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YES…YOU CAN OWN LAND IN MEXICO!

Whether you’re in the market for a home you can move into full-time…a vacation
retreat you can visit a few weeks or months a year…a beachfront lot you hope to resell at 
a profit…or your own slice of sand where you’ll build your dream home…you can find it 
in Mexico. And it’s perfectly legal to buy. 

In this report we will outline the steps a cautious buyer should take when purchasing
property in Mexico. If you follow this advice, you will minimize the chances of something
going wrong with your purchase, and you will maximize your chances of relaxing and
enjoying your piece of Mexican paradise worry-free.

L AWYERS AND TITLE INSURANCE—WHOM TO BELIEVE?

Our advice throughout this report will include that you use the services of attorneys
and title insurers. This may contradict what you’ve heard if you’ve explored the Mexico
real estate market through a local broker. There are good reasons for this.

Most brokers consider themselves experienced, honest and trustworthy, and will tell
you that retaining an attorney of your own is a waste of money. They will tell you that they
have all the required forms you need, and that their in-house legal resources can walk you
through the entire process at no additional cost.

They will also tell you that title insurance is a waste of money because they don’t list
properties that have title problems.

Both of these statements are true…of brokers who are experienced, honest and
trustworthy. The trouble is that not every agent is experienced, honest, and trustworthy.
This is just common sense, but for some unknown reason, people often leave their
common sense at home when they visit a foreign country. We’ve seen people who wouldn’t
let a priest in the door at home give large sums of cash to complete strangers here on the
basis of a promise and a winning smile. Don’t ask us why—it just happens sometimes after
a few cocktails on a sandy beach under the tropical sun. If your brains take a vacation the
same time you do, a good lawyer in the loop and a preliminary title search by a qualified
insurer can make a big difference.

Also, you have the option of buying your property directly from the owner. The Internet
has made this increasingly possible. Forums directly connect sellers and buyers, and it’s not
unusual for property to change hands without a real estate agent acting as intermediary at
all. In dealing directly with owners, you’d most certainly want your own attorney and title
insurance to protect your interests and your investment. Whatever you do, if you’re dealing 
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directly with a seller, do not assume that he has the right to sell his property or that the title
is free and clear. Again, common sense. Don’t leave home without it.

If you choose, armed with this information, to let your broker make sure all the
paperwork is in order and take his word (and the physical proof marked on the deed) as
guarantee enough of clear title—that is your prerogative. We know many brokers in Mexico
in whom we’d place this kind of trust, but that kind of trust comes from seeing, up close
and personal, a long track record of good performance.

For the vast majority of buyers in the Mexican market, and for everyone thinking of
buying directly from an owner, we recommend both an attorney and title insurance. 

CHOOSING A BROKER

In Mexico, there are no requirements for becoming a real estate agent. You could come
down tomorrow, hang out a shingle, and be the instant equal of many people selling real
estate here. How, then, do you choose a reliable real estate agent?

One way is to go with an established broker. Century 21, Coldwell Banker, ReMax and
other national U.S. and Canadian brokers now have offices throughout Mexico. This
doesn’t guarantee the quality of their agents, but it’s something.

Another way is to go with agents and brokers who are members of the Mexican
Association of Real Estate Professionals, known as AMPI. AMPI is affiliated with NAR (the
U.S. National Association of Realtors) and CREA (the Canadian Association of Realtors).
AMPI provides a code of professional ethics for its members, and many AMPI members are
also certified by PROFECO, the Mexican Consumer Protection Agency.

If your broker is a current member of AMPI and has a certificate from PROFECO,
you’re on the right track. But don’t forget to ask for references and scout around for
opinions of others who have dealt with the broker or agent.

WHY HIRING AN  ATTORNEY IS  SO IMPORTA N T

As we mentioned earlier, your real estate agent may tell you that you don’t need an
attorney to buy property, that his firm will take care of all the necessary paperwork—from
drawing up the offer to buy, to getting copies of recent gas and electric bills from the
current owners, to drafting the sales agreement. And if his firm has a notary (in Mexico,
notaries are specially accredited attorneys) it relies on regularly to investigate and register
property transfers like yours, things could go just fine. 
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If you trust your agent, and if you know him to have a good track record, then you
might spare yourself the expense of an attorney—it’s up to you, and many people have
had great experiences dealing solely with realtors. However, we prefer to have an advocate
looking out for our interests, especially in an environment where we can’t be expected to
be aware ourselves of all the legal pitfalls.

And if you’re buying directly from the seller without the benefit of a real estate agent
who can walk you through the process, a good attorney is your first and most important
item of business. Again, it’s just common sense. In the U.S. or Canada, would you simply
trust the seller to act in all ways and in all things in your best interest? If not, why would
you extend that trust in Mexico? Get a lawyer to look after your interests.

