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Executive Summary 

In this 2nd Annual Scorecard on the venture capital 
and private equity (VC/PE) environment in 12 
Latin American and Caribbean (LAC) countries, 
the Latin American Venture Capital Association 
(LAVCA) and the Economist Intelligence Unit 
(EIU) chart the region's strengths and weaknesses. 
The 2007 Scorecard covers Argentina, Brazil, 
Chile, Colombia, Costa Rica, the Dominican 
Republic, Ecuador, El Salvador, Mexico, Peru, 
Trinidad and Tobago, and Uruguay. To allow 
extra-regional comparisons, it also provides scores 
for Israel, Spain, Taiwan and the United Kingdom. 
 
The 2007 Scorecard reveals the potential for 
growing VC/PE in the region. Many nations have 
shown recent momentum toward industry-specific 
legislation. Investors seem to be noting the region's 
increasing awareness of the macroeconomic 
benefits of a vibrant VC/PE industry. Regional 
fundraising rose from US $1.3 billion in 2005 to 
$3 billion in 2006, and investment levels have 
quadrupled (from $1 billion in 2005 to $4.3 in 
2006). 2007 scores demonstrate progress in many 
countries to promote VC/PE, but reveal that the 
region as a whole is held back by the broader 
problems of weak judicial systems and 
international perceptions of corruption. 
 
While LAVCA and the EIU note that fund 
managers operate successfully in many ranked 
nations, often irrespective of score, the objective of 
this Scorecard is to serve as a guide to encourage 
reform and track changes over time. As such, eight 
key findings emerge from the 2007 Scorecard. 
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Executive Summary 

 

Key Findings 
 
First, the friendliness of the business environment to venture capital and private equity (VC/PE) 
investments continues to vary sharply across the LAC region. At the favorable end of the spectrum, Chile 
ranks 74 on a scale of 1-100 (with 100 being the most investment friendly) and surpasses the next four 
most highly rated countries—Brazil at 65, Trinidad & Tobago at 62, 
Mexico at 60 and Uruguay at 56. Of the 12 countries, 7 are rated below 
50. The regional median is only 47 points.
 
Second, the Scorecard usefully benchmarks the LAC countries by 
comparing them with four countries outside the region. These 
“comparator” countries—such as the United Kingdom—are known for 
their more robust VC/PE industries, but some also for their relatively 
recent emergence as developed countries—Israel, Spain and Taiwan. 
All of the LAC countries, even Chile, lag behind the highly favorable 
VC/PE business climate of the UK, with its score of 90. Meanwhile, Chi
Spain (75) but ahead of Taiwan (59). Brazil, Trinidad & Tobago and M
space between Spain and Taiwan. Unfortunately, eight of the twelve Lati
difficult business environments for VC/PE activities than all four comparat
 
Third, countries’ business environment rankings are associated in rough
levels of investment that they receive, even when controlling for the size
more favorable the business environment of a country, the more robu
measured by flows of venture capital and private equity. This relationsh
considering both the LAC countries and the four comparator nations. 
 
Fourth, other factors apart from, or only imperfectly related to, the busines
The larger economies of Argentina, Brazil and Mexico attract the vast ma
the LAC region. Argentina, which achieves a low score of 43, capture
investment as a percentage of GDP as the highly rated Chile. As note
interviewed by the EIU for this study, it is difficult to disentangle the crite
markets and feasibility of local exits” from the issue of national market 
regulated and transparent stock exchange, Chile still has difficulty mobili
larger national economies of the region. Moreover, a single large trans
Uruguay, which has a score in the middle of the pack, had its three-ye
boosted by a large single transaction—by Advent in Nuevo Banco Comerc
 
Fifth, countries can make improvements to their environments for VC/P
likely in developed markets that already enjoy considerable activity and w
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of further potential to be tapped through regulatory reform. Brazil and Mexico, already the leading 
centers in the region in absolute scale, enacted new legislation in 2005 that improved their scores in 2006. 
Colombia, among other LAC countries, also passed new fund-formation rules that improved its score. We 
have also boosted the scores for Trinidad & Tobago and Uruguay; these changes were primarily in 
response to our increased appreciation, based on interviews of fund managers based in these countries, of 
the freedom of manoeuvre enjoyed in forming and operating fund vehicles in smaller countries with less 
developed regulatory frameworks. The view of LAVCA and the EIU has always been that it is not 
legislation and rules as such that determine the environment, but how investors are able to operate in each 
national market.  
 
Sixth, a similar type of regulatory laxity does not apply to criteria such as “corporate governance 
requirements” and “minority rights.” Fund managers interviewed for this study often underlined their 
ability to skirt the lack of strong, enforceable governance norms, by using such mechanisms as 
shareholder agreements and arbitration clauses. Yet “objective,” economy-wide standards of transparent, 
accountable corporate governance still matter, for the use of such ad hoc mechanisms to achieve 
acceptable governance and minority rights raises transaction costs and may well create barriers to entry 
for less skilful or less capitalized VC/PE funds. In other words, factors that favor “first movers” or large 
fund managers in any given market may not necessarily favor the development of vibrant, broad-based 
and competitive national VC/PE industries. 
 
Seventh, there is considerable scope to lower barriers to institutional investors in VC/PE activities. Only 
two of the twelve LAC countries scored above average in permitting institutional investment, at “3” 
(Brazil and Chile). Meanwhile, four of the countries were determined to have rigid or very rigid barriers 
to such investment (Argentina, Costa Rica, the Dominican Republic and El Salvador). EIU interviews 
with fund managers in lagging LAC countries suggested that simply removing legal prohibitions or 
portfolio restrictions on pension funds and insurance companies may be insufficient. In some cases, 
additional or alternative obstacles are present in the form of the small number of private pension funds 
(particularly in smaller countries) or the conservative risk profile and lack of familiarity with VC/PE 
activities by institutional investors. 
 
Eighth, countries that still lag behind their neighbors in terms of their business environments and 
investments flows (such as the Dominican Republic, Ecuador, El Salvador and Peru) could make 
important improvements simply by tackling broader issues of corruption and judicial reform. In other 
words, among their biggest obstacles (and lowest scores) would appear to be governance issues, which 
are distinct from the more specific regulatory issues regarding fund formation, tax treatment and so forth. 
 
LAVCA and the EIU made several important changes in this year’s scorecard. First, we have added the 
Dominican Republic and Ecuador to the study, while dropping Jamaica. Second, we have focused the 
investment indicator on flows alone (in the first year we also considered the stocks of investment). Third, 
we have emphasized the three-year average flows of VC/PE investment in an effort to capture the 
ongoing attractiveness of each market and to smooth the impact of any single large transaction. 
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about VC/PE investments and investment conditio

untry comparators that allow head-to-head comparisons. 

Scoring Criteria 
 
The criteria used in this study were chosen in close consultation between LAVCA and the EIU research 
team. The real-world relevance of each criterion 
was evaluated through in-depth interviews 
conducted in late 2005. For the 2007 Scorecard, 
the EIU conducted additional interviews in 
December 2006 and January 2007 with LAVCA 
members who are fund managers based in the 
LAC region. These aimed primarily to obtain in-
depth information on small, little studied countries 
such as Trinidad & Tobago and Uruguay, and to 
explore the impact of recent legislative changes in 
Brazil, Colombia and M
 
Based on the views of these respondents and 
senior LAVCA staff, five of the criteria—tax 
treatment, minority shareholder rights, restrictions 
on institutional investors, capital market 
development and corporate governance 
requirements—received double weighting within 
the 100 point score to reflect their central 
prominence in investment deci
V
 
Information was more readily available for the region’s larger and more developed countries. Also, data 

ns in LAC countries tended to be more fragmentary 
than that available for the comparator countries. This 
unevenness of information in Latin America and the 
Caribbean reflects in part the nascent character of 
the VC/PE industry in much of the region, but in 
itself constitutes an obstacle to the industry’s further 
development. 

 

Scoring criteria:    
 

 Laws on VC/PE fund formation and operation
 Tax treatment of VC/PE funds and 

investments 
 Protection of minority shareholder rights 
 Restrictions on institutional investors in 

making VC/PE investments 
 Protection of intellectual property rights 
 Bankruptcy regulation (encompassing 

bankruptcy procedures/creditor 
rights/partner liability in cases of 
bankruptcy) 

 Capital market development and 
feasibility of local exits (ie., initial public 
offerings) 

 Registration/reserve requirements on 
inward investments 

 Corporate governance requirements 
 Strength of the judicial system 
 Perceived corruption 
 Use of international accounting standards 

and quality of local accounting industry 

 

Albeit imperfect, sufficient data were available to 
generate reliable qualitative scorings. Ample 
documentation of the scoring process, methodology 
and sourcing are provided in this workbook. In the 

following pages we make available further details about our scoring and provide graphic representations 
of the findings. We have included a number of interactive elements, for which the user must allow 
macros to load when opening the file. These features include dynamic charts, user-defined criteria 
weights and co

 

The EIU researchers gathered data for both the 
scorecard and investment stocks and flows from 

 

ports 
 thorities and 

 Local and international news media reports    

the following types of sources:  

 Personal interviews 
 EIU proprietary country rankings and re

Websites of government au
international organizations 

 Websites of industry associations and funds 
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Summary – 2007 Scores 
 

Overall score        
Ranked by 2007 scores       
        
        
Rank     Score   VC Flows

1 UK   █████████████████ 90 ▼3 0.79%

2 Israel   ████████████████ 82 ▲3 0.93%

3 Spain   ███████████████ 75 ▲6 0.33%

4 Chile   ██████████████ 74 ▼3 0.15%

5 Brazil   ████████████ 65 ▲6 0.06%

6 Trinidad & Tobago   ████████████ 62 ▲18 0.02%

7 Mexico   ████████████ 60 ▲6 0.03%

8 Taiwan   ███████████ 59 ↔   0.14%

9 Uruguay   ███████████ 56 ▲16 0.30%

10 Costa Rica   █████████ 49 ▼4 0.03%

11 Colombia   █████████ 47 ▲4 0.01%

12 Argentina   ████████ 43 ▲1 0.14%

12 Ecuador† ████████ 43    0.00%

14 El Salvador   ████████ 41 ↔   0.02%

14 Peru   ████████ 41 ▼6 0.01%

16 Dominican Republic† ███████ 37    0.00%
        
† = First year in study: No comparative score for 2006     
 
         
        
        
        
       
 
K ey  

 
  

     
 
 

 
 
 
 

(1-10 ) 

Overall score is the weighted total of all scorecard indicators, anging from 0-100 where  r
100=best / strongest environment 

 

 
 Rank based on 2006 score
       
       

4 Country █████████████ 69 ▼1 0.25%
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Argentina 
 
ARGENTINA 2007 2006 Score Commentary: Page 22 
Overall Score: 43 41  
Regional Ranking: 8th (tied) 8th (tied)  
 
Argentina, an industry darling largely shunned by investors in recent years due to economic crisis and 
huge losses, saw a modest renewal of private sector activity in 2006. Strong consensus among these new 
players will be necessary to improve Argentina’s overall business environment for VC/PE, given weak 
incentives for fund managers and investors, a poor legal framework and ongoing international concerns of 

corruption and judicial weakness. 
 
Strengths: Improvements in 
quality of local accounting and 
use of international standards 
resulted in a top score. 
Bankruptcy procedures, creditors’ 
rights and partner liability also 
improved. Argentina’s corporate 
governance score was raised from 
2005, as current shareholder law 
allows for negotiation of 
shareholder agreements and 
arbitration clauses. 
 
Challenges: Argentina’s score 
dropped in three categories: laws 
on VC/PE fund formation, tax 
treatment, and restrictions on 

institutional investors. Despite 
recent legislation (Regulations 
7/05 and 12/05, in effect from 
February 2006), Argentina’s 
legal framework for fund 
formation and operation 
continues to present difficulties, 
particularly for foreign-
incorporated funds (the vast 
majority). Tax incentives for 
VC/PE investment are weak, 
and Argentina offers few 
instruments through which 
pension funds and insurance 
companies can undertake investment. Restrictions remain for institutional investors, including a 
prohibition on investments in unlisted firms and PE/VC funds not rated by registered ratings agencies. 

 Score Change
Overall score 43 ▲ 2
Laws on VC/PE fund formation and operation 1 ▼ 1
Tax treatment of VC/PE funds & investments 1 ▼ 1
Protection of minority shareholder rights 2
Restrictions on institutional investors investing in VC/PE 1 ▼ 1
Protection of intellectual property rights 2
Bankruptcy procedures/creditors' rights/partner liability 2 ▲ 1
Capital markets development and feasibility of exits 2 ▲ 1
Registration/reserve requirements on inward investments 2
Corporate governance requirements 2 ▲ 1
Strength of the judicial system 1
Perceived corruption 1
Quality of local accounting/use of international standards 4 ▲ 1

Indicators are scored from 0-4 where 4=best score. 
Overall score ranges from 0-100 where 100=best score 

Overall score against PE / VC flows

Ar gent i na:  0.140%,43
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Brazil 
 
BRAZIL 2007 2006 Score Commentary: Page 24 
Overall Score: 65 59  
Regional Ranking: 2nd   2nd   
 
Although Brazil leads the region in the development of a local VC/PE industry, the nation ranks 2nd in 
business environment. With Brazil’s powerhouse economy drawing the lion’s share of foreign VC/PE 
capital and strong private and public sector advocates pushing for remaining improvements, strong 

industry growth may be 
sustained, provided corruption 
concerns are addressed. 
 
Strengths: Rapid expansion of 
fund formation under Instruction 
391/03 of 2003 by the Securities 
Commission (CVM) proves the 
effectiveness of Brazil’s legal 
framework for VC/PE funds. 
Brazil continues to improve tax 
incentives for VC/PE activity; 
foreign institutional equity 
investments are now largely 
exempt from income and capital 
gains taxes, with domestic rates 
reduced. A bankruptcy law 
enacted in February 2005 seems 
positive, with partner liability 

generally unproblematic. And though the CVM has not published results of voluntary corporate 
governance compliance reporting, there is increased adherence to international standards. Of Brazil’s 33 
IPOs since 2004, 23 were compliant with the stri

 Score Change
Overall score 65 ▲ 6
Laws on VC/PE fund formation and operation 3 ▲ 1
Tax treatment of VC/PE funds & investments 3 ▲ 1
Protection of minority shareholder rights 3
Restrictions on institutional investors investing in VC/PE 3
Protection of intellectual property rights 1
Bankruptcy procedures/creditors' rights/partner liability 3 ▲ 1
Capital markets development and feasibility of exits 2 ▼ 1
Registration/reserve requirements on inward investments 3
Corporate governance requirements 3 ▲ 1
Strength of the judicial system 2
Perceived corruption 1
Quality of local accounting/use of international standards 3

Indicators are scored from 0-4 where 4=best score. 
Overall score ranges from 0-100 where 100=best score 

ctest requirements of the Novo Mercado section of the 
ovespa stock exchange. 

n also remains poor. 

B
 
Challenges: While IPOs 
are expanding rapidly 
due to growing market 
capitalization and 
reforms to capital market 
and corporate 
governance, the further 
development of Brazil’s 
capital markets and 
feasibility of exits are 
impacted by high capital 
costs and limited access 
to traditional financing 
sources such as banks and debt markets. Brazil’s intellectual property rights protectio
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Chile 
 
CHILE 2007 2006 Score Commentary: Page 26 
Overall Score: 74 76  
Regional Ranking: 1st   1st   
 
Chile leads Latin America and the Caribbean in creating a favorable business environment for VC/PE 
investment. Chile’s competitive advantages well position the nation for a vibrant VC/PE industry, should 
perceptions of limited market size be overcome. 

 
Strengths: Chile offers the 
region’s strongest laws for fund 
formation and operation, 
straightforward tax rates, and 
fairly wide freedom for 
institutional investors. The nation 
earns high marks for disclosure 
and board review requirements 
and has notably less corruption 
than other countries in the region.  
 
Challenges: Chile’s only drop in 
score from 2005 applied to the 
tax treatment criterion. The 
continued double taxation of 
funds and restriction of incentives 
by sector and size of firm 
provided the rationale for this 

lowered score. Much 
also remains to be 
done to strengthen 
the protection of 
minority shareholder 
rights, particularly 
with respect to non-
listed firms. 
However, it is 
anticipated that these 
and other issues will 
be positively 
impacted by the 
March 2007 passage 
of the MKII, a broad 
capital market reform 
package. 

40

70

O
ei
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d
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 Score Change
Overall score 74 ▼ 3 
Laws on VC/PE fund formation and operation 4  
Tax treatment of VC/PE funds & investments 3 ▼ 1 
Protection of minority shareholder rights 2  
Restrictions on institutional investors investing in VC/PE 3  
Protection of intellectual property rights 3  
Bankruptcy procedures/creditors' rights/partner liability 3  
Capital markets development and feasibility of exits 3  
Registration/reserve requirements on inward investments 3  
Corporate governance requirements 3  
Strength of the judicial system 3  
Perceived corruption 3  
Quality of local accounting/use of international standards 3  

Indicators are scored from 0-4 where 4=best score. 
Overall score ranges from 0-100 where 100=best score 

Overall score against PE / VC flows

Chile: 0.146%,74
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Colombia  
 
COLOMBIA 2007 2006 Score Commentary: Page 28 
Overall Score: 47 43  
Regional Ranking: 7th   7th   
 
Colombia is gaining increasing attention from international investors, for reasons including its regional 
economic strength and educated, entrepreneurial population. There is momentum among policymakers to 
encourage the growth of a vibrant local VC/PE industry, and fundraising activity is up. Yet the nation 

ranks just 8th regionally, due in 
great part to perceptions of 
corruption, judicial weakness and 
lack of transparency. 
 
Strengths: Colombia has seen 
the formation of several new 
funds under the 2006 Resolution 
470, which allows for the 
establishment of closed private 
equity funds. Additional reforms 
are being considered, such as 
lifting of current restrictions on 
administrators operating both 
foreign investment funds and 
closed funds. While Colombia’s 
disclosure requirements remain 
weak, director liability and the 

ability of minority shareholders to bring suits and force audits have been strengthened, and registration is 
increasingly streamlined. Colombia shows particular promise in the area of corporate governance. Law 
964 of 2005 provides thresholds – albeit with unspecified sanctions – for compliance with good 
governance standards, and discussions continue on a voluntary national corporate code of conduct.  
 
