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UNITED STATES SENATE 
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The Investment Insurance Program 
Managed By The Overseas 
Private Investment Corporation 

The success of private participation in Over
seas Private Investment Corporation's insur
ance operations has been superficial, I t has 
principally resulted from participation by 
foreign insurance companies because U.S. 
companies have been reluctant to participate 
in political risk insurance. It appears that the 
private participation mandate established by 
the 1974 legislation will not be attained. 
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COMPTROLL.ER GENERAL OF THE UNITED STATES 

WASHINGTON. 0 .<:_ 20141 

8-173240 

The Honorable John Sparkman 
Chairman, Committee on Foreign Relations 
united States Senate 

Dear Mr. Chairman: 

Our review and evaluation of the Overseas Private Invest
ment Corporation's insurance operations was made in response 
to the October 13, 1976, request of the Chairman of the Sub
committee on Multinational Corporations. Because the Subcom
mittee was dissolved during recent congressional reorganiza
tions, it was subsequently agreed that we would address our 
report to the Committee and make copies available to other 
interested congressional members and committees. 

This report summarizes our evaluation of the Overseas 
Private Investment Corporation's success in obtaining pri
vate participation in its insurance program and the likeli
hood of the private sector's assumption of the program by 
December 31, 1980, and addresses (1) the extent of insurance 
concentration in certain less-developed countries, extrac
tive industries, and larger u.S. firms, (2) claims experience 
and exposure, and (3) the extent of u.S. Government involve
ment in claims settlements. 

Comptroller General 
of the United States 
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COMPTROLLER GENERAL'S 
REPORT TO 
THE COMMITTEE ON FOREIGN RELATI ONS 
United Sta~ es Senate 

THE INVESTMENT I NSURANCE 
PROGRAM MANAGED BY THE 
OVERSEAS PRI VATE 
INVESTMENT CORPORATION 

DIG EST 

Several alternatives are available to Congress 
in considering the future o~ the Overseas Pri
vate Investment Corporation's (OPIC's) poli
tical risk insurance program. (See p. 23.) 

First, private participation could continue. 
This would require amending the Overseas Pri
vate Investment Corporation Amendments Act of 
1974 (Public Law 93-390). 

Second, private participation could be modi
fied. Most of the insurance companies GAO 
talked with wanted the Government to continue 
as a direct insurer of political risks because 
the private sector lacks the capacity to ab
sorb the entire program. This would require 
amending the 1974 legislation to permit per
manent OPIC participation in the Overseas 
Investment Insurance Group's insurance of 
political risk. 

Third, private participation could be aban
doned, and the 1974 legislation repealed. 
OPIC would continue as the major insurer 
of political risk, but it would be necessary 
to (1) redefine and clarify its purpose; 
i.e., developmental mandate vs. financial 
self-sufficiency, (2) define its role in 
o.s. foreign policy and foreign assistance, 
and (3) modify its underwriting policies 
and procedures. 

Fourth, OPIC could be dissolved. This would 
require the repeal of Title IV sections 231 
through 240 A of the Foreign Assistance Act 
of 1961, as amended. Existing contracts 
would be assigned to another agency for 
liquidation. The Agency for International 
Development, the prior administrator of 
the insurance program, would be a logical 
choice. These alternatives are based on 
the following findings and conclusions. 

Iuc She.t. U~on remoYal, the report 
coYer date should be noted hereon. 
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PARTICIPATION IN OPIC 

Risk Insurance 

The Overseas Private Investment Corporation 
Amendments Act of 1974 increased OPIC's au
thority to obtain private participation in 
its insurance programs and defined specific 
time frames for meet{ng designated levels of 
private participation. The act provides for 
OPIC's political risk insurance pr~grams to 
be fully transferred to the private sector 
by December 31, 1980, with OPIC acting solely 
as a reinsurer thereafter. OPIC's political 
risk insurance authority expiras December 31, 
1977, unless extended by statute. 

Private participation in OPIC's insurance pro
grams is represented by the Overseas Invest
ment Insurance Group, a separate reinsurance 
contract with Lloyd's of London for inconvert
ibility and expropriation insurance, and the 
War Risk Insurance Reciprocal. 

In 1975, OPIC and 13 private insurance companies 
formed the Overseas Investment Insurance Group 
to satisfy the congressionally mandated private 
participation of OPIC's insurance operations. 
Except for investments in Jamaica, the Domini
can Republic, and Ethiopia, the Group reinsures 
OPIC's existing inconvertibility and expropria
tion policies up to the first $40 million loss . 
per country and $80 million worldwide per year. 
OPIC is responsible for the excess. By 1977, 
the Group had increased its membership to 21 
insurance companies and OPIC's share of the 
Group's risk had decreased 9.125 percent to 
74.5 percent. A major factor in OPIC's suc
cess has been the extensive foreign participa
tion in the Group, the largest of the partic
ipants being Lloyd's of London. 

While the combination of the Group and Lloyd's 
represents 18 percent private sector partici
pation in inconvertibility risks and 74.9 
percent in expropriation risks, the private 
share in a single year may actually be less 
because of the ceilings on the Group's and 
Lloyd's liabilities. These ceilings may 
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Tear Sheet 

eventually be raised, but this is unlik ely 
in the near future. The feasibility of 
private participation from a cost benefit 
petspective is questionable in view of the 
premium income received by the private 
sector compared with liabilities assumed. 
Further, unless adequate revenues are ac
cumulated and reserved, OPIC may be re
quired to either borrow funds from the u.s. 
Treasury or request supplemental funds from 
the Congress to pay claims for losses not 
covered by private insurance companies. 

Lloyd's of London's 1972 reinsurance agreement 
with OPIC was the first major step toward pri
vate participation. In 1975, Lloyd's became 
a major participant in the Group by transfer
ring part of its reinsurance obligation to 
that facility. In 1977, Lloyd's and OPIC re
newed the reinsurance agreement for 3 years. 
Although the new agreement did not change the 
inconvertibility coverage, the amount of the 
expropriation coverage increased 26 percent 
and the "burni ng cost" adjustment increased 
86 percent. Burning cost adjustments are ad
ditional premiums paid to Lloyd's whenever its 
losses exceed its premium income for any given 
year. 

Lloyd's of London has accepted a S5 million 
share, representing 12.5 percent, of the Over
seas Investment Insurance Group's liability 
for expropriation and inconvertibility cover
age. Amounts p~id by Lloyd's as a Group mem
ber are offset against amounts owed as a 
reinsurer. The benefits derived by also in
cluding inconvertibility coverage under the 
reinsurance agreement are questionable. In 
the event of a claim for over $40 million, 
Lloyd's as a Group member would be liable 
for $5 million. Since its joint maximum lia
bility as a Group member and a reinsurer is 
only $2 million per country, it would conse
quently pay $2 million as a Group member and 
nothing as a reinsurer while still receiving 
premium income on the coverage as a Group 
member and a reinsurer. 
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In January 1976, OPIC established a War Risk 
Insuranc e Reciprocal to directly insure all 
war risk policies written since January 1, 
1976, and to reinsure 40 percent of OPIC's 
war risk policies written between July 1, 
1972, and December 31, 1975. The Recipro
cal's liability will be l imited to $12.5 
million per country and $25 million world
wide per year. OPIC will reinsure the 
Reciprocal against excessive losses and 
will initially share 60 percent of the 
Reciprocal's risk. Final implementation 
of the Reciprocal has been delayed by its 
inability to obtain a license to operate as 
an unincorporated insurance association. 

The success of private participation has 
been superficial. The progress to date is 
principally the result of participation by 
foreign insurance companies. Although half 
of the companies we interviewed expressed 
an interest in future participation, o.s. 
companies are reluctant to participate in 
political risk ·insurance. As a result, 
the mandate established by the Overseas 
Private Investment Corporation Amendments 
Act of 1974 will not be attained. GAO 
believes that this mandate has placed OPIC 
in an unfavorable negotiating pOSition, re
sulting in reduced premium income through 
redistribution to the private sector, sub
stantial payments in reinsurance fees, 
3nd OPIC remaining liable, as a reinsurer, 
for the bulk of its portfolio. 

GAO believes also that OPIC's total lia
bility will not significantly change if 
it participates in any association as a 
direct insurer. 

Risk Management 

GAO reported in 1973 that OPIC' s predeces-· 
' sor, the Agency for International Develop
ment, had perm i tted its insurance coverage 
to conc~ntrate in a relatively few coun
trie~. OPIC assumed its predecessor's 
ins ur ance portfolio. Even though concen
tration levels have been reduced in some 
countr i es, OPIC's insurance portfolio 
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continues to be concentrated in a lim i ted 
number of cour r ies, including Brazil, 
Jamaica, Kore , and the Philippines. This 
is due, in part, to the long-term nature 
of existing contracts. More importantly, 
even though restrictive policies are in 
force, OPIC continues to insure invest
ments in countries of high concentrations. 
The necessity to do so is influenced by 
factors over which OPIC has little control~ 
i.e., the limited investment opportunities 
in many least developed countries and the 
corresponding desire by investors to start 
projects in more industrialized countries, 
such as Brazil. 

Further, due partially to the existing de
mand, OPIC continues to provide the majority 
of its insurance to the larger "Fortune 500" 
corporations, which comprise the majority of 
those seeking OPIC insurance. 

The success of OPIC's "Investment Mission" 
program in encouraging investment in the 
least developed countries appears minimal 
at this time, as projects resulting from 
the program are not -necessarily in such 
countries. Also, since the program pro
motes investment opportunities in more de
veloped countries as well, any future suc
cess appears to depend on the willingness 
of potential investors to select the less 
desirable alternatives. It is doubtful that 
this will occur in many instances. 

The marked decline in OPIC insur2nce during 
1976 may be partially due to world wide 
economic recession and associated reduction 
in requests for OPIC insurance. Evidence 
exists showing that increasingly restric
tive OPIC underwriting policies have en
couraged major investors to consider self
insurance and/or other means of protecting 
their investments. Consequently, the po
tential for a long-term decline in new in
surance issues exists. 
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".5. Government Role 
~ laims Settlement 

AO found no evidence of unreasonable OPIC 
; r Government involvement or influence in 
the claims settlement process. " In one 
example, OPIC avoided direct involvement 
with the foreign government until negotia
tions between the company and the govern
ment deteriorated to the point that OPIC's 
assistance was requested. OPIC's ability 
to mediate an agreement satisfactory to 
both parties, in this case, may have pre
vented a worsening situation which could 
have led to greater U.S. Government in
volvement and diplomatic tension. 

AGENCY COMMENTS 

As directed by the Committee offices, 
GAO did not follow its usual practice 
of. obtaining written 3gency comments. 
However, during the course of its re
view, GAO discussed selected matters 
in the report with various agency of
ficials. 

vi 



DIGEST 

CHAPTER 

I 

2 

3 

4 

5 

APPENDIX 

I 

II 

III 

Con ten t s 

INTRODUCTION 

PRIVATE SECTOR PARTICIPATION IN OPIC 
INSURANCE 

Ov rseas Investment Insurance Group 
Lloyd's of London 
War Risk Reciprocal Plan 
Conclusions 

PRIVATIZATION AS VIEWED BY PRIVATE INSORERS 
AND INDEPENDENT STUDIES 

Private Insurers' Views 
Ind pendent Studis 
Alternative to Private Participation 

RISK MANAGEMENT 
Country Cone ntration 
Extractive Industries 
Concentration on Large Investors 
Decline in New COy rage 
Conclusions 

CLAIMS SETTLEMENTS AND 0.5. GOVERNMENT 
INVOLVEMENT 

Claims Settl ments 
Disputed Claims 
Pending Claims nd Monitored Invest

ments 
O.S. Government Involvement 
Conclusions 

Letter dated Octob r 13, 1976, from Chairman, 
Subcommitte on Multinational Corporations, 
Senate Committe __ on Foreign Relations 

Participation in Ov rseas Inv~stment Insur
ance Group 

Overseas Investm nt I nsurance Group, coun
tries with 0 r S 0 ~illion in coverage 

• 
, 

i 

1 

2 
3 

12 
14 
15 

16 
16 
19 
23 

24 
24 
31 
33 
35 
36 

37 
37 
38 

39 
40 
42 

44 

46 

47 



APPENDIX 

IV 

V 

VI 

OPIC claims resolved, 1971 through 1976 

Principal officers of Overseas Private 
Investment Corporation at May 12, 1977 

Principal officers of Overs as Inv st
ment Insurance Group at May 12 , 1977 

AB8REVIATIONS 

GAO General Accounting Office 

Page 

48 

49 

51 

ITT International Telephone and Telegraph Corporation 

OPIC Overseas Private Investment Corporation 



CBAPTER 1 

INTRODUCTION 

T Subcommittee on Multinational Corporations, Senate 
Commit e on For i9n Relations requested us to revi the 
Ov rse Private Inv stment Corporation's (OPIC's) insurance 
op rat ons to d termine it (1) success in obtaining private 
partie pation in it politic 1 ri k insurance progr m , (2) 
country concentr tion of in ur nce, (3) risk exposur in 
xtractiv indu tries, and ( ) amount ~f in urance to small 

0.5. inv stor and to d t rmin tb xt nt of u.s. Government 
involv ment in claim di put -. (Se app. I.) 

