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1. Introduction

UHY is an international organisation providing accountancy, business

management and consultancy services through financial business centres

in 78 countries world wide . Business partners work together through the

network to conduct trans-national oper at
specialist knowledge and experience within their own national borders.

Global specialists in various industry and market sectors are also available

for consultation.

This detailed report providing key issues and information for investors
considering business operations in Mexico has been provided by the office
of UHY representatives:

UHY Glassman Esquivel y Cia. , S.C.
Paseo de la Reformal95 Piso 16, 17 y PH
Col. Cuauhtemoc

Delegacion Cuauhtemoc

Mexico D.F.

Tel: +52 55 5566 18 88
Web: contacto@uhymx.com
Email: www.uhy -mx.com

You are welcome to contact Oscar Gutierrez Esquivel for any inquiries
you may have.

Information in the following pages hasbeen updated so that they are
effective at the date shown, but inevitably they are both general and
subject to change and should be usedfor guidance only. For specific
matters, investors are strongly advised to obtain further information and
take professional advice before making any decisions. This publication is
current at February 2011

We look forward to helping you do business in Mexico.

UHY Glassman Esquivel y Cia, S.C.is a memberof UHY, an international association of
independent accounting and consultancy firms, whose organi sing body is Urbach Hacker Young
International Limited, a UK company. Each member of UHY is a separate and independent firm.
Services described herein are provided by UHY Glassman Esquivel y Cia, S.C.and not by
Urbach Hacker Young International Limited or any other member of UHY. Neither Urbach
Hacker Young International Limited nor any member of UHY has an Yy liability for serv ices
provided by other members.
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2. Business environment

Introduction
The official name of the country i
as Mexico). The continental area is 1,959,248 km2. Mexico covers an area
of 1,964,375 km2 whih is comprised of:

1 11,122 km of coast

1 3,152 km borders the United States

1 956 km borders Guatemala

1 193 km borders Belize

Mexico’s population is approxi mately

Mexico is formed by 32 federal states, one of which is the political and
economic capital of the country and hosts the main financial centres of the
country. The federal states are:

1 North: Baja California, Baja California Sur, Sonora, Chihuahua,
Coahuila, Nuevo Ledn, Tamaulipas, Sinaloa, Durango, Zacatecas
and San Luis Potosi

9 Central: Distrito Federal, Tlaxcala, Puebla, Estado de México,
Morelos, Pachuca, Querétaro and Guanajuato

I East:Veracruz

West: Aguascalientes, Tepic, Colima, Jalisco, Morelia and Guerrero
9 South: Oaxaca, Chiapas, Tabasco, Campeche, Yucatan and
Quintana Roo

=

Currency: Mexican Peso

Exchange rate: 12 pesos per dollar and 16 pesos per Euro

Language: Spanish

Religion: Catholic - 82%; Protestant/Evangelic - 9%; Biblical non -

Evangelic - 3%; Jewish - 1%; other religions - .5%; non-
religious - 4%; and not specified - .5%

Government and political systems

The government is divided into an executive branch, a bicameral
legislative branch, and a judicial branch and is based on the Political
Constitution of 1917.

Legislative Authority

Legislative power is vested in the Federal Congress (Congreso General)
which is divided into two chambers: the Chamber of Deputies (Lower
House) and Senate.
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The Chamber is composed of 500 representatives, elected every three
years by Mexican citizens. Three hundred of these are electd by direct
majority vote and the other 200 in accordance with the principle of
proportional representation. The cabinet is composed of two members
from each of the 31 states (an addition two members are allotted for the
Federal District, Mexico City), al | directly elected every six years. The
Federal Congress meets in regular and special sessionsDuring recess,
functions are performed by a Standing Committee, composed of 37
members.

Any resolution of Congress is recognized as a law or decree. The right to
legislate belongs to the President, Deputies and Senators of Congress and
State Legislatures.

In accordance with Article 73 of the Federal Constitution, Congress has
the broadest powers. Therefore, all areas of special interest to foreign
investors in Mexico are governed by federal laws enacted by Congress as
the Foreign Investment Law, the Corporations Act, the Federal Labor
Law, the General Communications, General Law of Oil and Hydrocarbons
Law, Broadcast Law, Careers, Civil Rights Law, Environme ntal Law, etc.

Executive Branch

In accordance with Article 80 of the Federal Constitution, the exercise of
the "Supreme Executive Power of the Union" is vested in a single
individual to be called "President
election of President is direct and to the terms prescribed by the electoral
law. The President assumes office on 1 December for a six year term.
Under no circumstances can the President serve another term. During his
tenure, the President may be impeached only for treason or serious
common crimes.

In accordance with Article 89 of the Constitution, the powers and duties of
the President are, among other things, enacting and implementing laws
enacted by Congress, to freely appoint and remove members of the
Council of Ministers, while appointing ministers, diplomatic agents and
ambassadors,with approval of the Senate. The President canappoint,
with Senate approval, the senior officers of the Army, Navy and Air Force,
preserve national security, appoint other feder al officials and has the
power to declare war. In addition, the President can appoint the Attorney
General's Office, wit h the approval of the Senate, can give aid to the
Judiciary branch for the expeditio us exercise of its functions and can
present to the Senate the names of three candidates to be considered for
President of the Supreme Court of Justice of the Nation.
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As a medium-sized power, Mexico has traditionally participated in an
active and constructive foreign policy with bilateral issues on region al and
international levels. Traditionally, this policy has been inspired and

guided by the principles of international law, which is very important and

in line with Mexico's history, culture and diplomatic practice

National elections
Presidential elections are held every six years, Senators every three. The
last elections of deputies were in July 2009.

The central public administration is comprised of a group of state
departments:
1 Ministry of Internal Affairs
Ministry of Foreign Affairs
Ministry of Defence
Ministry of Agriculture, Cattle, Rural Development, Fishing and
Food
Ministry of Tourism
Ministry of Environment and Natural Resources
Ministry of Marine
Ministry of Treasury
Federal Reserve
Ministry of Economy
Ministry of Finance
Ministry of Communications and Transportation
Ministry of Health
Ministry of Labor and Social Welfare
Ministry of Energy
Ministry of the Agrarian Reform
Ministry of Public Education
Ministry of Social Development

=A =4 =4

=4 =4 =4 4 -8 a8 -8 oA oo o g

The Federal Judiciary

Article 94 of the Federal Constitution provides that the Federal Judicial
Power is exercised by a Supreme Court, a Federal Electoral Tribunal,
Collegiate Courts and Unitary Circuit and District Courts. The
administration, control (monitoring), and discipline of the ju diciary (with
the exception of the Supreme Court) are held in the framework of the
Federal Judiciary Council, according to the rules established by the
Constitution and applicable laws.

The Supreme Court of the Nation consists of eleven judges (Cabinet) and
work in plenary (Full) or chambers (Salas). Their sessions must be held in
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public, except where morality or the public interest requires secrecy
(secret £ssions). The work and expertise of all these federal courts, and
the responsibilities of those working for the federal judiciary is governed
by the pertinent federal laws, including the Organic Law of the Federal
Judiciary, the Civil Rights Law, the Federal Code of Civil Procedure, the
Federal Administrative Procedures Act and Regulation Act, paragra phs |
and Il of Article 105 of the Federal Constitution. The Federal Judicial
Council is empowered to determine the number and division of the
circuits, territorial jurisdiction and, if necessary, jurisdiction over
collegiate circuit courts, and the Federal District courts.

The remuneration received by Ministers of the Supreme Court, Circuit
Courts, District Judges and the Directors of the Federal Judiciary and
Electoral Judges for their services shall not be diminished during his term.

The appointments of judges of the Supreme Court are made by the
President by submitting the names of three candidates for Senate
approval. After examining each of the nominees, one is selected.

Legal framework of law in Mexico
9 Federal Constitution of 1917
0 Jurisprudence
1 International treaties and conventions to which Mexico is a party.
9 Federal laws and statutes
o Federal laws and regulations such as the Federal Labour
Law, Law of Federal Income, Law on Income Tax, Federal
Tax Code, Law on Foreign Investments
1 Codes
o Civil
o Civil procedure
0 Penal mde
0 Penal procedure
o Commerce
1 Doctrine
1 General principles of the law

Judicial System

Supreme Court
9 Circuit Courts
District Courts
Federal Judiciary Council
Federal Jury
Judicial Electoral Tribunal of the Federation
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Economy and growth p rospects

We believe that in 2011 Mexico will have a modest growth of about 4% of
Gross Domestic Product (GDP), not so much by domestic factors but as a
result of the relatively slow recovery of the US economy.

Things could improve if successful economic and fiscal measures are
taken by the administration of President Obama, including the purchase
of 600 billion dollars in Treasury bonds.

It is unlikely that there will be an advance in structural reforms to help
boost productivity and open markets in 2011 or 2012.

Good investment destination

We believe that Mexico remains an attractive placeto invest. The rally in
the Mexican Stock Exchange confirms the interest ofinvestors and market
liquidity.

The proximity to the world's largest economy and a mark et with 112
million inhabitants are also powerful factors. According to data published
in November by the Ministry of Economy, Foreign Direct Investment
(FDI) remained strong, 60 percent of these funds were intended for
manufacturing and the rest to trade, financial services, etc.

There are significant opportunities for Mexican and foreign entrepreneurs
wishing to develop proposals in different areas of the economy. Investors
should also consider the acquisitions and mergers in other emerging
countries (Emerging to Emerging), a practice that according to Foreign
Investment Annual Report issued by the Ministry of Economy could add
200 operations worldwide.

In 2011, infrastructure projects will be an important development. Senior
officials and spokesmen for the National Infrastructure Program
announced in various forums, the restructuring of projects that were left
behind or whose bids were declared abandoned Infrastructure is an area
that has significant growth potential, creates jobs, mobilizes the
technology and covers a range of activities such as roads and
communications, but also energy, hospitals, water treatment plants, etc.
These are opportunities for big corporations and local investors and
developers, mainly due to new models of engagement such as Project for
Provision of Services (PPS) and secalled Public Private Partnerships
(PPP) which give more certainty and allow for investment by banks.
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There is a significant fact upon which to draw attention: the almost
universal presence of social networks and the internet. Altho ugh they are
still considered "social" sites, they can also be used proactively by
enterprises through integrated communications strategies, marketing,
sales and support. Social networks, combined with intensive use of
commercial databases are an exciting challenge that present new
opportunities and allow you to search business efficiency, reduce time and
costs and become closer to customers and prospects. Another interesting
point to highlight is about the regulations in the financial and banking
services. Both the US and Mexico have intensified regulatory activities
and risk control which requires even more creativity in the generation of
products and schemes to attract investors.

Finally, we draw attention to the globaliza tion of tax and regulatory
issues. h Mexico it materializes this year with the requirement of
electronic invoicing and the imminent implementation of International
Financial Reporting Standards (IFRS) which from 2012 will be mandatory
for companies listed on the Mexican Stock Exchange.Complying with the
IFRS is not a small challenge and has important implications.

Sustainability

Viable businesses forever. A few years ago, the word "sustainability” was
closely related to corporate social responsibility, now, we have a much
clearer perception of the challenge facing the countries and companies
around the world.