Challenges: Restricted access to capital markets and resulting difficulty of exits are serious impediments 
to local industry growth 
in Colombia. Efforts to 
transition to 
international a
standards have been 
met with continued 
delays, and inflation-
adjusted accountin
tax purposes persists. 
Perceived corruption 
and the weakness of 
local judicial system 
remain serious 
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Overall score against PE / VC flows

Colombia: 0.012%,47

30

40

60

70

80

90

0.00 0.10 0.20 0.30 0.40 0.50 0.60 0.70 0.80 0.90 1.00

Flows of private equity/venture capital (% of GDP)

ei
gh

te
d 

sc
or

 Score Change
Overall score 47 ▲ 4 
Laws on VC/PE fund formation and operation 3 ▲ 1 
Tax treatment of VC/PE funds & investments 2  
Protection of minority shareholder rights 2 ▲ 1 
Restrictions on institutional investors investing in VC/PE 2  
Protection of intellectual property rights 2  
Bankruptcy procedures/creditors' rights/partner liability 2  
Capital markets development and feasibility of exits 1 ▼ 1 
Registration/reserve requirements on inward investments 3 ▲ 1 
Corporate governance requirements 2 ▲ 1 
Strength of the judicial system 1  
Perceived corruption 1  
Quality of local accounting/use of international standards 2 ▼ 1 

Indicators are scored from 0-4 where 4=best score. 
Overall score ranges from 0-100 where 100=best score 
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Costa Rica  
 
COSTA RICA 2007 2006 Score Commentary: Page 30 
Overall Score: 49 53  
Regional Ranking: 6th   4th   
 
Costa Rica offers a stable economy that stands out among its Central American neighbors, and several 
ingredients contribute to an attractive environment for VC/PE investment. Yet growth of a local VC/PE 
industry is stymied by the lack of legal structure for the formation and operation of VC/PE funds. 
 

Strengths: Costa Rica offers a 
simple tax system and incentives 
for foreign investment. The 
country also earns high marks in 
registration/ reserve requirements 
on inward investments, with no 
requirements on where proceeds 
are deposited and no limits on 
access to foreign exchange for 
trade purposes, including 
surcharges and prior-deposit 
requirements. Quality local 
accounting is available, 
international standards are used 
and international firms are 
present and competent. 
 
Challenges: Costa Rica’s lack of 

laws allowing for the formation and operation of VC/PE funds received the lowest possible score. This 
legislative gap permits only offshore funds to operate locally and also fails to engage local institutional 
investors on any 
level. The protection 
of mi
shareholder rights 
also presents a 
significant challenge; 
issues must be dealt 
with in shareholders' 
agreements, and – 
given slowness of 
judicial system – 
through arbitration 
clauses. 
 

nority 
Overall score against PE / VC flows

Costa Rica: 0.031%,49
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 Score Change
Overall score 49 ▼ 4
Laws on VC/PE fund formation and operation 0
Tax treatment of VC/PE funds & investments 3
Protection of minority shareholder rights 1 ▼ 1
Restrictions on institutional investors investing in VC/PE 1
Protection of intellectual property rights 2
Bankruptcy procedures/creditors' rights/partner liability 2
Capital markets development and feasibility of exits 2
Registration/reserve requirements on inward investments 3
Corporate governance requirements 2
Strength of the judicial system 2 ▼ 1
Perceived corruption 2
Quality of local accounting/use of international standards 4

Indicators are scored from 0-4 where 4=best score. 
Overall score ranges from 0-100 where 100=best score 
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20 20 Score Commentary: Page 31 
Overall Score:  
Regional Ranking: 1 --  
 
Ranked last of countries reviewed for the 2006 Scorecard, the Dominican Republic shows the most room 
for improvement in creating a suitable business environment for venture capital and private equity 

investing. Aside from 
 Score Change
Overall score 37
Laws on VC/PE fund formation and operation 0
Tax treatment of VC/PE funds & investments 2
Protection of minority shareholder rights 2
Restrictions on institutional investors investing in VC/PE 1
Protection of intellectual property rights 1
Bankruptcy procedures/creditors' rights/partner liability 1
Capital markets development and feasibility of exits 1
Registration/reserve requirements on inward investments 2
Corporate governance requirements 2
Strength of the judicial system 1
Perceived corruption 0
Quality of local accounting/use of international standards 4

Indicators are scored from 0-4 where 4=best score. 
O  verall score ranges from 0-100 where 100=best score

international standards, the nation 
offers virtually no framework or 
incentives for the operation of a 
local VC/PE industry. 
 
Strengths: The Dominican 
Republic’s Institute of Certified 
Public Accountants adopted 
international accounting 
standards in 1999, and 
international firms are present 
and competent. 
 
Challenges: The business 
environment of the Dominican 
Republic presents 
o
re in two criteria: (1) lack of laws 

allowing for the formation and operation of VC/PE funds, and (2) perceived corruption. Other barriers 
contribute: local institutional investors are restricted from most equity investing, protection of intellectual 
property rights is 
poor, capital markets 
are underdeveloped, 
and the local judicial 
system is weak. 
Compared to the 
regional average for 
Latin America and 
the Caribbean, the 
process for resolving 
bankruptcies is slow 
and costly, and the 
recovery

Overall score against PE / VC flows

Dominican Republic: 0.000%,37
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Ecuador 
 
ECUADOR 2007 2006 Score Commentary: Page 32 
Overall Score: 43 --  
Regional Ranking: 8th (tied) -- 

education is needed for policymakers, entrepreneurs and new fund ma
sues of governance, shareholder rights, perceived corr e

sts are not 
xed on investments; capital 
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egistration is simple, with no 

em
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(CAF) 

have
raining 

 for 
 area 

 rights. 
 is

yet
llectual
poorly 
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 the

 is ill-prepared 
r group investment funds. 

Most notably, Ecuador earned 
the lowest possible score for strength of judicial system as well as perceived corruption. 

 
 
Ecuador – new to this Annual Scorecard – ranks above Peru and ties with Argentina despite minimal 
VC/PE activity. A favorable tax environment is a positive incentive for local exposure, but basic 

nagers to begin to address broader 
ak judicial system. 
 
Strengths: Ecuador’s overall tax 
environment is favorable for 
VC/PE: funds and tru

is uption and a w
e

Overall score 
Laws on VC/PE fund formation and opera
Tax treatment of VC/PE funds & investments 
Protection of minority shareholder rights 
Restrictions on institutional investors investing in VC/PE
Protection of intellectual property rights 
Bankruptcy procedures/creditors' rights/partner liability 
Capital markets development and fea
Registration/reserve requirement
Corporate governance
Strength of the judicial system 

ta
gains and dividends are similarly 
untaxed. Some tax incentives 
exist for infrastructure 
investments. Ecuador also earned 
high marks in strong creditors’ 
rights and use of international 
accounting 
R
reserve requir ents or exchange 
controls. And though Ecuador has 
to date just one pension fund – 
state-owned for public employees 
– it can make equity investments 

with only minimal restrictions, as can insurers. 
 
Challenges: The Corpor
Andina de Fomento 
and other agencies 
recently undertaken t
and technical assistance
Ecuadorian firms in the
of minority shareholder
However, compliance
voluntary and not 
widespread. Inte
property rights are 
protected, capital mark
not developed and
banking system

 Scor Change
43  

tion 2  
3  
1  

 2  
1  
3  

sibility of exits 1  
s on inward investments 3  

 requirements 1  
0  

Perceived corruption 0  
Quality of local accounting/use of international standards 

Indicators are scored from 0-4 where 4=best score. 

4  

Overall score ranges from 0-100 where 100=best score 

 

 
 
 

 

Overall score against PE / VC flows

Ecuador : 0.001%,43
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or El Salvad
 
EL SALVADOR 

   (tied)  

on VC/PE fund formation and 
peration, as no specific regulations exist allowing funds to form and operate. El Salvador also scored 

2007 2006 Score Commentary: Page 33 
Overall Score: 41 41  
Regional Ranking: 10th (tied) 8th

 
Tied with Peru for 2nd to last place in the 2007 Scorecard, El Salvador has much room for improvement in 
creating a suitable environment for VC/PE investing. Positive momentum in fund tax treatment must be 
coupled with laws allowing for local fund formation and operation. Macro-environment improvements to 
perceived corruption and a weak judicial system are also key.  

 
 Score Change
Overall score 41  
Laws on VC/PE fund formation and operation 0  
Tax treatment of VC/PE funds & investments 3  1 
Protection of minority shareholder rights 2  1 
Restrictions on institutional investors investing in VC/PE 1  2 
Protection of intellectual property rights 1  
Bankruptcy procedures/creditors' rights/partner liability 2  
Capital markets development and feasibility of exits 2  
Registration/reserve requirements on inward investments 3  
Corporate governance requirements 1  
Strength of the judicial system 0  
Perceived corruption 0  
Quality of local accounting/use of international standards 4  

Indicators are scored from 0-4 where 4=best score. 
Overall score ranges from 0-100 where 100=best score 

▲
▼

▲

Strengths: Improvements have 
been made to El Salvador’s tax 
treatment of VC/PE funds & 
investments, with a reduced tax 
regime for capital gains and no 
taxation of dividends if the 
remitting firm has met tax 
obligations. Pass through is not 
automatic, but must be structured 
carefully. International norms are 
used in El Salvador's fully 
dollarized economy, and 
international accounting firms are 
present and competent. 
 
Challenges:  El Salvador earned 
the lowest possible score for laws 

o
zeros for strength of 
judicial system and 
perceived corruption. El 
Salvador’s score in 
restrictions on 
institutional investors 
was revised downwards 
by two points from the 
2005 score, protection 
of intellectual property 
rights remains poor, and 
only minimal 
requirements for 
corporate governance 
are in place. 
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Mexico 
 
MEXICO 2007 2006 Score Commentary: Page 34 
Overall Score: 60 54  
Regional Ranking: 4th   3rd   
 
Mexico is the third largest recipient of VC/PE in the region but problems in its investing environment 
have held back growth – particularly of a vibrant local industry.  The government has undertaken various 
reforms targeted to industry development, and positive momentum is underway to increasingly capitalize 

on Mexico’s promise. 
 

hore 
funds. 

 Score Change
Overall score 60 ▲ 6 
Laws on VC/PE fund formation and operation 3
Tax treatment of VC/PE funds & investments 3 ▲ 1 
Protection of minority shareholder rights 3 ▲ 1 
Restrictions on institutional investors investing in VC/PE 2  
Protection of intellectual property rights 2  
Bankruptcy procedures/creditors' rights/partner liability 1 
Capital markets development and feasibility of exits 2 ▼ 1 
Registration/reserve requirements on inward investments 3 
Corporate governance requirements 3 ▲ 1 
Strength of the judicial system 2 
Perceived corruption 1 
Quality of local accounting/use of international standards 3 

 
 
 

 

 

  

Strengths: Corporate 
governance and minority 
shareholder rights have 
significantly improved through 
creation of new Sociedad 
Anonima Promotora de 
Inversion (SAPI) under the 
revised Securities Market Law.  
A legal vehicle with tax 
transparency now exists in the 
form of a trust, and there is a 
growing convergence on 
international accounting 
standards. 
 
Challenges: Mexican pension 
funds are not permitted to 
invest in venture capital and 

private equity. Perceived corruption and a weak judicial system remain underlying problems, as do 
inadequate 
creditors’ rights 
and bankruptcy 
proceedings. The 
issue of a local 
vehicle for fund 
formation may 
also still be 
unresolved, as the 
market has yet to 
utilize the new 
trust mechanism, 
and all activity 
continues to be 
through off s
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Peru 
 
PERU 2007 2006 Score Commentary: Page 36 
Overall Score: 41 47  
Regional Ranking: 10th (tied)  

appropriate legislation on fund 
formation, tax treatment, and 
pr of 
sh
pr
sh
 
S
sc
accounting, with international 
st
fi
in
in
in
in Peru’s stock market with few 
formal restrictions. Peru has 
sim

foreigners ca o reserve requ
 

ve momentum on issues of corporate governance. However, Peru has room for improvement 
rd 
st 

ith 
er
nd

l
 

ed
gh 

 its 
 system. 

5th   
 
Despite its poor showing in the 2007 Scorecard, Peru has been proactive in working to build a VC/PE 
industry. In place are a formal capital markets promotion agency, growing policymaker awareness, and 
institutional investor involvement. If corruption and judicial concerns are addressed, coupled with 

otection minority 
areholder and intellectual 
operty rights, Peru’s score 
ould improve in coming years. 

trengths: Peru earned top 
ores for quality local 

andards in use and international 
rms present. Local institutional 
vestor participation is feasible – 
 fact, pension funds and 
surance funds are major players 

ple registration, and 
irements. 

Challenges: With relatively strong disclosure requirements and legal recourse for shareholders, Peru 
shows positi
with just partial Boa
regulation (issues mu
typically be dealt w
in sharehold
agreements), a
voluntary code
compliance stil
indeterminate. Peru’s
score for perceiv
corruption – thou
slightly improved 
from 2005 – remains 
low, and the nation 
earned bottom marks 
for the strength of
judicial

n participate directly in the stock market with n

erall score ranges from 0-100 where 100=best score 

 Score Change
Overall score 41  6 
Laws on VC/PE fund form   
Tax treatment of VC/PE funds & investments  
Protection of minority shareholder rights  
Restrictions on institutional investors inve  1 
Protection of intellectual property rights 
Bankruptcy procedures/creditors' rights/p  
Capital markets development and feasibility of exits 
Registration/reserve requirements on inward investme  
Corporate governance requirements  
Strength of the judicial system  
Perceived corruption  
Quality of local accou

1 ▲ 1
nting/use of international standards 4  

Indicators are scored from 0-4 where 4=best score. 
Ov

1 ▼ 1
1 

sting in VC/PE 2 ▼
1  

artner liability 2 ▲ 1
2  

nts 3 
2 ▼ 1
0 

▼
ation and operation 1

 
 
 
 

 

Overall score against PE / VC flows

Per u: 0.006%,41
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ad & Tobago Trinid
 
TRINIDAD & TOBAGO 

enerally favorable to the industry. Should reforms be fic
corporate governance, T&T’s VC/PE business environm co ell 

 
x incentive structure resulted in 

mpanies. By Caribbean 
standards T&T’s financial sector 

ys to operate successfully. 

ption 
re, 

the 
 – 
 as 

 
stem 

ith 
mon 

2007 2006 Score Commentary: Page 37 
Overall Score: 62 44  
Regional Ranking: 3rd    6th   
 
With 2006’s most marked improvement (18 points), Trinidad & Tobago jumped forward three places to 
claim 3rd place in the region. While many Scorecard criteria are not adequately addressed via legislation, 
what regulations are in place in appear to be flexible and often draw on Canadian or Commonwealth laws 

 to fund formation/ operation and 
rival the region’s current leaders. 
 
Strengths: T&T improved scores 
from 2005 in several key areas. 
Greater appreciation of Trinidad’s

g enacted speci
ent uld w

Overall score 62 ▲ 18 
Laws on VC/PE fund formation and operation 2  
Tax treatment of VC/PE funds & investments 3 ▲ 1 
Protection of minority shareholder rights 3  2 
Restrictions on institutional investors investing in VC/PE 2 ▲ 1 
Protection of intellectual property rights 3  
Bankruptcy procedures/creditors' rights/partner liability 2  
Capital markets development and feasibility of exits 2 ▲ 1 
Registration/reserve requirements on inward investments 4  1 
Corporate governance requirements 2 ▲ 1 
Strength of the judicial system 2  1 

 Score Change

ta
an improved score for tax 
treatment, while reconsideration 
of the Companies Act of 1995 
upped its score for protection of 
minority shareholder rights. 
Institutional investors are fairly 
unrestricted, provided firms and 
funds in questions are registered. 
T&T has no reserve requirements, 
exchange controls or registration 
requirements for private 
coIndicators are scored from 0-4 where 4=best score. 

Overall score ranges from 0-100 where 100=best score 

▲

▲

is comparatively well developed. In the absence of stronger regulations, corporate governance practices 
are fairly good, and while the legal framework for fund formation and operation is inappropriate, local 
managers have found wa
 
Challenges: Corru
earned T&T its lowest sco
while its corporate 
governance score was 
reduced from 2005, due to 
inertia in reforming 
Companies Act of 1995
recognized by authorities
incomplete. Scores for
strength of judicial sy
were also reduced, w
substantial delays com
in the legal process. 

▼
Perceived corruption 

cal accounting/use of international standards 4 
1  

Quality of lo  

Overall score against PE / VC flows

Trinidad & Tobago: 0.022%,62
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Uruguay 
 
URUGUAY 2007 2006 Score Commentary: Page 38 
Overall Score: 56 40  
Regional Ranking: 5th     10th   
 
 Uruguay makes a strong showing in 2007 Scorecard, with an overall score improved by 16 points. An 
open economy and attractive tax structure have spurred new industry activity in this small nation. 
Uruguay’s pioneering VC/PE practitioners have found sufficient flexibility to operate, despite issues of 

transparency, capital markets 
development, bankruptcy  Score Change  

rocedures and protection of 

investors, a ovement exi

erger or sale of 
pan

p
minority shareholder rights. 
 
Strengths: With tax-exempt 
dividends for local shareholders, 
a relatively low corporate tax rate 
and other favorable terms, 
Uruguay’s tax treatment of 
VC/PE funds and investments is 
reasonable. Uruguay’s legal trust 
form (fideicomiso) is far from 
ideal, but local firms have 
flexibility to participate in off 
shore vehicles. Uruguay has also 
made recent steps forward in 
minority shareholder rights, 
restrictions on institutional 
sts.  

