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OVERSEAS PRIVATE INVESTMENT CORPORATION

WASHINGTON, D.C. 20527, USA

March 15, 2002 OFFICE OF THE
PRESIDENT

The Honorable Charles E. Grassley
Ranking Member

Committee on Finance

United States Senate

Washington, D.C. 20510

Dear Senator Grassley

I'am pleased to respond to your letter of February 25, 2002, requesting answers to questions in
follow-up to the materials and briefings the Overseas Private Investment Corporation (OPIC) has

provided in the Committee on Finance as part of its review of projects involving the Enron
Corporation. ' '

As previously indicated, we are pleased 1o work with you and your staff to help your
understanding of OPIC and the safeguards it has in place to do its work of mobilizing private
investment in developing countries and contributing in a meaningful way to the foreign policy
goals of the United States. OPIC operates in more than 140 developing countries -— financing
economic development projects, large and small, and mitigating economic and political risks.

OPIC accomplishes its mission at no cost to American taxpayers. Over its history, OPIC has

built up reserves of $4.5 billion and has recovered over 94 percent of total insurance claims
settled.

Enclosed are the answers to your questions. If can be of further assistance, please let me know

Sinc/e.relj

Peter S. Watson
President and
Chief Executive Officer

Enclosures

cC The Honorable Max Baucus, Chairman /" Senate Finance Gommittes
Patrick G. Heck, Tax Counsel

Dean A. Zerbe, Chief Investigative/Tax Counsel EXHIBIT 46
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Senate Finance Committee Questions
to
Overseas Private Investment Corporation

March 15, 2002

Please provide the total amount of tax dollars from any source that contribute to
OPIC's budget each year, with a comparison to the non-tax dollars that
contribute to OPIC's budget each year, and the source of those non-tax dollars.

Answer: OPIC's annual budget is not funded by tax dollars.

OPIC is a government corporation required to operate on a self-sustaining basis.
OPIC's annual budget is funded from two sources of non-tax dollars: (1) premiums
and fees received from OPIC's clients; and (2) interest OPIC eamns on investments in _
U.S. Treasury securities. Non-tax dollars OPIC collects that exceed annual budgetary
authority are maintained by OPIC as reserves. .

Every year since its inception, OPIC has been able to deposit excess collections into
its reserves, which is why those reserves have grown to $4.5 billion in the past 31
years. OPIC’s reserves are available to cover future losses OPIC may incur in its

insurance and finance programs. In short, OPIC covers all its expenses through non-
tax dollars.

. What was the dollar amount of the initial Congressional appropriation creating
OPIC?

Answer: OPIC was provided start-up funds of $106 million from appropriations
during fiscal years 1970 to 1974, all of which has since been returned to the U.S.
Treasury. .

OPIC repaid its initial appropriations pursuant to then Section 240B. of the Foreign
Assistance Act of 1961, as amended. In FY 1982, OPIC paid a dividend of

$50 million to the General Fund of the U.S. Treasury, and in FY 1983, OPIC paid a
final dividend of $56 million. With these two payments, all start-up appropriations
were returned to the U.S. Treasury.

- Did OPIC become an independent agency or has it always been an independent
agency? If it became an independent agency, did its level of taxpayer funding
change? If so, how did it change?
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Answer: OPIC operates as an agency of the United States within the Executive
Branch of the U.S. Government, and, pursuant to Title IV of the Foreign Assistance
Act of 1961, does so under the policy guidance of the Secretary of State. In 1971,
OPIC began operations as a wholly-owned government corporation separate from any
other department or agency of the U.S. Government. OPIC is governed by a Board of
Directors made up of 15 members with eight private sector members appointed by the
President of the United States and confirmed by the Senate, and seven Directors
designated by the President of the United States who are U.S. Government officials,
including the President of OPIC, the Administrator of the Agency for International
Development, the United States Trade Representative, an official of the Department
of Labor, and three other public officials, traditionally representing the Department of
State, the Department of Treasury, and the Department of Commerce.

Before 1971, the programs currently administered by OPIC had been administered by
U.S. Agency for International Development (USAID). Title IV (Public Law 91-175)
of the Foreign Assistance Act of 1961, as amended in 1969 and Executive Order
11579, dated January 19, 1971, transferred to OPIC all obligations, assets, and related
rights and responsibilities arising out of; or related to, the predecessor programs that
had been administered by USAID.

