regime is established for purposes of regulating compliance with the 
tax obligations through a legal entity grouping several taxpayers meeting the requirements set 
out to that effect. This regime incorporates the procedure established for integrating companies 
through the Resolution for Administrative Facilitation of the Simplified Regime in force until fiscal 
year 2001. 
 
 Under this new regime, the taxable basis shall be determined taking into 
consideration income and deductible expenses actually received or paid (except depreciable 
assets). As a consequence, the simplified regime based on incoming and outgoing items in 
effect until year 2001 has been eliminated.  
 

Tax consolidation 
 
 It is established that only 60% of profits and losses generated or incurred by the 
companies integrating a consolidating group shall be included for purposes of the consolidation. 
This means that all holding companies, without exception, must incorporate their tax results in 
the consolidation on a 60% basis and shall pay the tax individually on the remaining 40%. 
 
 The special consolidating items have been eliminated from this regime and, as a 
consequence, they are no longer includible in the formula for determining the consolidated tax 
result.  
 
 Accordingly, it is provided that holding companies, which determined special 
consolidating items for fiscal years prior to 2002, shall assume that as of December 31, 2001 the 
transactions that generated such items were carried out with third parties and determine the 
resulting effects in accordance with the rules on disincorporation in effect until fiscal year 2001. 
 
 However, the previously mentioned transitional provision grants holding companies 
the option to continue determining the special consolidating items and related changes until the 
assets from which they originate are actually sold to parties not related to the consolidating 
group. It should be noted that this option must be exercised in respect of all transactions that 
gave rise to special consolidating items.  
 
 Finally, a new presumption for disincorporating companies shall apply in the case of 
liquidating companies participating in a merger carried out among the consolidating group of 
companies. In the event that the holding company is liquidated as a result of such merger, it 
shall be deemed that a deconsolidation has occurred.  
 

INDIVIDUALS 
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Tax rate schedules 
 
 The new tax rate schedules for calculating individual income tax establish a rate of 
32% on the highest bracket; however, a transitional provision establishes a top bracket rate of 
35% for the year 2002, which will decrease by 1% each year until it reaches the rate of 32% on 
the highest bracket of the schedule in effect in 2005 and subsequent years.  
 
 However, the income brackets of the new tax rate schedule were not broadened with 
respect to the schedule previously in effect, thus the amended provisions fail to meet the 
proposed objective of actually reducing income tax payable by individuals, since such reduction 
benefits only the higher income bracket.  
 
 On the other hand, the ceiling established in the law previously in effect is 
significantly reduced, so that in the event that an employee realizes annual income in excess of 
Ps. 300,000 the employer is not obliged to calculate the annual tax applicable to such employee. 
 
 The withholding tax rate on fees paid to board members, administrators, statutory 
examiners, etc., has been increased to 35% but will be reduced annually by 1% until 2005.  
 

New obligations 
 
 Individuals will be now obligated to declare in the annual return the amount of loans, 
gifts and prizes obtained whenever these items, individually or combined, exceed Ps- 1,000,000. 
In the event an individual fails to comply with this obligation, it will give rise to a rebuttable 
presumption that income from such loans, gifts or prizes is includible in gross income. 
 
 Also, individuals are obliged to file an annual return when the aggregate income 
received in the calendar year, exceeds Ps. 1,500,000 (Ps. 1,000,000 in 2002 and Ps. 500,000 in 
2003) , including exempt and non-taxable income and income on which a final tax has been 
paid. 
 
 It is established that individuals must comply with the obligation to provide 
information even though they are not required to file an annual return. 
 

Exempt income 
 
Sale of publicly traded stock 
 
 The exemption on capital gains realized by individuals on the sale of shares of stock 
carried out through a stock exchange operating under a concession as provided by the Law of 
the Stock Exchange (Bolsa Mexicana de Valores) is maintained regardless of whether the 
issuing company is a resident of Mexico. It is no longer required that these shares be placed 
among the investment public at large provided they meet certain restrictions set out in that same 
law.  
 
 The exemption applicable to income derived from capital-related derivative 
transactions, where the underlying instruments are the above-mentioned securities, is 
eliminated. 
 
Interest 
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 Beginning January 1, 2003, previously exempt interest income of individuals will be 
taxable; however, an exemption still applies to interest paid by banking institutions, provided that 
it originates from checking accounts or accounts for the deposit of salaries and wages, pensions 
and retirement or savings, when the average daily balance of the related investment does not 
exceed an amount equivalent to five times the annual minimum salary established for the 
Federal District.  
 