 
Challenges: Uruguay received a lowered score for quality of local accounting/ use of international 
standards, perceived as “interm
would facilitate the 

Overall score 56 ▲ 16 
Laws on VC/PE fund formation and operation 2 ▲ 1 

ax treatment of 3 ▲ 1 
rotection of minority shareholder rights 2  
estrictions on institutional investors investing in 2 ▲ 1 
rotection of intellectual property rights 2  
ankruptcy procedures/creditors' rights/partner liability 2 ▲ 1 
apital markets development and feasibili 2  
egistration/reserve requirements on inward investments 3  
orporate governance requirements 2 ▲ 1 
trength of the judicial system 2  
erceived corruption 2  
uality of local accounting/use of international standards 3 ▼ 1 

Indicators are scored from 0-4 where 4=best score. 
Overall score ranges from 0-100 where 100=best score 

T  VC/PE funds & investments 
P ▲ 1 
R  VC/PE 
P
B
C ty of exits ▲ 1 
R
C
S
P
Q

nd corporate governance, though room for impr

ediate” by EIU’s Risk Briefing. And though a pending bankruptcy law 

Overall score against PE / VC flows

Ur uguay: 0.299%,56
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Flows of private equity/venture capital (% of GDP)

m
insolvent com ies, 
lengthy bankruptcy 
proceedings are 
currently a concern, 
and partner liability 
remains considerable. 
And as a small 
economy, Uruguay’s 
capital markets are 
under developed, 
perhaps offset by 
open capital in- and 
out-flows. 
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Scores 2007 
 

Argentina Brazil Chile Colombia
Costa 
Rica

Dominican 
Republic Ecuador

El 
Salvador

Overall score (max 100) 17.00 43 65 74 47 49 37 43 41
Laws on VC/PE fund formation and operation 1.00 1 3 4 3 0 0 2 0
Tax treatment of VC/PE funds & investments 2.00 1 3 3 2 3 2 3 3
Protection of minority shareholder rights 2.00 2 3 2 2 1 2 1 2
Restrictions on institutional investors investing in 
VC/PE 2.00 1 3 3 2 1 1 2 1
Protection of intellectual property rights 1.00 2 1 3 2 2 1 1 1
Bankruptcy procedures/creditors' rights/partner liability 1.00 2 3 3 2 2 1 3 2
Capital markets development and feasibility of exits 2.00 2 2 3 1 2 1 1 2
Registration/reserve requirements on inward 
investments 1.00 2 3 3 3 3 2 3 3
Corporate governance requirements 2.00 2 3 3 2 2 2 1 1
Strength of the judicial system 1.00 1 2 3 1 2 1 0 0
Perceived corruption 1.00 1 1 3 1 2 0 0 0
Quality of local accounting/use of international 
standards 1.00 4 3 3 2 4 4 4 4
          

Market size and VC/PE flows  Argentina Brazil Chile Colombia
Costa 
Rica

Dominican 
Republic Ecuador

El 
Salvador

GDP (US$bn)   210.6 946.7 141.8 134.6 21.8 37.5 40.9 18.4
Flows (in % of GDP) for average of three most recent 
years   0.14% 0.06% 0.15% 0.01% 0.03% 0.000% 0.00% 0.02%

 

Mexico Peru T & T Uruguay Israel Spain Taiwan UK
Overall score (max 100) 17.00 60 41 62 56 82 75 59 90
Laws on VC/PE fund formation and operation 1.00 3 1 2 2 4 3 3 4
Tax treatment of VC/PE funds & investments 2.00 3 1 3 3 3 3 3 4
Protection of minority shareholder rights 2.00 3 1 3 2 4 3 1 3
Restrictions on institutional investors investing in 
VC/PE 2.00 2 2 2 2 3 2 2 4
Protection of intellectual property rights 1.00 2 1 3 2 2 3 3 4
Bankruptcy procedures/creditors' rights/partner liability 1.00 1 2 2 2 3 3 2 3
Capital markets development and feasibility of exits 2.00 2 2 2 2 4 4 3 4
Registration/reserve requirements on inward 
investments 1.00 3 3 4 3 3 3 3 3
Corporate governance requirements 2.00 3 2 2 2 4 3 2 3
Strength of the judicial system 1.00 2 0 2 2 3 3 3 4
Perceived corruption 1.00 1 1 1 2 2 3 2 3
Quality of local accounting/use of international 
standards 1.00 3 4 4 3 3 3 2 4
          

Market size and VC/PE flows  Mexico Peru T & T Uruguay Israel Spain Taiwan UK
GDP (US$bn)   818.3 90.4 16.0 19.0 129.8 1,231.4 346.4 2,227.9
Flows (in % of GDP) for average of three most recent 
years   0.03% 0.01% 0.02% 0.30% 0.93% 0.33% 0.14% 0.79%
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Scores 2006 

 
 
 
 
  A Co argentina Brazil Chile Colombia sta Ric

Dominican 
Republic Ecuador El Salvador

Overall score (max 100) 17.00 59 76 43 53   41
Laws on VC/PE fund formation and operation 1.00 2 2

2 2
4 2 0   0

Tax treatment of VC/PE funds & investments 2.00 4 2 3   2
Protection of minority shareholder rights 2.00 2 3 2 1 2   1
Restrictions on institutional investors investing in VC/PE 2 32.00 3 2 1   3
Protection of intellectual property rights 2 11.00 3 2 2   1
Bankruptcy procedures/creditors' rights/partner liability 1 21.00 3 2 2   2
Capital markets development and feasibility of exits 2.00 1 3 3 2 2   2
Registration/reserve requirements on inward investments 1.00 2 3 3 2 3   3
Corporate governance requirements 2.00 1 2 3 1 2   1
Strength of the judicial system 1.00 1 2 3 1 3   0
Perceived corruption 1.00 1 1 3 1 2   0
Quality of local accounting/use of international standards 3 31.00 3 3 4   4

 

 
 
 

 
Trinidad 
 l Mexico Peru & Tobago Uruguay Israe Spain Taiwan UK

Overall score (max 100) 17.00 54 47 44 40 79 69 59 93
Laws on VC/PE fund formation and operation 
Tax tre

1.00 3 1 2 1 4 4 3 4
atment of VC/PE funds & investments 0 2 2 2 2 2 3 3 42.0

41

Protection of minority shareholder rights 2.00 2 1 1 1 4 2 1 3
Restrictions on institutional investors investing in VC/PE 2.00 2 3 1 1 3 2 2 4
Protection of intellectual property rights 1.00 2 1 3 2 3 3 3 4
Bankruptcy procedures/creditors' rights/partner liability 1.00 1 1 2 1 3 3 2 3
Capital markets development and feasibility of exits 2.00 3 2 1 1 3 3 3 4
Registration/reserve requirements on inward investments 1.00 3 3 3 3 3 3 2 3
Corporate governance requirements 2.00 2 3 1 1 4 3 2 4
Strength of the judicial system 1.00 2 0 3 2 4 2 3 4
Perceived corruption 1.00 1 0 1 2 2 2 2 3
Quality of local accounting/use of international standards 1.00 3 4 4 4 3 4 3 4
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Appendices 

Appendix A: Select bibliography 

he following cross-national data and info mat rce re u  i

it, County Finance, Country Commerce and Country Report series 

ejandro Micco, ditor Protection and Credit Volatility,” Inter-American 
n R rch Network Working Paper #528, December 2005 

ntab d, "Bo  

 nsti  “Index of Corporate Governance Codes” (by country) 

 on Accountancy Development, GAAP Convergence 2002 

nstitute, Capital Access Index 6 

 Organisation for Economic Co-operation and Development, “White Paper on Corporate Governance in 
Latin America,” 2003 

 World Bank/International Finance Corporation, “Doing Business In” series, section on “Protecting 
Investors Data,” various countries, 2006 

l services a S Dep tment  State ountr m
rs) 

 

nducte  interv ws w h LAV A m ber fund ma gers t assist
car e promised these individuals anonymity and the notes of 

in confidential docum s of the EIU and LAVCA. 

er signed o acc plish two goals. First, they aimed to hear 
rom fund managers in smaller countries about their experience in making investments. Informants in 

Trinidad and Uruguay agreed to speak with us and explained how they worked with and around the 
apparent shortcomings in national legal frameworks. Second, the interviews sought to gauge the extent to 
which recent legislative changes had affected the business environment for fund managers. 

For the debut 2005 Scorecard the interviews had served a somewhat different purpose. They were 
conducted with a broader range of market participants, including attorneys and service providers. Their 
primary focus at that time was to refine the 12 criteria and assign them different weights. 

 

T r ion sou s we sed in the preparation of th s Scorecard: 

 Economist Intelligence Un

 Arturo Galindo and Al  “Cre
Development Bank, Latin America esea

 Conferencia Interamericana de Co ilida letín Electrónico AIC al Día", various issues

European Corporate Governance I tute,

 International Forum

 Milken I  200

 US and foreign commercia nd U ar of , C y Com ercial Guide series 
(various countries and yea
 

Appendix B: Interviews

The Economist Intelligence Unit co d 10 ie it C em na o  
in the scoring of countries in this Score d. W
these interviews rema ent

For the 2006 Scorecard the interviews w e de  t om
f
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Commentary 

Argentina 

Criterion 
Score 
(4-0) Commentary 

Laws on V
formation a

n operate, though 
ulations 7/05 and 

12/05, both coming into force in February 2006, ease the compliance costs and difficulties for foreign entities to 
reign and 
ities that a 

 nationals and 
that the participating entities are registered abroad (January 2007 and October 2005 interviews; World Trade Executive 

Tax treatment of VC/PE 
funds & inv

1 There is a 0.6% tax on all financial transactions on current account, one-third of which is credited as an advanced tax 
nt, fondo 
interview; 

rate tax on dividends is charged 

incentives are applicable to software and R&D, but generally tax incentives for VC/PE are weak (EIU Country Finance 

Protection of minority 
shareholde

2 The Capital Market Reform of 2001 provides for mandatory tender offers once 35% of shares are acquired by single 
ca 

 it (October 2005 interview). In debt restructurings taking place under a 2002 law there was a trend downward in 
minority rights over debt restructuring (EIU, Country Finance 2006). Argentina scores above the regional average on 

or 
reholder 

ses, which can be set up by offshore funds to use foreign legal jurisdictions for disputes. 
Restrictions on institutional 
investors in
VC/PE 

1 There are few instruments by which pension funds and insurance companies can undertake investment, and a prohibition 

World Trade Executive Country Briefing, April 2006; November 2005 and January 2007 interviews).   
Protection 
property ri ts 

ing score. Argentina's weak protection of IPR is reflected in its placement on the US Trade 
Representative's "Priority Watch List" since 1996. The USTR's latest report noted particular difficulties in the areas of 
copyrights and trademarks, as well as in the enforcement of rights to intellectual property. 

rights/partner liability 

 has become easier procedurally. The 2002 Ley de Quiebras allows firms to restructure debts through an 
ocedure without the unanimous shareholder approval previously required (and with approval of only 2/3 

of creditors); just a simple board majority suffices.  Terms of restructuring are applied equally to all debtors and all 

06; October 2005 interview). 
Capital markets 
development and feasibility 

2 Average of three EIU Risk Briefing scores. Following the collapse of 2001-02, much of the financial system is still 
recovering. Most firms will remain reliant on self-finance in the outlook period although the capital market revived in 

digit rates in 2005-06, although the stock of credit to the private sector is far below its pre-crisis level at a mere 11% of 

d with 
prises. 

reserve 

Corporate governance 2 Standards exist under 2001 capital markets reforms (charters, information to shareholders, voting rights and minority 
e 

 allow for 

system 
 body overseeing 

judicial appointments, has increased the influence of the government over the judges at the expense of the legal 
profession and the congressional opposition, undermining judicial independence. Investors seeking to defend their 
interests in any dispute with the government should be aware that the judiciary can be susceptible to political pressure, 
and should enlist the services of an experienced local lawyer. 

Perceived corruption 1 EIU Risk Briefing score. One by-product of Argentina's strong presidential system, reinforced by the dominance of the 
Peronist party, is weak Congressional oversight of the executive. There is a long history of political interference with the 

C/PE fund 
nd operation 

1 The Funds Law makes general provisions for funds of various types, in some of which PV/VE funds ca
this is far from ideal or complete. Most funds are currently incorporated abroad. By some accounts, Reg

demonstrate annually (per Regulation 07/03 of 2003) to Argentine authorities that their primary business is fo
that they thus should not be treated as domestic entities. However, it remains difficult to demonstrate to author
fund is in fact a non-Argentine entity and this still entails demonstrating that the shareholders are foreign

Country Briefing 2006).  

estments payment. Under 2004 incentives law, some investments are eligible for incentives. One type of fund instrume
abierto de fin variado, is pass through. Closed funds and specific-purpose open funds are not (October 2005 
EIU Country Finance 2006). Capital gains are subject to normal tax rates; no corpo
unless they exceed net income from previous year (then they are assessed at normal corporate rate); corporate tax 

2006, January 2007 interview). 

r rights purchaser, rights to fair price in de-listings and squeeze-outs, and independent audit committees (OECD, Latin Ameri
Corporate Governance Roundtable 2005). But the law governs only publicly traded firms and firms have de-listed to 
avoid

disclosure requirements and shareholder ability to sue but below on director liability for self-dealing and invest
protection in the World Bank's Doing Business 2006 survey. Shareholder law does allow for negotiation of sha
agreements and arbitration clau

vesting in on investments in unlisted firms and VC/PE funds not rated by registered ratings agencies remains in place (EIU Country 
Finance 2006; 

of intellectual 
gh

2 EIU Risk Brief

Bankruptcy 
procedures/creditors' 

2 Bankruptcy
extra-judicial pr

shareholders are bound by them. The country scores very low in 2005 IDB creditor rights international survey. Since 
2003 (Regulation 7/03), each shareholder must own at least 5% in its Argentine subsidiary (ie, the holding company 
under which it holds equity in local firms) in order to qualify for limited liability. Bankruptcy concerns are not a major 
obstacle to VC/PE investing if provisions are spelled out in advance in shareholder agreements and arbitration clauses 
(EIU, Country Finance 2006; World Trade Executive Country Briefing 20

of exits 2004 and could become a growing source of funds for SMEs over the medium term. Bank lending has grown at double 

GDP. Foreign companies will find it difficult to borrow and will be reliant on overseas sources of credit to finance 
operations. There are, however, prospects for improvement as activity on the local exchanges begins to pick up an
a potential initiative now taking shape to create a special panel on the exchange for small and medium-sized enter

Registration/reserve 
requirements on inward 
investments 

2 Complex registration requirements remain in place.  For incoming financial flows, investors must set aside 30% of 
inflows in an interest-free US dollar account for one year unless they can demonstrate that the flows constitute a capital 
increase in an existing undertaking or are able otherwise to structure investments with great care. No 
requirements exist per se (EIU Country Finance 2006; January 2007 interview). 

requirements rights). But only for traded firms, and enforcement through the  judicial system remains lengthy and cumbersom
(October 2005 interview; EIU, Country Finance 2006, OECD Roundtable). However, the shareholder law does
the negotiation of shareholder agreements and arbitration clauses, which can be set up by offshore funds so as to use 
foreign legal jurisdictions for disputes. (January 2007 interview) 

Strength of the judicial 1 EIU Risk Briefing score. A reform passed in February 2006 to the Consejo de la Magistratura, the
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Supreme Court, and the judiciary has issued contradictory rulings in key areas. The low quality of the bureaucracy, 
which will persist until long-awaited public-sector reform is carried out, will hinder implementation of government 
policies. Increases in investment spending may have been poorly targeted. Political considerations will influence the 
design of social spending programs, reducing their effectiveness. 

accounting/use of 
international standards 

4 Norms are in line with international standards and international auditors are present and reliable (November 2005 and 
y 2007 interviews, IASPLUS international survey). 
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Brazil 
Score 
(4-0) 

3  the Securities Commission (CVM). This created 
shareholding investment funds (FIPs, fundos de investimento em participacões), and there has been rapid expansion of 
fund activity under this framework. Prior to 2003, the few fund undertakings that existed were based on difficult efforts 
to adapt rules existing for stock investment funds (FIAs, fundos de investimentos em acões) (ABVCAP site 2007). Also, 
since 2004 Brazil has another special framework for VC funds under CVM 209, under which more than 20 funds have 
been created. 

ax treatment of VC/PE 
nds & investments 

3 Foreign institutional investment on the equity market is now exempt from income tax and capital gains tax provided it 
does not come from entities registered in tax haven countries. For domestic institutional investment, the rate was reduced 
from 20% to 15% effective January 2005. Brazilian investors pay a 0.38% financial-transactions tax (contribuição 

Criterion 
Laws on VC/PE fund 
formation and operation 

Commentary 
True VC/PE funds were made possible by Instruction 391/03 of 2003 by

T
fu

provisória sobre movimentação financeira—CPMF), though they are exempt when they purchase Brazilian shares or 
invest in Brazilian derivatives or futures markets. Capital gains realized by non-residents individuals on investments 
registered with the central bank are subject to a 15% withholding tax. Dividends paid to residents and non-residents from 
profits accruing after December 31st 1995 are not subject to withholding tax and are not included in the taxable income 
of resident recipients. The effective tax rate on corporate income is 34% (slightly less for smaller companies), 
comprising a corporate income tax base rate of 15%, a 10% surcharge on monthly income exceeding R20,000 and a 
mandatory contribution to the social-security system regularly levied at 9%. Government funding and tax incentives for 
R&D-related activities exist.  Deals must be carefully structured but double taxation can generally be avoided 
(November 2005 and January 2007 interviews; EIU, Country Finance 2006 and Country Commerce 2006)  

Protection of minority 
shareholder rights 

3 Improved protection for minority rights were contained in the 2002 Corporations Law: preferred, non-voting 
shareholders must receive dividends at least equal to common, voting shareholders, and preferred, non-voting shares may 
not exceed 50% of all shares. Under the CVM's corporate governance recommendations, the minority should have the 
right to include agenda items in general shareholders' meetings, and should have at least one representative on audit 
committees. Momentum for adherence to these standards is growing (see Corporate governance). The World Bank's 
Doing Business 2006 rates minority legal ability to challenge board decisions and transactions as moderate but ability to 
request audits and inspections as weak (EIU, Country Finance 2006, Country Commerce 2006; November 2005 and 
January 2007 interviews). 