Th Subcommitt e ha inc b en di solv d so w agreed 
to addr s this report to th full S nat Committ on For
eign R lation • 

T - Ov r ea Privat Inv _ tment Corporation Am ndments 
Act of 1974 (Public Law 93-390), increased OPIC's authority 
to obt 1n privat participation in its insurance programs 
and d fin d sp cific timeframes foe me ting d signat d levels 
of priv t participation. Th act provides for OPIC's poli
tical risk in uranc program to be fully transferr -d to the 
priv~t s ctor by 0 cemb r 3 , 1980, with OPIC acting solely 
a~ a r insur r th rafter. OPIC' political risk insurance au
thority xpire Decemb r 31, 1971, unl 5S extended by statute. 

Political ri k coveraq 
vate ctor include: 

to b transf rred to the pri-

1. Inconvertibility--th inability to convert to dol
lars the local currency received by 
th inv stor as profits, arnings, 
or r turn of original inv -stm nt. 

2. Expropriation 

3. War Risk 

--loss of investment due to expro
priation, nationalization, or con
fi c tion by foreign gover ments. 

--10 S s as a result of war, revolu
tion, or insurrection. 

It is th intent of th Congress that OPIC achi ve pri
vat participation of at 1 a t 25 percent for inconverti
bility and expropriation risk contracts issued on or after 
January 1, 1975, and at least SO percent in contract is-
su d on or aft r January 1, 1978. Tha goals for War Risk 
cover 9 are somewhat less stringent, requiring at least 
12.5 p [cent private participation in new coverage issued 
on or fter January 1, 1976, - nd at least 40 percent on or 
after J nuary 1, 1979. 

1 

• 



CHAPTER 2 

PRIVATE SECTOR PARTICIPATION IN OPIC INSURANCE 

The Foreign Assistance Act of 1969 (Public Law 91-175), 
~ :ovided for OPIC to report to the Congress by March 1, 1974, 
va the possibilities of transferring all or part of its 
i l surance activities to private u.s. citizens, corporations, 
0r other associations. OPIC's February 28, 1974, report 
"Possibilities of Transferring OPIC Programs to the Public 
sector" concluded that there are realistic possibilities of 
inducing significant participation by the private sector 
in the insurance program •. It noted, however, that (1) 
in any event, Government reinsurance against large losses 
disproportionate to annual premium income will be required, 
(2) private companies will not commit themselves to exposure 
over an extended term of years in this unfamiliar field, 
and (3) the form, degree, and probable costs and benefits 
of transferring the insurance proqrams to the private sector 
cannot be determined in the abstract. OPIC recommended 
that i be granted additional statutory authority and time 
to test various combinations of joint insurance underwriting 
and reinsurance with the private sector. 

On August 27, 1974, the Congress gave OPIC the statu
tory authority to enter into agreements for insurance, 
reinsurance, or other risk-sharing arrangements with the 
private sector. OPIC was also required to submit another 
report on the feasibility of a risk insurance program oper- . 
ated, in whole or in part, by the private sector and the 
contribution it can make to the developmental goals of the 
united States. OPIC's December 1975 and March 1976 reports 
discuss efforts to "privatize" the insurance operation • 

--The Overseas Investment Insurance Group (Group) 
was established on February 14, 1975. The member
ship now consists of OPIC and 17 private insurers. 
The Group~s liability is limited to $40 million 
per country and S80 millien worldwi - pet year. 
The Group writes direct insurance and reinsures 
most of OPIC's portfolio. OPIC reinsures the 
Group for excess losses. 

--Lloyd's of London, under a 3-year contract with 
OPIC, reinsures (1) 45 percent of the expropriation 
losse~ per year up to $40 million per country and 
$120 million worldwide and (2) 5 percent of the 
inconvertibility losses per year up to $2 million 
per country and $6 million worldwide. 
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--8istorically, private insurance companies have been 
reluctant to cover landbased war risks, so OPIC is 
arranging a reciprocal type of insurance association 
composed of OPIC and investor companies that use 
war risk insurance. Investor willingness and 
ability to participate in a reciprocal insurance 
company has n~t been adequately tested. 

--Essential services now available to OPIC may prove 
less accessible, inaccessible, or more expensive 
to a group of private financial institutions. As 
a result, private insurers are 1; " ely to make 
participation in underwriting PO~itical risk in
surance conditional upon OPIC's direct underwriting 
and retention of some of the risks. 

--The effect of insurance program privatization on 
OPIC's ability to satisfy u.s. Government public 
policy objectives while acting exclusively as a 
reinsurer cannot be determined. In addition, OPIC's 
special catalytic role in the poorest countries 
and ability to offer full faith and credit u.s. 
Government guarantees makes it unique in assisting 
the poorest countries, qualities which may not 
be sustainable, if the finance program was offered 
by the private sector. 

OVERSEAS INVESTMENT INSURANCE GROUP 

To satisfy the congressional mandate for private 
sector participation in its insurance operations, OPIC 
established the Overseas Investment Insurance Group on 
February 14, 1975. The Group, composed of OPIC and private 
insurers, is an unincorporated association formed to insure 
against the political risks of expropriation and currency 
inconvertibility. Its goal is to assure that this insurance 
is managed on a profitable basis which will be attractive 
to private industry. If the Group is successful, the 
Government will eventually be able to withdraw from the 
role of direct insurer to that of catastrophe reinsurer. 

The Group initially consisted of 13 charter members. 
Each member assumed a percent of the risk, and OPIC assumed 
the balance. 
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American Mutual Reinsurance Company 
American Reinsurance Company 
American Universal Insurance Company 
Employers Mutual Liability Insurance Co~pany 
Fireman's Fund American Insurance Companies 
INA Reinsurance Company 
Interstate National Corporation 
Lloyd's of London 
Michigan Mutual Insurance Company 
Pennsylvania National Mutual Casualty 

Insurance Company 
Prudential Reinsurance Company 
St. Paul Fire and Marine Insurance Company 
Sentry Insurance 
OPIC 

Total 

Management and participation 

Percent 

0.250 
· 0.500 
0.250 
0.625 
0.625 
1.250 
0.250 

10.000 
0.250 

0.375 
0.750 
1.000· 
0.250 

-83.625 

100.000 

A Management Agreement, approved by the Group's Board 
of Governors and expiring on November 30, 1977, gives OPIC 
unconditional authority over policy underwriting, premium 
collecting, and related management activities. For its 
services, OPIC receives a fee equal to 10 percent of the 
premium income from policies issued by the Group. The OPIC 
Amendment's Act of 1974 prohibits OPIC from managing incon
vertibility and expropriation insurance after December 31, 
1979. 

Membership in the Group is open to all foreign and 
domestic insurers who are permitted by law to write incon
vertibility and expropriation insurance and who meet the 
financial requirements periodically established by the 
Board of Governors. OPIC may exclude any insurer whose 
participation would not be consistent wih OPIC's develop
mental mandate. Minimum participation is $100,000 or 
0.250 percent of the first loss pool: i.e., $40 million 
per country. Members are committed for minimum periods 
of 1 year, and may withdraw from the Group at the end of 
any fiscal year by giving 90 days notice. Since i~surance 
policies issued in the name of the Group normally cover 
20 years, OPIC is obligated to assume the liabilities of 
the members should they withdraw from the Group and no 
replacement be found. Former members, however, remain 
liable for any claims which have arisen during their 
tenure with the Group. 
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OPIC and the Group have entered into two reinsurance 
agreements which expire November 30, 1977 (see chart 1). 

--Under the first agreement, the Group reinsures 
OPIC's existing inconvertibility and expropriation 
policies (except for investments in Jamaica, the 
Dominican Republic, and Ethiopia) for the first 
$40 million loss in anyone country and up to 
$80 million in the aggregate in anyone year. 
(The extent of coverage is based on both Group 
and OPIC insurance portfolio losses.) For this 
coverage, OPIC is assessed 70 percent of the pre
miums it receives for the reinsured contracts. 

--Under the second agreement, OPIC reinsures the 
Group's insurance for the excess over a $40 million 
loss in anyone country or $80 million in the aggre
gate in anyone year. (The extent of coverage 
is based on both Group and OPIC insurance portfolio 
losses.) For this coverage, the Group is assessed 
20 percent of the premiums it receives. 

Marketing the Group 

Once the Group was established, OPIC faced the task 
of marketing it in an industry where political risk insur
ance is carefully avoided. 

OPIC must be cautious about who joins the Group, for 
if a member fails ·to pay a claim, OPIC becomes responsible 
for that claim. Therefore, OPIC uses the following informal 
criteria in selecting target insurance companies for its 
marketing effort. 

--A financial rating of B+ or better from A.M. Best 
Insurance Reports - Property and Casualty_ A rating 
of A+ or A is excellent, B+ is very good, B is 
good, C+ is marginal, and C is fair. 

--A produot line that lends itself to political risk 
insurance. 

--A company with at least $30 million in assets, unless 
it has a very good product line and $100,000 in 
retention. 

--A company which has expressed an interest in the 
Group. 
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CHART 1 

OPIC - GROUP RELATIONSHIP 
INCONVERTIBILITY AND EXPROPRIATION' IIN'SURANCE 

OPIC 

I ] OPIC REINSURES 
REINSURANCE FOR 20 PERCENT 

. _ '" OF TOTAL GROUP __________ ----J " PREMIUM INCOME 

DIRECT INSURANCE 
PORTFOLIO 
EXCEPT 
JAMAICA, 
THE DOMINICAN REPUBLIC. 
AND ETHIOPIA 

, 
" , 

, 
" . " , 

, , 
" , 

" 

" " " 

" ", 

" , 
" 

" ", 

, 

" " 

" 

" 

" " 

GROUP 

DIRECT INSURANCE 
PORTFOLIO - LESS THAN 
$40 MILLION PER COUNTRY 

AND 
$80 MILLION WORLDWIDE 

DIRECT INSURANCE 
PORTFOLIO - MORE THAN 
$40 MILLION PER COUNTRY 

AND 
$80 MILLION WORLDWIDE 

DIRECT INSURANCE 
JAMAICA, 
THE DOMINICAN REPUBLIC, 
AND ETHI,OPIA GROUP REINSURES FOR "r--- R~IN;'~~~-l 

70 PERCENT OF PREMIUM ' 
INCOME FROM DIIAECT ' 
INSURANCE PORTFOLIO 
EXCEPT JAMAICA, THE 
DOMINICAN REPUBLIC, 
AND ETHIOPIA 
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Table 1 summarizes private insurer responses to OPIC's 
marketing efforts. 

Considering the reluctance of private insurance com
panies to underwrite political risk, the marketing of the 
Group has had some degree of success in that 11 new members 
have joined and only 3 ~embers have dropped out; 5 existing 
increasej their pa~ticipation; and OPIC's percent of the 
risk dropped 9.125 percen ,:, from 83.625 to 74.500 percent. 
These changes are illustr~ted in appendix II. 