 Interest paid by savings and loans cooperatives and popular financial companies is 
also exempt provided it originates from investments for which the average daily balance does 
not exceed an amount equivalent to five times the annual minimum salary. 
 
Indemnities paid by insurance companies 
 
 Indemnities paid by insurance companies to insured individuals or their beneficiaries, 
as a result of the occurrence of the risk covered by an insurance policy, continue to be exempt 
when the related insurance is not intended to cover fixed assets; however, the exemption does 
not apply to income from dividends, interest or surrender value. This type of income was 
exempt, with certain limitations, under the previous law. 
 
Gifts 
 
 The exemption on income from gifts is significantly restricted. It will now apply solely 
to gifts among spouses or descendants or ascendants provided that the property received is not 
sold or donated by the latter to another descendant.  
 

Personal deductions 
 
Insurance premiums 
 
 Individuals are now allowed to deduct medical insurance premiums supplementary to 
or separate from health services furnished by social insurance institutions, provided that the 
beneficiaries are: the taxpayer, his or her spouse, either party in the case of concubinage or his 
or her ascendants or descendants 
 
Mortgage interest 
 
 Beginning in 2003, individuals will be allowed to deduct real interest actually paid 
during the fiscal year on home mortgage loans granted by a bank or auxiliary credit organization, 
chartered by the National Banking and Securities Commission, provided that the amount of the 
loan does not exceed approximately Ps. 4,500,000. 
 

Salaries and wages 
 
Credit on salary 
 
 Employers continue to be obliged to deliver in cash to employees the resulting credit 
on salary when the tax payable by the employee is less than the amount of the credit on the 
monthly salary; however, the law now establishes that the amount of the credit on salary actually 
delivered to the employee may be offset only against the employer’s own income tax liability or 
income tax withheld from third parties. 
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Substitute tax for the credit on salary 
 
 A new tax referred to as substitute tax for the credit on salary is included in the law. 
This tax will be payable by legal entities and individuals that pay compensation for the rendering 
of subordinated personal services in Mexico. 
 
 The tax will be payable every fiscal year at the rate of 3% on the aggregate amount 
of compensation paid for the rendering of subordinated personal services, including items 
treated as salary and fringe benefits and will be generated at the time the related compensations 
are paid.  
 
 It is established that taxpayers may choose not to pay this tax; however, in that case, 
they cannot offset against their own income tax or income tax withheld from third parties the 
amount of the credit on salary paid to the employees in accordance with the law. 
 

RESIDENTS ABROAD 
 
 In general, the withholding rates applicable to non-residents are equalized at a 
general rate of 25%. 
 
Sale of shares in the stock exchange 
 
 It is established that the exemption on the sale of shares carried out through the 
Mexican Stock Exchange applies only to non-resident individuals. 
 
 Sales of this type made by non-resident legal entities will be taxed at the withholding 
tax rate of 5% on gross income; however, the non-resident taxpayer may choose to pay this tax 
at 20% on the gain. 
 
 In view of the fact that the law refers specifically to the Mexican Stock Exchange, the 
sale of shares of stock issued by Mexican companies in foreign stock exchanges or markets will 
be taxed as indicated above.  
 
Corporate restructurings 
 
 Up to fiscal year 2001, for purposes of corporate restructurings, the Ministry of 
Finance could approve the transfer of shares of stock at a value different from that which would 
have been fixed by independent parties in comparable transactions, provided that such value 
could not be less than the tax cost basis; as a consequence, non-resident sellers participating in 
this type of restructurings were not subject to tax.  
 
 Beginning in 2002, it is established that in the event of the corporate restructuring of 
a group of companies, payment of the tax, if any, generated on the gain derived from the sale of 
the shares within such group, may be deferred until the sale of the restructured company or 
companies to third parties. 
 
Interest  
 
 The tax rate of 4.9% on interest paid to non-resident banks, including investment 
banks, will continue to apply provided that the latter are residents of a country with which Mexico  
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has entered into a Treaty for the Avoidance of Double Taxation, currently in effect, and are the 
beneficial owners of the interest and the requirements set out in the related Treaty are fulfilled. 
 
 The rate of 4.9% continues to apply on interest from securities placed through banks 
or brokerage firms located in a country with which Mexico has a Treaty, currently in effect, in 
respect of which it is not necessary to know the identity of the beneficial owner provided that the 
various requirements established by the law for that purpose are fulfilled.  
 