Restrictions on institutional 
investors investing in 
VC/PE 

3 Insurance companies may invest up to 50% of reserves in variable-income instruments such as shares, which can be a 
restrictive requirement.  Pension funds, whose participation in PE/VC activity is growing, enjoy more latitude; they may 
invest 60% of capital in stocks (EIU, Country Finance 2006; January 2007 interview) 

Protection of intellectual 
property rights 

1 EIU Risk Briefing score. Although there has been stepped up vigor in copyright enforcement actions and IPR protection 
is deemed by IT investors as fairly good, piracy in Internet and optical media products remains high. The process of 
registering patents and other intellectual property remains slow and cumbersome (US Country Commercial Guide 2006; 
January 2007 interview) 

Bankruptcy 
procedures/creditors' 
rights/partner liability 

3 A new bankruptcy law enacted in February 2005 is beginning to show positive results. It is in line with US Chapter 11 in 
giving insolvent firms breathing space to restructure debts; it creates 180-day window to negotiate restructuring deals 
with creditors inside or outside the court system, aims to reduce delays, gives creditors 30 days to respond to 
restructuring plans, and slightly increases creditors' rights. Where bankruptcy is inevitable, the law allows for more rapid 
proceedings, and includes the creditors in the liquidation process. Partner liability beyond capital shares is not a problem, 
except in cases of demonstrable negligence (January 2007 interview; EIU, Country Commerce 2006) 

Capital markets 
development and feasibility 
of exits 

2 Average of three EIU Risk Briefing scores. The availability of investment finance has long been restricted by tight 
monetary policy and high lending rates. Nevertheless, real interest rates now appear to be on a sustainable downward 
trend, and the domestic capital markets are gradually deepening. Even so, most local-currency loans are expensive and 
short-term. There are few restrictions on foreign firms gaining access to the Brazilian markets, but local institutional 
investors are not allowed to invest in foreign corporate bonds. The equity and corporate bond markets have strengthened 
in the past five years and in the long term will offer alternative financing opportunities for local and foreign companies. 
IPOs are expanding rapidly, thanks to capital market and corporate governance reforms and growing market 
capitalization. For now, however, markets remain small and relatively illiquid. 

Registration/reserve 
requirements on inward 
investments 

3 Brazil requires just simple on-line registration of forex transactions for record-keeping purposes only. The central bank 
requires registration of all investments (equity or debt) that foreign investors conduct in Brazil. Investors must register in 
order to secure their right to acquire foreign currency directly from institutions authorized by the central bank. This 
purchase is necessary each time the investor decides, for example, to remit dividends, pay interests or repatriate capital, 
or obtain foreign currency loans from authorized institutions. There are no reserve requirements (EIU, Country 
Commerce 2006). 
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Corporate governance 
requirements 

3 In 2001 the Bovespa stock exchange created three new segments, each with progressively higher governance 
requirements; of the three, the Novo Mercado section requires the tightest standards (a company must issue only voting 
shares, must keep shares equivalent to 25% of own capital, etc). The Securities Commission (CVM), which has been 

and financial independence in recent years, published voluntary, non-binding 
ds in 2002 and firms are requested but not required to report on their non-compliance, which is not 

and November 2005 interviews; EIU,  2006; OECD, Latin American CG Roundtable) 
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ing greater momentum in the next few years, progress on this issue can only be slow and the 

ng/use of 
international standards 

3 
nal norms, are used. International 

accounting companies are present and reliable. Given uneven professionalism and quality of SME accounting, investors 

 

granted greater oversight functions 
governance standar
punishable. Though the CVM has not published results of these reports, the corporate governance reform momentum has 
been growing, and the CVM's successful Bovespa Mais program provides stepping stone technical assistance for firms 
that wish to go public within a few years. Of the 33 IPOs since 2004, 23 were compliant with the strictest requirements 
of the Novo Mercado, and most of the rest with the Level II requirements.  The World Bank's Doing Business 2006 rates 
board disclosure requirements, director liability and the ability of shareholders to file suit as moderate in strength 
(January 2007 Country Commerce

Strength of the judicial 
system 

2 EIU Risk Briefing score. The Brazilian judicial system has traditionally been hugely unwieldy and slow, with courts 
sometimes taking eight years to reach a final decision. A Judicial reform law approved by Congress in 2004, following 
13 years of discussion and obstruction by powerful vested interests, is expected to bring some improvements. The m
important change for investors has been the introduction of the principle of binding precedent. Other changes include t
creation of National Councils to regulate the judiciary and prosecution service, the ending of special holidays for the 
courts, a quarantine period for judges wishing to return to private practice and the federalisation of human rights crimes. 
The changes are only beginning to be tested, and some judges are still resisting some further changes to remove 
privileges and streamline the system. Wherever possible, businesses should avoid using the courts for settling d
entangled in a legal dispute, local legal expertise--not only for interpretation of the law but also for navigation throug
the system--is essential. Alternative dispute settlement mechanisms via private arbitration, including recourse to 
international arbitration where specified in shareholder agreements, are available and function well despite the 
of the courts (January 2007 interview). 

Perceived corruption 1 EIU Risk Briefing score. Allegations of corruption within the judiciary and at high levels in government have 
proliferated in recent years. Although some of these allegations have reflected political rivalries, a number of high-profile 
cases have exposed that personal links between politicians, businesses and the judiciary frequently lead to abuse of 
privilege. There is some evidence that the degree of corruption has been increasing in recent years, particularly in are
where links have been established with the growing drugs industry. The PT government made a commitment to take o
the vested interests of the judicial system and squeeze out corruption in the courts, but confidence in the ability of a PT-
led government to improve transparency has been badly damaged by the corruption scandals that have engulfed the pa
since mid-2005. Even assum
effects of its efforts are unlikely to be dramatic in the short term. 
Companies listed on the Novo Mercado section of Bovespa must use GAAP. Elsewhere, international standards or 
transparent local standards, readily interpreted and moving in the direction of internatio

Quality of local 
accounti

must remain diligent (EIU, Country Commerce 2006; January 2007 and November 2005 interviews) 
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Criterion 
Score 
(4-0) 

Laws on VC/PE fund 
formation and operation 

4 

nance 

tment of VC/PE 
funds & investments 

3 

e 2006). 

Protection of minority 
shareholder rights 

2 
ut 

stitutional 
in 

otection of intellectual 
operty rights 

3 EIU Risk Briefing score. A law approved by Congress on December 1st 2004 to strengthen the protection of registered 
trademarks, patents, utility models and industrial designs against piracy was enacted in March 2005 as Law 19,996. It 
came into operation on December 1st 2005. The legal framework is adequate, though enforcement is sometimes 
deficient. (January 2007 interview; EIU, Country Commerce 2006). 

Bankruptcy 
procedures/creditors' 
rights/partner liability 

3 The bankruptcy law of 2005 facilitates extra-judicial accords with creditors; if 50% of them agree to terms proposed by 
troubled firm, a 90-day suspension of liquidation is granted to allow time to work out full terms. Also firms, especially 
SMEs, may ask courts to call a creditors' meetings and name an expert facilitator to help negotiate a debt restructuring; 
they need 2/3 approval of shareholders to do so. Although improved, and though partner liability is limited by law, the 
system remains less than ideal. For instance, it remains almost impossible in practice for restructuring firms to obtain 
fresh injections of capital given the lack of priority in repayment accorded to such lenders or investors. An IDB study 
from 2005 ranks Chile above average in strength of creditor rights. (January 2007 interview; World Bank, Doing 
Business 2006; EIU, Country Report 2005; Diario Estrategia 2005) 

Capital markets 
development and feasibility 
of exits 

3 Average of three EIU Risk Briefing scores. Growing liquidity and rising stock prices have prompted renewed interest in 
share issues and many new listings, including those of four of the largest retailers in the country. Demand for new issues 
is strong but liquidity remains a constraint, and will tighten further if renewed lackluster stockmarket performance 
prompts a return to the trend of delisting that prevailed in 1998-2002. Potential investors in Chilean stocks should 
consider ADRs, which are more marketable. Companies trying to raise funds through the capital markets should consider 
using the excellent credit terms available in the banking sector. Market capitalization permits IPO exits only for large 
firms, not for SMEs. 

Registration/reserve 
requirements on inward 
investments 

3 A simplified procedure created in 2000 enables foreign portfolio investors to obtain a Chilean tax ID number from their 
locally registered custodial bank or broker. There is no reserve requirements, and the previous one-year minimum stay 
required for most investments has been lifted (EIU, Country Finance 2006). 

Corporate governance 
requirements 

3 The 2000 Ley de OPAS enables formation of audit committees, strengthens management responsibility for ensuring fair 
market prices for transactions, sets limits for stock options and purchase of own shares, and establishes other corporative 
governance norms--all for listed firms. The World Bank's Doing Business scores Chile high on disclosure and board 
review requirements. There have been periodic discussions of a national corporate governance code that would 
encompass non-listed firms as well, but no concrete action. The pending capital markets reform package would 
strengthen the legal standing of shareholder agreements on corporate governance issues, if approved (January 2007 
interview; EIU, Country Finance 2006). 

Strength of the judicial 
system 

3 EIU Risk Briefing score. There is little risk of interference in the judicial process, whether from government or private 
interest groups. Contract rights are generally upheld and recognized. The judicial process is usually efficient. Neither the 
courts nor the government tend to favor domestic companies over foreign ones, and there has been no expropriation of 

Chile 

Commentary 
Chile has the strongest laws in region. There are two types of closed funds, fondos privados, where institutional investors 
cannot participate, and fondos públicos, where they can. The process of opening a fondos público vis-à-vis the 
Superintendency of Banks and Financial Institutions can sometimes be a bit slow and costly. It is possible to set up 
regional funds that use Chile as a "platform." Law 18,815 of 1989 allowed the emergence of the first risk-capital funds 
(fondos de inversión de desarrollo de empresas—FIDEs). In the Law on Public Share Offers and Corporate Gover
(Ley de OPAS), of December 2000, the authorities made it easier for venture-capital firms to raise funds by enabling 
them to issue bonds both locally and abroad, and also eliminated the prohibition on the size of the stakes in firms that 
FIDEs could take. (January 2007 and November 2005 interviews; EIU, Country Finance 2006). 
Corporate tax rates are straightforward and generally low, ranging from 17-35%, depending on the share of profits that 
are re-invested and distributed. Capital gains and losses are taxed as regular corporate income, though exchanges of 
highly traded local securities are exempt. However, a continued major hurdle is that foreign participation in funds is 
subject to both capital gains tax as well as value added tax charged on fund administrator commissions. Dividends from 
local corporations are not taxable for shareholders (including other firms owing shares in them) because they were taxed 
upon distribution, but dividends paid to non-resident individuals and firms are taxable as corporate income. Although the 
state development agency CORFO provides some support for technology-intensive firms and for SMEs more generally, 
incentives are in many ways restricted by sector and size of firm. A capital market reform package pending in the 
congress at end-2006, and with uncertain prospects of passage, would boost the seed-capital and venture-capital industry 
by exempting from income tax the capital gains by “angel investors” and risk-capital funds derived from investments in 

Tax trea

companies with annual sales up to US$6m (January 2007 and November 2005 interviews; EIU, Country Financ

Minority rights for traded firms (sociedades anónimas abiertas) were strengthened under the 2002 Ley de OPAS, 
particularly in mergers and acquisitions; minorities of less than 10% can request outside inspections of transactions b
still have weak rights to mount legal challenges. The previous and current governments have sought to strengthen 
minority rights further, but much remains to be done particularly with respect to non-listed firms, where the issue in 
practice is dealt with through shareholder agreements. A capital markets reform package pending in the congress at end-
2006 would allow companies to issue warrants and tighten protection of minority shareholders (in traded firms) by 
banning voting rights to holders of subscribed but unpaid shares (January 2007 interview; EIU, Country Finance 2006; 
World Bank Doing Business 2006).  

Restrictions on in
investors investing 
VC/PE 

3 There is fairly wide freedom for institutional investors, but non-regulatory factors limit their participation in recent 
practice. A law in 2000 extended the ability of pension funds to invest in VC/PE fund (FIDE) debt; the 2002 reforms 
enabled them to invest up to 2.5% of assets in VC/PE investments. A 2001 law enabled mutual fund management and 
insurance firms to invest in FIDEs.  
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foreign assets. Intellectual and private property rights are guaranteed and protected by law, though enforcement can be 
slow and expensive. Although the judicial system is slow, the law permits the use of private, alternative dispute 
esolution mechanisms (January 2007interview). 

uption score. The government is working to reduce red tape and minimize any remaining investment 
rruption levels will be reduced further with a civil service reform aimed at increasing accountability 

Quality of local 
accounting/use of 
international standards 

3  

r
3 Perceived corr EIU Risk Briefing 

restrictions. Low co
and transparency. Strong institutional traditions mean that public officials are generally held accountable for their 
actions: Chile has a good quality bureaucracy with good implementation capabilities. 
Chilean standards are converging toward international standards, and international accounting firms are present. The
EIU's Risk Briefing ranks integrity of accounting practices as medium-high. In practice, there are often two sets of 
standards, as listed firms use IAFRS while non-traded firms often use multiple or parallel systems of accounting 
standards and investors must review their books with great care before entering deals (October 2005 and January 2007 
interviews; IASPLUS). 
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Colombia 

Score 
(4 ) 

Laws on VC/PE fund 
formation and operation 

3 
he 

d 
on on 

 

providing investors with a secondary market for liquidity. An investor is required to register equity fund rights with the 
National Securities Registry (Registro Nacional de Valores) and with the stock exchange. This allows investors to 
negotiate rights in the secondary market. (January 2007 interview; EIU, Country Finance 2006). 

Tax treatment of VC/PE 
funds & investments 

2 Foreign investment funds are generally exempt from income and related taxes, but there are no special tax exemptions or 
incentives for the new closed funds. Colombian corporations with foreign investment and wholly owned foreign firms 
are taxed at a rate of 38.5% on both local and foreign revenue. A financial transactions (0.4%) tax is in place through 
2008, though electronic transactions, including those on the stockmarket, are exempt. Capital gains are assessed as part 
of normal corporate income on an inflation-adjusted basis, and capital losses may be deducted and carried forward up to 
five years. A 7% tax on the dividends of foreign companies not registered in Colombia or non-resident foreigners is 
deferred as long as they are reinvested in the country, and are forgiven after six years. There is a 35% withholding tax on 
interest paid to foreign individuals or entities, and a 7% remittance tax on net transfer. Deals must be structured carefully 
to avoid double taxation. (November 2005 and January 2007 interviews; EIU, Country Finance 2006)  

Protection of minority 
shareholder rights 

2 No single shareholder may vote more than 25% of the total shares represented at a meeting, except as otherwise provided 
in corporate bylaws. For most decisions, a 51% majority suffices. Bylaw changes require a 75% majority. Discussions 
continue for a voluntary nationwide code of corporate governance. Although board disclosure requirements remain weak 
in the World Bank's estimation, director liability and the ability of minority to bring suits and force audits have been 
strengthened. (November 2005 and January 2007 interviews; World Bank, Doing Business 2006: OECD, Latin 
American CG Roundtable 2005).  

Restrictions on institutional 
investors investing in 
VC/PE 

2 Under Resolution 275 of 2001 and modifications made to it in more recent years, pension funds may invest up to 20% of 
their portfolios in private equity, so legal restrictions have not been a obstacle. Restrictions are greater for insurance 
companies, in terms of the reserve and solvency requirements they must meet. Resolution 470 of 2005 allows 
institutional investors to invest in private equity funds, which are registered in the national securities registry and listed 
on the stockmarket, though it remains untested in practice. (EIU, Country Finance 5/06; January 2007 interview). 

Protection of intellectual 
property rights 

2 EIU Risk Briefing score. Protection of intellectual property rights is enshrined in the legal code, but enforcement is 
patchy and infringements are common. This is particularly the case with unauthorized use of trademarks, but all forms of 
infringement of intellectual property rights are widespread. The Uribe government is tightening enforcement, particularly 
following the agreement of an FTA with the US, but businesses should be alert to infringements and seek to pursue 
violations using the available enforcement procedures. Contracting local specialized legal services is highly 
recommended, not only where rights have been infringed but also before vulnerable product lines are launched in the 
local market. 

Bankruptcy 
procedures/creditors' 
rights/partner liability 

2 Bankruptcy laws have been seen as adequate but enforceability as problematic. A new bankruptcy law was created at the 
very end of 2006, in order to shore up existing restructuring mechanisms that seek to make liquidation a last resort. The 
new law says nothing specific about minority liability, and its impact remains unclear. Creditor rights were rated very 
weak by an IDB international study in 2005.  

Capital markets 
development and feasibility 
of exits 

1 Average of three EIU Risk Briefing scores. The financial sector is still affected by distortions such as compulsory 
lending to favored sectors, special deposits, surcharges and a tax on financial transactions. The rate on the financial 
transactions tax has been increased from 0.3% to 0.4% for the period 2004-07. Following the crisis of 1998-99 regulatory 
changes have been made and supervision has improved. Banks have returned to profitability and are fully provisioned 
against bad loans, but their heavy holdings of government debt are a concern. The stockmarket boomed in 2003-05 and is 
vulnerable to a fall. Firms fear enhanced tax scrutiny that a listing brings; while demand from local private pension funds 
is restricted. The local-currency bond market is dominated by public-sector debt, leaving little room for corporate issues.

Registration/reserve 
requirements on inward 
investments 

3 As of December 14th 2004 all foreign portfolio investments must stay in Colombia for at least one year (Decree 4210), 
excluding investments in depositary receipts (DR) programs. The local administrators of foreign-investment funds (and 
now fondos de capital privado) are required to register flows by filing fund-transfer forms with the central bank. They 
are also responsible for submitting registration forms to the capital-markets regulator, the Superintendency of Finance. 
The Superintendency carries out spot checks on the local administrators. Documents no longer need to be translated or 
authorized by a Colombian consulate, and applications must be approved or rejected within ten days. There are no 
reserve requirements. (EIU, Country Finance 2006; January 2007 interview). 

Criterion -0 Commentary 
Resolution 470 of June 2005 entered into effect in 2006, allowing for the establishment of closed funds (fondos de 
capital privado) that invest in unlisted companies or in mixed portfolios. One fund was established in 2006 under t
framework, administered by the Superintendency of Finance, another was close to becoming registered at end-2006 an
another five were seeking registration. An area being considered for reform of Resolution 470 is the current restricti
fund administrators operating both foreign investment funds and closed funds (local funds need to have a broker or
fiduciary under Resolution 470). Closed funds' inability to invest abroad, and thus to create regional funds, remains 
problematic under the legislation. Resolution 470 also set up a framework to attract private equity to projects, by 
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Corporate governa
requirements 

nce 2 A 2004 IDB survey of 43 Colombian non-financial companies (published in 2005) showed "slow and poor" 
implementation of good governance. But Law 964 of 2005 required listed companies to have 25% independent directors 

 mid-2006; implementing regulations subsequently required firms to have at least one independent director by that 
 2007. There are unspecified sanctions applicable by the Superintendency of 

not meet that timetable. By October 2006, the Superintendency reported that only 5% of listed firms 
26% 

n on 
5) 

Strength of the judicial 
system 

1 

expensive as a result. 

