
Impacts of a crisis on transfer pricing 
policies.

Mexican current tax framework provides 
for rules that can prevent economic double 
taxation arising from a transfer pricing 
adjustment, whether or not there is a treaty 
to avoid double taxation in force between 
Mexico and the state of residence of the 
counterparty for such adjustment.

The MITL1 sets forth the provision to2 agree 
on transactions with related parties in the 
same way as with independent third parties, 
and to this end, sets forth3 the application of 
methods that are consistent with the OECD 
Guidelines4, and if such transactions differ 
from what independent third parties would 
have agreed, to modify the transactions 
based on the results of the analysis. In this 
regard, it is relevant to note that the MITL 
states that such adjustments must be carried 
out to bring the analyzed transaction in line 
with the median of the sample5.

On the other hand, through the Miscellaneous 
Tax Resolution, the Mexican tax authority 
have set forth rules6 that allow the taxpayer to 
have certainty when applying transfer pricing 
adjustments. As expected, the application of 
a transfer pricing adjustment that increases 
the tax base requires to cover less provisions 
compared to those adjustment that reduce 
the tax base

The following flowchart in this document, 
simplifies and explains the steps that must 
be tracked to execute a transfer pricing 
adjustment that diminishes the tax base 
by deduction, according to the above-
mentioned rule.

Quick start guide to mitigate 
double taxation of transfer pricing 
compensating adjustments in  Mexico

1The  Mexican Domestic Income Tax Law - 2Sections IX and XII of Article 76 of the Income Tax Law. - 3Title Six, Chapter II of the Income Tax Law, except 
for the special Maquila regime. - 4The Organisation for Economic Co-operation and Development (OECD) Transfer Pricing Guidelines for Multinational 
Enterprises and Tax Administrations - 5Second Paragraph of Article 180 of MITL - 6Section 3.9.1. Transfer pricing adjustments
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Flowchart for deducting 
transfer pricing adjustments

It is also important to consider the Mexican 
tax authority’s non-binding opinion (40/
ISR) stating that adjusting a transaction 
that it is already within the accepted range 
to the median represents an improper tax 
practice.

Start



Flowchart steps description:

1) Obtain and keep TP documentation determining that 
the transaction was not agreed at market values.

2) Obtain and keep a written opinion signed by the TP 
documentation preparer (referred to in point 4) explaining 
why the transaction was not agreed at a market value.

3) Obtain and keep a written document signed by the 
TP documentation preparer, explaining the year-to-
year consistency/inconsistency in the application of TP 
methodologies, as well as in the search for comparables.

4) Obtain and keep all the documentation with which it 
is possible to verify that, by means of the adjustment to 
transfer pricing, the transactions were agreed as they 
would have been with or between independent parties 
in a comparable transaction (including its computation).

5) Keep the original invoice for the transaction that meets 
all the deduction requirements.

6) In the case of deductions associated with the acquisition 
of imported goods, document the proper payment of the 
corresponding VAT and excise tax.

7) In case that the adjustment only impacts the tax 
computation, it is considered a “virtual” adjustment. 
However, if the adjustment also affects books, then it is 
considered a “real” adjustment.

8) Proceed to apply a book-to-tax adjustment.

9) Concerning real adjustments, an invoice must be 
issued covering all the deduction provisions including, 
at least, the following information: i. description of the 
transaction adjusted in a voluntary or compensating 
manner, ii. original transaction value, iii. gross or operating 
profit derived from the adjustment, iv. fiscal year in which 
the adjusted transaction was declared as taxable income 
or authorized deduction, v. description of the Transfer 
Price Adjustment.

* Once these requirements are met, taxpayers may only be 
allowed to take the deduction in the fiscal year in which the 
income or deduction was originally recognized.

10) Record transfer pricing adjustments in 
memoranda accounts and recognize them in 
the tax reconciliation for IT purposes.

11) Confirm that the counterparty has recognized 
the income derived from the adjustment, or the 
corresponding deduction in the same tax year 
in and for the same adjusted amount, as well as 
that the adjustment it is not income subject to a 
preferential tax regime.

12) If applicable, withhold and pay IT pursuant 
to tax provisions

13) Voluntary or compensating transfer pricing 
adjustments shall be reflected in returns or in 
the opinion, as appropriate, not later than the 
date the annual return is due. If the taxpayer has 
chosen to request for a tax opinion issued by a 
CPA, adjustments should be reflected not later 
than the corresponding due date.

14) Taxpayers who intend to make Transfer 
Pricing adjustments after the deadlines 
established (accordingly to Rule 3.9.1.3, third 
paragraph), may take the deduction if they first 
submit a notice complying with the requirements 
established by the tax authorities.

15) Duly comply with filing of income tax 
return that include or expressly state the TP 
adjustment.
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The Takeaway

Derived from the current extraordinary 
conditions arising after the COVID-19 
pandemic and the substantial change in 
economic circumstances, many transfer 
pricing policies have ceased to comply 
with the arm’s length principle, therefore, 
taxpayers must modify their transfer pricing 
policies and even assess the possibility to 
apply them retroactively to the fiscal year 
2020 through compensating adjustments.

Although this is a condensed analysis of the 
regulations applicable to these adjustments, 
it is always advisable to have an expert’s 
assessment since each case can have its 
own specific implications. If you have any 
questions about this or about any tax or 
transfer pricing issues in Mexico, please do 
not hesitate to contact us.


