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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 
THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 
OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 
MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 
RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 
without limitation, the tax treatment or tax structure, or both, of any transaction 
described in the associated materials we provide to you, including, but not limited to, 
any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 
subject to change.  Applicability of the information to specific situations should be 
determined through consultation with your tax adviser.
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SMPS LEGAL, S.C.

jsanmartin@smps.com.mx

14.12.2021



Interpretation of the Convention
• The U.S. Mexico Tax Treaty (U.S.-Mexico DTC) contains definitions of terms used along the

convention.

• The Commentaries of the OECD Model Tax Convention (OECD MTC) may be used as an aid for 
the interpretation of the provisions of the U.S.-Mexico DTC which is based on the OECD MTC. 

• The Commentaries are widely accepted so this facilitates enforcement of the Convention’s
provisions.

• Under Mexican tax legislation, double tax conventions entered into by Mexico shall be
interpreted following the rules contained in the Vienna Convention on the Law of Treaties,
which provides that for the interpretation of an international treaty it shall be taken into
account, together with the context “any subsequent agreement between the parties regarding
the interpretation of the treaty or the application of its provisions”.

• According to the foregoing, the Commentaries of the OECD MTC published after the adoption
of the tenth update (or the subsequent ones), are considered as an agreement that shall be
observed for the interpretation of tax treaties entered into by Mexico, to the extent that such
comments are consistent with the provisions of a given treaty.
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Definitions and Interpretation 
• If the Commentaries of the OECD MTC are updated and change after a treaty

has been adopted, their impact is less clear and the contracting States may
take different approaches for the interpretation of a given convention: follow
a dynamic interpretation or a static one.

• Static interpretation is the traditional or usual way of understanding an
institution or legal figure. Even if new rules are developed, it is understood
that the intention is not to deviate from the spirit that has traditionally
informed the nature of the legal institution that it has currently regulated.

• Dynamic interpretation in general terms consists of taking the history of legal
institutions as a trend towards the future, with a progressive character; as a
process of continuous change, in evolution, or as an irregular process, with
breaks and changes in circumstances that prevent understanding the current
rules with criteria provided by regulations already repealed.
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Definitions and Interpretation 

• The OECD Model Tax Conventions states its own approach to this issue: 

“ … amendments to the Articles of the Model Convention and changes to the
Commentaries that are a direct result of these amendments are not relevant
to the interpretation or application of previously concluded conventions where
the provisions of those conventions are different in substance from the
amended Articles …

… However, other changes or additions to the Commentaries are normally
applicable to the interpretation and application of conventions concluded
before their adoption of these changes, because they reflect the consensus of
the OECD member countries as to the proper interpretation of existing
provisions and their application to specific situations.”
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Definitions and Interpretation 

• For purposes of the interpretation of the U.S.-Mexico DTC, the Mutual
Agreement Regarding Eligibility of Fiscally Transparent Entities Benefits
reached by both countries, constitutes an agreement that shall be taken into
consideration.

• The U.S. Treasury Department Technical Explanation of the U.S.-Mexico DTC
(and the Protocol and Additional Protocol that modified the Convention), even
when it is not a binding agreement between both countries, is a fundamental
source to be considered by both parties for the interpretation of the
Convention.
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RESIDENCE 
Convention

• The term "resident of a Contracting State" means: any person who, under the
laws of that State (U.S. or Mexico), is liable to tax therein by reason of his
domicile, residence, place of management, place of incorporation, or any
other criterion of a similar nature.

• It does not include any person who is liable to tax in that State in respect only
of income from sources in that State.

• Where a person other than an individual is a resident of both Contracting
States, that person shall not be treated as a resident of either Contracting
State.

33



Permanent home 
Personal and economic 

relations are closer 
(center of vital interests)

RESIDENCE

In both US and 
Mexico 

Habitual abode

National

Mutual Agreement

Determined DeterminedDetermined

Neither

Neither or both 
US and Mexico

Any other case

If an individual is a resident of both Contracting States, then his residence shall be 
determined as follows:

Notwithstanding any provision of this Convention, a Contracting State may tax its residents and by reason of
citizenship may tax its citizens, as if the Convention had not come into effect.



RESIDENCE – Mexican Federal Tax Code
• Article 9 of the Federal Tax Code establishes the residence rules of individuals and legal

entities.

