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M exico has entered into a
period of tax transforma-
tion. 

Despite calls from the market,
the lead-up to the changes has
taken time. In fact, in 2019,
Mexico was ranked 36th out of
36 OECD countries in terms of
tax revenue-to-GDP ratios,
achieving just 16.1% compared
with the OECD average of
34.3%.
This proved to be the final

straw as sweeping changes were
introduced, particularly in refer-
ence to strengthening compli-
ance, improving revenue
potential, and challenging base
erosion and profit shifting.
As Mexico’s leaders bring the

tax transformation over the line,
the demand for expert guidance
remains high. The harsh impact of
the COVID-19 pandemic means
that authorities and taxpayers
have additional challenges ahead. 
Partnering with three leading

firms who are closest to the
action, ITR brings you practical
insight, in English and Spanish,
into some of the most significant
recent developments from the
Mexican tax world.
The federal regime to ensure

the adequate disclosure of opera-
tions that qualify under the term
‘reportable schemes’ is the subject
of Chevez Ruiz Zamarippa’s arti-
cle. The domestic reform reflects
guidance set forth by Action 12
of the BEPS Action Plan.

The article by QCG Transfer
Pricing Practice discusses the
method and results behind an
innovative, comparative analysis
created to evaluate the returns of
companies located in both
emerging and developed
economies. The ‘country risk
adjustment’ study looks at
whether there is a positive corre-
lation between location and
returns, and whether the formu-
la used corresponds to theoreti-
cal-economic assumptions.
Meanwhile, the article from

Skatt provides a comparative
study of Mexico’s tax-related
response to the coronavirus pan-
demic, in contrast with interna-
tional efforts. Guidance from the
OECD and examples of bespoke
strategies from around the world
are evaluated against Mexico’s
rather reserved approach. 
We hope that you enjoy hear-

ing from the tax leaders at the
front of the evolution in our first
Mexico Special Focus.

Turning the tax tables

Prin Shasiharan
Commercial editor

ITR
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3 Reportable schemes
Reportable schemes: A novel challenge for companies in Mexico
Carlos Naime, Silvana García and Marlene Guillén of Chevez Ruiz Zamarripa explain how
Mexican tax advisers and taxpayers can adapt to reflect the mandatory disclosure of tax planning
arrangements.

8 Country risk adjustments
A closer look at the nuances of country risk adjustments
Jesús Aldrin Rojas and José Augusto Chamorro Gómez of QCG Transfer Pricing Practice dis-
cuss their findings from a comparative analysis that evaluated the returns of companies located in
both emerging and developed economies.

14 Tax policy
Unveiling Mexico’s tax policy in the face of the pandemic
Rodrigo Covarrubias of Skatt compares Mexico’s management of the tax impact of the coron-
avirus to international responses.

Mexico
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A closer look at the nuances of
country risk adjustments

Jesús Aldrin Rojas and José Augusto Chamorro Gómez of QCG Transfer Pricing Practice
discuss their findings from a comparative analysis that evaluated the returns of companies

located in both emerging and developed economies.

I n order for taxpayers to comply with their transfer pricing obligations,they must demonstrate that their operations with related parties were
agreed upon in the manner as they would have been conducted

among independent parties in comparable operations, that is, consistent
to the arm’s-length principle. For these effects, a transfer pricing method
must be selected based on the hierarchy established by Article 180 of the
Mexican Income Tax Law (MITL). 
In Mexico, the use of methods based on a comparison of profit margins

had become popular using foreign comparable transactions/companies.
This circumstance is due to the insufficiency in publicly available informa-
tion of Mexican companies. In response to the use of foreign comparables, the
Mexican tax authorities have followed the recommendations from the toolkit
of the platform for collaboration on tax integrated by the OECD-UN-IMF-
World Bank, and also from the Inter-American Center of Tax Administrations
(CIAT) transfer pricing cocktail for a ‘country risk adjustment’. This adjust-
ment ‘normalises’ the comparison between Mexican and foreign companies
through a mathematical formula that corrects the profitability of foreign
companies by incorporating the effect that they had operated in Mexico. 

The mechanics of the formula
The formula to this adjustment is published in the FAQ section of the
Mexican Administrative Tributary System (SAT) as follows:

Country risk adjustment = average operating assets from the last years of the
comparable company (located in a developed country) × EMBI (emerging market
bond index) corresponding to Mexico. 

Application of the adjustment
Comparable company sales + country risk adjustment

https://www.itrinsight.com
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Facing the posture of the tax authorities, it is worth ask-
ing – is there a significant impact in the profit margins of the
company due to its geographic location? Also – does the
proposed formula respond to the theoretical demands of the
tax authorities?
To answer the first question, we must consider if the pro-

posed country risk adjustment responds to the presumption
of risk to return. This concept implies that the location dif-
ferences of the companies are a result of the exposure to dif-
ferent levels of risk and, as a response, these companies
remain in these countries because they expect a return that
adequately compensates for said risk exposure. 
Therefore, the use of ‘comparable’ companies or transac-

tions located in different locations merits the use of an
adjustment in profit margins to annul the location effects on
the margins, and hence increase the comparability in
analysed transactions. 
Considering that emerging countries are considered

structurally to have more risk, the hypothesis of risk to
return leads us to assume that emerging countries would
have to offer larger returns than those obtained in devel-
oped economies. 
To evaluate whether there is a statistical difference in

returns among emerging countries and developed ones,
QCG Transfer Pricing Practice has developed a comparative
analysis to evaluate the returns of companies located in both
emerging and developed economies. The approach is
described in detail below.

