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WASHINGTON, D.C. 20503

MEMORANDUM FOR THE PRESIDENT

EXECUTIVE OFFICE OF THE PRESIDENT
‘\0:’\& OFFICE OF MANAGEMENT AND BUDGET

AUG21 1974

Subject: Enrolled Bill S. 2957 - Overseas Private Invest-
ment Corporation Amendments Act of 1974

Sponsor - Sen. Church (D) Idaho

Last Day for Action

August 27, 1974 - Tuesday

Purgose

Extends certain basic authorities for the

Corporation until

December 31, 1977; authorizes the Corporation to issue

reinsurance in lieu of direct insurance;

terminates certain

activities of the Corporation; and for other purposes.

Agency Recommendations

Office of Management and Budget

Overseas Private Investment
Corporation
Department of Commerce
Export-Import Bank of
the United States
Department of State
Department of the Treasury
Agency for International Development
Council on International
Economic Policy

Approval

Approval
Approval

Approval
Approval
No objection
No objection

No objection (Informally)




Discussion

The Overseas Private Investment Corporation (OPIC) was
created in 1969 to assume operation of the private invest-
ment incentive programs then operated by the Agency for
International Development (AID). Its purpose, as stated
in its authorizing legislation, was "To mobilize and
facilitate the participation of United States private
capital and skills in the economic and social progress of
less developed friendly countries and areas, thereby
complementing the development assistance objectives of

the United States...."

To carry out its purpose OPIC was authorized to conduct,
among other things, programs of investment insurance and
investment guarantees. Investment insurance constitutes

the bulk of the Corporation's operations, and in this regard,
OPIC offers protection to United States corporations and
other entities investing abroad against the political risks
of inconvertibility, expropriation, and war, revolution and
insurrection. Investment guarantees are available to cover
not only the political risks but the commercial risks of
overseas investment as well.

S. 2957, which would have no significant budgetary impact,
would extend OPIC's program authority for both investment
insurance and guarantees from December 31, 1974, to

December 31, 1977. OPIC's authority to operate any of its
programs, except investment insurance and the new reinsurance
activities authorized by this bill, would be terminated
after December 31, 1979. Under the bill, the President would
be authorized to transfer these terminated programs to other
United States agencies. When transferred, these programs
would be limited to countries with per capita incomes of

$450 or less in 1973 dollars.

With respect to its investment insurance activities, OPIC's
role as a direct insurer against political risks would

be gradually phased out in favor of a role as reinsurer of
private insurance companies and other financial institutions.




Specifically, the bill would prohibit OPIC from directly
writing inconvertibility and expropriation insurance after
December 31, 1979, and would terminate such activity with
regard to war risk insurance as of December 31, 1980, unless
Congress modifies these cut-off provisions by law. Thus,
the Corporation would be restricted to acting solely as a
reinsurer as of December 31, 1980.

In authorizing OPIC to enter into various reinsurance
arrangements with private insurance companies and other
entities, S. 2957 would permit OPIC to incur maximum
reinsurance liabilities of up to $600 million annually and
up to an aggregate amount of $7.5 billion at any one time --
the maximum liability currently authorized for OPIC's
political risk insurance programs. Any reinsurance issued
by the Corporation would require the direct insurer to cover
certain portions of the liability itself and OPIC would be
directed to try to increase the amount of this liability
coverage to the maximum extent possible.

Other significant features of the enrolled bill would:

-- Authorize OPIC to seek appropriations to replenish
or increase its insurance reserves only when those
reserves fall below $25 million and to issue, for
purchase by the Secretary of the Treasury, notes,
debentures, bonds or other obligations (not to
exceed $100 million at any one time) to discharge
its investment insurance or reinsurance liabilities;

-- Require the Corporation to report to Congress by
January 1, 1976, regarding the possibilities of
transferring all of its activities to private
insurance companies, multilateral organizations
and institutions, or other entities;

-- Bar OPIC from insuring or reinsuring any investment
if the Corporation determines that such investment
would significantly reduce the number of the
investor's United States employees;
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-- Require the Corporation to develop and implement,
within 6 months after the date of enactment of
this bill, specific criteria intended to minimize
the potential environmental implications of projects
undertaken by investors abroad under any programs
OPIC operates.

The Conference report on S. 2957 also instructs OPIC to consult
with the Congress on plans for any insurance programs in
Indochina. The report further states that OPIC should

not insure any large United States private investments in
Indochina unless OPIC obtains significant private participa-
tion or until OPIC receives specific instructions from
Congress.

The Administration sought a 2-year extension of OPIC authorities
along with new reinsurance authority as part of the 1973

foreign aid bill. However, in that bill, Congress granted

only a 6-month extension of existing authorities until

December 31, 1974, pending a thorough review of OPIC's
authorities and programs. The enrolled bill reflects the
results of that review.

With respect to the long run reinsurance functions OPIC
will have under the bill, State comments in its enrolled
bill letter as follows:

"The 'Overseas Private Investment Corporation
Amendments Act of 1974' (S. 2957) satisfies

the Administration's major requests of Congress --
public and private participation in an insurance
consortium, retention of OPIC's public purposes,
and an orderly transfer of insurance authorities
from OPIC to the consortium."

With respect to the future transfer of OPIC programs other
than reinsurance, the Congress considered these could be
better performed by other agencies. Thus, for example, the
report of the Senate Foreign Relations Committee states:
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"The Direct Investment Program should be
shifted to AID along with the Special
Activities Programs... . AID is experienced
in direct aid programs and, because of its
substantial resources, better able to handle
them than is OPIC."

While the changes which the bill would make in the future
role of OPIC go beyond those recommended by the Executive
Branch, neither we nor the agencies see any basis for
objecting to them at this time. The changes are not
required to take effect for a number of years, thereby
affording ample opportunity to assess their validity in
the light of OPIC's experience as it becomes increasingly

involved in reinsurance.

Assistant Director for
Legislative Reference

Enclosures
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Ouverseas Private Investment Corporation

1120 20TH STREET, N.W.,
WASHINGTON, D.C. 20527 U.S.A.

OFFICE OF THE PRESIDENT (202) 632-8584

Mr. W, H. Rommel

Assistant Director for Legislative Reference
Office of Management and Budget

Room No. 7201 - New Executive Office Building
Washington, D.C., 20503

Dear Mr. Rommel:

This is in reference to your Enrolled Bill Request of August 15
regarding S2957.

The purpose of this legislation is to extend OPIC's program authority,
both for investment insurance and guaranties, through December 31, 1977.
The bill directs OPIC to achieve private participation in its program

and requires that by December 31, 1979 for expropriation and inconverti-
bility risks, and December 31, 1980 for war risks, OPIC cease acting

as a direct underwriter and act as a reinsurer only. Interim goals are
established beginning January 1975 with respect to the amount of private
participation OPIC should achieve by certain benchmark dates through
1980.

The bill permits OPIC to incur reinsurance liabilities of up to $600 million
in any one year and requires the reinsured party to retain for his own
account '"specified portions of liability, whether first loss or otherwise."
OPIC must endeavor to increase such specified portions to the maximum
extent possible.

The legislation requires that OPIC cease to operate its finance program
on December 31, 1979. Authority is givento the President to transfer
these programs to other U,S. agencies by that date. When such programs
are transferred, their operation will be limited to countries with per
capita incomes of $450 or less in 1973 dollars.

The bill bars OPIC from seeking appropriations to augment is insurance
reserve until the reserve falls below $25 million. OPIC is permitted m

to borrow up to $100 million from the Treasury, repayable within one jf 4 !
year, should OPIC need to pay claims in excess of its reserves beforé\ -
sufficient funds are appropriated. o o
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New mandates are added to OPIC's statute. The Corporation is prohibited
from providing assistance to projects likely to significantly reduce the
number of an investor's employees in the U.S. because he is replacing
his U.S. production with production from a foreign investment involving
substantially the same product for substantially the same market as his
U.S. production. In addition, OPIC is required to give preferential
consideration to projects involving small business, and to projects in

less developed countries with per capita incomes of $450 or less in 1973
dollars.

OPIC is, in general, pleased with this legislation. We were successful
in amending the bill on the Senate floor to remove penalty provisions
which would have put the Corporation out of business if we failed to
achieve the interim goals. In addition, the Statement of the Managers

on the Conference Report provides with respect to the long-term goals
that they have been included in the legislation subject to the understanding
that they will be reviewed in the light of OPIC's actual operating experience
during 1975 to 1977. The wording of "reinsurance section'' which
establishes the armmount of liabilities reinsured parties must retain for
their own account is acceptable to OPIC. In fact, this was the critical
issue in the Conference on the legislation, and the House version which
OPIC supported was adopted.

In summary, we believe S2957 is satisfactory. We believe it establishes
reasonable goals which are capable of achievement over the next three

years.

We support this legislation, and recommend that it be signed into law
by the President.

Sincerely yours,

arshall T. Mays




THE ASSISTANT SECRETARY OF COMMERCE
Washington, D.C. 20230

AUG 16 1974

Honorable Roy L. Ash

Director, Office of Management
and Budget

Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference

Dear Mr, Ash:

This is in reply to your request for the views of this Department
concerning S. 2957, an enrolled enactment

"To amend the title of the Foreign Assistance Act of
1961 concerning the Overseas Private Investment
Corporation to extend the authority for the Corporation,
to authorize the Corporation to issue reinsurance, to
terminate certain activities of the Corporation, and

for other purposes.”

to be cited as the 'Overseas Private Investment Corporation Amend-
ments Act of 1974."

The principal purpose of S. 2957 is to extend the statutory operating
authority of the Overseas Private Investment Corporation (OPIC)
through December 31, 1977, and state the intent of Congress that OPIC
cease all participation as a direct insurer of overseas investments
after that date. S. 2957 also directs OPIC to achieve increasing
participation by private insurance companies and multilateral organi-
zations on a sliding scale arrangement, starting as early as

January 1, 1975 for some forms of insurance.

This Department recommends approval by the President of S, 2957.

Enactment of this legislation will not involve any increase in the
budgetary requirements of this Department.




EXPORT-IMPORT BANK OF THE UNITED STATES

WASHINGTON, D.C. 20571

PRESIDENT
AND
CHAIRMAN CABLE ADDRESS “EXIMBANK"
TELEX 89-461
August 16, 1974
Director

Office of Management and Budget

Executive Office of the President

Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference
Re: Enrolled Bill S. 2957

Dear Sir:

This is in response to your request dated August 15, 1974, for the
views and recommendation of the Export-Import Bank on Enrolled Bill S. 2957.

The Export-Import Bank has no objections to S. 2957 as enacted by
the Congress but would defer to the opinion of the Overseas Private Invest-
ment Corporation on this legislation.

Eximbank, therefore, would recommend that the President sign into
law Enrolled Bill S. 2957.

Si

Wil




DEPARTMENT OF STATE

Washington, D.C. 20520

August 20, 1974

Honorable Roy L. Ash

Director, Office of
Management and Budget

Washington, D. C. 20503

Dear Mr. Ash:

The following is in response to Mr. W. H. Rommel's
request for views and recommendations on S. 2957.

The ''Overseas Private Investment Corporation Amend-
ments Act of 1974" (S. 2957) satisfies the Administra-
tion's major requests of Congress -- public and private
participation in an insurance consortium, retention of
OPIC's public purposes, and an orderly transfer of
insurance authorities from OPIC to the consortium.

The Department of State recommends that the President
sign the bill.

erely yourgs,

Linwood Holton
Assistant Secretary for
Congressional Relations




THE GENERAL COUNSEL OF THE TREASURY

WASHINGTON., D.C. 20220

AUG 161974

Director, Office of Management and Budget
Executive Office of the President -
Washington, D.C. 20503

Attention: Assistant Director for Legislative
Reference

Sir:

Your office has asked for the views of this Department on
the enrolled enactment of S. 2957, '"'To amend the title of the
Foreign Assistance Act of 1961 concerning the Overseas Private
Investment Corporation.to extend the authority for the Corporation,
to authorize the Corporation to issue reinsurance, to terminate
certain activities of the Corporation, and for other purposes."

The enrolled enactment would (1) extend the Overseas Private
Investment Corporation for three years, through December 31, 1977;
(2) terminate the Corporation's role as a primary insurer for
expropriation and convertibility risks on December 31, 1979 and
for war risks on December 31, 1980; (3) authorize the Corporation
to .seek appropriations only when its insurance reserve falls below
©$25 million and to issue for purchase by the Secretary of the
Treasury notes, debentures, bonds or other obligations to discharge
its liabilities under investment insurance or reinsurance; (4): bar
the Corporation from granting coverage to plants whose establishment -
would significantly diminish the number of U.S. jobs provided by the
investor; and (5) require the Corporation to consult with the House
Committee on Foreign Affairs and the Senate Committee on Foreign
Relations with relation to invéstment plans in Indochina.

The Department would have no objection to a recommendation that -
the enrolled enactment be approved by the President.:

Sincerely yours,"

<7

General Counsel




DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D.C. 20523

AUG 16 1974

Mr. Wilfred H. Rommel

Assistant Director for
Legislative Reference

Office of Management and Budget

Washington, D.C. 20503

Dear Mr. Rommel:
The Agency for International Development has
reviewed the enrolled bill, S.2957, and has no
objection to it.

Sincerely yours,

Ot

Arthur 2. Gardiner, Jr.
General Counsel




THE WHITE HOUSE
WASHINGTON

ENROLLED BILL

SUBJECT: FEnrolled Bill 5. 2957 - Overseas

Private Investment Corporation Amendments

Act of 1974
Name Approval Date
Geoff Shepard Yes
NSC/S Yes
Phil Buchen Yes
Bill Timmons ‘ Yes,

Ken Cole y
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Comments:






. EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

7‘* WASHINGTON, D.C. 20503
i ,

AUG2 1 1974

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill S. 2957 - Overseas Private Invest-

ment Corporation Amendments Act of 1974
Sponsor - Sen. Church (D) Idaho

Last Day for Action

August 27, 1974 - Tuesday

PU.I'EOSG

Extends certain basic authorities for the Corporation until
December 31, 1977; authorizes the Corporation to issue
reinsurance in lieu of direct insurance; terminates certain
activities of the Corporation; and for other purposes.

Agency Recommendations

Office of Management and Budget Approval

Overseas Private Investment

Corporation Approval
Department of Commerce : Approval
Export-Import Bank of '

the United States , , . Approval
Department of State - ‘ Approval
Department of the Treasury No objection
Agency for International Development No objection

Council on International _ _
Economic Poiicy | _No objection (Informally)
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Discussion

The Overseas Private Investment Corporation (OPIC) was

created in 1969 to assume operation of the private invest-
ment incentive programs then operated by the Agency for
International Development (AID). Its purpose, as stated
in its authorizing legislation, was "To mobilize and
facilitate the participation of United States private
capital and skills in the economic and social progress of
less developed friendly countries and areas, thereby
complementing the development assistance objectlves of

the United States...."

-

- To carry out its purpose OPIC was authorized to conduct,

among other things, programs of investment insurance and
investment guarantees. Investment insurance constitutes

the bulk of the Corporation's operations, and in this regard,
OPIC offers protection to United States corporations and
other entities investing abroad against the political risks
of inconvertibility, expropriation, and war, revolution and
insurrection. Investment guarantees are available to cover
not only the political risks but the commercial rlsks of
overseas investment as well.

S. 2957, which would have no significant budgetary impact,
would extend OPIC's program authority for both investment
insurance and guarantees from December 31, 1974, to

December 31, 1977. OPIC's authority to operate any of its
programs, except investment insurance and the new reinsurance
activities authorized by this bill, would be terminated
after December 31, 1979. Under the bill, the President would
be authorized to transfer these terminated programs to other

‘United States agencies. When transferred, these programs

would be limited to countries with per capita incomes of
$450 or less in 1973 dollars.

With respect to its investment insurance activities, OPIC's
role as a direct insurer against political risks would

be gradually phased out in favor of a role as reinsurer of
private insurance companies and other financial institutions.




Specifically, the bill would prohibit OPIC from directly
writing inconvertibility and expropriation insurance after
December 31, 1979, and would terminate such activity with
regard to war risk insurance as of December 31, 1980, unless
Congress modifies these cut-off provisions by law. Thus,
the Corporation would be restricted to acting solely as a
reinsurer as of December 31, 1980.

In authorizing OPIC to enter into various reinsurance
arrangements with private insurance companies and other
entities, S. 2957 would permit OPIC to incur maximum
reinsurance liabilities of up to $600 million annually and
up to. an aggregate amount of $7.5 billion at any one time --
the maximum 1iability currently authorized for OPIC's
political risk insurance programs. Any reinsurance issued
by the Corporation would require the direct insurer to cover
certain portions of the liability itself and OPIC would be
directed to try to increase the amount of this llablllty
coverage to the maximum extent possible.

Other significant features of the enrolled bill would:

-- Authorize OPIC to seek appropriations to replenish
.or increase its insurance reserves only when those
reserves fall below $25 million and to issue, for
purchase by the Secretary of the Treasury, notes,
debentures, bonds or other obligations (not to
exceed $100 million at any one time) to discharge
its investment insurance or reinsurance liabilities;

-- Require the Corporation to report to Congress by
January 1, 1976, regarding the possibilities of
transferring all of its activities to private
insurance companies, multilateral organizations
and institutions, or other entities;

== Bar OPIC from insuring or reinsuring any investment
if the Corporation determines that such investment
would significantly reduce the number of the
investor's United States employees;



- Requlre the Corporation to develop and implement,
within 6 months after the date of enactment of
this bill, specific criteria intended to minimize
the potential environmental implications of projects
undertaken by 1nvestors abroad under any programs
OPIC operates,

The Conference report on S. 2957 also instructs OPIC to consult
with the Congress on plans for any insurance programs in
Indochina. The report further states that OPIC should

not insure any large United States private investments in
Indochina unless OPIC obtains significant private participa-
tion or until OPIC receives specific instructions from
Congress.

The Administration sought a 2-year extension of OPIC authorities
along with new reinsurance authority as part of the 1973

foreign aid bill. However, in that bill, Congress granted

only a 6é-month extension of existing authorities until

December 31, 1974, pending a thorough review of OPIC's
authorities and programs. The enrolled bill reflects the
results of that review. ‘ '

With respect to the long run reinsurance functions OPIC
will have under the bill, State comments in its enrolled
bill letter as follows: :

"The 'Overseas Private Investment Corporation
Amendments Act of 1974' (S. 2957) satisfies

the Administration's major requests of Congress ~--
public and private participation in an insurance
consortium, retention of OPIC's public purposes,
and an orderly transfer of insurance authorities
from OPIC to the consortium."

With respect to the future transfer of OPIC programs other
than reinsurance, the Congress considered these could be
better performed by other agencies. Thus, for example, the
report of the Senate Foreign Relations Committee states:




"The Direct Investment Program should be
shifted to AID along with the Special
Activities Programs... . AID is experienced
in direct aid programs and, because of its
substantial resources, better able to handle
them than is OPIC."

While the changes which the bill would make in the future
role of OPIC go bevond those recommended by the Executive
Branch, neither we nor the agencies see any basis for
objecting to them at this time. The changes are not
required to take effect for a number of years, thereby
affording ample opportunity to assess their wvalidity in
the light of OPIC's experience as it becomes 1ncrea51ngly

involved in reinsurance.

Assistant Director for
Legislative Reference

Enclosures
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-t THE WHITE HOTUSE
ACTION MEMORANDUM WASHINGTON LOG NO.: 525
Date: Augus;?l974 Time: 1:30 p. m,
FOR ACTION: Weoff Shepard cc (for information): Warren K, Hendriks
NSC/S Jerry Jones

Phil Buchen
Bill Timmons

FROM THE STAFF SECRETARY

DUE: Date: Friday, August 23, 1974 Time: 2:00 p. m.,

SUBJECT: Enrolled Bill S. 2957 - Overseas Private Investment
Corporation Amendments Act of 1974

ACTION REQUESTED:
—— For Necessary Action XX For Your Recommendations

—— Prepare Agenda and Brief Draft Reply

- For Your Comments Draft Remarks

REMARKS:

Please return to Kathy Tindle - West Wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a —_—
delay in submitting the required material, please

W e
telephone the Staff Secretary immediately. arren K. Hendriks

For the President



MEMORANDUM

Subject: - Enrolled Bill S.

S

Last Day fo

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

FOR THE PRESIDENT

AUG2 1 1974

2957 - Overseas Private Invest-

ment Corporation Amendments Act of 1974

ponsor - Sen. Church (D) Idaho

r Action

August 27,

Purpose

1974 - Tuesday

Extends certain basic authorities for the Corporation until

December 31,

activities

Agency Reco

1977; authorizes the Corporation to issue

reinsurance in lieu of direct insurance; terminates certain

of the Corporation; and for other purposes.

mmendations

Office of Management and Budget

Overseas Private Investment

Corporati
Department
Export-Impo

the Unite
Department
Department
Agency for
Council on

Economic

on

of Commerce

rt Bank of

d States

of State

of the Treasury
International Development
International

Policy

Approval

Approval
Approval

Approval
Approval
No objection
No objection

No objection (Informally)



Discussion

The Overseas Private Investment Corporation (OPIC) was
created in 1969 to assume operation of the private invest-
ment incentive programs then overated by the Agency for
International Development (AID). Its purpose, as stated
in its authorizing legislation, was "To mobilize and
facilitate the participation of United States private
capital and skills in the economic and social progress of
less developed friendly countries and areas, thereby :
complementing the development assistance objectives of

the United States...."

To carry out its purpose OPIC was authorized to conduct,
among other things, programs of investment insurance and
investment guarantees. Investment insurance constitutes

the bulk of the Corporation's operations, and in this regard,
OPIC offers protection to United States corporations and
other entities investing abroad against the political risks
of inconvertibility, expropriation, and war, revolution and
insurrection. Investment guarantees are available to cover
not only the political risks but the commercial risks of
overseas investment as well. ‘ :

S. 2957, which would have no significant budgetary impact,
would extend OPIC's program authority for both investment
insurance and guarantees from December 31, 1974, to

December 31, 1977. OPIC's authority to operate any of its
programs, except investment insurance and the new reinsurance

‘activities authorized by this bill, would be terminated
~after December 31, 1979. Under the bill, the President would

be authorized to transfer these terminated programs to other
United States agencies. When transferred, these programs
would be limited to countries with per capita incomes of
$450 or less in 1973 dollars.

With respect to its investment insurance activities, OPIC's
role as a direct insurer against political risks would

be gradually phased out in favor of a role as reinsurer of
private insurance companies and other financial institutions.




Specifically, the bill would prohibit OPIC from directly
writing inconvertibility and expropriation insurance after
December 31, 1979, and would terminate such activity with
regard to war risk insurance as of December 31, 1980, unless
Congress modifies these cut-off provisions by law. Thus,
the Corporation would be restricted to acting solely as a
reinsurer as of December 31, 1980. ‘

In authorizing OPIC to enter into various reinsurance
arrangements with private insurance companies and other
entities, S. 2957 would permit OPIC to incur maximum
reinsurance liabilities of up to $600 million annually and
up to an aggregate amount of $7.5 billion at any one time --
the maximum liability currently authorized for OPIC's
political risk insurance programs. Any reinsurance issued
by the Corporation would require the direct insurer to cover
certain portions of the liability itself and OPIC would be
directed to try to increase the amount of this liability
coverage to the maximum extent possible.

Other significant features of the enrolled bill would:

-~ Authorize OPIC to seek appropriations to replenish
or increase its insurance reserves only when those
reserves fall below $25 million and to issue, for
purchase by the Secretary of the Treasury, notes,
debentures, bonds or other obligations (not to
exceed $100 million at any one time) to discharge
its investment insurance or reinsurance liabilities;

-~ Require the Corporation to report to Congress by
January 1, 1976, regarding the possibilities of
transferring all of its activities to private
insurance companies, multilateral organizations
and institutions, or other entities;

—- Bar OPIC from insuring or reinsuring any investment
if the Corporation determines that such investment
would significantly reduce the number of the
‘investor's United States employees;



-~ Require the Corporation to develop and implement,
within 6 months after the date of enactment of
this bill, specific criteria intended to minimize
the potential environmental implications of projects
undertaken by investors abroad under any programs
OPIC operates.

The Conference report on S. 2957 also instructs OPIC to consult
with the Congress on plans for any insurance programs in
Indochina. The report further states that OPIC should

not insure any large United States private investments in
Indochina unless OPIC obtains significant private participa-
tion or until OPIC receives speC1f1c instructions from
Congress.

The Administration sought a 2-year extension of OPIC authorities
along with new reinsurance authority as part of the 1973

foreign aid bill. However, in that bill, Congress granted

only a 6-month extension of existing authorities until

December 31, 1974, pending a thorough review of OPIC's
authorities and programs. The enrolled bill reflects the
results of that review.

With respect to the long run reinsurance functions OPIC
will have under the bill, State comments in its enrolled
bill letter as follows:

"The 'Overseas Private Investment Corporation
Amendments Act of 1974' (S. 2957) satisfies

the Administration's major requests of Congress --
public and private participation in an insurance
consortium, retention of OPIC's public purposes,
and an orderly transfer of insurance authorities
from OPIC to the consortium."

With respect to the future transfer of OPIC programs other
than reinsurance, the Congress considered these could be
better performed by other agencies. Thus, for example, the
report of the Senate Foreign Relations Committee states:



"The Direct Investment Program should be
shifted to AID along with the Special
Activities Programs... . AID is experienced
in direct aid programs and, because of its
substantial resources, better able to handle
them than is OPIC."

While the changes which the bill would make in the future
role of OPIC go bevond those recommended by the Executive
Branch, neither we nor the agencies see any basis for
objecting to them at this time. The changes are not
required to take effect for a number of years, thereby
affording ample opportunity to assess their validity in
the light of OPIC's experience as it becomes 1ncrea51ng1y

involved in reinsurance.

Assistant Director for
Legislative Reference

Enclosures



OFFICE OF THE PRESIDENT

Ouerseas Private Investment Corporation

1120 20TH STREET, N.W.
WASHINGTON, D.C. 20527 US.A.

{202} 632-8584

Mr. W. H. Rommel

Assistant Director for Legislative Reference
Office of Management and Budget

Room No. 7201 - New Executive Office Building
Washington, D.C. 20503

Dear Mr. Rommel:

"This ‘s in reference to your Enrolled Bill Request of August 15

regarding S2957.

The purpose of this legislation is to extend OPIC's program authority,
both for investment insurance and guaranties, through December 31, 1977,
The bill directs OPIC to achieve private participation in its program

and requires that by December 31, 1979 for expropriation and inconverti-
bility risks, and December 31, 1980 for war risks, OPIC cease acting

as a direct underwriter and act as a reinsurer only. Interim goals are
established beginning January 1975 with respect to the amount of private
participation OPIC should achieve by certain benchmark dates through
1980.