• Individuals are considered as Mexican residents for tax purposes:
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Permanent home in 
Mexico and in the

U.S. 

Personal and economic 
relations are closer (center 
of vital interests) in Mexico

RESIDENCE

1. When more than 50% of the
total income obtained by the
individual in the calendar
year has a source of wealth in
Mexico.

2. When the principal center of
their professional activities is
in Mexico.

Goverment official or
workers of the State (even

when the center of vital 
interest is located in the US

Or



U.S. –Mexico MAP regarding eligibility of 
fiscally transparent entities benefits

• On Aug. 26, 2005, the Competent Authorities of the United States and Mexico entered into a
mutual agreement regarding the eligibility of entities that are treated as fiscally transparent
under the laws of either Contracting State to benefits under the U.S.- Mexico DTC, and as
amended by the Additional Protocol signed on Sept. 8, 1994, and the Second Additional Protocol
signed on Nov. 26, 2002.

• The Agreement specifies the cases where fiscally transparent entities are entitled to treaty
benefits and clarifies the procedure for claiming treaty benefits from Mexico.

• For purposes of paragraph 1 of Article 4 (Residence) it is understood that a partnership, estate,
or trust is a resident of a Contracting State to the extent that the income it derives is subject
to tax in that State as the income of a resident, either in the hands of the partnership, estate
or trust, or in the hands of its partners or beneficiaries;

• For example, if a resident of the U.S. is a member of an LLC organized in the U.S. and the LLC
is treated for U.S. federal tax purposes as a partnership, the resident of the U.S. would be
afforded benefits of the U.S.-Mexico DTC on the income that the resident derives from Mexico
through the LLC to the extent of the resident's share of that income.
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U.S. –Mexico MAP regarding eligibility of 
fiscally transparent entities benefits

• Mexico agrees to apply the mutual agreement with respect to amounts paid to an entity of a
third state or jurisdiction only where such third state or jurisdiction has in force a comprehensive
exchange of information agreement as provided in Mexican tax provisions and such information is
effectively exchanged.

• List of countries that Mexico has a comprehensive exchange of information in force.
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Belgium Netherlands

Canada Singapore

Korea Sweden

Israel Finland

Spain Chile

France Ecuador

Italy Romania

Norway Czech Republic



U.S. –Mexico MAP regarding eligibility of 
fiscally transparent entities benefits
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US LLC

MexCo

Dividends

Entitled to the U.S.-Mexico DTC
benefits

U.S. Residents

Can LP

MexCo

Dividends

Entitled to the U.S.-Mexico DTC 
benefits

U.S. Residents



PERMANENT ESTABLISHMENT

• Includes:

a) a place of management;

b) a branch;

c) an office;

d) a factory;

e) a workshop;

f) a mine, an oil or gas well, a quarry, or any other place of extraction of
natural resources;
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PERMANENT ESTABLISHMENT

40

• The term "permanent establishment" also includes:

Contracting State Contracting State

Company
a) has and habitually exercises in that State an authority to

conclude contracts in the name of the Company, unless the
activities of such person are limited to those that are not
included in the term permanent establishment.

b) has no such authority but habitually processes in the first-
mentioned State on behalf of the Company goods or
merchandise maintained in that State by that Company,
provided that such processing is carried on using assets
furnished, directly or indirectly, by that enterprise or any
associated Company.

Person on behalf of the Company 

2.

Contracting State Contracting State

Insurance
Company

a) Collects premiums in the territory of that other State,

b) Insures risks situated therein through a
representative other than an agent of an independent
status

• Except for reinsurance.

1.



PERMANENT ESTABLISHMENT
• Does not include:

a) the use of facilities solely for the purpose of storage, display, or delivery of goods;

b) the maintenance of a stock of goods or merchandise solely for the purpose of storage, display, or delivery;

c) the maintenance of a stock of goods or merchandise solely for the purpose of processing by another enterprise;

d) the maintenance of a fixed place of business solely for the purpose of purchasing goods or merchandise, or of collecting

information, for the enterprise;

e) the maintenance of a fixed place of business solely for the purpose of advertising, supplying information, scientific

research, or for the preparations relating to the placement of loans, or for similar activities which have a preparatory

or auxiliary character, for the enterprise;

f) the maintenance of a fixed place of business solely for any combination of the activities mentioned in subparagraphs a)

to e), provided that the total activity of the combination is of a preparatory or auxiliary character.

