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Mexico hosts one of the largest markets for second homes owned by foreigners. Foreigners have 

for decades purchased vacation homes to take advantage of Mexico’s hospitality, warmer 

weather and beautiful locations.    Popular destinations for owning a second (or vacation) home 

include Cancun, the Riviera Maya, Cabo San Lucas, San Miguel de Allende, and the Mexican 

Riviera (Punta Mita, Vallarta, Acapulco, Huatulco). 

 

Although property owners are inclined to spend as much time as possible at their vacation 

homes, the reality is that many of the properties can go vacant for months, allowing foreigners a 

great way to generate income when they are not using their properties.  

 

I. Who can rent.  
 

In Mexico, only the owner of the property, also known as the landlord in a lease, has the legal 

authority to rent the property out.  Depending on the property’s location, whether its inside the 

“restricted zone” which is along the border or on the coast line, properties controlled by 

foreigners are usually owned by either: (i) a Mexican trust (fideicomiso) managed by a Mexican 

bank acting as trustee (fiduciario), or (ii) a Mexican company.  Properties located outside the 

“restricted zone” can be owned directly by foreigners.    

 

a) Fideicomiso.- In a fideicomiso, it’s typically the trustee that has the authority to lease out 

the property. However, given the fideicomiso is nothing more than a contract, foreigners 

should not make any assumptions and should instead verify the terms of the fideicomiso 

to confirm who is the party that has the authority to lease.  

 

Some fideicomisos will have language allowing the beneficiary (fideicomisario) to lease 

the property out, however, in the absence of such language, the trustee may be the only 

party with authority to lease and consequently, the only party that will be able to sign 

leases or license to use agreements.  Unfortunately, dealing with trustees for short term 

leases may be impractical because of delays, and fees charged by trustees. Alternative 

recommendations include obtaining a power of attorney to lease, a trustee’s lease consent 

letter, or simply amending the fideicomiso to include express leasing authority for the 

beneficiary.   

 

b) Mexican company.- If the property is owned by a Mexican company, any corporate 

officer or agent with sufficient powers of attorney (for acts of administration) will be 
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authorized to lease the property out.   Ordinarily, when the Mexican company is set up, 

the ultimate beneficiaries should be given (express) powers of attorney allowing them to 

manage the Company and lease its properties.   

 

c) Subsequent owners.- It is often the case that a vacation property may have transferred 

from its original owners several times, which means the current beneficiaries should 

make sure their fideicomiso has been amended / updated to include them as authorized 

parties to lease.  In the case of a Mexican company, the new owners should be careful to 

revoke all old powers of attorney held by the former owners and to grant new ones, 

allowing them to lease and manage their properties.  

 

II. What agreement should be used.  
 

a) Lease Agreements.- Lease agreements come in all shapes and sizes.  Property owners 

should be careful to use an agreement that is specifically drafted for the property in 

question and for the intended use, always staying away from templates. Common 

provisions should address permitted use of premises, security deposit, term, fees, 

maintenance, taxes, liability for damages, indemnity, insurance and other provisions. 

Also, for enforcement purposes, the agreement should be in Spanish and subject to the 

laws of the State where the property is located.   Many property owners use side-by-side 

(English – Spanish) agreements in efforts to better assist their customer base.   

 

Every State in Mexico has its own civil code (there is also a federal civil code) and each 

State code includes specific provisions applicable to leases which have been tested and 

tried for decades.  Lease agreements are the preferred choice for long term leases.        

 

b) License to use agreements.- Short term leases, anywhere from a day to perhaps a month, 

are better addressed with a license to use agreement, instead of a typical lease because of 

the statutory rights that tenants have, including strict eviction procedures, under many 

State codes.  License to use agreements are very similar to hotel agreements, where the 

property owner acting as licensor maintains a better control over the premises, and self-

help remedies are easier to enforce. Warning should be exercised when drafting a license 

agreement to avoid it being treated as a lease. Merely calling the agreement a license 

instead of a lease will not do the trick.      

