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Mexico Subcontracting Reform

« Major change in the Mexican labor landscape, materially affecting:

« Dual company structure (operating entity with no employees and
separate related personnel entity)

« Outsourcing companies (like Manpower, Kelly Services, etc.)
» Profit Sharing
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Mexico Subcontracting Reform

 The Reform amended various laws, including the Federal Labor Law,
the Social Security and the Workers Housing Fund laws, the Tax Code,
the Income Tax Law, and the Value Added Tax Law.

« Most of its provisions took effect on September 1, 2021, but many
companies are still figuring out whether the Reform affects them, and, if
so, how to comply with it. Sometimes contractual parties have opposite
views on the subject.
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Mexico Subcontracting Reform

Dual company structure

 For decades, multiple companies used dual company structures
(operating entity with no employees and separate related personnel
entity), primarily for profit sharing purposes.

« Many of these structures disappeared because the Reform prohibits the
"subcontracting of personnel”, defined as "one individual or entity
providing to, or placing at the disposal of, someone else, the employees
of the former for the benefit of someone else".
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Mexico Subcontracting Reform

 However, the "subcontracting of specialized services or specialized
works" is permitted, provided that the service provider registers with a
new registry (REPSE) and complies with certain obligations to provide
information evidencing compliance with employee-related labor and tax
obligations on a periodic basis; and the specialized services are not
included in the service recipient's corporate purpose or main economic
activity.

* The service recipient is also required to verify that the service provider is
complying with its relevant employee-related labor and tax obligations.
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Mexico Subcontracting Reform

* The above required labor force restructurings in many companies
because the personnel companies frequently performed the core
activities of the service beneficiary, which is now prohibited. In many
cases, the employees of the personnel entity were transferred to the
operating entity, becoming entitled to receive profit sharing based on the
profits of the operating entity.

« "Shared services" among related companies are considered specialized
services, thus permitted it they comply with the above requirements.
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Mexico Subcontracting Reform

Outsourcing companies (like Manpower, Kelly Services, etc.)

« Similarly to the case of companies with dual company structures,
multiple companies outsourced various components of their labor force,
sometimes including the employees that performed their core activities.

* These structures also had to be revisited because of the Reform's
prohibition of the "subcontracting of personnel”, resulting in the transfer
of the employees that performed the core activities of the service
recipient to that company. It also resulted in:
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Mexico Subcontracting Reform

The registration of the outsourcing companies with the REPSE;

Amending the corporate purpose provision of the bylaws of many
companies;

Revising the contracts between service providers and service
recipients; and

Creating an internal infrastructure to ensure compliance with the
new rules.
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Mexico Subcontracting Reform

Profit sharing

* On the positive side, profit sharing is now capped at three months of
salary, or the average profit sharing received by each employee during
the preceding three years, whatever is more beneficial for the employee.

 ltis still necessary to calculate profit sharing as usual, based on 10% of
the taxable earnings of the employer. However, if the amounts to be
distributed to each individual exceed the above caps, the caps will apply.
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Mexico Subcontracting Reform

Potential consequences of not complying with the Reform

 Labor and tax fines

* Non-deductibility of payments for income tax purposes, and the inability
to recover value added tax paid

e Criminal liability for tax fraud
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Mexico Subcontracting Reform

Some issues that are still creating confusion

« Some companies take the position that practically all services need to
meet the requirements applicable to specialized service providers
(REPSE registration, etc.)

 The REPSE guidelines exacerbated the confusion adding to the
statutory requirements.

« Characterizing something as specialized services results in joint liability
for the service recipient if the service provider doesn't meet its labor and
tax obligations with respect to its employees that provide the services to
the service recipient.

1 I
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Mexico Subcontracting Reform

 When the service provider or the service recipient is not a resident of
Mexico.

« |f the proper analysis is not performed, the conclusion might be that
some companies may no longer do business in Mexico, or that it's
necessary to radically change their business model.
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About our Firm

Fluency across borders e 15%

Headcount
Our clients want a new breed of lawyers with excellent technical skills who can look fodidnenca
ahead to help them navigate a constantly changing world. It means having lawyers
who can anticipate what is coming next and are comfortable with business level
discussions. Baker McKenzie more than meets these challenges.

Geographic initiatives
arap Ll 10%

Drawing upon our global expertise and a strong network of leading local firms, we are able to rae(?ndi(:::'ica
help our clients navigate Indian markets as well as newly opening markets in Asia and Africa.

Our fluency in working across borders, issues and practices allows us to simplify legal
complexity, foresee risks others may overlook and identify commercial opportunities that many

The Firm 80 + Core practices
speaks languages = Antitrust & Competition = |T/Communications Cgre sectors
Ad g 250 = Banking & Finance = Mergers & Acquisitions %
mitted to . oo
tice i et + = Capital Markets = Private Equity
practice in jurisdictions
= Compliance & Investigations = Real Estate CC;‘SUTG" Goods
= Dispute Resolution = Restructuring & Insolvency & Retai
@é =  Employment & Compensation = Tax o
= Environment & Climate = International Commercial \O‘
Change & Trade
Healthcare

& Life Sciences
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40%

Headcount

35%

Headcount
Asia Pacific

lawyers and
tax advisers
in 76 offices

Note: Headcount as of December 31, 2021

miss. This makes us advisers of choice to some of the world's leading multinational corporations. * Baker McKenzie's current Russia operations, across @

both Moscow and St. Petersburg, will become an
independent law firm. See statement here.

Energy, Mining Financial Institutions
& Infrastructure

Industrials, . Technology, Media
Manufacturing & Telecommunications
& Transportation
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North America
International Commercial Practice Group: An Overview

Based in key markets "
across North America, we
cover the world

Multicultural perspective =

to meet emerging client =
needs
Focused at the cutting- =

edge of global commerce

Trusted advisors to =
leading companies .

More than 90 practitioners with a presence in Chicago, Dallas, Guadalajara,
Houston, Juarez, Mexico City, Monterrey, Palo Alto, San Francisco, Tijuana,
Toronto, Washington DC

Fluent in more than 20 languages

Dually-licensed in many countries beyond the US, Canada and Mexico
including China, Argentina, Belgium, Germany and United Kingdom
Wide-ranging experience in emerging markets and deep understanding of
the legal/regulatory environments, local government priorities and investment
outlooks in markets where our clients seek to expand

Pioneers at the leading-edge of today’s international business,
commercial and regulatory landscape: from international commercial
contracting to data privacy to trade sanctions to emerging market investments

Robust, diverse client-base of leading multinational companies
Practice at the heart of clients’ global commercial strategy

Baker McKenzie’s International Commercial Practice advises clients on critical cross-border legal issues
impacting global business strategy. With more than 90 attorneys across the US, Canada and Mexico, the
Firm's cross-disciplinary, multicultural and multilingual team helps clients to optimize global business
opportunities and address strategic, operational and compliance challenges. As trusted advisors on
international trade compliance, foreign investments, data privacy, aviation and business transformations, the
practice provides practical and comprehensive legal solutions tailored to clients' unique risk profile and

strategic objectives.
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Market Leading Practices
focused on:

Cross-border commercial counseling and
contracting, transactions & compliance

Foreign direct investments and joint ventures

Export controls, anti-corruption & trade sanctions
compliance

Customs compliance and facilitation
Competition counseling & compliance

Global E-commerce and international expansion
of operations

Global privacy & information management
Data security & breach response

Global franchise & distribution

IP migrations and intercompany agreements

Aviation

Band 1 Ranking
COMMERCIAL CONTRACTS

2015-2020 CHAMBERS GLOBAL
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