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META DESCRIPTION

Investment committees need financially quantified governance risk — not legal narratives. Learn why traditional due diligence
falls short in Mexico transactions.

Every year, billions of dollarsin capital flow into Mexico through acquisitions, growth equity positions,
joint ventures, and operational expansions. And every year, investment committees approve — or reject
— those commitments based on risk intelligence that is structurally incomplete.

The problem is not that investors ignore governance risk. The problem is how that risk is communicated
to the people who actually make the capital allocation decision.

Investment committees do not make decisions based on legal narratives. They make decisions based on
numbers. And in most Mexico transactions, the governance risk assessment they receive contains no
numbers at all.

The gap between legal analysis and capital allocation

When a private equity fund eval uates a M exico-based acquisition, the standard process includes financial
due diligence, legal due diligence, and sometimes an environmental or compliance review. The legal
team produces a memorandum. That memorandum describes the target company’s regulatory
environment, flags compliance gaps, notes potential governance concerns, and may identify areas of



elevated risk.

What it rarely doesis answer the question that matters most to the investment committee: What does this
risk cost?

A legal due diligence memo might say: “The target company has material gaps in its anti-corruption
compliance program, and the regulatory environment in Mexico has become less predictable following
the dissolution of key independent oversight agencies.”

That is useful context. It is not decision-grade intelligence.

An investment committee hearing that assessment has no way to incorporate it into a financial model. It
cannot adjust a valuation multiple. It cannot structure an escrow. It cannot cal cul ate whether the deal still
meets its return threshold after accounting for governance exposure.

The reason is straightforward: legal analysis identifies and describes risk. It does not quantify financial
exposure.

Why this gap exists

Thisisnot acriticism of legal counsel. Law firms are structured to identify legal risk, interpret regulatory
frameworks, and advise on compliance strategy. Their deliverables are designed for legal departments
and general counsel — professionals who think in terms of regulatory obligations, contractual
protections, and litigation exposure.

Investment committees think differently. They think in terms of probability-weighted outcomes,
downside scenarios, and exposure ranges that can be priced into a deal model.

The language is different. The framework is different. The output format is different.

In most markets, this gap is manageable. Legal counsel flags the risk, the deal team makes a judgment
call, and the committee relies on its collective experience to calibrate the exposure.

In Mexico, this approach isincreasingly dangerous.

Why Mexico is different in 2026

Mexico's governance and regulatory environment has undergone structural changes that make qualitative
risk assessment fundamentally insufficient for capital alocation decisions.

The dissolution of independent regulators. In late 2024, Mexico eliminated seven autonomous
oversight agencies, including the competition authority (COFECE) and the tel ecommunications regul ator
(IFT). Regulatory enforcement responsibilities have been consolidated under government ministries that



report directly to the executive branch. For foreign-owned companies, this means enforcement patterns
are now less predictable, more politically influenced, and harder to model based on historical precedent.

Thejudicial reform. Mexico’sjudiciary has shifted to a system of popularly elected judges, magistrates,
and justices. The practical implications for contract enforcement, arbitration recognition, and regulatory
dispute resolution are still unfolding — but Moody’ s cited this reform specifically in its negative outlook
assessment for Mexico, noting risks to the country’ sinstitutional checks and balances.

Intensified tax enforcement. Mexico's tax authority (SAT) has significantly increased enforcement
activity against foreign-owned entities, including retroactive audits and heightened scrutiny of IMMEX
program participants. For companies operating under structures designed around prior enforcement
norms, the financial exposure from these changes is material and quantifiable — but only if someone
actually quantifiesit.

The USMCA review. The mandatory six-year review of the United States-Mexico-Canada Agreement
formally begins in mid-2026. The review creates three possible outcomes — full extension, annual
review, or termination — each with distinct implications for regulatory predictability and investment
time horizons.

Each of these developments creates governance risk that is real, measurable, and directly relevant to
financial outcomes. None of them are adequately captured by alegal narrative that says “the regulatory
environment has become more complex.”

What investment committees actually need

When an investment committee evaluates a Mexico transaction, it needs risk intelligence that is
structured for decision-making. Specifically, it needs:

Probability-weighted exposure scenarios. Not a single estimate of potentia loss, but a range of
scenarios — base case, moderate case, severe case — each with an assigned probability and afinancially
quantified exposure. Thisis how committees evaluate every other risk in a transaction. Governance risk
should be no different.

A governance risk score. A structured, repeatable methodology that evaluates governance maturity
across defined dimensions — board oversight, compliance infrastructure, regulatory exposure,
decision-making accountability — and produces a numerical score that can be tracked over time and
compared across transactions.

A red flag register. A documented inventory of specific governance findings, each classified by severity
and linked to a financial exposure estimate. This is the governance equivalent of afindings schedulein a
financial audit — a deliverable that the committee can review line by line.



An exposure heatmap. A visua representation of where governance risk concentrates across the target’s
operations, regulatory obligations, and organizational structure. This allows the committee to see at a
glance which areas of the business carry the highest exposure.