Data extraction
For the initial comparative analysis, there was a search con-
ducted in the Bureau van Dijk Osiris database (updated to
March 2019) using the following criteria:
•  Active companies;
•  Companies with accounts from 2018;
•  Companies listed in a stock exchange;
•  Companies with a website;
•  Companies with available gross margin/cost of goods
sold (C+) data;

•   Companies with available operating margin (OM) data; and
•  Companies located in the following countries:
    • Developed countries: Australia, Austria, Belgium,

Canada, Denmark, Finland, France, Germany,
Ireland, Italy, Norway, New Zeeland, Portugal,
Singapore, Spain, South Korea, Sweden, Switzerland,
the UK and the US.

    • Developing countries: Brazil, Chile, China, Colombia,
Egypt, Greece, Hungary, India, Indonesia, Malaysia,
Morocco, Mexico, Peru, Philippines, Poland, Russia,
South Africa, Thailand, Turkey and Taiwan. 

The search yielded a result of 7,609 companies. 
As the purpose is to evaluate the differences in profit mar-

gins among companies in emerging countries, to those in

developed countries in the same industry, the companies are
classified by major group (major group according to the first
numbers of the US Standard Industrial Classification (SIC)
categorisation). For sub-groups, only those with at least 10
observations from companies in emerging and developed
countries were used, respectively, yielding as a result 45 sub-
industries and reducing the sample from 7,609 to 7,065
companies.
The analysis is also a function of two distinct ratios, the

gross margin/cost of goods sold (C+) and operating margin
(OM), to confirm the veracity of the sample using different
financial indicators.

Kolmogorov-Smirnov test
To summarise the previous, the hypothesis evaluates whether
the margins from companies in emerging countries have sig-
nificant differences with those obtained by companies in
developed countries. In this case, the Kolmogorov-Smirnov
test is applied to find if the probability distribution in the mar-
gins of both groups is different for each sub-industry.
Where Fn(x) is the probability function defined as:

Where I[–∞, x](Xi) is the indicative function, equal to 1 if
Xi ⩽ x is equal to 0, in other cases the statistical Kolmogorov-
Smirnov is the following:

Where FE,n and FD,m(x) are the accumulated probability
functions of the two samples that correspond to the group
of companies in emerging countries and to the group of
companies in developed countries, respectively. 
The null hypothesis indicates that both samples present the

same distribution and it is rejected if it meets the following:

Where α corresponds to the confidence level (1–α)%.
Table 1 presents the results from the database where we

can observe that in the case of both ratios only 9 of the 45
analysed sub-industries report that the Kolmogorov-
Smirnov test rejects the null hypothesis. That is, the results
indicate that we are far from observing a generalised or con-
sistent difference among the distribution of margins from
emerging countries to developed countries. 
With respect to the second question, it is important to

remember that the risk-return hypothesis refers to a positive
relationship among the expected return (not the one ulti-
mately obtained) with risk or uncertainty in achieving this
expected return. This is because the economic agents would

Fn (x) =
1
n

n

i=1

I[−∞ , x ] (Xi)

 

Dn,m = max
x

|FE,n (x) − FD,m (x)|

D

 

Dn,m > −
1
2

ln (α)
n + m

nm
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definitely prefer an asset with a higher expected return than
another when both have the same level of risk, and would
also prefer an asset with a lower level of risk than another
when both have the same expected return. 
Consequently, only assets that hold a risk-return com-

pensation relationship will ‘survive’ the market.
The most common metrics to measure the expected return

is the mean, while in the case for risk the most common meas-
ure is variance, which indicates the levels of volatility. 
Graphic 1 shows the two corresponding distributions to

different assets (A and B), where the function in asset A has
a greater mean than the distribution function for asset B. The
variance in the distribution of A is also greater than the vari-
ance to the distribution of B, noting the positive relationship
among risks and returns in assets that remain in the market. 
On the other hand, to discuss the question of whether

the country risk adjustment is necessary or not, one should
consider that the way to carry out this adjustment is entirely
consistent with the risk- return hypothesis, which is the the-
oretical concept on which the implementation is based.

The following presents a specific case where we will eval-
uate if the proposed country risk adjustment is consistent
with the risk-return hypothesis described above. 

Case study
Suppose that with respect to C+ the there are n comparable
companies from country A (developed country) and the
analysed company is in Mexico (country B). Country A has
less risk than country B, that is, there are observations of
comparables that correspond to the distribution A of
Graphic 1 and with the adjustment, we seek to modify them
to distribution B (corresponding to a country with higher
risk) through the use of the adjustment formula.
If the country risk adjustment is correct, applying the

adjustment must present an increase in the mean and the
variance of the profit margins of these comparable companies. 