A major factor of the success has been an extensive 
amount of foreign interest and investment in the Group. 
Four of the 21 active 1977 Group members are foreign-owned 
companies--Abu Dhabi National Insurance Company, Lloyd's 
of London, Skandia Reinsurance Company, Limited, and Zurich 
Insurance Company. These compan:es represent 16.9 percent 
of the Group and 66.2 percent of the private participation. 
Lloyd's of London controls 12.5 r~rcent of the Group and 
49 percent of the private participation, and two American 
members, Bellefonte Insurance Company and the Home Insurance 
Company, are affiliated with Lloyd's. Lloyd's of London 
is, therefore, the foundation upon which the Group is 
built. 

'rable 1 

Result of 1975 a~~!i~~~Marketing E~!~~~ 

Members before marketing effort 
Members that witharew (see ch. 3) 
Companies ' contacted 
companies nO.t respona ing 
Negative r~sponses 
Companies joining group 
'Members after marketing effort 

Reasons given for not participating: 

Not interesteo 
No additional rlsks at this time 
Company size ana area of operations 
No reinsurance experience 
Bad economic conditions 
Bad experience with insurance pools 
OPIC's settlement of the Anaconda copper claim 
OPIC's future group role in doubt 
OPIC has no political risk experience 
AdJustment for multiple reasons 
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1975 llli 
13 
-1 

167 
-75 
-87 

::) 

17 

54 
33 
~ 
:, 
4 
2 
1 

-21 

A7 

17 
-2 

206 
-lUi 

-99 
6 

21 

6 3 
32 
12 

9 
7 

3 
1 

-28 
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In our interviews with private insurers, we were 
advised that the multinational insurance companies are 
interested in political risk insurance because: 

--They receive profitable returns on their investments; 
the limited liability, $40 million per country/$80 
million worldwide, offered by the Group increases 
the profit these companies receive. 

--They have experience in political risk insurance. 

--They became international insurers because there was 
not sufficient incountry business to satisfy them; 
Arne 'rican insurance companies~ however, have extensive 
domestic risk~ to satisfy their needs. 

--They are pr ima.( ily , re insurers, whereas Arner ican 
companies are not. 

--They have offices worldwide, whereas the American 
companies do not • 

. Extent of Li ability 

The Overseas Investment Insurance Group and. Lloyd's of 
London represent the only private participation in OPIC's 
expropriation and inconvertibility insurance coverage--
18 percent for inconvertibility and 74.9 percent for expro
priation. The private share may actually be much less in 
any given year, because annual stop-loss provisions limit 
the amount of losses to which the Group or Lloyd~s may be 
subject in any one 'country or worldwide. Consequently, 
the degree of actual pri; ate participation in losses de
creases greatly once the 10ds limits have been exceeded. 
( 5 ee ch art 2.) 

Although it is highly unlikely that any great portion 
of the worldwide total would be subject to claims at one 
time, it is not improbable that this could occur in anyone 
country, as it did recently in Chile. Thus, for example, 
if the Philippine Government expropriat~d all OPIC-insured 
0.5. investment in that country, over $172 million (see 
app. III) in claims could be filed. The respective amounts 
that the Group, OPIC, and Lloyd's would be liable co pay 
on a cla i m, or claims, of this magnitude in one country 
and actual private participation is shown in table 2. 
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CHART 2 

PRIVATE PARTICIPATION IN 
ANNUAL WORLDWIDE LOSSES 

AS OF DECEMBER 1, 1976 
PERCENT 

1001 
80 

70 

60 

50 

40 

30 

20 

10 

S 
(MILLIONS) 

EXPROPRIATION CLAIMS 

200 400 600 
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. Table -2 

Amount Claimed Percent of 

Group Payment: 
Private insurers, minus 

Lloyd's of London 
Lloyd's of London 
OPIC 

Total paid by Group 

OPIC reinsurance 

Lloyd's of London reinsurance 
(see p. 12) 

Claimed by OPIC 
Less: Lloyd's Group payment 

Burning cost adjustment 
(note a) 

Net payment to OPIC 

Total amount paid: 
Private insurers, minus 

Lloyd's of London 
Lloyd's of London 

OPIC 

Total 

or -paid total claim 

(mill ions) 

$ 5.2 
5.0 

2';8 -
$ 40;0 -
$132~0 

$ 

$24.8 
-5.0 

-4~6 
$15.2 

5.2 
20.% 
E':4 

146;6 

$112~0 

3.02 
2.91 

1,;33 

%3;%6 

16;14 

14.42 
-2.91 

-2;67 
-8;84 

3.02 
11;15 
14.77 

85;23 

100;00 

a/Additional premium paid to Lloyd's when its losses exceed 
- its premium income in any given year. (See p. 13.) 

As shown, the total Rbottom lineR private participation 
in this particular example is only 14.7 percent. Assuming 
that the Group was composed entirely of private insurers 
(under this assumption, OPIC would only pay $116.8 million 
of the above claim), total private participation would 
still be only 32 percent. 
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Feasibilit¥ of Group 
participatlon from 
cost benefit standpoint 

Under the current rates of private/OPIC participation 
in the Group, the private members' maximum liability for 
expropriation and inconvertibility coverage is $10.2 million 
per country and $20.4 million worldwide. 

Assuming this maximum liability is achieved by 100 
percent private participation, there are still 15 countries 
in OPIC's insurance portfolio with current expropriation 
amounts in excess of $40 million (see app. III), not 
counting Jamaica and the Dominican Republic, which are 
excluded from Group coverage. 

Although maximum-loss limits may eventually be raised, 
this is unlikely to occur to any significant degree in the 
near future. In the meantime, the premium income redirected 
to the private sector compared with total liabilities assumed 
makes the feasibility of private participation questionable 
from a purely cost/benefit standpoint. 

Since its inception in February 1975, the Group has 
received the following revenue from insurance premiums. 

January 1, 1975 to November 30, 1975 
December 1, 1975 to November 30, 1976 

OPIC management fee 
OPIC reinsurance fee 

millions 

$22.5 
18.5 
TI"':1r 
-4.1 
-8.2 

a/$28~7 - ~ 
a/As a Group member, OPIC is entitled to 74.5 percent of 
- the adjusted Gross Revenue. 

During this time, the Group paid $125,000 in claims, 
$123,000 of which has been recovered. We believe the data 
illustrates, (assuming full privatization) the significant 
reduction of insurance premium revenue that could otherwise 
be used by OPIC (the U.S. Government) to (1) pay the smaller 
claims, i.e., those that the private sector would pay with
in the $40/80 million limits, and · (2) build up cash reserves 
to compensate for the catastrophic losses the Government 
will continue to remain liable for. 
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Unless adequate revenues are accumulated and reserved, 
OPIC may be required to either borrow funds from the U.S. 
Treasury or request supplementary funds from the Congress 
to pay claims for large losses not covered by the private 
insurers. 

LLOYD'S OF LONDON 

Lloyd's 1972 agreement with OPIC to reinsure a portion 
of OPIC's expropriation insurance coverage was the first 
major step toward private participation. As a reinsurer, 
Lloyd's has received about $12.1 million in fees and has 
paid one claim amounting to about $93,000. Lloyd's, how
ever, remains liable for any claims arising during the dura
tion of its reinsurance contract with OPIC. 

Since 1972, amended agreements have changed the terms 
and amounts of Lloyd's reinsurance and Lloyd's has become 
a major participant in t ·he Oversea s Inves~ment Insurance 
Group. Lloyd's reinsured expropriation coverage only until 
March 31, 1975, when an amended agreement permitted reinsur- . 
ance of inconvertibility coverage up to $6 million per 
country and $18 million worldwide through December 31, 1975, 
and $2.125 million per country and $6.375 million worldwide 
'through December 31, 1976. To get the Group started and 
to encourage further private participation, Lloyd's was 
permitted to enter the Group in February 1975 by trans
ferring $4 million of its liability as a reinsurer to the 
Group. This amount represented 10 percent of the Group's 
liability for both expropriation and inconvertibility 
coverage. 

Since Lloyd's also represents a sizable share of the 
Group's private participation, the benefits derived by 
also including inconvertibility coverage under the re
insurance agreement are questionable. This is because, as 
shown in table 2, amounts paid by Lloyd's for large losses 

. as a Group member are off set against the amounts owed as 
a reinsurer. In the event of a claim for more than 540 
million, Lloyd's as a Group member would be liable for 
12.5 percent or 55 million. However, since its joint 
maximum liability as a Group member and a reinsurer under 
the latest reinsurance agreement is only 52 million per 
country and $6 million worldwide, it would pay $2 million 
as a Group member and nothing as a reinsurer, while still 
receiving premium income on the coverage both as a Group 
member and as a reinsurer. 
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In January 1977, OPIC renewed the reinsurance agreement 
for a 3-year period ending December 31, 1979. The new 
agreement did not change inconvertibility coverage, but 
did increase th amolJnt of '·-xpropr iation coverage from 
$18.255 million to $24.750 million per country and from 
$54.765 million to $74.250 million worldwide; however, the 
so-called -burning cost- "adjustments also increased. 

Table 3 outlines the coverage, premiums, and burning 
cost adjustment applicable under the new agreement. 

Coverage 
Per country 
Worldwide 

Premium 

Burning cost 
adj ustment 

Annual 
Supplemental 

(note a) 

Table 3 

Inconvertibility 
, coverage 

$2,000,000 
6,000,000 

75 percent of current 
premium and 29 percent 
of standby premium ,(not 
to exceed $100 million 
maximum in anyone 
country) less 9 percent 
on gross premium for 
management fee 

S150,000 

225,000 

S375,000 

Expropriation 
coverage 

$24,750,000 
74,250,000 

75 percent of total 
gross expropriation 
premium for current 
coverage, not to 
exceed $100 million 
current coverage in 
anyone country 

$1,856,250 

2,784,375 

$4,640,625 

a/Applicable over 3-year life of contract and can only b 
- implemented at the end of 3 years. 

In the preceding 3-year contract period ended December 
31, 1976, the burning costs were limited to $684,562.50: 
for expropriation. For inconvertibility, they were limited 
to $15,000 in fiscal year 1975, and $5,312.50 in 1976. 

OPIC officials believe the increase in the burning 
costs was necessary to prevent a premium increase by Lloyd's. 
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WAR RISK RECIPROCAL PLAN 

Traditionally, insurance companies would not insure 
landbased war risks out of fear of excessive losses. Claims 
experience for this coverage is better than that for ex
propriation insurance, however, and private companies are 
becoming inter -sted in insuring war risk. 

In January 1976, th OPIC Board of Oir ctors authorized 
the establishment of a War Risk Insuranc R ciprocal, where
by the recipients of the coverage collectively share the 
liability for each other's risks. When implemented, the 
Reciprocal will directly insure all war risk policies 
written since January 1, 1976, and will r insure 40 percent 
of OPIC war risk policies written between July 1, 1972, and 
December 31, 1975. The Reciprocal's liability will be 
limited to $12.5 million per country and $25 million world
wide, and OPIC will r insure it against xcessive losses. 
The Reciprocal will be managed by OPIC and policy decisions 
will be made by a board of governors consisting ot six OPIC 
and 5 private ector r~presentatives. OPIC will initially 
participate as a member of the Reciprocal, sharing 60 
percent of the risks. The Reciprocal will be writing only 
war risk coverage, but its bylaws wil also enable it to 
write and reinsure inconvertibility and xpropriation 
coverage. This is different from the Group, whose bylaws 
prohibit it from insuring war risks. 

Reciprocal funds will come from: 

--Direct insurance premi~ms: 0.6 percent a year for 
current coverage and 0.25 percent a year for stand
by coverage. Contracts written sinc- December 1975 
provide that OPIC can increase the current coverage 
premium to 0.9 percent. 

--Reinsurance Premiums: 65 percent of the rate on 
each policy reinsur_d less a 12-p rcent ceding 
commission. 

--Subscriber Deposits: initial deposits of approxi
mately one-half of the first year' premium: deposit 
subj ct to use for claims and will be returned upon 
termination of the insurance contract. 