g) Carrying on business through a broker, general commission agent, or any other agent of an independent status, provided

that such persons are acting in the ordinary course of their business and that in their commercial or financial relations

with the enterprise conditions are not made or imposed that differ from those generally agreed to by independent

agents;

h) Only by the fact that a company which is a resident of a Contracting State controls or is controlled by a company which

is a resident of the other Contracting State, or which carries on business in that other State (whether through a

permanent establishment or otherwise).
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PERMANENT ESTABLISHMENT
Building sites

Under domestic law building site or construction or installation project, or an installation or drilling rig or
ship used for the exploration or exploitation of natural resources, or supervisory activity in connection
therewith, will be considered as a permanent establishment but only if such building site, construction or
activity last more than 6 months.

In case that the same do not last more than 6 months:

• Under the domestic law income from construction, installation, maintenance or assembly services in real
estate, or from inspection or supervision activities related thereto, it shall be considered that the source
of wealth is in Mexico when it is carried out in the country.

• The tax will be determined by applying the rate of 25% on the income obtained, without any deduction,
and the withholding must be made by the person that makes the payments.

• Taxpayers who have a representative in the country that meets the requirements established in Article
174 of the MITL, may choose to apply the maximum rate to be applied on the excess of the lower limit
established in the rate contained in Article 152 of the MITL, on the amount resulting from decreasing the
income obtained, the deductions authorized in Title II of this Law, which directly affect such income,
independently of the place where they were made. In this case, the representative shall calculate the
resulting tax and file the corresponding declaration within the following month the work is completed.
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PERMANENT ESTABLISHMENT

• The business profits of a Company of a Contracting State shall be taxable:
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Contracting State

Company

Business profits
Contracting State Contracting State

Company

Business profits

Carries on business through a
permanent establishment or
sells of goods or merchandise
of the same or similar kind as
the goods or merchandise sold
through that permanent
establishment.

• Income obtained by a permanent establishment in Mexico will be taxed under the rules
applicable to resident legal entities.

• Profits obtained by a permanent establishment will the taxable at a 30%.

• Deductions shall be allowed: expenses which are incurred for the purposes of the
permanent establishment, including executive and general administrative, but not
royalties, fees or other similar payments that could be deemed made to the head office or
to other permanent establishment of the non-resident, in return for the use of patents or
other rights, by way of commission, for specific services performed or for management.

• .



INCOME FROM IMMOVABLE PROPERTY
(REAL PROPERTY)

• The term "immovable property" shall have the meaning which it has under the law of the
Contracting State in which the property in question is situated; it shall include property
accessory to immovable property … usufruct of immovable property and rights to variable
or fixed payments as consideration for the working of, or the right to work, mineral
deposits, sources and other natural resources.

• Ships, boats, aircraft, and containers shall not be regarded as immovable property.

• Income derived by a resident of a Contracting State from real property, derived from the
direct use, letting, or use in any other form of immovable property, situated in the other
Contracting State may be taxed in that other State.

• Mexico reserves the right to treat as immovable property any right that allows the use or
enjoyment of immovable property situated within the country where that use or
enjoyment relates to time sharing since under its domestic law such right is not considered
to constitute immovable property.

44



INCOME FROM IMMOVABLE PROPERTY 
(REAL PROPERTY)

• This applies to income from immovable property of an enterprise and to income from
immovable property used for the performance of independent personal services.

• A resident of a Contracting State who is liable to tax in the other Contracting State on
income from the lease of real property situated in the other Contracting State may elect
for any taxable year to compute the tax on such income on a net basis as if such income
were attributable to a permanent establishment in such other State.
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INCOME FROM IMMOVABLE PROPERTY 
(REAL PROPERTY)

46

US Person

Home
located in Mexico

Receives income from rents and other profits 
from immovable property located in Mexico.

That income will be taxable in Mexico since the 
source or wealth is located in that country 
(force of attraction principle).



SHIPPING AND AIR TRANSPORT

47

• Profits of a Company of a Contracting State (including an international operating
agency) from the operation of ships or aircraft in international traffic, shall be taxable
only in the country of residence of the company, as well as profits from the use,
demurrage or rental of containers used in international traffic

• The taxable income includes profits derived from the rental of ships or aircraft on a
full basis and derived from the rental of ships or aircraft on a bareboat basis if such
ships or aircraft are operated in international traffic by the lessee, and such rental
profits are accessory to the operation of ships or aircraft.