Another point. Although owning property through a bank trust or through direct deed
will allow you to designate an heir on the deed itself, it does not hurt to have a will drawn
up by a Mexican attorney in Spanish that outlines the proper distribution of your
property—real estate and other. That way, your heirs are sure to avoid complications with
Mexico’s legal system.

Keep in mind that you may also want to speak with your own U.S. attorney (and
perhaps financial planner, too) when you’re buying property in Mexico—though do not rely
on them to tell you anything about Mexican law. 

FIVE THINGS YOU SHOULD DO BEFORE YOU SIGN ANYTHING

In the pages that follow, we’ll tell you exactly what to expect when you go to purchase a
home or a piece of land. But before you get to that stage, make sure you investigate your
options and do a little homework.

These suggestions all assume that you have the time to follow through on them. There
are situations in which you can confidently buy property during the week or 10 days
you’re here on a vacation or an exploratory trip, but such situations are few and far
between. Here’s what we recommend in most cases, if time allows. 

1.) Shop around for the right property. We recommend that you work with more than
one real estate agent. The Ajijic/Chapala area has a very efficient multiple listing organiza-
tion, but for a location of its size, that’s the exception rather than the rule. In many places
across Mexico there is no multiple-listing service, so it’s worth your while to visit properties
on offer with several different agents as each one will show you different things.

2.) Ask for personal recommendations before you hire anybody. Ask other
foreigners about their experiences with real estate agents, attorneys, notaries, and so on.
Ask them for recommendations. Is there a realtor you should avoid? A builder you should 
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be sure to use? An attorney who was always on top of things? A notary they’d trust? Ask
what fees they paid for various services. And if you’ve gotten a quote for a service, check
with your contacts to see if it sounds reasonable. 

Where do you find these helpful contacts? Talk with the owner of the hotel or B&B in
which you’re staying. Talk to people you run into at the restaurant, grocery store or bank.
Ask realtors about lawyers. Ask lawyers about realtors. Never forget that brokers and 

lawyer always have an agenda of their own—which means that hearing the same recomm-
endation from several of them can indicate credibility that goes beyond any personal
reasons the lawyer or broker may have in recommending them.

Use the Internet. Long before you actually visit the area you’re considering, sign on 
to a few bulletin boards based in the area. Read the current threads—they may already
answer some of your questions. Then ask some more. See which names come up the most
and in what context. It will help you get a frame of reference if you don’t have lots of time
scheduled on the ground in the area. There are always cranks and nut cases who use the
bulletin boards to bash people they don’t like, but after a few days visiting the board you
should be able to tell the loonies from the sane folks, and the latter group will be happy to
provide you with credible information.

Finally, drop us an email, mexico@internationalling.com. We have a file of recomm-
ended real estate agents in many different locations throughout Mexico, and we are happy
to share that information.

3.) Call a few attorneys before you hire one. Having an honest and efficient attorney
working on your behalf will help make the property-buying process easy. Start by getting
one or two recommendations for attorneys, as we suggested above. But before you hire
one—however highly recommended he may come—call and make sure he’s responsive 
and gets back to you quickly. Determine that his English is strong enough for you to
communicate easily. Discuss fees and services. 

4.) Discuss with your attorney and/or broker the best way for you to own property.
As a foreigner, you have several options—you might form a Mexican corporation, hold the
property in a bank trust, or own it in your own name. We’ll explain these options below.
Talk about the advantages and disadvantages of each structure and find out what each
would cost to set up and maintain. Keep in mind that the structure that works for your
neighbor may not be right for you. The different means of ownership have different 
implications when it comes to tax planning, reselling the property, and gifting or willing it
to your heirs. So take the time to talk about your situation and your options. Doing this
correctly up front can save you (or your heirs) thousands of dollars later. 

5.) Hire a title-insurance company. Contact a title insurance company before you 
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buy your home or land. You can purchase title insurance after a property is in your name,
but in our view it’s wise to inquire before you hand over any cash. This way you can be
absolutely sure that the title checks out and there are no outstanding taxes due or any
other encumbrances on the property that could prevent or complicate your ownership. 

THE ONE THING ALL PROPERTY PURCHASES IN MEXICO
H AVE IN COMMON: A NOTA R I O

Literally translated, a notario is a notary. But in Mexico, the notario’s duties go well
beyond the mere verification of signatures. A notario is an attorney who has studied for
and passed two extensive exams beyond those that qualified him as an attorney (abogado).
He is a public official appointed for life by a state governor. 

