An Explanation of Mexico’s PITEX and Maquiladora Programs

PITEX operations were originally set up to act as manufacturing operations that sold both in the domestic and international market and did significant amounts of imports/exports.  Maquiladoras were first created to increase Mexican employment by allowing U.S. firms the ability to take advantage of lower Mexican labor costs. They were designed to have raw materials come into the country duty free, with all finished products returning to the U.S.  The only significant cost avoidance’s that PITEX's’ were given was that they could bring production machinery into the country on a temporary (duty free) basis and that they could defer duty payments on raw material until it was determined which finished goods remained in Mexico (dutiable) and which were exported.  Maquiladoras also received exemption from paying duty on machinery and equipment, and all of their raw material imports were brought in exempt status.  In the beginning it was required that the entire production of a maquila had to be exported.  Over a period of time the Mexican government started to blur the distinction between these two entities.  Under the concept of National Supplier, maquiladoras were finally allowed to sell to OEM’s inside Mexico.  While PITEX’s were allowed to sell to the aftermarket, maquilas were not.

In 2001, under the accords of the NAFTA agreement, Mexico was required to change their Customs regime.   Maquiladoras had created an opportunity for non-NAFTA components (Japanese, German, Chinese, etc) to enter Mexico duty-free.  The finished products were then qualifying under the NAFTA criteria and being shipped to the U.S., also duty free.  Faced with now having to charge their normal duties (average duty was 13 – 18%) on all materials imported by the maquiladoras, and the maquilas threatening to leave, Mexico created a new structure.  They established “industry sectors”, notably in the automotive, electronic, textile and chemical fields.  These sectors were then granted reduced duty rates on specific components imported by that industry.  The significant difference was that these lower duties would apply to any original equipment manufacturer anywhere in Mexico, not just to the maquiladoras.  They would not, however, apply to companies that imported for resale.  You had to use the materials in a production process.

At this point in time there is almost no difference between a PITEX and a Maquiladora operation when it comes to duty payment, reporting requirements or compliance activities.  Both can be run on the same software, both file the same reports.  The primary differences come in the form of financial benefits.  Maquiladoras do not own their own equipment, nor do they purchase their direct and indirect materials.  All of these elements remain on the books of the U.S. parent corporation.  The maquila keeps two sets of financial records: one for the Mexican operation (wages, overhead, etc.) and the other for the U.S. operations (inventory, sales, etc.)  Because of this structure, a maquila can have a lower profit margin than can a PITEX.  Profit is determined by applying a government approved percentage to wages, overhead and expenses.  A PITEX has to apply a different percentage (usually higher) to all of the elements of production (materials, equipment, wages, overhead, etc).  Both entities, under Mexican law, have to pay profit sharing to their employees (10%).  Since the maquila will create less profit, the profit sharing portion will also be significantly lower.

Maquiladoras also have one other significant advantage.  By extending their original operating permits, they can become “service maquiladoras”.  This option, caused by recent changes in Mexican law, allow a maquila to import finished goods, for sale to other OEMs, without having to pay duties.  It is the Mexican equivalent of bringing goods into a foreign trade zone.  Once in the country, the goods can be transferred to an OEM customer (such as VW), who then becomes the formal importer of record.  That company then pays the duty at its industry sector rate.  In Bosch’s case, this could create a situation in which a Mexican division could warehouse components in-country, supply them as needed to our customer, and not pay the normal 13% -18% duty and 10% VAT charges.                    

