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In brief

As we all know, important changes in Mexico driven by President Enrique Peña Nieto’s administration are occurring
country wide.

In this regard, in addition to measures proposed in the tax bill presented last September 8th the new head of the
Large Taxpayer section of the SAT (Oscar Molina) announced that Mexican authorities have started taking specific
actions on Base Erosion and Profit Shifting (BEPS) under a pre-defined action plan, through which they intend to
apply anti-avoidance measures in respect of certain business restructurings, particularly concerning supply chain
conversions (better known in Mexico as maquila conversions).

The target of such action plan is MNEs that have restructured to conduct manufacturing and distribution operations
in Mexico, while potentially off-shoring intangible assets or to shift profits away from the country. In line with the
above, the new head of the Large Taxpayer section pointed out that over 700 BEPS targets have already been
identified, of which 270 were identified as convertingffrom a full-risk operating company to a limited risk
maquiladora-type structure with a high level of domestic production being destined to be sold in domestic market.
Mr. Molina indicated that the tax authority’s goal is to capture the applicable profits on sales in the Mexican Market.

In detail

Tax authorities’ action plan will focus on groups with manufacturing and distribution operations in Mexico, having a

high proportion of sales of those locally produced goods in the Mexican Market. The most relevant highlights of the

meeting are the following:

 The new administration will focus on “substance” hence, in cases where there are no actual
substantive changes to the structures, including real functions and risks, they intend to require
recognition/imposition of prior-restructuring profit systems in Mexico, including the possible
imposition of a permanent establishment.

 Tax authorities are in the process of establishing a special unit to specifically focus in BEPS
with a team of experts in several areas (ITS, TP, auditing, legal etc); Maquiladoras would be
the first in line.

 The Head of the large taxpayer division expressed his willingness to negotiate if taxpayers approach the

authorities for reasonable settlements before a formal audit has been initiated. The authorities would be

“open” to address those situations in a less aggressive approach. While the specific message is not clear,

based on the informal discussions held with authorities it could be assumed that the starting point of these

informal “reviews” is for the taxpayer to accept existence of a permanent establishment and then the profit

level becomes the point of negotiation.

The takeaway

It is important for entities engaged in this type of business restructurings to re-evaluate the documentation and level
of substance of the restructuring process to develop and determine potential risks and risks.
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