The funding transferred from USAID was used in the course of management of the
portfolio of projects acquired from USAID. In developing its new book of business,
OPIC initially relied on the capital that had been appropriated for the start-up of the
new OPIC program. As OPIC’s business grew and generated earnings, OPIC was
able to cover its expenses and accumulate reserves and was able by the mid-1980s to
repay its start-up appropriations in full.

Since all the funding appropriated for OPIC's programs has been fully repaid from

earnings, it is correct to say that OPIC's programs are funded entirely out of non-tax
dollars.

- Have any other statutory changes in recent years changed OPIC's financial
operations? If so, please explain.

Answer: Since it began operations in 1971, OPIC has operated as a self-sustaining
agency.

The means by which OPIC meets this statutory requirement was modified in 1990
with passage of the Federal Credit Reform Act of 1990 (FCRA) which made changes
to all U.S. Government credit-related agencies, including OPIC's financial operations.
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Today, OPIC's annual appropriations provides authority for OPIC to pay its annual
credit budget authority from its earnings and, unlike other agencies, OPIC"is not
funded by taxpayer dollars. In instances where the FCRA requires that funding come
from the U.S. Treasury General Fund, OPIC continues to reimburse the Treasury by
paying a dividend from its earnings. Through the dividend process, OPIC has
maintained its self-sustaining status.

In the early years of implementing Credit Reform, OPIC was required to take money
appropriated from the General Fund of the Treasury to fund certain credit costs, even
though OPIC had sufficient resources of its own to fund those costs. In each year in
which such appropriations occurred, OPIC chose to pay to the Treasury a dividend
from its non-tax dollar earnings in the amount of the appropriated funds. By paying
this dividend, OPIC demonstrated its ability and desire to maintain its status as a self-
sustaining agency that operates only on non-tax resources.

5. Does OPIC's reserve fund of more than $4 billion contain tax dollars? If so,
what proportion of the reserve fund is tax dollars?

Answer: OPIC has $4.5 billion of reserves made up entirely of non-tax dollars

6. You say in one of the charts accompanying your letter that “OPIC’s insurance
exposure represents its potential liability to Enron in the event the conditions for
payment of a political risk insurance claim should be realized. However, OPIC’s
exposure in this regard is limited to only a portion of the total amount of
insurance coverage.” Please explain the circumstances under which a “political
risk insurance claim should be realized” and provide the dollar amount of

insurance coverage to which OPIC would be exposed. If so, please elaborate on
the dollar amount involved.

Answer: OPIC insurance claim payments come from its own reserves, not
appropriated funds.

Under OPIC insurance contracts, the burden of proof rests with the insured, which
must demonstrate that it is entitled to compensation in the amount claimed. Enron
would have to demonstrate that the conditions for payment that are established in its
contract have been satisfied and that, pursuant to the compensation provisions of the
contract, it is entitled to the amount that it claimed; i.e., $142,860,000, which is the
maximum amount for which OPIC could be liable to Enron.
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Enron’s OPIC insurance contracts are subject to an overall stop loss agreement,
which reduces the aggregate amount OPIC could be required to pay on allits Enron
contracts to, $204,135,072, an amount that is less than the sum of the individual
contract amounts. OPIC has entered into such agreements with investors who have
insured a number of investments with OPIC and are willing to accept the possibility
of lower compensation in the unlikely event of claims on multiple contracts, in
consideration of premium discounts.

As noted in question 7 below, even assuming OPIC makes a payment to an insured,
OPIC may have its payment reimbursed in part or full. Accordingly, historically,
OPIC has recovered 94 percent of claims settled. OPIC’s record of claims paid and
denied is only part of a much larger record of OPIC’s collaboration with insured
investors and foreign governments to resolve incipient investment disputes, thereby
preserving-worthwhile-projects-while averting OPIC insurance claims. OPIC
monitors potential claim situations, even when the investor has not given formal
notice under the insurance contract. Working with the American Embassy,‘other U.S.
Government agencies, and the responsible agencies of the foreign government, OPIC
acts as an intermediary, advocate, or honest broker, depending on the circumstances,
and often succeeds in improving the general investment climate, as well as avoiding
insurance claims. At any given time, most of the claims matters on OPIC’s agenda
are attributable to this more general problem solving role.

7. Since 1985, please list all political risk insurance claims filed with OPIC, and
which of those were paid by OPIC. Please note the amount and year of each
claim, and whether the amount of the payment for a claim was different than the
amount of the claim filed with OPIC. Also, please provide a brief explanation
for why each claim was either paid or denied, and a brief explanation of the
original project and companies involved.

Answer: (See Attachment A.)