• The operation of ships or aircraft in international traffic by an enterprise does not
include transportation by any other means of transport provided directly by such
enterprise or the provision of overnight accommodation

• Mexico reserves the right to tax at source profits derived from the provision of
accommodation.



DIVIDENDS
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US Person

MexCo

Dividends

May be taxed in 
the US

US Person

MexCo

Dividends

Also may be taxed in
Mexico BUT if the UBO is a
US resident, WHT shall not
exceed of 5% of the gross
amount of the dividends.

Owns directly at least 
10% of the voting stock

US Person

MexCo

Dividends

WHT 10% of the gross
amount of the dividends.

Owns less than 10% 
of the voting stock

The term "dividends" means income from shares or other rights, not being debt-claims, participating in
profits, as well as income from other corporate rights that is subjected to the same taxation treatment
as income from shares by the laws of the State of which the company making the distribution is a
resident.



DIVIDENDS
• Dividends shall not be taxed (0% WHT) in residence country of the Company paying the

dividends if the beneficial owner is a resident of the other Contracting State and is either:
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US Person

MexCo

Dividends

a) A company that has owned shares representing 80% or more of the voting stock of the company
paying the dividends for a 12-month period ending on the date the dividend is declared, and that:

i) prior to October 1, 1998 owned, directly or indirectly, shares representing 80 percent or more
of the voting stock of the company paying the dividends; or

ii) is entitled to the benefits of the Convention under clauses (i) or (ii) of subparagraph d) of
paragraph 1 of Article 17 (Limitation on Benefits); or

iii) is entitled to the benefits of the Convention with respect to the dividends under subparagraph
g) of paragraph 1 of Article 17; or

iv) has received a determination from the relevant competent authority pursuant to paragraph 2
of Article 17 with respect to this paragraph; or

b) a trust, company, or other organization constituted and operated exclusively to administer or
provide benefits under one or more plans established to provide pension, retirement or other
employee benefits and its income is generally exempt from tax in the Contracting State of which it
is a resident, provided that such dividends are not derived from the carrying on of a business,
directly or indirectly, by such trust, company or organization.

• If the dividends are attributable to a permanent establishment or a fixed base in the State of which 
the company paying dividends is resident, the provisions of Article 7 (Business Profits) or Article 14 
(independent Personal Services), as the case may be, shall apply. 



DIVIDENDS
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US Co
PE

Permanent
Establishment in
Mexico pays taxes in
accordance with the
Mexican Law

MexCo
Dividends

US Co
PE

Permanent
Establishment in
Mexico and pays taxes
in accordance with
Mexican Law

MexCo

Dividends

US Co

Dividends

US Co
Paid taxes in
terms of
Mexican Law

MexCo
Dividends

US Co
Pays taxes in
terms of
Mexican Law.

MexCo

US Co

Dividends

Dividends

MexCo

US Co

Dividends

Dividends

MexCo

• According to the Mexican tax regulations, income taxes paid by (i) non-resident entities abroad, or
(ii) PE of non-resident entities in Mexico, may be credited in Mexico by a Mexican resident
shareholder.



INTEREST
• The term "interest" means income from debt-claims of every kind, whether or not secured

by a mortgage and whether or not carrying a right to participate in the debtor's profits,
and in particular, income from government securities, and income from bonds or
debentures, including premiums or prizes attaching to such securities, bonds, or
debentures, as well as all other income that is treated as income from money lent by the
taxation law of the Contracting State in which the income arises.

• The term “interest” as used in the Mexican Income Tax Law means the yield of credits of
any kind, yields on public debt, bonds or debentures, including discounts, premiums and
prizes; premiums on repurchase agreements or securities loans; the amount of
commissions corresponding to the opening or guarantee of credits; the amount of the
consideration corresponding to the acceptance of a guarantee, the granting of a guarantee
or liability of any kind, except when such consideration must be made to insurance or
bonding institutions; the gain on the sale of bonds, securities and other debt securities,
provided that they are those that are placed among the general investor public. In
financial factoring transactions, the gain derived from the credit rights acquired by
financial factoring companies and multiple purpose financial companies will be considered
as interest. In financial leasing contracts, interest is the difference between the total
payments and the original amount of the investment.
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INTEREST
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Contracting State

Contracting State

Interests

Residencie 
country

Source Country 

Loans granted by banks,
insurance companies

Bonds or securities that
are a recognized securities
market.