A notario has the obligation to inform those who ask for his services as to what the
proper procedures are. He is to receive, interpret, and put into legal form a client’s will and
consent. And he has the authority to draw up the proper documents to make a transaction
legally binding. A notario must be a Mexican citizen at least 30 years old and have a law
degree as well as at least three years’ experience in a notario’s office. 

When you buy property in Mexico, you’ll need a notario’s services to make the
transaction legally binding. Once you’ve made an offer on a piece of property, and it has
been accepted, you (as the buyer) must choose a notario who will do a title search and 
get the necessary paperwork in order. He will be present at the “closing” to verify your 
full name, civil status (name of husband or wife, indicating joint or separate ownership),
domicile, occupation, immigration status (your FM-T, FM-3, or FM-2 status), and date 
and place of birth. And it is he who will make sure that all the necessary paperwork is 
filed after the purchase to register you as the proper owner. If you’re working with a real
estate agent, no doubt that agent has a notario with whom he works regularly. 

EJIDO LAND –  JUST DON ’T DO IT

Ejido land was established in 1917 as a result of the Mexican revolution. It is not
private property…it is government land granted for use by members of local ejidals,
something like Indian lands in the U.S. and Canada. This land can be converted into
private property, but the process is long and complicated. It is outright illegal to own
ejido land in the restricted zones, and it’s dicey in the interior.

Prices for ejido land are often unbelievably low…for obvious reasons. You might well
purchase a parcel of ejidal land and live on it without trouble for many years. But was it
sold with the consent of everyone necessary in the ejido? Was the guy you bought it from
even a member of the ejido? Will someone in the ejido wake up with an attitude five years 
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from now, decide they were shortchanged, and contest the sale? Will a guy in a suit knock
on your door someday with the local constable and say the government never fully
approved privatization of the land and you have to get off…now?

We don’t recommend even considering the purchase of ejidal land. One of the most
important aspects of title research is making sure the plot you’re interested in has never
been ejidal land or, if it was, that it was successfully privatized a long time ago and never
challenged. Too much can go wrong. Just don’t do it.

S T E P - B Y-STEP: WHAT YOU CAN EXPECT WHEN YOU
DECIDE TO BUY

Once you’ve found the property you want to buy, you’re ready to get the official
purchase started. Take a few minutes to talk with your attorney about exactly how the
process works. We’ll detail it here below, but you should make sure you know exactly what
to expect. Ask your agent or attorney about the three most common problems he
encounters with purchases like yours, and then map out a course of action in response. 

A word of advice: If the problem is title-related—that is, if it is not clear that the seller
has permission to sell—walk away from the deal. But if the problem is, for example, an
issue of a few dollars in back taxes owed on a property, you may just want to pay what’s
past due so that the house or land can be transferred to your name, case closed.

Another note: If you are considering buying directly from the owner, having a good
lawyer becomes your most important consideration. When you buy direct, every step on
your side of the transaction is up to you to manage as best you can. Do not trust the seller
to act in your best interests.

Having said all that, let’s buy some property.

Step 1. Make an offer.

This is usually done in the form of an “Offer to Purchase Agreement,” (Oferta) or a
“Promissory Agreement,” (Contrado de Promesa), which your attorney or the realtor
you’re working with draws up. Most realtors will have a standard form they use for this
purpose. (When your offer has been accepted, you should ask your real estate agent and
the notary to estimate the closing costs for you.)

Step 2. Set aside 10% as earnest money in “escrow.”

Once your offer is accepted in writing, you’ll need to put 10% of the purchase price
aside as earnest money (depositos condicionales) in “escrow” with a third party.
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Whatever you do, don’t give this money to the seller. There aren’t any official
“escrow” accounts in Mexico. Notarios—while they might be the logical, neutral third
party to hold this money—won’t keep it in their bank accounts as they don’t want the tax
liability on the funds. 

If you’re working with a real estate agent, that agent will likely have a system in place
where he acts as the escrow agent. One typical arrangement is for the agent to hold the
deposit in dollars in the United States. When the deal is close to closing, the agent transfers
the money to his/her own Mexican bank at the current rate of exchange. This avoids the
exchange rate problem—if the earnest money is transferred immediately into pesos and
sits around several months until the deal falls apart, someone eats the currency fluctua-
tions and the cost of the exchange—twice. And it will probably be you.

Another option is for you to have a cashier’s check drawn up in the seller’s name and
have your notario, broker, or a trusted third party keep it at his office.

NOTE: Buyer beware. In the States, escrow agents are licensed and legally responsible
to see that the conditions of a contract are met before money is released. That is not the
case in Mexico. Consider asking your title insurer to keep the escrow account. That way
you can be sure you’ll get your money back should the deal fall through. If the real estate
agent you’re working with is acting as escrow agent and he’s honest, there probably won’t
be any trouble. But if he turns out to be a crook and runs off with your funds, there won’t
be much you can do about it. 

