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INTRODUCTION
The Mexican tax system has been subject to comprehensive tax reform
legislation. This legislation, enacted principally in 1986, 1988 and 1994,
has dramatically changed the tax laws in an attempt to make the system
competitive with the tax systems of Mexico’s most important trading and
investment partners as well as with the systems of countries competing
with Mexico for foreign investment.
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The principal taxes payable by individuals and by corporations operating in Mexico and,
in certain cases, by foreign companies, are those levied by the federal government.
State and municipal governments have more limited taxing powers and until now have
never levied general corporate income taxes; some states tax employers on salaries
and professional fees paid by them. The principal taxes are as follows:

FEDERAL
TAXES

LOCAL
TAXES

1

Flat Tax

1

On real property

2

Value-added tax

2

On salaries

3

Income Tax

3

On acquisitions of
real property

4

Payroll taxes, social security premiums,
mandatory retirement savings system,
and contributions to the National
Workers’ Housing Fund.

There are some special federal taxes on a
few specific products and services, such as
alcoholic beverages, cigarettes, gasoline,
telephone service, automobiles, etc.
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Income from personal services (earned income) includes salaries, commissions and
allowances of all types, including those for housing, living expenses, education, foreignservice, tax reimbursements, and amounts received as employee profit sharing.
Certain benefits may be considered as taxable income of the individual even if they are not
a deductible expense for the employer.
Living expenses can be absorbed free of tax to the employee only in the case of short-term
visits and if supported by receipts from third parties. A per diem rate is treated as a taxable
allowance. Reimbursements of expenses of a spouse or dependants usually represent
taxable income to the employee.
Business travel expenses, other than those supported by receipts from third parties and
limited to maximum deductible amounts, must, in general, be added to salaries for income
tax purposes.

Employment income
Income from personal services (earned income) includes salaries, commissions and allowances of all
types, including those for housing, living expenses,
education, foreign- service, tax reimbursements, and
amounts received as employee profit sharing.
Certain benefits may be considered as taxable income of the individual even if they are not a deductible expense for the employer.
Living expenses can be absorbed free of tax to the
employee only in the case of short-term visits and if
supported by receipts from third parties. A per diem
rate is treated as a taxable allowance. Reimbursements of expenses of a spouse or dependants usually
represent taxable income to the employee.
Business travel expenses, other than those supported
by receipts from third parties and limited to maximum
deductible amounts, must, in general, be added to
salaries for income tax purposes.

Investment income
Residents are required to include investment income
in their annual returns, except for: (a) interest from
the Mexican banking system and government obligations, which is either subject to a final withholding
tax of 20% on gross interest (or a portion thereof) or
is exempt; (b) dividend income from Mexican corpo-

rations or investment funds; and (c) capital gains on
transactions carried out through the Mexican stock
exchange, which are exempt.