Interests may be also taxed in 
the source State

May be taxed in the residence
country of the recipient.

Residence Country 

Banks

Purchaser of machinery and
equipment to a beneficial
owner that is the seller

Source Country

WHT 10% of the
gross amount of
interest

Source Country

Residence
Country

Other cases

WHT 15%
on the gross
amount of
the interest

WHT 4.9% on 
the gross 
amount of 
interest



INTEREST

• Mexico reserves the right to consider as interest other types of income, such as
income derived from financial leasing and factoring contracts.

• Also, reserves the right to include a provision regarding the treatment of
interest derived from back-to-back loans, as a safeguard against abuse.
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ROYALTIES

• A shared taxation is allowed between the
residence country and the source country.

• The concept of royalties is essentially the
same as that contained under the domestic
law, except for the following concepts which
are taxed under the rules applicable to
royalties:

• Income from advertising. 

• Income from the provision of technical 
assistance.
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Source Country

Residence
Country

WHT 10% of the
royalty



ROYALTIES

• Retransmission of visual images, sounds or both, or the right to allow
public access to such images or sounds, when in both cases they are
transmitted by satellite, cable, fiber optic or similar means and the
content being retransmitted is protected by copyright.

• Payments relating to software fall within the scope of this Article where
less than the full rights to the software are transferred either if the
payments are in consideration for the right to use a copyright on software
for commercial exploitation or if they relate to software acquired for the
business use of the purchaser, when, in this last case, the software is not
absolutely standardized but somehow adapted to the purchaser.
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CAPITAL GAINS

• Gains form the alienation of immovable property situated in one of the
Contracting States: may be taxed in State where the property is located (force
of attraction rule).

• Gains from the alienation of ships, aircraft, and containers used principally in
international traffic: shall be taxable only in the State of residence of the
enterprise owning such assets.
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CAPITAL GAINS

• Gains from the alienation of shares, participations, or other rights in the capital of a company
resident of the other Contracting State: may be taxed in the State of residence of company issuer
of the shares if during the preceding 12-months the seller had a direct or indirect participation, of
at least 25% in the capital of the company.

• Formal requirements under domestic legislation shall be fulfilled in order to be taxed on the gain
and not on the gross amount agreed on the sale:

- Appointment of a legal representative in Mexico who shall comply with all tax obligations, and

- Filing of a report by a certified public accountant regarding the specifics of the transaction
(calculation of the income tax).
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Alienations of shares,
participations or other rights25%

US Person

MexCo

Third Party



CAPITAL GAINS

• Under the domestic legislation the alienation of shares issued by a Mexican
company by non-resident holders through Mexican stock markets, is tax exempt
to the extent that the seller provides the stockbroker an affidavit stating that
he is a resident of country with which Mexico has an income tax treaty in
force.

• In case the non-resident holder fails to provide the mentioned affidavit, a 10%
withholding tax rate will apply.

• Gains from the alienation of any other property not referred to in paragraphs 1
through 6 of Article 13 shall be taxable only in the Contracting State of which
the alienator is a resident.

• Mexico reserves the right to retain the possibility of applying the provisions in
its laws relative to the taxation of gains from the alienation of shares or
comparable interests in a Company that is resident of Mexico.

59



60

INDEPENDENT PERSONAL SERVICES

• Income derived by an individual who is a resident of a Contracting State from the
performance of personal services or similar activities in an independent capacity shall
be taxable only in that State (country of residence).

• The term "personal services" includes especially independent scientific, literary or
artistic activities, educational or teaching activities, as well as independent activities
of physicians, lawyers, engineers, architects, dentists and accountants.

• Article 14 shall also apply to income derived by a company which is a resident of the
United States from the furnishing of personal services through a fixed base in Mexico.
In that case, the company may compute the tax on the income from such services on a
net basis as if that income were attributable to a permanent establishment in Mexico.
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Contracting State Contracting State

Exceptions:

a) such resident has a fixed base in the other Contracting State which he regularly makes use of in the
course of performing his activities; in such case, the other State may tax the income from services
performed in that other State which is attributable to that fixed base; or

b) the resident is present in the other Contracting State for a period or periods exceeding in the
aggregate 183 days within a 12-month period; in such case, the other State may tax the income
attributable to activities performed in that other State.