--OPIC Line of Credit: available to fund the Reciprocal 
obligations until its reserves from premiums and 
deposits build up: OPIC antir.ipat s that the line 
of credit will only be needed for 1 year. 
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Final implementation of the Reciprocal has been 
delayed. The District of Columbia Superintendent of In
surance, c1ti~g absence of authority, has not issued the 
Reciprocal a ~icen e to operate as an unincorporated in
surance a sociation. In the Supecint nd -nt's opinion t~e 
OPIC activities may only b regulated by Federal officials, 
and inc OPIC i a participant, the Reciprocal is not sub
j ct to r gulation by th District of Columbia. In response 
to OPIC's r que t for an opinion, the Department of Justice 
concluded that OPIC and the R ciprocal re separate legal 
entities, and the Reciprocal can, therefore, register 
with the Di -trict of Columbia since it is not a Federal 
instrument lity. As y t, the license has not been issued. 

Past experi nee with war risk insurance 

OPIC and its predecessor agencies have written war 
risk insurance since 1957. As of Sept mber 30, 1976, OPIC 
coverage total d S2.14 billion in 60 countries. Since the 
program's inception, cumulative war risk premium income 
has amount d to approximately S89 million. From 1957 
through S pt~mber 1976, 9 claims, totaling Sl.O million, 
have been paid. Premium income during 1976 came to 12.4 
million. 

It was expected that the events in South Vietnam would 
result in war risk claims, but none hay been filed to 
date. Expropriation claims have been filed, however, which 
OPIC estimates will not xceed $10 million. 

CONCLUSIONS 

The uccess of private participation in OPIC has been 
superficial. It has principally resulted from participation 
by foreign insurance companies. Although half of the 
companie we interviewed expressed an interest in future 
participation, u.s. insurance com~ani s have been reluctant 
to participate in political risk insurance. Therefore, 
the mandat - established by the 1974 legislation will not 
b~ attain d. We believe this mandate has placed OPIC in 
an unfavorable negotiating position, resulting in (1) re
duced premium income through redistribution to the private 
sector, (2) substantial payments of reinsurance fees, and 
(3) OPIC r-maining liable, as a reinsurer, for the bulk 
of its portfolio. 

We believe also that OPIC's total liability will not 
significantly change if it participates in any association 
as a direct insurer. 
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CH. ER 3 

PRIVATIZATION AS VIEWED "BY PRIVATE INSURERS 

AND INDEPENDENT STCDY "GROCPS 

The suc~ess 6f privatization depends greatly upon 
favorable acceptance by the private insurance industry and 
the ability and willingness of private insurers to absorb a 
substantial portion of political insurance risks as opposed 
to minimal levels of participation. Also, the successful 
merging of private participation and OPIC's developmental 
role depends upon the degree of change or innovation neces-
sary to encourage private acceptance. , 

We asked 20 private insurance firms for their opinions 
of privatization--12 that declined OPIC's invitation to par
ticipate, 5 that are now participating, and 3 that dropped 
out after participating for only 1 year. Some of these com
panies are in the -Hartford Group"--companies located in 
Hartford, Connecticut, that are considered to be the leaders 
of the insurance industry. One former participant , declined 
to give us its opinion. 

The findings and conclusions of three independent studies 
on privatization and OPIC's role are also summarized in this 
chapter. The studies were made by the American Bar Associa
tion's Subcommitte~ on Insuring Overseas Investment, an asso
ciate of the Brookings institute, and the Tillinghast Corpora
tion. 

The opinions expressed by about half the private in
surers and the American Bar Associution study's conclusions 
generally agree with what we consider as the two important 
issues: (1) it is unlikely that OPIC will be able to com
pletely privatize its investment insurance programs by 1980 
and (2) complete privatization of investment insurance is not 
as desirable as a joint OPIC/private venture. 

PRTVATE "IN5URERS"VIEWS 
-- ~ ------------------~ We asked the 20 insurance firms (1) why they had dropped 
out or not joined the Overseas Investment Insurance Group and 
whether they would join in the near future, (2) what changes 
~r innovations they considered necessary to encourage private 
partic ipation, (3) whether OPIC should continue as manager, 
direc t insurer, or solely as reinsurer, (4) what chance OPIC 
has to achieve 100 percent privatization by 1980 and how much 
current members would be willing to increase their participa
tion. 
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Reasons "for non-participation 

The 12 insurers declined OPIC's invitation to join the 
Group generally for the same reasons. 

The main reason cited was their limited knowledge of 
political risk insurance~ most of them believe that conven
tional insurance principles cannot be applied to expropria
tion and inconvertibility losses because of the political 
factors involved. 

The capacity to undertake additional markets, especially 
in unfamiliar areas, has also prohibited, or at least delayed 
participation in the Group. Recent underwriting losses and 
declining stock market values, in which private insurers have 
sizable investments, have contributed to the reduction of 
surpluses which govern the amount of insurance that may be 
written. Thus, at this time, most of the insurers prefer to 
limit their activities to conventional domestic coverages. 

The insurers had mixed feelings about joining the Group 
in the future. Three of them would not reconsider joining: 
two said it was unlikely that they would: seven, however, did 
not discount the possibility of joining, with five indicating 
that the chances were excellent that they would do so. 

One of the insurers who dropped out of the Group after 
participating for I year did so because its officers decided 
that the firm could not successfully insure inconvertibility 
and expropriation risks because of the political aspects of 
o.s. business involvement in underdeveloped countries. A 
second firm had joined the Group as a sign of "good faith," 
since at that time it was negotiating with OPIC to manage 
OPIC's war risk program. When the negotiations were mutually 
broken off, the firm withdrew from the Group. The third in
surer declined to discuss its reasons for withdrawing. 

Changes necess~rt - to. 
encoarage partlclpatlon 

We received a variety of oplnlons or sugg6~tions con
cerning changes necessary to encourage private participation; 
however, there was some reluctance on the part of the private 
insurers to comment because of their lack of experience wi t h 
political risk insurance. Suggestions that were made per-
tained to: ... 
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--Shortening the terms of insurance policies issued frem 
20 to 5 years. 

--Using a two-tier underwriting system, with the pri
vate sector low-risk policies and OPIC the high-risk 
policies. 

--Reducing stop-loss limits from $40 million to $15 mil
lion per country. 

--Limiting recruiting efforts to casualty insurance com
panies, reinsurance companies, or companies already in 
the international arena. 

--Increasing the use of present Group members in recruit
ing new members. 

M,any of the pr ivate insurers believe that there would 
be more participation if the Group short~ned the terms of 
its insurance policies, because private in~urers usually 
~ imit the terms'of casualty insurance policies to 5 years. 
Some of these insurers are of the ,opinion, however, that 
shorter policy t~rms could have a negative effect by making 
the Group's insurance less attractive to overseas investors 
whose insurance needs require longer term policies. 

OPIC's-role 

Several private insurers were reluctant to give their 
opinion about OFIC's role in the Group because of their lack 
of knowledge of t he problem. The general ccnsensus, however, 
was that O~IC should remain active in the Group's management 
because of the Government's expertise in negotiating expro
priation and inconvertibility claims with foreign governments. 
The private insurers, for the most part, also believe that 
OPIC must remain in the ·~:"oup as a direct insurer as well as 
a reinsurer ·, because the pr ivate' sector does not have the 
capacity to provide insurance for the whole program. 

Two private insurers believe that OPIC should assume 
responsibility for the whole ~rogram becausa political risks 
are not insurable. One insurer believes that the Group 
should adopt a single private insurance company management 
approach, with OPIC participating as a reinsurer and advisor 
only, under this concapt, one private insurer would manage 
the OPIC insurance program. 
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Achieving ~rivatization 
goals ~ by - l 80 

Of the 19 private insurers that we interviewed, 8 believed 
that OPIC has little ~r no chance of attaining its goals for 
private par~icipat ic ' r 1980: 2 believed it would do so, and 
9 had no opinion on tnl ." matter. 

~he 8 insurers believed there was little or no chance 
of achieving privatization goals by 1980 because (1) ~his is 
t oo short a time to persuade enough of the larger insurance 
companies to join the Group, and (2) many insurers will not 
have the capacity to join the Group because they may not have 
time to recoup from recent financial ~ifficulties experienced 
by the insurance industry. 

The two insurers believe OPIC has a good chance of 
achieving its goals for pI' ivate participation by 1980 because 
(1) it already has 25 percent privatization, (2) a number of 
borderline companies will join in the next few years, and 
(3) present members will increase their participation in the 
Group within the next few years. 

In this regard, four of the ,private insurers who are 
members of the Group expressed interest in increasing their 
participation by 1980. Two have recently done this. How 
much the insurers will increase their participation in the 
future, however, will depend on their capacities and the 
financial posture of the Group. 

INDEPENDENT STODI!S 

Only one of the three private participation studies was 
requested by OPIC, and it was the only study that specifically 
r equired OPIC to take corrective action. 

We have summarized the results of the studie s in order 
to present views of knowledgeabJe independent par ties. 

American -Sar ' Association study 

On November 29, 1976, ,the American Bar Assoc i ation sent 
OPIC an information copy of a study of privatiza t ion made by 
its Subcommittee on Insuring Overseas -Investments . This re
port was addressed by the Subcommittee to the Bar Associa
tion's Section of International Law and included recommenda
tions to the Congress for amending the Foreign Assistance Act 
(22 u.s.c. S 2191-2200a)~ It was stated in the report that 
its contents should not be considered the off i cia l position 
of the Association. 

19 

• 
, 



The report concluded: 

"that it is unlikely that OPIC will be able to 
completely privatize its investment insurance 
programs by 1981 and that, moreover, complete 
privatization is not the best ~ourse of action. 

"Complete privatization of investment insurance 
is not as desirable as a mixed OPIC-private 
insurer system because complete privatization 
would probably lead to: (1) increased cost for 
investment insurance: (2) reduction of the types 
of risks insured: (3) de-emphasis of investment 
insurance for developmental projects and a shift 
to insuring projects in developed countries: 
(4) competitive disadvantages for American com
panies desiring to obtain investment insurance; 
(5) 'scouragement of foreign investment by 
smaller American companies: and (6) loss of pro
tection to American insurers granted pursuant to 
bilateral inv~stment guaranty agreements." . _ 

The main thrust of these conclusions are in agreement 
with our views on these subjects. The Subcommittee recom
mended to the Congress that (1) OPIC continue its privatiza
tion efforts, (2) the Congress extend OPIC's authorization 
at least 4 years, and (j) OPIC remain a direct insurer so 
that political risk insurance, i.e., inconvertibility and 
expropriation, will continue to remain available to eligible 
investors on commercially reasonable terms and conditions. 

Brookings Institotion "study 

The Brookings Institute recently completed a study of 
multinational corporations and gave OPIC a copy of the un
published report. Although this report discusses general 
u.s. foreign policy, it does address Government Insurance 
of foreign investments, which is handled by OPIC. 

The study concluded that, because of confusion over 
OPIC's purpose to promote economic development in countries 
friendly to the United States, Government insurance programs 
"have gone the way of most 'foreign aid'" and are now serv
ing a variety of interests, "including straight forward com
mercial interest of individual American firms." 

The study recommends five changes in OPIC's c~rrent 
policy. 
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"Flrst, OPIC should resume its original mission 
by limiting its developmental activities to a 
much smaller group of host countries. 

"Second, OPIC should no longer worry about the 
impact on the U.S~ economy of investment pro
posed for insurance coverage to support develop
ment in these poorest countries • . 

"Third, OPIC insurance and guarantees should be 
used actively to promote the u.s. national in
terest in assuring its access to imported raw 
materials. 

"Fourth, OPIC should be viewed as the institu
tional basis for the * * * overall u.s. policy 
toward foreign direct investment * * *. 

"Fifth, the congressional mandate of 1974 to 
'privatize' OPIC should be rescinded." 

The -Tillinghast Study 

This study evaluated OPIC's 
gram and was requested by OPIC. 
of privatization and recommended 
vatization may be obtained. The 
were OPIC's rating practices and 
serves for claims. 

investment insurance pro
It examined the feasibility 
changes so that 100% pri
principal areas studied 
the accumulation of re-

The Tillinghast report to OPIC, dated June 3, 1976, 
concluded that: 

--Foreign countries that have insurance programs 
similar to OPIC subsidize their foreign investments 
whereas OPIC must be self-sustaining. 