The bill permits OPIC to incur reinsurance liabilities of up to $600 million
in any one year and requires the reinsured party to retain for his own
account ""specified portions of liability, whether first loss or otherwise."
OPIC must endeavor to increase such specified port:.ons to the mammum
extent possible.

The legislation requires that OPIC cease to operate its finance program
on December 31, 1979. Authority is givento the President to transfer
these programs to other U.S. agencies by that date. When such programs
are transferred, their operation will be limited to countries with per
capita incomes of $450 or less in 1973 dollars.

The bill bars OPIC from seeking appropriations to augment is insurance
reserve until the reserve falls below $25 million. OPIC is permitted

to borrow up to $100 million from the Treasury, repayable within one
year, should OPIC need to pay claims in excess of its reserves before
sufficient funds are appropriated. ‘ |




THE ASSISTANT SECRETARY OF COMMERCE
Washington, D.C. 20230

AUG 161974

Honorable Roy L. Ash

Director, Office of Management
and Budget

Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference
Dear Mr. Ash:

This is in reply to your request for the views of this Department
concerning S. 2957, an enrolled enactment

"To amend the title of the Foreign Assistance Act of
1961 concerning the Overseas Private Investment
Corporation to extend the authority for the Corporation,
to authorize the Corporation to issue reinsurance, to
terminate certain activities of the Corporation, and

for other purposes,"

to be cited as the '"Overseas Private Investment Corporation Amend-
ments Act of 1974."

The principal purpose of S. 2957 is to extend the statutory operating
authority of the Overseas Private Investment Corporation (OPIC)
through December 31, 1977, and state the intent of Congress that OPIC
cease all participation as a direct insurer of overseas investments
after that date. S. 2957 also directs OPIC to achieve increasing
participation by private insurance companies and multilateral organi-
zations on a sliding scale arrangement, starting as early as

January 1, 1975 for some forms of insurance.

This Departmeht recommends approval by the President of S. 2957.

Enactment of this legislation will not involve any increase in the
budgetary requirements of this Department.




New mandates are added to OPIC's statute. The Corporation is prohibited
from providing assistance to projects likely to significantly reduce the
number of an investor's employees in the U.S. because he is replacing
his U.S. production with production from a foreign inve stment involving
substantially the same product for substantially the same market as his
U.S. production. In addition, OPIC is required to give preferential
consideration to projects involving small business, and to projects in

less déveloped countries with per capita incomes of $450 or less in 1973
dollars.

OPIC is, in general, pleased with this legislation. We were successful
in amending the bill on the Senate floor to remove penalty provisions
which would have put the Corporation out of business if we failed to
achieve the interim goals. In addition, the Statement of the Managers

on the Conference Report provides with respect to the long-term goals
that they have been included in the legislation subject to the understanding
that they will be reviewed in the light of OPIC's actual operating experience
during 1975 to 1977. The wording of '"reinsurance section' which
establishes the amount of liabilities reinsured parties must retain for
their own account is acceptable to OPIC. In fact, this was the critical
issue in the Conference on the legislation, and the House version which
QOPIC supported was adopted.

In summary, we believe S2957 is satisfactory. We believe it establishes
reasonable goals which are capable of achievement over the next three

years.

We support this legislation, and recommend that it be signed into law
by the President. '

Sincerely yours,

arshall T. Mays



EXPORT-IMPORT BANK OF THE UNITED STATES

WASHINGTON, D.C. 20571

PRESIDENT
CHAAI':;:AAN CABLE ADDRESS "EXIMBANK”
TELEX 89461
August 16, 1974
Director

Office of Management and Budget
Executive Office of the President
Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference
Re: Enrolled Bill S. 2957
Dear Sir:

This is in response to your request dated August 15, 1974, for the
views and recommendation of the Export-Import Bank on Enrolled Bill S. 2957.

The Export-Import Bank has no objections to S. 2957 as enacted by
the Congress but would defer to the opinion of the Overseas Private Invest-
ment Corporation on this legislation.

Eximbank, therefore, would recommend that the President sign into

law Enrolled Bill S. 2957.
‘ Singerely

/
Willi ', Casey




DEPARTMENT OF STATE

Washington, D.C. 20520

August 20, 1974

Honorable Roy L. Ash

Director, Office of
Management and Budget

Washington, D. C. 20503

Dear Mr. Ash:

The following is in response to Mr. W. H. Rommel's
request for views and recommendations on S. 2957.

The 'Overseas Private Investment Corporation Amend-
ments Act of 1974" (S. 2957) satisfies the Administra-
tion's major requests of Congress -- public and private
participation in an insurance consortium, retention of
OPIC's public purposes, and an orderly transfer of
insurance authorities from OPIC to the consortium.

The Department of State recommends that the President
sign the bill,

Sjmcerely yours,

Linwood Holton
Assistant Secretary for
Congressional Relations



THE GENERAL COUNSEL OF THE TREASURY

WASHINGTON, D.C. 20220

AUG 1 91974

Director, Office of Management and Budget
Executive Office of the President
Washington, D.C. 20503

Attention: Assistant Director for Legislative
Reference

Sir:

Your office has asked for the views of this Department on

- the enrolled enactment of S. 2957, "To amend the title of the
Foreign Assistance Act of 1961 concerning the Overseas Private
Investment Corporation to’ extend the authority for the Corporation,
to authorize the Corporation to issue reinsurance, to terminate

. certain activities of the Corporation, and for other purposes."

The enrolled enactment would (1) extend the Overseas Private
Investment Corporation for three years, through December 31, 1977;
'(2) terminate the Corporation's role as a primary insurer for
- expropriation and convertibility risks on December 31, 1979 and
for war risks on December 31, 1980; (3) authorize the Corporation
to seek appropriations only when its insurance reserve falls below
* $25.million and to issue for purchase by the Secretary of the
‘Treasury notes, debentures, bonds or other obligations to discharge
dits liabilities under investment insurance or reinsurance; (4) bar

. the Corporation from granting coverage to plants whose establishment

would significantly diminish the number of U.S. jobs provided by the
investor; and (5) require the Corporation to consult with the House
Committee on Foreign Affairs and the Senate Committee on Foreign
Relations with relation to investment plans in Indochina.

The Department would have no objection to a recommendation that -
..the enrolled enactment be approved by the President.-

Sincerely yours,"

aron i

<

General Counsel’



DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D.C. 20523

AUG 16 1974

Mr. Wilfred H. Rommel

Assistant Director for
Legislative Reference

Office of Management and Budget

Washington, D.C. 20503

Dear Mr. Rommel:
The Agency for International Development has
reviewed the enrolled bill, S§.2957, and has no
objection to it.

Sincerely yours,

MQA/\_/

Arthur 2. Gardiner, Jr.
General Counsel







THE WHITE HOUSE

WASHINGTON

SIGNATURE
AUG 211974
MEMORANDUM FOR THE PRESIDENT
FROM: ROY¥. L. ASH—
SUBJECT: 1975 Supplemental Appropriations for

Presidential Transition and Allowances
for Former Presidents

Attached for your signature are proposed supplementals
to the 1975 Budget involving an increase of $850,000
which includes:

-—- $450,000 for interim transition expenses appro-
priated to the General Services Administration
for former President Nixon under the Presidential
Transition Act of 1963; and

--~ $400,000 for pension, office staff, and related
expenses for former President Nixon as provided
by the Former Presidents Act of 1958.
RECOMMENDATION:

It is recommended that you sign the letter transmitting
this request to the Congress.

Attachment



Stilmate NO.
o 93rd Congress; 2nd—S&stion
EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

The President

The White House
Sir:

I have the honor to submit for your consideration proposed
supplemental appropriations for the fiscal year 1975, in the
amount of $850,000 as follows:

GENERAL SERVICES ADMINISTRATION

Expenses Presidential Transition

For expenses necessary to carry out the provision of the
Presidential Transition Act of 1963 (3 U.S.C. 102 note),
$450,000, to be available from August 9, 1974, and to remain
available until June 30, 1975.

This proposed supplemental appropriation will provide funds
for former President Nixon to promote an orderly transfer of
executive power as authorized by the Presidential Transition Act
of 1963 (3 U.S.C. 102 note).

Allowances and Office Staff for Former Presidents !

For an additional amount for "Allowances and Office Staff
for Former Presidents", $400,000.

This proposed supplemental appropriation will cover fiscal
year 1975 costs for pension, office staff, and related expenses |
for former President Nixon as authorized by the Former Presi- }
dents Act of 1958 (3 U.S.C. 102 note).

I have carefully reviewed the proposals for appropriations
contained in this document and am satisfied that these requests
are necessary at this time. I recommend, therefore, that these
proposals be transmitted to the Congress.

Respectfully,

Roy L. Ash
Director



B B

THE WHITE HOUSE

WASHINGTON

The Speaker of the
House of Representatives
Sir:

I ask the Congress to consider proposed supple-
mental appropriations for the fiscal year 1975 in
the amount of $850,000 for Presidential transition

- expenses and allowances for former Presidents.

The details of this proposal are set forth in
the enclosed letter from the Director of the Office
of Management and Budget, with whose comments and
observations I concur.

Respectfully,



N

THE WHITE HOUSE

ACTION MEMORANDUM WASHINGTON LOG NO.: 525
Date:  August 22, 1974 ‘ Time: 1:30 p. m,
FOR ACTION: Geoff Shepard cc (for information): Warren K, Hendriks
C/s Jerry Jones
hil Buchen

Bill Timmons

FROM THE STAFF SECRETARY

DUE: Date: Friday, August 23, 1974 Time: 2:00 p. m.

SUBJECT: Enrolled Bill S. 2957 - Overseas Private Investment
Corporation Amendments Act of 1974

ACTION REQUESTED:

For Necessary Action _ XX For Your Recommendations
Prepare Agenda and Brief Drait Reply
For Your Comments Drait Remarks

REMARKS:

Please return to Kathy Tindle - West Wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
delay in submitting the required mctericl, please

Wa Can
telephone the Staff Secretary immediately. rren K. Hendriks

For the President
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

AUG 2 1 1974

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill S. 2957 - Overseas Private Invest-

ment Corporation Amendments Act of 1974
Sponsor - Sen. Church (D) Idaho

Last Day for Action

August 27, 1974 - Tuesday

Purpose

Extends certain basic authorities for the Corporation until
December 31, 1977; authorizes the Corporation to issue
reinsurance in lieu of direct insurance; terminates certain
activities of the Corporation; and for other purposes.

Agency Recommendations

Office of Management and Budget Approval
Overseas Private Investment

Corporation Approval
Department of Commerce Approval
Export-Import Bank of

the United States Approval
Department of State Approval
Department of the Treasury No objection
Agency for International Development No objection

Council on International _
Economic Policy No objection (Informally)



Discussion

The Overseas Private Investment Corporation (OPIC) was
created in 1969 to assume operation of the private invest-
ment incentive programs then operated by the Agency for
International Development (AID). Its purpose, as stated
in its authorizing legislation, was "To mobilize and
facilitate the participation of United States private
capital and skills in the economic and social progress of
less developed friendly countries and areas, thereby
complementing the development assistance objectives of

the United States...." :

To carry out its purpose OPIC was authorized to conduct,
among other things, programs of investment insurance and
investment guarantees. Investment insurance constitutes

the bulk of the Corporation's operations, and in this regard,
OPIC offers protection to United States corporations and
other entities investing abroad against the political risks
of inconvertibility, expropriation, and war, revolution and
insurrection. Investment guarantees are available to cover
not only the political risks but the commercial rlsks of
overseas investment as well.

S. 2957, which would have no significant budgetary impact,
would extend OPIC's program authority for both investment
insurance and guarantees from December 31, 1974, to
December 31, 1977. OPIC's authority to operate any of its
programs, except investment insurance and the new reinsurance
activities authorized by this bill, would be terminated
after December 31, 1979. Under the bill, the President would
- be authorized to transfer these terminated programs to other
United States agencies. When transferred, these programs
would be limited to countries with per capita incomes of
$450 or less in 1973 dollars. :

With respect to its investment insurance activities, OPIC's
role as a direct insurer against political risks would

be gradually phased out in favor of a role as reinsurer of
private insurance companies and other fimancial institutions.



Specifically, the bill would prohibit OPIC from directly
writing inconvertibility and expropriation insurance after
December 31, 1979, and would terminate such activity with
regard to war risk insurance as of December 31, 1980, unless
Congress modifies these cut-off provisions by law. Thus,
the Corporation would be restricted to acting solely as a
reinsurer as of December 31, 1980. _

In authorizing OPIC to enter into various reinsurance
arrangements with private insurance companies and other
entities, S. 2957 would permit OPIC to incur maximum
reinsurance liabilities of up to $600 million annually and
up to an aggregate amount of $7.5 billion at any one time -~
the maximum liability currently authorized for OPIC's
political risk insurance programs. Any reinsurance issued
by the Corporation would reqguire the direct insurer to cover
certain portions of the liability itself and OPIC would be
directed to try to increase the amount of this liability
coverage to the maximum extent possible.

Other significant features of the enrolled bill would:

-~ Authorize OPIC to seek appropriations to replenish
or increase its insurance reserves only when those
reserves fall below $25 million and to issue, for
purchase by the Secretary of the Treasury, notes,
debentures, bonds or other obligations (not to
exceed $100 million at any one time) to discharge
its investment insurance or reinsurance liabilities;

-~ Require the Corporation to report to Congress by
January 1, 1976, regarding the possibilities of
transferring all of its activities to private
insurance companies, multilateral organlzatlons
and institutions, or other entities;

-= Bar OPIC from insuring or reinsuring any investment
if the Corporation determines that such investment
would sxgnlflcantly reduce the number of the
investor's United States employees;



-—- Require the Corporation to develop and implement,
within 6 months after the date of enactment of
this bill, specific criteria intended to minimize
the potential environmental implications of projects
undertaken by investors abroad under any programs
OPIC operates. ,

The Conference report on S. 2957 also instructs OPIC to consult
with the Congress on plans for any insurance programs in
Indochina. The report further states that OPIC should

not insure any large United States private investments in
Indochina unless OPIC obtains significant private part1c1pa—
tion or until OPIC receives specific instructions from
Congress.

The Administration sought a 2-year extension of OPIC authorities
along with new reinsurance authority as part of the 1973

foreign aid bill. However, in that bill, Congress granted

only a 6-month extension of existing authorities until

December 31, 1974, pending a thorough review of OPIC's
authorities and programs. The enrolled bill reflects the
results of that review.

‘With respect to the long run reinsurance functions OPIC
will have under the bill, State comments in its enrolled
bill letter as follows:

"The 'Overseas Private Investment Corporation
Amendments Act of 1974' (S. 2957) satisfies

the Administration's major requests of Congress --
public and private participation in an insurance
consortium, retention of OPIC's public purposes,
and an orderly transfer of insurance authorltles
from OPIC to the consortium.”

With respect to the future transfer of OPIC programs other
than reinsurance, the Congress considered these could be
better performed by other agencies. Thus, for example, the
report of the Senate Foreign Relations Committee states:




"The Direct Investment Program should be
shifted to AID along with the Special
Activities Programs... . AID is experienced
in direct aid programs and, because of its
substantial resources, better able to handle
them than is OPIC."

While the changes which the bill would make in the future
role of OPIC go beyond those recommended by the Executive
Branch, neither we nor the agencies see any basis for
objecting to them at this time. The changes are not
required to take effect for a number of years, thereby
affording ample opportunity to assess their validity in
the light of OPIC's experience as it becomes 1ncrea51ngly

involved in reinsurance.

Assistant Director for
Legislative Reference

Enclosures



Ouverseas Private Investment Corporation

1128 20TH STREET, N.W.
WASHINGTON, D.C. 20527 U.S.A.

OFFICE OF THE PRESIDENT ‘ {202} 632-8584

Mr. W. H. Rommel

Assistant Director for Legislative Reference
Office of Management and Budget

Room No. 7201 - New Executive Office Building
Washington, D.C. 20503

Dear Mr. Rommel:

"This is in reference to your Enrolled Bill Request of August 15

regarding S2957.

The purpose of this legislation is to extend OPIC's program authority,
both for investment insurance and guaranties, through December 31, 1977.
The bill directs OPIC to achieve private participation in its program

and requires that by December 31, 1979 for expropriation and inconverti-
bility risks, and December 31, 1980 for war risks, OPIC cease acting

as a direct underwriter and act as a reinsurer only. Interim goals are
established beginning January 1975 with respect to the amount of private
participation OPIC should achieve by certain benchmark dates through
1980. -

The bill permits OPIC to incur reinsurance liabilities of up to $600 million
in any one year and requires the reinsured party to retain for his own
account "specified portions of liability, whether first loss or otherwise."
OPIC must endeavor to increase such specified portions to the maximum
extent possible. o -

The legislation requires that OPIC cease to operate its finance program
on December 31, 1979. Authority is giventothe President to transfer
these programs to other U.S. agencies by that date. When such programs
are transferred, their operation will be limited to countries with per
capita incomes of $450 or less in 1973 dollars.

The bill bars OPIC from seeking appropriations to augment is insurance
reserve until the reserve falls below $25 million. OPIC is permitted

to borrow up to $100 million from the Treasury, repayable within one
year, should OPIC need to pay claims in excess of its reserves before
sufficient funds are appropriated. '




New mandates are added to OPIC's statute. The Corporation is prohibited
from providing assistance to projects likely to significantly reduce the
number of an investor's employees in the U.S. because he is replacing
his U.S. production with production from a foreign investment involving
substantially the same product for substantially the same market as his
U.S. production. In addition, OPIC is required to give preferential
consideration to projects involving small business, and to projects in

less developed countries with per capita incomes of $450 or less in 1973
dollars.

OPIC is, in general, pleased with this legislation. We were successful
in amending the bill on the Senate floor to remove penalty provisions
which would have put the Corporation out of business if we failed to
achieve the interim goals. In addition, the Statement of the Managers

on the Conference Report provides with respect to the long-term goals
that they have been included in the legislation subject to the understanding
that they will be reviewed in the light of OPIC's actual operating experience
during 1975 to 1977. The wording of '"reinsurance section' which
establishes the amount of liabilities reinsured parties must retain for
their own account is acceptable to OPIC. In fact, this was the critical
issue in the Conference on the legislation, and the House version which
OPIC supported was adopted.

In summary, we believe S2957 is satisfactory. We believe it establishes
reasonable goals which are capable of achievement over the next three

years.

We support this legislation, and recommend that it be signed into law
by the President.

- Sincerely yours,

MM/

arshall T. Mays



THE ASSISTANT SECRETARY OF COMMERCE
Washington, D.C. 20230

AUG 161974

Honorable Roy L. Ash

Director, Office of Management
and Budget

Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference
Dear Mr, Ash:

This is in reply to your request for the views of this Department
concerning S. 2957, an entrolled enactment

"To amend the title of the Foreign Assistance Act of
1961 concerning the Overseas Private Investment
Corporation to extend the authority for the Corporation,
to authorize the Corporation to issue reinsurance, to
terminate certain activities of the Corporation, and

for other purposes."

to be cited as the "Overseas Private Investment Corporation Amend-
ments Act of 1974."

The principal purpose of S. 2957 is to extend the statutory operating
authority of the Overseas Private Investment Corporation (OPIC)
through December 31, 1977, and state the intent of Congress that OPIC
cease all participation as a direct insurer of overseas investments
after that date. S. 2957 also directs OPIC to achieve increasing
participation by private insurance companies and multilateral organi-
zations on a sliding scale arrangement, starting as early as

January 1, 1975 for some forms of insurance.

This Department recommends approval by the President of S. 2957.

Enactment of this legislation will not involve any increase in the
budgetary requirements of this Department.




EXPORT-IMPORT BANK OF THE UNITED STATES
WASHINGTON, D.C. 20571

PRESIDENT
AND
CHAIRMAN CABLE ADDRESS “"EXIMBANK"™
TELEX 89-461
August 16, 1974
Director

Office of Management and Budget
Executive Office of the President
Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference
Re: Enrolled Bill S. 2957
Dear Sir:

This is in response to your request dated August 15, 1974, for the
views and recommendation of the Export-Import Bank on Enrolled Bill S. 2957.

The Export-Import Bank has no objections to S. 2957 as enacted by
the Congress but would defer to the opinion of the Overseas Private Invest-
ment Corporation on this legislation.

Eximbank, therefore, would recommend that the President sign into
law Enrolled Bill S, 2957.




DEPARTMENT OF STATE

Washington, D.C. 20520

August 20, 1974

Honorable Roy L. Ash

Director, Office of
Management and Budget

Washington, D. C. 20503

Dear Mr. Ash:

The following is in response to Mr. W. H. Rommel's
request for views and recommendations on S. 2957.

The ''Overseas Private Investment Corporation Amend-
ments Act of 1974" (S. 2957) satisfies the Administra-
tion's major requests of Congress -- public and private
participation in an insurance consortium, retention of
OPIC's public purposes, and an orderly transfer of
insurance authorities from OPIC to the consortium.

The Department of State recommends that the President
sign the bill.

Sjmyerely yours,

Linwood Holton
Assistant Secretary for
Congressional Relations



THE GENERAL COUNSEL OF THE TREASURY

WASHINGTON, D.C. 20220

AUG 19 1974

Director, Office of Management and Budget
Executive Office of the President -
Washington, D.C. 20503

Attention: Assistant Director for Legislative
Reference

Sir:

Your office has asked for the views of this Department on
the enrolled enactment of S, 2957,  "To amend the title of the
Foreign Assistance Act of 1961 concerning the Overseas Private
Investment Corporation to' extend the authority for the Corporation,
to  authorize the Corporation to issue reinsurance, to terminate
. certain activities of the Corporation, and for other purposes."

The enrolled enactment would (1) extend the Overseas Private '
Investment Corporation for three years, through December 31, 1977;
'(2) . terminate the Corporation's role as a primary insurer for
expropriation and convertibility risks on December 31, 1979 and
for war risks on December 31, 1980; (3) authorize the Corporation
to seek appropriations only when its insurance reserve falls below °

©$25 million and to issue for purchase by the Secretary of the
Treasury notes, debentures, bonds or other obligations to discharge
its liabilities under investment insurance or reinsurance; (4):bar

.the Corporation from granting coverage to plants whose establishment - -

would gignificantly diminish the number of U.S. jobs provided by the
investor; and (5) require the Corporation to consult with the House
Committee on Foreign Affairs and the Senate Committee on Foreign
Relations with relation to investment plans in Indochina.

The Department would have no objection to a recommendation that -
. .the enrolled enactment be approved by the President.

Sincefely yours, "

General Counsel .



DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D.C. 20523

AUG 16 1974

Mr. Wilfred H. Rommel

Assistant Director for
Legislative Reference

Office of Management and Budget

Washington, D.C. 20503

Dear Mr. Rommel:
The Agency for International Development has
reviewed the enrolled bill, S.2957, and has no
objection to it.

Sincerely yours,

Arthur Z. Gardiner, Jr.
General Counsel






THE WHITE HOUSE

ACTION MEMORANDUM WASUHINGTON LOG NO,: 525
Date:  August 22, 1974 ‘ Time: 1:30 p. m.
FOR ACTION: Geoff Shepard cc (for information): Warren K. Hendriks

NSC Jerry Jones
Piil Buchen
ill Timmons

FROM THE STAFF SECRETARY

DUE: Date: Friday, August 23, 1974 Time: 2:00 p.m,

SUBJECT: Enrolled Bill S. 2957 - Overseas Private Investment
Corporation Amendments Act of 1974

ACTION REQUESTED:

e For Necessary Aclion XX For Your Recommendations
Prepare Lgenda and Brief Draft Reply
— For Your Comments Drait Remarks

REMARKS:

Please return to Kathy Tindle - West Wing

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a
delay in submitting the required mcterial, please

W . o - .
telephone the Staff Secretary immediately. arren K. Hendriks

For the President



EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

AUG 2 1 1974

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill S. 2957 - Overseas Private Invest-

ment Corporation Amendments Act of 1974
Sponsor - Sen. Church (D) Idaho

Last Day for Action

August 27, 1974 - Tuesday

Purpose

Extends certain basic authorities for the Corporation until
December 31, 1977; authorizes the Corporation to issue
reinsurance in lieu of direct insurance; terminates certain
activities of the Corporation; and for other purposes.

Agency Recommendations

Office of Management and Budget Approval
Overseas Private Investment

Corporation : Approval
Department of Commerce ' Approval
Export-Import Bank of

the United States Approval
Department of State Approval
Department of the Treasury No objection
Agency for International Development No objection

Council on International ’ ‘ ,
Economic Policy No objection (Informally)




Discussion

The Overseas Private Investment Corporation (OPIC) was
created in 1969 to assume operation of the private invest-~
ment incentive programs then operated by the Agency for
International Development {(AID). 1Its purpose, as stated
in its authorizing legislation, was "To mobilize and
facilitate the participation of United States private
capital and skills in the economic and social progress of
less developed friendly countries and areas, thereby
complementing the development assistance objectives of

the United States...."

To carry out its purpose OPIC was authorized to conduct,

- among other things, programs of investment insurance and
investment guarantees. Investment insurance constitutes

the bulk of the Corporation's operations, and in this regard,
OPIC offers protection to United States corporations and
other entities investing abroad against the political risks
of inconvertibility, expropriation, and war, revolution and
insurrection. Investment guarantees are available to cover
not only the political risks but the commercial risks of
overseas investment as well.

S. 2957, which would have no significant budgetary impact,
would extend OPIC's program authority for both investment
insurance and guarantees from December 31, 1974, to

December 31, 1977. OPIC's authority to operate any of its
programs, except investment insurance and the new reinsurance
activities authorized by this bill, would be terminated
after December 31, 1979. Under the bill, the President would
- be authorized to transfer these terminated programs to other
United States agencies. When transferred, these programs
would be limited to countries with per capita incomes of

$450 or less in 1973 dollars.

With respect to its investment insurance activities, OPIC's
role as a direct insurer against political risks would

be gradually phased out in favor of a role as reinsurer of
private insurance companies and other fimancial institutions.



L

Specifically, the bill would prohibit OPIC from directly
writing inconvertibility and expropriation insurance after
December 31, 1979, and would terminate such activity with
regard to war risk insurance as of December 31, 1980, unless
Congress modifies these cut-off provisions by law. Thus, -
the Corporation would be restricted to acting solely as a
reinsurer as of December 31, 1980. :

In authorizing OPIC to enter into various reinsurance
arrangements with private insurance companies and other
entities, 5. 2957 would permit OPIC to incur maximum
reinsurance liabilities of up to $600 million annually and
up to an aggregate amount of $7.5 billion at any one time --
the maximum liability currently authorized for OPIC's
political risk insurance programs. Any reinsurance issued
by the Corporation would require the direct insurer to cover
certain portions of the liability itself and OPIC would be
directed to try to increase the amount of this liability
coverage to the maximum extent possible.

