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November, 2007

INJUNCTION AGAINST MEXICAN FLAT-RATE TAX (“IETU”)
Dear clients and friends:

On October 1st, 2007, amendments to several tax laws were published in the Official Gazette of the
Federation. The Business Asset Tax was repealed, and two new taxes were created: the Flat-Rate
Business Tax (IETU” by its Spanish acronym), and the Tax on Cash Deposits. These amendments
and new taxes will become effective on January 1st 2008, with some exceptions. Additionally, a
decree was published on November 5, 2007 creating some incentives to mitigate to a certain extent
the negative effects of the IETU.

Many of the provisions contained in IETU will provoke serious negative effects for some taxpayers
and are in violation of the Mexican Constitution. It would therefore be possible to challenge this tax
through an injunction (“amparo”) proceeding; we will represent several of our clients in the
corresponding legal action.

We are in the process of preparing a newsletter which will describe the amendments in detail. In the
meantime, we are pleased to provide you with this summary on the Flat-Rate Business Tax, the Tax
on Cash Deposits and the abovementioned decree.

. - FLAT - RATE BUSINESS TAX (IETU)

As mentioned above, the Business Asset Tax will be repealed as of January 15t 2008. It is important
to point out that IETU is different from the Business Asset Tax, and is not intended to be a substitute
for it.

Individuals and companies which are tax residents in Mexico are liable for payment of IETU, with the
exception of employees. Foreign residents with a permanent establishment in Mexico are also liable
for payment of this tax, for income obtained from their permanent establishment.

Income derived from the following activities is taxed by IETU:

a. Sale of goods;
b. Rendering of services; and
c. Lease of goods.
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The applicable definition of these activities, is that given in the Value Added Tax Law.

The tax rate will be as follows:

Year Rate
2008 16.5%
2009 17%
2010 and thereafter 17.5%

The tax shall be paid by monthly provisional payments and one annual payment, which must be
made on the same dates as payments for Income Tax.

Taxable income for IETU includes payments in cash or in kind, including any payment made in the
form of services. In addition to the price of the goods or services, taxable income will include all
taxes (except those which are transferred, such as VAT), as well as governmental fees and interest,
including interest on late payment.

The provisions of the Value Added Tax Law will apply to determine the time when income is deemed
to be obtained by the taxpayer.

Income for activities carried out before 2008 will not be taxed, even if payment is received after the
end of 2007.

Deductions which are substracted from the taxable income include investments in fixed assets. It is
important to bear in mind that additionally, after having made deductions, there are several credits
which may be applied against the taxable income. These credits include, among others, the amount
paid for Income Tax and the amount resulting from applying the IETU tax rate to salaries and wages
which are taxable for the employees.

The following deductions may be applied for purposes of this tax:

a) Expenses which were necessary for generating the taxable income, including investments in
fixed assets as well as payments for management, production, commercialization and
distribution. Expenses incurred prior to January 1, 2008 are non-deductible.

Salaries are not deductible, but it is possible to credit the effect of IETU on salaries, as
described below.

b) Expenses on new investments, incurred between September 1t to December 31st 2007 shall
be deductible in a three year period in straight line basis.

c) Federal and local taxes and governmental fees paid in Mexico, with the exception of IETU,
Income Tax, social security contributions and taxes which must be transferred, like VAT for
instance.
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d) Sales returns, discounts and allowances, as well as advance payments and deposits that are
returned if the tax was previously paid.

e) Payments of indemnity for damages, as well as liquidated damages, in some instances.
f)  Prizes paid in cash by taxpayers who organize raffles, lotteries and similar games.

g) Donations which are not onerous or remunerative within the limits established in the Income
Tax Law.

h) Losses for non-collectible credits, due to force majeure.
Taxpayers may apply the following credits against the monthly provisional payments of IETU:

a) The amount resulting from applying the IETU tax rate to the excess of the amount of the
deductions over the income.

b) IETU paid during the year, in prior provisional payments of that same year.
c) Provisional payments of Income Tax made by the taxpayer, including any withholdings.

d) The amount obtained by applying the IETU tax rate to the salaries and wages and to the
employer social security contributions.

e) A five percent of the IETU tax rate applicable to the deduction pending on investments in
fixed assets made from 1998 to 2007.

Credits which may be applied against the annual IETU are the following:

a) Provisional monthly payments of IETU which exceed the total IETU payable for the year.
This amount may be compensated during the following ten years against the annual Income
Tax; the return of any remainder may be requested. This credit may not be transferred in
case of a merger.

b) The result of applying the IETU rate to salaries and wages paid during the year which has
been subject to withholding for Income Tax and social security fees payable by the employer.

c) A five percent of the IETU tax rate applicable to the deduction pending on investments in
fixed assets made from 1998 to 2007. This credit can be applied in the following ten years,
starting in 2008.

d) Income Tax paid for the distribution of dividends or profits during the year. In 2008, this will
include Income Tax paid for the years 2006 and 2007.
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Finally, taxpayers may offset against IETU payable for the year, the indexed Asset Tax paid during
the ten years prior to that in which Income Tax was paid, in certain cases and with some limits.