Step 3. Inquire about title insurance. 

We suggest you call about title insurance for your property. (See our recommended 
title-insurance companies below.) Though a notary will investigate a property’s title to 
be sure it is free from immediate encumbrances and that the taxes are paid, that research
may not extend back beyond the current owner. A title insurance company, however, 
will dig to be sure that there are no surprises lurking. If the title is not clear, don’t buy 
the property.

To reiterate a point we made earlier—you need to make your own decision about title
insurance. Brokers don’t feel it’s necessary. We, however, do recommend it. In our view, it
doesn’t just buy you peace of mind, it buys you insurance. While most likely you’ll never
need it, you just never know…and that’s what insurance is all about. Should there ever be
any challenge to your title, your title insurer will be there to fight your case in the local
language in the local courts. If you don’t have title insurance and something goes wrong,
you have little recourse…and what recourse you have will likely be very expensive. 

Step 4. Wait while the notary (and your title insurer if you have hired one)
investigates the title, gets an appraisal, and puts the closing papers in order. 
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You need to have a “Purchase Sales Agreement” (Contrado de Compraventa) drawn up
at this point. Normally you’d have your attorney do this. But if you are working with a real
estate agent, then his office may be able to take care of this for you. It should be in English
for you and in Spanish for the Mexican authorities. Whatever you do, don’t let a seller’s
attorney draw this up. You want to be absolutely sure your interests are not compromised. 

Depending on the way that you’re purchasing the property (more on your options
below), your attorney can draw up the papers for a direct deed or help you form a Mexican
corporation or create a bank trust, and he’ll get the papers in order to register your
purchase with the Ministry of Foreign Affairs (more on this below).

In the meantime, your title insurer and the notary will verify the property’s title. In
doing so, they will request a copy of the lien certificate (Certificado de Libertad de
Gravamen) from the land registry, which will show the name of the owner of record as
well as the details of the property, including the lay of the land (its size) and its status
(commercial or residential, for example). 

They will also request from the local tax authority a non-lien certificate (Certificado de
no Aduedo), which, if issued, will show that no taxes are due or reveal unpaid back-taxes.
In addition, they will make sure that no other property-related bills such as water or
electricity are outstanding. And they will have the property appraised to establish its
assessed value. 

Other papers you should have in hand: If you are purchasing a home, make sure you
have copies of the paid water, electricity, telephone, homeowner’s association, cable, and
other utility bills from the seller. Unpaid bills remain attached to an address. They will be
your responsibility—not that of the prior owner. If the seller had household help—a maid
or gardener, any others—then you should have from each a signed letter stating that they
have received their severance pay and that their rights have been satisfied. 

Step 5. Close on the property.

Once you have assurances from your attorney, notary, and title insurer that the
p r o p e r t y ’s title is good, and the “Purchase of Sales Agreement” (Contrado de Compraventa)
is ready for you to sign, you’ll meet with the notary, the seller, and your attorney or broker
for the closing. 

You get the deed (escritura), and you either bring a check for the remainder of the
payment or have the funds transferred into the escrow account and have whoever is acting
as escrow agent release them once you have the deed in hand. 

About closing costs: The closing costs are usually paid by the buyer. Fees for closing, 
in a regular transaction, usually come to between 6% and 7% of the cost of the property. The 
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fees will cover an acquisition tax, property-registration fee, a fee for the tax certificate, the
title-search fee, the property-appraisal fee, the notary’s fee, and any miscellaneous clerical
fees, as well as a value-added tax on anyone whose services were engaged in facilitating the
transaction—the appraiser, the notary, etc. (You can, as we said, get an estimate of these
fees from your notary and/or real estate agent when you make your offer.) 

The seller pays the realtor’s fee—usually somewhere between 6% and 10% of the sale
price. This is usually arranged in advance and, if the realtor has kept the escrow account,
it is usually taken out of those funds.

The seller also pays a capital gains tax. If, however, the seller owns the property
through a bank trust or direct deed, and has been living in the residence full-time for at
least two years—and can prove it by providing two years of electric and water bills at that
address in his/her name, as well as an FM-3 or FM-2 visa with his/her Mexican address on
it—then they are exempt from the capital gains tax.

About financing: It used to be that nearly every foreigner paid cash to buy property in
Mexico—mortgage rates from Mexican institutions were exorbitant, and U.S. institutions
weren’t an option. Occasionally land developers or a private owner would offer financing
over a five- or ten-year period, but otherwise it was more-or-less unheard of.

Things are changing a bit, but cash is still king in the real estate market. There are now
a few U.S companies offering mortgages in Mexico. The interest rates are still high –
significantly higher than U.S. rates at the time of this writing. That’s because law in Mexico
favors tenants and debtors over landlords and creditors. Mortgage companies run a much
higher risk, often facing extended legal action to recoup on bad loans.