--Past experience indicates that u.s. investments are 
more likely to be expropriated than those of other 
countries. 

--Resource-related projects (extractive industries, 
utilities, etc.) present a much greater insurance 
risk than other types of projects • 

. --Expropriations have increased over the past 15 years, 
but this trend may be leveling off. 
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--The loss experience has been extremely favorable for 
inconvertibility coverage. 

--While not as favorable as that for inconvertibility, 
the 105S experience for expropriation coverage has 
been quite favorable. 

--The rate variance between expropriation coverage for 
equity and tha~ for debt should be increased. 

--Rates for extractive industries should be substan
tially higher than those for other industries. 

The Study did not recommend a specific rate structure 
since this decision must be made by OPIC and the Group, based 
on marketing considerations. But it did recommend that, 
whichever rate structure is selected, the basic rates be 
related to the coverage and the type of investment involved. 
For example: 

--the rate assigned to a country should be based on the 
future stability and development of the country rather 
than its past history, 

--shorter term insurance policies, at lower rates, 
should be offered to investors as an alternative to 
the 20 year policy, and 

--rates for extractive industries should be set well 
above those for non-extractive industries. 

Currentl~" r the Group insures only those risks insurable 
by OPIC, except for Jamaica, the Dominican Republic, and 
Ethiopia which are insured by OPIC. The Study recommends 
a three-tier market. The first level would be risks which 
OPIC accepts but the Group does not (for example, Jamaica); 
second would be risks which OPIC and the Group share; and 
third would be risks "the Group would insure but OPIC cannot. 

OPIC plans to act on the study recommendations. Two 
planned changes in the OPIC/Group underwriting procedures 
are (1) diversification of the industries insured and 
(2) changes in the premiums from a single rate to a gradu
ated rate, based on the risk insured. Implementation of 
these changes has been delayed pending approval by the 
Group's Board of Governors. 
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ALTERNATIVES TO PRIVATE PARTICIPATION 

The success of privatization has been superficial, and 
it is apparent that OPIC will not achieve the mandate estab
lished by the 1974 legislation. Consequently, several alter
natives are available to the Congress in considering the 
future of OPIC's political risk program. 

First, privatization could continue. This would require 
amending the Overseas Private Investment Corporation Amend
ments Act of 1974 (Public Law 93-390). 

Second, privatization could be modified. Most of the 
insurance companies we talked with wanted the Government to 
continue as a direct insurer of political risks because the 
private sector lacks the capacity to absorb the entire pro
gram. This would require amending the 1974 legislation to 
permit permanent OPIC participation in the Group's insurance 
of political risks. 

Third, privatization could be abandoned and the 1974 
legislation repealed. OPIC would continue as the major in
surer of political risk, but it would be necessary to (1) 
redefine and clarify its purpose, i.e., development,\l man
date vs. financial self-sufficiency, (2) define its role in 
o.s. foreign policy and foreign assistance, and (3) modify 
its underwriting policies and p~ocedures. 

Fourth, OPIC could be dissolved. This would require the 
repeal of Title IV, sections 231 through 240A, of the Foreign 
Assistance Act of 1961, as amended. Existing contracts would 
be assigned to another agency for liquidation. The Agency for 
International Development, the prior administrator of the 
insurance program, would be a logical choice. 
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CHAPTER 4 

RISK -MANAGEMENT 

A major concern in conducting the OPIC insurance program 
with due ,regard to risk management principles is the exposure 
to catastrophic losses. The potential for such losses is 
contingent on the concentr2tion of insurance by country and 
industry and the size of the investments insured. Country 
concentration and investment size also correlate with the 
size of the investor being insured, because the large multi
national ~orporations tend to concentrate their investments 
in more developed countries. 

OPIC tries to reduce its risk through coinsurance with 
investors: joint U.S./foreign participation in insured proj
ects: by private U.S./foreign insurance companies' participa
tion through direct insurance and reinsurance: modification 
of contractural terms; and encouraging investment in coun
tries of low concentration. 

COUNTRY -CONCENTRATION 

We reported previously 1/ that OPIC's predecessor agency, 
the Agency for International-Development (AID), had permitted 
its insurance coverage to concentrate largely in seven coun
tries, as shown below. 

Coantry 

Argentina 
Brazil 
Chile 
Domini.can Republic 
India 
Jamaica 
Korea 

Total 

Inconvertibility Expropriation War risk 

(percent of portfolio) 

7.5 3.6 3.2 
7.9 6.1 6.8 

10.1 8.4 3.1 
7.7 7.3 8.6 
6.4 5.1 5.0 
1.4 17.8 21.5 

11;0 ' - 8; 0 11;7 - -
52.0 S6~3 5~~~ ==== - -- -

OPIC, upon assuming the program f'rom AID, implemented 
more restrictive policies on concentration. However, its 

l/Management of Investment Insurance, Loan Guarantees, and 
- Claims Payments by the Overseas Private Investment Corpora

tion (8-173240 ) , July 16, 1973. 
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insurance issued during the first 2 years of operation (as 
of December 31, 1972) was also heavily concentrated ( including 
two countries, Brazil and Korea, which had accumulated 
concentration under AID). 

Since 1972, this trend has continued with the new in
surance concentrated to a greater degree than that of AID. 
As the following table shows, as of December 1976 OPIC has 
continued to concentrate insurance coverage in Brazil and 
Korea , while countries like the Philippines, Indonesia, and 
the Republic of China replaced Chile and Jamaica as countries 
of emphasis. 

country _ 

Brazil 
Dominican Republic 
Indonesia 
Korea 
Philippines 
Republic of China 
Trinidad and Tobago 

Total 

Inconvertibility !xpropriation War -Risk 

(percent of portfolio) 

21.9 22.3 11.9 
4.2 4 . 5 5.8 
6.6 6.6 8.2 

11.6 14 . 9 13.9 
11.5 11.1 10.5 

6.1 5.8 7.5 
4 4~4 -2;6 - 4;1 - - -..-. 

66.3 67.8 62.5 
- - - - -- -

The extent of concentration in countries which have 
more than 5 percent of OPIC's total portfolio worldwide as 
of December 31, 1972 and December 31, 1976, respectively, is 
shown in charts 3 and 4. 

The charts show that Jamaica, although no longer receiv
ing new assistance, continued to lead in expropriation and 
war risk coverage, however, Brazil, Korea, and the Philippines 
are currently the major recipients of new insured investment, 
with Brazil leading in the expropriation and inconvertibility 
coverage categories. 

In the past 3 years, Brazil received 19.5 percent of the 
total insurance written by OPIC and over 21 percent of all ex
propriation and inconvertibility insurance during that period. 
Extensive u.s. investments in Brazil, with the associated 
demands for OPIC insurance, appear to be the main reason for 
this, as OPIC insurance officials stated that the amounts 
would have been substantially higher had not specific restric
tior.s been placed on projects and firms seeking insurance on 
investments in Brazil. 
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CHART 3 
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CHART 4 

COUNTRY CONCENTRATION 
WORLDWIDE INVESTMENT INSURANCE 

BY TYPE OF COVERAGE 
AS OF DECEMBER 31, 1976 
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Efforts to limit 
concentratIon 

In the past, OPIC's policy was to limit coverage growth 
in countries where concentration in anyone insurance cate
gory exceeded 10 percent ot worldwide coverage tor that cate
gory. This policy was more restrictive than that of AID and 
predecessor insurance programs, but it permitted OPIC to con
tinue to issue insurance in high concentration countries in 
response to investor demand. 

Although l~ percent is still us d as a guideline, other 
variables, such as the nature and size of the investm~nts 
and the political and economic stability of the host country, 
are now considered on a case-by- case basis in determining 
acceptable country concentration levels. According to OPIC 
insurance officials, countries that reach concentratio ~l of 
more than 7 percent of OPIC's total portfolio are now moni
tored to obtain information needed to diversity and increase 
exposure on a more selective basis. 

The two major methods now used to limit additional 
coverage 1n high-concentration coun t ries are: 

1. To insure only partial amounts of investments in 
such countries and to encourage investment in areas 
of the countries that are not already heavily ex
posed. For example, projects in Brazil for over 
$20 million are now usually insured for only 50 per
cent. Also, OPIC has ceased to insure projects in 
the industrialized Rio de Janeiro and San Paulo 
areas in an attempt to direct insurance to the 
least developed areas of the country. 

2. The Retrospective Premium Adjustment Program, a 
recent innovation. 

The Retrospective program permits OPIC to continue offer
ing insurance coverage in high exposure countries but func
tions as a privatization or risk-sharing vehicle by requir
ing certain large investors to share in the risks. In brief,. 
the Program requires large investors desiring OPIC insurance 
coverage f or their projects in high concentration countries, 
to share i n all losses in excess of SlOO million. 
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Promoting investment in 
least developed coun t ries 

The preceding policies and programs, while designed to 
limit further concentration in heavily concentrated countries, 
do not necessarily promote investments in the least developed 
countries. 

OPIC's responsibility in this regard, as well as cri
teria for less developed countries, wa further defined by 
5 ction 231(1} of th _ Foreign Assistance Act of 1961, as amended 
by the Overseas Private Investment Corporation Amendments Act 
of 1974 which requires that, to the extent practicable, OPIC 
give preferential consideration to insuring projects in the 
1 ss developed friendly countries which have per capita in
comes of $450 or less as m asured in 1973 O.S. dollars. 

As shown below, OPIC has not been successful in shifting 
insurance cov~rage to the poorer countries. In fact, except 
for the shift in emphasis noted for 1975, the reverse has 
occurred. 

Peccent of total 
Year Number of countries insurance portfolio 

Per capita income of $450 or less: 

1974 15 35.8 
1975 19 62.7 
1976 18 28.5 

Per capita income of more than $450: 

1974 16 64.2 
1975 14 37.3 
1976 15 71~5 

The abrupt change in 1975 of insurance coveraqe to the 
countries which have per capita incomes of $450 or less is 
principally attributable to fluctuating activities in 
Indonesia, Korea, and the Philippines ($450 or less) and 
Brazil (more than $450.) 

For example, the three least developed countries, which 
accounted for the majority af activity in that category, re
ceived 41 percent of total insurance issued in 1975, compared 
with 25 percent in 1974 and only 18 percent in 1976. 
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Brazil, which was generally the most active country in 
the higher category, received only 7.6 percent of total in
surance issued in 1975, compared with 30 percent in 1974 and 
32 percent in 1976. 

To improve performance in this area, OPIC developed an 
-Investment Mission R concept early in 1975 designed to ac
quaint top u.s. business executives with investment oppor
tunities in the least developed countries. As reported in 
OPIC's 1976 Annual Repor t , promotion of this program in
corporates basically three steps. 

1. Investigation of investment potential and other con
ditions in selected countries by a team of OPIC offi
c ials. 

2. Promotion of identified investment opportunities with 
u.s. companies considered to be capable of implement
ing the desired projects. 

3. Organization of an investment 'mission' to bring top 
business executives into direct contact with u.s. and 
local officials in the host country. 

By June 1976, the program had resulted in eight new proj
ects in c.ertain Central American 'countries and Arab nations, 
and was reported to have generated more ~han 100 viable proj
ect possibilities. 

We have noted, however, that some of the countries in 
which projects have been started are not those considered as 
least developed. An OPIC official stated that the program 
is not directed strictly toward least developed c~untries 
because U.S. businessmen cannot be expected to willingly 
invest in less desirable countries where markets are small. 
Consequently, a promotion package must include some better 
developed countries. 

Another official stated that the program's overall cost
effectiveness was dubious, since OPIC has not yet received 
premiums from any of the new projects, and that it may be 
years before revenues and benefits could be adequately meas
ured. Other offic ials believe, however, that the program 
can be justified solely on developmental merits or that it 
can be self-sufficient. 