Capital gains
Gains on the disposition of real property or shares of
capital stock receive favorable income tax treatment
in that historical costs may be increased by factors
(based on the number of years the asset had been
held) to adjust them for inflation, and in the case of
shares of capital stock also by amounts intended to
partially cover net retained earnings, whether capitalized or not. The resulting net gain for tax purposes
is taxed under a formula favorable to the taxpayer,
again depending on the number of years the asset was held before sale. Gains on sales of securities through the Mexican stock exchange, when the
securities are classified as available to the general
public, are exempt from tax.
Gains from the sale of the taxpayer’s principal residence are exempt, provided the taxpayer occupied
it as such during the two years before the sale.
Residents of Mexico are taxed on their worldwide
capital gains, whereas non-residents are only subject
to Mexican tax on gains arising from sales of real
property located in Mexico or non-exempt sales of
shares of Mexican companies, regardless of where
the sale takes place.
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Employees are allowed no business-related deductions, although reimbursements of
properly supported moving and travel expenses that are deductible to an employer do
not represent taxable income to the employee. Non-Business Expenses.
A resident is allowed to deduct un-reimbursed medical, dental or funeral expenses for
himself and dependants, as well as certain charitable donations.
There are no standard deductions, except that an individual may deduct 50% of residential
rental income instead of actual expenses and depreciation of the property.
Personal Allowances
Residents are also allowed to deduct an amount
equal to 30 days minimum wage if they receive an
annual bonus from their employer.
Tax Rates
Taxable income is taxed in accordance with a
progressive table of rates from 3% to a maximum
marginal rate of 35%, reproduced in Exhibit 3. It should
be noted that this top marginal rate is reached very
rapidly.
Tax Credits
A resident may obtain a credit to reduce his Mexican
tax, payable for any foreign income tax paid on
foreign source taxable income, and subject to
certain limitations.
A non-refundable low-income credit (subsidy)
designed to reduce the tax burden of taxpayers with
lower income is granted. This credit is phased out if
the taxpayer receives tax-exempt benefits from the
employer. For lower levels of income, it may reduce
the taxpayer’s burden by up to 50% of the tax.
In addition to the low-income credit, there is a
refundable credit, which is capped at NPs520.56
for salaries above four times the minimum wage. This
credit substitutes the 10% of minimum wage credit
applicable up to October 1.
Social Security Taxes
Contributions to the Mexican Social Security Institute
are withheld from employees at the rate of 5.15% of
covered salaries up to a maximum of 25 times the
minimum wage in the Federal District (10 in the case of

old age, death and disability insurance), resulting in
a maximum employee contribution of around $1,650
dollars per annum.
Local Taxes on Income
A few Mexican states levy a relatively low rate of
tax on salaries (but not on income in general), which
in most cases is payable by the employer (e.g., the
Federal District imposes a 2% payroll tax, payable by
the employer).
Tax Returns
All resident individuals receiving income during the
calendar year are required to file an annual tax return
no later than April 30 of the following year in certain
instances, such as individuals earning Mexican bank
interest only—regardless of the amount thereof. In the
case of salaries, the employer is required to compute
the annual tax on behalf of the employee unless the
employee notifies the employer he will file an annual
return.
Payment of Tax
Any unpaid balance of tax is payable upon filling
the return. The full tax on salary income and certain
interest income is withheld at source.
However, in the case of salaries received by resident
individuals from non-resident employers, the law
requires such individuals to file monthly advance
tax returns to pay an amount equal to the tax
withholdings applicable to these wages. The monthly
returns are due by the 17th day of the following
month.
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All businesses in Mexico with employees, whether organized as sole proprietorships,
partnerships or corporations, are required to distribute a portion of annual profits
among all employees, except directors and the general manager. The employee’s right
to share in the profits of a concern does not give them the right to intervene in its
management.
Personal Allowances
Employees are entitled to receive as their share of
their employer’s annual profits an amount equal to
10% of taxable income, as determined in accordance
with the Income Tax Law, with certain modifications
to eliminate the income tax adjustments related to
below, in which the labor law establishes a limitation
equal to one month’s salary.
In the case of entities whose income is derived
exclusively from personal services, such as professional
partnerships, the amount of profit sharing payments
made to each employee need not exceed one
month’s salary. The same limitation applies in the case
of employees whose duties relate to collecting loans
and interest thereon or who manage rental property.
Method of Distribution
Distribution of the employee’s share in the profits must
be made within five months after the end of the fiscal
year.
The employer is required to make a copy of the
company’s return available to his employees so
that they may exercise their right to object to their
employer’s income tax return. Any objection by
employees to the tax return is communicated to the
Revenue Authorities who issue the final decision, which
cannot be contested by the employees. The labor
law provides that non-compliance with the provision
of the law establishing profit sharing is grounds for a
valid strike.
The portion of the company’s profit that is distributed
among its employees is divided into two equal
parts. The first is distributed among the employees in
accordance with the number of days worked by each
during the year, and the second in proportion to the
salaries earned by each, except that the maximum
compensation for computing the profit sharing of
each white collar or supervisory employee is 120% of
the salary of the highest paid blue- collar employee.