Step 6. The notary registers your ownership. 

Though you’ll have a copy of all the paperwork associated with the property, the
transaction isn’t really complete until the notary registers your deed with the land
registry office. We’ve heard all sorts of horror stories over the years (from all over the
world) about notaries not completing this last step properly. So you must follow up with
the notary or your realtor. 

When you have your (presumably registered) deed in hand, look for a seal on each 
page and for a certificate of registration, which should be included with the documents.
With these papers in hand, you can go to the land-registry office where they will look at 
the registration number on the certificate and show you how the transaction has been
listed in their books. 

Step 7. Have your attorney draw up a Mexican will for you.
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While your Mexican property can be transferred to your heirs as requested in your U.S.
or Canadian will, it is by far the least-desirable way to ensure they get it. Guaranteed, if
other arrangements have not been made, your heirs will spend months, if not years,
wrangling with Mexico’s bureaucracy over your estate. 

Save them the torment, time, and expense. Have your attorney draw up a Mexican will
in Spanish that disposes of your Mexican possessions and property. It will simplify matters
immensely. 

Don’t Forget the Ministry of Foreign Affairs

No matter how you plan to buy property in Mexico, you’ll need to alert the Ministry of
Foreign Affairs that you intend to make a purchase. As we mentioned above, it is usually
your attorney or the notary who applies for the permit on your behalf—before the closing.
It’s standard practice to issue these permits, so you needn’t worry that you’ll be waiting
months for the paperwork to go through. 

In fact, the government pledges to have them issued within a few days. If you’re buying
through a trust (see below) and you apply for your permit through the Ministry’s central
office in Mexico City, you’ll have it within five working days. If you apply at one of the state
offices, the permit must be granted within 30 days. 

If you’re forming a Mexican corporation that will hold title to the property (see below),
you need to register that company with the Ministry of Foreign Affairs. The Ministry has 15
days to get the registration done. 

In any of those cases, if the Ministry’s deadline passes and you still have heard nothing,
then the trust permit or the registration are automatically considered authorized. 

THREE WAYS TO BUY PROPERTY—AND FOUR QUESTIONS
TO ASK ABOUT EACH

You can own property in Mexico in three ways—in a bank-held trust, a Mexican
corporation, or a direct deed. Talk to your attorney and/or real estate agent about each of
these options before you buy. What is right for one person might not be right for you. 

The kind of structure you use will depend on various factors, not the least of which are
the location and size of the property and how you plan to use it. Ask your attorney— 

1. What are my options given the property’s location?
2. What are the tax implications of each structure? 
3. How would each structure impact my estate? 
4. What are the costs associated with each structure? 
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FIDEICOMISO – HOW TO SAFELY AND LEGALLY OWN
BEACHFRONT IN THE “RESTRICTED ZONE”

An article in the Mexican Constitution of 1917 states that no foreigner can own
property in Mexico’s “restricted zone”—land that is within 100 kilometers (about 62 
miles) of a border and 50 kilometers (about 31 miles) of a coast. Yet Mexico has fostered
billions of dollars in foreign investment along its shores. Are all those people with their
condos in Cancun and their cliff-side homes in Mazatlan on the wrong side of the law?
Certainly not. 

In 1973 the government saw the economic wisdom of allowing foreign investment in
the “restricted zones” and established the fideicomiso, or bank trust, as an instrument to
allow such investment in residential real estate.

Most owners of residential property in “restricted zones” own through a fideicomiso.
This sort of bank trust grants the title for a piece of property to the bank (the trustee),
which in turn is obliged to follow any instructions given by the trust’s beneficiary—you,
the foreign owner. 

Only banking institutions authorized and regulated under Mexican banking laws can
serve as fideicomiso trustees. The foreign owner (beneficiary) has the same rights of full
use and economic benefit that a Mexican national with equity ownership of the real estate
would have. They can treat the property as if it were owned with a direct deed title, which
means they retain use and control of the trust and make all investment decision regarding
the property, i.e., to sell it, rent it, build on it, or live on it.

This allows you control over your piece of property in the “restricted zone”—you can
build on it, rent it out, resell it, or pass it to your heirs just as if you held direct title—and
at the same time, it allows Mexico to “sell” pieces of its coast to foreign nationals without
violating its own constitution.

You can use a bank-deed structure to own property outside the restricted zone as well.
Many people in the colonial cities, for instance, own their property through bank trusts. 

Owning property through a trust deed offers several advantages. First, you can list
more than one person as beneficiary, which means, for example, that a husband and wife
can be “co-owners,” essentially. You can and should structure this in such a way that if 
one partner should die, the other has immediate, 100% control over the property. 

