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A quantification framework for Mexico's new
judicial environment

How to use this guide — and why the reform is a financial story, not a political one.

On September 15, 2024, Mexico replaced its appointment-based judiciary with a system of popularly
elected judges, magistrates, and Supreme Court justices. The first full year of operation is 2026. For
foreign investors, this is not a political story — it is a financial one. The judicial system is the
infrastructure through which contracts are enforced, disputes are resolved, and investment
protections are upheld. When that infrastructure changes, the risk profile of every investment that
depends on it changes with it.

This guide gives you the framework to quantify that change — with a number your investment
committee can act on, not a narrative it cannot.

What the Reform Actually Changed — selection, incentives, institutional continuity
Financial Exposure by Interaction Point — four areas, four risk profiles
Probability-Weighted Scenario Framework — quantifying judicial risk for deal models
What the Credit Markets Are Saying — Moody's, Morgan Stanley, Oxford Economics
Four Concrete Actions for Investors — contracts, modeling, due diligence, monitoring

Due Diligence Checklist — 20 questions for Mexico transactions under the new framework

Chan Garcia Abogados is an independent advisory firm based in Polanco, Mexico City, specializing in
governance risk assessment and the financial quantification of legal and regulatory exposure for
investment committees, private equity funds, family offices, and companies entering Mexico. The firm
does not implement solutions — it assesses and quantifies, ensuring its conclusions are structurally
conflict-free.
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SECTION 1

What the Reform Actually Changed

Three structural shifts — not incremental changes — in how Mexico's judiciary works.

SELECTION 01 — Selection Criteria

Under the previous system, federal judges and justices were selected through professional
appointment processes emphasizing legal credentials, career progression, and institutional
independence. The reform replaces this entirely — federal judges, circuit magistrates, and Supreme
Court justices are now elected by popular vote.

Professional qualification is no longer the primary selection criterion. Their path to the bench runs
through campaign financing, voter mobilization, and electoral politics. The IBA has expressed
concern the process may expose the judiciary to influence from political parties and, potentially,
organized crime groups.

INCENTIVES 02 — Incentive Structure

Appointed judges derived authority from institutional processes designed to insulate them from
political pressure. Their advancement depended on legal performance within the judicial hierarchy
— not on public popularity.

Elected judges derive authority from voters. Their incentive structure now includes re-election
considerations, public perception, and the political environment at the time of each ruling. For
commercial disputes and contract enforcement proceedings where one party is a foreign-backed
entity, this incentive shift is financially material.

CONTINUITY 03 — Institutional Continuity

Judicial systems accumulate institutional knowledge over time: developed interpretive frameworks,
established commercial law precedents, practiced handling of complex cross-border disputes. This
accumulated knowledge is infrastructure investors rely on when modeling how disputes will be
resolved.

The transition is disrupting this continuity simultaneously across the entire system. Experienced
judges are being replaced. Case backlogs from the 2024 judicial strike remain unresolved. Practical
capacity to process complex commercial disputes is diminished precisely during Mexico's most
active nearshoring cycle in decades.
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SECTION 2

Financial Exposure by Interaction Point

Four ways foreign investors interact with Mexico's judiciary — each now carrying a different risk
profile.

Contract Enforcement — Reduced predictability of judicial
interpretation

CONTRACTS

When a foreign company enters a contract with a Mexican counterparty, enforceability ultimately
depends on the judicial system. Under the new framework, predictability is lower — not because
elected judges are necessarily less competent, but because the institutional framework that
previously anchored decision-making has been replaced by one with a shorter track record and
different incentive dynamics.

For transactions involving performance guarantees, warranty claims, or contingent payments,
reduced predictability directly affects the probability-weighted value of contractual protections. A
guarantee carrying 90% expected enforcement probability under the prior framework may now
carry 75% — a difference that should be priced into deal structure.