Sustainability is now a deeper sense and means that a company or an
industry is viable in the long term, and which can be supported in an
environment of increasing environmental requirements, economic and
social.

Positive Signs

Although Mexico will have a moderate growth in 2011, about 4 percent of
GDP, the outlook for the economy still presents a positive sign. Mexico
has recovered thousandsof jobs lost during the crisis and companies have
retained their ability to react, as with the recovery of the automotive and
auto parts industry.

In addition, a stable macro economy and a year of electoral activity, could
stoke significant investments in infrastructure which have been neglected
and would revive several industries.
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Mexico has great potential for business growth and a committed,
passionate group of professionals. These are all good reasons to keep
thinking that Mexico is an attractive pl ace to invest.

Denomination

Statistical Data
Gross Domestic Product (GDP) by Economic Activity
Figures for the Third Quarter of 2010
(Real percentage change over the same period last year)

Quarter Quarter
1st 2nd 3rd 4th 1st 2nd 3rd 9
months
GDP Total -7.2 -9.6 -5.5 -2.0 -6.1 4.6 7.6 5.3 5.8
Primary Activities 0.2 -1.3 -3.4 -3.4 -2.0 -0.6 5.0 8.9 4.4
Secondary Activities -9.3 -10.9 -6.6 -2.5 -7.4 5.2 7.9 6.2 6.4
Tertiary Activities 5.9 -89 -45  -1.8 -5.3 4.4 7.5 4.2 5.4

1/ Verified statistics Source: INEGI

Agriculture products: Avocado, onion, coffee, squash, lemon, lime,
safflower seed, papaya, chile, orange, mango, and maize.

Meat products: Beef, chicken, pork, and fish

Main industries: Pertochemical, automotive, cement, construction, textile,

mining, and tourism.

Total Exports (in millions of dollars)

Organisms
Organisms 2010 2009
TOTAL 271,237.30 206,681.50
NAFTA 227,120.10 174,060.70
LAIA 13.680.40 9,129.50
CENTRAL AMERICA 3,451.60 2,74820
EUROPEAN UNI ON 12,607.20 10,160.00
EFTA 836.2 434.2
NIC'S 2,075.90 1,215.4
JAPAN 1,775.20 1,459.90
PANAMA 814.50 697.8
CHINA 3,670.50 1,993.90
ISRAEL 81.7 75.00
REST OF WORLD 5,124.00 4,706.90
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Organisms 2010 2009

TOTAL 274,362.80 211,200.50
NAFTA 139.325.00 107,803.50
LAIA 8,824.40 7,397.60
CENTRAL AMERICA 2,589.30 1,516.80
EUROPEAN UNION 29,390.60 24,609.10
EFTA 1,557.20 1,241.8
NIC'S 18,613.90 15,550.9
JAPAN 13,742.80 10,305.60
PANAMA 31.4 91
CHINA 41,695.60 29,267.60
ISRAEL 471.2 370.7
REST OF WORLD 18,121.30 13,045.80

Source Ministry of Economy with data from Federal Reserve of Mexico

Social/Culture

Language

Spanish is the official language of Mexico and meetings are usually held in
Spanish. English is, now more than ever, very well spoken in business
circles. If you do not speak Spanish, your hosts will have no problem
communicating through English; however, it is recommended that before
any meeting you make it clear which language will be spoken.

While your hosts are likely to adapt t o your language needs, you should
try to speak some Spanish if the idea is to make several business trips to
Mexico. Any attempt to communicate in Spanish is greatly appreciated
and considered a sign of interest and respect.

All marketing literature, pr oduction manuals, warranty information, and
other relevant documentation must be in Spanish. Doing so shows respect
and that you are serious about doing business in Mexico.

Dress Code

Mexicans tend to dress very formal during business meetings. They are
usually dressed in a suit and tie and expect you to do the same in large
cities (Mexico City, Guadalajara and Monterrey). This is also true for most
other cities of the country.
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The exception to this rule is if the meeting is held in a region with a very
hot climate. These meetings can be attended wearing casual pants, casual
shoes, long sleeved shirt and shoes, jacket and tie are not required.

Names

Mexicans usually have a name and surname of a father andmother; it is
common that people have two names. When a name is in written form, it
is common to use all names. However, if you were speaking, you would
only use the first and last name. For example,Mrs. Maria Vazquez Laredo
woul d be adMarieg ar SVesdVamysgez' .

Titles

Titles are very important in Mexico as they symbolize a high status. A
professional with a degree is known by the title that they have (e.g.,
lawyers, engineers, architects, doctors, etc.) If you are unsure if the person
you are interviewing with has a title, use their business card to help you.

Greeting and salutations

Men meeting men for the first time usually just shake hands. Once a more
personal relationship is established it is more common to see men
exchange a brief hug after the hand shake. Men greetingwomen for the
first usually just shake hands. Once a more personal relationship has been
establish it is usual for women to say hello and goodbye with a light kiss

on the cheek. Men should also reciprocate with a light kiss on the cheek.

When two wome n meet for the first time, a formal handshake is

appropriate but it is likely that women will kiss on the cheek when

greeting and parting. In general, when you meet men and women in

Mexico, it is advisable to follow the protocol mentioned above. Physical

contact is normal and expected in Mexico, and it is not advisable to just

say "hell o, nice to meet you'. Once you
you will see that it will be easier to make friends with your Mexican hosts.

Business women

The attitude today towards women executives is first rate. Business
women are considered cosmopolitan, professional and are highly
respected. If you are female and looking to establish a business in Mexico,
whether alone or as part of an organization, you will be accepted,
respected and treated with great courtesy and professionalism by most
business people.

Negotiation
When doing business in Mexico, the most important item to remember is
that it is vital to make friends with Mexicans. Mexicans make friends first
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and then do business, never the opposite. Not taking the time to develop
a relationship of trust will hinder the possibility of doing business in
Mexico, so business should initially focus on building relationships.
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3. Foreign investment

The methodology to measure and disclose the amounts of FDI in Mexico
was developed jointly by the Ministry of Economy (SE) and the Bank of
Mexico (Banxico), following recommendations of the International
Monetary Fund and the Organization for Economic Cooperation and
Development (OECD). The SE announces quarterly cumulative FDI flows
in the reference period.

The figures shown in this section relate to the following:

1 Initial investment by foreign individuals or corporations to
establish themselves in Mexico;

1 New investment s, reinvested earnings and intercompany accounts
of companies that have already been established;

1 Amount of investment involved in the transfer of shares by
investors in Mexico to foreign investors through FDI which
acquires all or part of Mexican companies already established;

1 Amount of consideration in the trusts of real estate or granting
rights on the FDI

Regional information on FDI
Disaggregated information is available by: type of investment, economic
sector target, federal entity and country of or igin.

Behavior of the FDI January - September of 2010.
The figures below reflect the evolution of the FDI from January through
September 2010.This data was collected through 30 September201Q

The total amount reported for this period amounted to USD 14,362
million, an amount 47.3% greater than that reported in the same period in
2009 which was USD 9,750 million.

According to the source of investment, the FDI reported 14,362 million in
January-September 2010. This total consisted of: 8,904 million (8.0%)
from new investments, 2,423.1 million (16.9%) from reinvestment of
profits and 3,034.7 million (21.1 %) from intercompany accounts.
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Comparison of the reported FDI January ¢ September 2010

(in millions)
Source 2009 2010 Differences \
Absolute Oon
Total 9,750.00 14,362.0 4,612.0 47.3%
New Investments reported 1,098.4 8,904.1 7,805.7 710.6%
Reinvestment of profits reported 5,359.6 2,423.1 -2,936.5 -54.8%
Accounts between companies 3,292.0 3,034.7 -257.30 -7.8%

reported

1. FDI that was carried out between the 1st of January and the 30th of September for each
year. Source: Secretaria de Economia. Direccién General de Inversién Extranjera.

The amount of FDI from January to September 2010 was carried out by
3,182 Mexican companies with FDI.

Sector distribution and country of origin of FDI registered with the
National Registry of Foreign Investment.

The USD 14,361.8nillion in FDI that was registered from January to
September 2010 was channeled mainly to manufacturing (60.7%), trade
(16.8%), financial services (12.5%), other services (6.8%) and other sectors
(3.2%).

Distribution by sector of FDI from January - September of 2010
(Percentages)

Distribution by Sectors
Other Services
7%

Other Sectors
3%

Finandal Services //
12%
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Comparison of the sector distribution of FDI reported in January

September (millions)

Sector 2009

% 2010 %
Total 9,750.0 100 14,362.0 100
Manufacturing 3,796.3 38.9 8,712.9 60.7
Trade 1,582.3 16.2 2,419.3 16.8
Financial Services 2,231.7 22.9 1,794.1 12.5
Other Services 1,583.7 16.2 970.0 6.8
Extractive 236.7 2.4 354.4 2.5
Transport. and Communication 121.2 1.2 101.8 0.7
Agricultural 7.3 0.1 2.0 0.0
Electricity and water 5.6 0.1 -3.8 0.0
Construction 185.2 1.9% 11.4 0.1%

A) Includes FDI that was carried out and registered with the NREN until 30
September of each year. Does notnclude estimates. B) Financial Services,
management and leasing of movable property and Real Estate. C) Community
and social services, hotels and restaurants, professional, technical ad personal
Also during January through September 2010, FDI came mainlyfrom the
Netherlands who invested 52.0%, United Stateswith 30.4%, Sain accounted for

6.7%, Canada 3.4% Brazil 2.4% and other countrie8.7 %.

Origin of FDI from January ¢ September 2010

(Percentages)

2% 4%
3%

Origin of FDI

M Netherlands & United States W Spain WiCanada WiBrazil i Other Countries

Project authorized by the National Foreign Inve stment Commission
From January through September 2010, the National Foreign Investment
Commission (CNIE) approved 13 investment projects totaling USD 7,594.2
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million. The projects are directed towards manufacturing, mining,
communications and transport, as well as financial services, respectively.

Below, are statistical tables that show figures pertinent to the CNIE. These
figures are made up by: Table 1-Investment by FDI Type, Table 2—FDI

by Economic Sector, Table 3—FDI by Countries and Economic Areas and
Table 4—FDI by state.