Second, you can list an “heir.” This means that should both co-owners die, a new
beneficiary is already in place—a beneficiary who, incidentally, needn’t be related to the
original co-owners. (Essentially, you write a letter of instruction to the bank naming this 
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heir. When presented with the death certificate(s), the bank immediately and seamlessly
passes title to him without his having to be in Mexico.)

For gay couples, friends who own a property jointly, or for couples in a second marriage
with different children, this is a very desirable option. 

All this is important because it allows the simple and easy transfer of control over the
property and avoids the messiness of sorting out ownership in the Mexican courts. Plus, it
allows you to avoid inheritance taxes. 

Trusts are issued for renewable 50-year periods. If you are purchasing property
currently held in a trust, you can either establish a new trust for the next 50-year period or
be assigned the existing trust deed. Trusts are renewable at any time by simple application.
Maintenance fees for this kind of trust are typically $400 to $500 per year. And it will likely
cost between $400 and $500 for the initial set-up.

Ask if the bank that holds your trust will send you notice when your annual payment is
due or if it’s up to you to remember to pay it. Surprisingly enough, banks don’t always send
out statements. If yours does not, it’s up to you to put a note to yourself on your calendar
to pay your trust fees on time or you will be assessed a penalty.

OWNING PROPERTY THROUGH A MEXICAN CORPORAT I O N

If you intend to use your property in the “restricted zone” as commercial and non-
residential, then you can own it through a Mexican corporation—and your corporation can
be 100% foreign owned. 

Some people argue that renting out your property counts as commercial use, and so in
this way it is, in fact, possible to hold an essentially residential piece of property through a
Mexican corporation. The letter of the law makes a clear distinction between commercial
property and residential property that is rented for income. If you buy a seaside bungalow
as a commercial property, you can’t legally live in it. If you buy it through a bank trust as a
residential property, you can live in it or rent if for income or both.  In short, if you’re not
really doing business in Mexico, what do you gain by holding your property in a
corporation as opposed to in a trust? Not much.

You probably won’t save money. A Mexican corporation must either produce profit or
show losses through formalized receipts. You will have to have an accountant file your
corporate taxes monthly, which can become costly—you might pay $100 a month or more
for his services.

To form a Mexican corporation, you will need at least two shareholders but, as we’ve 
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said, it is not necessary for either to be Mexican. It will cost you between $1,500 and
$3,000 to set up a Mexican corporation. While you won’t have to pay an annual fee as you
would to maintain a trust, you will, as we said, have to file your corporate taxes monthly
and pay a Mexican accountant to do it for you. 

There are developers out there arguing that you can own your raw beachfront lot
(intended for residential use) through a Mexican corporation. They advise you to assert
that your corporation is “dormant,” and say that on this “dormant” corporation you’ll be
exempt from the monthly filing requirements (though there are still some filing
requirements). But it’s unclear what happens when you “activate” this corporation, or
what act on your part would trigger such an activation. Would the building of a house
qualify, for instance? It’s unclear.

What is true is that a single Mexican corporation can own as many pieces of real estate
as it wants, but individuals must establish a separate bank trust for each piece of property
they purchase.

On this point, be wary. Consult an attorney about the best way to own land in the
restricted zone. Make sure you understand all the implications of each method of ownership
before you set up corporate ownership of what is essentially residential property. 

OWNING PROPERTY THROUGH DIRECT DEED

The third and final way to own property in Mexico is through a direct deed (escritura
publica en dominio directo). This structure will work for foreigners buying property
outside the restricted zone—in the colonial cities, for example—but not along the borders
or coast. 

A direct deed shows the history of ownership for a given piece of property, and it
names the current, legal owner—you. With this structure, then, you can own a piece of
property outright. (Even though you’re not buying in the restricted zone, you still need to
get permission to buy from the Ministry of Foreign Affairs—something the notary can take
care of for you, see above.)

When you hold the direct deed to a property, you pay no yearly or administrative fee to
maintain it as you would with a trust. But you will be charged a one-time fee of about $300
for each foreigner whose name appears on the deed. If you are married, make sure both
your name and your spouse’s name appear.

As with a trust, you can designate a “beneficiary” on the deed so that the property will
automatically transfer to that person should you die, but in this case, the beneficiary must 
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be a blood relation—a parent or a child. Don’t leave anything to chance, though…have
your attorney draw up a will for you in Mexico and in Spanish, which stipulates clearly to
whom your property and possessions should be transferred upon your death. That way 
you make your intent and the intended legal ownership of the property perfectly clear.