Other significant features of the enrolled bill would:

-~ Authorize OPIC to seek appropriations to replenish
or increase its insurance reserves only when those
reserves fall below $25 million and to issue, for
purchase by the Secretary of the Treasury, notes,
debentures, bonds or other obligations (not to
exceed $100 million at any one time) to discharge
its investment insurance or reinsurance liabilities;

—-- Require the Corporation to report to Congress by
January 1, 1976, regarding the possibilities of
transferring all of its activities to private
insurance companies, multilateral organizations
and institutions, or other entities;

-- Bar OPIC from insuring or reinsuring any investment
if the Corporation determines that such investment
would significantly reduce the number of the
investor's United States employees;



-- Require the Corporation to develop and implement,
within 6 months after the date of enactment of
this bill, specific criteria intended to minimize
the potential environmental implications of projects
undertaken by investors abroad under any programs
OPIC operates.

The Conference report on S. 2957 also instructs OPIC to consult
with the Congress on plans for any insurance programs in
Indochina. The report further states that OPIC should

not insure any large United States private investments in
Indochina unless OPIC obtains significant private participa-
tion or until OPIC receives specific instructions from
Congress.

The Administration sought a 2-year extension of OPIC authorities
along with new reinsurance authority as part of the 1973

foreign aid bill. HKowever, in that bill, Congress granted

only a 6-month extension of existing authorities until

December 31, 1974, pending a thorough review of OPIC's ,
authorities and programs. The enrolled bill reflects the
results of that review.

With respect to the long run reinsurance functions OPIC
will have under the bill, State comments in its enrolled
bill letter as follows:

"The 'Overseas Private Investment Corporation
Amendments Act of 1974' (S. 2957) satisfies

the Administration's major requests of Congress --
public and private participation in an insurance
consortium, retention of OPIC's public purposes,
‘and an orderly transfer of insurance authorltles
from OPIC to the consort;um."

With respect to the future transfer of OPIC programs other
than reinsurance, the Congress considered these could be
better performed by other agencies. Thus, for example, the
report of the Senate Foreign Relations Committee states:



"The Direct Investment Program should be
shifted to AID along with the Special
Activities Programs... . AID is experienced
in direct aid programs and, because of its
substantial resources, better able to handle
them than is OPIC."

While the changes which the bill would make in the future
role of OPIC go bevond those recommended by the Executive
Branch, neither we nor the agencies see any basis for
objecting to them at this time. The changes are not
required to take effect for a number of years, thereby
affording ample opportunity to assess their validity in
the light of OPIC's experience as it becomes 1ncreas1ng1y

involved in reinsurance.

Assistant Director for
Legislative Reference

Enclosures



Overseas Private Investment Corporation

1129 20TH STREET, N.W.
WASHINGTON, D.C. 20527 U.S.A.

OFFICE OF THE PRESIDENT ) {202} 632-8584

Mr. W. H. Rommel

Assistant Director for Legislative Reference
Office of Management and Budget

Room No. 7201 - New Executive Office Building
Washington, D,C. 20503

Dear Mr. Rommel:

" This ‘s in reference to your Enrolled Bill Request of August 15
regarding S2957,

The purpose of this legislation is to extend OPIC's program authority,
both for investment insurance and guaranties, through December 31, 1977.
The bill directs OPIC to achieve private participation in its program

and requires that by December 31, 1979 for expropriation and inconverti-
bility risks, and December 31, 1980 for war risks, OPIC cease acting

as a direct underwriter and act as a reinsurer only. Interim goals are
established beginning January 1975 with respect to the amount of private
participation OPIC should achieve by certain benchmark dates through
1980.

The bill permits OPIC to incur reinsurance liabilities of up to $600 million
in any one year and requires the reinsured party to retain for his own
account ""specified portions of liability, whether first loss or otherwise."
OPIC must endeavor to increase such specified portions to the maximum
extent possible,

‘The legislation requires that OPIC cease to operate its finance program
on December 31, 1979. Authority is giventothe President to transfer
these programs to other U.S. agencies by that date. When such programs
are transferred, their operation will be limited to countries with per
capita incomes of $450 or less in 1973 dollars.

The bill bars OPIC from seeking appropriations to augment is insurance
reserve until the reserve falls below $25 million. OPIC is permitted ‘
to borrow up to $100 million from the Treasury, repayable within one
year, should OPIC need to pay claims m excess of its reserves before
sufficient funds are appropriated.
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New mandates are added to OPIC's statute. The Corporation is prohibited
from providing assistance to projects likely to significantly reduce the
number of an investor's employees in the U,S. because he is replacing
his U.S. production with production from a foreign investment involving
substantially the same product for substantially the same market as his
U.S. production. In addition, OPIC is required to give preferential
consideration to projects involving small business, and to projects in

less developed countries with per capita incomes of $450 or less in 1973
dollars.

OPIC is, in general, pleased with this legislation. We were successful
in amending the bill on the Senate floor to remove penalty provisions
which would have put the Corporation out of business if we failed to
achieve the interim goals. In addition, the Statement of the Managers

on the Conference Report provides with respect to the long-term goals
that they have been included in the legislation subject to the understanding
that they will be reviewed in the light of OPIC's actual operating experience
during 1975 to 1977. The wording of '"reinsurance section' which
establishes the amount of liabilities reinsured parties must retain for
their own account is acceptable to OPIC. In fact, this was the critical
issue in the Conference on the legislation, and the House version which
OPIC supported was adopted.

In summary, we believe S2957 is satisfactory. We believe it establishes
reasonable goals which are capable of achievement over the next three

years.

We support this legislation, and recommend that it be signed into law
by the President.

Sincerely youi's,

arshall T. Mays



THE ASSISTANT SECRETARY OF COMMERCE
Washington, D.C. 20230

AUG 16 1974

Honorable Roy L. Ash

Director, Office of Management
and Budget

Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference
Dear Mr. Ash:

This is in reply to your request for the views of this Department
concerning S. 2957, an enrolled enactment

"To amend the title of the Foreign Assistance Act of
1961 concerning the Overseas Private Investment
Corporation to extend the authority for the Corporation,
to authorize the Corporation to issue reinsurance, to
terminate certain activities of the Corporation, and
for other purposes."

to be cited as the '"Overseas Private Investment Corporation Amend-
ments Act of 1974.,"

The principal purpose of S. 2957 is to extend the statutory operating
authority of the Overseas Private Investment Corporation (OPIC)
through December 31, 1977, and state the intent of Congress that OPIC
cease all participation as a direct insurer of overseas investments
after that date. S. 2957 also directs OPIC to achieve increasing
participation by private insurance companies and multilateral organi-
zations on a sliding scale arrangement, starting as early as

January 1, 1975 for some forms of insurance.

This Department recommends approval by the President of S. 2957.

Enactment of this legislation will not involve any increase in the
budgetary requirements of this Department.




EXPORT-IMPORT BANK OF THE UNITED STATES
WASHINGTON, D.C. 20571

PRESIDENT
AND
+ CHAIRMAN . CABLE ADDRESS “EXIMBANK"”
TELEX 89-461
August 16, 1974
Director

Office of Management and Budget
Executive Office of the President
Washington, D. C. 20503

Attention: Assistant Director for Legislative Reference
Re: Enrolled Bill S. 2957
Dear Sir:

This is in response to your request dated August 15, 1974, for the
views and recommendation of the Export-Import Bank on Enrolled Bill §. 2957.

The Export-Import Bank has no objections to 8. 2957 as enacted by
the Congress but would defer to the opinion of the Overseas Private Invest-
ment Corporation on this legislation. i

Eximbank, therefore, would recommend that the President sign into
law Enrolled Bill S, 2957.
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DEPARTMENT OF STATE

Washington, D.C. 20520

August 20, 1974

Honorable Roy L. Ash

Director, Office of
Management and Budget

Washington, D. C. 20503

Dear Mr. Ash:

The following is in response to Mr. W. H. Rommel's
request for views and recommendations on S. 2957.

The '"'Overseas Private Investment Corporation Amend-
ments Act of 1974" (S. 2957) satisfies the Administra-
tion's major requests of Congress -- public and private
participation in an insurance consortium, retention of
OPIC's public purposes, and an orderly transfer of
insurance authorities from OPIC to the consortium.

The Department of State recommends that the President
sign the bill,

Sjmcerely yours,

Linwood Holton
Assistant Secretary for
Congressional Relations




THE GENERAL COUNSEL OF THE TREASURY

WASHINGTON, D.C. 20220

AUG 11974
Director, Office of Management and Budget
Executive Office of the President
Washington, D.C. 20503

Attention: Assistant Director for Legislative
Reference

Sir:

Your office has asked for the views of this Department on
the enrolled enactment of S. 2957, "To amend the title of the
Foreign Assistance Act of 1961 concerning the Overseas Private
Investment Corporation to extend the authority for the Corporation,
to ethorize the Corporation to issue reinsurance, to terminate
. certaln activities of the Corporation, and for other purposes."”

The enrclled enactment would (1) extend the Overseas Private
Investment Corporation for three years, through December 31, 1977;
(2) terminate the Corporation's role as a primary insurer for
expropriation and convertibility risks on December 31, 1979 and
for war risks on December 31, 1980; (3) authorize the Corporation
to seek appropriations only when its insurance reserve falls below .
" $25.million and to issue for purchase by the Secretary of the
Treasury notes, debentures, bonds or other obligations to discharge
its liabilities under investment insurance or reinsurance; (4) bar
- the Corporation from granting coverage to plants whose establishment -
would significantly diminish the number of U.S. jobs provided by the
investor; and (5) require the Corporation to comsult with the House
Committee on Foreign Affairs and the Senate Committee on Foreign
Relations with relation to investment plans in Indochina.

Thé‘Departmént would have no objection to a recommendation that -
. .the enrolled enactment be approved by the President.

Sincerely yours,

o

<

General Counsel’



DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D.C. 20523

AUG 16 1974

Mr. Wilfred H. Rommel
Assistant Director for
Legislative Reference

Office of Management and Budget

Washington, D.C. 20503

Dear Mr. Rommel:
The Agency for International Development has
reviewed the enrolled bill, S.2957, and has no
objection to it.

Sincerely yours,

Ot

Arthur Z. Gardiner, Jr.
General Counsel



93p CoNGRESs HOUSE OF REPRESENTATIVES Rerport
2d Session No. 93-1233

OVERSEAS PRIVATE INVESTMENT CORPORATION

Jovry 30, 1974.—Ordered to be printed

Mr. CuLvEr, from the committee of conference, submitted the
following

CONFERENCE REPORT

[To accompany S. 2957]

The committee of conference on the disagreeing votes of the two
Houses on the amendments of the House to the bill (S. 2057) relating
to the activities of the Overseas Private Investment Corporation,
having met, after full and free conference, have agreed to recommend
and do recommend to their respective Houses as follows:

That the Senate recede from its disagreement to the amendment of
the House to the text of the bill and agree to the same with an amend-
ment as follows:

In lieu of the matter proposed to be inserted by the House amend-
ment insert the following;:

That this Act may be cited as the “Overseas Private Investment Corporation
Amendments Act of 1974 .
Sec. 2. Tutle IV of chapter 2 of part I of the Foreign Assistance Act of
1961 (22 U.8.C. 2131-2200a) 1s amended as follows:
(1) In section 231—
(A) in the first sentence, strike out “progress” and insert in lieu
thereof ‘‘development”’;
(B) strike out clause (a) and insert in lieu thereof the followring:
‘(@) to conduct financing, insurance, and reinsurance operations
on a self-sustaining basis, taking into account in s ﬁmm:mg
operations the economic and financial soundness of proyects
(©) v clause (d), strike out *, when appropriate,”, and msert
after “‘efforts to share its insurance”’ the following: “‘and reinsurance’’
(D) strike out clause (e) and insert in lieu thereof the followmg
“(e) to gue preferential consideration in s zm)estment msurance,
nancmg, anf:emsumnce activities (to the maximum extent prac-
ticable consistent with the Corporation’s purposes) to investment
projects involving businesses of mot more than $2 500 000 net worth
or with not more than $7,500,000 in total assets,’
38-006 O
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(E)Y in claouse (i), after ‘‘balance-of-payments” insert ‘“‘and
employment’’;

(I in clause (7)), strike out “‘and’” after the semicolon;

(G) at the end of clause (k), strike out the period and insert in
lieu thereof a semicolon; and

(H) add at the end thereof the following new clauses:

“@) to the maximum eatent practicable, to give preferential con-
sideration in the Corporation’s investment insurance, financing, and
reinsurance activities to investment projects in the less developed
Jriendly countries which have per capita incomes of $4560 or less in
1878 United States dollars; and

“(m)(1) to decline to issue any contract of insurance or rein-
surance, or any guaranty, or to enler into any agreement fo provide
Jinancing for an eligible investor's proposed investment if the Corpora-
tion determines that such tnvestment s Likely to cause such investor
(or the sponsor of an investment project in which such investor i3
wwolved) significantly to reduce the number of his employees in the
United States because he is replacing his United States production
with production from such investment which involves substantially
the same product for substantially the same market as his United
States production; and (2) to monitor conformance with the repre-
sentations of the investor on which the Corporation relied in ma.ging
the determination required by clause (1).”

(2) Section 234 18 amen«gzd—— ‘

(A) by striking out the section caption and inserting in lieu
thereof the following: ‘“‘INvESTMENT INSURANCE AND OTHER
ProgramMs’’;

(B) by striking out subsection (a)(2) and inserting in liew thereof
the following:

“(2) Recognizing that major private investments in less developed
Jriendly countries or areas are often made by enterprises in which there is
multinational participation, including significant United States private
participation, the Corporation may make arrangements with foreign
governments (including agencies, instrumentalities, or political subdi-
visions thereof) or with multilateral organizations and institutions for
sharing liabilities assumed under investment insurance for such invest-
ments and may in connection therewith issue insurance to investors not
otherunge eligible hereunder, except that liabilities assumed by the Corpo-
ration Under the authority of this subsection shall be consistent with the
;m;'l}lnoses of this title and that the mazimum share of liabilities so assumed
shall not exceed the proportionate participation by eligible investors in the
total project financing, and that the mazimum share of liabilities so
assumed under paragraph (1) (A) and (B) or paragraph (1)(C) shall not
exceed the Corporation’s proportional share for such lLiabilities as
specified in paragraph (4) or (6) of this subsection.” : )

by adding at the end of subsection (@) thereof the following
new paragraphs:

“(4)(A) It w8 the intention of Congress that the Corporation achieve
participation wbg rivate insurance companies, multilateral organizations,
or others in liabilities incurred in respect of the risks referred to in para-
graphe-(1) (4) and (B) of this subsection under contracts issued on and
after January 1, 1976, of a least 25 per centum, and, under contracts
" issued on and after January 1, 1378, of at least 560 per centum. If for
good reason it is not possible for the Corporation to achieve either such
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percentage of garticipation, the Corporation shall rgaosg in detail to the
Committee on Foreign Relations of the Senate and the Commitiee on Foreign
Affairs of the House of Representatives the reasons for its inability to
achieve either such percentage of participation, and the date by which
such percentage is to be achieved.

“(8) The Corporation shall not participate as insurer under contracts
of insurance issued after December 31, 1978, in respect of the risks referred
to in amjraph (1) (A) and (B) of this subsection unless Congress by law
modi}ges 18 paragraph.

“BYA) It is the intention of Congress that the Corporation achieve
participation b ivate nsurance companies, multilateral organization s,
or others in liagigges incurred in respect of the risks referred to in para-
graph (N(C) of this subsection under contracts issued on and after
January 1, 1976, of at least 12% per centum, and, under contracts issued
on and after January 1, 1979, of at least 40 per centum. If for good
reason it 18 not possible for the Corporation to achieve either such per-
centage of participation, the Corporation shall report wn detail to the
Commattee on Foreign Relations of the Senate and the Committee on
Foreign Affairs of the House of Representatives the reasons for its inabilit
to achieve either such percentage of participation and the date by whic
such percentage 18 to be achieved.

“(B) The Corporation shall not participate as insurer under contracts
of insurance issued after December 31, 1980, in respect of the risks referred
to in paragraph (1){C) of this subsection unless Congress by law modifies
this paragraph.

“(g') Notwithstanding any of the percentages of participation under
paragraphs (4)(A4) anyx? &) (A) of thas subsection, té Corporation may

¢e to assume liability as insurer for any contract of insurance, or share
thereof, that a private insurance company, multilateral organization, or
any other person has issued in respect of the risks referred to in para-
graph (1) of this subsection, and netther the execution of any such agree-
ment to assume lLiability nor its performance by the Corporation shall
be considered as participation by the Corporation in any such contract
for purposes of such percentages of participation. On and after January 1,
gzigfi tge Corporation shall not enter into any such agreement to assume

wability.

“ (?’)yOn and after December 81, 1979, the Corporation shall not manage
direct insurance issued after such date in respect of risks referred to in
paragraph (1){(A) or (B) of this subsection unless Congress by law
modifies this sentence. On and after December 81, 1980, the Corporation
shall not manage direct insurance issued after such date in respect of
risks referred to in paragraph (1)(C) of this subsection unless Congress
by law modifies this sentence. It shall thereafier act solely as a reinsurer
except to the extent necessary to manage its outstanding insurance and
reinsurance contracts and ang contracts of insurance the Corporation
assumes pursuant to paragraph (6).”; and

(D) “by adding at the end thereof the following new subsection:

“(fy Other Insurance Functions.—(1) To make and carry out
coniracts of insurance or reinsurance, or agreements to associate or
share risks, with insurance companies, financial institutions, any
other persons, or groups thereof, and employing the same, where
appropriate, as its agent, or acting as their agent, in the issuance
and servicing of insurance, the adjustment of claims, the exercise of



subrogation rights, the ceding and accepting of reinsurance, and in
any other matter inecident to an insurance business.
“(2) To enter into pooling or other risk-sharing agreements with
other national or mullinational insurance or financing agencies or
groups of such agencies.
“(8) To hold an ownership interest in any association or other
entity established for the purposes of sharing risks under investment
nsurance.
“(4) To issue, upon such terms and congitions as it may determine
reinsurance of hiabilities assumed by other insurers or groups thereof
n respect of risks referred to in subsection (@) (1).
The authority granted by paragraph (3) may be exercised notwithstanding
the prohibition under subsection (¢) against the Corporation purchasing
or tnwesting in any stock in any other corporation. The amount of rein-
surance of liabilities under this title which the Corporation may issue
shall not exceed $600,000,000 in any one year, and the amount of such
reinsurance shall not in the aggregate exceed at any one time an amount
equal to the amount authorized for the maximum contingent Liability
outstanding ot any one time under section 235(a)(1). All reinsurance
wssued by the Corporation under this subsection shall require that the
reinsured party retain for his own account specified portions of Liability,
whether first loss or otherwise, and the Coporation shall endeavor to in-
erease such specified portions to the mazrimum extent possible.”
3) In section 236—

eq g;i;’?trilcc out “1974” in subsection (a){4) and insert in lieu thereof

(B) in subsection (d), strike out “insurance tssued under section
234(a)” and insert in leu thereof the follownng: ‘“insurance or
reinsurance issued under section 234”; and -

(C) strike out subsection (f) and insert in liew thereof the following:

“(f) There are authorized to be appropriated to the Corporation, to
remain available until expended, such amounts as may be necessary from
time to time to replenish or increase the insurance and guaranty fund, to
discharge the liabilities under insurance, reinsurance, or guaranties issued
by the Corporation or issued under predecessor guaranty authority, or to
discharge obligations of the Corporation purchased by the Secretary of the
Treasury pursuant to this subsection. I—?owever, no appropriations shall
be made to augment the Insurance Reserve until the amount of funds in the
Insurance Heserve is less than $25,000,000. Any appropriations to
augment the Insurance Reserve shall then only be made either pursuant to
specific authorization enacted afier the date of enactment of the Overseas

rivate Investment Corporation Amendments Act of 1974, or to satisfy the
full faith and credit provision of section 237(c). In order to discharge
labilities under investment insurance or reinsurance, the Corporation is
authorized to issue from time to time for purchase by the Secretary of the
Treasury its notes, debentures, bonds, or other obligations; but the aggregate
amount of such obligations outstanding at any one time shall not exceed
$100,000,000. Any such obligation shall be repaid to the Treasury within
one year after the date of 1ssue of such obligation. Any such obligation shall
bear interest at a rate determined by the Secretary of the Treasury, taking
into consideration the current average market yield on outstanding market-
able obligations of the United States of comparable maturities during the
month preceding the issuance of any obligation authorized by this sub-
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section. The Secretary of the Treasury shall purchase any obligation of the
Corporation issued under this subsection, and for such purchase he may
use as a public debt transaction the proceeds of the sale of any securities
1ssued under the Second Liberty Bond Act after the date of enactment of the
Overseas Private Investment Corporation Amendments Act of 1974. The
purpose for which securities may be issued under such Bond Act shall
wnclude any such purchase.”

(4) In section 237—

(A) in subsection (a), strike out “‘and guaranties” and insert in
liew thereof a comma and “‘guaranties, and reinsurance’; and
strike out “‘or guaranties” and insert in lieuw thereof a comma and
“guaranties, or reinsurance’’ ;

(B) in subsection (b), strike out “or guaranty” in both places and
insert in liew thereof in both places the following: *, guaranty, or
reinsurance’’ ;

(O) wn subsection (c), insert *, reinsurance,” after ‘“insurance’’
wn both places it occurs;

(D) strike out subsection (d) and insert in liew thereof the follourng:

“(d) Fees shall be charged for insurance, guaranty, and reinsurance
coverage in amounts to be determined by the Corporation. In the event
fees charged for investment insurance, guaranties, or reinsurance are
reduced, fees to be paid under existing contracts for the same type of
insurance, guaranties, or reinsurance and for simdar guaranties issued
under predecessor guaranty authority may be reduced.”’;

(E) in subsection (e), strike out “or guaranty’ and insert in lieu
thereof a comma and “‘guaranty, or reinsurance”’;

(F) in subsection (f), insert‘, reinsurance,” after “insurance’” in
both places it occurs;

(@) add at the end of subsection (f) the following: * Notwithstand-
ing the preceding sentence, the Corporation shall limit the amount of
direct insurance and reinsurance issued by it under section 234 so
that 1isk of loss as to at least 10 per centum of the total investment of
the insured and its affiliates in the project vs borne by the insured
and such affiliates. The preceding sentence shall not apply to the
extent not permitted by State law.”’;

(H) in subsection (g), after “guaranty’, insert a comma and
“insurance, or reinsurance’;

(1) in subsection (h), strike out “‘or guaranties” and insert in liew
thereof a comma and ‘‘guaranties, or reinsurance’’;

&J) in subsection (¢), after ‘“insurance”, insert *‘, reinsurance,”’;
an

(K) strike out subsection (k) and insert in liew thereof the following:

“(k) In making a determination to issue insurance, guaranties, or
revnsurance under this title, the Corporation shall consider the possible
adverse effect of the dollar investment under such insurance, guaranty, or
revnsurance upon the balance of payments of the United States.”

(6) Im section 239—

(A) in subsection (b), add the following new sentences at the end
thereof: “On December 31, 1979, the Corporation shall cease operating
the programs authorized by section 234 (b) through (e) and section
240. Thereafter, the President is authorized to transfer such programs,
and all obligations, assets, and related rights and responsibilities
arising out of, or related to, such programs to other agencies of the
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United States. Upon any such transfer, these programs shall be
limated to countries with per capita income of $460 or less in 1973
dollars.” ; and

(B) add at the end thereof the following:

“(h) Within siz months after the date of enactment of this subsection,
the Corporation shall develop and implement specific criteria intended to
mzmmzze the potential environmental tmplications of projects undertaken
I::/ m;}telzt?fs a,froa,d in accordance with any of the programs authorized by
this t
“1((96;) In section 240(h), strike out “1974" and insert in lieu thereof

¢p) In section 240A, strike out subsection (b) and insert in lieu thereof
the following:

“(b) Not later than January 1, 1876, the Corporation shall submit to
the Congress an analysis of the possibilities of transferring all of its
activities to private msurcmce companies, mullilateral organizations and
stitutions, or other entities.”’

And the House agree to the same.

That the Senate recede from its disagreement to the amendment of
the House to the title of the bill, and agree to the same with an amend-
ment as follows:

In lieu of the amended title proposed by the House amendment,
amend the title so as to read:

“An Act to amend the title of the Foreign Assistance Act of 1961
concerning the Overseas Private Investment Corporation to extend
the authority for the Corporation, to authorize the Corporation to
issue reinsurance, to termmate certain activities of the Corporation,
and for other purposes.”

And the House agree to the same.

JouN CULVER,
TroMas E. MorGaN,
CLEMENT J. ZABLOCKI,
Lester L. WoLFF,
Perer H. B. FRELINGHUYSEN,
J. HErRBERT BURKE,
G. VanDER Jaar,
Managers on the Part of the House.
JOHN SPARKMAN,
" Frank CHURCH,
STUART SYMINGTON,
J. Javrrs,
Managers on the Part of the Senate.



JOINT EXPLANATORY STATEMENT OF THE COMMITTEE
OF CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the two Houses on the amend-
ments of the House to the bill (8. 2957) relating to the activities of the
Overseas Private Investment Corporation, submit the following joint
statement to the House and the Senate in explanation of the effect of
the action agreed upon by the managers and recommended in the
accompanying conference report: v
" The House amendment to the text of the bill struck out all of the
Senate bill after the enacting clause and inserted a substitute text.

The Senate recedes from its disagreement to the amendment of the
House with an amendment which is a substitute for the Senate bill and
the House amendment. The differences between the Senate bill, the
House amendment, and the substitute agreed to in conference are
noted below, except for clerical corrections, conforming changes made
necessary by agreements reached by the conferees, and minor drafting
and clarfying changes.

Ssort TriTLE

 The Senate bill used a short title without the 1974 date. The House
amendment used ‘“1974” in the short title. The conference substitute
is the same as the House language.

Fivancing CriTeria FoR CORPORATION ACTIVITIES

The Senate bill deleted provision of existing law requiring the Corpo-
ration in its financing operations to consider the availability of financ-
ing from other sources. The House amendment contained no corre-
sponding deletion. The conference substitute is the same as the Senate
provision. :
Use oF Private INSTITUTIONS

The Senate bill removed the provision of existing law requiring the
Corporation to use private institutions to mobilize capital invest-
ment funds. The House amendment contained no similar deletion.
The conference substitute omits the Senate provision.