PREFERENTIAL TAX REGIMES 
 
 Beginning January 1, 2002, the term “low tax jurisdictions” set forth in the tax laws 
since 1997 has been changed for the term “territories with preferential tax regimes”. As a 
consequence, reference made in the various tax provisions to low tax jurisdictions has been 
replaced by the new term.  
 
 As in the regime previously applicable to investments in low tax jurisdictions, in 
accordance with the new scheme, it is intended that individuals and legal entities residents in 
Mexico pay income tax on income realized on their investments in territories with preferential tax 
regimes, regardless of when they receive the dividends or profits from the entities or the legal 
forms through which the related investments are made.  
 
 Territories with preferential tax regimes are listed in a transitional article of the law, 
which is identical to the list contained in the previous law. Consequently, investments located in 
the countries referred to therein will be considered made in territories with preferential tax 
regimes.  
 
 Taxpayers that place their books of account at the disposal of the tax authorities and 
submit within the established term the information return showing investments in territories with 
preferential tax regimes may claim the deductions applicable to such investments proportionally 
to their daily average direct or indirect participation in such investments.  
 
 Therefore, residents of Mexico will determine the taxable income or tax loss arising 
from their investments in territories with preferential tax regimes and, if applicable, the tax result 
of such investments after offsetting losses incurred in the preceding five fiscal years as a 
consequence of the aforementioned investments.  
 
 In correspondence with the amendments made to the calculation of the inflationary 
component, residents of Mexico must consider as gross income or deductions the accrued 
interest receivable or payable plus the annual taxable or deductible inflation adjustment. 
 
Tax rate 
 
 Legal entities and individuals residents of Mexico will pay income tax on gross 
income, taxable income or tax result derived from investments made in territories with 
preferential tax regimes, as applicable, at the tax rate applicable to Mexican legal entities (35% 
in 2002). 
 
Information return 
 
 In accordance with the new law, only taxpayers who obtain income from investments 
in territories with preferential tax regimes are now required to file an information return in  
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February of each year with respect to investments made or maintained in such territories in the 
immediately preceding fiscal year. 
 

LAW OF REVENUE 
 

 The provisions of the Law of Revenue include amendments to the Value Added Tax 
Law and a new luxury tax. In addition, they also establish the possibility that the States may 
impose new taxes on business activities of individuals and on certain other acts or activities, 
which are discussed below. 
 

VALUE ADDED TAX 
 

Time when the tax is generated 
 
 As a general rule, it is established that the tax on the sale, rendering of services and 
the temporary use or enjoyment of property will be generated at the time the consideration is 
actually collected and the tax must be calculated on the individual amount of the related 
compensation. Any provisions of the law regulating or referring to a different point in time have 
no legal effect. 
 
Tax credit 
 
 It is established that the tax will be creditable when it is actually paid and, in certain 
instances, the corresponding acquisition has been paid.  
 
Tax withholding 
 
 In the cases in which there is an obligation to withhold the tax, the withholding must 
be made on the date the price or consideration is paid; the tax must be calculated on the amount 
actually paid, which is in conformity with the new scheme for generation of the tax. 
 
Advance payments 
 
 In accordance with the new scheme, advance payments or deposits received by the 
seller, the provider of the service or the grantor of the temporary use or enjoyment of property 
will be considered as part of the stipulated price or consideration, so that the tax will be 
considered as generated at the moment of actual collection. 
 
Supporting documentation 
 
 In addition to complying with the established tax requirements, for purposes of the 
Value Added Tax Law, supporting documentation must indicate whether the price or 
consideration reflected therein is payable in a single or partial payment. In the first instance, the 
total amount of the transaction and the amount of the value added tax shifted must be reflected 
in such documentation. In the second instance, the amount of the partial payment and the 
shifted tax on such payment must be indicated in the related documentation. This information 
purports to assure the federal fisc that the creditable tax, if applicable, has been actually paid.  
 
Transitional regime 
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 A transitional regime has been established in order to prevent the acts or activities 
performed until December 31, 2001 on which the value added tax has already been paid from 
being subject to double taxation when the related consideration is actually collected in 2002 or 
thereafter. 
 
 Further, it is established that in the event the value added tax was shifted in 
accordance with the provisions in effect up to December 31, 2001, the tax should not be shifted 
again when the related consideration is paid in 2002 or thereafter, thus preventing that the 
recipients of the supporting documentation could claim a tax credit twice. 
 