MEXICAN REAL ESTATE TA X E S

You’ll pay several taxes associated with real estate in Mexico. The first is a 2% acquis-
ition tax, payable by the buyer, when property changes hands. And as a property owner,
you’ll owe property tax.

It is very common in many communities in Mexico to use the “assessed” value of the
property as the basis for these taxes, and the official assessment can be considerably lower
than the market value of the home—often only 30% or 40% of the actual sale price. So on a
$100,000 home that has an official “assessed” value of $40,000, you’ll pay $800 in
acquisition tax and something between $50 and $150 annually for your property tax.

Realize clearly though that under Mexican law, using an assessed value less than the
actual commercial value for tax purposes is technically illegal. We don’t know anyone who
doesn’t do it, but there you go.

If you sell the property, you’ll owe capital gains tax. This can be figured two ways in
Mexico. 1) You can pay 25 percent of the declared value of the transaction or 2) you can
pay 35 percent of net value – the difference between the assessed values at the time you
bought the property and when you sell it, taking into consideration the time the property
was held, any improvements made, any commissions paid and other allowable expenses.
(If there is a significant difference between the assessed value recorded for the property
when you bought it and the value you claim when you sell it, you could be in for a big tax
bite.) You should calculate your capital gains tax both ways with the help of an accountant
or notario, and pay the lower one.

TO RENT OR NOT TO RENT—T H AT IS THE TAX QUESTION

As we said above, it is a violation of Mexican law to place residential property such as 
a retirement or vacation home in the name of a Mexican corporation—such corporations
are reserved for commercial enterprises only, such as hotels, restaurants, shops, etc.

Remember, though, that foreign owners of residential property have all the rights of
ownership as a Mexican national, including the right to rent or lease the property in
accordance with the local laws. This includes both holders of direct deed titles and the
beneficiaries of fideicomiso trusts.
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Your fideicomiso is established and the deed has been transferred to your trustee—
you’re now the proud owner of a beach front villa on the Costa Maya. You have every 
right to rent or lease it for as long as you want, for whatever price you want.

However, the rental income is taxable under Mexican law, and failure to pay these 
taxes is an increasingly touchy subject. Local hotel associations and other Mexican
business interests view foreigners who rent out their property without paying taxes as
sources of unfair competition.

Let’s say the owner of the boutique hotel down the road gets tired of seeing his
potential guests staying in your beach house. He decides to make some trouble and calls
the tax office with a complaint. Will you have what you need to survive a surprise audit? 
It happens more often than you’d think.

If you let the bank administering your trust handle the details, you should technically
be in good shape. Mexican income tax law requires the trustee of fideicomiso properties to
provide receipts, retain taxes, make quarterly tax payments and deliver the retention
statement to the trust beneficiaries (property owners) for property rentals.

However, it doesn’t always work that way. Banks hate providing these services—they’re
cumbersome and time consuming, and your fideicomiso fees barely cover the costs. More
to the point, some banks simply don’t have the manpower or infrastructure to do the job 

properly. Getting your trustee bank to stay in complete and up-to-the-minute compliance
with tax reporting requirements might be a challenge.

T h a t ’s why many law-abiding f i d e i c o m i s o and direct deed owners who rent out their prop-
erties get their own tax number. Then they either register with Hacienda, the Mexican Tr e a s -
ury Department, and pay their taxes themselves or contract with an agent to do so for them.

YOUR OWN RFC

Your tax number is called an RFC or Registro Federal de Causantes, and you do not
have to be a Mexican resident to get one. With an original or certified copy of your birth
certificate (and an authorized Spanish translation), a valid passport, and an immigration
document, an accountant can file the appropriate form and secure your number. Once you
have your tax number, you can declare your Mexican income as either a resident or non-
resident. You can file as a resident through an accountant, property manager or company
providing tax payment services.
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TAXES AS A RESIDENT

If you decide to file your rental taxes as a resident, you’ll be required to make
provisional payments on income, credits and exchanges. The maximum rate in 2003 on
profit, after authorized deductions and depending on amount of income, is 34 percent.
This rate will decrease by 1 percent each year until at least 2005.

If you file as a resident, you have two options. You can either categorize and document
your deductions, or file with a “blind” deduction.

DOCUMENTED DEDUCTIONS FOR RESIDENTIAL FILERS

For documented deductions, authorized categories include:

•    Property taxes and contributions or local taxes for improvements, planning or 
public works.

•    Maintenance costs (not related to improvements or additions) and water payments 
(not paid by a tenant).

•    Interest on loans for purchase, construction or improvements.
•    Salaries, commissions, fees, taxes and benefits for employees directly employed at 

the rental property.
•    Property insurance premiums.
•    Construction investments including additions and improvements (amortized at 

percent per annum for construction and 10 percent for installations expenses or 
improvements).

