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In brief

The Mexican Congress on October 27, 2016, approved the 2017 Bill (the Law), which includes
amendments to Mexican tax legislation. The Law will be published soon in the Mexican Official Gazette

and take effect January 1, 2017.

The tax amendments affect the Income Tax Act, the Value Added Tax Act, and the Federal Tax Code. The
most relevant amendments for multinational companies are summarized below.

In detail

Corporate income tax

When the government grants
economic or financial
assistance to taxpayers
through governmental
budgetary programs, the cash
received will not be treated as
taxable revenue to the extent
that (i) there is a public list of
beneficiaries, (ii) the funds
are wire-transferred to the
beneficiaries’ accounts, (iii) if
applicable, the tax authorities
issue a certificate of good tax
standing to the beneficiary,
and (iv) the assets or services
the taxpayer acquires with
the grant are not deducted.

Payments derived from labor
subcontracting will be
deductible when, among
other requirements, the
contractor obtains from the
subcontractor (i) copies of the
tax receipts for salary
payments made to the
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employees performing the
outsourced services, (ii) a
copy of the acknowledgment
of receipt, and (iii) a copy of
the tax return showing that
the income tax withholding
and contributions to the
Mexican Social Security
Institute were paid.

The Law creates a 30% tax
credit for research and
development (R&D)
expenses, including
investments in R&D. The tax
credit will be equal to
current-year R&D expenses
in excess of the average R&D
expenses incurred in the
previous three years. This
incentive cannot be combined
with other tax incentives. The
government will set up a
committee to analyze and
approve R&D credits.
Further, taxpayers will have
to file an information return

each February with details of
the R&D expenses to be
validated by the authorities.
Additional rules for the R&D
tax credit will be published
within 9o days following the
publication of the Law in the
Mexican Official Gazette.

Value added tax (VAT)

VAT paid for subcontracted
labor will be creditable to the
extent that the contractor
obtains from the
subcontractor (i) a copy of
the VAT tax return showing
VAT was remitted to the
Mexican tax authorities, (ii) a
copy of the acknowledgment
of receipt issued by the tax
authorities, and (iii) copies of
any other information
submitted to the tax
authorities related to the VAT
payment.
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Under current VAT law, a VAT credit
is granted in the pre-operating period
— that is, the period prior to the start
of the taxable activities — based on an
estimate of expected future activities
subject to VAT. However, there is no
adjustment mechanism if the actual
activities subject to VAT differ from
the estimated activities.

The new provision provides that VAT
credits from expenses and certain
investments in the pre-operating
period can be used on the first VAT
return for the month in which the
company actually carries out activities
subject to VAT, or in the month in
which the company incurs the expense
or makes the disbursement (in which
case it can request a refund), provided
that, in the latter case, the taxpayer
provides information related to the
VAT taxable activities to be
performed. In both cases, there will be
a mandatory adjustment to the VAT
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credited once a 12 month period has
elapsed from the date on which the
credit was applied.

In addition, if the taxpayer does not
perform taxable activities once the
pre-operating period has ended, a
reimbursement of any refund should
be remitted to the tax authorities. This
rule will not apply to taxpayers
engaged in extraction activities, such
as mining and oil.

Certain information technology (IT)
services physically rendered in Mexico
for the benefit of foreign entities will
be classified as an exportation of
services subject to a 0% VAT rate. The
VAT law includes a list of the services
that will be classified as IT for
purposes of the reduced rate.

Federal tax code

Effective for tax year 2017, taxpayers
must file an information return
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stating their tax status (declaracion
informativa de situacién fiscal in
Spanish) with their annual corporate
income tax return. Consequently, the
deadline to file the information return
will be moved up to March 31 from
June 30 of the following year. For tax
year 2016, the information return due
date remains June 30, 2017.

Taxpayers allowed to elect to file the
Dictamen Fiscal will not be obliged to
file the information return stating
their tax status.

The takeaway

Although the Law is pending
publication in the Mexican Official
Gazette, multinationals with assets,
share investments or other activities
in Mexico should consider how these
changes may affect their Mexican
structures.
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