IETU shall not be applicable to the following income:

a) Royalties received from related parties (these are not deductible for the party who pays such

)

royalties). This does not include royalties obtained from granting the temporary use of
industrial, commercial or scientific equipment.

Interest received on financing or loans. The applicable definition of interest shall be the one
contained in the Income Tax Law (interest is not deductible for the payer).

Sale of equity interests, shares, credit instruments (except for certificates of deposit in some
cases), non-redeemable certificates of real estate participation or other instruments granting
rights on real estate or on Mexican or foreign currency, except for sales of this type of
instruments made by parties exclusively engaged in said activity.

Income received by individuals for occasional activities, except in the case of income derived
from the sale of assets which were deducted for purposes of IETU.

Income obtained by non-profit entities or trusts authorized to receive donations which are
deductible for purposes of Income Tax.

Income obtained by corporations whose partners are pension and retirement funds residing
abroad.

Income obtained by individuals or corporations engaged in farming, cattle-raising, forestry, or
fishery activities which are exempted under the Income Tax Law.

Income exempted by the Income Tax Law, which is received by political parties,
associations, labor unions, employers’ associations, chambers of commerce, etc.

Income received by the Federation, Federal Entities, Municipalities, etc.

In the case of companies that file consolidated tax returns, the holding and subsidiary companies
shall determine and pay the IETU individually. Income Tax delivered by the subsidiary corporations to
their holding company will be considered as part of the tax which the subsidiary corporations may
offset against the payment of IETU.

Il. - TAX ON CASH DEPOSITS

This Law will enter into force on July 1, 2008.

This tax is payable by individuals and companies who make cash deposits in Mexican or foreign
currency, in any account held in their name in an entity forming part of the Mexican financial system,
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for up to an accumulated amount of Mx$25,000.00 per month. This tax will be paid on the sum which
exceeds the aforementioned amount.

Individuals and companies are also subject to this tax for cash purchases of cashier's checks,
whatever their value.

The tax rate is 2% of the amount of taxable deposits; this tax is to be withheld by the financial
institution where the deposit is made or the cashiers’ check is purchased.

This tax may be credited against Income Tax; if there were an excess in favor of the taxpayer, it may
be set-off against any federal tax or governmental fee.

We will be pleased to answer any questions you may have regarding the construction or application
of the new laws, as well as regarding the challenge of IETU by an injunction (“amparo”) proceeding.

1. - DECREE CREATING INCENTIVES ON IETU

The Decree provides incentives consisting in tax credits against the |IETU covering the following
matters:

a) Recognition of the cost of inventories at December 31, 2007.
b) Maquila operations for taxpayers that pay income tax under the safe harbor rule.

c) Net operating losses for income tax in years 2005, 2006 and 2007 produced for taking
immediate deduction of investment in fixed assets.

d) Net operating losses incurred by tax payers of the so called simplified regime.
e) Sales on installments before 2008.

f)  Acquisitions of inventory between November 1 and December 31, 2007 by tax payers that
make sales to the final consumers.

g) Consolidated Tax Regime.
h) Cost of concessions paid during the period of September 1 through December 31, 2007.

We will be pleased to meet with you, in order to discuss these new legal provisions and the possibility
of filing an injunction against IETU.

Yours truly,

GOODRICH, RIQUELME Y ASOCIADOS



GOODRICH, RIQUELME Y ASOCIADOS

Raul Moreyra Suarez

Maria del Rosario Huet Covarrubias
Ana Celia Salinas Romero

Mario Ramirez Vargas

Sergio Ruiz Lépez

Marisol Cervantes Culebro
Francisco L. Gémez Viquez

Ana Ruth Herrera Gomez

Paulina Mariana Hernandez Tejeda
Gabriela Ayram Fuentes Gil

Edgar Leonardo Espejel Mucifio
Mauricio Jaramillo Reyes

Eduardo Avila Pérez

5525-6167
5207-5203
5208-2035
5208-1097
(52-55)- 5525-3908
(52-55)- 5533-0040

(52-55)-
)_
)_
)_
g_
(52-55)- 5525-6369
)
)_
)_
)_
)_
)_

(52-55
(52-55
(52-55

(52-55) 5533-0040

5533-0040
5533-0040
5533-0040
5533-0040
5533-0040

(52-55
(52-55
(52-55
(52-55
(52-55

moreyra@goodrichriquelme.com
rhuet@goodrichriquelme.com
asalinas@goodrichriquelme.com
mramirez@goodrichriqguelme.com
ruizsl@goodrichriqguelme.com
mcervantes@goodrichriquelme.com
faomez@goodrichriquelme.com
arherrera@goodrichriquelme.com
fiscal2@goodrichriquelme. com
fiscal3@goodrichriquelme.com
fiscal4@goodrichriqguelme.com
fiscal5@goodrichriguelme.com
fiscal6@goodrichriguelme.com

GOODRICH, RIQUELME Y ASOCIADOS

*scvimisdocts/circular fiscal 2008/rms injunction against Mexican flat-rate tax (IETU)

Paseo de la Reforma 265
Col. Cuauhtemoc
México 06500 D.F.
Tel: (52-55) 5533-0040 / 55
Fax: (52-55) 5525-12-27-
mailcentral@goodrichriquelme.com





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