PrEFERENTIAL TREATMENT IN FINANCING ACTIVITIES FOR SMALL
Business

The House amendment included financing as activity for which
small business receives preferential consideration from the Corpora-~
tion. The Senate bill contained no corresponding language. The Con- -
ference substitute is the same as the House provision.

(0
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Derinirron oF Smart Busingess

The Senate bill retained language of existing law—preferential
consideration given for ‘“skills and resources of small business’’. The
House amendment provided for preferential consideration of businesses
with $2.5 million net worth or $7.5 miilion of totsl assets. The con-
ference substitute is the same as the House definition.

PreFeERENTIAL TREATMENT IN FINANCING ACTIVITIES IN
Cerrain Less-DeveLorep CoUNTRIES

The House amendment included financing as Corporation activity
to be given preferential consideration in less developed countries. The
Senate bill contained no corresponding provision. The conference
substitute is the same as the House provision.

Derixirion or Less-Deverorep CounTRIES

The Senate bill provided for Corporation preferential consideration
in the least developed among the developing countries. The House
amendment provided for Corporation preferential consideration in less
developed friendly countries with per capita income of $450 or less.
The conference substitute is the same as the House definition.

CorporaTIiON A8 INForMaTiON CENTER FOR FoREIGN INVESTMENT
OrPORTUNITIES

The House amendment added a new provision to direct Corporation
to identify foreign investment opportunities and bring them to atten-
tion of potential investors. The Senate bill had no corresponding
provision. The conference substitute omits the House provision, with
the understanding that the same authority is already provided in
section 234(d) of the Foreign Assistance Act.

Foreien InvestMeENT Cavsing REpvucrion v U.S. EMPLOYMENT

The House amendment added a new provision to prohibit Corpora-
tion assistance in projects which would significantly reduce investor’s
U.S. employees, and to monitor investors assisted by Corporation for
their compﬁance with this new provision. The Senate bill had no
corresponding provision. The conference substitute is the same as the
House provision.

Maximuom CORPORATION SHARE OF LIABILITIES IN MULTILATERAL
INSURANCE ARRANGEMENTS

The Senate bill prohibited Corporation’s maximum share of liabili-
ties under section 234(a) of the Foreign Assistance Act for certain
arrangements with multilateral organizations from exceeding definite
percentages after certain dates. The House bill retained the language
of the existing law that OPIC’s maximum share of liabilities shall not
exceed the proportionate share by the U.S. investors. The Conference
substitute contains both the House and the Senate provisions.
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ParricieaTion BY OtrERs 1N CorPORATION DirEeT INSURANCE FPOR
INnconveRTIBILITY AND EXPROPRIATION Risks

The Senate bill prohibited the Corporation from participating in
policies for inconvertibility and expropriation risks after December
31, 1979. The House amendment stated intention of Congress that
Corporation should not participate in policies for inconvertibility and
expropriation risks after December 31, 1979. The Conference substi-
tute is the same as the Senate language. House receded with the under-
standing that this matter will be reviewed in the light of OPIC’s
actual experience during 1975 through 1977.

PercENTAGE oF PrivaTe PArTIiCIPATION FOR WAR Risks

The Senate bill provided for 12% percent private participation in
insurance contracts for war risks by January 1, 1976. The House
amendment provided for 12 percent private participation in insurance
contracts for war risks by January 1, 1976. The Conference substitute
is the same as the Senate figure.

Privatre ParTicipaTioN IN WaR Risks

The Senate bill prohibited Corporation from participating in policies
for war risks issued after December 31, 1980. The House amendment
stated intention of Congress that Corporation should not praticipate
in policies for war risks issued after December 31, 1980. The conference
substitute is the same as the Senate language. House receded with the
understanding that this matter will be reviewed in the light of OPIC’s
actual experience during 1975 through 1977.

Cur-Orr Date For CoRPORATION AsSUMING LiIABILITY AS INSURER
: For Privare Comrany’s Poricy

The Senate bill prohibited Corporation from—entering into contract
assuming liability for private company’s policy after January 1, 1981.
The House amendment stated intention of Congress that Corporation
should not enter into contract assuming liability for private company’s
policy after January 1, 1981. The Conference substitute is the same
as the Senate language.

Poricies RererrEp T0 oN Cur-Orr Dare FOR AssuMING LIABILITIES

The Senate bill cut-off was only for policies issued by private
company after January 1, 1981. The House amendment cut-off was
for policies issued by private company without regard to when they
were issued. The Conference substitute is the same as the Senate
language.

ANNUAL AMOUNT oF REINSURANCE AUTHORITY

The Senate bill authorized reinsurance in amount of $600,000,000
times number of years from date of enactment. The House amend-
ment guthorized issuance of reinsurance for $600,000,000 in any one
year. Conference substitute is the same as the House provision.
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AGGREGATE AMOUNT OF REINSURANCE

The Senate bill authorized reinsurance for $12,000,000,000 in the
aggregate. The House amendment authorized reinsurance in aggregate
for amount authorized under section 235(a) (1) of the Foreign Assist-
ance Act (currently $7,500,000,000). Conference substitute is the same
as the House 'anguage.

REINSURED ParTY LiaBiniTy

The Senate bill required reinsured party to absorb annual loss of
at least 50 percent of value of its outstanding insurance in country in
which it has issued the most insurance subject to Corporation rein-
surance. The House amendment required that the Corporation attempt
to increase to maximum extent possible reinsured party’s specified
f)ortions of liability. Conference substitute is the same as the House
anguage. Senate receded with the understanding that this will be
reviewed in the light of OPIC’s actual experience during 1975 through
1977.

Risks or INCONVERTIBILITY AND EXPROPRIATION

The Senate bill prohibited Corporation from managing direct
expropriation and inconvertibility risk insurance issued after Decem-
ber 31, 1979. The House amendment stated intention of Congress that
Corporation should not manage direct expropriation and inconverti-
bility risk insurance issued after December 31, 1979. Conference
substitute is the same as the Senate language.

Risx or War

The Senate bill prohibited Corporation from managing direct war
risk insurance issued after December 31, 1980. The House amendment
stated intention of Congress that Corporation should not manage
direct war risk insurance issued after December 31, 1980. Conference
substitute is the same as the Senate language.

Cur-Orp DaTe ror CORPORATION A8 REINSURER AFTER 1980

The Senate bill required Corporation after December 31, 1980, to act
only as reinsurer, except for managing outstanding contracts and con-
tracts Corporation has assumed.a’ﬁl% House amendment stated inten-
tion of Congress that Corporation after December 31, 1980, should
act only as reinsurer, except for managing outstanding contracts and
contracts Corporation has sssumed. Conference substitute is the
same as the Senate language.

New CorroraTioN PoLicies

The Senate bill provided that new policies include renewals and
extensions of policies. The House amendment had no corresponding
provision. Conference substitute omits the Senate language with the
understanding that renewals and extension of pelicies shall not be
used to circumvent the intention of this subsection.
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CorroraTioN OwNERSHIP INTEREST IN ANOTHER CORPORATION

The House amendment exempted the Corporation from the pro-
hibition in existing law against the Corporation purchasing stock in
another corporation for t%e purposes of permitting the Corporation
to hold an ownership interest in an entity in order to share risks under
investment insurance. The Senate bill contained no corresponding
provision. The Conference substitute is the same as the House
provision.

ExrENsioN oF ProgrAM AUTHORITY FOR INVESTMENT (GUARANTIES

The Senate bill deleted the time limitation on authority for invest-
ment guaranties under section 234(b) of the Foreign Assistance Act.
The House amendment provided that investment guaranty authority
shall expire December 31, 1977. Conference substitute is the same as
the House provision.

Dare oF EXTENSION OF INvEsTMENT INSURANCE

The Senate bill extended authority for investment insurance until
December 31, 1976, The House amendment extended authority for
investment insurance until December 31, 1977. Conference sub-
stitute is the same as the House date.

ArrroprIiATION To AveMENT INSURANCE RESERVE

The House amendment, permitting appropriations to augment the
Insurance Reserve only when the Reserve falls below $25,000,000,
would have gone into effect only after fiscal year 1975 appropriations
are made. The Senate bill had no corresponding provision concern-
ing the limitation to FY 1975. Conference substitute omits the House
provision.

Pusric Depr TransacrioN

The House amendment provided that for the Secretary’s purchases
of Corporation obligations, he may use securities issued under Second
Liberty Bond Act. The Senate bill had no corresponding provision.
Conference substitute is the same as the House provision.

ReinsurancE Not To Exceep VALUE oF INVESTMENT

The House amendment provided that no reinsurance may exceed
the dollar value of the investment made in a project. The Senate bill
had no corresponding provision. The Conference substitute is the same
as the House provision.

InvesTMENT INsSURED OR REINSURED For Risk orF Loss

The Senate bill provided that risk of loss concerns total investment
of insured or its affiliates. The House amendment provided that risk of
loss concerns total investment of insured and its affiliates. The Con-
ference substitute is the same as the House language.
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Person Wro Brars 10 PercenTt or Risx or Loss

The Senate bill provided that insured or its affiliates bear at least
109, of the risk of loss. The House amendment provided that an
person other than the Corporation bear at least 10 percent of the risi
of loss. The Conference substitute is the same as the Senate language.

ResTrICTIONS ON LIMiT ON INSURANCE OR REINSURANCE

The House amendment provided that the 10 percent limit on in-
surance or reinsurance shall not apply to loans by insurance companies,
ension funds, lending institutions, or investments by small businesses.
he Senate bill had no corresponding provision. The Conference
substitute is the same as the Senate language, with the addition that
where this 10 percent deductible is in conflict with state law it shall
not apply.

CessaTioN AND TrANSFER OF ANcILLARY CorPORATION ProGrAMS

The Senate bill required that the Corporation cease investment
guaranties, direct investment, investment encouragement, and special
activities, and agricultural credit and self-help community develop-
ment projects on December 31, 1979 ; and then the President is author-
ized to transfer these programs to other U.S. agencies. The House
amendment stated intention of Congress that President transfer
these programs to other U.S. agencies on or after December 31, 1979.
The Contference substitute is the same as the Senate provision.

Country LimrraTioNn Basep on Per Carrra Income

The Senate bill limited programs to countries with a per capita
income under $450 when programs are transferred to another &S
agency by the President. The House amendment limited programs to
countries with a per capita income under $450 on and after December
31, 1979. The Conference substitute is the same as the Senate provision.

TerMINATION OF Apvisory Counciw

The House amendment provided that the Advisory Council shall
terminate on December 31, 1977. The Senate bill had no corresponding
provision. The Conference substitute omits the House provision.

Lamin AmeErican Laimrrarion ox Seur-Hrre ProJecrs

The House amendment deleted restriction of projects to Latin
American countries and expressed the intent of (gongress that the
program be expanded to other less developed countries. The Senate
bill had no corresponding provision. The Conference substitute omits
the House provision.

SErr-Here Procrams ArRe No Loxeer “Pinor”’ Programs

The House amendment removed the limitation of the program to
the “‘pilot” stage and allowed for the extension of the program to any
less developed country rather than restricting it to only 5 Latin
American countries. The Senate bill had no corresponding provision
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and existing law specifies authority only for “pilot” programs. The
Conference substitute omits the House provision.

CorrPORATION GUARANTY OF PERCENTAGE oF Loan Mape For
SELr-HeLr PrOJECT

The House amendment increased the amount that the Corporation
can guaranty to 50 percent of the loans made for those projects. The
Senate bill had no corresponding provision. The Conference sub-
stitute omits the House provision.

REPORT TO CONGRESS ON SELF-HELP PROGRAMS

The House amendment directed OPIC, no later than January 15,
1976, to submit to the Congress a report of the results of the expanded
agricultural self-help and community development programs. The
Senate bill had no corresponding provision. Since the conferees agreed
not to expand the program, the Conference substitute omits the House
-provision.

AUTHORITY FOR SELF-HELP PROGRAMS

The Senate bill removed the time limitation on the authority for the
agricultural credit and self-help community development projects.
The House amendment extended the authority for the projects until
December 31, 1977. The Conference substitute is the same as the House
provision.

OPIC OpERATION IN INDOCHINA

The reports of the House Foreign Affairs Committee and the Senate
Foreign Relations Committee on the OPIC legislation contained con-
flicting guidance as to the future operation of the OPIC program in
Indochina. It is the intent of the Conferees that -OPIC provide the
House Foreign Affairs Committee and the Senate Foreign Relations
Committee with a statement of its Board of Directors’ plans for a pru-
dent resumption of OPIC programs in Indochina, when such plans are
formulated, and consult with the Committees as such programs evolve.
OPIC should not insure any large U.S. private investments (as defined
by OPIC’s Board and reported to the respective Committees) in
Indochina unless OPIC obtains significant private participation in the
insurance program, or until OPIC receives specific instructions from
both Houses of Congress.

JouN CULVER,
TraoMAs E. MoRGAN,
CLEMENT J. ZABLOCKI,
Lester L. Wovrr,
PerEr H. B. FRELINGHUYSEN,
J. HErBERT BURKE,
G. VANDER Jaar,
Managers on the Part of the House.
JOHN SPARKMAN,
Frank CHURCH,
STUART SYMINGTON,
J. Javrrs,
Managers on the Part of the Senate.
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93p CONGEESS HOUSE OF REPRESENTATIVES .~ RrporT
" 2d Session | SRS R No‘.93‘~1026

OVERSEAS PRIVATE INVESTMENT CORPORATiOI)T |
AMENDMENTS OF 1974 '

MAY 2, 1974 —Commltted to the Committee of the Whole House on the State -
" of thie Union and ordered to be printed E .

- Mr. CuLver, from the Committee on Foreign A ffairs,
o submitted the following

"REPORT
~ together with
DISSENTING. AND SUPPLEMENTAL VIEWS
[To.accompany H.R. 139731 - '

The Committee on Forelgn Affairs, to whom was referred the b111
(HLR. 13973) to amend the title of the Foreign Assistance Act of
1961 concerning the Overseas Private Investment Corporation to

-extend the authority for the Corporation, to authorize the Corporatlon
to issue reinsurance, to suggest dates for terminating certain activities
of the Corporation, and for other purposes, having considered the

- same, report favorably thereon with amendments and recommend

. that the bill as amendegl do pass.

The amendments are as follows:

On page 8, line 3, immediately before “The amount” 1nsert the
following:

The authorlty granted by paragraph (3) may be exercised notw1th-
standing the prohibition under section 234 (c) against the Corporation
purchasing or investing in any stock in any other corporation.

On page 12, after line 5, insert the following new paragraph.

(30) b adding at ’the end of subsection (f) of section 239 the
followmg “The Council shall terminate on December 31, 1977.”;

On page 12, line 6, strike out “(30)” and insert in liew thereof
143 31 77

(On) page 12, after line 24, insert the following new paragraphs:

(32) by striking out “in Latin America, the authority con-
ferred by this section should be used to establish pilot programs
in not more than five Latin American countries” in subsection (&)
of section 240 and inserting in lleu thereof the followipde

99006
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- 'al.l.lthority _conferred by this section should be used to establish
-~ programs in such countries”;

(38) by striking out “not more than five Latin American coun-
tries” in subsection (b) of section 240 and inserting “less de-
veloped countries” in lieu thereof ;

N (O‘ln) Jpage 13, line 1, strike out “(31)” and insert in lieu thereof
34)7. :
On page 13, after line 3, insert the following new paragraphs:

(85) by striking out “1972” in subsection (g) of section 240 and
inserting “1976” in lieu thereof;

(36) by striking out “pilot” in subsection (g) of section 240;

“(071; Jpage 13, line 4, strike out “(32)” and insert in lieu thereof
37)”.
“(On Jpage 13, line 6, strike out “(33)” and insert in lieu thereof
38)”.
CoMMITTEE AMENDMENTS

The first committee amendment clarifies an apparent contradiction
between a provision of the existing statute prohibiting OPIC from
taking an equity position in an investment project and a provision
in this bill permitting OPIC to purchase shares in an arrangement for
sharing OPIC’s insurance risks.’ S

The second committee amendment removes the restrictions of the
Agricultural Credit and Self-Help Community Development Program
to five countries in Latin America and moves the program beyond the
pilot state.

The third committee amendment extends the life of the OPIC
Advisory Council through December 31, 1977.

CoMMITTEE AcTION

During 1973 the Subcommittee on Foreign Economic Policy under-
took an exhaustive investigation of the Overseas Private Investment
Corporation. It conducted a 2-week study mission to Latin America
and held 9 days of hearings. Testimony was received from representa-
tives of business and farm organizations, U.S. Government officials,
academics, and Members of Congress. :

On October 21, 1973, the subcommittee issued a report which pre-
sented the findings of those hearings and set forth 26 recommendations.
On December 20 the chairman of the subcommittee, Mr. Culver
introduced H.R. 12057 to implement the report.

The bill was referred to the Committee on Foreign Affairs. On
March 20, 1974, the subcommittee heard testimony on H.R. 12057
from Marshall Mays, President of OPIC, and Hon. Andrew Biemiller,
Director of the Department of Legislation of the AFL-CIO. On
March 27, 1974, the subcommittee met in open session to consider the
bill. The subcommittee adopted amendments to H.R. 12057 and
authorized the subcommittee chairman to intreduce a clean bill and
report it to the Committee on Foreign Affairs. The clean bill, H.R.
13978, was sponsored by Mr. Culver, Mr. Wolff, Mr. Burke of Florida,
Mr. Davis of Georgia, Mr. Gilman, Mr. Vander Jagt, Mr. Whalen and
Mr. Yatron. The bill was considered by the committee on_April 30,
1974, and was ordered favorably reported to the House with amend-
ments by a voice vote.
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Cost EsmiMaTES
Pa,s._éage of H.R. 13973 requires no appropriation of funds.
BACKGROUND

Congress authorized the creation of OPIC in the Foreign Assistance
Aot of 1969 to assume operation of the private investment incentive
programs then operated by the Agency for International Develop-
ment (AID).

Section 231 of the Fore;gn Assistance Act of 1969 defined the funda-
mental purpose of OPIC as follows:

To mobilize and facilitate the participation of U.S. private
capital and skills in the economic and social progress of less-
developed friendly countries and areas, thereby complement-
ing the development assistance objectives of the United
States * * *

In order to assure the maximum development benefits from private
investment, the Corporation was spec1ﬁcaﬁy directed by the Congress
to encourage and support only those private investments in less-
developed ‘countries that are sensitive and responsive to the special
needs and requirements of those nations, and which contribute to the
social and economic develdpment of their people.

To accomphsh this purpese, OPIC administers three major types
of programs: investment msurance, financing, and investment infor-
mation and promotion activities.

OPIC’s insurance program offers protection against three forms of
risk associated with foreign investment: (1) inconvertibility; (2) war,
revolution and insurrection; and (3) expropriation.

OPIC’s finance program consists of (1) investment guaranties on
medium- and long-term loans from institutional lenders to private
enterprises in less developed countries (LDC’s); (2) direct loans to
private projects in LDC’s; (3) the productive credit guaranty program
to assist foreign local credit institutions in establishing credit lines for
small businessmen and farmers considered to be marginal credit risks;
and (4) administration of the Cooley loan pregram from Public Law
480 accounts. The Cooley loan fund provides loans in domestic
currency to foreign enterprises in which U.S. companies invest. Be-
cause Public Law 480 agreements now usually require that the food
shipments be paid for in dollars rather than in local currencies, this
program is drying up.

Finally, in order to identify and assess investment opportunities,
and stimulate U.S. private investment in. developing countries, OPIC
underwrites a share of the cost of preinvestment surveys conducted by
U.S. companies.

INvocHINA

In 1971 the Committee on Foreign Affairs considered the issue of
AID providing private investment incentives in Vietnam, Laos, and
Cambodia. The Committee decided that the matter should receive
further detailed study by the appropriate subcommittee. In its report
on the Foreign Assistance Act of 1971, the Committee declared :
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It was also the view of the committee that pending the -
resolution of thjs question, neither AID nor OPIC should
engage in providing further insurance, guaranties, or survey
grants in the three countrles of Vletnam, Laos, and Cambodia.

During 1973 the Subcommittee on Foreign Economic Policy under-
took a comprehensive investigation of the Overseas Private Invest-
-ment Corporation. On November 29, 1973, the Subcommittee issued
.a report presenting its findings and’ recommendatlons In regard to
its operating in Indochina, the report recommended :

In keeping with the general pohcy of trying to facﬂltate
the rebuilding of war-torn Indochina, the subcommittee be-
lieves that prudent exercise of OPIC’s authority should be
.permitted in this area. However, in view of the tontinuing
-political,-economic, and military uncertainties in Indochins,
the subcommittee directs OPIC to consult with the relevant
committee of the Congress to every extent possible concern-

, ing its plans and operations in South Vletnam Laos and
* Cambodia.

It is the position of the Commlttee on Foreign Affairs- that this
should be the guideline for OPIC’s activity in Indochina. OPIC
should provide the Committee with formal documentation of its op-
erations in Indochina, including plans for its overall program and
-'spemﬁcs on 1nd1v1dual 1nvestment projects.




- . PROVISIONS OF THE BILL ... .~ = - -

The principal provisions of the bill are: (a) authority for OPIC
to enter into joint arrangements with private insurance companies,
multilateral organizations, or other éntities and to issue reinsurance
for such arrangements; (b) an expression of the intent of Congress
that OPIC act to transfer 1ts functions of writing and managing in-;
surance contracts to private insurance companieg or. other entities;.
(c) an extension of OPIC’s authority through December 31, 1977;:
(d) policy guidelines dealing with runaway industries, preferentiai:
treatment for small businesses and projects in the least developed
countries, and OPIC serving as a broker between developing countries’
and U.S. investors; and (e).provision to improve the effectiveness of
the Agricultural Credit and Self-Help Community Development
program. . T ey

&) -



SkcrioN 231 oF THE FoRrtign Assistance Acr orF 1961, As AMENDED—
CreaTtioN, PurposE, aNp Poricy ‘

EXPLANATION

Section 281 provided for the creation of the Overseas Private In-
vestment Corporation. It established its purpose, which is to promote
and support the active participation of American private enterprise
in providing resources and' talents to help further the economic and
soctal development of less' developed countries. Section 231 spécifies
policy guidelines for OPIC. -

AMENDMENTS PROPOSED BY H.R. 13973 A

Section 2(1)—Purpose
This amendment substitutes the word “development” for “progress”
in the first sentence of section 231 to make more explicit OPIC’s pur-
Eose of complementing public development 1prog’ramsz designed to
e

enefit the poor majority of the population in less developed friendly
countries and areas. ’

Section 2(2)—~elf-Sustaining
This amendment to subsection (a) directs OPIC to undertake to

operate its insurance and reinsurance operations, as well as its financ-
ing activities, on a self-sustaining basis.

Section 2(3)—Finance Program

This amendment is a conforming change, making clear that the
existing requirement of subsection (a) that OPIC take into account
the economic and financial soundness of projects and the availability
of financing from other sources on appropriate terms remaing appli-
cable only to OPIC’s finance program.

Section 2 (4) and (5)—Risk Sharing

(4) This amendment to subsection (d) strikes the words “when
appropriate” from OPIC’s risk-sharing mandate since risk-sharing
goals are stated in detail in subsequent sections.

(5) This amendment to subsection (d) directs OPIC to undertake
to share its reinsurance as well as its insurance risks.

Section 2(6)—~Small Business

This amendment to subsection (e) directs OPIC to undertake to
give preferential consideration in its programs (to the maximum ex-
tent practicable consistent with its purposes) to investment projects
sponsored by U.S. businesses having not more than $2.5 million pet
worth or not more than $7.5 million in total assets.

(®)




Section 2(7)—U.S. Employment _

This amendment to subsection (i) directs OPIC to take into ac-
count, in determining whether to support a proposed project, its effect
upon U.S. domestic employment.

Section 2 (8) and (9)—Conforming Changes ‘
These two amendments are technical changes made necessary by
the addition of new clauses to section 231.

Section 2(10) (1), (m), and (n)—New Guidelines

This section adds three new clauses to section 231 :

(10) (2)—Least Developed Countiies ‘

New section 231(1) requires OPIC to undertake, to the maximum
extent practicable, to give preferential consideration to investment
projects in the less developedp friendly countries which have per capita
incomes of $450 or less in 1973 United States dollars.

(10) (m)—Broker

New section 231(m) instructs OPIC to take a more active role in
supporting development by identifying investment opportunities in
less developed countries and bringing these oportunities to the atten-
tion of potential U.S. investors.

(10) (n)—Runaway Plants :

New section 231(n) enacts in OPIC’s statute its policy of denying
support of “runaway” plant investments. It directs OPIC (i) to
decline to issue any contract of insurance or reinsurance, or any guar-
- anty, or to enter into any agreement to provide financing for a pro-
posed investment if OPIC determines that such investment is likely
to cause a significant reduction in the number of employees in the
United States of the investor or project sponsor because he is replacing
his United States production with production from such investment
which involves substantially the same product for substantially the
same market as his United States production, and (ii) to monitor ¢on-
formance with the representations of the investor on which OPIC
relied in making the determination required by clause (i).

Section 234 oF THE ForrioN AssisTANCE Acr or 1961, As AMENDED

EXPLANATION

Section 234 sets forth the basic program authorities—investment
insurance, investment guaranties, direct loan investments, and invest-
ment encouragement.,

Section 234(a) establishes the guidelines for the operation of the
investment insurance program, which insures investors against losses
arising from (a) inconvertibility, (b) expropriation, and (c) war,
revolution, or insurrection. The following amendments add new
clauses to section 234 (a) which grant OPIC the authority to enter
into joint arran%(;;ments for the sharing of these risks and to issue
reinsurance and direéct OPIC to take steps to transfer the writing and
managing of insurance contracts to private insurance companies or
other entities.
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AMENDMENTS PROPOSED BY ELR. 13978~ _ = -
Section8(11)—Title R , o
' This amendment changes the caption of section 234 to read “Invest- -
ment Insurance and Other Programs”.” =~ =~~~ "~
Section 2 (12) and (13)—Private Participation

" 8(12)—Transferral of the Issuing and Management of Con-:
tracts ta Private Companies . . . . S

A new subparagraph 4(A) is added to set targets for OPIC to at-
tempt to meet in sharing liabilities incurred under new inconvertibility
and expropriation insurance. The targets are 25 percent of liabilities
Incurred under contracts issued on and after January 1, 1975, and 50
percent of liabilities incurred under contracts issued on and after Jan- -
uary 1, 1978. If it is not possible for OPIC to meet either of these tar-
gets, it is to report to the Senate Foreign Relations Committee and
the House Foreign Affairs Committee the reasons for its inability to
achieve either target and the date by which the target can be achieved.