Perceived corruption 1 

ing 

international standards 

 

by
date, and to reach the 20% threshold by
Finance if firms do 
lacked independent directors (down from 29% in its own survey four months earlier), while 45% of companies had 
or more of independents, 12% had a quarter, and 4% had 15-24% independents (34% of firms were non-reporting). 
Although there are no norms for unlisted firms, discussions continue on a voluntary national corporate code of conduct, 
and a first draft is expected in early 2007. Universal standards (on tender offers, related party transactions, audit 
committees, etc) would be contemplated by such a code. Law 795 of January 2001 limits financial sector participatio
corporate boards. (November 2005 and January 2007 interviews; OECD Roundtable 2005; Diario La Republica 200
EIU Risk Briefing score. Although the Supreme Court and attorney general's office are held in high regard, the same is 
not true for the lower levels of the judiciary. Delays in the legal process and perversions of justice are commonplace. 
This is partly because judges are frequently subject to intimidation and partly because a heavy workload has 
overstretched the legal system's resources. Satisfactory resolution of legal disputes is lengthy and 
Public arbitration systems short of ordinary courts exist as an alternative mechanism, but there is no relevant experience 
with international arbitration in private equity investments. 
EIU Risk Briefing score. Business groups and criminal organizations seek to gain influence in politics and the judicial 
process in Colombia through the use of bribery, while lack of accountability makes it possible for public officials to 
demand favors or divert public funds for private gain. This is more prevalent away from the main cities and in the 
provinces. Although Mr Uribe’s determination to streamline ministries and adopt a pragmatic approach to policymak
should help reduce red tape and hence the scope for corruption, firms should insist at all times that negotiations with 
government officials are held in an open and formal manner. They should press for similar standards in the official 
dealings of their competitors. 

Quality of local 
accounting/use of 

2 International accounting firms are present, but this remains a problem area. Efforts to transition to international standards 
have been met with continued delays and roadblocks. Inflation-adjusted accounting for tax purposes persists. EIU Risk 
Briefing scores Colombia low on integrity of accounting practices. 
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Laws on VC/PE fund 
formation and operation 

3 

Tax treatment of VC/PE 
funds & investments 
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Restrictions on institutional 

VC/PE 

2 provisions for locally established funds. Complementary 
a 

Protection of intellectual 2 tical 

ould improve further as a result of DR-CAFTA, 
which has yet to be ratified by Costa Rica.  

ankruptcy 
procedures/creditors' 
rights/partner liability 

2 Costa Rica enforces market value pricing for all transactions, with equal sharing of all gains and losses. Bankruptcy laws 
are clear and transparent, though enforceability is uneven. There were moderate creditor rights in an IDB international 
study in 2005. Equity investors generally are not liable beyond the amount invested, but managers and board members 
are. (October 2005 and January 2007 interviews; EIU, Country Commerce 2006). 

Capital markets 
development and feasibility 
of exits 

3 Average of three EIU Risk Briefing scores. The main stock exchange, the Bolsa Nacional de Valores (BNV), was 
established in 1976, with 31 brokerage houses. In the twelve months ending in December 2004, the shares of only 22 
companies were actively traded on the BNV, up from 20 in 2003. A second stock exchange, the Bolsa Electrónica de 
Valores de Costa Rica, has 18 registered brokerage houses. The two markets are broadly similar and offer trading in the 
same paper and shares. Most transactions are in Treasury bonds and monetary stabilization bonds issued by the Banco 
Central de Costa Rica. Local equity markets are thin, and IPO exits difficult (January 2007 interview; EIU, Country 
Commerce 2006) 

Registration/reserve 
requirements on inward 
investments 

2 All foreign-exchange transactions take place through the central bank (Banco Central de Costa Rica—BCCR), the 
national banking system and private banks. Export and other sources of foreign income are recorded by the BCCR, but 
there are no requirements on where proceeds are deposited. There are no limits on access to foreign exchange for trade 
purposes, including surcharges and prior-deposit requirements. There is simple registration of entities but not for each 
investment (EIU, Country Commerce 2006; January 2007 interview).  

Corporate governance 
requirements 

2 Costa Rica has weak disclosure and board review requirements (World Bank, Doing Business 2006; October 2005 
interview). Shareholders agreements and arbitration clauses are often deemed necessary (January 2007 interview). 

Strength of the judicial 
system 

2 EIU Risk Briefing score. Although the judiciary is sometimes slow and complicated, it is generally considered honest 
and independent. Contracts are generally upheld and investments are secure. There are serious enforcement problems in 
Costa Rica attributable to the inefficiency of judicial proceedings and to the lack of official investigators, public 
prosecutors and judges—especially those who special in enforcement of intellectual property law. 

Perceived corruption 4 EIU Risk Briefing score. Corruption is moderate, but has become more visible following the recent brief imprisonment 
of two former presidents on corruption-related charges. Insufficient resources for enforcement will mean corruption will 
continue to be a problem. 

Quality of local 
accounting/use of 
international standards 

3 International norms are used and international firms are present and competent (January 2007 interview). 

 

Costa Rica 

Commentary 
This score was adjusted downward from 2005. There are no specific regulations allowing for funds to form and operate. 
Hence there are only offshore funds (January 2007 interview). 
Costa Rica has a simple tax system with low rates (10-30%) and incentives for foreign investment. It levies a 5% capital 
gains tax on the sale of investment-fund assets by investors. There is a 15% withholding tax on dividends (5% for
stockmarket transactions involving listed firms); however, no withholding is assessed if dividends are paid to another 
Costa Rican company or if the home country of the firm does not allow credits for taxes paid to Costa Rica. Costa Rican
withholding taxes are levied on post-tax business profits. (EIU, Country Commerce 2006, January 2007 interview). 
This score was revised downward from 2005. Costa Rica has weak shareholder rights to take legal action against a 
corporate board, but minorities can convene extraordinary meetings. Issues must be dealt with in shareholders
agreements, and--given slowness of judicial system--through arbitration clauses. The concept of minority rights is 
generally poorly understood. (January 2007 interview; EIU, Country Commerce 2006; World Bank, Doing Business). 

This is somewhat of a moot issue because there are no legal 

Protectio

investors investing in pension fund administrators (operadoras de pension complementarias—OPCs) cannot invest more than 5% of assets in 
single company; in practice, their purchases are still restricted to commercial paper bought through the stockmarket. 
Insurance underwriting remains a state monopoly under the National Insurance Service (INS), although it is changing 
with implementation of CAFTA and efforts continue to increase the efficiency of INS investments. (November 2005 and 
January 2007 interviews; EIU, Country Commerce 2006) 
EIU Risk Briefing score. Problems can arise from inadequate enforcement of intellectual property rights. Pharmaceu

property rights and software companies are most likely to be affected by this. However, the operating environment in these sectors is 
improving. In 2004 Costa Rica was upgraded from being on the US Trade Representative's "Priority Watch List" to 
move to the "Watch List" where it has since remained. The list, compiled annually, highlights shortfalls in countries' 
frameworks for intellectual property protection. Patent protection sh
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Criterion 
Score 
(4-0) Commentary 

Laws on VC/PE fund 
formation and operation 

0 There are no laws to permit the local establishment of funds; all funds operate from offshore (January 2007 interview). 

Tax treatment of VC/PE 
funds & investments 

2 Pass through of taxes is not automatic, but must be structured carefully through shareholder agreements and arbitration 
clauses (January 2007 interview). 
Dominican companies are marked by weak board information disclosure requirements, weak director liability for 
decisions, and only moderate ability of shareholders to sue and demand inspections (World Bank, Doing Business 2006; 
January 2007 interview). 

Restrictions on instituti
investors investing 

1 Pensions funds can only invest in BBB-rated (investment grade) and better securities. Under the Dominican Insuran
Law companies are restricted from most equity investing, but under the terms of the DR-Central American Free
Agreement up to 100% foreign-owned insurance firms are permitted, and they will not be governed by such restrict
(United States Trade Representative 2006). 

property rights Industrial Property introduced in 2000 conforms to the Trade Related Aspects of Intellectual Property (TRIPS), and it 
strengthened regulation on patents and copyrights. A decree of 2003 introduced further regulations in this area, although 
they were not as strong as expected. The Dominican Republic has also signed the WIP Copyright Treaty and will soo
ratify the WIPO Performance and Phonograms Treaty as well. Further advances should be expected in the next few yea
as a result of DR-CAFTA’s entry into force. DR-CAFTA extends the years of protection for patents and trademarks and 
will force the Dominican Republic to spend more on enfor
and institutional constraints, as the country lacks the technical expertise to further enforce some of the new laws. 
Moreover, commitment to protection of copyrights in the television system is likely to remain weak, despite pressures f
change from the US. 
Compared to the regional average for Latin America and the Caribbean, resolving bankruptcies is a slow and costly 
process, and the recovery rate is low for claimants. Information on partner liability was not available. (World Bank, 
Doing Business 2006). 

Capital markets 
development and feasib

Average of three EIU Risk Briefing scores. The availability of finance from the domestic banking system is limited and 
foreign companies (as well as large domestic companies) tend to rely more on external financing through correspondent
banks. The market for investment financing is shallow and expensive, and compani
period tend to seek dollar financing. Despite improvements in regulation and supervision since 2005, concerns prev
over corporate governance and asset quality at private banks. The country's very small stockmarket is unlikely to grow
significantly until the very long-term, hence domestic equity financing will remain out of the question for most firms. 
There are no reserve requirements or exchange controls, but registration can be complex. The former exchange 
commission of 13% charged by the Central Bank was eliminated in early 2006, and the import tariff equivalent to the 
same amount that replaced it was also phased out with the implementation of the DR-Central America Free Trade 
Agreement (EIU, V

Corporate governance
requirements 
Strength of th

2 The Dominican Republic requires the use of international financial reporting standards (IASPLUS, 2006). But polic
and sanctions remain weak (January 2007 interview). 
EIU Risk Briefing score. The slow and ineffectual judicial process and weaknesses in the regulatory framework are the 
main contributors to operating risk in the Dominican Republic. The risk that a contract will not be enforced is moderate
The judiciary is weak and prone to corruption, though the Supreme Cou

Perceived corruption 0 EIU Risk Briefing score. The political and judicial systems have been relatively ineffective in the fight against 
corruption. Both the Mejía (2000-04) and Fernández administrations (2004-) accused previous administration offici
corruption and investigated some cases, but there have been very few prosecutions. In 2005 the Fernández administrati
created the National Commission for Ethics and against Corruption, which has produced a plan to reduce corruption. The 
Commission’s deliberations could result in additional anti-corruption measures. In particular, new legislation to re
government procurement and require public bids for all sizeable government contracts has been app
transparency and reducing corrupt practices. But the process of implementation of new laws is likely to be slow and anti
corruption efforts will suffer numerous delays. 
The Institute of Certified P

accounting/use o
international standa

present and competent (January 2007 interview). 
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Ecuador 

Criterion Commentary 
Laws on VC/PE fund 
formation and operation 

2 There are two type of relevant vehicles for fund administrators under 1998 legal reforms, the most attractive being the 
group investment fund (fondo colectivo de inversión). This type of fund can invest in productive firms, and can itself sell 

re also investment trusts (fideicomisos de inversión), which can be a cumbersome 

C/PE 3 

al 

loped 

Restrictions on institutional 
investors investing in 
VC/PE 

2 

Protection of intellectual 
property rights 

1 

. Copyrights also need not be registered. International business groups continue to protest what 
ome 
 The 

estimates that the piracy rate for software alone was 70% and caused US$13m in losses in Ecuador in 2004. Police forces 

cy 
procedures/creditors' 
rights/partner liability 

3 

ity 93 

o 
ial paper, bank obligations and government debt. Equity trading 

serve 

nts 

3 le and takes place with the central bank. There are no exchange 

requirements 
e in the 

Strength of the judicial 
system 

0 

rbitration panel). 
tion 

fectiveness of state bodies. The judiciary is highly politicized and the 
fragmented legislature is unlikely to tackle this problem effectively. Access to legal protection and law enforcement is 
flawed and effective protection of rights is waning. Against this backdrop, there is a risk that higher domestic liquidity–
partly as a result of windfall oil profits–could further encourage corruption. There is a framework in place to earmark 
revenue from oil sales to specific funds, but these are often loosely-defined. Weak institutional oversight is likely to 
exacerbate this problem, undermining the rule of law and serving as a disincentive to private investment. 

Quality of local 
accounting/use of 
international standards 

4 International standards are in use in Ecuador's dollarized economy, and this helps spur investment (December 2006 
interview). 

 

shares. The possibilities of these legal vehicles have not yet been fully explored because of other factors inhibiting 
venture and equity capital. There a
instrument. 

There is tax exemption for funds and trusts and capital gains relating to share transfers as long as the fund has paid Tax treatment of V
funds & investments corporate income tax due. Dividends are not taxed when distributed, since they are paid out of already taxed corporate 

income. Dividends paid by one resident company to another generate no additional taxes. However, there is a .1% annu
tax on corporate assets payable to the Superintendency of Companies, and tax laws are sometimes confusing and 
shifting. (December 2006 interview, EIU Country Commerce 2006) 

Protection of minority 
shareholder rights 

1 Minority rights are covered in the corporate governance norms that the Andean Development Corporation has deve
and for which it is providing Ecuadorian firms training and technical assistance along with other international agencies 
over a four-year period. But this is a voluntary undertaking for firms. The Fondo País Ecuador finds the need to be strict 
by requiring changes in firm statutes when investing (December 2006 interview). 
There is only one pension fund, which is state-owned and for public employees. It can make equity investments with 
only minimal restrictions, as can insurers. Bigger obstacles are internal decision-making structures and the lack of 
attractive investment opportunities (December 2006 interview). 
EIU Risk Briefing score. Trademarks, copyrights and patents are fairly well protected in law but not in practice. The law 
also protects industrial designs and undisclosed information (información no divulgada), including trade secrets, which 
need not be registered
they call a poorly drafted provision in the Education Law of 1999, which is meant to grant free software licenses to s
educational institutions through Article 78. Piracy is the most important challenge to protecting intellectual property.
Business Software Alliance, an international industry group that promotes the protection of intellectual property, 

continue to take some public action, such as steamrolling or destroying confiscated copies of pirated CDs, DVDs and 
other software. Nevertheless, this has done little to affect the massive quantity of pirated merchandise widely available. 
The IDB gave Ecuador the highest score for strength of creditor rights in its 2005 study. Partner liability is not a problem 
for investment (December 2006 interview). 

Bankrupt

Capital markets 
development and feasibil
of exits 

1 Average of three EIU Risk Briefing scores. The Bolsa de Valores de Guayaquil (BVG) and the Bolsa de Valores de 
Quito (BVQ) are Ecuador’s two stock exchanges. The capital markets remain small and underdeveloped despite the 19
capital markets law, which set up a modern regulatory structure and opened stockmarket trading to banks and other 
firms. Most large industrial groups are privately held, and financed through debt. The bulk of the activity on the tw
stock exchanges involves trading in short-term commerc
is limited to shares in a handful of banks and companies. 
There are no reserve requirements. Registration is simpRegistration/re

requirements on inward 
investme

controls. (EIU, Country Commerce 2006; December 2006 interview) 

Corporate governance 1 There is movement toward international best practice with the voluntary Andean Development Corporation cod
process of implementation. But mandatory legal norms remain lacking. (December 2006 interview). 
EIU Risk Briefing score. The legal system is severely under-funded, inefficient and corrupt at every level. The higher 
courts are politicized and sometimes biased against foreign investors. Even when foreign investors have won 
compensation in the courts, payment has often not been enforced. Investors have resorted to international tribunals 
instead, but cases often drag out for years. Where national law does not disallow it, businesses may consider 
circumventing national law by making contracts that specify both what law should govern any dispute and in which 
forum any dispute should be heard (such as an a

Perceived corrup 0 EIU Risk Briefing score. Corruption remains widespread in many institutions. Political appointments–often to placate 
coalition parties–are prevalent, undermining the ef

Score 
(4-0) 
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Bankruptcy 
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 feasibility 
2 Average of three EIU Risk Briefing scores. Aside from the banking sector, there are few other financial institutions in El 
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requirements on inward 
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sactions involving the purchase of forex must be reported to 

vernance 
requirements 

1 There are only minimal requirements in place such as holding annual meetings, publishing financial reports annually, 
allowing minority shareholders to call a meeting, and registering companies in the commercial registry (EIU, Country 
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Criterion 
Score 
(4-0) Commentary 

Laws on VC/PE fund 
formation and operation 

0 This score was adjusted downward from 2005. There are no specific regulations allowing for funds to form and operate
Hence there are only offshore funds (January 2007 interview). 
This score was revised upward from 2005. El Salvador has a reduced tax regime for capital gains, no taxation of 
dividends if the remitting firm has met tax obligations (EIU, Country Commerce 2006). Pass through is not automatic
but must be s

Protection of minority 
shareholder rights 

2 This score was revised upward from 2005. Minority shareholders can convene a board meeting but have few other r
such as participation on audit committees or access to information. No legal requirements exist on the percentage of 
shares that constitute effective control, so applicable rules must be written into each company's statutes or bylaws. 
Minority rights must be dealt with in shareholders' agreements, and—given the slowness of the judicial system—t
arbitration clauses. (EIU, Country Commerce 2006; World Bank, Doi

Restrictions on instituti
investors investing 

1 This score was revised downward from 2005. Somewhat of a moot issue because there are no provisions for locally 
established funds. There are no formal restrictions on insurers, but is in practice limited by size of the insurance market, 
which remains small and largely centres on property and casualty coverage (EIU, County Commerce 2006). December 
2005 changes to pension fund laws increased from 10% to 30% the share of their capital they may invest in foreign 
shares listed on the Salvadoran stockmarket (Diario El Mundo). There are only two pension fund managers. 
EIU Risk Briefing score. In December 2005 the Salvadoran legislature approved a total of 66 changes to the 1993 IProtection of intellectu

property rights at the behest of the United States and as part of the requirements for the Dominican Republic–Central American Free-
Trade Agreement. Among the changes is the recognition of piracy as a crime; hence, it is punishable by the law. In May 
2006 the finance minister, Yolanda de Gavidia, met with representatives of producers and vendors of illegal CDs and 
DVDs to inform them that from now on piracy will be prosecuted. Software piracy continues to plague El Salvador. In
the absence of government enforcement of software-protection laws, the Business Software Alliance, a private industry 
group, began filing civil suits in 1999. That appeared to have some effect, especially among large high-profile 
companies. 
The Commercial Code, Code of Mercantile Processes and Banking Law contain sections on bankruptcy, but there is no 
separate bankruptcy law or court (US Country Commercial Guide 2006). There is no partner liability in legal actions 
against the firm beyond its capital share (though managers and board members are liable), except in cases of fraud (Word 
Bank, Doing Business 2006; November 2005 and January 2007 interviews). Creditors have fairly strong de facto and de 
jure rights (IDB 2005). 