 

III. What taxes should be paid, and by whom.  
 

Any income generated for the rental of the property will be taxed in Mexico, regardless of where 

the landlord resides, or where the rental is paid. This is because the property is located in Mexico 

and it’s considered Mexican sourced income.  Many foreigners fail to realize or simply ignore 

the fact that rental income is taxable in Mexico. Mexican taxing authorities are increasingly 

pursuing and auditing such activities.   
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a) Mexican income taxes (impuesto sobre la renta) will be due and payable by the landlord 

/ licensor for any income attributable to the rental of property.  Depending on the actual 

status of the landlord, the tax may be payable by the beneficiary of a trust
1
, or by the 

Mexican Company.  Different tax rates and allowable expenses apply to landlords, 

depending on whether the landlord is a Mexican tax resident or not.  Foreigners are 

normally required to pay a 25% gross rate, with no deductions.  In some specific cases, 

they are allowed to apply a 35% expense deduction known as the “blind-deduction”, and 

lastly, foreigners residing in a country that has a tax treaty with Mexico may benefit from 

lower taxes or other treaty benefits. 

 

Mexico being a country that emphasizes form over substance has created a very complex 

system for paying taxes. The system requires landlords to register as taxpayers, to 

maintain strict accounting policies and procedures, and to pay taxes using only forms or 

methods that may far exceed in cost than the actual amount of taxes due.  Its especially 

burdensome on foreigners who must pre-register, obtain immigration permits, taxpayer 

numbers, many procedures that can only be accomplished by visiting and spending 

numerous hours at local government offices.  Except for some exceptions, income taxes 

may be required to be paid on a monthly or quarterly basis.        

 

b) Mexican value added taxes (impuesto al valor agregado) payable by the tenant or user 
2
. 

The payment of any rental or license fee will be subject to value added taxes.  The 

landlord takes the role of a withholder and tax agent with respect to the value added tax 

that must be collected from its tenants or licensees, and thereafter be delivered to the 

taxing authorities. Because of landlords’ fiduciary duties as tax withholders, the proper 

and timely handling of value added taxes becomes a very important role.  Except for 

some exceptions, value added taxes are also due on the month following the collection.        

 

IV. Should you hire a property manager.  
 

a) Marketing, property management.- Hiring a property manager, whether it’s a company 

or an individual, is always a wise decision for many foreigners wishing to rent out their 

properties in Mexico.  Although there is an added cost that comes from such 

arrangement, the property manager will handle the marketing, deal and interact with 

customers (and their complaints), as well as on-the ground affairs such as handling 

repairs, maintenance, dealing with utility companies, paying property taxes and all the 

work and labor that comes with maintaining a property in pristine condition for the rental 

market.  Property management fees should also be properly accounted for, and 

documented with all the required forms and invoices, as they are considered deductible 

expenses for the landlord.   

                                                           
1
 Most real estate trusts are not set up to have the trustee act as a taxpayer, and most trustees contract themselves out 

of performing such tax functions, unless special arrangements, including broad indemnities and higher trustee fees, 

are made. 
2
 The rental of a home is exempt from VAT, except when the home is furnished, or used as a hotel or hostel.  
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b) Other services and structures.- Being a foreigner and having to deal with taxes 

resulting from leasing property in Mexico, especially for individuals, can be nightmare. 

Some foreigners have set up structures where the property manager or a service provider 

acts under an agency agreement, acting as the landlord, and assuming all the tax 

responsibilities, all the way from collecting, to preparing and paying taxes over time.  

These structures, although costly at first, have become the preferred choice given the 

complexities and ever changing tax laws of Mexico.   Under such structures, the foreigner 

usually receives a net rent payment from the agent, less any withholdings.   

 

Perhaps the biggest advantage is that such arrangements allow foreigners time to enjoy 

their stays in Mexico for much needed R&R, instead of spending it in less glamour affairs 

such as making repairs, filing out tax forms, or waiting in line at the local Mexican Bank 

trying to make a tax payment.  

 
 

This article is designed to provide information regarding the subject matter covered and is not to be 

considered as legal advise by the author.   

 

Jorge A. Garcia is a partner with Martin & Drought PC., licensed to practice in Mexico, with a masters 

degree in law from the University of Texas at Austin, School of Law.  For the past 20 years, his practice 

has focused on cross border, corporate, real estate and transactional, matters between Mexico and the 

United States.      
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