A new subparagraph 4(B) is added to state the long-range goal of
Congress that OPIC should no longer participate as a direct Insurer
of inconvertibility or expropriation risks under contracts issued after
December 31,1979. This goal and the other long-range objectives stated -
in the bill are based on the assumption that other insurers, such as pri-
vate insurance companies, multilateral organizations, or a mutual of
insurance users, will by the end of the decade be prepared to issue po- .
litical risk insurance to eligible U.S. investors in a manner consistent
with the public purposes of the program as expressed in the act. (By
the amendments proposed to be added by section 2(33) of the bill te
section 240 of the act, QPIC will be required to report on this issue no
later than January 1, 1976.)

The new subparagraph 6(A) sets targets for OPIC’s liability shar-
ing in war risk insurance. The targets are 1214 percent of liabilities
incurred under contracts issued on or after January 1, 1976, and 40
percent of liabilities incurred under contracts issued on and after
January 1, 1979. As with the liability-sharing targets for inconverti-
bility and expropriation insurance, OPIC is required to report.to the
Congress if these targets cannot be met. . .

' The new subparagraph 5 (B) states the long-range goal of Congress
that OPIC should no longer participate as a direct insurer of war risks
under contracts issued after December 31, 1980. Again, as with the
long-term goals of wholly private underwriting of expropriation and
inconvertibility insurance, the assumption on which this goal is based -
is that other insurers will assume OPIC’s role in this area.

. A new paragraph (6) is added to make it clear that in OPIC’s ef-
forts to share its insurance liabilities, it may agree to assume liability -
as insurer for any insurance contract, or share thereof, that a private .
insurance company, multilateral organization, or any other person
has issued in-respect of inconvertibility, expropriation and war risks.
Neither the execution of such an agreement nor its performance by
the Corporation shall be considered as participation by the Corpora-
tion in any such insurance contract for purposes of the targets speci- .
fied in subparagraphs 4(A) and 5(A) of section 234. The amendment
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is in recognition of the fact that other insurers, including private in-
surance companies, at this time, are unwilling to assume long-term
liabilities under political risk insurance contracts, and therefore OPIC
may be required to assure the long-term investor that it will main-
“tain coverage if private insurers decline to extend or renew their short-
term commitments. Although OPIC’s agreement to assume such lia-
bilities is not counted for purposes of the targets of subparagraphs
4(A) and 5(A) as participation by OPIC, such agreement will be
considered as the issuance of insurance by OPIC for all other purposes
of the act. It is the intention of Congress, however, that OPIC should
not enter into any such agreement after January 1, 1980.

The new paragraph (7) proposed for section 234(ai) states addi-
tional long-term goals of the Congress: (i) that OPIC should not
manage insurance contracts issued on and after December 31, 1979,
by other insurers in respect of inconvertibility and cxpropriation risks;

" (1) that OPIC should not manage insurance contracts issued on and
after December 31, 1980, by other insurers in respect of war risks;
and (iii) that on and after December 31, 1980, OPIC should act only
as a reinsurer except to the extent necessary to manage its outstanding
insurance or reinsurance contracts and any liabilities it assumes pur-
‘suant to paragraph (6). of section 234(a).

2(13)—Reinsurance

This amendment adds a new subsection (f) to section 234, which
authorizes OPIC (a) to enter into various coinsurance and reinsur-
ance arrangements with private insurance companies and other en-
tities, and (b) to issue reinsurance of liabilities assumed by other
insurers or groups thereof. ‘

The maximum contingent liability which OPIC may assume each
year as a reinsurer cannot exceed $600 million, and may never in the
aggregate exceed at any one time an amount equal to the amount
authorized for the maximum contingent liability for insurance under

“section 235 (a)-(1) [$7.5 billion]. T ‘

All reinsurance issued by OPIC will require that the reinsured
party (private insurance companies and other entities that share and/
or assume OPIC’s function of issuing insurance) retain for his own
account specified portions of liability, whether, first loss or otherwise,
and the Corporation shall enideavor to inerease such specified portions

- to ‘the maximum -extentfeasible. Under the proposed section 2(33)
-of the bill, OPIC will be required to report to Congress the actual ex
posure reinsured parties have been willing to assume. '

SecrioN 235 or THE ForeicN AssisTaNcE.Act or 1961,
. A8 AMENDED

EXPLANATION

Section 235 established OPIC’s issuing authority and the Insurance
and Guaranty Fund. It established the maximum contingent liabili-
ties at $7.5 billion for insurance and:$750 million for guaranties. The
direct investment fund is a revolving fund to be available for loans.
The Insurance and Guaranty Fund is used to discharge liabilities
under the insurance and guaranty program.

H. Rept. 1026, 93-2—2
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AMENDMENTS PROPOSED BY H.R. 13973

Section 2(14)—T hree-Y ear Authorization

This amendment to subsection (a)(4) extends OPIC’s insurance
and guaranty authority from December 31,1974, to December 31, 1977.
The committee feels that a 3-year extension of OPIC’s authority is
necessary to permit adequate testing of liability-sharing with private
insurers. This extension coincides with the 3-year pooling arrange- .
ment OPIC is currently discussing with the private insurance
industry.

Section 2(15)—Reinsurance

This amendment to subsection (d) is a technical change to permit
OPIC to pay reinsurance liabilities as well as insurance liabilities out
of the Insurance Reserve.

Section 2(16)—Congressional Appropriations and Borrowing Au-
thority

This amendment deletes the existing subsection (f) which author-
izes an ongoing appropriation to OPIC for its Insurance and Guaranty
Fund and for the discharge of OPIC’s liabilities. The new subsec-
tion (f) directs that, after fiscal year 1975, (a) a congressional
appropriation to the Insurance Reserve would be permitted only after
that reserve had dropped below $25 million, (b) any appropriation
would require a congressional authorization, and (c) in order to per-
mit OPIC to quickly cover valid claims, OPIC can borrow up to $100
million from the U.S. Treasury, but any such borrowing must be re-
paid within a year.

SectIoN 237 OF THE FOREIGN ASSISTANCE AcTr OoF 1961, AS AMENDED

EXPLANATION

Section 237 details various provisions relating to the insurance and
guaranty programs. \

AMENDMENTS PROPOSED BY H.R. 13973

Section 2(17)-(24)—Technical Changes

These amendments are technical changes to make certain provisions
of the statute which are now applicable to OPIC’s insurance program
also applicable to OPIC’s proposed role in issuing reinsurance.

Section 2(25)—Insured To Hold 10 Percent of Risk

This amendment to subsection (f) requires OPIC to limit the
amount of insurance and reinsurance it issues with respect to an in-
vestment so that risk of loss of at least 10 percent of the total invest-
ment of the insured and its affiliates in the project is borne by any
person other than OPIC on the date the insurance is issued. This
limitation would not apply to loans by institutional lenders or to
investments by small businesses. '




B %

11
Section 2(26)~(29)—Technical Changes :

These amendments are technical changes to make certain provisions
of the statute which are now applicable to OPIC’s insurance program
also applicable to OPIC’s proposed function of issuing reinsurance.
Section 239 or TaE Foreicn AssisTaxce Acr oF 1961, as AMENDED

EXPLANATION

Section 239 sets forth general provisions and powers of OPIC.

AMENDMENTS PROPOSED BY H.R. 13973

Section 2(30)—Advisory Council -

This amendment to subsection (f) extends the life of the OPIC
Advisory Council through December 31, 1977.

Section -2(31) (4), (B), and (O)—Three New Subsections
This amendment adds three néw subsections to section 239.

(31) (A)—Environmental Impact ‘

New subsection 239(h) would require OPIC to develop and imple-
ment specific criteria intended to encourage U.S. investors to take
measures to lessen the potential adverse environmental effects of their
proposed in the less developed countries.

The amendment is not intended to impose U.S. standards on a for-
eign country or to challenge the sovereign right of a developing na-
tion to determine how it wishes to reconcile its ipterest in jobs and
income with its interest—and that of the world at large—in a clean en-
vironment. On the other hand, the committee intends that where local
environmenal protection standards are lacking, OPIC should, consist-
ent with the accomplishment of its overall purpose, encourage U.S. in-
vestors to take voluntary steps to lessen the potential adverse environ-
mental effects of projects in which they have a controlling interest.

The purpose is to encourage American investors to impose upon
themselves some reasonable environmental standards for the sake of
international good will and in the interest of a healthy, clean global
environment. '

(31) (B) and (C)—Finance Progroms

New subsection 239(%) states the congressional intention that after
December 31, 1979, the President should transfer the OPIC finance
programs, including the Agricultural Credit and Self-Help Com-
munity Development program. authorized by section 240, to another
agency of the United Sptates This section assumes that by December 31,
1979, OPIC will have assumed a reinsurer’s role in its insurance pro-
gram, thereby making appropriate a transfer of its finance programs
to another a%;mcy or agencies. Final decision on this question will de-
pend upon whether, in fact, OPIC will be confined to reinsurance in its
msurance program after 1979, o ‘ - -

New subsection 239(§) would require that after December 31, 1979,
the OPIC finance programs be limited to countries with a per capita
income of $450 or less in 1973 United States dollars.
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Srorron 240 oF THE FoREIGN ASSISTANCE ACT or 1961, A8 AMENDED

EXPLANATION

Section 240 established the Agricultural and Credit Self-Help Com-
- munity Development programs. The purpose of the program is to
encourage private credit and lending institutions to make loans on
reasonable terms to organized groups and individuals for small agri-
cultural self-help and local community development purposes. The
total guaranties outstanding at any one time are limited to $25
million.
AMENDMENTS PROPOSED BY H.R. 13578

Section 2(32-33)—Ewxpansion of Agricultural Credit and Self-Help
Community Program '

This amendment removes the current restriction of the program to
five Latin American countries and to a pilot phase. This program
brings assistance to the “grass roots” level, and O%’IC should take steps
to extend it to as many countries as is appropriate within the guide-
lines of the program and considering the interests of developing

- nations.

Section 2(84)—Guaranty Level V :
~ 'This amendment to subsection (b) is designed to improve the ef-
fectiveness of the Agricultural Credit and Se%?—Help Community De-
_velopment program authorized by section 240 by permitting OPIC to
guarantee a lender against losses of up to.one-half of his portfolio of
_qualified loans. The present limitation is 25 percent of each lender’s
portfolio. Individual loans may be guaranteed up. to 75 percent. Ex-
- perience has shown that a Latin American lending institution is cred-
.ited with only 25 percent guaranty security, rather than 75 percent;
when it seeks to discount an OPIC-guaranteed small loan portfolio,
_thereby severely limiting the ability of a qualified lender o obtain
additional capital by discounting his OPIC-guaranteed portfolio
- with larger financial institutions. The },)roposed change would remove
this critical limitation on the program’s effectiveness. The 75 percent
Limit on OPIC guarantees of individual loans would be continued,
subject to 50 percent overall portfolio guaranty limit.

. Section 2(36-36)—LReport to Congress L

- .The amendment directs OPIC to report to the Congress by Janu-
ary 15, 1976, on the results of the program and removes the word

- “pilot” in keeping with sections 2(33-34). N

- Section 2(37)—Three-Year Ewtension , :

~ This amendment to subsection (h) would extend the authority of the
Agricultural Credit and Self-Help Community Development pro-

" gram from December 81, 1974 to December 31, 1977.

Skarion 240A oF.THE FoREIGN .AsSSISTANCE AcT OF 1961, AS AMENDED

EXPLANATION

Section 240A requires OPIC to report on its operations to Con-
gress at the end of each fiscal year.
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- AMENDMENT PROPOSED BY H.R. 13973

Section 2(38)—Report to Congress on Private Participation

This amendment to subsection (b) would require OPIC to re-
port, no later than January 1, 1976, on the possibilities of transferring
all of its activities to private insurance companies, multilateral orga-
nizations or other entities.

" Cuances 1IN Existine Law Mape BY THE Biun, as REporTED

* In compliance with clause 3 of rule XTII of the Rules of the House
of Representatives, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italic, existing
law in which no change is proposed is shown 1n roman) :

TITLE IV OF CHAPTER 2 OF PART I OF THE FOREIGN
' ASSISTANCE ACT OF 1961

Trre IV—QvErsEas PrRIVATE InveEsTMENT CORPORATION

~Src. 231. CreaTioN, PUrrosk, ANDp Porrcy.~—To mobilize and facili-
tate the participation of United States private capital and skills in
the economic and social [progress] development of less developed
friendly countries and areas, thereby complementing the development
assistance objectives of the United States, there is hereby created the
Overseas Private Investment Corporation ‘(hereinafter called the
“Corporation”), which shall be an agency of the United States under
the policy guidance of the Secretary of State. . :
In carrying out its purpose, the Corporation, utilizing broad cri-
teria, shall undertake— ’ S
* (a) to conduct financing, insurance, and reinsurance operations
on a self-sustaining basis, taking -into account in its financing
operations the economic and financial soundness of projects and
the availability of financing from other sources on appropriate
terms;

(b) to utilize private credit and investment institutions and the
Corporation’s guaranty authority as the principal means of mobi-
lizing capital investment funds; o

(c) to broaden private participation and revolve its funds
through selling its direct investments to private investors when-
ever it can appropriately do so on satisfactory terms;

(d) to conduct its insurance operations with due regard to
principles of risk management including [, when appropriate,]
efforts to share its insurance and reinsurance risks;

[(e) to utilize, to the maximum practicable extent consistent
with the accomplishment of its purpose, the resources and skills
of small business and to provide facilities to encourage its full
participation in the programs of the Corporation ;]

(e) to give preferential consideration in its investment insur-
ance, financing, and reinsurance activities (to the maximum ex-
tent practicable - consistent with the Corporation’s purposes) to
investment projects involving businesses of not more than $2,-
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500,000 net worth or with not more than $7.500,000 in total assets;

(f) to encourage and support only those private investments in
less developed friendly countries and areas which are sensitive and
responsive to the special needs and requirements of their econ-
omies, and which contribute to the social and economic develop-
ment of their people;

(g) to consider in the conduct of its operations the extent to
which less developed country governments are receptive to private
enterprise, domestic and foreign, and their willingness and ability
to maintain conditions which enable private enterprise to make
its full contribution to the development process;

(h) to foster private initiative and competition and discourage
monopolistic practices;

_ (1) to further to the greatest degree possible, in a manner con-
sistent with its goals, the balance-of-payments and employment
objectives of the United States;

" (j) to conduct its activities in consonance with the activities of
the agency primarily responsible for administering part I and
the international trade, investment, and financial policies of the
United States Government ; [and]

(k) to advise and assist, within its field of competence, inter-
ested agencies of the United States and other organizations, both
public and private, national and international, with respect to
projects and programs relating to the development of private
enterprise in less developed countries and areas [.];

(1) to the mawimum extent practicable,to give preferential con-
sideration in the Corporation’s investment insurance, financing,
and reinsurance activities to.investment projects in the less de-
veloped friendly countries which have per capita incomes of 84560
or less in 1973 United States dollars; :

(m) to identify foreign investment opportunities in less de-

_weloped friendly countries and areas, and to bring information
concerning such opportunities to the attention of potential eligible
investors in such countries or areas; and

(n) (1) to decline to issue any contract of insurance or rein-
surance, or any guaranty, or to enter into any agreement to pro-
vide financing for an eligible investor’s proposed investment if
the Corporation determanes that such imvestment s likely to
cause such investor (or the sponsor of an investment project in
which such investor is involved) significantly to reduce the num-
ber of his employees in the United States because he is replacing
his United States production with production from such invest-
ment which involves substantially the same product for substan-
tially the same market as his United States production; and (2)
to monitor conformance with the representations of the investor
on which the Corporation relied in making the determination
required by clause (1).

Sgrc. 232. CarrtaL oF THE CorrorATION.—The President is author-
ized to pay in as capital of the Corporation, out of dollar receipts made
available through the appropriation process from loans made pur-
suant to this part and from loans under the Mutual Security Act of
1954, as amended, for the fiscal year 1970 not to exceed $20,000,000
and for the fiscal year 1971 not to exceed $20,000,000. Upon the pay-
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ment of such capital by the President, the Corporation shall issue an.
equivalent amount of capital stock to the Secretary of the Treasury.

Sec. 233, ORGANIZATION AND MANAGEMENT.—(8) STRUCTURE OF THE
Corporation.—The Corporation shall have a Board of Directors, a-
President, an Executive Vice President, and such other officers and:
staff as the Board of Directors may determine.

(b) Boarp oF Direcrors.—All powers of the Corporation shall vest
in and be exercised by or under the authority of its Board of Directors

“the Board”) which shall consist of eleven Directors, including the

hairman, with six Directors constituting a quorum for the transac-
tion of business. The Administrator of the Agency for International
Development shall be the Chairman of the Board, ex officio. Six Di-
rectors (other than the President of the Corporation, appointed pur-
suant to subsection (c) who shall also serve as a Director) shall be
appointed by the President of the United States, by and with the ad-
vice and consent of the Senate, and shall not be ofhicials or employees
of the Government of the United States. At least one of the six Di-
rectors appointed under the preceding sentence shall be experienced
in small business, one in -organized labor, and one in cooperatives.
Each such Director shall be appointed for a term of no more than three
years. The terms of no more than two such Directors shall expire in
any one egeatr. Such Directors shall serve until their successors are
appointed and qualified and may be reappointed.

The other Directors shall be officials of the Government of the
United States, designated by and serving at the pleasure of the Presi-
dent of the United States. ’

All Birectors who are not officers of the Corporation or officials of
the Government of the United States shall be compensated at a rate
equivalent to that of level IV of the Executive Schedule (5 U.S.C.
5315) when actually engaged in the business of the Corporation and
may be paid per diem in lieu of subsistence at the applicable rate pre-
scribed in the standardized Government travel regulations, as
amended, from time to time, while away from their homes or usual
places of business. A

(¢) Presment oF TaE CorroraTioN.—The President of the Corpora-
tion shall be appointed by the President of the United States, by and
with the advice and consent of the Senate, and shall serve at the
pleasure of the President. In making such appointment, the Presi-
dent shall take into account private business experience of the ap-
pointee, The President of the Corporation shall be its Chief Executive
Officer and responsible for the operations and management of the
Corporation, subject to bylaws and policies established by the Board.

(d) Orricers axp Starr—The Executive Vice President of the
Corporation shall be appointed by the President of the United States,
by and with the advice and consent of the Senate, and shall serve at
the pleasure of the President. Other officers, attorneys, employees, and
agents shall be selected and appointed by the Corporation, and shall
be vested with such powers and duties as the Corporation may deter-
mine. Of such persons employed by the Corporation, not to exceed
twenty may be appointed, compensated, or removed without regard to
the civil service laws and regulations: Provided, That under such regu-
lations as the President of the United States may prescribe, officers
and employees of the United States Government who are appointed to
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any of the above positions may be entitled, upon removal from such -
position, except for cause, to reinstatement to the position occupied at

the time of appointment or to a position of comparable grade and sal-

ary. Such positions shall be in addition to those otherwise authorized

by law, including those authorized by section 5108 of title 5 of the

United States Code.

Swc. 234. InvestmENT [IncENTIVE] INSURANCE 4ND OrHERJPRO-
arAMs. The Corporation is hereby authorized to do the following:

(a) InvesrmeENT INsUrance—(1) To issue insurance, upon such
terms and conditions as the Corporation may determine, to eligible
investors assuring protection in whole or in part against any or all
of the following risks with respect to projects which the Corporation
has approved—

(A) inability to convert into United States dollars other cur-
rencies, or credits in such currencies, received as earnings or
profits from the approval project, as repayment or return of the
investment therein, in whole or in part, or as compensation for
the sale or disposition of all or any part thereof; ,

(B) loss of investment, in whole orin part, in the approved
project due to expropriation or confiscation by action of a foreign
government ; and ‘

(C) loss due to war, revolution, or insurrection.

(2) Recognizing that major private investments in less developed-
friendly countries or areas are often made by enterprises in which there
is multinational participation, including significant United States pri-
vate participation, the Corporation may make such arrangemengs with
foreign governments (including agencies, instrumentalities, or politi-
cal subdivisions thereof) or with multilateral organizations for shar-
ing liabilities assumed under investment insurance for such invest-
ments and may in connection therewith issue insurance to investors
not otherwise eligible hereunder: Provided, however; That liabilities
assumed by the Corporation under the authority of this subsection
shall be consistent with the purposes of this title and that the maxi-
mum share of liabilities so assumed shall not exceed the proportionate
participation by eligible investors in the total project financing.

(3) Not more than 10 per centum of the total face amount of invest-
ment -insurance which the Corporation is authorized to issue under
this subsection shall be issued to a single investor.

(4) (4) 1t is the intention of Congress that the Corporation should
achieve participation by private insurance companies, multilateral or- |
ganizations, or others in at least 25 per centum of Labilities inourred
in respect of the risks referred to in subparagraphs (1) (4) and (B)
of this subsection wnder contracts éss'uedp on and after Januvary 1, 1975,
and in at least 50 per centum of liabilities incurred in respect of such
risks under contracts issued on and after January 1, 1978. If it is not
possible for the Corporation to achieve either such percentage of par-
ticipation, the Corporation shall report in detail to the Senate Foreign
Relations Committee and the Foreign Affairs Committee of the House
of Representatives the reasons for its inability to achieve either such
percentage of participation, and the date by which such percentage
can be achieved. ‘ ,

(B) It is the intention of Congress that the Corporation should not
participate as tnsurer er contracts of insurance issued after De-
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cember 31, 1979, in respect of the risks referred to in subparagraphs
(1) (4) and (B) of this subsection. :

(8) (4) It es the intention of Congress that the Corporation should
achieve participation by private insurance companies, multilateral
organizations, or others in at least 12 per centum of liabilities incurred
in respect of the risks referred to in subparagraph (1) (C) of this sub-
section under contracts 1ssued on and after January 1, 1976, and in at
least 40 per centum. of liabilities incurred in respect of such risks under
contracts issued on and after Janvary 1, 1979. If it is not possible for
the Corporation to achieve either such percentage of participation, the
Corporation shall report in detail to the Senate Foreign Relations
Committee and the Foreign Affairs Committee of the House of Repre-
sentatives the reasons for its inability to achieve either such per-
centage of participation, and the date by which such percentage can
be achieved.

(B) It is the intention of Congress that the Corporation should
not participate as insurer under insurance policies issued after De-
cember 31, 1980, in respect of the risks referred to in subparagraph
(2) (O) of this subsection.

(6) Notwithstanding any of the percentages of participation under
subparagraphs (4) (A) and (6) (A) of this subsection, the Corporation
may agree to assume liability as insurer for any insurance contract,
or share thereof, that a private insurance company, multilateral or-
ganization, or any other person has issued in respect of the risks .
referred to in paragraph (1) of this subsection, and. neither the exe-
cution of such an agreement to assume Uability nor its performance .
by the Corporation shall be considered as participation by the Corpo-
ration in any such insurance contract for purposes of such percent-
ages of participation. However, it is the intention.of Congress that on
and after January 1, 1981, the Corporation should not enter into any
such agreement to assume liability. ' ‘ o

(7) £t is the intention of Congress— ,

(A) that the Corporation should not manage direct insurance .
issued on and after December 31, 1979, by any other person in '
respect of risks referred to in subparagraph (1) (A) or (B) of
this subsection ,

(B) that the Corporation should not manage direct insurance
issued on and after December 31, 1980, by any other person in
respect of risks referred to in subparagraph (1) (C) of this sub-
section; and

(O that on and after December 31,1980, the Corporation should
act only as a reinsurer except to the extent necessary to manage
tts outstanding insurance or reinsurance contracts and any poli-
cies the Corporation assumes pursuant to paragraph (6).

(B) InvestMeENT GUARANTIES.—To issue to eligible investors guar-
anties of loans and other investments made by such investors assuring
against loss due to such risks and upon such terms and conditions as
the Corporation may determine: Provided, however, That such guar-
anties on other than loan investments shall not exceed 75 per centum
of such investment: Provided further, That except for loan invest-
ments for credit unions made by eligible credit unions or credit union
assoclations, the aggregate amount of investment (exclusive of interest
and earnings) so guaranteed with respect to any project shall not ex-
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ceed, at the time of issuance of any such gi'luaranty, 75 per centum of
the total investment committed to any such project as getermined by
the Corporation, which determination shall be corclusive for purposes
of the Corporation’s authority to issue any such guaranty: Provided
further, That not more than 10 per centum of the total face amount of
investment guaranties which the Corporation is authorized to issue
under this subsection shall be issued to a single investor.

(¢) Dmrecr INnvEsTMENT.—To0 make.loans in United States dollars
repayable in dollars or loans in foreign currencies (including, without
regard to section 1415 of the Supplemental Appropriation Act, 1953,
such foreign currencies which the Secretary of the Treasury may de-
termine to be excess to the normal requirements of the United States
and the Director of the Bureau of the Budget may allocate) to firms
privately owned or of mixed private and public ownership upon such
terms and conditions as the Corporation may determine. The Corpora-
tion may not purchase or invest in any stock in any other corporation,
except that it may (1) accept as evidence of indebtedness debt securi-
ties convertible to stock, but such debt securities shall not be converted
to stock while held by the Corporation, and (2) acquire stock through
the enforcement of any lien or pledge or otherwise to satisfy a previ-
ously contracted indebtedness which would otherwise be in default,
or as the result of any payment under any contract of insurance or
guaranty. The Corporation shall dispose of any stock it may so acquire
as soon as reasonably feasible under the circumstances then pertaining.

No loans shall be made under this section to finance operations for
mining or other extraction of any deposit of ore, oil, gas, or other
mineral. ’ R :

(d) InvestMENT ENcoURAGEMENT.—To initiate and support
through financial participation, incentive grant, or otherwise, and on
such terms and conditions as the Corporation may determine, the iden-
tification, assessment, surveying and promotion of private investment
opportunities, utilizing wherever feasible and effective the facilities of
private organizations or private investors: Provided, however, That
the Corporation shall not finance surveys to ascertain the existence,
location, extent or quality, or to determine the feasibility of under-
taking operations for mining or other extraction, of any deposit of ore,
oll; gas, or other mineral. In carrying out this authority, the Corpora-
tion shall coordinate with such investment promotion activities as are
carried out by the Department of Commerce.

(e) Sprcran Activities—To administer and manage special proj-
ects and programs, including programs of financial and advisory sup-
port which provide private technical, professional, or managerial as-
sistance in the development of human resources, skills, technology,
capital savings and intermediate financial and investment institutions
and cooperatives. The funds for these projects and programs may, with
the Corporation’s concurrence, be transferred to it for,such purposes
under the authority of section 632(a) or from other sources, public
or private.