LOCAL TAX ON INCOME OF INDIVIDUALS 
 
 The State governments are empowered to levy a tax on individuals engaged in 
business and professional activities on income generated thereof, which, depending on the 
applicable legal presumptions, cannot exceed 5% of taxable income, or 2% of gross income.  
 

LOCAL TAX ON SALES 
 
 Additionally, the States are empowered to levy a tax of up to 3% on sales and 
services provided to the general public, as well as on the sale of property, rendering of services 
or granting of the temporary use or enjoyment of movable property by individuals or legal 
entities. 
 

LUXURY TAX ON GOODS AND SERVICES 
 
 A transitional provision of the Law of Revenue establishes a luxury tax on the sale of 
goods and the rendering of services, which will be payable by individuals and legal entities that 
carry out transactions with the general public in Mexico consisting of the sale of property, 
rendering of services, granting of the temporary use or enjoyment of movable property and 
importations carried out by the ultimate consumer of the property subject to this tax. 
 
 For purposes of this tax, it is considered that the sale of property, rendering of 
services, granting of the temporary use or enjoyment of movable property is carried out with the 
general public when the value added tax is not expressly and separately shifted in the 
supporting documentation issued with respect to the activities in question, or when the taxpayer 
issues simplified documentation in accordance with the provisions of the Federal Fiscal Code.  
 
 Accordingly, the tax should not be shifted to the extent that the purchaser, provider of 
the service or grantor of the property furnishes his or her tax identification data and requests the 
issuance of documentation in which the value added tax is expressly shifted, even though he or 
she may be the ultimate consumer of goods or services subject to the luxury tax.  
 
Taxable basis and tax rate 
 
 The tax is calculated by applying the 5% rate to the price or consideration stipulated 
on the sale, rendering of services or granting of the temporary use or enjoyment of property 
including amounts charged to or collected from the acquiring party for miscellaneous taxes, fees 
for government services, regular or penalty interest, conventional penalties or any other item, 
excepting the luxury and value added taxes. 
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 Additionally, advance payments or deposits received by the seller, provider of the 
service or grantor of the temporary use or enjoyment of movable property are considered part of 
the stipulated price or compensation.  
 
 The tax will be generated when the stipulated compensation is collected and must be 
calculated on the individual amount of the compensation.  
 

SPECIAL TAX ON PRODUCTION AND SERVICES 
 

New taxable transactions and tax rates 
 
 The following have been added as taxable acts subject to the tax rate of 20%: the 
sale and importation of mineral and carbonated water, non-alcoholic beverages, hydrating and 
re-hydrating drinks, concentrates, powders, syrups, flavor essences or extracts, which when 
diluted produce beverages, hydrating or re-hydrating drinks as well as syrups or concentrates for 
the preparation of beverages sold in open containers utilizing automatic, electrical or mechanical 
machines that use sweeteners other than sugar cane. 
 
 The sale of alcoholic beverages has been added as an activity subject to the tax 
under an ad valorem scheme, which will be taxed at rates ranging from 25% to 60%, depending 
on the degree of alcoholic content of the product. This tax is no longer payable by producers, 
bottlers and importers.  
 
 The rendering of telecommunications and related services has been incorporated as 
a taxable act, which is subject to this tax at the rate of 10%.  
 
Time when the tax is generated 
 
 As a result of the tax reform, the tax on the sale of the taxable items will be generated 
upon collection of the related consideration for performance of the taxable acts. This tax must be 
calculated on the amount of the consideration collected.  
 
Exportation 
 
 The exportation of property is exempt from this tax. This means that taxpayers that 
perform these transactions cannot credit the tax passed on to them and, as a consequence, 
must reflect the related expenditure in the cost of the property in question.  
 
Processed tobaccos  
 
 The tax rate applicable on the sale and importation of filter and non-filter cigarettes 
will be gradually increased until it reaches the rate of 110% in fiscal year 2005.  
 
Non-alcoholic beverages and hydrating drinks 
 
 In the case of non-alcoholic beverages it is worth noting that only those containing 
fructose will be subject to the tax. The tax will be payable in all distribution stages except sales 
to the general public, which are exempt. Juices and nectars are not treated as beverages. 
 
Telecommunications 
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 The definition of telecommunications and ancillary services set forth in the law 
is rather broad; consequently, it is possible that, any service provided by 
telecommunications companies which is not conditioned to the rendering of 
telecommunications services, but in one way or another is related to these, could qualify 
as such for purposes of the tax. 
 
 
 

* * * * * 
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