C+ formula before the adjustment (S = sales, COGS = cost
of goods sold):

 

C+
i =

S i − COGS i

COGS i
=

S i

COGS i
− 1

C
Graphic 1: Return distribution of A and B

Table 1: Kolmogorov-Smirnov test results

C+ OM

US SIC that accepts the null hypothesis. 01,10,13,15,17,20,22,23,24,25,26,27,
29,30,34,35,37,38,39,42,44,45,48,49,
50,53,57,58,59,60,62,65,70,73, 79,80

01,10,13,15,17,20,22,23,24,25,26,27,29,
30,34,35,37,38,39,42,44,45,48,49,50,53,
57,58,59,60,62,65,70,73,79,80

US SIC that rejects the null hypothesis. 16,28,32,33,36,47,51,67,87 16,28,32,33,36,47,51,67,87

Source: BvD Osiris.

US SIC: indicates the first digits of the US SIC that correspond to companies included in the Kolmogorov-Smirnov test.

A

B

https://www.itrinsight.com
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C+ formula after the adjustment (CRaji = country risk
adjustment for the comparable i):

C+ formula for the mean before the adjustment:

Formula of the C+ mean after the adjustment:

Whereby in this case CRaji > 0 for all i.

That is, it complies with the principle to increase the mean
C+ to by carrying out the adjustment with the analysed for-
mula. Now, we proceed to evaluate the effect on variance.
Formula of the C+ variance before the adjustment:

Formula of the variance after the adjustment:

Substituting 

Substituting and

Substituting ρi and θi

Such that it cannot be assured that all cases would meet
that therefore it
cannot be assured that 

.

That is, the effect on the variance when carrying out the
adjustment is indeterminant to the mean, as we have seen in
the previous example, the adjustment increases with certainty. 
In conclusion, the proposed adjustment formula would

increase the distribution mean (expected value of the mar-
gins) of the margins but would not necessarily increase the
variance (volatility in the margins) that would be needed to
be consistent with the risk-return hypothesis. 
The risk-return hypothesis supposes a compensation for

the uncertainty that should be obtained from effectively
receiving the expected return. As a consequence, it is not
entirely correct to carry out an adjustment from the perspec-
tive to ‘add’ an additional return as a function of a spread of
financial assets that evaluate the country of the analysed
company, and of the country of the comparable company
country, as if there was certainty that this additional return
will indeed be obtained. In fact, this difference is a sign that
different risk levels exist among the expected return and the
one that is ultimately obtained in each country.

 

C+
aji =

S − COGS i + RPaj
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It is of utmost importance that in the framework of the
risk-return hypothesis, specifically transferred as the mean
and variance measures for the distribution of profit margins,
alternatives are applied that enforce the fundamentals of the
said theoretical aspects in the distribution of the adjusted
margins. This will ultimately have an effect in the change of
the interquartile ranges once the country risk adjustment is
made. 

Conclusion
From the analysis and data collected, one may conclude
that: i) there is no statistical evidence that demonstrates a
positive correlation among location and returns; and ii) the
mathematical formula employed for the adjustment does
not align to the theoretical-economic assumptions on which
its application is based. 
Additionally, it should be considered that the application

of this country risk adjustment would eliminate the location
savings from operating in Mexico. That is, if a multinational
group decides to install a subsidiary in the country due to its
competitive advantages (for example, lower labour costs),

the application of the adjustment tend to eliminate this
competitive advantage by increasing the profitability of the
Mexican taxpayer to the levels obtained by companies or
transactions located in developed countries. In the times of
the pandemic, this would be entirely counterproductive for
the Mexican tax administration exactly at a time when the
contraction of gross domestic product (GDP) requires the
country to do precisely the opposite, increase foreign invest-
ment taking advantage of the desire for multinational
groups to leave China, a direct competitor to Mexico in the
manufacturing sector. 
Certainly the issue of the lack of information to carry out

a proper comparability analysis must not be neglected, how-
ever, it is preferable to insist on the use of internal compara-
bles, the proper selection of comparable markets (even
considering regional sets), or even the selection of the for-
eign counter party as entity under analysis, when the case
allows. Furthermore, the taxpayer must understand the
assumptions on which its analysis is based and the selection
of comparables, as an improper selection could lead to very
detrimental corrections from the tax authorities. 

https://www.itrinsight.com
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Jesús Aldrin Rojas is the managing partner of QCG
Transfer Pricing Practice, located in Mexico City. He has
more than 20 years of experience in transfer pricing,
mostly involving the organisation of inter-company trans-
actions, compliance support, controversy, and BEPS. 
Jesús supports domestic and international multinational

groups providing strategic consulting in transfer pricing
and international tax matters, mainly those effects arisen
from the implementation of the OECD’s BEPS plan.
Jesús is the national coordinator of the Tax Committee
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fessor of transfer pricing in the master’s of taxation pro-
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fied transfer pricing expert before the Federal Judicial
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ment from Tulane University’s Freeman School of
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