Higher litigation risk premiums - longer dispute timelines - reduced contractual protection value

Arbitration Recognition — Offshore arbitration doesn't eliminate local
enforcement risk

ARBITRATION

Many foreign investors include ICC, LCIA, or ICSID arbitration clauses. But enforcement of
international arbitral awards within Mexico still depends on local courts. Legal experts have
specifically recommended specifying arbitration venues outside Mexico — New York or Houston — to
ensure a stable procedural framework.

Even with offshore arbitration, enforcement within Mexico introduces residual risk tied to the
disposition of the local judge handling the enforcement petition. An award is only as useful as the
jurisdiction’s willingness to enforce it.

Enforcement petition unpredictability - increased award realization cost - timeline extension risk
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Regulatory Disputes — Amparo protections reduced, challenging
adverse rulings is harder

Companies in regulated sectors frequently challenge government agency decisions through the
amparo process. The reform has modified amparo, reducing the judiciary’s ability to suspend
enforcement of laws deemed unconstitutional and limiting protections that previously extended to
third parties.

Investors in energy, telecommunications, and manufacturing under IMMEX have reduced ability to
challenge regulatory actions that increase operating costs. In sectors where regulatory risk is
already elevated following the dissolution of independent oversight agencies, this exposure is
compounding.

Investment Treaty Protections — Treaty rights intact, but more
expensive to invoke

Mexico is party to bilateral investment treaties and the USMCA investment chapter. The reform does
not directly amend these obligations, but it changes the domestic legal environment in which they
operate.

If the reform results in deterioration sufficient to constitute a breach of fair and equitable treatment
standards, investors may have recourse to international arbitration — but proceedings typically take
3-7 years and cost $3M-$15M+ in legal fees. Treaty protections now require more active
maintenance and earlier invocation.

Probability-Weighted Scenario Framework

How to quantify judicial reform exposure for investment committee presentations.

Judicial reform risk can be probability-weighted and financially modeled using the IAS 37 framework:
identify the present obligation, assign a probability to the outflow, and estimate the range. This means
building three scenarios for each material interaction point and aggregating them into a total
exposure range for the deal model.

Scenario Table

SCENARIO JUDICIAL CONDITIONS PROBABILITY EXPOSURE RANGE



CHAN GARCIiA ABOGADOS

Base Case Elected judiciary operating; moderate 55-65% $0.6M - $1.8M
unpredictability; no material adverse rulings;
offshore arbitration seats specified; amparo
functioning with reduced scope

Moderate Pattern of adverse rulings in commercial areas; 25-35% $1.8M - $4.5M
enforcement delays 18—-36 months; arbitral award
enforcement challenged; regulatory challenge
costs up 40-60%

Severe Material contract enforcement failure; arbitral 10-15% $4.5M - $15M+
award refused; adverse regulatory ruling
unchallenged due to amparo limits; treaty
arbitration initiated

Exposure by interaction point — disaggregated view

INTERACTION POINT m MODERATE SEVERE STRUCTURAL RESPONSE

Contract enforcement $0.2-$0.5M $05-$1.2 $1.2-$4M Offshore arb seat; enhanced
warranty; escrow holdback

Arbitration $0.1-$0.3M $0.3-$1.0M $1.0-$3M NY/Houston seat; duall
recognition enforcement strategy
Regulatory disputes $0.2-$0.6M $0.6—$1.5M $1.5-$5M Compliance buffer; regulatory

relationship management

Treaty protections $0.1-$0.4M $0.4-$0.8M $0.8-$3M+ Treaty notice protocol; $3-15M
legal cost reserve

What Markets Are Saying — and What to Do

Institutional participants have already priced the reform. The question is whether your model
has.

Baa2 / Neg -12% Underweight
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"The constitutional overhaul risks eroding the country's institutional checks and
balances, with potential negative impact on Mexico's economic and fiscal strength."