Of the claims paid by OPIC, how much was recovered from third parties, and
how much was paid for either by money OPIC received in congressional
appropriations, or through OPIC fees?

Answer: OPIC claim payments are made from OPIC’s own reserves, not
appropriated funds.
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The success of OPIC’s insurance program has been grounded upon its proven record
of paying valid claims and, having paid the claims, its record of achievingTecoveries
as assignee of the investor’s claims.

In the case of inconvertibility-claims, OPIC recovers its claim payments when the
local currency that OPIC accepts in connection with the claim payment is purchased
for USG use in the project country. Unless the local currency devalues significantly
while held by OPIC, the prospects of recovery are excellent. Overall, OPIC’s

recoveries on inconvertibility claims are approximately 90 percent of the
compensation paid.

In the case of expropriation claims, OPIC succeeds to the investor’s claim for
compensation against the foreign government. Typically, OPIC has negotiated
settlements with the foreign government providing for payment over time. Taking
into account these anticipated payments, OPIC’s recoveries on expropriation claims
will provide full repayment of all compensation paid. In connection with pblitical
violence claims, there is generally norightto recover elaims paid.—--

OPIC's historical recovery rate of total claims settled is 94 percent. The total amount
of claims paid and settled from the beginning of Fiscal Year 1971 through September
30, 2001 is $783 million, while the total amount of claims recovered (cash and
receivables) by OPIC for the same period is $736 million. Accordingly, OPIC total
net expense for this period has been limited to $47 million, which is paid from
OPIC’s own reserves which currently stand at $4.5 billion.

8. If OPIC pays a claim on political risk insurance, how is that money replenished?
Does OPIC seek that amount in congressional appropriations?

Answer: When OPIC pays a political risk insurance claim, the amount to cover the
claim comes from OPIC's reserves, which consist of non-tax dollars. OPIC then
makes every effort possible to replenish OPIC’s reserves by recovering the amount
of money paid out on the claim through a variety of mechanisms available to it.
OPIC has never sought to replenish its reserves from congressional appropriations.

Historically, the recovery rate on total insurance claims OPIC has settled is an
impressive 94 percent. This recovery rate has allowed OPIC not only to maintain
reserves but also to increase them to the current level of $4.5 billion. However,
because OPIC's programs are backed by the full faith and credit of the U.S.
Government, there are mechanisms OPIC can use to get funding from the U.S.
Treasury if OPIC reserves are insufficient to pay claims.



453

Senate Finance Committee Questions to Overseas Private Investment Corporation
March 15, 2002

These mechanisms are laid out in Section 235(d) of the Foreign Assistance Act. This
section provides for OPIC to draw on the U.S. Treasury to pay claims, if nécessary, if
OPIC’s Insurance Reserve is reduced to less than $25 million. This section also gives
OPIC the authority to borrow up to $100 million from the Treasury, but such
borrowings must be repaid within one year of issue. -

It is important to note that in OPIC's 31-year history, it has never had to call on the
Treasury to cover aloss. With $4.5 billion in reserves, it is unlikely OPIC will ever
have to.

9. Isitaccurate that Enron and two other companies have asked OPIC to pay them
$200 million to settle a “political risk insurance” claim over the Dabhel, India,
—~power plant?-If so; please-describe-the claims review process, including the
timeframe for the review.

Answer: In December 2001, Enron, Bechtel and GE sent OPIC letters asserting
claims under their OPIC expropriation coverage for the full active amounts of
coverage, which totals $200,000,000. OPIC responded to each of the investors,
indicating what information would be required to complete an application for
compensation. To date, none of the investors has begun to provide the additional
information that is required for a formal claim consideration.

OPIC insurance contracts require the insured to demonstrate that is entitled to
compensation in the amount claimed. Typically, the claims process requires several
exchanges of information requests and documentation before the application is
complete. OPIC then reviews the completed application and prepares a written
determination as to whether compensation is payable and in what amount.

Enron and the other two companies would have to demonstrate that the acts of which
they complain fall within the scope of coverage, that the amount of compensation
claimed is justified under the provisions of their insurance contracts and that they
have and will fulfill their duties under the contract; e.g., as to continuing eligibility
and cooperation in assignment of rights to OPIC.

OPIC’s final decision on a claim would be made by its President and CEO, upon the
recommendation of its Vice President and General Counsel, with the concurrence of
its Vice President for Insurance.

The process cannot begin until the insured investors take steps to substantiate their
claims. Once a completed application is received, depending on the complexity of
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the matter, OPIC may require several months to complete its analysis and render a
determination. Historically, OPIC has recovered 94 percent of claims settled.