Capital markets 
development and
of exits 

Salvador. Although the country's savings-and-loan associations and finance companies have upgraded to full-fledged
banks, most foreign firms still bring in long-term finance from outside (EIU, Country Commerce 2006; January 2007 
interview). 
The Central Reserve Bank (the central bank) oversees persons and institutions that carry out foreign-exchange 
transactions, which remain unrestricted. The origin and destination of any transaction exceeding US$10,000 must be 
reported to central bank officials. The destination of all tran
the Ministry of Finance for tax purposes. There are no reserve requirements and no exchange controls (EIU, Country 
Commerce 2006; January 2007 interview). 

Corporate go

Commerce 2006). There are weak rules on corporate disclosure, director liability, and the ability of shareholders to sue 
(World Bank, Doing Business 2006). Shareholders' agreements and arbitration clauses are often deem
(January 2007 interview). 
EIU Risk Briefing score. The courts are inefficient and subject to political manipulation; years of official interferenc
have left a culture of corruption. Some legal reforms have been introduced: high-court judges are no longer selected
purely partisan purposes, and some tainted and/or unqualified judges have been removed. Even so, the judiciary labor
under a cloud. Resolving business disputes through the court system can be costly and unproductive, and rulings are 

Strength

sometimes not enforced. Where possible, arbitration clauses, specifying a foreign venue, should be inserted in contracts
EIU Risk Briefing score. The government has made a concerted effort in recent years to fight corruption; bribery is a 
criminal act, and violators are subject to fines and jail terms. Despite this, pay-offs in the political and judicial systems 
are not uncommon, and institutions are weighed down by a general perception of corruption and incompetence. This 
spills over into the commercial and business arena, where companies are sometimes expected to pay bribes to transact 
routine government business. 
International norms are used in El Salvador's fully dollarized economy (Conferencia Interamericana de Contabilidad)

Perceived corruption 0 

accounting/use o
international standa

International accounting firms are present and competent (January 2007 interview). 
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Mexico 

Criterion 
Score 
(4-0) Commentary 

Laws on VC/PE fund 
formation and operation 

3 This score enjoyed an upward adjustment from 2005: All funds have been offshore until very recently; NAFTA rules 
permit establishment in Canada. December 2005 changes, which went into effect in the second quarter of 2006, created 

wed 
 

. But high management fees charged by 
the banks and brokerage houses that administer the trust remain a problem, and still limit the minimum viable size of 
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category 
 by the LMV, the Sociedad Anónima Promotora de Inversión (SAPI), a company that registers as a SAPI 

board or auditors on fiduciary issues, restrictions on non-common share issuance, prohibition on 

. 
Restrictions on institutional 2 hich took effect in January 2005, allow pension funds to invest up to 15% of their assets in stock-related 
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Protection of intellectual 2 place comprehensive legal protection of intellectual property rights. Penalties 
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 fact, been declining despite the tougher standards. The Business Software Alliance, a private 

Bankruptcy 
procedures/creditors' 
rights/partner liability 

1  

o 

05 and January 2007 interviews). Mexico was given the lowest possible ranking on 

lity 
of exits 

2 exican Stock Exchange) is 
Latin America’s second-largest exchange after Brazil’s, and has recorded an impressive performance in recent years. The 
BMV index has risen by an annual average 45% in US dollar terms in the past three years, and closed 2006 at 26,448. 
Market capitalisation rose by an average of 42% per year in the same period, to US$347bn. Growth is mostly attributable 
to better earnings, the country’s elevation to investment-grade status in 2001 (which has helped to expand the investor 
base), greater international liquidity and, as in other emerging markets, a growing thirst for non-US-dollar markets. 
However, despite strong growth, the stock exchange remains fairly small relative to the size of the economy. At 42% of 
GDP in 2006, market capitalisation is slightly above Brazil (35% of GDP), but well below Chile (over 100% of GDP) 
and developed-economy markets. There are 132 listed companies, but just four stocks dominate the Indice de Precios y 
Cotizaciones (IPC, the general equities index), accounting for almost 50% of the index. These are America Telecom, the 

an improved trust (fideicomiso de inversión de capital privado—FICAP) vehicle for venture capital funds and allo
SMEs for first time to accept investments from them. At least two mid-sized regional FICAPs were set up in 2006, and a
few others were in the works, suggesting a positive impact of the new framework

FICAPs at present. (January 2007 interview; El Economista). 
This score was adjusted upward from 2005. The 2005 reforms to the income tax law, which came into effect in the 2n
quarter of 2006, eliminated double taxation for the new FICAP equity capital trusts; a May 2005 regulation did the 
for offshore funds. Investments in PE/VC funds still are not eligible for the same type of tax incentives and exemption 
that investments in listed firms are. Dividends paid to a company's own (non-resident or resident) shareholders are 

Tax treatment of V

taxable if paid out of net after-tax profits. Corporate tax dropped to 29% on January 1st 2006, down from 30% in 200
The rate will move to 28% in 2007 and remain there. Previously, the corporate income tax rate had totalled nearly 40%, 
with a 5% withholding tax on dividends and 35% on profits. Firms making investments or incurring expenses in 
technological R&D are eligible for a 30% tax credit (and those engaged exclusively in agriculture, livestock-raising, 
forestry and fishing enjoy a 50% reduction), though many restrictions apply. (EIU, Country Commerce 2006; 
2005 and January 2007 interviews). 
This score enjoyed an upward adjustment from 2005. Under a corporation (sociedad anónima), a minority that holds 
25% or more of shares (10% if company shares are traded on Mexico’s stock exchange) has the right to appoint one 
director; a 25% minority can appoint additional examiners at shareholders' meetings. The Securities Markets Law (Ley
de Mercado de Valores—LMV) of 2005, effective 2006, increases guarantees for minority shareholders. Companies 
must provide full access to information, introduce independent board members, comply with requirements for general 
offers, and limit the amount of voting and non-voting restricted stock. Under a newly created special corporate 
provided for

Protection of mi

can avoid some of requirements of the conventional corporation, at least for three years, in return for adopting the “Best 
Practices of Corporate Governance” code and conceding more power to minority shareholders (to call extraordinary 
meetings, have access to information, etc). This follows earlier legal improvements in minority rights for publicly traded 
firms (Securities Commission regulations of tender offers to prevent exclusion of minorities, right of 15% of voting or 
non-voting shares to sue 
"stapled shares," ability of minority to appoint directors). Lingering concerns for all these reforms continue to be 
enforceability and prevalence of family and other ties that dilute minority shareholder voice. (EIU, Country Finance 
2007; OECD, Latin American Corporate Governance Roundtable 2005; January 2007 and November 2005 interviews)
New rules, w

investors investing in 
VC/PE 

instruments outside of Mexico, yet they remain unable to invest in domestic equities. Insurers are not permitted 
assets in venture capital to cover solvency margins and face tight restrictions on the share of their investments allocate
to such risk, so their presence in equity investing remains small. (EIU, Country Finance 2007; January 2007 and 
November 2005 interviews; World Trade Executive, August 2006). 
EIU Risk Briefing score. Mexico has put in 

property rights for contravention of these laws have been tightened during the past five years, most recently in May 2004 when Congr
implemented a reform to the Federal Law Against Organized Crime (Ley Federal Contra el Crimen Organizado), whic
categorizes copyright infringement as a punishable crime. However, enforcement of these rules is weak and inconsistent
The courts often fail to take cases of intellectual property rights abuse seriously, as evidenced by the low number of 
convictions. These have, in
industry group, released a report in 2006 that found that Mexico had a software piracy rate of 65% in 2005, only 
marginally below the Latin American average of 68% and an increase from 55% a few years earlier. 
Bankruptcy reforms of 2000 established clearer criteria, shorter time limits, greater ability to use and take collateral, and
greater judicial power for restructuring or liquidating firms through a special institution to oversee bankruptcy 
proceedings, directed by private specialists in the field. The legislation eliminated the need to establish a creditor board, 
which in the past was seen as an impediment to proceedings. Yet problems remain—legal delays/weak enforcement, 
backlog of payments, and creditors often obliged to accept devalued payments in order not to send debtor companies int
bankruptcy. Partner liability a legal gray area, and varies (from greatest to least) from sociedad anónima (SA), to 
sociedad anónima de capital variado (SA de CV), to sociedad de responsabilidad limitada (SRL). (EIU, Country 
Commerce 2006; November 20
"credit rights" and "effective creditor rights" in the 2005 IDB study. 
Average of three EIU Risk Briefing scores. The Bolsa Mexicana de Valores (BMV, the MCapital markets 

development and feasibi
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holding company for Latin America’s largest mobile company, América Movíl; Telmex, Mexico’s largest telephone 
company; Grupo Bimbo, Mexico and Latin America’s biggest baker; and Wal-Mart de México (Walmex), a subsidiary 

serve 
 

 money laundering regulations) is easy and straightforward, and there are no reserve requirements 

Corporate governance 
requirements 

3 e 

of the US retail giant. 

3 Registration/re
requirements on inward
investments 

Registration (under
(EIU, Country Finance 2006; November 2005 and January 2007 interviews). 

This score was adjusted upward from 2005. The Securities Markets Law (Ley del Mercado de Valores) of 2005, effectiv
2006, increases guarantees for minority shareholders. Companies must provide full access to information, introduce 
independent board members, comply with requirements for general offers, and limit the amount of voting and non-voting 
restricted stock. Under a newly created special corporate category provided for by the LMV, the sociedad anónima 
promotora de inversión (SAPI), a company that registers as a SAPI can avoid some of the requirements of the 
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Perceived corruption 1  
 

 

Quality of local 
accounting/use of 
international standards 

3 
6; 

conventional corporation, at least for three years, in return for adopting the “Best Practices of Corporate Governance” 
code and conceding more power to minority shareholders. This follows on legal improvements in recent years for 
publicly traded firms (25% independent directors, ability of majority of independent directors to form audit committee, 
some violations now criminal offences, and strengthened minority rights). Lingering concerns remain weak oversight an
reporting requirements (firms must report annually on non-compliance but no clear penalties) and prevalence of tight 
family and personal networks in running business. (November 2005 and January 2007 interviews; EIU, Country Finance
2006; OECD, Latin American Corporate Governance Roundtable 2005). 
EIU Risk Briefing score. Although the Fox administration made judicial reform a priority there was little progress. Th
process remains slow and bureaucratic, and sometimes corrupt. The judiciary in Mexico is independent to the point that it 
can uphold many government decisio
judges. Contractual agreements are generally upheld in Mexico. However, the slow and cumbersome legal system mea
that securing a judgement that enforces a contract can be a prohibitively lengthy process, as well as expensive in term
litigation and opportunity costs. This is especially so for small or recently formed companies. Also, a January 2007 
interview underlines that conflicts between investors and invested companies rarely reach courts or even arbitration. 
EIU Risk Briefing score. Excessive regulation, often masking official corruption, is widespread. A number of measures
have simplified procedures facing foreign businesses in the past decade. The Fox administration pledged to slash red tape
connected with business operations and in early 2002 the authorities introduced a fast-track system allowing for a “low
public impact” business (mostly commercial and professional services, but also some manufacturing activities) to be 
registered in one business day and a three-month grace period for operation while handling remaining federal 
requirements. However according to the World Bank’s latest estimates, in Mexico it still takes on average 58 days to 
complete the paperwork necessary to open a business (compared to 27 days in Chile and 5 in the US). 
Converging toward international standards but still some use of inflation accounting and standards are different for 
publicly traded and non-traded firms. International auditors are present and competent. (EIU, Country Finance 200
IASPLUS 2005; November 2005 and January 2007 interviews). 
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2 Average of three EIU Risk Briefing scores. The authorities will continue to modernize stockmarket regulations to make 
the Bolsa de Valores de Lima (the Lima stock exchange) more transparent and to increase minority shareholders’ rights. 
Though the BVL was one of the world’s best-performing stockmarkets in 2006, it is still relatively small compared with 
others in the region, with trading volumes and market capitalization just a fraction of exchanges in Brazil and Mexico. At 
the end of 2006 market capitalization of the BVL was around US$60bn, compared with US$723bn for the Brazilian 
exchange. The authorities are expected to launch tax incentive schemes to encourage equity finance to become a source 
of capital for a wider range of companies than the present limited group of blue-chip companies and to form partnerships 
with other stockmarkets in the region to share best practice. Liquidity on the BVL has been increasing rapidly since 
2005, and stock prices have risen dramatically, by 60.8% in 2004, 29.4% in 2005 and by 168.3% in 2006. The majority 
of growth in 2006 took place in mining company stocks listed on the BVL, having gained 263% during the year. 

Registration/reserve 
requirements on inward 
investments 

3 Peru has simple registration, foreigners can participate directly in the stockmarket and there are no reserve requirements. 
But from March 2004 there is a tax on all financial transactions, which has stood at 0.08% since January 1st 2005 but it 
scheduled to expire at end-2006. (EIU, Country Commerce 2006)  

Corporate governance 
requirements 

2 Peru has relatively strong financial disclosure requirements and allows shareholders to take legal action for publicly 
traded companies. Sociedades anónimas abiertas must disclose non-confidential information at the request of 
shareholders representing at least 3% of capital. Board composition and decision-making are only partially regulated, and 
must be dealt with typically in shareholder agreements. The Securities Commission set up a voluntary code in 2002, and 
in 2005 for the first time companies had required compliance reporting. (EIU, Country Commerce 2006; World Bank, 
Doing Business 2006). 

Strength of the judicial 
system 

0 EIU Risk Briefing score. The Toledo government failed to address judicial reform seriously, despite convening a 
commission on the subject, known by its acronym CERIAJUS, which made recommendations in 2004. The justice 
system will remain mostly slow and prone to corruption. In April 2005, the Toledo government opened a dedicated 
commercial court in Lima, fulfilling a condition of an IMF agreement, which will speed up the resolution of business 
disputes, cutting the average delay from four years to 18 months. Firms may want to consider alternatives to legal action. 
A 2006 measure obliges parties involved in commercial disputes to consider conciliation, an avenue that should be 
explored before undertaking legal action. Firms should seek advice regarding the several bilateral investment protection 
accords to which Peru is a signatory, which offer alternative dispute settlement procedures for foreign investors. 

Perceived corruption 1 EIU Risk Briefing score. Public institutions remain weak and in need of reform, and managerial capacity in the public 
sector is poor. Corruption and lack of transparency are widespread problems. The legislative and judicial branches of 
government have high disapproval ratings of around 50% and 70%, respectively. 

Quality of local 
accounting/use of 
international standards 

4 International standards are in use and international firms are present, though inflation adjustment according to official 
figures is required (EIU, Country Commerce 2006; Deloitte; Securities Commission; Procapitales) 

Criterion 
Laws on VC/PE fund 

-0 Commentary 
The Securities Commission's regulatory framework is incomplete despite pend

formation and operation
Tax treatment of VC/PE
funds & invest

interview). 
October 2004 reforms stipulate that only investors, not funds, pay taxes (Procapitales). Capital gains from the 
stockmarket and earned interest are exempt from the 30% corporate tax, though that exemption is scheduled to be lifted 
from January 2009. Other capital gains are assessed at the same rate as other corporate income. A 4.1% tax is levied on 
resident shareholders (individual or corporate); non-resident shareholders have the 30% corporate tax withheld at the
source. Sales tax is assessed on management fees charged to investors by VC funds. If the transaction was conducted v
the financial system, it it also subject to the 0.08% tax on all financial transactions. Tax incentives for the industry are 
generally weak. (EIU, Country Commerce 2006; December 2006 interview; Procapitales). 
Open stock corporations (sociedades anónimas abiertas—SAA) must disclose non-confidential information at the request 
of shareholders representing at least 3% of capital. The Securities Commission has a committee for the protection of 
minority shareholder rights in SAA publicly traded companies. Shareholders with under 10% may request an inspector 
investigate transactions, but they do not have power to inspect documents prior to filing suit. Shareholder agreements are 
main recourse in absence of effective legal norms (World Bank, Doing Bu

1 

Restrictions on institutio
investor

2 Pension funds and insurance funds are major players in the stockmarket with few formal restrictions, yet in exercising its
regulatory authority in practice the Superintendencia de Banca y Seguros tends to push them away from riskier 
investments (EIU, Country Commerce 2006; December 2006 interview). 
EIU Risk Briefing score. The Fujimori administration took concerted action to counter widespread abuse of intellectual 
property rights by strengthening enforcement of existing laws. Nevertheless, Peru was not removed from the US Trade 
Representative's "Priority Watch List" until 2001, and remains on the less stringent "Watch List". Abuses remain 
commonplace, enforcement is patchy and slow and punishments often disproportionately lax. Some local rules may b
overridden by weaker Andean Community norms. Computer software and entertainment media, including videos and 
compact discs, are the most vulnerable areas, and trademark "pirating" occurs routinely in many consumer goods sectors, 
such as apparel. If approved by the US Congress, the free trade agreement with the US will strengthen protection of 
intellectual property rights, but effective enforcement may still be lacking. 
The administrative bankruptcy procedure set up by the Toledo government, with similarities to US Chapter 11,
proved subject to delays and judicial intervention. Creditor rights are ranked extremely weak by the IDB's 2005 study.
Partner liability varies, being strongest in the sociedad anónima cerrada (which cannot trade on the exc
in the sociedad de responsabilidad ilimitada and sociedad anónima abierta de responsabilidad, and somewhere in 
between in the case of the sociedad anónima abierta (companies with many shareholders and/or trading on the 
exchange). (EIU, Country Commerce 2006, US Country Commercial Guide 2006; Decem
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Criterion 
Score 
(4-0) Commentary 

Laws on VC/PE fund 
formation and operation 

2 Trinidad has a very basic framework created by the Venture Capital Act of 1994, very slightly amended in 2004. The act 
requires pre-
assuming that all investments are "evergreen." It also does not provide for dividends, and exit strategies are unc
However, it's entirely voluntary, and nobody has to comply with or register under it. Thus, fund managers choosing not 
to be under it, such as Dynamic Equity, are not subject to any law on fund formation or operation. Instead, it is registered
as an "investment adviser" under the 1995 Securities Industry Act (December 2006 interview; Dynamic Equity website
Dividends are tax-exempt for local investors (after one year) and there is no capital gains tax; this obviates concerns 
about pass-through laws. An issue for foreign investors is a withholding tax of up to 15% on dividend remittances, but 
Trinidad has double tax treaties that would negate that for recipients in most relevant countr
available for funds registered under the VC Act. (Dynamic Equity website; December 2006 interview). 