Moody's Ratings — November 2024 sovereign outlook action

These signals confirm that institutional participants are pricing judicial reform risk into their Mexico
assessments. Any investor who is not doing the same is operating with an incomplete risk model.

Four concrete actions for investors with Mexico exposure

Review every contractual protection against the new framework

Every contract governing a Mexico investment should be evaluated now. Dispute resolution clauses,
choice-of-law provisions, arbitration seat selection (New York and Houston specifically recommended), and
enforcement mechanisms all require reassessment. Contracts written for the prior judicial environment may not
perform as expected.

Model the financial exposure — with a number, not a narrative

Each of the four interaction point risks is quantifiable. Assign probabilities, estimate ranges per scenario, and
produce an aggregated exposure range for the deal model. "Judicial reform creates enforcement uncertainty”
is not a usable input. "$1.4M—-$3.2M exposure concentrated in contract enforcement and regulatory disputes” is.

Increase the weight of governance due diligence on target companies

In a transitional judicial environment, a target's internal governance quality becomes more valuable precisely
because external judicial protections are less reliable. A target with robust compliance infrastructure and low
related-party transaction exposure is less dependent on the courts to protect its operating position.

Establish a monitoring framework for judicial pattern changes

The reform’s practical impact will unfold over years. Track judicial decision patterns in commmercially relevant
areas, enforcement timelines, changes to amparo availability, and political dynamics affecting newly elected
judges in relevant sectors.

Due Diligence Checklist

20 questions for Mexico transactions under the new judicial framework.

Use this checklist when evaluating any Mexico investment, acquisition, or entry transaction in 2026.
Each question maps to a specific judicial reform exposure area with a corresponding deal-structural
implication.

Contract Structure

Does every material contract specify an arbitration seat outside Mexico (New York or Houston)?

Are dispute resolution clauses reviewed against the post-reform framework — not the prior one?
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Do performance guarantees reflect a lower expected enforcement probability than pre-2024 baselines?
Are contingent payment structures modeled with increased dispute timeline assumptions (18-36 months)?
Has choice-of-law been specified to minimize dependence on Mexico's domestic courts?
Arbitration & Enforcement
Is enforcement of any arbitral award dependent on a Mexico City local court?
Has a dual enforcement strategy been considered (multiple jurisdictions simultaneously)?
Are arbitration costs included in the deal model as a structural expense, not a contingency?
Has the counterparty's arbitration enforcement history in Mexico been reviewed?
Regulatory Exposure
Has the target's amparo exposure been assessed under the modified post-reform rules?
Does the target operate in a sector regulated by COFECE, IFT, or another dissolved agency?
Has regulatory dispute resolution cost been modeled under both prior and current amparo frameworks?
Is the target's compliance posture adequate for the current enforcement environment?

Target Governance

Does the target have governance structure that reduces reliance on judicial enforcement of internal
arrangements?

Are related-party transactions documented so they don't require judicial interpretation to enforce?

Does the target have a compliance program adequate to avoid enforcement in the current environment?

Has the target's board oversight been assessed against Mexico's 2025 Corporate Governance Code?
Investment Protection

Has treaty protection applicability been assessed under the relevant BIT or USMCA chapter?

Has a treaty notice protocol been established defining conditions and timing for formal notice?

Has a legal cost reserve been established for potential treaty arbitration ($3M-$15M range)?

REQUEST AN ASSESSMENT

Chan Garcia Abogados
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Independent Governance Risk Assessment & Financial Exposure Quantification — Mexico City

We help investment committees quantify the financial impact of Mexico's judicial reform on their specific
investments — including contract enforcement exposure, arbitration risk modeling, regulatory dispute cost
analysis, and treaty protection cost reserves. Assessments are structured for investment committee
presentation: probability-weighted scenarios, financially quantified ranges, and deal-structural
recommendations. Typical engagement: $15,000-$30,000 USD.

lizchan@changarcia.com - pedro.garcia@changarcia.com - changarcia.com