Table 1
Foreign Direct Investment in
Mexico
(In millions USD)

Sectors 2005 2006 Sum 20002010
Jan Sep Value %
Value %

Total 22,424.8 20,103.1 29,083.7 24,912.7 14,4625 14,362.0 100.0 237,248.2 100.0

New 11,081.7 6,220.2 15,265.4 9,615.4 5,960.6 8,904.1 62.0 124,680.7 427

Investments

Reinvestment

of profits 4,032.3 7,749.8 8,078.6 7,492.6 4,286.9 2,423.1 16.9 48,946.4 8.5

reported

Accounts

between

companies 7,310.9 6,133.1 5,739.7 7,804.8 4,215.0 3,034.7 211 63,621.0 26.8

reported

Note: The figures on FDI are integrated with the amounts that were incurred and reported to the National Registry of Foreign
Investment, as well as an estimate of the amounts made that have not been declared to the NREN. 1.Figures reported until
September 2010 2. From 1 Januarythrough 30 September2010. 3. Includes Retained Earnings (+) and decreases-j in
stockholders' equity, arising from prov isions of retained earnings from previous years.
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Table 2
Foreign Direct Investment
By Economic Sector
(In millions USD

2005 2006 2007 2008 2009 Sum 20002010
Sectors
Jan Sep Value %
Value %
Total 22,4248 20,103.1 29,08.7 24,912.7 14,4625 14,362.0 100.0 237,248.2 100.0
Manufacturing 11,328.5 10,105.0 13,226.1 7,570.6 5,212.8 8,712.9 60.7 101,374.1 427
Trade 2,876.6 669.2 15316 1,795.3 1,346.0 2,419.3 16.8 20,113.6 8.5
Financial
Services 1,688.4 4,896.2 7,200.3 5,014.6 3,151.6 1,794.1 12.5 60,732.2 25.6
Other Services 29742 3,0561.6 2,558.6 3,118.3 3,358.3 970.0 6.8 23,7139 10.0
Extractive 183.0 400.0 11,6644 4,610.3 699.3 354.4 25 8,792.6 3.7
Transport &
Communicatio 2,874.5 650.3 766.9 1,4402 68.4 101.8 0.7 14,7145 6.2
n
Agricultural 10.2 227 133.1 321 7.6 2.0 0.0 489.8 0.2
Electricity &
Water 191.3 -85.3 120.0 458.1 98.2 -3.8 0.0 2220.5 0.9
Construction 298.1 3934 873.2 873.2 520.3 11.4 0.1 5,097.0 2.1

1. Figures reported to the 30 September2010.

2.From 1 January 2010 to 30 Septembe2010. Financial

3. Services, management and leasing of movable property and real estate.

4. Community service and social services, hotels and restaurants, professional, technical
and personal. Source: Ministry of Economy; Directorate General of Foreign Investment.
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Table 3
Foreign Direct Investment
By Country and Economic
Area
(In millions USD)

Sectors 2005 2006 2007 2008 2009 Sum 2000
Jan Sep Value %

Value %
Total 22,424.8 20,103.1 29,083.7 24,912.7 14,462.5 14,362.0  100.0 237,248.2  100.0
North America 12,264.0 13,258.0 12,419.6 13564.3 7,895.2 4,843.1 33.7 131,953 55.6
United States 11,794.4 12,696.0 12,131.9 10,561.1 6,398.3 4,361.8 30.4 122,769.0 517
Canada 469.6 562.0 287.7 3,003.1 1,496.9 481.3 34 9,184.7 3.9
Europe Union 6,419.8 6,952.9 13,339.7 8,5643.4 5,692.2 8,798.9 61.3 87,650.8 36.9
Spain 1,288.6 1,769.2 5,203.2 4,646.8 2,584.1 967.6 6.7 37,242.8 15.7
Holland 2,465.8 2,785.3 5,618.9 1,419.1 1,858.3 7,461.2 52.0 32,668.7 13.8
UK 1,332.0 936.3 598.0 1,083.5 264.9 35.2 0.2 7,303.4 3.1
Germany 334.8 629.0 596.9 394.5 -.09 167.8 1.2 3,812.8 1.6
Luxembourg 167.5 174.5 537.0 300.6 173.2 128.6 0.9 1,736.5 0.7
Denmark 40.3 195.5 87.9 46.0 -101 -12.8 -0.1 1,237.6 0.5
Belgium -17.4 202.0 229.9 89.7 332.3 20.9 0.1 1,348.7 0.6
Sweden 375.2 38.8 24.6 65.1 13.4 -77.2 -0.5 381.3 0.2
Finland 17.7 19.4 46.8 79.4 50.4 25.3 0.2 638.8 0.3
Italy 27.2 21.2 48.1 107.1 18.8 14.3 0.1 517.8 0.2
Ireland 16.9 -11.2 79.9 95.4 108.6 -26.4 -0.2 372.8 0.2
Austria -0.3 42.5 55.5 319 -12.2 -3.7 0.0 124.9 0.1
Portugal 0.8 0.0 6.7 0.0 0.0 1.6 0.0 22.2 0.0
France 368.9 149.9 201.7 178.8 299.7 95.6 0.7 210.8 0.1
Others 1.8 0.4 4.6 5.5 11.8 0.7 0.0 317 0.0
Selected
Countries 3,726.2 -151.2 3,316.6 2,787.6 863.0 703.2 4.9 17,422.0 7.3
Netherlands
Antilles 101.5 -65.2 43.2 -25.0 -13.6 -1.7 0.0 212.3 0.1
Argentina 542.0 20.6 21.4 32.7 2.1 -13.2 -0.1 648.7 0.3
Australia 36.0 31.9 134.9 9.3 4.7 2.9 0.0 245.4 0.1
Bahamas 36.7 -2.3 20.8 0.0 1.2 0.1 0.0 240.9 0.1
Bermuda 4.3 9.8 590.5 20.9 -27.8 -11.7 -0.1 706.6 0.3
Brazil 46.1 49.9 25.0 87.7 123.7 345.0 2.4 813.7 0.3
Chile 123.8 48.0 33.3 31.5 49.2 45.1 0.3 397.0 0.2
China 14.0 20.2 8.6 -0.4 287 3.5 0.0 1235 0.1
Colombia 13.6 15.4 3.2 40.5 17.1 11.0 0.1 189.4 0.1
Korea 96.8 72.1 45.2 367.6 75.6 -16.5 -0.1 877.5 0.4
Costa Rica 18.4 7.8 4.7 4.2 26.5 1.4 0.0 79.0 0.0
India 2.4 0.4 8.0 -3.0 2.1 1.0 0.0 44.6 0.0
Cayman Island -1.5 0.1 -30.2 -19.6 -28.6 -0.4 0.0 325.3 0.1
Virgin Islands 2,051.4 300.6 1,100.7 1,455.6 24.4 32.3 0.2 5,224.0 2.2
Japan 166.0 -1,424.2 394.5 138.1 219.7 41.2 0.3 878.7 0.4
Norway 9.5 6.7 25.0 -15.2 65.2 -31.1 -0.2 106.2 0.0
New Zeeland 5.8 0.4 0.3 15.6 -1.0 -.02 0.0 98.4 0.0
Panama 37.2 64.7 154.8 113.2 28.9 11.2 0.1 503.4 0.2
Puerto Rico 30.8 20.1 7.9 54 -40.0 -0.7 0.0 361.5 0.2
Singapore 13.0 61.1 123.6 108.6 171.7 43.4 0.3 957.8 0.4
Switzerland 324.3 579.5 590.5 380.2 82.3 215.9 1.5 4,049.0 1.7
Taiwan 445 22.4 9.7 33.5 47.5 24.6 0.2 273.6 0.1
Uruguay 9.8 8.7 0.8 6.2 35 0.2 0.0 65.6 0.0
Other Countries 14.8 43.5 7.8 17.5 12.1 16.8 0.1 221.6 0.1

1. Figures registered until Sept 2010.
2. Geographical figures Source: Ministry of Economy. Directorate General o f Foreign
Investment
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Table 4
Foreign Direct Investment by State
(In millions USD)

2005 2006 2007 2008 2009 Sum 20002010
Jan Sep Value %
Value %
Total 22,4248 20,103.1 29,083.7 24,9127 144®5 14,362.0 100.0 237,448.2 100.0
Distrito Federal 10,715.1 10,163.6 15,927.2 12,637.6  8,231.4 49854 347 133,156.7 56.1
Nuevo Leon 5,078.5 1,909.3  3,286.6 1,448.7 1,018.8 51198 35.6 27,5152 11.6
Estado de
Mexico 826.1 1,337.5 1,551.7 1,433.9 1,493.1 784.2 5.5 12,867.1 5.4
Chihuahua 1,514.8 1,551.7 929.6 1,413.4 994.7 1,145.5 8.0 12,131.9 5.1
Baja California 1,120.1 929.6 736.9 1,449.8 506.7 556.7 3.9 10,053.2 4.2
Jalisco 1,249.9 736.9 526.3 335 658.7 1,060.7 7.4 7,201.5 3.0
Tamaulip as 394.3 526.3 312.6 366.5 189.5 121.1 0.8 3,809.1 1.6
Sonora 256.4 312.6 421.0 1,279.7 263.2 76.0 0.5 3,871.7 1.6
Puebla -535.6 421.0 336.0 259.9 60.2 78.8 0.5 3,883.3 1.6
Coahuila 154.6 336.0 124.0 1,136.6 124.8 -4.4 0.0 2,918.2 1.2
Queretaro 80.9 184.2 135.4 402.5 462.5 193.5 1.3 2,288.2 1.0
Zacatecas 3.7 15.4 796.7 1,506.6 36.3 -3.1 0.0 2,383.8 1.0
Baja California
Sur 385.7 420.1 364.5 163.5 60.8 4.7 0.0 2,149.8 0.9
Guanajuato 306.0 -83.3 2415 234.7 80.2 83.5 0.6 1,661.7 0.7
Michoacan 60.4 39.9 1,590.3 319 24.9 -6.3 0.0 1,776.5 0.7
Quintana Roo 153.9 266.6 463.2 60.5 55.3 1.9 0.0 1,421.1 0.6
Morelos -48.2 311.0 453.0 134.0 -55.1 -32.3 -0.2 1,237.7 0.5
Durango -22.0 107.6 38.8 578.4 74.3 158.9 1.1 1,341.4 0.6
San Luis Potosi
1279 56.4 169.4 93.6 -57.8 2.9 0.0 1,026.6 0.4

Aguascalientes 105.0 113.1 204.6 37.9 1.0 16.3 0.1 935.1 0.4
Veracruz 215.3 41.3 70.0 47.0 118.0 26.7 0.2 892.1 0.4
Nayarit 104.4 152.7 74.2 225 21.4 2.9 0.0 640.7 0.3
Tabasco 35.2 45.1 0.9 35.2 4.7 0.4 0.0 420.8 0.2
Yucatan 5.2 27.2 55.4 324 -5.3 0.0 0.0 369.0 0.2
Sinaloa 22.3 47.1 41.2 44.6 15.4 5.1 0.0 350.8 0.1
Tlaxcala 65.3 9.6 15.5 10.4 52 -3.5 0.0 268.2 0.1
Campeche 13.8 10.6 13.5 -17.1 23.8 9.4 0.1 178.4 0.1
Colima 1.6 64.3 27.9 2.3 19.6 2.3 0.0 157.7 0.1
Guerrero 28.0 26.8 -50.7 1.3 12.6 -21.9 0.2 122.7 0.1
Hidalgo -3.7 115 2.3 40.3 0.3 1.2 0.0 130.9 0.1
Oaxaca 8.2 10.7 15.2 15.7 22.3 1.1 0.0 79.9 0.0
Chiapas 1.4 0.6 14.2 -25.2 1.1 0.0 0.0 10.0 0.0

1. Figures reported to the September 30, 2010. GIS

2. The FDI refers to the federal entity where is located the address of the legal
representative or the office of the company (the only statistic that provided foreign
investors when they notify the National Registry of Foreign Investment her
movements investment), and not necessarily to the federal entity in which they
invest.