It is obvicus that this is an expensive program and that 
the costs and benefits are not readily reconcilable and may 
not be for some time. Consequently, its developmental impact, 
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i.e., increased investment in least developed countries, is 
the best measure of its succe s s to date. We believe its 
success in this regard is currently questionable. The pro
gram has apparently encouraged new investments, but not nec
essa i ly in least developed countries. It may be necessary 
to include better developed countries in the prom~tion pack
age to generate investor interest, but the question remains 
as to the extent that potential investors will accept or 
choose the least desirable opportunities. 

EXTRACTIVE INDUSTRIES 

To minimize high risk areas of investment with due re
gard to principles of risk management and to avoid politi
cally sensitive investments, OPIC has implemented policies 
designed to limit coverage in industries or projects that 
may be vulnerable or sensitive to political risks. The 
policies apply to projects deemed to be wl arge and sensitive", 
i.e., those with investment greater than $25 million and those 
requiring extraordinary host-country economic concessions. 

Extractive . industries stand out in this category~ as 
they normally require large investments . and their political 
and economic impact makes them most susceptible to political 
risks. Since 1960, extractive projects have accounted for a 
large dollar amount of expropriation claims. 

Chart 5 shows the industry concentration of coverage 
issued by OPIC and by AID and predecessor agencies. We used 
the industry identifications assigned by OPIC and summarized 
the coverages according to standard industry codes and group
ings. Also, as recommended by OPIC officials, we have termed 
as extractive industries, those with industry codes "Mining" 
and "Primary Metals," which represent the majority of OPIC
insured extractive investments. 

Most notable on the chart, is the reduction, especially 
in metal mining, of OPIC's extractive ~overage, a total of 
7.7 percent, compared with 32.2 percen~ ?rior coverage issued 
by AID. Current active contracts, writ~en before January 1971 
by AID and predecessor agencies include maximum expropriation 
coverage of $1,137.3 million, compared with OPIC contracts 
totaling $151.5 million. i nce December 1973, OPIC has issued 
total max i mum expropriation coverage of $113.3 million. OPIC 
does not t _lieve this decline in coverage is entirely attrib
utable to its more restrictive "large and sensitive" policies. 
It believes that changes in the overall structure of the in
dustry, i.e., new political, social, and economic pressures, 
have been more influential. For example, u.s. investors have 
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CHART 5 
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been influenced by host-government requirements for increased 
local participation in projects, constraints on foreign equity 
ownership, the highly capital-intensive nature of the indus
try, and the overall depressed state of the u.s. and worldwide 
economy_ 

While the political and economic factors, in conjunction 
with OPIC's more restrictive policies, have greatly reduced 
the amount of insurance coverage for extractive projects, they 
are believed to have also created an international extractive 
industry structure more acceptable to the national :nterests 
of the host countries and, consequently, less susceptible to 
expropriation. OPIC, however, to avoid politically sensitive 
investments and to adhere to risk-management principles has 
limited its original development mandate. 

Our January 1976 report 1/ stated that, in reducing the 
high-risk portion of its insurance portfolio, OPIC has con
sequently reduced its potential economic and developmental 
impact in the less-developed nations and its potential role 
in supplying raw materials to the United States. For ex
ample, most of the least developed countries offer little 
opportunity or attraction for manufacturing projects. Many, 
however, do have valuable natural resources and need the 
capital and technology to mine and process them. By redefin
ing and restructuring the role OPIC could play in this regard, 
a controlled investment environment acceptable to both the 
investor and the host country could be created, and develop
mental goals in the poorer, less industrialized countries could 
be enhanced. 

CONC!NTRATION ON 
LARGE' INVESTORS 

Since December 1973, about 83 pe~cent of OPIC's insurance 
coverage has gone to "Fortane 500" firms which, include the 
500 largest industrial companies, 50 largest commercial bank
ing companies, 50 largest transportation companies, and 
50· largest utilities. 

l/O.S. Dependence on Imports of Five critical Minerals: 
- Implications and Policy Alternatives, J.D-75-82, Jan. 29, 

1976. 
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Year 

1974 
~975 
1976 

---- - ~~~~~~-~-~~~~~~------------------

Total 

Total 
amount 
issued 

(millions) 

$1,229 
1,585 

537 

$3;351 

Amount issued 
to Fortune 500 

Companies 

$1,043 
1,331 
" 421 

$2;795 

Percent to 
Percent top three 
of total companies 

85 
84 
78 

83 

29 
38 
29 

33 

As of November 30, 1976, the top 100 companies had 
2,360 OPIC contraC' ":s totaling $11.1 billion or about 90 per
cent of total CGV 'age. Of these, 89 were Fortane 500 com
pa~ies, or an af~_ iate thereof, accounting for $9.7 billion 
(79 percent) of tc~al maximum insurance coverage. 

OPIC "Underwriting -policy 
'\ 

Current underwriting policy, applicable to the Overseas 
Investment Insurance Group, emphasizes assistance to smaller 
firms by providing that: 

"The Group shall give preferential consideration 
(to the maximum extent consistent with sound risk 
management principles) to investment projects in
volving businesses of not more than $2.5 million 
net worth or with total assets not in excess of 
$7.5 million." 

OPIC, however, stated that the size of the firm does not 
affect its probability of receiving insurance coverage. Also, 
the larger companies constitute a major portion of the demand 
for political risk insurance, and consequently, the under
writing. 

Analysis of OPIC's latest (July 15, 1976) files of 
847 pending applications showed that 424 of them were mz
by Fortune 500 companies. Only 242 (28 percent) of the 
remaining 423 applications would be considered small u.s. 
investors by OPIC's criteria. Since the size and dollar 
value of the Fortune 500 firms' projects are comparatively 
large, they, consequently, comprise an even larger portion 
of the total amount of insurance requested. 
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Only $537 million in OPIC i n ranee coverage was issued 
during 1976, comp~red with $1,585 million in 1975 and 
$1,229 million in 1974. 

OPIC cited a number of possible reasons, most of which 
pertain primarily to reduced investor desire to invest over 
seas and reduced in~estor desire for OPIC insurance once the 
decision to inve~t is made. For example, OPIC believes that: 

--The recent worldwide economic recession has reduced 
the expansion capabilities of most businesses, espe
cially the smaller ones. 

--Larger corporations may be obtaining political risk 
insurance through their foreign subsidiaries, from 
organizations similar to OPIC in other developed 
countries. 

--Its requirement that large U.S. firms participate in 
its risk-sharing programs (for example, the War Risk 
Reciprocal and the Retrospective Premium Adjustment 
Program) and its other contract modifications have 
caused investors to seek other means of protecting 
their investments from political risks. The new 
underwriting policies have been detrimental to new 
u.S. investors. 

--Larger corporations, through experience overseas, 
have developed risk-management and self-insurance 
capabilitie~. 

The last two assertions are substantiated somewhat by 
the fact that one (and possibly more) of OPIC's major clients 
is reconsidering its insurance coverage due to privatization 
and risk-sharing policies. The company objects to the high 
premiums and the reduced coverage. Although it has not can
celed its insurance coverage, it ' is actively seeking alter
natives to OPIC insurance, including greater self-insurance 
and arrangements with host countries to provide for the right 
of offset in the event of expropriation. 

OPIC is currently arranging to have an investment survey 
made to determine the nature and extent of investor reaction 
to private participation and to assess its impact on investor 
demand for insurance coverage. 
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CONCLUSIONS 

OPIC's insurance portfolio continues to be concentrated 
in a relatively few countries. Even though a reduction in 
the concentration levels of some countries has occurr~d, the 
overall concentration of OPIC insurance is in many ways 
similar to that under AID, due, in part, to the long-term 
nature of existing contracts • . More importantly, however, is 
the fact that, even though restrictive policies are in forcer 
OPIC continues to insure investments in countries of high 
concentra ions. The necessity to do so appears to be in
fluenced by factors over which OPIC currently has little con
trol: i.e., the limited investment opportunities in many least 
developed countries and the corresponding desire by investors 
to start projects in more industrialized countries, such as 
Brazil. 

Insurance continues to be concentrated with the larger 
Fortune 500 corporations principally because they represent 
the majority seeking OPIC insurance. . 

The success of OPIC's "Investment Mission" program in 
encouraging investment in the least developed countries ap
pears minimal at this time, as projects resulting from the 
program are not necessarily in such countries. Also, since 
the program promotes investment opportunities in more devel
oped countries as well, any future success appears to depend 
on the willingness of potential investors to select less de
sirable alternatives. It is doubtful that this will occur 
in many instances. 

The marked decline in OPIC insurance issued during 1976 
may be partially due to the worldwide economic recession and 
associated reduction in requests for OPIC insurance. Evidence 
exist~, however, that the increasingly restrictive OPIC under
writing policies have encouraged major investors to consider 
self-insurance and/or other means of protecting their invest
ments. Consequently, the potential for a long-term decline 
in new insurance issues exists. 

We believe that, under the circumstances, OPIC is making 
a concerted effort to correlate its developmental mandate 
with sound risk-management principles. However, the current 
uncertainty concerning privatization, current worldwide eco
nomic conditions, limited degree to which OPIC can influence 
investments, and apparent conflict between risk management 
and developmental policies weigh heavily upon its success in 
attaining desired developmental goals. 

36 



CHAPTER 5 

CLAIMS SETTLEMENTS AND 

u.s. GOVERNMENT INVOLVEMENT 

Our review of the extent of u.S. Government involvement 
in recent claims negotiations was limited due to OPIC's re
striction on GAO access to the files of open claims and those 
in which arbitration was pending~ This restric tion, which 
existed also at the time of our 1973 review, was imposed in 
order not to jeopardize administrative due process in the 
resolution of pending claims. We were, however, permitted 
access to the files of claims that have been settled. 

CLAIMS SETTLEMENTS 

Although OPIC's predecessor, the Agency for International 
Development, had permitted insurance to concentrate in certain 
countries and in the extractive industries, its claims experi
ence was slight inasmuch as it paid only 10 claims totaling 
$3.8 million from 1961 to January 1971. 

The results of this concentration in the form of claims 
caused by Chile's nationalization of insured u.S. investments, 
materialized shortly ~efore and after OPIC assumed the program 
in January 1971. The large amounts of these claims, many of 
which pertained to extractive industries, caused OPIC's cash 
reserve position to be seriously threatened. 

To avoid 'large cash payments, OPIC under settlement 
agreements for certain insurance contracts, guaranteed that 
foreign government commitments to private third-party financial 
institutions would be honored. This enabled the investor to 
receive cash payments while permitting OPIC, in case of for
eign government defaults on scheduled repayments , to meet 
its obligation on an installment basis. It also enabled OPIC 
to defer recognition of losses, as its practice is to not 
record them until payments are actually made. 

Amounts paid 

As of December 31, 1976, OPIC and AID have paid or 
guaranteed 59 claims since 1960, totaling over $2 40 million. 
Cash settlements totaling $29.3 million were made for 51 claims, 
and $12.3 million of this was recovered. The remaining 8 
claims, represent guaranteed settlements totaling $211.6 mil
lion • . OPIC paid $72 million on these claims and by December 
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1976 had recovered only $17.6 million. It does, however, 
anticipate recovery of most of the balance. 

From January 1971 through December 1976, OPIC has paid 
a total of $97.5 million on insurance claims. (See app. IV) 

DISPUTED CLAIMS 

From 1971 to December 31, 1976, OPIC has, in eight cases, 
denied claims totaling $252.6 million. Two cases, represent
ing three claims totaling $249 million, were denied in fiscal 
year 1973. They perta ined to claims filed by the Interna
tiona Telephone and Telegraph Corporation (ITT) and the 
Anaconda Company and one of its subsidiar"ies because of ex
propriations in Chile. Both cases were submitted to an 
arbitration panel, which eventually ruled in favor of the 
i nvestors • . 

The ITT claim for $95.1 million, was filed with OPIC in 
October 1971, and was settled by arbitration in January 1975. 
It was agreed that OPIC would purchase host-government notes 
for $34.7 million debt (which is part of the $97.5 million 
noted above and in app. IV as paid by December 1976) and 
guarantee the payment of an additional $59.4 million of govern
ment notes. As of December 31, 1976, OPIC's contingent lia
bility under this settlement was $47.5 million in principal 
and $20.2 million in interest. 