The IVA or Value Added Tax of 10 percent in border zones and 15 percent in the rest of
the country is charged to and paid by tenants. It is then discounted from IVA paid by the
owner of the property for goods and services. The difference is due and payable monthly or
can be used as credit for future returns.

Under this scheme, you must file a provisional return for Income Tax and IVA based on
quarterly income on the 17th of each month. Your annual return is due on April 30th, at
which time the difference between provisional payments and total calculated tax is due.

NOTE: Remember, you can’t claim deductions for qualified services and materials
without official receipts and invoices, called facturas. Facturas must be printed on a
government authorized press and have the RFC number of the company or individual
issuing the receipt. No factura, no tax deduction. Nothing else will be accepted in the
event of an audit or to calculate tax on capital gain when you sell the property.
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Some companies and individuals may try to tell you that they can’t give facturas to
foreigners or that they have to add ten or fifteen percent in taxes to provide a factura. This
is either ignorance of the law or a tax dodge, and it is illegal. Foreigners have the same
right to facturas that Mexican citizens have.

“BLIND” DEDUCTION FOR RESIDENT FILERS

Instead of recording and claiming all your deductions, you can go “blind.” In this
scheme, no documented deductions are permitted, and therefore no facturas or official
receipts are required. A “blind” deduction is applied which results in a 17.5 percent tax
burden on rental income. You make provisional monthly payments based on a table of
authorized percentages of projected total income. Final tax is declared and paid on the
annual return. IVA is collected from tenants and paid monthly directly to Hacienda.

NON-RESIDENT TAX FILING

To file your rental taxes as a non-resident, you need to contract with a rental or
business agent to work on your behalf. The agent will provide receipts to tenants and
charge and collect IVA and the 2 percent tourism tax if applicable. The tax on rental
income is then a flat 25 percent.

THE ALT E R N ATIVE TO TA X E S

The alternative to doing this all legally is simply to rent your place under the table 
for cash and skip the whole rental tax issue entirely. It’s illegal, and we don’t advise it. If
you somehow annoy the guy down the road and he calls Hacienda on you, your
unregistered guests are as likely to greet the tax man at the door as you are. Things could
get interesting then.

TWO FIRMS OFFERING TITLE INSURANCE
AND ESCROW SERVICES

By purchasing title insurance, you make sure you hold clear title to your property and
that, should anybody dispute that title, you’ll have an advocate who will defend your claim
in the local courts. We highly recommend you buy title insurance—particularly for undev-
eloped land. And if the title insurer you’ve hired says he will not insure the property…
don’t buy it. 

What could go wrong? An all-too-common and potentially costly problem involves 
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developers who do not get the proper zoning and subdivision permission to develop their
land for resale. They might be marketing a project that appears to be above board. You
might see survey stakes marking the lot lines and have in hand a glossy brochure with
drawings of what the plans entail. But unless you can be absolutely sure you’ll get your
own independent title to your lot, don’t buy. And the only way to be sure is to have a 
title-insurance company investigate the project for you. 

Rates range from about $5 to $7 per $1,000 of coverage, depending on the value of 
your property and the firm you hire. 

Two firms offering title insurance in Mexico are—

•    First American Title Insurance ( Turalu Brady Murdock, Vice President/Counsel, 
Caribbean/Latin America Division); Sunrise, FL, office tel. (954)839-2900, ext. 188; 
toll-free tel. (877)641-6767; fax (954)838-9228; e-mail: tmurdock@firstam.com; 
website: www.firstam.com; (and David Wiesley, Vice President-Mexico 

O p e r a t i o n s ) ; Dallas, TX, office tel. (214)979-0003; fax (214)303-0935; e-mail: 
dwiesley@firstam.com; website: www. f i r s t a m . c o m

•    Stewart Title and Guarantee Company (Mitch Creekmore, Vice President & 
Director of Mexico Business Development); Houston, TX, office tel. (713)625-8753;
toll-free tel. (800)729-1900; fax (713)629-2321; e-mail: mcreekmo@stewart.com; 
website: www.stewart.com

These title insurance companies offer escrow services to buyers of property in Mexico.
As we explained earlier, a real estate agency will often keep your initial payment in an
account for you and hold onto it until the closing, essentially acting as escrow agent. While
this is likely to be safer than giving the payment to a property owner directly, there is no
guarantee you’ll get that money back should something go wrong. We don’t mean to
question the honesty of realtors in markets where our readers have had successful dealings
over the years, but we want to remind you that not all realtors or property owners you’ll
meet in Mexico (or anywhere for that matter) are to be trusted. If you’re at all uncomfort-
able, buy title insurance and use an escrow service. It’s a small price to pay for peace of
mind—and a guarantee that your investment is safe.