3. From 1 January 2010 to 30 Septembe2010. Source: Ministry of Economy.
Directorate General of Foreign Investment.
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4. Setting up a Business

Introduction

The rapid but exciting current business dynamics requires employers to
leave their borders to expand their business and to have sound legal
structures and strategies to invest in the safest way. Mexican law is
reliable for an optimal environment for the healthy deve lopment of
foreign companies looking for new fertile fields for their businesses.

This section aims to give a brief sketch about some guidelines you should
know before starting your business in Mexico. These are general
guidelines and your particular ap plication depends on several factors,
special laws and business activities.

Mexican laws are mostly federal in nature, so this guide is applicable to
virtually any state in Mexico and represents what can be done without
special certification to practice in different states.

Foreign investment

The Mexican government has introduced a partial privatisation policy to
redefine the role of the state in the economy. Privatisation has been more
noticeable among the following sectors: banking, air carriage,
telecommunications, seaports, iron and steel manufacturing and tourism.
The government is also privatising other sectors, including natural gas
and transport, and is marketing airports, railroads and the petrochemical
industry. The number of companies ran by the government and the
volume of government shareholdings have significantly decreased in
recent years. Furthermore, the Mexican government has enabled local
and foreign investors to invest in a variety of infrastructure projects, for
example, roads, ports, drinking water and sewage systems, electric
utilities, and telecommunications - particularly mobile telephone systems.

Foreign investment restrictions

A 1993 &t cancelled many restraints on promoting foreign investment and
encouraged development. The act allows foreign investors to take part in
several activities, with restraints on only some specific aspects

Foreign investors can acquire Mexican company shares and fixed assets,
enter into new financial activity fields, produce new lines of produ ct, open
and close businesses or offices and increase or replace current
establishments.
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The Foreign Investment Act, however, reserves thefollowing exclusively
for the state:

9 Oil, hydrocarbon, and by -products (essentially petrochemicals)
except transporting, storing, and gas distributing related activities,
not including crude oil;

9 Electricity, except consumption and energy supply generating
activities, co-generation or small-scale distribution, generation of
electricity for independent products sold to the Federal
Commission of Electricity (CFE), generation of electricity for
export derived from co -generation, independent and small-scale
production, electricity imported by individuals or companies
exclusively for private use, generation of electricity f or emergency
use as a result of an electricity cut;

Generation of nuclear energy;

Radioactive minerals;

Wireless transmissions;

Postal service;

Note issuing and coining;

Airports, heliports, ports, and railroads control and supervision.

=A =4 =4 4 -4 4

Some econonic and business activities are reserved exclusively for
Mexican individuals or companies. The Certificate of Incorporation of a
company includes an article referring to the exclusion of foreigners as
shareholders if the company is concerned with:

1 Domestic land passenger transportation, tourism and freight,
except parcel and courier services;
Sale and distribution of retail petrol;
Liguefied gas distribution;
TV and radio broadcasting, except cable television;
Credit unions;
Development banking.

=A =4 =4 4 4

However, the new Foreign Investment Act allows foreigners to have
, heutr al i nvest ment s’ in these companies
investment broadens equal rights to share profits, but prohibits foreign
investors the right to vote on a board of direct ors, and limits the ability to
influence and control practice in Mexican companies and economic
activities. This Act also restricts foreign investment in some activities and
companies to the following maximum percentages:
9 Production co-operatives—10%
9 Domestic air transportation, taxi and specialised transport —25%
1 Insurance and bonds companies, exchange offices, business
retirement funds, investments trusts and other companies—
variable percentage
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T ,T°" series shares of compaéalandes t hat
49%

Freshwater, coastal and deepsea fishing, except fish farms—49%

Printing and issuing of national newspapers —49%

Port management—49%

Manufacturing of and trading of firearms and explosives —49%.

=A =4 =4 =4

Foreigners may have more than 49% in the following types of company or
activity, but must have the approval of the National Commission of
Foreign Investment:

1 Legal services
Credit offices
Security agencies
Pipeline manufacturing for gas, oil and products, transportation;
except duct construction, operation and ownership; natural gas
transportation, and facilities and equipment for its distribution
Oil and gas-well drilling
Railway construction and management
Port services, such as tugging and docking
Shipping companies
Airports management
Mobile phone services
Private schools and universities.

=A =4 =4
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Except for the limits stated above, foreigners can own up to 100% of
Mexican companies without any license from the Mexican government.
Moreover, investments in manufacturing, assembling or merchandis e
processing companies for exporting purposes, do not need a license at all.

All Mexican companies that have foreign -owned capital must be in the
National Register of Foreign Investments. No conditions apply to this
register, except ownership restriction s mentioned above. Each year the
register is renewed by an annual financial report.

Property

Generally, there are no restrictions on foreign ownership of Mexican
property. However, under the Foreign Investment Act, foreigners can
own property located i n restricted areas (coasts, or border zones) for non
residential purposes only if that property is acquired with the ownership

of the equity interests in Mexican companies. The National Commission
of Foreign Investment must be notified of such acquisition s.
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Types of organizations

Advantages of establishing in Mexico

Mexico has held more than 35 international trade agreements that stand
between the NAFTA (North American Free Trade North America) and the
Free Trade Agreement with the European Union and consequently
companies incorporated in Mexico enjoy the benefits of such treaties.
Treaties are likewise a great diversity of countries that provide the same
treatment as a domestic investor.

Business constitution

The establishment of a business as a ledgeentity is not a legal requirement.
What makes this an important process in the establishment of a business is
to protect the personal assets of shareholders. It is always a risk starting a
business.

Schematics for foreign companies in Mexico

The activity, forms of administration and policies form the personality of

the company, so we understand that each company is unique and

therefore strategies must also be unique when taking these three aspects
into consideration. The ways in which you can establish a business focuses
more on these three aspects than that of the legal requirements

The most common ways you can incorporate a company in Mexico are as
follows:

Forepgn capital in Mexican companies

Whether it is the creation of a legal Mexican entity or a merger and
acquisition of a Mexican company, the most common legal forms used in
Mexico for the establishment of enterprises are corporations. The most
noteworthy being the Stock Company and the Limited Liability Company
which herein shall state its main features.

Stock company

A stock company is the most popular type of company in Mexico. T he
share capital to egablish it is a minimum of $ 50.000 pesos which means
that the minimum amount that shareholders may risk is the original
$50.000 pesos. Thamount cannot be decreased in order to be able to
provide a guarantee to the various creditors of the company. It can be
administered in the form of a Sole Administrator or under a Board of
Directors. In any case, they are required to keep four books: Minutes of
the Board of Directors, Meeting Minutes, Registers of Shareholders and
Capital Changes. These books are commonly managed and safeguarded
by the lawyer for the company.
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A Sole Administrator is the only form of incorporation in which social

capital is represented by common stock. The type of social contract,
determines various rights to its shareholders. This modality can be used
by any commercial company and states that its increase or decrease does
not require a formal motion but only calls for a resolution to be passed at a
shareholders meeting.

Subsidiary shareholders

Usually foreign companies prefer to invest in Mexico as corporations and
not as individuals. This generates tax benefits in their respective country
of origin. This is possible; however, according to the Mexican Commercial
Law it is a fundamental requirement to be established with a minimum of
two people, which applies a strategy called 99-1. This means that society
is composed of two shareholders, one of which possesse99% d the
shares and the other holds just 1%.

Two entities make up a company: shareholders and management
authority. The first is made up of investors and resolves the way in which
the company shall be managed. It is advisable for people who will lead
the company in Mexico to form as the Board of Directors, since it is more
than an honorary designation or hierarchy but rather imposes obligations
for the accountability of these officials.

The Governing Council is an entity formed by at least two members : the
president and secretary. The first proposes and directs calls and the
second executes directives and gives legal form to the resolutions.
However, the board of directors may consist of an unlimited number of
staff and may have as many nominations as the society requires, for
example: vice president, deputy secretary, members, legal representative,
treasurer, director, etc.

Limited Liability Company (LLC)

A LLC is highly preferred by foreign companies in Mexico because of its
similarity to institutions in their countries of origin. The minimum risk to
guarantee the payment to various creditors is $3.000 pesos.The LLC can
be administered by a sole administrator or board of directors and the
major difference is that the company with the social capital is not
represented by shares of free movement, but by social parts which are not
entitlements.

Civil Partnership
A Civil Partnership is less popular and their application may attend more
to taxes than their corporate benefits. This is because a Civil Rirtnership
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is an exception to the corporate veil as partners are at risk with all of their
personal wealth. A civil partnership does not require a minimum social
capital and it can be administered by a sole administrator or as a board of
directors.

Brandes

The opening of foreign branches in Mexico is recommended when the
company will do business with no income or income from Mexico, but

only when the structure of "corporate governance" and the shareholders
will stay with the same designation and distribu tion as abroad. In this case
a registration request to the National Committee on Foreign Investment in
Mexico is needed to obtain their permission.

Representative offices

Representative offices are largely similar to branches, but have different
tax treatment and more so in the case of foreign banks where this is a legal
imperative. In this format, companies in Mexico must apply for tax
identification .

Joint ventures

The risk of investing in Mexico when the investors have no particular
expertise in the activity to be performed is often considered by foreign
companies in Mexico. In some cases, foreign investors prefer to use
alternatives that reduce the risk such as buying a Mexican society that has
been duly constituted and has some experience and history or agrees on a
joint v enture.

Buying an established Mexican company can be a viable solution to
reduce risk; however, you must be careful in the stock price to justify the
reduction of risk.

In the case of a joint venture there may be two ways to estalish: strategic
alliance or joint venture.

The strategic alliance does not require that the parties invest liquidity in
the business, but that companies take advantage of features and qualities
that may have one or the other for personal gain (for example, use of
infrastructure, establishment of branches without investment, reduce
costs, agree to supply contracts and/or exclusive distribution, etc.) In the
case of the joint venture, both companies invest a sum of money at any
rate they agree to and thecontract is set out the way you administer
utilities, rights and obligations.
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Distribution contracts

Distribution contracts of incursions into the Mexican market does not
involve direct investment of foreign companies in some cases simplifies
the sale ofproducts, but also involves a broker who keeps a good portion
of the profits. One advantage of the distribution is that most dealers
already have networks of customers. Distributors in many cases facilitate
the contact with the consumers, which for forei gn investors woul d be very
difficult to achieve.

Dispute prevention

Disputes that may arise can be diverse but in Mexico the laws as stated
from the outset are mostly federal and previously established by the
Congress. This gives us a very favourable envronment in order to
prevent possible litigation. You should contact one of our attorneys to
give you more information on corporate legal issues in various areas such
as labaur, trade, relations between partners, government, etc.