Anaconda and the subsidiary filed three expropriation 
claims with OPIC; one was not contested and OPIC paid the 
full amount of $11.9 million. The other two claims, total
ing $154 million were filed in February 1972 and denied bI 
OPIC in September 1972. Although an arbitration panel later 
ruled in favor of Anaconda, OPIC attempted to set aside this 
decision on grounds of apparent bias and undue influence in 
the arbitration proceedings. It was not until March 31, 1977, 
that a compromise settlement was announced and OPIC agreed to 
pay $47.5 million in cash and guarantee the payment of $47.6 
million in Chilean notes. 

In summary, OPIC was able to defer payment or recogni
tion of any losses under the disputed ITT and Anaconda claims 
for 4 to 5 years. The total loss recognized to date is 
$82 million, the sum of the cash settlement payments. Al
though OPIC remained liable for an additional $95 million in 
principal alone on the guarant~es, it will not have to make 
additional cash payments--and thus record additional losses-
unless the Chilean Government fails to meet its obligations 
as they become due. 
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PENDING -CLAIMS -AND 
MON ITOREO INVESTM!:~1~ 

Possible additional losses may occur from cla ims that 
have been filed but not fully processed or settled. There 
are also certain investments which, due to host-government 
actions, represent potential claims. These situations are 
closely monitored by OPIC and are referred to as "monitored 
investments." 

Pending -claims 

As of December 31, 1976, nine claims totaling approxi
mately $93 million were pending settlement. Seven of the 
claims, totaling $92.6 million, were filed under expropria
tion coverage while the others p@rtained to inconvertibility. 
The largest single claim, $80.5 million for expropriation 
filed by an investor in Jamaica, was based on the assertion 
that a government t~x on bauxite production prevented the 
expansion required for economical operations. 

Monitored investments 

OPIC, at December 31, 1976, was monitoring investments 
totaling $368.8 insured by 30 contracts in 12 countries. The 
majority of the investments, $362.4 million, were subject to 
host-government actions that could lead to expropriation 
claims being filed with OPIC. 

Jamaica accounted for $354.6 million under 10 expropria
tion contract coverages; all but one of them (for $1.6 mil
lion) pertain to bauxite production, Jamaica's major industry. 

The Jamaican Government had taken no formal action to 
expropriate the bauxite industry; however, it had announced 
its intention of acquiring an interest in bauxite projects. 
That, plus the tax on production and the fact that one claim 
has already been filed, represents potential investment losses 
and resultant claims with OPIC. 

Should these actions lead to additional claims, private 
insurance companies participating in OPIC's insurance program 
will not be liable, as Jamaica is one of three countries ex
cluded from coverage by the Overseas Investment Insurance 
Group. 
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u.s. GOVERNMENT ' INVOLVEMENT 

OPIC policy 

When disputes develop, OPIC policy is to stay in the 
background, permitting the investors and the host government 
to negotiate their own terms, but acting as an intermediary 
should the need arise. OPIC also ensures that the investor 
continues to comply with the conditions of the insurance 
agreement during the negotiations. 

Should the negotiations fail to resolve the dispute to 
the parties' mutual satisfaction, OPIC may become directly 
involved in further negotiations, usually at the investor's 
request. 

When OPIC's role is reduced from direct underwriting 
to reinsurer, OPIC woul,} no longer be involved in claims 
settlement, as this function would come under the management 
body of the Group, i.e., the private insurers. Ideally, this 
situat{on would require or permit u.s. private , parties, i.e., 
the investor, and to some extent, the private insurers, to 
negotiate differences with the host government, precluding 
u.s. Government involvement. 

OPIC officials believe, however, that investors will 
seek U.S. Government assistance when negotiations fail or 
become strained, which often happens. With OPIC out of the, 
program, such assistance will be provided by the State De
partment. They see this as an undesirable alternative be
cause the 0.5. Government would remain liable for a large 
share of potential claims or losses. On the other hand, it 
will have lost its monitoring facility (OPIC) and resultant 
awareness of potential probl ems and issues before they de
velop into insurmountable obstacles. State Department in
volvement would probably occur as a last resort. Conseq
uently, without the advantage of adequate experience or 
advance knowledge of the circumstances involved, direct 
government-to-government confrontation would be more pro
bable than under the "low-keyed" OPIC approach. 

Private insurers also have clearly indicated their desire 
to have OPIC remain as a manager and an active participant in 
the program because of the knowledge and experience it has 
developed, especially in the claims area. 
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Extent-of Government 
Involvement 

We reviewed the files of seven claims resolved during 
January 1975 through December 1976. Four of the claims were 
for inconvertibility and three for expropriations in Vietnam, 
Chile, and Guyana. 

The inconvertibility claims involved only routine dis
course and proceedings between OPIC and the respective in
vestors. Two claims resulted from the change in governments 
in South Vietnam and, due to the absence of diplomatic re
lations, involvement ~y OPIC or other government agencies 
was precluded. Thus, the Government was involved in only 
the expropriation claims of the Reynolds Metal Company in 
Guyana and ITT in Chile. 

Reynolds"Metal Company 

Reynolds began mining bauxite and processing it into 
alumina in Guyana in the late 1960s. Processing the alumina 
into aluminum in the United States was, according to the 
Government of Guyana, providing huge profits to Reynolds due 
to rapidly increasing aluminum prices and low costs of mining 
bauxite in Guyana. By 1973 the host government had reportedly 
made c~ear its intenti.on to nationalize the bauxite industry 
and, pending this action, levied a tax in 1974 on Reynolds 
bauxite production. Reynolds refused to pay the tax and 
threatened legal action; consequently, Guyana prevented 
Reynolds from exporting alumina. Reynolds withdrew company 
officers and their families, because of alleged threats 
against them and laid off several hundred local employees . 
At this time the expropriation claim was filed with OPIC . 

The events leading to the claim transpired primarily 
between Reynolds and the host government. OPIC's role was 
generally as a consultant to Reynolds at the latter's request. 
There was no evidence of other u.S. involvement except for 
State Department advisements to OPIC concerning the political 
climate in Guyana. 

Although OPIC avoided direct involvement with the govern
ment of Guyana during the initial negotiation, it did, in its 
role as consultant to Reynolds, advise Reynolds not ·to pay 
the tax since, under the circumstances, it seemed prudent to 
try to negotiate the sale of mining operations to the govern
ment. Guyana, however, rejected this approach. The refusal 
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to pay the tax appeared to exacerbate an already tense situa
tion; however, we did not attempt to evaluate the r~asonable
ness of th~s decision. 

After Reynolds was unable to successfully negotiate 
with the government, it asked OPIC t~ participate in 
further negotiations, which eventually resulted in Guyana 
agreeing to compensate Reynolds in the amount of $10 mil
lion. The claim was settled by a $10 million cash payment, 
with OPIC's portion ($5.4 million) funded by selling notes 
issued to it by the Government of Guyana to the u.s. Fed
eral Financing Bank. The notes, totaling $9.9 million and 
payable annually thro~gh 1988, were sold for $5.5 million. 
Lloyd's of London, as reinsurers, assumed liability for the 
remainder of the settlement. As of December 31, 1976, OPIC 
was contingently liable to the Financ i ng Bank for $5.3 mil
lion in principal and S4.4 million in interest. 

Interntional-Telephone-and-Telegraph 

The Government of Chile nationalized the Chile Telegraph 
Company, in which ITT held stock valued a~ S,5 million. Ne
gotiation between ITT and the Chilean Government resulted 
in the government paying S10 million and isstting notes to . 
ITT for the remainder. The notes, although guaranteed by 
the Central Bank of Chile, were defaulted, and ITT filed a 
claim with OPIC •• 

OPIC denied the claim on the basic of congressional 
testimony by the Central Intelligence Agency alleging involve
ment of the Agency and certain ITT officials in attempts to 
influence the Chilean presidential election. To firm its 
position, OPIC tried to further substantiate the testimony 
through State Department and the Agency sources. It was 
unable to do so, but continued to deny the claim. An arbi
tration panel subsequently ruled in favor of ITT, with the 
resulting settlement discussed on page 38. 

CONC:ttJSION! 

We found no evidence of unreasonable OPIC or u.S. Govern
ment involvement or influence in the claims settlement process. 
OPIC avoided direct involvement with the Government of Guyana 

. until negotiation between the Reynolds Metal Company and the 
government deteriorated to the point that its assistance was 
requested. OPIC's ability to mediate an agreement satisfac
tory to both parties may have prevented u.s. Government in
volvement and diplomatic tension. 
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We believe that u.s. investors overseas are ent tIed to 
U.S. Government protection against coercive or uneth cal host
government practices or actions as well as to reasonable as
surance, through OPIC insurance contracts, of equitable com
pensation for losses due to political actions. OPIC's ex
perience, monitoring facilities, and firsthand knowledge 
of insured projects enables it to provide this within cer
tain parameters and subject to reasonable and prudent con
straints. Conversely, OPIC is in the position to ensure that 
inv stars, especially those involved in claims disputes, have 
abided by contract terms and have not unduly precipitated 
adverse host-gove~nment actions • 

• 

43 

- , 



APPENDIX I 

M1"~ILD.IGft'. 
""'* CMUM:M, IDAMn 
ft'Uo\ft ..........,.. .. 

~""""' .... 
CMUl •• Ie ... M'O. 
__ Ie ..,.,... L QAIC. 

14U1CJ1T ............ ., ......... 
C».~~_A 

~ .......... J ... OCL. 

c:u,..., P. CAlC. N.J. 
.~IC.JAWN. ... .,. 
..,.. 1CGfT. N. 
.IAM .... ~-.u... 
CMAaU:_ H. NJE'f. , ... 
... .,. ,., .. ,..,... 1IttCH. 

"T lit ..... T. CMG' ,. "AlP 
AIIftIWt ......... CMt~ Q.IM 

The Honorable 
Elmer Staats 
Comptroller General 
of the United States 

Washington, D. C. 

Dear Mr. Staats : 

APPENDIX I 

C:OMMI'TTa ON I'OIIaGN RaLA'MONS 

WASHINGTON. D.c:. %0' 10 _ 

October 13, 1976 

As you are aware, the Senate Foreign Relations Sub
committee on Multinational Corporations undertook a 
major study of the role that the Overseas Private 
Investment Corporat1cn (OPIC) has played in furthering 
United States foreign policy by encouraging U.S. companies 
to inveat in developing countries . Pursuant to my 
request on September 21, 1972, the General Accounting 
Office performed a management-type review of OPIC in 
cooperation with the Subcommittee staff and filed an 
informative report on July 16, 1973. 

Our interest in the operations of OPIC continues. 
The purpose of this letter is to request the General 
Accounting Office: agaL~ in cooperation with the staff 
of the Subcommittee: to undertake a supplementary 
review of OPIC operations to determine how effective 
OPIC has been in implementing the legislative di rectives 
passed by Congress in 1973: and in correcting some of 
the weaknesses of th~ program that were painted out in 
the Subcommittee's hearings. 

Specifically': I would like the report to examine the 
following matters: 

1) In light of the guidelines set forth in the 
legislation wit h respect to maximizing the role of 
private i nsurance companies~ how successful has OPIC 
been in increasing the participation of private insu ~~nce 
companies in the program? 
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2) What is the likelihood that under the present 
approach~ the private insurance sector will gradually 
take over completely the direct insurance role, with 
OPIC remaining only as an underwriter? 

3) What has OPIC done to reduce its exposure in 
extractIve industries? 

4) Is there a significantly lower concentration of 
new OPIC insurance in a few countries? 

5) Has OPIC reduced its risk exposure in countries 
like Korea: Taiwan, and Jamaica? 

") Is a significantly lower proportion of new 
OPIC insurance being issued to smaller companies; i.e. 
those not on the list of Fortune five hundred companies? 

7) What has been the involvement of t e United States 
Government in settling OPIC-related disputes during the 
last two years? 

8) Has the availability of OPIC insurance played a 
major role in encouraging companies to make ne,'l invest
ments in LDCs they otherwise \~ould not have made? 

9) Do the new investments insured by OPIC during the 
past two years contribute significantly to the economic 
development of the host countries? What is the impact 
on local employment; tax revenues, export sales etc. 