Performance of personal services or
other activities of a similar nature in
an independent capacity

INDEPENDENT PERSONAL SERVICES



DEPENDENT PERSONAL SERVICES
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• Salaries, wages and other similar remuneration derived by a resident of a
Contracting State in respect of an employment shall be taxable only in that
State (country of residence) unless the employment is exercised in the other
Contracting State.

• If the employment is so exercised, such remuneration as is derived therefrom
may be taxed in that other State.



DEPENDENT PERSONAL SERVICES
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Contracting State Contracting State

Remuneration in respect of an employment exercised in the other Contracting State shall be taxable
only in the country of residence of the recipient if:

a) the recipient is present in the other State for a period or periods not exceeding in the aggregate 183
days in a 12-month period;

b) the remuneration is paid by, or on behalf of, an employer who is not a resident of the other State;
and

c) the remuneration is not borne by a permanent establishment or a fixed base which the employer has
in the other State.

The remuneration of an employee shall be
taxable in the State where the
remuneration comes from.



LIMITATION OF BENEFITS

Rationale of Limitation of Benefits clauses:

• Abuse may occur if taxpayers try to apply the tax laws of a State by using its 
double tax conventions. 

• Artificial legal structures aimed at securing tax benefits either under domestic 
laws or via reliefs in double tax conventions.

• Treaty Shopping – tax planning involving double tax conventions.
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LIMITATION OF BENEFITS
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Residence Country

Shall be entitled to relief from taxation in that State only 
if such person is:

1.Principal class of shares substantial and
regular trading on a recognized securities
exchange.
2.Owned directly or indirectly by a resident
who has those class of shares.
The owner is resident of any State that is
part of NAFTA.
4.More than 50% owned directly or
indirectly by residents of either Contracting
State who have those class of shares.

Source Country

Income

Contracting 
State, Political 
subdivision or 

Local 
authority

Individual

Engaged in 
the active 

conduct of a 
trade or 
business

Company
Entity that is a 

non-profit 
organization

Persons that 
satisfies both 

conditions

1.More than 50% of the beneficial interest
in such person is owned directly or
indirectly by persons entitled to the
benefits of the Convention (except for
condition in red).

2.Less than 50% of the gross income of
such person is used, directly or indirectly, to
meet liabilities to persons not entitled to
the benefits in green.

Persons  claiming 
benefits for 
dividends, 

interest, branch 
and royalties

1. More rhan 30% in beneficial interest
is owned by a person in green.
2. More than 60% of the beneficial
interest is owned by a person that is
part of NAFTA
3. Less than 70% of the gross income
is used to meet liabilities than are not
entitled (in green).
4. Less than 40% of the gross income
is used to meet liabilities that are not
entitled to benefits (in green)or
residents in a State part of NAFTA.



ARTISTS AND ATHLETES

• Income derived by a resident of a Contracting State as an entertainer or as an athlete from his personal
activities as such, exercised in the other Contracting State, may be taxed in that other State except
where the amount of the remuneration does not exceed $3,000 USD for the taxable year concerned.

• The other contracting State may impose tax by withholding on the entire amount of all gross receipts
derived by such entertainer or athlete during the taxable year concerned, provided that such entertainer
or athlete is entitled to receive a refund of such taxes when there is no tax liability for such taxable year
in accordance with the provisions of the Convention.

• Where such income accrues to another person, it may be taxed in the Contracting State in which the
activities of the entertainer or athlete are exercised, unless it is established that neither the entertainer
or athlete nor persons related thereto participate directly or indirectly in the profits of that other person
in any manner.

• Such income derived by a resident of a Contracting State shall be exempt from tax by the other
Contracting State if the visit to that other State is substantially supported by public funds of the first-
mentioned State or a political subdivision or local authority thereof.