Maintaining companies with foreign capital
The Foreign Investment Law allows foreign investors to establish their
business in Mexico with up to 100 percent foreign capital. However, said
companies established in Mexico have a specific regulation to give
information to the Secretary of Economy, including:

1 Register with the National Registry of Foreign Investment;

1 Annual Registration with the National Registry of Foreign
Investment;
Change in the shareholding structure;
Quarterly income report;
Merger or division of the compa ny;
Changes to the name or address;
Empowerment (in the case of branches and representative offices);
Presentation of financial statements (in the case of branches and
representative offices);
9 Disenroliment.
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Foreign franchise in Mexico

Currently, foreig n companies have found franchises as a way to become
involved in business in Mexico and distribute their products and services.
Our corporate lawyers are duly authorized to support foreign companies
with assistance in establishing a Mexican franchise in cnjunction with
management consulting and finance. For more information consult our
specialists.
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5. Labour

General outline of the Labour Law in Mexico.

The Labour Law, which establishes the conditions in Mexico's Federal
Labour Law, is integrated into sixt een titles. Of these, the most relevant
aspects, conditions, remuneration, rights and obligations of workers and
employers, worker protection, termination of labor relations and other
issues are highlighted.

The Federal Labour Law addresses individual e mployment relationships,
the duration thereof, the suspension of the effects of labour relations,
recession and termination of employment.

The law establishes the length of working hours, entitled rest days,
holidays, wages, rules that protect the privile ge of wages and the right of
workers to participate in company profits. Additionally, the law
establishes and identifies the rights and obligations of workers and
employers, the right to housing, training, recognition of seniority and the
right to job promotion.

The law also includes a special section for women's work and the work of
minors. In addition, there is a section that discussesthe working

conditions of special jobs, such as those of employees of ships and aviation
crew, and the work of public servants in areas of Federal jurisdiction.

Also covered by the law are farm workers, commercial agents,

professional athletes, actors and musicians, those who offer their work at
home, domestic workers, working conditions in hotels, restaurants, bars
and similar establishments, the cottage industries, the medical residents in
specialty training period, working in universities and colleges

autonomous by law.

The Federal Labour Law similarly provides collective labour relations
which can form coalitions, u nions, federations and confederations. The
Collective Labour Agreements and Contracts Act contemplates the
formation of internal working regulations, sets the rules for modification

of collective labour contracts and collective suspension and termination of
labour. Labour relations include the right to strike, risks at work and
requirements of the industrial action.

The same law establishes who are the bodies which shall make the labarr
laws are enforced both by employers and by workers, who is the agency
that is responsible for handling disputes arising on industrial relations
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and representatives of each of the parties to resolve such disputes, as well
as provide for the Labour Procedural Law, will be subject to both parties
involved in labor relations a nd implementation procedures.

Labour inspectors regularly enforce the numerous detailed requirements
covering such matters as recordkeeping and payment of overtime and
benefits. It is essential that the personnel department staff be sufficiently
knowledg eable about labaur laws to deal with these matters.

Work relationship

A work relationship is the means of employment, regardless of the act that
gives rise, providing a personal work subordinate to a person, upon
payment of a salary.

Individual employme nt contract

An individual employment contract, in whatever form or name, is that by
virtue of which a person is obliged to lend to other subordinate staff work
through the payment of wages. The provision of work referred to in the
first paragraph and the contract are of the same effect.

Working conditions must be documented when there are no applicable
collective agreements. At least one copy of each must be held by both
parties.

Contents of employment contracts
The written statement outlining the cond itions of employment shall
contain:
1 Name, nationality, age, sex, marital status and address of the
employee and employer;
1 If employment is for per job or for adefinite or indefinite amount
of time;
I The service or services to be provided which shall be determined
as accurately as possible;
The place or places where said work will be located;
The duration of the workday;
The form and the amount of the wages to be paid,;
The suggestion that the worker is qualified or trained in the terms
of the plans and programs established or established in the
company, as provided in this Act;
9 Other conditions, such as rest days, holidays and others to be
agreed upon between the worker and the employer.
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Lack of writing does not deprive the worker of the rights deriv ing from
the rules of work and services provided; the employer shall be charged for
lack of a formal written contract.

Duration of a work elationship

Working relationships can be on a job by job basis or a definite or
indefinite amount of time. In the absence of express termsthe
relationship is indefinite.

Suspension of an employment relationship
There are several reasons why an employee can have their terms of
employ ment suspended:

i The employee contracts a contagious disease;

1 He or she was involved in an accident, or contracts an illness that
presents a safety hazard to other employees;

9 There can be a temporary suspension of a work relationship if the
worker for any reason is detained or arrested. If the worker is
cleared of the charges, the salaryowed to him or her may be paid
by the employer. If the cause of him or her being detained was in
defense of hisor her employer or the employer's interests. (i.e., in
the robbery of a convenience store, the employee injures or kills
the assailant and isdetained he or she will be entitled to back pay
if he or sheis cleared of charges)

1 The arrest of an employee.

Termination of labour relations

The employee or employer may terminate, at any time of employment,
with just cause, without incurring liabili ty for worker's deception, for,
among other reasons:lack of integrity and honesty by a worker; assaulting
co-workers; committing serious acts against supervisors, their families or
representatives; intentional damage to machinery or work equipment ;
immoral acts; revealing secrets more than three days absence without just
cause disobedience to an employer; or working in an impaired condition.

6 OUOI UZUWEOOxI OUEUDPOOW

If the employment relationship is for a fixed period less than one year,

employers arerequiredtopay wor ker’' s compensation in
to the wages of half the length of service. If the period exceeds one year,

employers must pay an amount equal to the amount of wages for six

months for the first year and twenty days for ea ch subsequent year the

employee has served.
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If the employment relationship is for an indefinite period, the
compensaton shall c ons i gdayfooehch ofthe yedrsyof day s’
service.

Lastly, in addition to compensation referred to in the preceding sections,
the employer shall pay three months’ sal &
date of dismissal until claims are paid.

Workday
Day shift: 6 a.m. to 8 p.m. Night shift: 8 p.m. and 6 a.m.

A workday including time periods of both day and night is considered a
mixed workday only if the nightshift is less than three hours. If itis
comprised of three and a half or more hours, the workday is considered
night work. Overtime hours are paid at a rate of one hundred percent
over the salary of the job to be performed.

Rest Days
For every six days of work employees are entitled to a day of rest, with
full pay.

Workers are not required to serve on their days off. If this provision is
violated, the employer must pay the worker, regardless of salary due to
him or her, a double salary for their service.

Vacations

Workers who have more than one year of service enjoy an annual period
of paid leave that in no caseis less than six working days, and increases to
two working days, up to twelve, for e ach subsequent year of sevice.

After the fourth year, the holiday period is extended by two days for
every five years in service.

Employees are entitled to a bonus of not less than twenty five percent of
their wages on top of their normal pay, which they are entitled to during
their vacation.

Salary
Salary is the remuneration payable by the employer to the employee for
their work.

Salary is composed of payments made in cash for daily fee, gratuity,
perceptions, housing, bonuses, commissions, benefits inkind and any
other amount or benefit the employee is entitled to for his or her work.
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Workers are entitled to an annual bonus to be paid before 20 December,
equivalent to at least fifteen days' wages.

To determine the amount of compensation payable to employees,
employers shall base it on the salary for the day in which the right to
compensation by including the daily quota and share of the benefits
mentioned in Article 84 seconds the Federal Labour Law.

Company profit sharing for employees

The percentage of corporate prdit sharing is determined by the National
Commission for the Participation of Workers in corporate profits. Profit
sharing must be made within sixty days from the date that the annual tax
is paid, even though claims may be pending with workers.

Occupatio nal hazard
Occupational hazards are accidents and diseases to which workers are
exposed to in the performance of their work duties.

Work related a ccident

A work related accident is considered an injury or death, brought on
either immediately or later, w hile performing work duties, regardless of
the place and time.

Also included in the above definition are accidents that occur during the
commute from home to work and vice versa.

Occupational illness

Occupational disease is any pathological condition resulting from the
continued action of a cause that has its origin or motive at work or in the
environment in which the worker is obliged to provide services.

When risks are taken they may cause:
1 Temporary disability;
1 Permanent partial disability;
1 Permanent and complete disability .

Compensation for occupational hazards that produce disability are paid
directly to the worker.

Social Security

Social Security in Mexico seeks the right to health, medical care, protection
of livelihoods and s ocial servicesnecessary for anindividual ' welfare.
Also included is the granting of a pension, if and after compliance with
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legal requirements will be guaranteed by the Sate. The implementation
of Social Scurity is the responsibility of entities or public agencies , federal
or local and decentralized agencies as provided by law.

Some of the branches of Social Security in Mexicarstates are:
Risk of work

Sickness and maternity

Disability and | ife

Retirement, severance and old age

Care and welfare
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The employee index on Social Security contribution is 3.9% of salary. Itis
withheld from the employee’s salary by t
index contribution is 39.30%. The annual maximum contribution for

employees is $19,502 Mexican pesos, and for employers #6,520 Mexican

pesos per employee.

Housing fund contributions

Employers must contribute 5% of salaries (restricted to 25 times the

minimum salary at present) to the coverage fund, which provides funds

for employees’ housi ng eacconstiugtiont Then, r emo
maximum annual contribution is $24,988.8 Mexican pesos per employee.

Retirement fund

Employers must contribute 2% of their salaries (restricted to 25 times the
minimum salary) to a pension fund managed by a bank on behalf of the
employee. The maximum annual contribution is $9,995.52 Mexican pesos
per employee.

Health benefits
The Mexican Social Security system also provides the following benefits:
1 Medical help for iliness, maternity care and accidents
1 Medical support for tempor ary disability
T Pensions and medical benefits extende
including spouses, parents and children.

Ex-patriots

Work visa requests

As part of the process to start a business in Mexico, it is important to take
into account several procedures and statutory requirements that may be
applicable according to the line of business.
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Depending on your place of residence, you may need to request a

, business visa' when coming to Mexico.
capacity to do business in the country. A business visa can be requested at

any Mexican consulate. The list of requirements and documentation you

must present to receive a visa can also be viewed at the consulate.

Once you have obtained a business visa, it is important to asses

procedures and requirements of the federal entities where the business is

to be based. The procedures and requirements must be negotiated

through the different federal offices, depending on the procedure in

guestion—-r egi stering t he gsermgkeforgthes name; r e
Secretary of Finance; work, property and patent and royalties register

proceedings.

Work permits

Work permits are commonly granted for periods of one year; however,

this may be extended. Usually a foreign employee must show

documentation that proves he or she has gained employment in Mexico

and has sufficient income to sustain him or her whilst working there. This
documentation could be a contract of emp
The employee must provide a passport and any official identification.

This information is referred to the immigration department in the state

where the employee will be living. Foreign nationals can be independents

in Mexico.

Permanent immigrants

Immigrants who have been legal residents in Mexico for a minimum
period of five years can request that the Secretary of Foreign Affairs make
their residency permanent or request Mexican nationality.

Special and family considerations

Each family member must apply for their own separate visa. However,
registration forms for family members are often processed alongside those
of the employee. If a family member wants to work, he or she must apply
for their own separate work permit.

Driving license
If a foreigner living in Mexico wants to obtain a driving licensefor use in
Mexican territory, he or she must present the following documents:
9 Birth certificate (original and Xerox copy)
Driving test
Identification
Blood type
Sight test
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T  Written test
1 Certification of migratory status
1 Passport.
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6. Taxation

There are three levels of taxation in Mexico: Federal, State and Municipal.