(f) Oraer Insvrance Funcrions.—

(1) to make and carry out contracts of insurance or reinsurance,
or agreements to assoctate or share risks, with insurance com-
panies, financial institutions, any other persons, or groups thereof,
and employing the same, where appropriate, as its agent, or act-
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ing as their agent, in the issuance and servicing of insurance, the
adjustment of claims, the exercise of subrogation rights, the ceding
and accepting of reinsurance, and in any othey matter incident to
an insurance business;

(2) to enter into pooling or other risk-sharing arrangements
with other national or multinational insurance or financing agen-
cies or groups of such agencies; ‘

(3) to hold an ownership interest in any association or other
entity established for the purposes of sharing risks under invest-
ment insurance; and

(4) to issue, upon such terms and conditions as it may deter-
mine, reinsurance of liabilities assumed by other insurers or

. groups thereof in respect of risks referred to in subsection (a)(1).
The authority granted by paragraph (3) may be exercised notwith-
standing the prohibition under section 234(c) against the Corpora-
tion purchasing or investing in any stock in any other corporation.
The amount of reinsurance of liabilities under this title which the
Corporation may issue shall not exceed $600,000,000 in any one year,
and the amount of such reinsurance shall not in the aggregate exceed
at any one time an amount equal to the amount authorized for the
mazimum, contingent Liability outstanding at any one time under sec-
tion 235(a) (1). AU reinsurance issued by the Corporation under this
subsection shall require that the reinsured party retain for his own
account specified portions of Liability, whether first loss or otherwise,
and the Corporation shall endeavor to increase such specified portions
to the maximum extent possible.

Sec. 285. Issuine AvurHORITY, DIRECT INVESTMENT FUND AND
Resgrvis.—(a) (1) The maximum contingent liability outstanding
at any one time pursuant to insurance issued under section 234(a)
shall not exceed $7,500,000,000.

(2) The maximum contingent liability outstanding at any one time
pursuant to guaranties issued under section 234(b) shall not exceed
in the aggregate $750,000,000, of which guaranties of credit union
investment shall not exceed $1,250,000: Provided, That the Corpora-
tion shall not make any commitment to issue any guaranty which
would result in a fractional reserve less than 25 per centum of the
. maximum contingent liability then outstanding against guaranties
issued or commitments made pursuant to section 234(b) or similar
predecessor guaranty authority. .

(8) The Congress, in considering the budget programs transmitted
by the President for the Corporation, pursuant to section 104 of the
Gyovernment Corporation Control Act, as amended, may limit the
obligations and contingent liabilities to be undertaken under section
234 (a) and (b) as well as the use of funds for operating and
administrative expenses.

(4) The authority of section 234 (a) and (b) shall continue until.
December 31, [1974] 1977,

(b) There shall be established a revolving fund, known as the
Direct Investment Fund, to be held by the Corporation. Such fund
shall consist initially of amounts made available under section 232,
shall be available for the purposes authorized under section 234(c),
shall be charged with realized losses and credited with realized gains
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and shall be credited with such additional sums as may be transferred
to it under the provisions of section 236.

(¢) There shall be established in the Treasury of the United States
an insurance and guaranty fund, which shall have separate accounts
to be know as the Insurance Reserve and the Guaranty Reserve, which
reserves shall be available for discharge of liabilities, as provided in
section 285(d), until such time as all such liabilities have been dis-
charged or have expired or until all such reserves have been expended
in accordance with the provisions of this section. Such fund shall be
funded by: (1) the funds heretofore available to discharge liabilities
under predecessor guaranty authority (including housing guaranty
authorities), less both the amount made available for housing guar-
anty programs pursuant to section 223 (b) and the amount made avail-
able to the Corporation pursuant to section 234(e); and (2) such.
sums as shall be appropriated pursuant to section 235(f) for such
purposes. The allocation of such funds to each such reserve shall be
determined by the Board after consultation with the Secretary of the
Treasury. Additional amounts may thereafter be transferred to such
reserves pursuant to section 236. : ‘

(d) Any payments made to discharge liabilities under investment
insurance or reinsurance issued under section 234 (a)] or under simi-
lar predecessor guaranty authority shall be paid first out of the In-
surance Reserve, as long as such reserve remains available, and there-
after out of funds mage available pursuant to section 235(f). Any
payments made to discharge liabilities under guaranties issued under
section 284 (b) or under similar predecessor guaranty authority shall
be paid first out of the Guaranty Reserve as long as such reserve re-
mains available, and thereafter out of funds made available pursuant:
to section 285 (f). o

(e) There is hereby authorized to be transferred to the Corporation
at its call, for the purposes specified in section 236, all fees and other |
revenues collected under predecessor guaranty authority from Decem- -
ber 31, 1968, available as of the date of such transfer.

(£) There [is hereby] are authorized to be appropriated to the Cor-
poration, to remain available until expended, such amounts as may .
be necessary from time to time to replenish or increase the insurance .
and guaranty [fund or to] fund, to discharge the liabilities under
[insurance and] énsurance, reinsurance, or guaranties issued by the
Corporation or issued under predecessor guaranty authority, or zo dis-
charge obligations of the Corporation purchased by the Secretary of
the Treasury pursuant to this subsection. However, no appropriations,
after appropriations for fiscal year 1975, shall be made to augment
the Insurance Reserve until the amount of funds in the Insurance
Reserve is less than $25,000,000. Any appropriations to augment the
Insurance Reserve shall then only be made either pursuant to specific
authorization enacted after the date of enactment of the Overseas
Private Investment Corporation Amendments Act of 1974, or to sat-
isfy the full faith and credit provision of section 237 (c). In order
to discharge liabilities under investment insurance or reinsurance, the
Corporation is authorized to issue from time to time for purchase by
the Secretary of the Treasury its motes, debentures, bonds, or other
obligations; but the aggregate amount of such obligations outstand-
ing ot any one time shall not exceed $100,000,000. Any such 0bligation
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shall be repaid to the Treasury within one year after the date of issue
(o{ such obligation. Any such obl%aeatéon shall bear interest at a rate
 aetermined by the Secretary of the Treasury, taking into considera-
, tion the current average market yield on outstanding marketable ob-
ligations of the United States of comparable maturities during the
month preceding the issuance of any obligation authorized by this
- subsection. The Secretary of the Treasury shall purchase any o%lz‘ga-
 tion of the Corporation issued under this subsection, and. for such pur-
chase he may use as a public debt transaction the proceeds of the sale
of any securities issued under the Second Liberty Bond Act after the
~date of enactment of the Overseas Private Investment Corporation
Amendments Act of 197. The purposes for which securities may be
4ssued under such Bond Act shall include any such purchase.
Skc. 236, IncoME anp REvenues.—In order to carry out the pur-
poses of the Corporation, all revenues and income transferred to or
~earned by the Corporation, from whatever source derived, shall be
held by the Corporation and shall be available to carry out its pur-
poses, Including without limitation—

(a) payment of all expenses of the Corporation, including in-
vestment promotion expenses;

(b) transfers and additions to the insurance or guaranty re-
serves, the Direct Investment Fund established pursuant to sec-
tion 235, and such other funds or reserves as the Corporation may
establish, at such time and in such amounts as the Board may
determine; and : :

(¢) payment of dividends, on capital stock, which shall consist
of and be paid from net earnings of the Corporation after pay-
ments, transfers, and additions under subsections (a) and (b)
hereof.

Sec. 237. GENEraL Provisions RevaTing 1o INSURANCE AND GUAR-
: ANTY Procrams.—(a) Insurance [and guarantiesl, guaranties and re-
énsurance issued under this title shall cover investment made in con-
-mection with projects in any less develoged friendly countg‘or areq
with the government of which the President of the United States has
agreed to institute a program for insurance [or guaranties), guar-
- anties, or reinsurance. , - :
(b) The Corporation shall determine that suitable arrangements
. exist for protecting the interest of the Corporation in connection with
any insurance [or guarantyl, guaranty, or reinsurance issued under
- this title, including arrangements concerning ownership, use, and dis-
. position of the currency, credits, assets, or investments on account
of which payment under such insurance [or guaranty], guaranty, or
. xeinsurance 18 to be made, and any right, title, claim, or cause of action
_existing in connection therewith. ,
- (c) All guaranties issued prior to July 1, 1956, all guaranties issued
under sections 202(b) and 413(b) of the Mutual Security Act of 1954,
as amended, all guaranties heretofore issued pursuant to prior guar-
anty authorities repealed by the Foreign Assistance Act of 1969, and
_all insurance, reinsurance, and guaranties issued pursuant to this title
- . shall constitute obligations, in accordance with the terms of such in-
_surance, reinsurance, or guaranties, of the United States of America
. and the full faith and credit of the United States of America is hereby
pledged for the full payment and performance of such obligations.
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(d) Fees shall be charged for insurance, reinsurance, and guaranty
coverage in amounts to be determined by the Corporation. In the event
fees to be charged for investment insurance, reinsurance, or guaranties
are reduced, fees to be paid under existing contracts for the same type
of guaranties [or insurance], insurance, or reinsurance and for similar
guaranties issued under predecessor guaranty authority may be
reduced.

. (e) No insurance [or guaranty}, guaranty, or reinsurance of any
equity investment shall extend beyond twenty years from the date
of issnance. ‘

(f) No insurance, reinsurance, or guaranty issued under this title
shall exceed the dollar value, as of the date of the investment, of the
investment made in the project with the approval of the Corporation
plus interest, earnings or profits actually acerued on said investment
to the extent provided by such insurance, reinsurance, or guaranty.
Notwithstanding the preceding sentence, the Corporation shall limit
the amount of direct insurance and rexnsurance issued by it under
section 23} so that risk of loss as to at least 10 percent of the total
investment of the insured and its affiliates in the project is borne by
any person other tham the Corporation on the date the insurance s
issued. The preceding sentence shall not apply to any loan by an in-
surance company, pension fund, or other institutional lender, or to
any investment by a small business. .

() No payment may be made under any guaranty, insurance, or
reinsurance issued pursuant to this title for any loss arising out of
fraud or misrepresentation for which the party seeking payment is
responsible.

(h) Insurance Lor guaranties}, guaranties, or reinsurance of a loan
or equity investment of an eligible investor in a foreign bank, finance
company, or other credit institution shall extend only to such loan or
equity investment and not to any individual loan or equity invest-
ment made by such foreign bank, finance company, or other credit
institution.

(1) Claims arising as a result of insurance, reinsurance, or guaranty
operations under this title or under predecessor guaranty authority
may be settled, and disputes arising as a result thereof may be arbi-
trated with the consent of the parties, on such terms and conditions
as the Corporation may determine. Payment made pursuant to any’
such settlement, or as a result of an arbitration award, shall be final
and conclusive notwithstanding any other provision of law. '

(j) Each gunaranty contract executed by such officer or officers as
may be designated by the Board shall be conclusively presumed to be
issued in compliance with the requirements of this Act.

(k) In making a determination to issue insurance, reinsurance, or
a guaranty under this title, the Corporation shall consider the pos-
sible adverse effect of the dollar investment under such insurance,
oéeimumowe, or guaranty upon the balance of payments of the United

tates. :

Sec. 238. DeFINTTIONS.—AS used in this title—

(a) the term “investment” includes any contribution of funds,
commodities, services, patents, processes, or techniques, in the
form of (1) a loan or loans to an approved project, (2) the pur- -
chase of a share of ownership in any such project, (3) participa-
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tion in royalties, earnings, or profits of any such project, and (4)
the furnishing of commodities or services pursuant to'a lease or
" other contract; '

(b) the term “expropriation” includes, but is not limited to,
any abrogation, repudiation, or impairment by a foreign govern-
ment of its own contract with an investor with respect to a
project, where such abrogation, repudiation, or impairment is
not caused by the investor’s own fault or misconduct, and mate-
rially adversely affects the continued operation of the project;

(c) the term “eligible investor” means: (1§) United States citizens;
(2) corporations, partnerslips, or other associations including non-
profit associations, created under the laws of the United States or any
State or territory thereof and substantially beneficially owned by
United States citizens; and (3) foreign corporations, partnerships,
or other associations wholly owned by one or more such United States
citizens, corporations, partnerships, or other associations: Provided,
however, That the eligibility of such foreign corporation shall be de-
termined without regard to any shares, in aggregate less than § per
centum of the total issued and subscribed share capital, held by other
than the United States owners: Provided further, That in the case of
any loan investment a final determination of eligibility may be made
at the time the insurance or guaranty is issued; in all other cases, the
investor must be eligible at the time a claim arises as well as at the time
the insurance or guaranty ig issued ; and . :

(d) the term “predecessor guaranty authority” means prior guar-
anty authorities (other than housing guaranty authorities) repealed
by the Foreign Assistance Act of 1969, section 202(b) and 413(b) of
the Mutual Security Act.of 1954, as amended, and section 111(b) (3)
of the Economic Cooperation Act of 1948, as amended (exclusive of
authority relating to informational media guaranties).

Skc. 239. GeNerar Provisions Anp Powers.—(a) The Corporation
shall have its principal office in the District of Columbia and shall be
deemed, for purposes of venue in civil actions, to be resident thereof.

(}P)‘ The President shall transfer to the Corporation, at such time
as he may determine, all obligations, assets and related rights and re-
sponsibilities arising out of, or related to, predecessor programs and
authorities similar to those provided for in section 234(a), (b), and
(d). Until such transfer, the agency heretofore responsible for such
predecessor programs shall continue to administer such assets and ob-
ligations, and such programs and activities authorized under this title
as may be determined by the President. :

(¢) The Corporation shall be subject to the applicable provisions of
the Government Corporation Control Act, except as otherwise pro-
vided in this title.

(d) To carry out the purposes of this title, the Corporation is au-
thorized to adopt and use a corporate seal, which shall be judicially
noticed ; to sue and be sued in its corporate name; to adopt, amend,
and repeal bylaws governing the conduct of its business and the per-
formance of the powers and duties granted to or imposed upon it by
law; to acquire, hold or dispose of, upon such terms and conditions as
the Corporation may determine, any property, real, personal, or mixed,
tangible or intangible, or any interest therein; to invest funds derived
from fees and other revenues in obligations of the United States and
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‘to use the proceeds therefrom, including earni and profits, as it
shall deem appropriate; to indemnify directors, oﬁcers, employees and
agents of the Corporation for liabilities and expenses incurred in
“connection with their Corporation activities; to require bonds of of-
ficers, employees, and agents and pay the premiums therefor; not-
withstanding any other provision og law, to represent itself or to con-
tract for representation in all legal and arbitral proceedings; to
" purchase, discount, rediscount, sell, and negotiate, with or without its
endorsement or guaranty, and guarantee notes, participation certifi-
cates, and other evidence of indebtedness (provided that the Corpora-
tion shall not issue its own securities, except participation certificates
_for the purpose of carrying out section 231 83) ) ; to make and carry out
such contracts and agreements as are necessary and advisable in the
conduct of its business; to exercise the priority of the Government of
the United States in collecting debts from bankrupt, insolvent, or
decedents’ estates; to determine the character of and the necessity for
_its obligations and expenditures, and the manner in which they shall
be incurred, allowed, and paid, subject to provisions of law specifically
. applicable to Government corporations; and to take such actions as
may be necessary or appropriate to carry out the powers herein or
hereafter specifically conferred upon it. :
(e) The Auditor-General of the Agency for International Develop-
“ment (1) shall have the responsibility for planning and directing the
executlon of audits, reviews, investigations, and inspections of all
phases of the Corporation’s operations and activities and (2) shail
. conduct all security activities of the Corporation relating to personnel
and the control of classified material. With respect to his responsibil-
. ities under this subsection, the Auditor-General shall report to the
Board. The agency primarily responsible for administering part I
shall be reimbursed by the Corporation for all expenses incurred by
‘the Auditor-General in connection with his responsibilities under this
" subsection. - o
() In order to further the purposes of the Corporation there shall
~ be established an Advisory Council to be composed of such répresenta-
.tives of the American business community as may be selected by the
Chairman of the Board. The President and the Board shall, from time
to time, consult with such Council concerning the objectives of the
' Corporation. Members of the Council shall receive no compensation
“for their services but shall be entitled to reimbursement in accordanes
with section 5703 of title 5 of the United States Code for travel and
. other expenses incurred by them in the performance of their functions
under this section. The Council shall terminate on December 31, 1977.
" (g) Except for the provisions of this title, no other provision of
this or any other law shall be construed to prohibit the operation in
 Yugoslavia or Romania of the programs authorized by this title, if the
President determines that the operation of such program in such coun-
try isimportant to the national interest. L
(h) Within siz months after the date of enactment of the Overseas
Private Investment Corporation Amendments Act of 1974, the Cor- -
poration shall de@eluof and implement specific criteria intended to
minimize the potential environmental implications of projects under-
taken by investors abroad in accordance with any o;}g}w programs
" authorized by this title. ST
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(2). It 18 the intention of -Congress that on or after December 31,
1979, the President should transfer all programs under section 23} (b) -
through (c): or section 240, and all obligations, assets, and related
rights and responsibilities arising out of, or related to, such programs
to any other agency of the United States. -~ . . . Co : N
S (j) On after December 31,1979, all programs .authorized under
section 234 (b) through (e) orsection 240 shall be limited to countries
with a per capita income of $450 orless in 1973 United States dollars..

Skc. 240. AGRICULTURAL Creprr aAND Sery-Herp CoMmmMuNTTY DEVEL-
oPMENT ProsECcTs.—(a) It is the sense of the Congress that in order to
stimulate the participation of the private sector in the economic de-
velopment of less developed countries [in Latin America, the author-
ity conferred by this section should be used to establish pilot programs
in not more than five Latin American countries}, the authority con-.
ferred by this section should be used to establish programs in such
countries to encourage private banks, credit institutions, similar pri-
vate lending organizations, cooperatives, and private nonprofit devel-
opment organizations to make loans on reasonable terms to organized
groups and. individuals residing in 2 community for the purpose of
enabling such groups and individuals to carry out agricultural credit
and self-help community development projects for which they are un-
able to obtain financial assistance on reasonable terms. Agricultural
credit and assistance for self-help community development projects
should include, but not be limited to, material and such projects as
wells, pumps, farm machinery, improved seed, fertilizer, pesticides,
vocational training, food industry development, nutrition projetcs, im-
proved breeding stock for farm animals, sanitation facilities, and
looms and other handicraft aids.

(b) To carry out the purposes of subsection (a), the Corporation is
authorized to issue guaranties, on such terms and conditions as it shall
determine, to private lending institutions, cooperatives, and private
nonprofit development organizations in [not more than five Latin
American] less developed countries assuring against loss of not to
exceed [25] 60 per centum of the portfolio of such loans made by any
lender to organized groups or individuals residing in a community
to enable such groups or individuals to carry out agricultural credit
and self-help community development projects for which they are
able to obtain financial assistance on reasonable terms. In no event
shall the liability of the United States exceed 75 per centum of any
one loan. :

(c) The total face amount of guaranties issued under this section
outstanding at any one time shall not exceed $15,000,000. Not more
than 10 per centum of such sum shall be provided for any one institu-
tion, cooperative, or organization. '

(d) The Inter-American Social Development Institute shall be
consulted in developing criteria for making loans eligible for guar-
anty coverage under this section.

(e) The guaranty reserve established under section 285(c) shall be
available to make such payments as may be necessary to discharge lia-
bilities under guaranties issued under this section.

(f) Notwithstanding the limitation contained in subsection (c) of
this section, foreign currencies owned by the United States and de-
termined by the Secretary of the Treasury to be excess to the needs
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of the United States may be utilized to carry out the p:rtlgoses of this
section; inchuding: the discharge of labilities: incurred under this sub-
section. The authority: conferred by this subsection shall be in addi-
tiorr to authority conferred by any other provision of law to imple-
ment guaranty programs utilizing excess local currency. :

(g) The Corporation shall, on or before January 15, [1972] 1976,
make a detailed report to the Congress on the results of the [pilot}
programs established under section, together with such recommenda-
tions as it may deem appropriate.

(h) The authority of this section shall continue until December 31,
[1974] 1977. | .

Sec. 240A. Reports To THE CoNGrEsS.—(a) After the end of each
fiscal year, the Corporation shall submit to the Congress a complete
and detailed report of its operations during such fiscal year.

(b) Not later than fMarch 1, 1974} January 1, 1976, the Corpora-
tion shall submit to the Congress an analysis of the possibilities -of
transferring all For part] of its activities to private fUnited States
citizens, corporations, or other associations] insurance companies,
multilateral organizations or institutions, or other entities.



DISSENTING VIEWS OF HON. CLEMENT J. ZABLOCKI

Webster’s defines an “anachronism” as “anything out of its proper
~ historical time.” This, in my view, characterizes OPIC today.

I am opposed to H.R. 13973 and intend to vote against its passage.

In 1969, when OPIC was removed from AID and created as a sepa-
rate corporation, I opposed that move on the grounds that “OPIC
would do little more than was already being done by the Office of
Private Resources which operated the program within AID; OPIC
would operate at considerably increased cost to the taxpayers without
any corresponding improvement in program accomplishment or ad-
ministration ; and, through the corporate structure, would lessen con-
gressional review and put the programs into the hands of a new breed
of bureaucrats.” .

Nothing has happened during the last five years which would per-
suade me to change those views. OPIC now has five vice presidents
instead of three, and the ratio of chiefs to Indians, 1:3, remains about
the same. :

OPIC’s authority under the 1969 Act would have expired June 30,
1974. This was extended under the Foreign Assistance Act of 1973 to
December 31, 1974, and would be further extended by H.R. 13973—
initially to December 31, 1977, and then, undoubtedly ad infinitwm.

- I would have supported an extension of OPIC’s authority for one
or two years if, at expiration, there would be complete termination of
the U.S. Government subsidy of OPIC’s programs. However, under
the proposed bill, OPIC will continue to operate in the future along
the same lines as in the past. The only demand placed on OPIC by
H.R. 13973 is a “non-mandatory” requirement, with target dates of
19791980, that it should move as rapidly as possible toward transfer-
ring the writing and managing of political risk insurance contracts to
private insurance companies. OPIC would continue beyond 1980 in
the role of reinsurer of the private insurance companies writing politi-
cal risk insurance. This, in effect; will keep the United States heavily
involved and contingently liable for losses under OPIC-type pro-
grams; only the mechanics of handling the policies would be changed.

C. J. ZaBrockr
27)



T L e o e et

DISSENTING VIEWS QF HON. LEO J. RYAN " . ¢

- There are, in my judgment, only two viable legislative alternatives
for OPIC—the Congress can decline to extent.the statutory authority !
aof the agency past its present deadline, or curtail the present functions
of QPIC and channel the agency into a course that will culminate with
the ultimate takeover of the political risk insurance field by private:

* underwriters. - ' ‘

The first alternative has an immediate value for several reasons:

It would reduce the level of temptation for U.S. intrigue in the-
affairs of foreign countries in the name of protecting American busi-:
ne}fs interests, the most recent examples of which are Jamaica and’

It would reduce, by one agency, the level of confusion that presently
seems to exist among the various Federal agencies that have a direct or
indirect effect on U.S. foreign policy.- ' ' 1

If there is a need for the insurance role presently -held by a quasi-
public agency, then private underwriters will and should be encour--
aged to pick up the void left by the abolishment of OPIC. N

It would allow the Congress to consider anew the nature and size of
whatever is needed in the way of foreign aid to LDC’s unencumbered
by current Federal law. : . ‘ :

- The second alternative, while not as desirable, will accomplish the
same goal in the long run. It should, however, incorporate provisions'
which will insure the achievement of several worthwhile objectives.

A rededication by OPIC to the goal of encouraging development in
LDC’s and a reduction of the OPIC insurance role in countries that.
do not, by past or current standards, meet the qualification of an LDC.

" It should direct OPIC to undertake a well defined program of posi-'
tive steps that will encourage small U.S. corporations that might be:
lacking the resources and expertise necessary to compete with larger'
industries in the complex area of overseas development. This should be
construed in such a manner that a limit is set on the size of the entity.
to be insured. ' o

" Recognizing the sensitivity of a country to the removal of its natu-
ral resources, and the possible resentment caused by any foreign com-
pany with an equity interest in the extraction process of that natural
resource, OPIC should not insure any industry that holds a nonliqui-
dating equity interest in any extractive activities in LDC’s.

Any new legislation should create an industrial incentive program
that will encourage U.S. corporate activity and investment in LDC’s.
Such a program should underline the advantages of sound and respon-
sible corporate management in a free enterprise system in the country
where the corporations develop an interest.

Leo J. Ryan.
(28)



SUPPLEMENTAL VIEWS OF HON. PETER H. B. FRE--
- LINGHUYSEN, HON. WILLIAM S. BROOMFIELD AND
| HON. EDWARD J. DERWINSKI | R

‘- We support the bill reported by the Committee to extend under
‘revised mandates the operations of the Overseas Privaté Investment
{Corporation. With this legislatign the-Ceongress is taking an unusual
step—directing a public agency to try to turn its main funétion over
to:the private sector, beginning with an ezg»erimental mixed public-
private enterprige. The agency concerned, OPIC, is itself unusual in
that its investiment insurance service has been earning substantial net
income while making important dohtributions to our foreign develop-
ment assistance efforts. This businesslike ]E)erformance has made it
possible to contemplate the experiment authorized by this legislation
to transform the OPIC investment insurance program into a collabor-
ative arrangement with private insurers.

We are concerned, however, that the understandable focus of atten-
tion on the unusual feature of this legislation may lead to a misinter-
pretation of the intent of Congress. We believe it should be emphas-
1zed that the Congress intends OPIC to continue to fulfill its purpose
of effectively and selectively encouraging U.S. private enterprise to

“invest in mutually beneficial projects in the developing countries.
Whatever the degree or form of private insurance company participa-
tion in the OPIC investment insurance program, this purpose should
not be sacrificed.

In extending OPIC’s authority, the bill recognizes that private in-
vestment reduces the need of the developing countries for govern-
ment-to-government foreign aid. Private skills, management and capi-
tal invested in productive projects stimulate growth of private and
public income, create jobs, and increase a nation’s capacity to meet
its economic needs through trade. The bill adds new mandates to
sharpen and intensify OPIC’s role in channeling U.S. private invest-
ment into countries and fields where it is most needed.,

The function of the investment insurance program is to encourage
U.S. investment in countries and in fields where the risks peculiar to
potentially unstable, developing societies—war, revolution, insurrec-
tion, expropriation and currency inconvertibility-——might otherwise
deter a U.8. company from venturing. It is only by taking these risks
that the OPIC insurance program can fulfill its developmental pur-
pose. Insurance risk-management should not be pressed to the ex-
treme of totally avoiding the very countries that most need the bene-
fits of private investment. ‘

From this perspective, we strongly support the Committee’s deci-
sion to revoke the position it took in 1971 in opposition to OPIC’s
encouraging new U.S. private investment in the Indo-China countries.
As peace is restored in South Vietnam, private investment-—already
resumed by the Japanese with the support of their government’s in-

(29)
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surance program—can accelerate the country’s achievement of self-
support. South Vietnam has great potential for economic progress,
and the United States should assist in that development by encourag-
ing private investment, which will reduce the need for direct U.%.
government support.