The Companies Act of 1995 provides some rights, such as disclosure of directors and substantial shareholders, the right 
to attend meetings and vote, and the right to fair notice, including on votes to sell, lease or transfer substantial company 
assets, and the right to an equitable buy-out in the latter circumstances. The law is based on Canadian regulations and 
jurisprudence and is similar to that in Commonwealth countries. Issues can also be dealt with in shareholders' 

Protection of minor

agreements, which are enforceable in courts. (December 2006 interview; Eastern Caribbean Securities Exchange). 
Pension fund and insurance companies can make equity investments with certain restrictions, as long as the firmRestrictions on institut

investors investing in 
VC/PE 

funds in question are registered with the local securities commission. (December 2006 interview; Dynamic Equity 
website). 
EIU Risk Briefing score. Trinidad and Tobago overhauled its intellectual property rights (IPR) in the mid-1990s, signing 
the Trade Related Aspects of Intellectual Property (TRIPS) agreement, as well as a bilateral agreement with the US 
concerning IPR. Following the passage of supporting legislation in the late-1990s, the country's protection of IPR is now
considered to be TRIPS-plus and comparable to standards in the US. However, enforcement has been lax in some areas, 
particularly concerning the copyright of music CDs and film DVDs, and prosecutions for piracy have been rare. An 
amendment to the 1997 Copyright Law, to reduce the burden of proof for pr
would make it easier for law enforcers to clamp down on sales of pirated CDs and DVDs. Protection of IPR is also a
concern in other sectors, with many companies delaying the registration of goods and services. 
Creditors have the strongest rights in Latin American and Caribbean region, with no automatic stay on assets, secured 
creditors paid first, and restrictions on reorganization (IDB, 2005). Bankruptcy reform is currently under discussion, but 
companies do currently undergo court-ordered restructuring, enter receivership, etc (December 2006 interview). 
Information on partner liability is unavailable. 
Average of three EIU Risk Briefing scores. The stockmarket is undeveloped, with 30 or so firms listed and rela

Bankruptcy 
procedures/creditors' 

development and
of exits 

little trading. Still, the financial sector is comparatively well developed by very modest Caribbean standards, and local 
IPOs are easily undertaken. From end-2005 regional interests can invest or list on the Trinidad exchange and 
Trinidadians can invest in the region under the CARICOM Single Market and Economy program. (December 2006 
interview; US Country Commercial Guide 2006; Business Trinidad and Tobago 2005). 
Trinidad has no reserve requirement or exchange controls. There are no registration requirements for private compani
Public companies have to report foreign ownership in excess of a certain percentage to the Central Bank, but there are no
restrictions. (December 2006 interview; LatinFinance 2005; US Country Commercial Guide 2006). 
The authorities recognize the Companies Act of 1995 as incomplete, but proposals to adopt more stringent standards,
formalized set of codes, and improve monitoring and enforcement not yet been acted upon. However, corporate 
governance practices are held to be fairly good even in the absence of stronger regulation. (December 2006 intervi
Eastern Caribbean Securities Exchange). 
EIU Risk Briefing score. The judicial system in Trinidad and Tobago until recently escaped the problems of ingrained 
politicization, a lack of accountability and unequal treatment of fore

Strength of the judicial 
system 

judiciaries elsewhere in Latin America. However, a combination of inadequate resources and internal inefficiency has
resulted in a huge backlog of cases, which have affected the business community as well as individuals. Proced
reform is in progress to speed up legal processes, as well as the upgrading of administrative equipment to improve court 
efficiency. Private sector businesses should consider alternative forms of dispute resolution (ADR) to try and solve 
commercial disagreements in place of litigation, or for major disputes a provision for overseas arbitration to be written 
into the initial contract r

Perceived corruption 1 EIU Risk Briefing score. Corruption in Trinidad and Tobago undermines the business environment, by diverting 
resources, which also damages the rule of law. With the energy boom boosting government income, business groups
individuals have increasingly sought to influence political decisions. The government has demonstrated concern for 
public procurement regime, appointing a committee to prepare a White Paper on proposed reforms to government 
procedures. The paper concluded that deficiencies existed in the legal and regulatory framework; under current practices, 
the state’s role is confined to the tender stage, rather than monitoring project implementation. It recommended measu
to improve the transparency of public procurement and enhance the accountability of public officials. Even though the 
White Paper formed part of Mr Manning’s budget presentation in October 2005, the accompanying legislation ha
been passed by parliament. The government is expected to remain committed to improving regulation and pursuing lega
action against those accused of corrupt dealings. However, any concrete improvement will take time. 
Local accounting standards follow international ones. International accounting firm

accounting/use o
international standa

interview; US County Commercial Guide 2006). 
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Uruguay 

Criterion 
Score 
(4-0) Commentary 

Laws on VC/PE fund 
formation and operation 

2 The trust legal form (fideicomiso) exists but it is less than ideal and not designed specifically for PV/VE funds. Offshore 
vehicles can be set up, however, with participation by Uruguayan investors. (January 2007 and November 2005 
interviews). 
The corporate tax rate is relatively low at 30%. But individuals and locally constituted firms and financial institutions 
pay a net worth tax (impuesto al patrimonio) on assets held in country; it stands at 2.8% for financial institutions and 1.5-
2% for companies. Stocks issued on the exchange are not counted against the issuer's net worth. Capital gains are taxed 
as part of normal corporate income and are inflation-adjusted. Dividends to local shareholders are tax-exempt, as are 
those paid by one company to another. Dividends remitted abroad are taxed at 30%. Profits credited or paid abroad by 
companies subject to Uruguayan income tax are not taxed if the profits are taxed in the recipient’s country and if no
credit is available for payment of Uruguayan taxes. (EIU, Country Commerce 2006). 

Protection of minority 
shareholder rights 

2 Minority shareholders are generally weak in law and practice, even among listed firms. Protections built into shareholder
agreements are a common and generally effective response. (EIU, Country Commerce 2006; January 2007 and 
November 2005 interviews). 
Institutional investors may only invest in rated instruments, though the availability of capital on the part of such
has increased. 

Protection of intellectual 
property rights 

2 EIU Risk Briefing score. Intellectual-property piracy is a serious and chronic problem in Uruguay. According to the mo
recent annual study prepared by IDG and the Business Software Alliance, a private industry group represented loca
Software L
average rate. Several associations concerned with discs, books, films, plays, paintings and software created Uruguay’s 
Chamber of Intellectual Property (Cámara Uruguaya de la Propiedad Intelectual—CUPI) in September 2004. CUPI aim
to publicize more actively the negative effects of piracy. It will also take on a lobbying role to persuade the government 
to enforce the Copyright Law more stringently. Following the exponential growth of forged trademarked goods offered 
on the Internet and in local street markets, Uruguay’s Ministry of the Interior in 2005 created a task-force within the 
police specializing in trademark forgery and piracy. Some US$69m in forged merchandise (mainly clothing, sports 
shoes, records and videos) is estimated to enter the local market each year, though only 3% of this is usually seized. 
A new bankruptcy law pending at the time of publication would facilitate the merger or sale of i

procedures/c
rights/partner liability 

lengthiness of bankruptcy proceedings (18-24) is currently a concern, which leads to settlements typically being 
negotiated (with substantial markdowns of debt); partner liability remains considerable. (November 2005 interview; EIU, 
Country Commerce 2006). 

Capital markets 
development and feasibility 
of exits 

2 Average of three EIU Risk Briefing scores. Activity on the stock exchange has been divided since September 1994 
between two institutions, the traditional Bolsa de Valores de Montevideo (BVM, the Montevideo stock exchange), and 
the Bolsa Electrónica de Valores (Bevsa, the electronic stock exchange). The number of firms raising equity th
stock exchanges is small, and only 19 companies are quoted. Hopes of increasing the participation of the stock excha
in the supply of risk capital will depend greatly on the development of administradoras d
(AFAPs, private pension funds). The volume of equity traded on the stockmarket is low, and most trade consists of 
bonds. The availability of exits to strategic buyers or via investment in an offshore company which can be readily sold or 
obtain capital in Uruguay is facilitated by the marked openness of Uruguay economy to inward and o
investment flows. (January 2007 interview). 
Uruguay has simple registration rules and no reserve requirements (January 2007 and November 2005 interviews
Country Commerce 2006) 

Registration/re

Corporate governance 
requirem

2 The corporate sector is marked by weak transparency of companies' finances and decision-making. There are weak 
disclosure requirements and board review powers. Funds deal with these issues effectively through shareholder 
agreements. (EIU, Country Commerce 2006; World Bank, Doing Business 2006; January 2007 and November 2005 
interviews). 
EIU Risk Briefing score. This indicator considers the following: a) the extent to which the legal process/the courts can be
interfered with or distorted to serve particular interests; b) extent to which the judicial process is speedy and efficien
and c) the risk that contract rights will not be enforced. Uruguay's judiciary is honest and independent, but the judicial 
process is slow. This is particularly acute in bankruptcy cases, where the pursuit of debts by creditors is frequently 
rendered uneconomic by lengthy and costly delays. Two special courts devoted to bankruptcy hearings were set up
early 2001, and checks put in place to prevent exploitation of the system by unscrupulous debtors. A faster, though more 
expensive, dispute settlement forum is provided by the National Chamber of Commerce and Services. 
EIU Risk Briefing score. This indicator considers the following: a) the length of time the regime/government has b
power; b) the number of officials appointed rather than elected; c) the frequency of reports/rumors of bribery. It measures 
perception of degree to which public officials are involved in corrupt practices (misuse of public office for private 
benefit, accepting bribes, dispensing favors and patronage for private gain). Corruption is low to negligible in Uruguay.
International standards are imposed as a condition for funds' investments. International auditors are present and serve to
bring firms into compliance. General integrity of accounting standards is rated by EIU's Risk Briefing as intermediate. 
(November 2005 interview). 
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Israel 

Criterion 
Score 
(4-0) Commentary 

Laws on VC/PE fund 
formation and operation 

4 Clear, favorable laws have permitted large-scale VC/EQ industry to develop since the 1980s. The scope of venture-
capital activity remains high relative to the size of the economy. (EIU, Country Finance 2006).  

Tax treatment of VC/PE 3 e generally subject to corporate tax on their corporate income and dividends paid to shareholders are 

e 
o 

ch Israel has a double-taxation 

investee 
traded real-property companies. (EIU, Country Finance 2006; Israel Venture Association) 

neral shareholders meeting. Institutional investors with more than a 5% share must attend and vote. The 
ability of shareholders to file suit, request audits, and challenge decisions is well above the OECD average, according to 

nstitutional 
investors investing in 
VC/PE 

3 

Protection of intellectual 
property rights 

2 

ove 
 of 

DVDs, remains widespread, Israel has made significant progress 
atch 

cy 
procedures/creditors' 
rights/partner liability 

3 

Capital markets 
development and feasibility 
of exits 

4 

cing. Israel's financial sector has undergone tremendous change in recent 

eign stockmarkets. In 2000, however, the industry suffered a global 
slump, a more general economic downturn and renewed Israeli-Palestinian unrest. Global technology demand has since 

serve 
requirements on inward 
investments 

3 inance 

ents 

Strength of the judicial 
system 

3 y 

actual 

Perceived corruption 2 
 of 

 that the allegations against them are politically motivated. The head of the tax authority 
resigned and could face trial over corruption allegations. 

uality of local 
accounting/use of 
international standards 

3 International financial reporting standards are permitted but not required for listed companies, but not for non-listed 
firms. Inflation-adjusted accounting is still in use for tax purposes though not for financial reporting. Standards are 
generally converging on global norms with large accounting firms present. (IASPLUS; EIU, Country Commerce 2006). 

funds & investments 
Companies ar
usually subject to dividend tax. Partnerships are treated as pass-through entities for Israeli tax purposes. Investors in a 
fund will generally be subject to income tax on their share of the fund's income as if such income was realized directly 
by the investors, regardless of whether such income is actually distributed. Profits from financial investments, whether 
income or capital gains, were taxed at a standard corporate rate of 34% rate in 2006. But foreign portfolio investors ar
exempt from capital gains tax on securities traded on the Tel Aviv Stock Exchange. Dividends and interest are subject t
a withholding tax, but the terms of double taxation treaties with specific countries may affect this. Under an amendment 
passed in July 2005, foreign individuals or companies domiciled in a country with whi
treaty that invest in Israeli assets between July 1st 2005 and Dec. 2008 will be exempt from capital gains tax on profits 
from these investments, irrespective of when these profits are realized. This exemption will not apply where the 
company’s main assets are in 

Protection of minority 
shareholder rights 

4 A minority exceeding 25% may block most decisions. Election of board members is by a simple majority of those 
attending the ge

World Bank in its Doing Business 2006. (EIU, Country Commerce 2006).  

All restrictions have been lifted since 2002 for insurance companies, subject only to prudential oversight by regulators. 
Since a 2003 pension fund reform the same freedom is granted to pension funds established since 1995, though older 
funds no longer open to new enrollees and suffering from actuarial deficits are still restricted to investing in government 
bonds. (EIU, Country Finance 2006). 
EIU Risk Briefing score. Patents, trademarks, copyrights and industrial designs are legally recognized in Israel, and there 
is adequate enforcement of property rights once secured. In 2000 the Knesset (parliament) approved a law (in effect, an 
amendment to the general Antitrust Law) on the protection of intellectual property rights (IPR). It is designed to impr
enforcement; in extreme cases, it provides for criminal charges against offenders. But jurisdiction over the protection

Restrictions on i

IP remains problematic, the more so since responsibility for IP protection in the West Bank and Gaza was transferred to 
the Palestinian Authority in September 1995. Infringement of patents, trademarks and designs usually meets with civil 
remedies, including an injunction and damages in Israel. For flagrant infringement, a company may sue for double 
damages. Piracy has been a serious problem, particularly for software, entertainment products and clothing. Although 
piracy of entertainment material, such as videotapes and 
in recent years in reducing the level of software piracy. Israel has been on the US Trade Representative's "Priority W
List" since 2005 because of its rules related to patented pharmaceuticals. 
Israel scores high on creditor rights de jure and de facto in an international IDB study. Enforcing contracts can incur 
delays and be costly. The average recovery rate in insolvency is a modest 38 cents on the dollar. The Companies Act 
provides general guarantees of limited liability similar to Western countries, though courts may lift liability in cases of 
criminal abuse or malfeasance. (World Bank, Doing Business 2006; EIU Country Commerce 2006). 
Average of three EIU Risk Briefing scores. The Tel Aviv Stock Exchange (TASE), a private member-owned company, is 
Israel's only securities exchange. Equities, government and corporate debt, and derivatives are all traded on the TASE, 
which is open to foreign investment and finan

Bankrupt

years. The high-tech boom of the later 1990s spurred the sector as Internet, telecommunications and other innovative 
companies listed their shares on both local and for

picked up and improved security environment and government reforms have generated new opportunities. 
There is registration for monitoring purposes, but no reserve requirements or exchange controls (EIU, Country F
2006). 

Registration/re

Corporate governance 
requirem

4 There are well developed requirements on information disclosure, reporting of audited statements, quarterly statements 
and reports on material developments. Listed companies may not issue non-voting shares. Israel scores well above the 
OECD average on disclosure, director liability, power of shareholders to challenge decisions, and investor protection 
(World Bank, Doing Business 2006; EIU, Country Commerce 2006). 
EIU Risk Briefing score. The country’s legal system is widely perceived to be independent, fair and honest. The qualit
of the judges is considered to be high. The legal framework is largely based British law but is increasingly influenced by 
US attitudes and trends. The judiciary and civil service are on a par with most Western countries. Contr
arrangements in Israel are generally secure. 
EIU Risk Briefing score. Corruption has been frequent revealed in top political circles, but has generally had little impact 
on business. In early 2007 the police and the state comptroller, a government watchdog, were investigating a variety
corruption allegations against a wide range of leading politicians. The prime minister, Ehud Olmert, the finance minister, 
Avraham Hirchson, and the strategic threats minister, Avigdor Lieberman, were all under police investigations for 
different reasons. Several members of the Knesset (parliament) also faced legal investigations. Some of the politicians 
under investigation contended

Q
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Spain 

Criterion 
Score 
(4-0) Commentary 

Laws on VC/PE fund 
formation and operation 

3 Law 25/2005 simplifies the regulatory burden, allows acquisition of listed firms in order to de-list them, and permits
creation of private funds of VC funds, which are aimed at institutional investors. However, ventu

 the 
re-capital firms may not 

invest more than 25% of their assets in a single company or more than 35% in companies belonging to the same group 
under Law 44/2002. This same law allowed venture-capital firms to retain stakes in listed companies if they were 
acquired before the firm went public, and to invest in companies forming part of their own group as long as certain 
transparency requirements are met. Non-financial companies that do not trade publicly and in which the venture-capital 
firms hold a stake are not considered to form part of their group. Companies that manage collective investment 
institutions are allowed to manage venture-capital funds or the assets of venture-capital corporations. Minimum capital of 
€1.2m is required for stand-alone firms and €1.5m for funds. (EIU, Country Finance 2006; Spanish Association of 
Venture Capital Entities website).  
Capital gains obtained from sales of portfolio companies between the second and 15th year of the investment are tax-
exempt, provided the venture capital firms are listed with the National Securities Markets Commission (CNMV). The 
period may be extended up to 20 years with prior CNMV authorization. This exemption remains in place up to three 

Tax treatment of VC/PE 
funds & investments 

3 

ns at 

 
osses from the transfer of assets acquired 

more than one year earlier may be included in the special part of the tax base, thereby reducing the two-year period 

y. 

ets are not taxable if re-invested in similar equipment within three years. There is 

Protection of minority 
shareholder rights 

3 

Restrictions on institutional 
investors investing in 
VC/PE 

2 

 

s 
 

 

 of violating intellectual-property laws. In December 2005 the government passed the 
Anti-piracy Plan, as part of an amendment to Law 1/1996, which seeks to speed up prosecutions, creates a special police 

t 

Bankruptcy 
procedures/creditors' 

3 
 owners materially and personally responsible for 

 de facto 
al IDB study in 2005. (EIU, Country Commerce 2006; El País 2005).  