• In accordance with the domestic law, non-resident companies that promote artists and athletes that
receive Mexican sourced income taxed in Mexico.
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Exempt Organizations

• If the Contracting States agree that a provision of Mexican law provides standards for organizations authorized to
receive deductible contributions that are essentially equivalent to the standards of United States law for public
charities:

a) an organization determined by Mexican authorities to meet such standards shall be treated, for purposes of grants
by United States private foundations and public charities, as a public charity under United States law, and

b) contributions by a citizen or resident of the United States to such an organization shall be treated as charitable
contributions to a public charity under United States Law.-shall not be deductible in any taxable year to the extent
that they exceed an amount determined by applying the limitations of the laws of Mexico in respect to the
deductibility of contributions to organizations authorized to receive deductible contributions to the income of such
resident arising in the United States

• A religious, scientific, literary, educational or other charitable organization which is resident in Mexico and which has
received substantially all of its support from persons other than citizens or residents of the United States shall be
exempt in the United States from the United States excise taxes imposed with respect to private foundations.
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Residence Country Source Country

• Shall be exempt from tax in the other Contracting State in respect of items
of income, if and to the extent that:

a) such organization is exempt from tax in the first-mentioned Contracting
State, and

b) the items of income of such organization would be exempt from tax in the
other Contracting State if received by an organization recognized in such other
Contracting State as exempt from tax as an organization with religious,
scientific, literary, educational, or other charitable purposes.

Organization operated 
exclusively for religious, 
scientific, literary, 
educational or other 
charitable purposes 



OTHER INCOME
Items of income of a resident of a Contracting State that are not dealt with in other
articles of the Convention and arising in the other Contracting State may be taxed in the
residence country.

Under domestic law, ‘other income’ derived by non-residents includes the following:

• Debts forgiven to a non-resident by a Mexican–resident creditor or paid by another
person.

• Income from the participation in a business or legal acts of any nature carried out
within Mexico, provided that it does not originate from a contribution to the capital
stock of a legal entity.

• Income from indemnities, if the payer is a Mexican-resident or a non-resident with a
PE in Mexico.

• Income from the transfer of goodwill of a Mexican-resident entity.

68



A new world challenge:  Digital Economy* 
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• As a consequence of digitalization and new business models,
many multinational enterprises are able to generate significant
profits without necessarily being taxed in the territories where
they are generated.

• Enterprises can now conduct business without the need for any
physical presence (no establishment, no employees, etc).

• The rules for allocating profits for tax purposes are no longer
entirely appropriate for a globalized, highly digitized world
where value is mainly concentrated in intangible assets.

• The current rules of international taxation (which date back to
the 1920s), need to be updated with a new concept of "nexus"
and new profit attribution rules.

*www.oecd.tax.beps



A new world challenge:  Digital Economy* 
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• On October 2021, following years of intensive work and negotiations to bring the 
international tax rules into the 21st century, members of the OECD/G20 agreed to 
the Statement on the Two-Pillar Solution to Address the Tax Challenges Arising 
from the Digitalization of the Economy. 

• The Two-Pillar Solution will ensure that multinational enterprises will be subject
to a minimum tax rate of 15% and will re-allocate profit of the largest and most
profitable multinational enterprises to countries worldwide.

• Digitalization and globalization have had a profound impact on economies and the
lives of people around the world. These changes have brought new challenges to
the rules for taxing international business income as the world has become
increasingly interconnected.

• The current rules still allow large multinationals to earn significant income in a
jurisdiction without paying corporate income tax there.

*www.oecd.tax.beps



A new world challenge:  Digital Economy* 
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• Now, 136 countries and jurisdictions, representing more than 90% of global gross
domestic product (GDP), have joined the Two-Pillar Solution establishing a new
framework for international tax and agreed a Detailed Implementation Plan that
envisages implementation of the new rules by 2023.

• Pillar One aims to ensure a fairer distribution of profits and taxing rights among
countries with respect to the largest multinational enterprises, which are the
winners of globalization.

• Pillar Two puts a floor on tax competition on corporate income tax through the
introduction of a global minimum corporate tax at a rate of 15% that countries can
use to protect their tax bases (the GloBE rules).

*www.oecd.tax.beps



Digital Economy: Mexico

• As from June 1, 2020, a new legal framework regulating digital services came into
force in Mexico. New rules were introduced in the Mexican Value Added Tax Law
applicable to consumers of goods or services provided through digital platforms.

• Non-residents will be required to pay VAT in Mexico on the consideration deriving
from rendering digital services.

• No income tax rules have been introduced to this date in the domestic legislation
directed at taxing income earned by non-residents from digital economy services.

• Members of the OECD/G20 Inclusive Framework on BEPS joining the Statement on a
Two–Pillar Solution to Address the Tax Challenges Arising from the Digitalization of
the Economy as of 31 August 2021, include Mexico and United States.
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