By prudently and selectively encouraging U.S. investment in these
countries in accordance with the Committee’s guidelines as the:evolv-
ing situation there warrants, OPIC would be performing the kind of
service for which it was created. Through continuing oversight of
OPIC’s activities there by the legislative committees of the House and
Senate, there would be ample protection against the concerns expressed
in 1971 by this Committee and-early this year by the Senate Forpign
Relations Committee. ) '

: Perer H. B. FRELINGHUYSEN.
Woriay S. BrooMFIELD.
Epwarp J. DERWINSKI.
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93p ConNnREss  SENATE ' RerorT
2d Session ) No.'93-676

THE OVERSEAS PRIVATE INVESTMENT CORPORATION
AMENDMENTS ACT

FEBRUARY 5, 1974.——Ordered to be printed

Mr. CrurcH, from the Committee on Foreign Relations,
submitted the following

REPORT

[To accompany 8. 2957]

The Committee on Foreign Relations, having had under considera-
tion the matter of the Overseas Private Investment Corporation, re-
ports an original bill (S. 2957), and recommends that the bill do pass
without amendment.

I. PURPOSE OF THE BILL

This bill is designed to transfer to private insurance companies from
the Overseas Private Investment Corporation (OPIC) the oppor-
tunity to directly insure private investment in the less developed
nations against three types of political risk—war, expropriation and
inconvertibility of currency. The bill allows OPIC to work with
private insurance companies and multilateral organizations such as
the World Bank in various ways which encourage them to assume the
writing of political risk insurance, Within a seven iyear period, OPIC
is required to withdraw from the business of directly writing political
risk insurance and to assume a reinsurance role.

The various direct finance programs currently administered by
OPIC are shifted out of OPIC at the same time it stops directly
- writing political risk insurance. This is done with the belief that the
direct finance programs are merely redundant of larger programs
administered by AID or the international financial institutions. Also,
as OPIC decreases its political risk insurance function it will become
too small an entity to justify its continued administration of the direct
finance programs.

(1)



II. COMMITTEE ACTION

The bill was considered by the Subcommittee on Multinational
Corporations on QOctober 11, 1973, and ordered reported to the Com-
mittee on Foreign Relations. The Committee on Foreign Relations
considered it, with amendments, on December 11, 1973,

Senator Javits proposed two amendments to the bill as reported
by the Subcommittee. He proposed that Section 2 of the bill be
amended so that failure by OPIC to obtain 25 per centum outside
participation in the direct writing of expropriation and inconverti-
bility insurance would not result in an interruption of OPIC’s author-
ity to write insurance. He also proposed that Section 2 of the bill be
amended so that failure by OPIC to obtain 1214 per centum of out-
side participation in the direct writing of war risk insurance would
not result in an interruption of OPIC’s authority to write such
insurance.

Both amendments were rejected by a vote of 6 yeas to 10 nays.
Voting yea were Senators McGee, Humphrey, Aiken, Javits, Scott,
and Griffin. Voting nay were Senators Fulbright, Mansfield, Church,
Symington, Pell, Muskie, McGovern, Case, Pearson, and Percy.

The Committee voted nine yeas to seven nays to report the bill as re-
ported by the Subcommittee on Multinational Corporations without °
amendment.

Senators Fulbright, Mansfield, Church, Symington, Pell, Muskie,
McGovern, Pearson, and Percy voted yea. Senators McGee, Humphrey,
Aiken, Case, Javits, Scott, and Griffin voted nay. '

(3)



ITI. SECTION-BY-SECTION ANALYSIS OF THE OVER-
SEAS PRIVATE INVESTMENT CORPORATION AMEND-
MENTS ACT

GENERAL PURPOSE STATEMENT

The Overseas Private Investment Corporation Amendments Act
comsists entirely of amendments to Title IV of part 1 of the Foreign
Assistance Act as amended. ‘

The purpose of this legislation is to provide a transition period of
approximately six years during which the Overseas Private Invest-
ment Corporation will phase out of direet issuance of political risk
insurance and assume solely the role of reinsurer. The transition period
is designed to allow the private insurance industry and/or multilat-
eral organizations to gain the necessary experience to offer insurance
programs for this type of risk. The legislation requires that whether
or not private insurance companies and multilateral organizations and
institutions offer to write a large amount of political risk insurance,
OPIC must stop directly writing war risk insurance by December 31,
1980, and expropriation and ineonvertibility insurance by Decem-
ber 31, 1979. Due to the size of the face value of the insurance expected
to be issued and the limited availability of insurance resourees at this

int in time, it is the intent of this )lzegisla,tion to have the United |

tates government continue after 1980 as a reinsurer for catastrophic
loss. Congress in the future may wish to examine whether to continue
this role as reinsurer under future circumstances. .

The bill amends Title IV of part I of the Foreign Assistance Act of
1961 as follows:

Section 2(1)(4)

Section (1) (A) of the bill amends the first sentence of Section 231
of Title IV. The word “development” is substituted for the word
“progress” to emphasize the Congressional desire that OPIC insured -
projects create jobs and services or products which benefit the poorest
609 of the population of the countries in which the projects are piaced.
Section 2(1) (B)

Section (1) (B) amends Section 231(a) of Title IV instructing OPIC
to conduct its insurance and reinsurance operations, as well as its
financing operations, on a self-sustaining basis.

Section 2(1Y(C) : -

Section (1) (C) strikes out Section 231(b) of Title IV relating to
OPIC’s use of private credit institutions., This section becomes un-
necessary in light of the bill’s requirement that the insurance be
issued in comsortium with private insurance companies and multi-
lateral organizations. ’

-
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Section 2(1) (D)
Section (1) (D) makes technical amendments to Section 231(d) of
Title IV to make it consistent with other changes.

Section 2(1) (E)
Section (1) (E) amends Section 231 (i) of Title IV. It requires that
OPIC give very strong weight in its decisions whether or not to issue

insurance to the consideration of whether the insured project will have
a detrimental impact on United States employment.

Section 2(2)(4) ‘

This section amends the caption of Section 234 of Title IV to
emphasize the central importance of OPIC’s insurance programs.
Section 2(2) (B)

This section amends the entire Section 234 of Title IV as follows: '

(a) Section 23} (a) (1).of Title IV
This paragraph makes only stylistic changes.
(b) Section 234(a) (2) - :

This paragraph allows OPIC to join in an insurance writing con-
sortium with multinational institutions or organizations or with for-
eign governments to jointly issue insurance against inconvertibility,
expropriation and war risks. However, the maximum share of lia-
bilities assumed by the Corporation shall not exceed the Corporation’s
proportional share as specified in subsection 234(a) (4) and (5).

(¢) Section 23} (a) (4) and (5)

These paragraphs phase OPIC out of the business of writing direct
insurance. The legislation is written to allow OPIC to assume a de-
clining percentage of the new insurance which is written rather than
requiring OPIC to immediately completely withdraw from its role of
original nsurer. This is meant to give OPIC flexibility in negotiat-
ing an agreement with the private insurance companies and multi-
lateral organizations or institutions. : o

These paragraphs provide a sliding scale in which OPIC, beginning
in 1975, must share its direct writing of insurance with private insur-
ance companies or multilateral institutions. Failure to achieve the
25% requirement contained in Section 234(a) (4) (A) for expropria-
tion and inconvertibility insurance or the 1215% requirement for
private or multilateral participation in war risk insurance contained
In 234(a) (5) (A) will result under Section 2(3) (A) -of this bill in
interruption of OPIC’s authority to issue that type of insurance for
which the quota has not been met.

The formula used in these paragraphs assures that no political risk
insurance will be written by OPIC in countries where private insur-
ance companies are unwilling to issue some insurance. Thus, the United
States Treasury will be safeguarded and OPIC will be forced to con-
form to the risk spreading decisions of private insurance companies and
multilateral organizations.
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The Committee has concluded that it is its firm intent that the U.S.
Government discontinue directly writing insurance policies, through
OPIC or any other U.S. Government entity or quasi-Government
entity, to cover the risks of expropriation and inconvertibility by
December 31, 1979, and for war risks by December 31, 1980, as set forth
in section 234(a) of the legislation. The Committee adheres to this
conclusion even if it is not feasible for the private insurance com-
panies to assume 100 percent of the direct writing of political risk in-
surance, The Committee further considers it desirable that private in-
surance companies undertake to issue such insurance in the future. -
The Committee, however, is not unmindful of the difficulties in-
volved in achieving a phase out of the Government’s role in directly
writing political risk insurance. Thus, while evidencing its determina-
tion that the U.S. Government role in directly writing investment
ﬁarantee insurance—expropriation, inconvertibility, war risk—be

ally terminated, the Committee has in mind the possible need in
the future for some reasonable minimal extension of time to conclude
the U.S. Government’s role in directly writing political risk insurance.

The term coinsurer shall mean participation of OPIC with private
insurance companies and multilateral institutions or organizations in
which OPIC agrees to insure a percentage of the risk on a specific
contract and the other insurers agree to accept the remainder. As a
coinsurer OPIC is directly liable to the insured investor for OPIC’s
share of the insurance contract. ‘

(d) Section 23}(a)(6) ‘

This paragraph allows OPIC to adjust for the reality that the pri-
vate insurance companies, at this time, are unwilling to write long-
term political risk insurance contracts, but will write short-term
contracts with an optional renewal clause. Where private insurance
companies write a short-term policy with a renewal clause, OPIC may,
until January 1, 1981, guarantee the insured that it will take over the
contract if the private insurance companies fail to renew their con-
tract. OPIC may only enter into such an agreement if it receives a per-
centage of the insurance premium commensurate with the risk it
secepts. OPIC may not guarantee policies written after January 1,
1981. . :

(e) Section 234 (a) (7) .

This paragraph allows OPIC to reinsure the private insurance com-

anies against a global loss. This paragraph requires that re-
insured parties absorb, in each year in which they make reinsurance
claims against OPIC, a deductible of at least 50% of the value
of the reinsurance the party or parties making the claim have
outstanding in the country in which it (they) has the most reinsur-
ance. A meaningful deductible such as the one provided in this
section is necessary in order to prevent OPIC from merely using
the private insurance companies as salesmen with OPIC picking
up all significant losses through its reinsurance. It is also neces-
sary to have a reinsurance formula which gives the private com-
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panies an incentive to sFread their insurance quite evenly throughout
the less developed world. This formula accomplishes both goals by
tying the deductible to the amount of insurance a private insurance
company writes in that country in which it writes the most political
risk insurance. The term.reinsurance shall mean a contract between
OPIC and a primary insurer or group of insurers whereby OPIC
agrees to insure the private companies for a loss in any one year
greater than their deductible. The Corporation shall be able to issue
$600,000,000 of reinsuranee in the first year of this legislation and
$600,000,000 each year thereafter on a cumulative basis to an overall
Timit of $12,000,000,000. ‘
(f) Section 234(a)(8)

Management of the political risk insurance programs shall pass to
those entities which write the ingurance. After ﬁecember 31, 1980,
OPIC shall continue to act as a reinsurer, and to manage the oytstand-
ing direct insurance portfolio it has on December 31,1980,

(g) Section 234(a)(9)

This [}aragraph defines “new policies” for the purposes of Section
284(a). It is not meant to apply to minor technicaf’eorrectfions such as
typing or numbering corrections. o '

(k) Section 234(a)(10) : A
. 'This paragraph authorizes OPIC to enter into various epinsurance
and reinsurance arrangements with private insurance companies and
other entities. This subsection should be read in conjunction with sub-
sections 234(a) (2), (a) (4), (2) (5),and (a) (8).
Section 2(3) (4)

This section amends Section 285(a) (4) of Title IV. If the Corpora-
tion fails to achieve the requirements specified in paragraphs 234(a)
(4) (A) or 234(a) (5) (A), this subsection requires that it cease issuing
new insuranee policies on these types of political risk insurance for
which the percentage specified has not been reached. Once the per-
_ centages are reached, the Corporation may resume issuing new in-

surance policies of the types degged in paragraphs 234 (a) (1% (A) and
(B) through December 31, 1979, and of the type specified in Section
234 (a) (1) (C) through December 31, 1980.

Section 2(3) (B) : ]

This section establishes that the order of payments in discharging |
liabilities under investment reinsurance will be the same as that under
investment insurance as specified in Seetion 235(d) of Title IV. '
Section 2(3) (C) v

This section amends Section 235 (f) of Title IV to specifically limit
- the instances in which the Corporation may seek additional appropria-
tions for its Insurance Reserve to those instances in which the Insur-
ance Reserve is at a level below $25 million. Any appropriation can then
only be made with either specific authorization by the Congress or to
satisfy the full faith and eredit provision of subsection 237(¢). A
borrowing provision has been added to allow the Corporation to
quickly cover valid claims during pending appropriation requests.
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Sections 2 (4)(4) through (4)(E)

Make technical amendments in Sections 237(a) through 237(e) so
as to apply to reinsurance as well as insurance and guaranties. This
is in accordance with the thrust of this bill which moves OPIC into a
reinsurance role.

Section 2(4) (F)

This section amends Section 237(f) of Title IV so that retained
interest, earnings or profit can be insured only if these are reinvested
in the insured project. ;

The deductible is specified in order to make the investing company
share the political risk of the investment, thereby influencing the com-
pany to invest in ways which will be acceptable in the long run to the
Less Developed Country.

Section 2 (4) (G) through (4) (J)

Make technical amendments in Section 237(g) through 237(i) and
237 (k) so as to apply to reinsurance as well as insurance and guaran-
ties. This is in accordance with the thrust of this bill which moves
OPIC into a reinsurance role.

Section 2(6) (4)

This section amends Section 239(b) of Title IV. It requires that
the Corporation cease operating its direct finance and loan guarantee
programs including the Agricultural Credit and Self-Help Commu-
nity Development Projects (all programs specified by Section 234 (b)
through (e) and Section 240 of Title IV), on December 81, 1979. On
that éite or thereafter the President may transfer these programs and
all obligations, assets, and related rights and responsibilities into ATD
or some other a%sxnlcy. However, after December 31, 1979, these pro-
grams shall be limited to countries with $450 or less of per capita.
income in 1973 dollars.

Section 2(5) (B) :

This section strikes out subsection (g) of Section 239 of Title IV
which authorized OPIC to conduct its programs for projects in
Yugoslavia and Rumania. This is done in the belief that the United
States Government should not insure against political risk in Com-
munist countries.

Section 2(6)
This section strikes subsection 240(h) as unnecessary in light of
) of this bill which extends the authorization for Agricultural

(8Y (A

Cr?séit and Self-Help Community Development Projects until Decem-
ber 31, 1979.

Section 2(7) :

This section amends Section 240A (b) relating to reports to Con-
gress. It requires that no later than Januvary 1, 1976, the Corporation
must submit to Congress a report which will focus on the feasibility of
transferring the reinsurance function of the Corporation to private
insurance companies, multilateral organizations and institutions, or
other entities. It is the desire of the Committee that the reinsurance
function be transferred as soon as possible.



IV. BACKGROUND AND ANALYSIS
' A. INTRODUCTION

The Overseas Private Investment Corporation (OPIC) primarily
administers a program of investment guarantees which insure United
States corporations investing abroad in the developing countries
against the risks of (a) inconvertibility, (b) expropriation, and
(c) war. Since the Marshall Plan, authorization for the investment
guarantee program has been incorporated as a part of the legislation
authorizing foreign assistance. Until 1969, the program was adminis-
tered by those agencies responsible for the Foreign Aid Program, most
recently the Agency for International Development (AID).

The legislation authorizing the establishment of OPIC as an agency
separate from AID was first proposed in 1969, but was not reported
by the Senate Foreign Relations Committee. Nonetheless, an amend-
ment to the Foreign Assistance Act was proposed on the floor by Sen-
ator Javits and following a brief debate was adopted by the Senate
in December 1969. Until the recent hearings of the Senate Foreign
Relations Subcommittee on Multinational Corporations, neither the
ATID investment guarantee programs nor QPIC had ever been subject
to open Senate hearings. : _ : -

The original mandate of OPIC was limited to five years, and it was
the intention of Congress that the program’s structure and perform-
ance should come under periodic review. During the floor debate
on the OPIC legislation, Senator Aiken stated that: “I am willing to
give the Overseas Private Investment Corporation a tryout, and see
what comes of it. We will undoubtedly review it next year, anyway.
. . .” Because OPIC has submitted a request that its present author-
ization be extended, and, in addition, has asked for a $72 million sup-
plemental appropriation, the Foreign Relations Committee decided
to initiate hearings to determine whether or not OPIC is carrying ouf
its mandate as envisioned by Congress, and to examine the program
in terms of United States political and economic relations with the
less developed countries.

The Subcommittee on Multinational Corporations was designated to
conduct these hearings because OPIC is a government agency used
primarily by the multinational corporations. Seventy-nine percent of
all OPIC issued insurance was provided to corporations on the Fortune
magazine lists of the largest 500 corporations and the 50 largest banks.

The Subcommittee held six days of hearings and heard 42 witnesses.
It received statements from individuals-‘who did not appear personally
to testify before the Subcommittee, as well as additional material sub-
mitted by several witnesses who did testify. This report is based upon
the testimony and supplementary material received in the course of
the hearings.

(11)
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On December 11, 1973 the Senate Foreign Relations Committee

approved the bill recommended by the Subcommittee on Multinational

Corporations.

B. BACEGROUND OF THE INVESTMENT (GUARANTEE PROGRAM

The investment guarantee program, from its inception, has been

associated with the foreign policy objectives of the United States. |
The program originated as a part of the Economic Cooperation Act |

of 1948 whose purpose was “to promote world peace and the general
welfare, national interests, and foreign policy of the United States
through economic, financial, and other measures necessary to the main-
tenance of conditions abroad in which free institutions may survive

and consistent with the maintenance of the strength and stability of |

the United States.” :

The United States emerged from the Second World War as the
preeminent economic power of the world. The heavy infusion of gov-
ernment spending and capital investment during the war period suc-
cessfully extricated the national economy from the depression of the
1930’s. In the decade 1938-1948, the U.S. gerP had nearly tripled while

its exports had quadrupled. Of all of the major industrial powers of
the pre-World War II period, only the United States survived the °

war with its industrial plant intact and its productive capacity greatly
expanded.

The immediate post-World War II period generated a number of -

significant policy issues. Two of these had a very direct impact on the
formation of the guarantee program. First, there was concern over the
health of the American economy. It was feared that with the end of
the war there would be a sharp drop in demand which would result in
a severe recession or depression. Second, there was a deep concern over

the development of stable governments in the war-ravaged countries |

of Europe. This second concern was significantly heightened as Soviet

intentions of domination in Europe became apparent. Communism was

seeln as a monolithic movement antithetical to U.S. institutions and
- values.

The operational policy that attempted to alleviate some of the eco-
nomic problems facing the U.S. economy and at the same time con-
tribute to the development of stable governments in Western Europe
was the Marshall Plan. The underlying rationale of the Marshall Plan
was that growing and expanding economies raised the probability
that stable governments would evolve. A growing economy provides
expanded resources for government operations as well as lowering
political dissatisfaction among the population. This accelerated eco-
nomic growth was to be accomplished by a massive capital infusion
into Eurog: to replace capital destroyed during the war.

This infusion of capital goods was to be supplied by the United
States thereby helping to hold up the post war demand level in the
U.S. domestic economy. In the longer run the rebirth of the economies
of Europe and Japan also held the prospect for a greater expansion of
world trade. The development of world trade and a financial system
to support it were part of the longer run recovery process in Europe
and Japan. The percentage of GNP entering into trade in Europe and
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Japan is two to four times higher than the U.S. percentage. In terms
of volume, though, trade was still of economic 1mportance to the .
United States.

The motivations of the Unlted States in establishing the Marshall
Plan and the U.S. post-World War IT policy in Europe and Asia are
still being argued. It is enough for our purposes here to record that the
United States undertook a major program-——economic, political, and
military—designed to aid the U.S. economy in its transition to peace-
time production and forestall any plans by the Soviet Union to directly
or indirectly absorb the countries of Western Europe. One of the
centerpieces of this strategy was the Marshall Plan of which the
guarantee was a part. The guarantee program consequently arose as
an adjunct to the European economic recovery program and, as such,
was an intimate, if minor, part of the overall U.S. strategy for the
post-World War II period.

1 THE PRE-OPIC PROGRAM

The initial program was modest in scope and only guaranteed equity
convertibility ; only 12 firms applied in its first year. The coverage of
the guarantee program was gradually expanded. In 1949, the definition
of eligible investment was broadened to include expansion, moderniza-
tion, or development of existing enterprises. In 1950, the guarantee was
extended to loss through expropriation or confiscation.

In 1951, the guarantee program was revised and attached to the
Mutual Securities Act of that year. 1953 saw the program transferred
again to the new Foreign Operations Administration. With onl
contracts for convertibility guarantees written totaling $39.6 milli on,
with expropriation guarantees totaling only $1.6 million, and applica-
tions pending totaling a mere $69.2 million, the program was still little
used and narrowly concentrated. Insurance had been written for proj-
ectsin 17 countries, 13 of them in Europe.

In 1956, a major shift in administrative responsibility occurred
when the Mutual Security Program was divided between the Depart-
ment of State and the Department of Defense. The guarantee pro-
gram was moved to the International Cooperation Administration in
the Department of State Coverage was broadened to include losses
“bv reason of war.’ _

Throughout the 1950’s there was a growing concern in the United
States with communist subversion in the less developed countries. This
concern began with Korea and was spurred by the British experience
in Malaya “and the French Indochina War. Also during this period .
the success of the Marshall Plan in rebuilding Europe became ap-
parent. A logical association was made. What had been successful in
Europe could be transferred to the less developed countries. This
reasoning is reflected in the concern of the Foreign Relations Com-
mittee in 1959 that of the $400 million in guarantees issued prior to
1959, $321 million had been investments in Western Europe. The
Committee decided to redirect the program by limiting the guaran-
tees solely to less developed countries.

This amendment coincided with a broad trend in other U.S. pro-
grams involving the less developed countries. The foreign economic

S.R. 676——3
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assistance program to lesser developed nations was transformed from
a relatively modest technical assistance effort during the 1950’s into
a massive capital transfer Emogra,m in the 1960’s. During the 1960’s
the guarantee program itself was used much more aggressively as a
private capital transfer program and was seen as complementing the
flow of public capital into the less developed countries. Between 1961
and 1969, for example, expropriation guarantees issued by the Agency
for International Development amounted to $4.8 billion. In summary,
the guarantee program in the 1960’s was conceived as a logical corol-
lary to the capital assistance programs administered by AID and the
multilateral lending institutions—the IBRD and the regional devel-
opment banks. It was used to guarantee the movement of large amounts
- of private capital into less developed countries under the belief that
this capital served a public end and would not have moved without
the existence of the guarantees. ‘

2. DISILLUSIONMENT WITH FOREIGN AID

During the decade of the 1960’s, for a number of reasons, there was
a growing disillusionment with foreign aid. The decade began with
Congress transferring a conceptual Marshall Plan to the less developed
countries and ended with the Administration fighting to sustain the
program in a reduced form. This report, the associatl(:? egislation and
the hearings conducted in relation to those documents are part of the
continuing review of the multitude of programs growing out of the
aid efforts in the 1950’ and 1960,

As in the European “experiment,” the main thrust of the program
for less developed countries was the expansion of GNP, the promotion
of economic growth. The fallacy of the program, which became appar-
ent over the 1960%, was that the less developed countries needed
more than capital to expand economic output. Europe was an indus-
trial society in place with the crucial element of capital missing, The
less developed countries at best had small islands of industrialization
?mid_st agricultural sectors dominated by a few exports and subsistence

arming.

Therg was no trained labor pool, no adequate power supplies, no
transportation infrastructure, no large markets, no extensive credit or
banking system, no effective marketing systems, etc. A lot more was
needed than capital. In fact it was soon realized that these countries
had a limit on how much capital they could absorb in any given time
period. Careful planning and selective investments were needed plus
‘a social reorientation of the society to urban/industrial life.

. What was needed in these societies was not just economic growth but
economic development. The entire matrix of the social and institu-
tional structures had to be reworked. This was not a project of years;
it was a project of decades. It became obvious that immediate economic
expansion on the Furopean example was not going to be possible.

It was also realized that the objective of stability would be illusive.
While economic growth in an industrial society is a stabilizing influ-
ence, economic development in a pre-industrial society is a destabiliz-
ing influence. Old social norms are broken down by urban life. More
wealth raises problems of distribution. The status quo and the ruling
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elite are challenged. Education causes a rise in the expectations of the
populace. Social unrest spreads when these expectations are not ful-
filled. Strong tendencies develop for the imposition of authoritarian
political structures. Unfortunately, in many instances where stability
was achieved it was done at the cost of more democratic political
institutions. :

During the 1960’s many of the assumptions upon which foreign aid
was postulated initially were cast in doubt. The Sino-Soviet split
altered the U.S. perception that the Communist bloc was monolithic
in nature. The general success of the U.S. containment policy plus the
growing nationalism in the less developed countries dispelled the
belief that Communism was inexorably expanding. The Vietnam War
led to the realization that U.S. resources were limited and that aid
commitments could be the first step in costly involvements in areas of
limited U.S. national interest.

Finally, from the mid 1960°s until present, the Congress has been
faced with increasing demands for domestic programing. Many of
these problems—poverty, education, housing, urban renewal, health
care—are economic development issues in this country. With the issne
of Communist subversion declining and severe doubts about the valid-
ity and in some cases the efficacy of foreign aid, Congress has been
hesitant to fund the foreign aid program in the gquantities requested
by the Administration.

Supporters of the guarantee program suggest that the genius of the
program is that by using private capital it furthers economic develop-
reent while not causing budgetary outlays. The Subcommittee there-
fore was especially interested in analyzing the program in light of this
assertion. Does the program promote investment abroad? Does the
investment abroad promote economic development in the broad defi-
nition of social change and economic growth? Are there direct or
indirect economic and political costs to the United States inherent in
the program ? These are the issues primarily addressed in this Report.