10. Have taxpayers borne the cost of other OPIC-supported projects involving other

11.

bankrupt companies? If so, please provide an accounting of those incidents

Answer: Taxpayers have not borne the cost of any OPIC-supported project involving

bankrupt companies. As previously explained, any costs associated with OPIC’s
activities are fully covered by OPIC’s $4.5 billion in reserves.

How many companies with OPIC or OPIC-backed loans or insurance have
declared bankruptcy since 19852-Did OPIC recover-any of its funds expended

on loans or insurance guarantees for the bankrupt companies? If so, provide the

amount, including any breakdown of taxpayer funds (money from congressional
appropriations) versus OPIC funds (money from fees).

Answer: OPIC does not separately track the bankruptcies of companies with OPIC

loans, guaranties or insurance, and thus cannot quantify the number of companies
with OPIC support that have declared bankruptcy since 1985. The impact of such

bankruptcies on OPIC varies depending on the relationship of the bankrupt entity to
OPIC, as discussed below.

Finance projects

(a) Bankruptcy of project sponsor. Because OPIC loans are generally made to a
project company located in a developing country, with loan repayments coming
from the revenues of that company rather than from the sponsors, OPIC is not
ordinarily a creditor of a project’s sponsors. The bankruptcy of a sponsor could
have some effect on a project company during the period prior to completion of
the project when the sponsor had responsibility for completing the project.
However, post-completion the sponsor’s bankruptcy would not directly affect
OPIC’s credit. We are aware of only a very few instances in which a project
sponsor has declared bankruptcy pre-completion. In any such case in which
OPIC ultimately suffered any loss, as noted above the loss would be paid entirely
from OPIC’s resources, and not from taxpayer funds.

(b) Bankruptcy of project company. The bankruptcy of a project company to which
OPIC had lent funds would have a direct impact on OPIC as a creditor, but we
have identified no instances in which a project company has declared bankruptcy.
Of course, over the history of OPIC’s finance program, some borrowers have
experienced financial difficulties, and not all have been able to repay their loans
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12.

in full. In such cases, OPIC has pursued its rights as a creditor to recover against
collateral (such as liens on local assets), and any ultimate loss has come from
OPIC’s resources, not taxpayer funds. - - SRR T

Insurance Projects . - -

If a company with OPIC political risk insurance declared bankruptcy, the only likely
effect on OPIC would be that the company might cease to pay premiums for its OPIC
insurance coverage. In that case, the OPIC insurance coverage would terminate and
OPIC would have no further exposure for political risk insurance claims by that
company. If OPIC had already paid a claim to a company that subsequently declared
bankruptcy, the bankruptcy would likely have no effect on OPIC’s recovery in
respect of such a claim, since generally OPIC has no right to recover its claim
payment from the insured party in any case. Instead, recoveries generally come from
the govemmentoﬂthecoua@where-{he—projecu’s4eeated.—'1-‘he bankruptcy of the
insured company would have no effect on the host government’s or any other party’s
liability to compensate OPIC in respect of the claim. Thus, the bankruptcy of the
nsured would have no effect on recovery of funds paid out on insurance claims.

An OPIC spokesman was quoted by the Associated Press today as saying Enron
was among the agency’s “top 10 borrowers.” Please provide a list of the other
top nine corporate borrowers and the amount of their outstanding balance with

the agency. Please also describe the level of taxpayer liability for the outstanding
loan balance held by each company.

Answer: As explained in the Tesponse to question 11 above, pursuant to its finance
programs OPIC lends to project companies in developing countries. Project sponsors
such as Enron are not OPIC borrowers and OPIC is not ordinarily a creditor of a
project’s sponsor. OPIC has $4.5 billion in reserves which available to cover any
future losses that OPIC may incur in its insurance and finance programs, and so there
is no anticipated taxpayer liability for any outstanding loan balance. The top sponsors
based on_outstanding exposure. to project company borrowings associated with each
sponsor as of 9/30/2001 are as follows: Enron Corporation, $464,601,290; Edison
Mission Energy, $278,316,497; InterGen, $216,000,000, AIG Millennium G.P.,,LLC,
$201,146,410, NCH Advisors, $187,425,000; The Williams Companies, Inc.,
$145,384,615; GEF Management Group, $130,000,000; CMS Generation Company,

$124,433514; Energy Initiatives, Inc., $112,500,000, GTE Service Corporation,
$109,000,000.
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