Federal Taxes
Federal taxes in Mexico can be classifid as direct or indirect taxes.

Direct tax includes income tax of individuals and legal entities and
business flat tax (ort of a minimum alternative tax) for individuals and
legal entities.

Indirect taxes include Value Added Tax (VAT or IVA), real estate transfer
tax, taxes on foreign trade (e.g., import duties) and special taxes.

State and local taxes
Real estate tranger tax and land tax are the main state taxes; however,
there are also state and local property tax and employee payroll taxes.

Income Tax
Taxpayers in Mexico are classified by four types:

1 Mexican resident individuals and legal entities;

1 Non-residents having a permanent establishment in Mexico ;

1 Non-residents on income from a source of wealth located in a
Mexican territory, when they don
establishment in Mexico;

1 Those with a permanent establishment in Mexico but said income
are not attributable to the establishment in Mexico.

Taxable object: Taxable income

Taxable base: Taxable profit is defined as the difference between taxable
revenue and expenses.

Rate: The corporate taxation rate is 30% for the fiscal years of 2010, 2011
and 2012. For the fiscal year 2013, a rate of 29% shall be applied.

Payment period: Annual; Companies are obligated to make monthly
provisional (or advance) tax payments on account for the annual tax. The
annual tax return has to be filed and the tax paid wi thin three months
after year end.
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The main purpose of the I ETU is to
payment rate in direct taxation, who would be obliged to pay the higher
amount between the IETU and the income tax.

The IETU shall be paid by individuals and legal entities residing in
Mexico, as well as foreign residents with permanent establishments in
Mexico.

Taxable object: The income obtained (cash flow based), regardless of
place, where such revenues are obtained, andderived from the
performance of the following acts/activities: transfer of goods, rendering
of independent services and granting the temporary use and enjoyment of
goods.

Taxable base: The amount resulting by decreasing from the total income
(under a cash flow basis) derived from the activities referred the
deductions authorized.

The IETU is taxed at a rate of 17.5%.

Payment period: Annual; Companies are obligated to make monthly
provisional (or advance) tax payments on account for the annual tax. The
annual tax return has to be filed and the tax paid within three months
after year end.

Value Added TaxVAT)

Mexico has a Federal VAT based in the European VAT tax systems. As it
is known, VAT has a keen territorial feature whereby taxed acts/activities
are those performed within the applicable territory (Mexico) and without
transferring its effect to outbound operations. This is a reason why
exports of goods and services are taxed at 0%.

Individuals and legal entities are obligated to pay VAT as set forth
hereunder if engaged in the following activities within Mexican territory:
1 Transfer of goods;
1 Rendering of independent services;
I Temporary use or enjoyment of goods;
1 Importation of goods or services.

The taxable base is he price effectively collected.

Tax rates: General rate—16%, border zone rate—11%, some activities—0%
and others are exempt.
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The payment period is monthly.

Cash deposits tax

Individual and legal entities are obligated to pay tax for all cash deposits,
whether in national or foreign currency, made into any type of account in
their name in financial system institutions.

Cash deposits greater than $15,000 made into an account is considered a
taxable object.

The tax on cash deposits shall be calculated by applying a rate of 3%o the
total amount of the deposits.

A monthly payment period applies.

Special axes

Special taxes are levied on the sale of vehicles, alcohol, alcoholic
beverages, beer, some beverages, manufactured tobacco and certain fuels
such as gasoline and diesé

Duties

Customs Law

The Customs Law, the General Import and Export Duties Law and other
applicable laws and regulations, rule the entrance to and the exit from
national territory of goods. In addition it is the means by which such
goods are transported or conveyed, the customs clearance procedure and
the deeds and acts derived from this procedure or from the entrance or
exit of merchandises.

Taxpayers

Those who introduce goods to national territory or withdraw goods
therefrom, whether they own or pos sess such goods, or are the recipients
or senders thereof, or act as customs representatives, customs brokers, or
any person or persons involved in the introduction, withdrawal, custody,
storage, handling and possession of goods, or in the aforementioned
deeds or acts, are bound to comply with the aforementioned provisions.

Taxes can be either a general importation duty or a general exportation
duty.

The taxable rate is charged in accordance with the schedule in the
respective tariff.
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The taxable base br the general importation duty is the customs value of
goods, except for cases where the law on the subjects sets forth a different
taxable base.

The customs value of goods will be their value of transactions. Value of
transactions is understood as the price paid for the goods.

The taxable base for the general exportation duty is the commercial value
of the goods at the sale site, and it must be entered in the invoice or any
commercial document, without including freights and insurance.

Custom regimens

Goods imported to or exported from Mexico may be destined to any of the
following customs regimens:

Final

Temporary

Fiscal deposit

Transit of goods

Manufacture & conversion

Strategic custom

=A =4 =4 4 -4 4

Specific tax topics (Income Tax law)

Other salient features of the Mexican corporate taxation include interest
regime, capital gains, depreciation, cost of saks and employee profit
sharing.

Interest regime

Interest tax treatment is followed for the following elements:
1 Inflationary annual adjustment
91 Interestincome and interest expense
1 Exchange gains and losses

A comparison of the annual average balance of debts and the annual
average balance of credits has to be made, if the former is higher than the
latter, the difference is multiplied by the inflation f actor of such year, and
the result is the accruable inflationary annual adjustment.

Loss from inflation is deductible (deductible inflationary annual
adjustment). In accordance with the procedure mentioned above if the
annual average balance of credits ishigher than the annual average
balance of debts, the difference is multiplied by the inflation factor of such
year and the result is the deducible inflationary annual adjustment.
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Il nterest income is included in the

basis. Accrued interest is deductible (at its nominal value, without any
adjustment, since it will be subject to the inflationary annual adjustment)
providing the funds obtained from the loan are invested in the business.

As mentioned, exchange gains ard losses resulting from financial assets
and liabilities are deemed as interest for income tax purposes. If a
Mexican company has foreign currency liabilities, a devaluation of the
peso will result in an exchange loss. The exchange loss is recognized on
an accrual basis and is added to the nterest expense for the month.

If a company has an exchange gain resulting from a financial asset
denominated in a foreign currency (i.e., a Mexican company with accounts
receivable in US dollars), then the gain is added to interest income.

Capital gains

An inflation adjustment is made to the acquisition cost of shares of stock
or fixed assets to compute the gain on their sale. Capital gains and losses
are treated as ordinary income.

Depreciation

The basis for deductible depreciation is the acquisition value as defined in
the law, adjusted for inflation. Depreciation should be computed using the
straight-line method at the maximum rates.

Examples of such depreciation rates are:

Buildings and other related struct ures 5%
Office furniture and fixtures 10%
Computer equipment 30%
Peripheral computer equipment 30%
Patents, trademarks, copyrights, etc. 15%
Automobiles, heavy truc ks, tractor trucks, tow trucks 25%
and buses

Anti pollution equipment and equipment for 100%
conversion to natural gas consumption

Equipment used in research of new products and 35%
development of technology

In the cases of the railway system, telephone and satellite
communications, depreciation rates are subdivided, according to the
diff erent kinds of assets they involve.

UH! , © Copyright 2011 UHY International Ltd -39

taxpa



Automobile investments are limited to $175,000.

Cost of sales

Since 2005, Mexican corporate i ncome
system’ which treats the purchase of
As such, it is necessary to compute the cost of goods sold for tax purposes.

Employee profit sharing
Profit sharing contributions to employees have a deductible affect.

Specific deductible and non -deductible expenses

Provisions
Provisions to create or increaseasset or liability reserves are non
deductible.

Contributions for retirement plans
Contributions for retirement plans are only deductible when companies
comply with the following requirements:
9 Contributions should be funded through a trust
9 Contributio ns must be computed based on an actuarial study
1 Thirty percent of said reserves should be invested in government
securities or in a bank trust

Other nondeductible items

1 Goodwill

1 Expenses incurred abroad and allocated on a prorata basis;

1 Payments to members of the board of directors, bondholders or
other parties where the payments represent shares of profits or are
contingent upon the taxpayer'’

1 Sanctions, indemnities for damages and contract penalties unless
imposed by the Law

1 Foreign tax credit.

Dividends

It is established that when corporations distribute dividends, they must
calculate the related tax by applying the 30% tax rate to the amount
resulting from multiplying said dividends by a factor of 1.4286

This tax can be taken as dax credit that can be taken against the income
tax of the year of dividend distribution and carried forward for the two
subsequent tax periods.
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Dividends paid from the net taxable income account (CUFIN), which is
defined as the income for which corporate tax has already been paid in
past years, are not subject to the corporate tax on dividends discussed
previously.

Tax consolidation

Mexican law allows corporate groups to be taxed on a consolidated basis.
The filing of a consolidated return has significan t advantages, most
notably the fact that the losses of some group companies can be offset
against the profits of others.

Also, dividends paid among companies of the group are not subject to any
tax, notwithstanding that dividends do not originate from the CUFIN
account. For tax purposes, a consolidated group consists of the Mexican
holding company and the subsidiaries in which it has effective direct or
indirect ownership interests in excess of 50% of the voting shares. It is
important to note that the con solidation is on a proportional basis, based
on the percentage owned directly or indirectly by the controlling

company.

Only companies residing in Mexico can be part of the consolidation
regime.

Losses carry forward

Tax losses can be carried forward tenyears. The amount of the tax loss
that can be carried forward to a given year is adjusted for inflation. Loss
carry backs are not allowed.

Permanent establishments
A permanent establishment of non-residents can be created due to the
following circumstan ces:

1 By conducting in which business activities in whole or in part,
within Mexico ;

1 By performing construction or installation projects, maintenance or
assembly activities on real property or supervisory activities in
connection therewith, should such activities last more than six
months (including working days of subcontractors);

1 When performing business activities in Mexico through a
21 PEI PEOODPUO-? O

1 When conducting business activities through a dependent agent;

1 When acting through an independent agent that does not act
pursuant to the ordinary course of its own activities; considering
that such occurs when the agent:
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0 Exercises the authority to enter into contracts on behalf of
the foreign entity.

0 Assumes risks in the name of the resident abroad.

0 Acts under instructions or general control of the resident
abroad.

o Performs activities that economically correspond to the
foreign resident, not to its own activity;

0 Obtains guaranteed remuneration, regardless of the results
of its activities;

0 Has inventorie s with which deliveries are mad e on behalf
of a foreign entity;

o Carries out operations with the resident abroad,
establishing prices or compensation different from those
that would be used between independent parties in
comparable operations.

1 Insurance companies that obtain insurance payments from within
Mexico.

Basically, permanent establishments are subject to the same taxing rules as
Mexican resident companies. The income tax treaties that Mexico has in
force ordinarily establishes narrower hypothes es under which a

permanent establishment is deemed to exist.

Non -residents with a taxable source of wealth in Mexico
Non-residents, either legal entities or individuals that do not have a
permanent establishment located in Mexico may be on specific types of
revenues. Generally, the Mexican taxpayer must withhold on the gross
payment made to a foreign corporation.