development and feasibility 
of exits 

l players in their fields and dwarf the rest of the Spanish 

years after the company is listed on the stockmarket. Dividends are not taxed as long as the venture-capital firm ow
least 5% of a company and has held that stake continuously for a year before dividends are distributed. The law also 
provides a 100% deduction for double taxation of dividends for companies and shareholders, and it exempts management
of venture-capital firms from value-added tax. Under Law 6/2000, gains or l

previously in force. For company tax, increases in capital asset value have no fiscal consequences. Where a tax treaty 
exists, withholding tax on interest, dividends, and royalty may be creditable against personal or corporation tax liabilit
There is full deductibility of dividends where the holder has at least a 5% stake and has held it for more than one year. 
Capital gains from the sale of fixed ass
a low base corporate tax rate in the EU context of 35%, with a 30% rate for SMEs. Special incentives exist in the form of 
zero-interest, seven-year loans available for purchasing shares in high-tech ventures. (EIU, Country Finance 2006) 
A 5% minority can call an extraordinary meeting or demand an outside audit in a stock corporation. But the lack of board 
votes on executive appointments and compensation, or detailed information on compensation, raise continuing concerns. 
Spain ranks below the OECD average on shareholder ability to challenge board decisions (World Bank, Doing Business 
2006), in part because board decisions must be challenged within 50 days and it takes 20% of shareholders to request 
issuance of a restraining injunction by a judge (EIU, Country Commerce 2006). 
Insurance companies may invest only in listed securities, cash, government debt and other highly liquid assets to have 
them qualify as part of their technical provisions. They may not invest more than 10% of their assets in securities issued 
by a single company and no more than 20% in a single investment fund. For pension funds, 90% of a fund’s assets must 
be invested in four categories: mortgage loans, bank deposits, property assets and financial assets that are traded on 
organized markets; risk concentration regulations specify no more than 5% of fund assets invested in a single firm, no 
more than 10% in a VC/EQ fund. The minimum cash ratio is 1% of assets. This leads to light exposure to variable-
income instruments and a conservative risk profile. However, a November 2005 law permitting the creation of "funds of
funds" aims to stimulate institutional investors. (EIU, Country Finance 2006). 
EIU Risk Briefing score. Patents, industrial designs, trademarks and copyrights are recognized in Spain. The country has 
ratified all the main international conventions, which allow non-Spanish nationals to protect their local rights. Spanish 
laws are in line with European Union legislation on intellectual property. Cases involving piracy can take up to two year
to reach the courts, a delay that often lets pirate firms fold up their operations beforehand. Penalties for proven cases of
piracy are primarily fines, which are set at the discretion of a judge and relate to the value of the pirated products. The 
ease with which pirate companies avoid prosecution has been checked by 1995 criminal legislation that made 

Protection of intellectual 
property rights 

3 

administrators personally responsible for some of the infractions their companies commit, and by Law 28/2002 that made
enforcement proceedings faster and more effective. The government launched a major public-relations effort in 2004 to 
inform citizens of the illegality

unit dedicated to co-ordinating legal procedures against theft of intellectual property, and establishes a governmental uni
dedicated to finding and removing illicit Internet content. 
A 2004 law increases the penalties for firms that do not undertake a reorganization negotiation (concurso voluntario) 
with creditors when they face insolvency, by enabling creditors to hold

rights/partner liability debts in the last instance. It is beginning to make bankruptcy reorganizations more common. In the most common 
corporate form (sociedad anónima), liability of shareholders is limited to the amount of capital contributed; limited 
liability companies (sociedades de responsabilidad limitada) also exist. Spain ranked moderately in de jure and
protection of creditor rights in an internation

Capital markets 4 Average of three EIU Risk Briefing scores. The stockmarket has developed rapidly over the past 15 years, aided by the 
introduction of electronic trading (which links the four stock exchanges in Madrid, Barcelona, Bilbao and Valencia), an 
intensive privatization program, the growing popularity of investment funds, and the emergence of a popular stockmarket 
culture during the second half of the 1990s. Companies also began to make greater use of the stockmarket to raise 
capital, and this is particularly true of family-owned operations, which have become far less conservative than in the 
past. The market is still dominated by the stocks of a small number of leading companies in the utility, energy, 
telecommunications and banking sectors, which are globa
corporate sector. 
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/reserve 
s on inward 

investments 

3 Spain require only simple reporting of transactions to the Ministry of Industry or Bank of Spain for statistical purposes, 
depending on the nature and size of the transaction. There are no exchange regulations and no reserve requirements (EIU, 

inance 2006). 
ernance orporate governance standards, requiring reporting on board composition and remuneration, 

EIU, 

Strength of the judicial 
system 

3 

r, 

accounting/use of 
international standards 

3 y 

 

Registration
requirement

Country F
3 Corporate gov

requirements 
A 2003 law raised c
ownership structure, ties to other firms, and compliance with corporate governance regulations, as well as notification 
and disclosure of shareholder agreements. But concerns remain about the legislation's effectiveness and some experts call 
for further reforms such as voting on executive appointments and compensation, itemized salary breakdowns, and 
external scrutiny of corporate governance reports before publication. Spain ranks below the OECD average in the World 
Bank's Doing Business 2006 rankings of disclosure and investor protection, but above average on director liability. (
Country Briefing November 05; EIU, Country Commerce 2006) 
EIU Risk Briefing score. The Spanish judicial system is slow moving, limiting the scope for redress for firms who have 
had contractual obligations breached. If planned reforms of the system, designed to improve the speed and efficiency of 
the system, do not make a significant impact, this will place firms at a growing disadvantage, particularly vis-à-vis 
competitors in new EU member states where advances in legal reform have continued apace. 

Perceived corruption 

Quality of local 

3 EIU Risk Briefing score. Cases of corruption sometimes come to light in government operations and the property secto
but they do not generally affect businesses.  
Spain has been in transition to IAS since 1995, and by end-2005 international financial reporting standards were legall
mandated for listed companies. In privately held firms, IFRS are permitted in consolidated statements, but prohibited in 
separate company statements. (IASPLUS). 
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usiness operations is taxed 

Protection of minority 
s 

1 airly weak. For both limited companies and companies limited by shares, 

to special resolutions). For special resolutions, a majority is required from at 
least two-thirds or three-fourths of shareholders present. (EIU, Country Commerce 2006). 

estrictions on institutional 
investors investing in 
VC/PE 

2 For insurance companies most restrictions were removed in 2001; the only remaining ones are that insurers' stake in an 
individual company's stocks or bonds not exceed 10% of its capital and that its stakes in all stocks and bonds not exceed 
35% of capital. Pension funds are underdeveloped, few, and government-run, and they must invest very conservatively. 
(EIU, Country Finance 2006). 

Protection of intellectual 
property rights 

3 EIU Risk Briefing score. Inadequate protection of intellectual property rights is a major concern for foreign companies in 
Taiwan. In May 2003 the US Trade Representative’s "Priority Watch List" described Taiwan as “one of the largest 
sources of pirated optical media products in the world”. The island earned this designation even though Taiwan’s 
government had declared 2002 the “Action Year for IPR protection”. Since then the Copyright Law has been amended 
twice, with the latest changes occurring in June 2003, prompting the US to change Taiwan’s status from the priority to 
the ordinary "Watch List". Nevertheless, in some areas, such as internet-orientated piracy, pharmaceuticals and text 
books, copyright violation remains a major concern. Improvements in the area could take years, and will require changes 
in official attitudes and the severity of criminal punishments for piracy. Companies should encourage their governments 
to put pressure on the Taiwan authorities when there are signs that their products or ideas are being pirated. The growing 
clout (in terms of fines and punishments) of law enforcement officials in cases of IPR theft means that foreign firms 
should also make use of the judiciary, particularly where they believe the case is clear cut. 

Bankruptcy 
procedures/creditors' 
rights/partner liability 

2 Corporate reorganization, which is part of company law, applies only to public companies or those issuing bonds, and it 
can be time-consuming; firms often use recourse to it as a bargaining chip to extract better terms from creditors. 
Reorganization allows creditors to share in bankrupt firm's assets on a proportional basis (EIU, Country Finance 2006). 

Capital markets 
development and feasibility 
of exits 

3 Average of three EIU Risk Briefing scores. The largest and oldest stockmarket is the Taiwan Stock Exchange (TSE). 
Some 700 companies were listed as of November 2006. Although it increasingly functions as a true capital market, share 
prices remain volatile. This is partly because of the heavy involvement in the market of retail investors. Domestic 
individual investors account for around one-half of total share ownership, compared with roughly one-third for domestic 
institutions and companies and around one-fifth for foreign investors. Domestic individual investors accounted for an 
even higher share of trading, at around three-quarters, although this proportion has fallen in recent years, largely as a 
result of greater foreign investor participation. Share prices are heavily influenced by the state of cross-Strait relations, 
regional economic trends and, more recently, the rapid growth of margin trading. 

Registration/reserve 
requirements on inward 
investments 

3 Since 1998 the Central Bank of China has required that local banks immediately report all transactions involving the 
purchase of more than US$500,000 for individuals and US$1m for corporate customers. The remittance ceiling for 
residents or foreign nationals holding a resident visa, for both inward and outward remittances converted into or out of 
New Taiwan dollars, is US$5m per year. For companies, the ceiling is US$50m, although remittances related to imports 
or exports, or the payment of staff, are not included. Remittances above the limits require prior CBC approval. An 
expatriate without a resident visa can remit a total of US$100,000 a year. There are no limits on inward and outward 
remittances that are not converted into or out of New Taiwan dollars. There are no reserve requirements. Individual 
investors are limited to US$5m investments. (EIU, Country Finance 2006). 

Corporate governance 
requirements 

2 Listed companies must include independent directors from 2002, when the exchange also introduced a voluntary code of 
governance. There are no such requirements for private firms. As compared to the OECD average, the World Bank rates 
Taiwan slightly below average in director liability and investor protection, and slightly above in disclosure. Governance 
remains a problem in privately held firms as small groups or families have tended to run Taiwan's numerous SMEs with 
little input from "outsiders." (EIU, Country Commerce 2006). 

Strength of the judicial 
system 

3 EIU Risk Briefing score. Taiwan’s judicial system comprises a lower court, a court of appeals and a supreme court. Like 
members of the civil service, judges are selected by examination. They are appointed for life but may be removed 
through disciplinary procedures. The courts are independent and free from the influence of the Executive Branch; they 
are overseen by the separate Control Yuan. The judiciary’s biggest problems are corruption associated with “black gold” 
(eg., organized crime), slow decision-making and lack of training to handle complex commercial or technological cases. 

Perceived corruption 2 EIU Risk Briefing score. A weak bureaucracy and inadequate regulations can cause delays for business in Taiwan, 
especially in terms of licensing new investment. The government has recognized this problem, and there are plans to 
streamline the procedures at all levels. In addition, inefficiencies are caused partly by corruption, particularly at the local 
level. While the anti-corruption statute was revised in 2001--punishments were toughened and definitions of corruption 
clarified--this is unlikely to be sufficient to ensure an end to corruption during the period under review. The DPP 

Taiwan 

Criterion -0 Commentary 
Transparent laws permit widespread fund activity, though with some restrictions (minimum capital of NT$200m to start 
a fund, banks with a limit of 5% ownership in any one fund, and qualified securities houses limited to a 10% stake i
one firm and investments must not exceed 10% of their net worth). (EIU, Country Commerce 2006). 
Taiwan has a complex tax structure. There is no capital gains tax or withholding on disposal of marketable securities, 
though there is a 0.3% financial transactions tax. A separate levy on financial fir
phased out in 2005. The Income Basic Tax Act, effective January 1st 2006, increased the lowest corporate tax rate from 
0% to 10-12%, to be reviewed and adjusted by the Executive Yuan every alternate year, depending on the general 
economic environment. For 2006 the rate was 10%. Corporate rates vary by size of operations and peak at 25%. Ther
are tax incentives for holding shares for three years or more in selected sectors. Income from b
only once, as personal income. (EIU, Country Finance 2006) 
The voice of minority shareholders remains f

shareholder right most resolutions require a majority shareholder vote, with more than one-half of votes represented. If a quorum is not 
reached after two meetings within one month, a majority of shareholders who represent one-third or more of total issued 
shares may carry a vote (this does not apply 

R
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government has continued to reduce the links between business and the politics through legislation, but the process is a 
slow one. Furthermore, the DPP itself has become embroiled in a number of corruption scandals. 

Quality of local 
accounting/use of 

tandards 

gence to international standards has been officially mandated and is underway, but in 2006 use of international 
still not allowed. (IASPLUS; EIU, Country Finance 2006). 

international s

2 Conver
financial reporting standards was 
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United Kingdom 

Score 
(4-0) Commentary 

Laws on VC/PE fund 
rmation and operation 

4 Clear laws make possible the formation of VC/PE funds (no distinction is made between the two). Several different 
forms exist: stand-alone funds, fund established subsidiaries of large financial institutions, venture-capital trusts, funds 
set up by "qualified investors" with high net worth, and Enterprise Investment Schemes (EIU, Country Finance 2006). 

Tax treatment of VC/PE 
funds & investments 

4 Investments in venture-capital trusts are eligible for a 20% tax rebate, reduced from 40% as of April 2005; the eligible 
amount is up to £200,000 per year. Capital gains and dividends from these investments are tax-exempt. Under the 
Enterprise Investment Scheme (EIS) type of fund, private individuals obtain tax relief on investments in unquoted 
companies and offset losses against income tax if there are no capital gains against which to offset them. Corporate taxes 
are on a progressive scale from 19% upward that benefits smaller enterprises. Companies earning less than £10,000 pay 
no tax on dividends distributed to shareholders. The sale of 20% stakes held for more than one year are exempt from 
capital gains tax. (EIU, Country Finance 2006). 

Protection of minority 
shareholder rights 

3 A simple majority passes ordinary resolutions but it takes the assent of 75% of shares to change articles or liquidate the 
firm. An acquiring firm or investor taking 90% or more can oblige the remaining shareholders to sell their shares. Many 
large firms have several different classes of ordinary shares, some voting and some not. Financial reporting requirements 
to the board and/or the public (depending on size of firms) exist, as do requirements for outside auditors for large and 
medium firms. (EIU, Country Finance 2006). 

Restrictions on institutional 
investors investing in 
VC/PE 

4 There are few restrictions and institutional investors have a fiduciary responsibility to seek the best returns. Insurance 
companies are free to invest where they choose, provided they follow the “prudent person” rule. They tend to maintain 
most of their assets in UK company securities. A December 2005 survey by the National Association of Pension Funds 
showed that equities accounted for 63% of allocated assets of pension funds. (EIU, Country Finance 2006). 

Protection of intellectual 
property rights 

4 EIU Risk Briefing score. Intellectual property rights (IPRs) are generally secure in the UK, although, as in other 
European countries, pirated software and fraudulent trademarked goods are widely available. Companies are usually able 
to obtain legal judgements against systematic and large-scale violations of their patents, trademarks, registered designs 
and copyrights. 

Bankruptcy 
procedures/creditors' 
rights/partner liability 

3 Regulations adopted in 1999 govern insolvency procedures. The current government has pledged to strengthen them but 
no action has been taken to date. An IDB study in 2005 rated creditor rights as among strongest in world. Under a 
partnership, partners may be fully liable for debts to third parties; under a limited liability partnership their liability is 
limited; and under a limited company it is limited to their shareholding or guarantee. (EIU, Country Commerce 2006) 

Capital markets 
development and feasibility 
of exits 

4 Average of three EIU Risk Briefing scores. The UK's capital markets are the most developed in Europe, not only in 
depth and breadth, but also in sophistication. Some 2.700 companies are quoted on either of the two main stock 
exchanges: around 1,500, including 500 foreign companies, on the main exchange, the London Stock Exchange (LSE), 
and a further 1,200 on the Alternative Investment Market (AIM). The LSE is the world's third-largest stock exchange 
after New York and Tokyo. However, the LSE has become an increasingly attractive exchange for foreign firms to list 
on, particularly following the introduction of the Sarbanes-Oxley legislation in the US. 

Registration/reserve 
requirements on inward 
investments 

3 There are no exchange controls or reserve requirements. The UK mandates simple reporting of transactions under EU 
money laundering regulations (EIU, Country Finance 2006). 

Corporate governance 
requirements 

3 A revised version of The Combined Code on Corporate Governance issued by the UK Financial Reporting Council 
(FRC) was published in June 2006. The main changes to the previous version issued in 2003 provide more flexibility in 
allowing company chairmen to sit on the remuneration committee, require more transparency in voting rules, and allow a 
"vote withheld" option for proxy votes on resolutions at annual shareholders' meetings for firms without electronic voting 
so that shareholders can exercise voice without voting "no." The code sets out standards of good practice in relation to 
issues such as board composition and development, remuneration, accountability and audit, and relations with 
shareholders. All companies incorporated in the UK and listed on the Main Market of the London Stock Exchange are 
required under the Listing Rules to report on how they have applied the Combined Code in their annual report and 
accounts, but the new version of the code is unlikely to apply to listed companies until the second quarter of 2007. In the 
meantime, the FRC encouraged companies and investors to apply the revised code voluntarily for reporting years 
beginning on or after November 1st 2006. Outside auditing and annual financial reporting requirements are looser for 
small and medium firms, and the most stringent corporate governance directives are voluntary for unlisted firms. (EIU, 
Country Finance 2006, Country Commerce 2006)  

Strength of the judicial 
system 

4 EIU Risk Briefing score. Contractual arrangements are generally secure in the UK. The courts do not discriminate 
against foreign companies, and the judiciary is of high quality when dealing with commercial cases. Some foreign 
companies find the tradition of British statute law puzzling, since the acts tend to be more vague than laws in the United 
States or most continental European countries, and they leave more scope for judicial clarification. However, many 
statutes have become more prescriptive in recent years. 

Perceived corruption 3 EIU Risk Briefing score. The British civil service is among the world’s most efficient, at least where the issue lies within 
the discretion of its officials or where there are established administrative procedures for decisions. This is true for 
statutory grants and contracts. Where significant sums of money are involved on a discretionary basis, the approval of a 
minister is usually needed. Dealings involving more than one department can be complex and protracted, but corruption 
is almost non-existent. The situation is more variable at the local-government level. 

Quality of local 
accounting/use of 
international standards 

4 The Finance Act 2004 accommodates changes made to IAS. EU-listed companies must incorporate these changes when 
preparing consolidated accounts for periods beginning on or after January 1st 2005. IFRS are required in listed firms, 
permitted in non-listed ones (for all types of statements). (EIU, Country Commerce 2006; IASPLUS) 
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