As the OEIe program will come up for renewal soon 
after Congress reconvenes in Janua~T, I would hope to 
have your report in hand no later than February 15~ 
1977. 

• 

, 
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PARTICIPATION !N OVERSEAS INV£ST~!~! INSURANCE GRO~P (n~te a) 

Insurer 

Abu Dhabi National Insurance Co.pany 
Aetna Insurance Co.pany 
All~ndale Mutual InsurAnc. Co.pany 
A.erican Mutual Reinsurance Co.pany 
A.erican Reinsurance c.o.pany 
A.erican Universal Insurance Co.pany 
8ellefonte Insurance Co.pany 
E.ployees Mutual Liability Inaurance 

Co.pany 
iire.an'a rund Aaerican Inaurance 

Co.panies 
Glacier General Insurance Co.pany 
Highlands Insurance Co.pany 
The Ho.e rnaurance Co.pany 
INA Reinsurance Co.pany 
Interstate National Corporation 
Lloyd's of London (note b) 
Lu.ber.an's Mutual Insurance Co.pany 
Michigan Mutual Insurance Co.pany 
Pennsylvania National Mutual 

InBurance Co.pany 
Prudential Reinsurance Co.pany 
St. Paul Fire and Marine Insurance 

Co.pany 
Sentry In~urance Co.pany 
Skandia Retnsurance Co.pany Li.ited 
Transatlantic Reinsurance Co.pany 
Zurich Insurance Co.pany 

Fiscal yea, 1915 
~ lie r £!!!.! 

$ 100,000 
200,000 
100,000 

250,000 

250,000 

500,000 
100,000 

4,000,000 

100,000 

150,000 
300,000 

400,000 
100,000 

6,550,000 

0.250 
0.500 
0.250 

0.625 

0.62~ 

1. 250 
0.250 

10.000 

0.250 

0.315 
0.150 

1.000 
0.250 

16.115 

J.!!.£!.'_year-l.!!!_ 
~ lli£!!!! 

$ 200,000 

100,000 
200,000 
100,000 
100,000 

250,000 

500,000 
100,000 

.a,000,000 
100,000 
100,000 

150,000 
10fl,000 

400,000 
100,000 

100,000 
1,000,OQQ 

7,800,000 

0.500 

0.250 
0.500 
0.250 
0.250 

0.625 

1. 250 
0.250 

10.000 
0.250 
0.250 

0.315 
0.150 

1.000 
0.250 

0.250 
.-£.:.W1 

!i!£!!J!!L!!l1 
~ ~£!!!! 

$ 100,000 
200,000 
100,000 
100,000 
200,006 
100,000 
100,000 

250,000 

100,000 
200,000 
100,000 
500,000 

5,000,000 
100,000 
100,000 

250,000 
500,000 

450,000 
100,000 
400,000 

1,250,000 

(;.250 
0.500 
0.250 
0.250 
0.500 
0.250 
0.250 

0.625 

0.250 
0 .... 00 
0.250 
1.250 

12.500 
0.250 
0.250 

0 . 615 
1.~50 

1.125 
0.250 
1.000 

..!:.ill 
25.500 

Change in participation 
1915 to 1911 

i.ount Percent 

$ 100,000 
200,000 
100,000 

100,00G 

-250,000 
100,000 
200,000 
100,000 

-100,000 
1,000,000 

100,000 

100,000 
200,000 

50,000 

400,000 

1,250,000 

],650,000 

0.250 
0.500 
0.250 

0.250 

-0.625 
0.250 
0.500 
0.250 

-0.250 
2,500 
0.250 

0.250 
0.500 

0.125 

1.000 

~ 

9.125 

OPIC 11,45,0,000 .-!~~ 32,200,000 

$40,002,002 100.:..200 $40,000s!00 

19.500 10,200,000 

~ 29,800,000 

100;02Q $!O,OOQ,OOO 

14,500 -h650,000 -hill 

Total 100.000 
a:~ 

!/Expressed in teras of the first 1088 pool--$40 .il110n per country. 

b/Parttcipation It.ited to $2 .tllion per country for inconvertibility and $5 .Illion per country 
- for expropriation. 

-0- -0--
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APPENDIX III APPENDIX III 

OVERSEAS INVESTMENT INSU RANCE GRO UP 

COUNTRIES WITH OVER S40 MILLL ION IN COVERAGE 

AS OF SEPTEMBER 30, 1976 

Current 
inconver- Percent Cu r rent Percent 
tibility of expropriation of 

Country coverage portfolio Coantry coveraqe portfolio « 

(millions) (millions ) 

India S 42.8 4.53 Ind ia S 91.2 3.49 
Indonesia 97.6 10.34 Iran 41.S 1.59 
Korea 139.1 14.73 China 110.1 4.22 
Philippines 65.4 6.93 Indonesia 174.2 6.67 
Argentina ill.:.! 12.79 Korea 206.4 7.91 

Philippines 172.2 6.60 
Singapore 54.3 2.08 
Thailand 43.9 1.68 
Argentina 75.5 2.89 
Brazil 243.3 9.32 
Columbia 55.4 2.12 
Dominican 

Republic 198.3 7.60 
Jamaica 404.4 15.49 
Trinidad and 

Tobago 52.8 2.02 
Ghana 69.8 2.68 
Guinea 92. '1 3.56 
Kenya 40.4 1.55 

465.7 49.32 2126.6 81.4 7 

Other (72 Other (63 
countries) 478.6 50.68 countries ) 483.7 18.53 

S944.3 100.00 Tot al $2610.3 100.0 -
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APPENDIX IV APPENDIX IV 

OPIC CLAIMS RESOLVED 

1971 THROUGH 1976 

Additional 
Claims Amount Net recoveries 

Calendar year ~id recovered payments anticipated 

(000 omitted) 

1971 $ 911 $ 880 $ 31 $ 0 

1972 50,683 , 21,882 28,801 28,558 

1973 5,362 3,614 1,748 1,277 

1974 3,365 950 2,415 2,375 

1975 34,832 5,865 28,967 28,965 , 

10 " ... . , ) 2;358 - -302 2,056 ' 1,902 

$97,511 $33,493 $64,018 $63,077 

48 



1-

APPENDIX V APPENDIX V 

PRINCIPAL OFFICIALS OF 

OVERSEAS PRIVATE INVESTMENT CORPORATION 

AT MAY ' 12; ' 1977 

Board member (note a): 
John J. Gilligan 
C. Fred Bergsten 
Julius L. Katz 
Frank A. Weil 
Wallace F. Bennett 
Donley L. Brady 
Allie C. Felder, Jr. 
Gustave M. Hauser 
Herbert Saltzman 
James A. Suffridge 

Chairman 
Director 
Director 
Director 
Director 
Director 
Director 
Director 
Director 
Director 

Officers: 
(vacant) 

(vacant) 

a/President and Chief 
- Exe~utive Officer 

Executive Vice 
President 

Rutherford M. Poats 

Cecil Bunt , 

Hilliard A. Zola 

Anthony J. Hope 

Robert S. Smith 

Paul J. Muller 

Senior Vice 
President 

(Acting) General 
Counsel 

Vice President 
for Insurance 

Vice President 
for Finance 

Vice President 
for Development 

Treasurer 

Date of 
apoointment 

Ex Officio 
Ex Officio 
Ex Of f ie io 
Ex Off ie io 
June 20, 1975 
Nov. 26, 1973 
Jan. 19, 1971 
Jan. 19, 1971 
Sept. 26, 1973 
Jan. 19, 1971 

Mar. 27, 1977 

Aug. 15, 1976 

Sept. 28, 1976 

Jan. 11, 1976 

Apr. 10, 1977 
Apr. 9 , 1973 

a/The President and Chief Executive Officer is an Ex Officio 
- member of the Board of Directors. 
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APPENDIX V APPENDIX V 

POSITIONS OF OPIC 

BOARD MEMBERS 

John J. Gilligan Administrator, Agency for Inter
national Development 

C. Fred Bergsten Assistant Secretary for Inter
national Affairs, Department of 
the Treasury 

Julius L. Katz Assistant Secretary for Economic 
and 9usiness Affairs, Department 
of State 

Frank A. Weil Assistant Secr~tary for Domestic 
and International Business, Depart
ment of Commerce 

Wallace F. Bennett Senator - Utah (retired) 

Donley L. Brady Attorney and business executive 

Dr. Allie C. ,Felder, Jr. Vice President and Director, 
Cooperative League of the U.S.A. 

Gustave M. Hauser President and Chairman of the Board, 
Warner-Cable Corporation 

Herbert Saltzman Former Executive Vice President, 
Overseas Private Investment Cor
poration 

James A. Suffridge President Emeritus, Retail Clerks 
International Association 
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APPENDIX VI APPENDIX VI 

OVERSEAS INV!STM!NT - INSORANC! -GROtlP 

C. Banks Finger 

Henry Katz 
S. R. Merrett 
R.C.A. Martin 

LeRoy J. Simon 
James P. White 

Rutherford M. Poats 
Cecil Bunt 
Hilliard A. Zola 
John J. Gilligan 
Wallace F. Bennett 
Donley L. Brady 

Nelson C. Taintor 
A. S. Yousri 
Mark W. Staples 
S. R. Merrett 
James P. White 

Rutherford M. Poats 
Cecil Hunt 
Hilliard A. Zola 
Caryl S. Cole 
Robert E. Svensk 

(note a) 

Caryl s. Cole 
Robert E. Svensk 

BOARe -OF GOVERNORS 

Director 

Director 
Director 
Director 

Chairman 
Director 

Director 
Director 
Director 
Dire~tor 
Direct-=,r 
Directot 

Member 
Member 
Member 
Member 
Chairman 

Member 
Member 
Member 
Member 

Member 

secretary 
Assistant 

Company Reoresented 

American Universal Insurance 
Co. 

The Home Insurance Co. 
Lloyd's of London 
Pennsylvania Natiollal Mutual 

Casualty Insurance Co. 
Prudential Reinsurance Co. 
St. Paul Fire and Marine 

Insurance Co. 
OPIC 
OPIC 
OPIC 
OPIC 
OPIC 
OPIC 

Aetna Insurance Co. 
Bellefonte Insurance Co. 
INA Reinsurance Co. 
Lloyd's of London 
St. Paul Fire and Mari~e 

Insurance Co. 
OPIC 
OPIC 
OPIC 
OPIC 

OPIC 

OPIC 

secretary OPIC 

!/Appointment to committee effective May 23, 1977. 
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APPEND I X VI APPENDIX VI 

POSITIONS OF THE 

OVERSEAS INVESTMENT INSURANCE GROUP 

C. Banks Finger, Esq. 
Henry Katz 

S. R. Merrett 
R.C.A. Martin 

LeRoy J. Simon 

James P. White 

Rutherford M. Poats 
Cecil Hunt 

Hilliard A. Zola 

John J. Gilligan 

Wallace F. Bennett 

Denley L. Brady 

Nelson c. Taintor 

Dr. A. S. Yeusri 

Mark w. Staples 

Caryl S. Cole 

Rober t E. Svensk 

OFFICERS 
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Finger, Watson, & di Santi 
Senior Vice President, The 

Home Insurance Co. 
Lloyd's of London 
President, Pennsylvania 

National Mutual Casualty 
Insurance Co. 

Senior Vice President, 
Prudential Reinsurance Co. 

Reinsurance Officer, 
St. Paul Fire and Marine 
Insurance Co. 

Senior V~ce President, OPIC 
General Counsel, (acting), 

OPIC 
Vice President for 

Insurance, OPIC 
Administrator, Agency for 

International Development 
and Chairman, Board of 
Directors, OPIC 

Senator - Utah (retired) and 
Member of ~he Board of 
Directors, vt?IC 

Attorney, Business Executive, 
and Member of the Board of 
Directors, OPIC 

Account Executive, Aetna 
Insurance Co. 

Consultant and Director, 
Bellefonte Insurance Co. 

Director, International 
Finance, INA Insurance Co. 

Assistant General Counsel 
for Insurance, OPIC 

Deputy Director for 
Insurance, Latin American, 
OPIC 