Mexico's income tax treaties with other
tax rates on certain Mexican source payments made to nonresidents. A

Mexican payer that is subject to withholding must deliver the income tax

when the payment becomes due orwhen the payment is actually made,

whatever occurs first. In addition, the gross payment is subject to

withholding without deductions.

Under specific cases, the nonresident may be subject to taxation under a
, het basis, and not on a ,gross"
when the non-resident has a tax representative in Mexico which remains
as jointly liable of the tax so triggered.

whi ch

Some of the relevant tax rates levied on gross income are as follows:
9 Services on real estate projects25%
1 Rental of property and assets-25%
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9 Sale of real estate and shares of stock25%

1 Technical assistance25%

1 Royalties for the use of patents, trademaks, and commercial
names-25%

1 Interest paid to foreign banks registered before the tax authorities—
10%.

9 Interest from certain securities—4.9% or 10%

1 Interest paid to suppliers of machinery and equipment —21%.

1 Interest paid to other creditors - the maximum tax rate for resident
individuals applies —30%

1 Any payment to residents of territories with preferential tax
regimes (tax havens)}40%

1 All payments to residents of the territories with prefere ntial tax
regimes (tax havens)}40%

It is important to stress that dividends paid by Mexican resident
companies are not subject to taxation for non-residents. This is because
the Mexican company either distributes profits previously taxed at the
corporate level, or triggers income tax itself upon such dividend
distribution.

Transfer Pricing
As part of Mexico’s incorporation
rules in 1997.

In interpreting/applying this regime, tax authorities and taxpayers use the
OECD Commentaries, pursuant to administrative rules issued by the
Federal Executive Branch that so establishes it.

Throughout the period in which transfer pricing rules have been adopted,
the Mexican tax authorities have taken a more international approach,
rather than a local one (Mexican) to audit related party transactions.

Transfer pricing forms part of a large number of countries which
authorities and taxpayers have accepted. In Mexico, both the authorities
and the taxpayers apply them (as a matter of law) and it is pendant to be
reviewed its constitutio nality.

Mexican authorities have also been active in the last four years of
conducting transfer pricing audits. As of now, no tax controversy in this
field has been elevated to constitutional analysis by the Supreme Court of
Justice.
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The outcome of such sort of analysis will likely demand the permanence
of the transfer pricing system, which is why Mexican tax authorities have
been very cautious in this field.

Accordingly, we reckon that such constitutional analysis will not be done
in the immediate f uture.

As occurs with other items deemed sensitive tax information, the tax
authorities have not issued a report on the overall impact that the system
has created in collecting income tax.

Persons and/or entities subject to transfer pricing

The transfer pricing rules apply to related resident and non -resident
juridical entities and individuals, permanent establishments or fixed bases
established in Mexico by non-residents and to activities carried out
through trusts.

The term juridical entity includes commercial and civil entities,
governmental agencies developing commercial activities, credit
institutions, and associations. Neither non -profit organizations nor mutual
funds are included in this definition.

Mexican joint ventures (? E U O E b E E BbGEuEbitabrehis), @ E
treated as taxpayers and, thus, subject to transfer pricing regulations
themselves. The pricing of transactions is regulated only in the case of
transactions between related entities.

It should be stressed that Mexican resident companies (such as Graham
Packaging Mexican subsidiaries) are obliged to apply this system not only
with respect to their transactions with parties residing abroad, but also
with resident parties of Mexico.

Two or more parties are related when one party participates directly or
indirectly in the management, control or capital of the other, or when one
party or group of parties participates directly or indirectly in the
management, control or capital of others.

It is our understanding that the Mexican d efinition is broader than the one
included in the US’ regulations and,
pricing regulations to companies or individuals that own a small
participation in other companies, thus exceeding the scope of the US
definition of controlled taxpayer.
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The definition is sufficiently broad that, in theory, the regulations could
also be extended to dealings with exclusive non-related distributorship if
real control of the distributor by the licensor is evidenced by the Mexican
Internal Revenue Service, known as Servicio de Administracion
Tributaria.

It is worthwhile to mention that when related parties enter into
transactions, they are obliged to determine their taxable revenues and/or
deductible items considering the prices and/or considerations that would
have been agreed upon unrelated parties in comparable transactions.

Transactions subject to transfer pricing
Transfer pricing rules are applied to any import or export of goods,
services and rights entered into between related parties.

Methods

The arm’'s | ength nature of a transaction
controlled transaction) is tested by comparing the pricing, terms, and

other characteristics of the transaction in question with the pricing, terms,

and other characteristics of comparable transactions entered into between

unrelated parties (i.e., uncontrolled transactions).

The comparable uncontrolled price method preempts the applicability of

other methods, and only if said is not s
circumstances, the taxpayer should elect any other of the five additional

methods contemplated by the law.

Herein are the methods that the law contemplates as acceptable / needed
for transfer pricing purposes:

1. Comparable Uncontrolled Price Method (CUP) : The CUP method
requires comparison of pricing in the controlled transaction to
pricing in uncontrolled transactions.

2. Resale Price Method Under the Resale Price Method, the resale
price charged by the controlled party to unrelated purchasers is
reduced by an appropriate gross profit amount to arrive at the
deemed sales price on the sale between the controlled parties.

3. Cost Plus Method: Under the Cost Plus Method, the cost of the
company selling to the related party is first determined and then
an appropriate gross profit margin is added to this amount, to
arrive at the appropriate deemed sale price on the sale between the
controlled parties.
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4. Profit Split Method: Under the Profit Split Method, the profitability
of a related company group is allocated among members of the
group in accord with their economic contributions to the
enterprise.

5. Residual Profit Split Method: This method consists in assigning the
operation profit obtained by the related parties in the proportion in
which it would have been a ssigned among unrelated parties.

6. Operation Marginal Transactional Method : This method
determines the operational profit that would have obtained
comparable unrelated companies in comparable transactions for
transactions among related parties.

Standards of comparability
The lack of comparables in Mexico is one of the problems that Mexican
taxpayers are facing.

The current sources of comparables used by the taxpayers are the

following internal comparables, data from the Mexican Stock Exchange

and public Me xi can company’ s data basis (infor
approximately 90% of companies belonging to the public sector). If no

comparables are found in these sources of information, Mexican taxpayers

are using a foreign data basis (US and Europe) and are making piice

adjustments taking into account the specific characteristics of the Mexican

market.

Mexican law allows for the use of secret comparables. Secret comparables
have not yet been used by the Mexican authorities and according to
officials of the tax admi nistration they are viewed as a last resort
information resource.

There are rules stating that confidential information obtained either by the
taxpayers as well as tax officials during transfer pricing procedures,
should remain secret, so their improp er use is subject to penalties.

UOz UwOIl O1T UT wUEOT T w
In some cases, application of a pricing method will produce a single result
that is the most reliable measure of an
other cases, application of a method may produce a number of results
from which a range of reliable results may be derived. A taxpayer will not
be subject to adjustment if its results
length range).
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Mexico includes the concept of the arm’s
and also provides for statistical methods in order to increase the reliability
of the analysis made (i.e., interquartile range).

Mexican regulations only make reference to adjustments made to the

median of the results, in case statistical methods are appled. In this

respect, it should be mentioned that these methods are not always

applied. Also, the Mexican Income Tax Law (ITL) does not include a

detailed description on how to reach the
make any differences between Class Aand Class B comparables.

Mexican regime includes the possibility of using multiple year data when
analyzing the comparability of transactions or entities . As it can be
perceived, the ITL does not establish a specific method with respect to
financing tra nsactions as loans between/ among related parties.

From a practical perspective, it is commonly accepted to use yields

deriving from Mexican public debt securities (equivalent to US treasury

bills) in Certificados de | a Sepoaeraa
minimum interest reference. Obviously, in situations in which the lender

has obtained financing from another party (either related or not), it is

expected to charge an additional financial margin to the borrower so such

lender has a profitability derived from granting such financing.

Advanced Pricing Agreements (APA)

The Mexican Government Committee was created in 1998 to approve
APA resolutions. The current APA regulations empower the Government
Committee to approve APAs for the effective year requested, as well as
for one year prior and three subsequent years. Although forward looking
APAs are allowed for in the regulations, most APAs issued to date are for
prior years.

Information and documentation requirements

For non-resident transactions, Mexican law provides information and

documentation requirements in order to demonstrate, if required, that the

arm’'s length principle has been accompli

Mexican information and docum entation requirements include:
1 Names, address and tax domicilesof the foreign related parties;
1 Documents that evidence any direct or indirect interest of one
party in the other;
1 Information about the functions and activities performed, the
assets used and the risks assumed by the parties;
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1 Information and documentat ion about the main related party
transactions, including the amounts involved,

1 The transfer pricing method that was employed;

1 Information and documentation about similar comparable
transactions or companies.

There is no specific legal provision establishing that this information
needs to be obtained when performing transactions with Mexican resident
parties; however, factually, they are needed in order to prove before the
Mexican tax authorities that they are duly compliant with the transfer
pricing rul es.

Secondary adjustments

Pursuant to transfer pricing principles, when a principal adjustment is
made by the tax authorities, it is logical/reasonable that a seconday
adjustment needs to be done. However, under the ITL, the possibility of
this secondary adjustment is only expressly provided with respect to
international transactions in which a contracting party is a resident of a
country with which Mexico has in effect a treaty in income tax matters.

Accordingly, with respect to local adjustments, th is secondary adjustment
is not expressly provided for under current law. However, we are of the
opinion that the related party is legally empowered to do it once its
correspondent counterparty has been subject to a principal adjustment by
the tax authorities.

Effectively, under ITL, transfer pricing rules taxpayers are obliged to
accrue as taxable income principal adjustments pursuant to transfer
pricing rules, as well as to deduct the taxable items considering same
transfer pricing amounts.

Tax haven rules

As of 1 January 2005, the provisions regarding tax havens moved from a
territorial based criterion to a conceptual criterion. Effective 1 January
2008, Mexican tax residents were subject to this special tax treatment
when his or her income is generated indirectly through foreign legal
entities or legal figures in which they participate directly or indirectly, in
the proportion of their participation in such legal entities or figures, as
long as said income is subject to preferential tax regimes (PTR)or income
is obtained through fiscally transparent foreign entities or legal figures
(Article 212, ITL).
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Income subject to PTR

Income is subject to PTR if it is generated indirectly through foreign
entities or legal figures in which Mexican tax resident s participate directly
or indirectly, in the proportion of their participation in such entities or

legal figures, as long as said incomeis not taxed abroad or the income tax
triggered and paid abroad results in less than 75% of the income tax that
would h ave been triggered and paid in Mexico in accordance with the
provisions of the ITL (Article 212, ITL).

In order for Mexican residents to determine whether or not their foreign
source of wealth income should be subject to this tax regime, they must
compare the effective income tax triggered and paid abroad for such
revenues and the income tax that hypothetically would have been
triggered and paid for in Mexico for the same income.

