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Executive Summary 

 
On November 12th, 2020, the Mexican Federal Executive presented a bill (the Labor Bill) to amend different labor and tax provisions focused 

on restricting and limiting subcontracting of services, citing as justification the lack of efficacy obtained through the labor reform approved 

in 2012, after considering that it has not help to prevent the improper practices followed by some employers in labor, social security, tax and 

criminal matters. 

 

Therefore, the Labor Bill proposes amendments to diverse provisions included in the Federal Labor Law, Social Security Law, National 

Workers Housing Fund Institute Law, Federal Tax Code, Income Tax Law, and Value Added Tax Law.  Although up to date the Labor Bill 

has not been formally discussed in the House of Representatives, it is likely to be discussed and approved during April or May 2021. 

 

The amendments of the Labor Bill would impose significant tax and other legal sanctions against the common practice of many companies 

to use separate service companies with respect to their operations in Mexico.  Consequently, affected businesses should begin evaluating the 

impact of the Labor Bill to their structures and consider possible restructuring required to conform to the new requirements. 

 

Profit Sharing Amendments 

 
During a recent meeting with employers and employees’ representatives, the Ministry of Labor announced the incorporation of a “cap” that 

would be applicable on the profit sharing per employee. If agreed and approved by the House of Representatives, the cap referred to will be 

equivalent either to three months of salary or the average computed after the profit sharing received by each employee in the previous three 

years (the highest between both will be applicable in benefit of the employee).  

 

Considering existing profit-sharing regulations, establishing a cap could represent a benefit for a highly profitable employer since at present, 

employee profit sharing is computed applying a 10% to the taxable income of the companies and the cap would limit its economic effect.  

 

On the other hand, the proposed Labor Bill would restrict subcontracting services (outsourcing) and said modification would trigger a direct 

impact for many of the existing business structures. As an example, a typical structuring in Mexico includes having both operating and 

insourcing companies, which will be forbidden after the bill is approved and would generate the need to incorporate employees in the 

operative entities, potentially increasing the profit-sharing cost for the business. 

 

Facing the Challenge 

 
Considering that subcontracting services is a common business practice in Mexico, it is suggested to analyze the impact that current business 

structures may suffer due to the Labor Bill. Among other implications, taxpayers have to consider the following:  
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1. Companies will not be able to subcontract services related to activities that are contemplated in their bylaws as part of their corporate 

purpose, therefore, bylaws of entities’ corporate purpose should be clearly described to avoid a restriction while subcontracting 

activities not considered part of its core business. 

2. Services provided through subcontracting could be penalized for tax purposes (for instance, income tax deductions and indirect tax 

credits would be disallowed).  Accordingly, taxpayers must assess all risks related to subcontracting services.  

3. Taxpayers have to consider that failure to comply with tax dispositions may be deemed as simulation and could be classified as fiscal 

fraud and trigger criminal consequences.  

4. Companies subcontracting services will be jointly liable for any taxes levied on the assigned personnel for the execution of the 

services (including social security and housing fund quotas).  

5. Finally, the Labor Bill establishes the need to register companies that provide specialized services before the Ministry of Labor with 

the intent to be authorized to perform its activities. 

 

The Takeaway  

 
The Labor Bill aims to eliminate the outsourcing of personnel, which would have a significant impact on productivity due to its prohibitive 

basis and, therefore, on the economics of companies.  If approved, this reform will force companies to evaluate the cost of doing business in 

Mexico and to formulate potential modifications to corporate structures in order to comply with the amendments.  

 

Consequently, affected businesses should begin evaluating the impact of the Labor Bill to their structures and consider possible restructuring 

required to conform to the new requirements. 
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