An executive committee report. A deliverable designed for the audience that will actually read it — not
the legal team, not the deal team, but the committee members who will vote on whether to deploy capital.
This means financially literate language, scenario-based framing, and conclusions that map to specific
deal decisions: proceed, reprice, restructure, or walk away.

These are not theoretical constructs. They are the standard tools of financial risk assessment, applied to a
domain — governance and regulatory risk — that has historically been left to qualitative analysis.

The accounting logic behind financial exposure quantification

There is an established international framework for thinking about uncertain financial obligations: IAS
37, the accounting standard that governs provisions, contingent liabilities, and contingent assets.

IAS 37 requires entities to recognize a provision — a liability of uncertain timing or amount — when
three conditions are met: there is a present obligation from a past event, an outflow of resources is
probable, and areliable estimate can be made. Where the probability threshold is not met, the obligation
is disclosed as a contingent liability.

This framework is directly applicable to governance risk in Mexico transactions. Consider a target
company that lacks an adequate anti-corruption compliance program in an environment where
enforcement is intensifying. The past event exists (the compliance gap). The probability of an outflow is
assessable (based on enforcement trends, sector exposure, and company-specific factors). And areliable
estimate can be constructed (based on penalty ranges, remediation costs, and operational disruption
modeling).

The point is not that governance risk should be booked as a provision on someone’s balance sheet. The
point is that the same analytical discipline — probability assessment, exposure estimation, scenario
construction — should be applied to governance risk before an investment committee makes a capital
allocation decision.

When it is, the results look fundamentally different from a legal memorandum. Instead of “there are
compliance gaps that may create regulatory exposure,” the committee sees. “Governance exposure is
estimated at $1.8M to $4.2M across three probability-weighted scenarios, concentrated in regulatory
compliance ($1.1M—$2.8M) and corporate governance structure ($0.7M—$1.4M).”

That is a statement an investment committee can act on.

The independence problem



There is a second structural issue that compounds the quantification gap: most governance assessments
in Mexico are delivered by firms that aso sell implementation.

The Big Four advisory practices, for example, offer governance diagnostics, compliance program design,
forensic investigations, and remediation services. They are exceptionaly capable. They also face a
structural incentive: the more governance risk they identify, the more remediation work they can sell.

This does not mean their assessments are dishonest. It means their conclusions are not structurally
independent. An investment committee that receives a governance assessment from a firm that also
stands to win a multi-year implementation engagement should understand the incentive architecture
behind that assessment.

The same dynamic applies to law firms that conduct compliance investigations and then propose to
design the remediation program. The assessment and the solution come from the same source, which
creates an inherent conflict that sophisticated investors recognize.

Independent assessment means the firm that quantifies your governance exposure does not implement
solutions. Its conclusions are conflict-free because it has no financia interest in the severity of its
findings. Thisis not atheoretical distinction — it is a structural feature that determines the credibility of
the risk intelligence your committee relies on.

What changes when governancerisk is quantified

When governance risk is tranglated from legal narrative into financial exposure, three things happenin a
transaction:

The deal model changes. A governance exposure range of $2M-$5M on a $40M acquisition is not a
footnote — it isadirect input to the valuation. It may justify a price reduction, an escrow holdback, or an
earn-out adjustment tied to governance remediation milestones. Without the number, none of these
structural adjustments have a defensible basis.

The committee decision improves. Committee members who see a quantified exposure range can apply
their own judgment to it — they can agree, disagree, or ask for additional analysis. What they cannot do
with a qualitative narrative is engage analyticaly. “ There are governance concerns’ invites a yes-or-no
vote. “Governance exposure is estimated at $2.4M in the base case with a 15% probability of a $6M+
severe scenario” invites an analytical conversation about risk tolerance and deal structure.

The fiduciary record strengthens. If a deal encounters governance-related losses post-closing, the
committee’s decision-making process is better defended when it was informed by a quantified,
independent assessment than when it relied on a narrative memo that flagged general concerns without
attaching financial estimates.



The question every Mexico investor should be asking

There is a question that sits beneath every governance discussion in a Mexico transaction, and it is the
guestion that separates adequate diligence from decision-grade intelligence:

You know you have governance risk in Mexico. But what does that risk cost you
financially?

If your current risk assessment cannot answer that question with a number — a range, a scenario, a
probability-weighted estimate — then your investment committee is making a capital allocation decision
without the most important input.

Lega narratives describe the landscape. Financial exposure quantification gives you a map with
distances, elevations, and terrain. Both are useful. Only one enables you to plan the route.

Chan Garcia Abogados

Independent Regulatory Risk & Financial Exposure Advisory — Mexico

We provide governance risk assessments that translate regulatory, compliance, and governance exposure into
financially quantified intelligence for investment committees, private equity firms, and companies entering Mexico. Our
flagship Independent Exposure Assessment delivers probability-weighted scenarios, governance risk scores,
exposure heatmaps, and executive committee reports — built for the people who make capital allocation decisions.

Request an assessment —
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