Persons Subject To or
Exempt From Distributing Profits

All individuals, companies or economic units without legal personality
that have employees are required to distribute a portion of their profits
to them. Non-profit organizations pay profit sharing in accordance
with special rules contained in the Federal Labor Law. Taxpayers who are
entitled to statutory reductions of their income tax will use as the base
for profit sharing their tax profit computed as in the case of a taxpayer
who is not entitled to these reductions. Profit sharing is not applicable
to the following:

1
2
3

Newly established
businesses, during
the first year.

Newly established
businesses that
manufacture a
new product,
during the first
two years.
Mining and similar
businesses, during
the exploration
period.

4
5

Public and private
welfare institutions
recognized by law.
Enterprises whose
capital and gross
income are less than
a certain minimum
established by the
Labor Department.

5.

CORPORATE
TAXES

CORPORATE TAXES

35%
must be paid annually to
the tax authorities on the
company’s taxable profits

A Mexican company will be subject to the following
taxes during its operation:
A corporate tax assessable at a maximum rate of 35% must
be paid annually to the tax authorities on the company’s
taxable profits. The procedure to calculate such profits
is by deducting certain allowed expenses from the total
accruable gross income.

Most of the company’s income is considered accruable for income tax
purposes at the time any of the following situations occur:

1

invoices
are issued.

2

goods are
delivered to the
buyer or services
are rendered.

3

when total or partial
amounts of the
transaction is collected
or is payable, including
advance payments.

Basically, the allowed deductions are all costs
and/or expenses strictly necessary to carry out
the company’s business. Except for the first year of
operations, all Mexican corporations must file their
income taxes through monthly provisional payments.
These provisional payments will be credited against
the annual income tax return.
FLAT TAX
The Flat Tax base is determined by netting the
following inflows and outflows:
Inflows
1. Cash collected from the sale of assets, including
inventory and other assets
2. Cash collected from independent services
3. Cash collected from rental property
Outflows
1. Cash payments from purchases of assets
2. Cash payments from services
3. Cash payments from rental property
If the inflows exceed the outflows, the Flat Tax rate of
17.5 percent will be applied to the excess.
Moreover, the Flat Tax base will be determined on
a cash-basis method. Salaries, wages and employer

Social Security contributions are not deductible
in determining the Flat Tax base. In addition, no
depreciation or amortization is allowed to reduce
the Flat Tax base.
Salaries, wages and employer Social Security
contributions will be considered as credit for Flat
Tax purposes. The credit is determined by multiplying
these salaries and wages by the Flat Tax rate (17.5
percent)
Also, if you require additional information regarding
the Social Security contributions, following there is the
link:

http://www.sat.gob.mx/sitio_internet/asistencia_
contribuyente/principiantes/eres_extr
anjero/78_9768.html
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VALUE
ADDED TAX
A company doing business in Mexico will be obligated to pay Value
Added Tax (VAT) when it carries out any of the following activities:

1
2
3

Alienates or
leases goods
Renders
independent
services

This tax shall be calculated by applying the general
rate of 16% to the price of the goods or services. The
VAT is charged to the taxpayer who acquires the goods
or receives the services from the company. Therefore,
the VAT must be stated separately on the invoice of
the goods or services. Basically, the company shall pay
to the tax authorities the difference between the VAT it
has transferred to its clients or paid on the importation
of goods and services from the VAT the company had
paid to third parties during the course of business.

Imports goods
and/or services.

Social
Security
Taxes

Contributions to the Mexican Social Security Institute
are withheld from employees at the rate of 5.15% of
covered salaries up to a maximum of 25 times the
minimum wage in the Federal District (10 in the case
of old age, death and disability insurance), resulting
in a maximum employee contribution of around $1,650
dollars per annum.
Also, if you require additional information regarding the
Social Security contributions, following there is the link:
http://www.imss.gob.mx/english