Although the sole fact of indirectly generating income subject to PTR

trigg ers the application of the special tax regime, the ITL establishes some

exceptions to this general rule (e.g., lack of control exception, active

i ncome exception, royalties’ exception,

As of 1 January 2008, a lack of control statutory exception enered into

force (applicable even in case of direct participation). Such exception

provides that income generated through foreign legal entities or figures

will not be considered subject to PTR whenever the Mexican taxpayer

does not have effective controlof t he vehicle or control C
administration, in such degree, as to decide upon the moment of

distribution of income, profits or dividends, whether directly or through

third parties (Article 212).

Income obtained through tax transparent eestor legal figures

Income obtained through foreign entities or legal figures fiscally
transparent is subject to this tax special treatment as of 2008, even if such
income is not subject to PTR (.e, if it is taxed abroad with more than 75%
of the Mexican income tax).

Tax transparent legal figures or entities, are those thatare not considered
as income taxpayers in the country in which they are incorporated or
where their main administration or seat of effective direction is, and the
revenues generatel through such entity or legal figure are attributed to its
members, partners, shareholders or beneficiaries (Article 212, ITL).

Based on the above, generating income through foreign tax transparent
vehicles triggers the application of the special tax regime. The ITL only
establishes two extremely narrow exceptions to said general rule (i.e,
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corporate reorganizations exception and financial institutions exception),
some of which require proper disclosure to the tax authorities.

Nonetheless, administrative rules published on 31 December 2007,
provide for a broader exception applicable in case of lack of control on the
transparent vehicle and its administration or in its investments.

Tax mnsequences

In general terms, income under this special tax treatment is subject to tax
in the fiscal year in which such income is generated abroad, even though
the income has not yet been distributed. The payment of the
corresponding income tax has to be made together with the annual tax
return of the fiscal year in w hich the income is generated abroad (Article
213, ITL).

Informative tax return

Taxpayers must file in the month of February of each year an informative
return before Mexican tax authorities regarding income generated in the
previous tax year subject to PTR,income generated in jurisdictions of the
, Bl ac k transdtions caroed out through tax transparent foreign
legal entities or figures (Article 214 ITL).

Thin capitalization rules

The thin capitalization rules were established in 2005, and seta five year
period to attain the 3:1 debt/net worth ratio, which in 2010 will be in full
force.

Accordingly, if a company complies with such ratio in 2010, no
recalculation of interest deduction taken from 2005 to 2009 will be needed.
If a company did n ot fulfill this ratio, the company should recalculate its
tax results for such period, considering non-deductible items and interest
derived from the exceeding portion of the 3:1 ratio.

It is important to note that interest derived from debts with foreig n related
parties exceeding three times the net worth of the company is not
deductible.

The procedure used to determine the non-deductible interest may
produce awkward affects contrary to the spirit of the provision. In certain
events, the higher the proportion of debt contracted by a company with its
foreign related parties, the higher the proportion of non -deductible
interest. Conversely, the lower the proportion of debt, the lower the
proportion of deductible interest.
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Debt contracted by members of the financial system in the performance of
their activities, for the construction, operation and maintenance of the
productive infrastructure linked with strategic areas, and by taxpayers
who obtain an advance price agreement, will not be considered for thin
capitalization purposes.

The rule does not include any other exclusion for debt contracted with
foreign related parties based on the | o0oa
established in 2006.

Tax treaties

Mexico has a wide array of tax treaties in income tax matters; such treaties
may only provide benefits with respect to the regime set forth in the
Mexican law. Thus, these treaties may not impose burdens not established
in the Mexican law.

Income tax matters are covered by the treaties; however, due b the recent
effectiveness of the business flat tax, an effort to include the purview of
the treaties has been actively conducted by the Mexican Federal
authorities.

Treaty benefits include:
1 Lower rates than those provided in the local law;
9 Stringent cases (compared with those established under the local
law) under which a permanent establishment are deemed to exist.
1 Revenues not subject to taxation as the local law provides (for
exampl e,-hownosmer vices payments).
1 Non-discriminatory principle, which entails that the treaty
partners’ resident may not be taxed h

A particularity is that under Article 5 of the ITL, in order for treaty

benefits to be applicable, some I TL’ s re
with. This clearly poses a treaty overruling situation that in our

perspective violates the content of the treaties.

The foregoing legal construction is strengthened by the fact that the
Supreme Court of Justice of the Nation has resolved that tax treaties have
preeminence with respect to federal laws as the ITL is.

Relevant personal taxes for employees
Income tax

Resident and non-resident taxpayers must pay income tax in a Mexican
territory.
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Mexican residents are required to pay income tax if they obtain income in
cash, in-kind, in services or in any other way.

Foreign resident individuals who conduct entrepreneurial activities or
provide independent personal services in Mexico through a permanent
establishment are also required to pay tax on the income attributable to
this establishment.

Taxable object

Taxable income is income for the provision of dependent personal services
(e.g., salaries and other benefits derived from labor relationship). This
also includes employee profit sharing and benefits received as a result of
the terminations of the relationship.

For the purpose of this tax, the following types of income are included:
1 Remunerations of public employees;
1 Advance payments from production cooperatives, civil law
partnerships and civil law associati ons;
1 Fees received by board members;
1 Fees for services rendered primarily for a client.

Tax rate
Residents in a Mexican territory are taxed up to 30%.

Non-residents are exempt from the first $125,900. A rate of 15% will be
applied to income received in the calendar year in question above the
amount indicated in the preceding section and up to $1 million. A rate of
30% rate will be applied to the income received in the calendar year in
question above $1 million.

Social Security
Social Security in Mexico is paid for by the employee and the employer.
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7. Accounting & reporting

International accounting standards

For more than 30 years, the Commission of Accounting Principles of the
Mexican Institute of Public Accountants A.C. was in charge of issuing
accounting regulations. However, effective 1 June 2004, the Mexican
Council for the Investigation and Development of Norms of Financial
Information (CINIF), an independent organization, took over the function
and the responsibility of issuing the countable regulations in Mexico.

In order to achieve this, the CINIF carries out its processes of study and
research between the financial and businesses community, and other
interested sectors, giving as a result of this, the issuing of documents

called [fNddrimanaci al I nformation (NI F) .

is to achieve harmonization of local norms used by diverse sectors of the
Mexican economy to converge to the greatest possible extent with
International Financial Reporting Standards (IFRS)as published by the
International Auditing and Assurance Standards Board (IAASB).

Despite the information just given, there are companies in Mexico that
draw their financial information up based on the IFRS due to their
controllers demands and/or subsidiary comp anies, to which we provide
professional services with.

Basic concepts

Some general principles are followed for financial statements. Assets are
presented at a fair value or net resale value, with the exception of non-
financial assets which must be preserted in a specific way.

According to the accrual method, yields are recognised when they are
made and costs are considered when they are incurred. Accounting
policies must be applied from one period to another. All reasons for non -
compliance must be divulged. Accounting concepts relevant to investors
are described below:

Leasehold

Leases that substantially transfer the advantages and risks of the property
are considered as acquired assets and become liable. Other leases are
considered as operating leases. Accounting rules for leases are similar to
those of US Generally Accepted Accounting Principles (GAAP).
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Intangible assets

Acquired intangible asset costs are registered as assets and are amortised

on the estimated per i e-dnimpbrtantdtifeererces set s’ u
from GAAP in the US. The maximum period of amortisation under

Mexican GAAP is 20 years.

Research and development costs

Research and development costs are imposed on income where liable,
similar to US GAAP. However (and this dif fers from US GAAP), in some
instances startup costs are not taken into account.

Consolidations

A company with more than a 50% interest in another company must

provide consolidated financial statement
financial statements. This principle is similar to provisions under US

GAAP.

Exchange system

Foreign currency transactions are filed using the exchange rate on the day
the transaction took place. Assets and liabilities expressed in foreign
currency are converted into Mexican pesos at the exchange rate prevailing
at the time of reporting. Exchange differences are reflected in the net
income.

Audit requirements

Mexican publicly quoted corporations, governmental companies and
finance sector companies regulated by the CNBV or the National Security
and Linking Commission, such as banks and brokerage firms, must have
an independent inspector carry out annual auditing of their financial
statements. Annual audits are carried out the year after a company
achieves any of the previously mentioned criteria. Audited financial
statements are disclosed at the annual stockholders meeting, to the
Treasury authorities and in the public sector to the CNBV.

Deferred income taxes

NIF D-4 replaces bulleting D-4, countable treatment of income tax, flat-
rate business tax and the employee
concept of permanent difference since the assets and liabilities method
established in this NIF requires the recognition or deferred taxes to profit

by the total of the differ ences between the financial and the fiscal value of
assets and liabilities. The NIF establishes the reclassification of retained
profits of the accrued effect of the adoption of the predecessor bulletin D-
4, unless it is identified with accounts recogniz ed in the shareholders

s pro
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equity and that they comprise with the integral profit (loss) and which
they have not been reclassified to income statement.

Worker fringe benefits

Under Mexican Labour Laws, companies must pay indemnity to
employees with 15 years of service who cease employment voluntarily,
involuntarily or due to death.

This requirement —and any pension requirement where applicable —
increases with length of service. In most dismissal cases, indemnities and
compensations must be paid to dismissed employees given that current
accounting practices identify these payments as contingency
remuneration.

Allocation of profits

The costs associated with profit distribution are recognised (in a similar
way to income taxes) after the pre-tax income. Companies must provide
annual financial statements approved by stockholders.

Audits

Mexican companies must prepare financial statements. Furthermore,
Mexican GAAP requires a report on changes in the financial position,
rather than one on cash flow. Mexican publicly quoted corporations,
governmental companies, finance sector companies, insurance sectors and
most other companies that exceed a certain minimum size must present
annual financial statements.

Reporting requirements

Financial statements must bepresented at the annual stockholder meeting
and approved by them. All companies must have a statutory inspector
(corporation official) assigned to this position by the stockholders. This
person is generally an independent public accountant and is usually from
the accountancy firm that carries out inspections/audits.

Companies meeting certain criteria must file an annual tax return with the
authorities for the last annual fiscal period. Companies filing a tax return
may or may not be subject to an extemal audit by Mexican authorities.
Consolidated and audited financial statements must be presented
alongside this tax return.
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8. UHY firms in Mexico

UHY Glassman Esquivel y Cia., S.C.
Paseo de la Reformal95 Piso 16, 17 y PH
Col. Cuauhtemoc

Delegacion Cuauhtemoc

México D.F.

Phone: +52 55 5566 18 88
Email: contacto@uhymx.com
Website:  www.uhy -mx.com
Contact  Oscar Gutiérrez Esquivel

UHY Glassman Esquivel y Cia was establishedin 1989 and specializes in
audit. Our clients include:

f  Opticas Devlyn —the largest optometrist retail business in Latin
America.

1 Geokinetics —one of the main suppliers of services to Pemex for
sea floor and land drilling and exploration .

1 PROAGRO y Segur os Centauro—one of the leading insurance
companies in Mexico.

1 Mitas Tires —a tire distributor in West Europe.

1 KYB Latino Americana —a leading manufacturer in the field of
shock-absorbers

1 Gulfmark —a large scale vessel company and business related
service provider.

9. UHY offices worldwide

For contact details of UHY offices worldwide, or for details on how to
contact the UHY executive office, please visit www.uhy.com .
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