3. BRIEF DESCRIPTION OF OPIC’S PRESENT PROGRAM !

‘OPIC’s present programing can be divided into two major cate-
gories: political risk insurance (by far the largest part of OPIC’s
operation) and development financing. The political risk insurance is
divided into three categories: inconvertibility, expropriation, and war
damage insurance. The inconvertibility portfolio consists of $3 billion
in current liabilities. This coverage does not protect against devalua-
tion losses by the investor. OPIC guarantees that the investor will
receive dollars if the central bank of the host country refuses to trans-
fer locally held funds. During the 25-year history of the program,
investors have paid $39 million for this coverage and $1,7922.000 in
claims have been paid, The U.S. Treasury ultimately has secured
dollars for all of these claims. ‘

The war, revolution and insurrection portfolio totals roughly $2.8
billion in current coverage. Claims have been paid in consequence

1 The dollar figures guoted in this section were provided largely by David A, Hartquist,
Assistant to the dent of OPIC, . ) .
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of the Middle East Six Day War and the India-Pakistan War.
For the past 20 years the program has operated at a profit. Total
premiums have been $56 million, while pay outs have amounted to
only $623,000. : .
"The expropriation portfolio has a current exposure of $3.3 billion.
“OPIC has reinsured with Lloyd’s of London some $400 million.
The current arrangement is that Lloyd’s takes 40 percent of OPIC’s
exposure in 80 percent of the countries in which OPIC writes insur-
ance and a lesser amount in all other OPIC-covered countries except
Chile, with a stop-loss provision in any given country of $16 million
and a global stop loss of $48 million. Over the 25 year history of the
expropriation program, investors have paid in $85 million, while net
expropriation claim payments thus far paid out amount to about $28.1
million. While OPIC has only around $142 million in reserves to cover
all of its insurance programs, approximately $369 million in expropri-
ation claims remain outstanding, leaving a possible deficit in excess of
$200 million. B

The overwhelming bulk of OPIC’s business is in insuring invest-
.ments. The development financing aspects of OPIC are a smaller part
of the organization’s programing. There are three sub-programs in
this area. :

Under the program of gnaranteed development loans for U.S. lend-
ing, OPIC has authority to guarantes $750 million in loans but is
restricted by having to hold 25 percent reserves. At present its re-
serves are at $75 million making the ceiling of the program $300
million. Guarantee fee income has totaled $7.8 million from the incep-
tion of the program. Losses associated with three commercial failures
totaled $12.7 million. The portfolio now consists of 23 projects total-
ing $200 million. : '

Direet lending to private U.S. corporations is the second develop-
ment financing area. At the inception of OPIC in 1969, this program
was to have had an authorization of $20 million a vear for a total of
$160 million over five years. So little of the money has been lent that
the ceiling has not been expanded beyond $40 million. Currently, ten
projects are being financed with a loan balance of $17.7 million. Inter-
est income has amounted to $607,399. :

Finally. OPIC administers a Coolev loan program from P.L. 480
receipts. The Cooley loan fund provides loans in domestic currency
to U.S. corporations dealing in excess currency nations. Because P.1.
480 agreements now usually require that the food shipments be paid
for in dollars rather than local currencies, this program is drving up.

The major justification for OPIC’s existence, however, is the ad-
‘ministration of the investment insurance program, particularly the
guarantee against expropriation. The hearings, therefore, concen-
trated on this aspect of OPIC’s operations, although material sub-
‘mitted in the course of the hearings dealt with the other aspects, as well.

., Doms e INVESTMENT GuUArRANTEE ProcrayM AssisT EconoMic
- DeveropmesT 1IN THE LDCB8?

The basic rationale for including the Overseas Private Investment
‘Corporation in the Foreign Assistance Act was that it would help pro-
imote the development of Third World countries friendly to the United
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States. This argument rests on two premises: (i) the investment guar-
antee program is an incentive to direct corporate investment in the
poorer countries; (ii) such investment is beneficial to the economic
development of these countries, There is lively disagreement with
respect to both premises. :

1. DOES THE GUARANTY PROGRAM CONSTITUTE A SIGNIFICANT INCENTIVE

TO CORPORATE INVESTMENT ABROAD?

In testimony before the Subcommittee on Multinational Corpora-
tions it was acknowledged by OPIC’s advocates that the insurance
program was probably not a decisive consideration in corporate deci-
sions to invest overseas. This conclusion was stated by Richard
Conlon, Vice President and Washington representative of Business
International, a group which has among its membership many multi-
national corporations. Herbert Salzman, Executive Vice President
of OPIC, acknowledged that corporate decisions with respect to over-
seas investment were made in the first instance, irrespective of the
availability of investment insurance guarantees. Indeed, OPIC does
not even ask whether the investment would proceed without the issu-
ance of the guarantees. : ‘

Most OPIC insured investment would probably have occurred even
without the OPIC insurance, William P. Meehan, Assistant Treasurer
of Motorola, Incorporated, testified that his company’s investments
in LDC’s would continue without OPIC-type insurance coverage.
Paul F. Oreffice, Financial Vice President of Dow Chemical, called
OPIC an “important factor” in Dow’s decisions whether and when
to invest in LDC’s, but also indicated that Dow would often invest
if such insurance were not available. This testimony is backed by a
1971 study done by Business International at OPIC’s request (Corpo-
rate Policy on Investment Insurance, New York, 1971) which found
that over half of OPIC’s customers said that political risk insurance
would not be a necessary condition for future investments.

Even more revealing is the fact that 77 percent of the United States
direct investment in LDC’s in 1971 was not covered by OPIC, while
only seven percent was not covered in 1968.2 ' :

Accordingly, it is clear that OPIC currently has only a marginal
effect on fostering new investment when compared to aggregate U.S.
investment in the LDC’s. Moreover, it has failed to spread private
investment throughout the “Third World.” OPIC insured investment
has been concentrated in only a few LDC’. Seventy-five percent of
OPIC insured investment has gone to seven countries, and nearly 50
percent to only three nations—Korea, Indonesia. and Brazil. The
world’s poorest countries have received little OPIC insured invest-
ment. OPIC has not been successful in persuading U.S. firms to invest
in the vast majority of poor nations. The hearings have revealed that
OPIC has been used by the multinational corporations to insure
against risks that stem from concentrating their investments in a few
countries. S

2 These ﬁgures‘were cited in the Congressional Research Service Report which was pre-

pared for the House OPIC hearings, The figures exclude investment in oll. OPIC does not

insure investments in the petroleum industry prior to the refining stage,
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In the course of their testimony, Richard Reynolds, President and
Chairman of the Board of Reynolds Metals Co., and William P. Hobbs,
Vice President and Treasurer of the Kaiser Aluminum Company,
stated that the availability of investment guarantees played an impor-
tant part in the decision of their companies to concentrate their baux-
ite and alumina processing investments in Jamaica. Mr. Reynolds, in
particular, indicated that he was doubtful that it would have been
possible to obtain financing from the long-term U.S. lenders (private
insurance companies) without investment guarantees against expro-
priation. Both Mr. Reynolds and Mr. Hobbs noted, however, that
companies such as their own, which depend on imported bauxite and
alumina, with or without investment guarantees, would have to invest
in those countries where these resources exist. They testified that with-
out the guarantees, they would seek to diversify the sources of their
raw materials, investing in other bauxite rich countries such as Aus-
tralia, and, perhaps, consider alternatives to equity investment, such
as long-term supply and management contracts. Also, it should be
noted that Reynolds proceeded with an $8 million bauxite mining
investment in Jamaica, despite the denial of an investment guarantee
application submitted by that company to OPIC.

Based upon the evidence submitted, the availability of the invest-
ment guarantee program is, at best, a marginal consideration in corpo-
rate decisions to invest in LDC’s. But its availability and current
premium rates make it sufficiently attractive for a significant number
of corporations to take out such insurance once the basic decision to
invest' has been made. - : . ,

2. DOES FOREIGN CORPORATE INVESTMENT PROMOTE THE “DEVELOPMENT”
: i ' OF THE POORER COUNTRIFS?

A major rethinking of development concepts is taking place,
compelled by a single fact : the unparalleled economic growth
rates achieved by most developing countries during the 1960’
had little or no effect on most of the world’s people, who con-
tinue to live in desperate poverty.—James P. GranT, Foreign
Policy, Fall 1973. : : »

Robert Hurwitch, then Deputy "Assistant Secretary, Bureau of In-
ter-American Affairs, Department of State, pointed out that business
investment abroad is made solely for profit, not for humanitarian rea-
sons. He testified that often labor intensive industries would be best,
for the development of the LD(C’s. The facts show that a very large
amount of OPIC insured investment has, instead, been capital in-
tensive. For example, William P. Hobbs, Vice President and Treas-
urer of Kaiser Aluminum, testified that OPIC insures the Alpart
alumina operation in Jamaica and has within the last year insured
an expansion of the Alpart nlant. The entire OPIC expropriation in-
surance on_Alpart outstanding is over $300 million., Yet the plant
employs only 1,405 Jamaicans. This represents approximately $220,000
of capital investment per employee. This project” will importantly
contribute to Jamaica’s foreign exchange earnings. But there is seri-
ous question as to whether it was wise for the U.S. Government to
encourage the concentration of such a large amount of investment in a
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single sector in Jamaica. Moreover, this project, though now approxi-
mately five years old, has not yet produced any tax revenue for the
Jamailcan economy. :

The General Accounting Office (GAO) statistical study, done at
the request of the Subcommittee, indicates that the Jamaican example
is not unusual. Of the cases studied under the criteria OPIC itself
introduced in July 1972, 50 percent of the OPIC insured investment
projects were rated adverse by GAO with respect to their impact on
local LDC capital mobilization (equity participation by local capital) ;
27 percent o? the projects were rated adverse with respect to their
effects on local LDC suppliers or downstream industries; and 27
percent of the projects were rated adverse with respect to their effect
on local LDC employment and skill creation. Most of the rest of the
projects had only slight positive impact on these areas.

Testimony by Sean Gervasi, Economic Consultant to the United
Nations raised further questions about the impact of aggregate United
States corporate investment in the less developed countries. Mr.
Gervasi testified:

The point I am trying to make actually is that the so-called
development process which has been under way, which has
been . promoted by the international community in the last

25 years, has precisely not touched the lives of the mass of
the population. . . . We have at least implicitly heard today
reference to the process of industrialization and development
in poor countries, but if 60 percent of the population, at least
60, and it is usually 80 percent, lives at.such levels and indeed = ..
continues to live at such levels, as the Secretary General of
the United Nations said, economic growth does not touch that
vast majority of the population, then we are not dealing with
development.

These considerations were also reflected in the comments made by
Robert McNamara, President of the World Bank, in his April 14, 1972,
speech in Santiago, Chile, before the United Nations Conference on
Trade and Development, in connection with Brazil, a country which
has attracted a large amount of foreign investment and achieved a
high growth rate:

In the last decade Brazil’s GNP per capita, in real terms,
grew by 2.5% per year, and yet the share of the national in-
come received by the poorest 409 of the population declined
from 10% in 1960 to 8% in 1970, whereas the share of the
richest 5% grew from 29% to 38% during the same period.
In GNP terms, the country did well. * * * But throughout the
decade the poorest 40% of the population benefitted only
marginally.

The multinational corporate investment which has occurred does
offer the hope of future tax flows to the LDC’s, but as Stanford Ross,
former Assistant Tax Legislative Counsel, Treasury Department,
testified, in order to attract foreign investment LLDC’s generally give
the multinational investor such long-term relief from local taxes that
little or no tax revenue is generated for five to ten years. This was
confirmed by the General Accounting Office Study of OPIC.

3
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The testimony received is indicative of the fact that concepts of “de-
velopment” are changing. Many economists no longer consider Gross
National Product to be the critical yardstick. Increasing attention is
being focused on the distribution of the benefits of economic growth :
within a given society which groups get what share of the pie? Are the
rich getting richer and the poor getting poorer? There is thus increas-
ing doubt with respect to the conventional theory that “more is better”.
and that foreign investment is necessarily a positive factor in the
development process of the poor countries. ; :

The Committee is not yet prepared to accept this conclusion.
But it is no longer prepared to embrace the alternative theory that
foreign investment is, in and of itself, a “good” thing sinee it contrib- -
utes to aggregate Gross National Product growth of the economy.
What this agnostic conclusion leads to is caution : caution in propound-
ing any particular theory of development and; therefore, skepticism
about U.S. Government efforts to foster “development” in other
countries. ‘ : '

In light of the conflicting views about the real contributions, or lack
thereof, of foreign private investment to the development of the poorer
countries, and the evidence that the bulk of the 17 OPIC guaranteed
projects studied by the GAQO * have had little development or growth
1mpact, we cannot conclude that the OPIC investment insurance pro-
gram is justified on the grounds that it is an aid to development of the
poorer countries. Rather, the program is used by American corpora-
tions as an insurance program which lowers their risk against adverse
political events in less developed countries. If the program is to be con-
tinued it should conform to the rationale for which it is used, an insur-

-ance program and not a development aid program.

D. Dors tir ExISTENCE OF THE INVESTMENT GUARANTEE ProGRAM
ADMINISTERFD BY (FOVERNMENT OR QUASI-GOVERNMENT AGENCIES
Lieap 1o A GrEATER DEGREE OF INVOLVEMENT ON THE PART OF THE
Uxtrep States 1IN tHE INTERNAL Porimical Arramms or Hosr
Couxrries? ' ' ‘ :

" There can be little doubt that the existence of the investment
guarantee program, as presently and previously administered by gov-
- ernment or quasi-government entities can lead to a deepening involve-
ment on the part of the United States in the internal affairs of the
developing countries. This fact was evidenced in the case of Jamaica,
but it was evident as well in connection with Taiwan and Chile.

1. THE JAMAICA CASE

The Committee was led to conduct a special investigation of the
insurance program in Jamaica because the amount of guarantees
issued in that country—in excess of $500 million—appeared to be
large in relationship to the size of the country. Moreover, virtually all
the guarantees pertained to one industry, alumina and bauxite. Baux-
ite 1s considered a strategic material and the United States imports

2 The GAQ used the criterla which OPIC itself had introduced at & date following the
insuring of those projects. : .
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approximately 87 percent of its bauxite/alumina needs and almost
half of that comes from Jamaica. Before the House Foreign Affairs
Subcommittee on International Economic Policy in connection
with OPIC, advocates of OPIC specifically cited bauxite/alumina
guarantees in Jamaiea as an example of how the investment gyarantee
program helps to assure the United States of a secure source of this
strategic raw material ; thus, the Committee chose Jamaica as a test
case of the thesis that the guarantee program accomplishes the purpose
of assuring the United States a secure source of a vital raw material
without leading to a deepening political involvement in the affairs of
host countries.

In 1968 OPIC’s predecessor agency, AID, issued guarantees against
expropriation to Kaiser Aluminum Company, the Reynolds Metals
Company, and the Anaconda Company to cover their investments in
an alumina smelter and related bauxite mining facilities in Jamaica.
The original capacity of the smelter was 950 thousand tons of alumina
per annum. The amount of the 1968 guarantees, by company, was as
follows:

Million

Kaiser Aluminum Co - $§61.6
Reynolds Metals Co .- 86.2
Anaconda Co - 87.1
Total . 234.9

The three companies had formed a Delaware partnership, Alpart,
consisting of individual subsidiary Delaware corporations, all 100
percent owned by the affiliated parent companies to operate and man-
age the smelter.* '

Subsequently, Kaiser and Reynolds sought additional guarantees
for an expansion of the smelter by an additional 850 thousand tons
which would bring the rated production capacity up to an annual
level of one million three hundred thousand tons of alumina. The
amount of the additional guarantees sought by Kaiser and Reynolds,
respectively, were $61.6 million and $24.2 million, which would have
brought the total guarantees issued for this particular project® to
Kaiser up to $133.2 million and to Reynolds up to $110.4 million.

In addition to the Kaiser and Reynolds requests for additional
guarantees, the Aluminum Company of America (ALCOA) and the
Revere Brass Company had applied for guarantees, respectively, of
$98.6 million and $77.2 million, also for the purpose of covering in-
vestments in alumina smelters in Jamaica.

By the fall of 1969, then, in addition to the guarantees already issued
in 1968, ATD had under consideration additional guarantee applica-
tions amounting to a total of $261.6 million, all for investments in
alumina/bauxite facilities in Jamaica.

The AID administrator at that time was John Hannah, later to
become a member of the Board of OPIC. Within AID, the adminis-
trator of the guarantee program was Mr. Herbert Salzman, later to
become Executive Vice President of OPIC. The attorney in charge

¢ Alpart can be viewed as a means for the aluminum comnanies to restraln trade at the
source of supply. OPIC should have taken care to explore this possibility under § 281(h)
of the Foreign Assistance Act. .
ugmmlmes Reynolds had recelved a $12 milllon guarantee for another investment in
acla.

"~ S.R. 676—4
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of the negotiations of the Jamaican guarantees was Mr. Marshall
Mays, who subsequently became the General Counsel of OPIC and
presently is President of OPIC. Hence, despite the change in form of
the administering agency of the guarantee program, there has been a
large element of continuity in the personnel which dealt with the
Jamaican case in both ATD and OPIC.

A new element in the case, however, was the appointment, in the
Fall of 1969, of Mr. Vincent deRoulet as the United States Ambas-
sador to Jamaica. Mr. deRoulet was a non-career Ambassador whose
previous experience had been in advertising in New York City. In
testimony before the Subcommittee he related that, upon reviewing
the existing level of guarantees authorized for bauxite/alumina
projects in Jamaica, and the additional guarantees it was proposed
that OPIC issue, he was appalled. In his opinion, the proposed $500
million level of guarantees in this one industry, in a single, small
country, was unsound. In early 1970, while in Kingston, Jamaica, he
received a copy of an internal State Department memorandum, written
in Washington, indicating State Department approval of the issuance
of the additional guarantees and showing that he, deRoulet, concurred
in this approval. The Ambassador immediately communicated his
objection to being recorded as concurring in this decision. Ambassador
deRoulet testified that: ' ;

a. He had been informed in Jamaica in May of 1970 by Kaiser’s resi-
dent chief engineer on the Alpart project that the Alpart partners
were so far committed to the expansion {raising production capacity
from 950 thousand to one million three hundred thousand tons) that
they would have to go ahead with the expansion regardless of whether
or not AID issued the additional investment guarantees and that
he communicated this observation to the State Department in
Washington; - e . ‘

b. He felt himself under considerable pressure from the companies
concerned, OPIC officials and the Government of Jamaica, te give his
concurrence to the issuance of the guarantees; o A
. ¢ In July of 1970, against his better judgment, but because he con-
sidered the ultimate issuance of the guarantees a foregone conclusion,
he withdrew his objections to the issuance of the guarantees, but only
after he felt that he had obtained certain assurances from the Govern-
ment of Jamaica and the companies as to the future behavior of both
parties. : ' '

When queried by Senator Case, he acknowledged that a refusal to
concur in the issuance of snch guarantees would have been interprefed
by the Jamaican Government as an indication of no confidence on the
part of the United States Government in the Jamaican economy and
political leadership. Ambassador deRoulet further testified that he
felt a heightened responsibility to assure that Jamaican Government
policies were favorable towards the United States investors in the
bauxite/alumina industry because of the potential financial Liability
of the United States Treasury, as a consequence of the fact that OPIC’s
liability (as with that of AID before it) is backed by the full faith
and credit of the United States Government. . . S

In September 1970, with Ambassador deRoulet’s objections with-

drawn (Deputy Assistant Secretary of State Hurwitch testified that
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had such objections not been withdrawn, he would have overridden
them in Washington and approved the issuance of the full amount of -
the guarantees), the additional $61.6 million in guarantees which had
been applied for by Kaiser, Reynolds, Alcoa and Revere was approved.

In 1970 guarantee contracts were issued for shorter periods than the
original guarantees signed in 1968. Furthermore, they provided for
financial exposure by OPIC to decline with the passage of time. Nev-
ertheless, in 1973, OPIC was administering guarantees against expro-
priation to the five companies—Anaconda, Kaiser, Reynolds, Revere
Brass, and Alcoa—which total in excess of $525 million. '

Confronted with this situation, Ambassador deRoulet undertook to
play an active role in manifesting United States Government concern
to the leadership of the two major Jamaican political parties over
Jamaican policies toward the bauxite/alumina industry. In 1972, he
attempted to convince the Jamaican leadership not to make the 100

ercent U.S. company ownership of the Jamaican bauxite/alumina
mdustry——described by one of the leaders of the two contending
parties as the key political question in the forthcoming Jamaican par- -
liamentary elections—a political football in that election. Certain that
the party in power would not bring up the issue if the opposition did
not, deRoulet approached the PNP candidate Michael Manley and
sought to persuade him to keep the bauxite question out of the
campaign. ’

In return, deRoulet testified, *“I told him I was prepared to give him
my commitment as a gentleman .. . in exchange E)r these commit-
ments from him . . . we would not, repeat not, interfere in his elec-
tions in any way....” Ambassador deRoulet also argued that
expropriation would not be in Jamaieca’s economic interest. Such inter-
vention, in fact, was never contemplated, according to the testimony
of both Hurwitch and deRoulet, although genuinely feared by im-
portant Jamaican political leaders. deRoulet played upon this fear
to protect United States bauxite/alumina interests from nationaliza-
tion. His objective was accomplished. Though Manley was elected, the
expropriation issue was never raised during -the campaign. - -

It would be baseless to contend that without the investment guar-
antee commitments and the potential United States Treasury liability
behind them, the U.S. Ambassador in Jamaica, whoever he might be,
would not be concerned about half a billion dollars of investments by
U.S. companies in raw material facilities eritical to the United States
economy. But the testimony also evidenced the fact that, without such
guarantees, the companies might not have invested in such a concen-
trated fashion in Jamaica, or if they had, they might have done so
in a manner designed to bring Jamaican and other sources of capital
into the investment schemes, thus diffusing their political risks.
Through the guarantee program those risks have been assumed,
instead, by the U.S. Government. And, as Ambassador deRoulet
candidly testified, the assumption of that risk, with its consequent
potential financial liability of the United States Treasury, imposed
an additional burden of responsibility on the U.S. Embassy in Jamaica
and led it into the internal politics of Jamaica. :

But the perverse political effects of the OPIC program in Jamaica
were not limited to this instance. Approval or disapproval of indi-
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vidual guarantees tends to become a symbol of whether the United
States (Government has confidence in, or approves of, a particular
government. In July 1972, Ambassador deRoulet was informed that
OPIC was considering issuing a further guarantee in the amount of
approximately $8 million for a bauxite mining project by the Reynolds
Metals Company. Whether the issuance of this gnarantee would have
constituted a net increment in the amount of OPIC insured Jamaican
investment guarantees is in dispute. What is not in dispute, however,
is that the Ambassador vigorously protested even the consideration
by OPIC of this potential new commitment. =~

Upon learning of the Ambassador’s opposition to the issuance of
these guarantees, Reynolds dispatched a representative to Jamaica.
This representative, in the absence of deRoulet, met with the Chargé
d’ Affaires and the Economic Counselor of the U.S. Embassy in
Kingston. As Ambassador deRoulet related it, the Reynolds repre-
sentative advised the Embassy officials that unless the Embassy with-
drew its objections to the issuance of the guarantee, Reynolds would
be forced to advise the Jamaican Government that the Embassy
refusal constituted an Embassy judgment of lack of confidence in the
Jamaican economy and political leadership. Furthermore, Reynolds
indicated it would have to inform the Jamaican Government that,
without the OPIC insurance, additional concessions would be neces-
sary if Reynolds was to go forward with its bauxite mining
investment.® ‘ :

Ambassador deRoulet testified that, upon hearing of this threat, he
felt compelled to write a personal letter to Prime Minister Manley
explaining that his opposition to the issuance of further investment
guarantees for bauxite/alumina projects in Jamaica was not occa-
sioned by a lack of confidence in Jamaica. Rather, it reflected a concern
with the amount of guarantees issued in Jamaica for one industry,
bauxite/alumina; a concentration which he considered not in the best
interests of either Jamaica or the United States. Ambassador deRoul-
et’s letter observed that, upon his arrival in Jamaica, he found that the
behavior of the companies had been deplorable, at least in part, be-
cause of their sense of complacency brought about by the existence of
the guarantees, and that he thought it was advisable for the companies
to have some of their funds at risk so as to provide them with an in-
centive to be more flexible in accommodating to Jamaican conditions.
Hence, what should have been a business decision as to whether to in-
crease the amount of investment guarantees in Jamaica in bauxite/
alumina became a major political issue between the United States and
Jamaican Government.

The story of the investment guarantee program in Jamaica,
whether administered by AID or OPIC, is thus, one of involvement.
on the part of the United States in the internal politics of Jamaica.
The companies attempted to use the program to promote an identity
of interest between the U.S. Government and the corporations, The
United States Embassy was propelled into a volatile issue in Jamaican
politics—the American ownership and control of the bauxite/alumina
industry.

¢ Mr. Reynolds disagreed with the Ambassador’s interpretation of the role of his company.
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2. TAIWAN

Jamaica is not an isolated case. In Taiwan, existence of the invest-
ment guarantee program is interpreted as a symbol of American sup-
port for the current Taiwanese regime. ’ _

Acting Assistant Secretary of State Herman Barger was asked
what would be the political effect in Taiwan if OPIC decided that
Taiwan no longer qualified as a developing country and that, there-
fore, the investment program in that country should be terminated.
Mr. Barger’s response is illuminating :

Mr. Buuim. Mr. Barger, if OPIC insurance were to be cut
off from Taiwan b 5’%10 in the next number of meonths,
becanse OPIC, for business reasons, made a judgment that it
was imprudent to continue insuring investments in Taiwan,
would the Government of Taiwan consider that a major blow
in the sense that it signaled the lack of American support for
Taiwan®

Mr. Barger. Yes, I believe that that would be the case, if
Taiwan were cut out of the program itself this would be read
in that way as a lack of confidence.

A Senate staff investigator who visited Taiwan in connection with
the OPIC inquiry was advised by Taiwanese officials that they were
certain of long-term U.S. suppert for Taiwanése independence gy vir-
tue of the existenee and continued issuance of U.S. investment guaran-
tees in that country. If the United States did not intend to suppert
Taiwanese independence, they noted, why would it continue to in- -
crease its potential financial liabilities there through the investment

arantes program? In effect, then, in the minds of the Taiwanese,
%fS. guaranteed investments serve as a symbelic hestage which in-
sures continued U.S. political support for Taiwanese political objec-
tives.

Short of terminating the program on a worldwide basis, according
to Mr. Barger, for fear of creating disruption of Taiwan, the U.S.
Government for political reasors must maintain an investment insur-
ance program in Taiwan.

3. CHILE

The temptation to use the existence of the U.S. Government spon-
sored investment guarantee program as a reason for intervention in
the political affairs of developing countries is confirmed by the testi-
mony received by the Subcommittee in the hearings held in connection
with the activities of the International Telephone and Telegraph
Company in Chile. In that case, John A. McCone, former Director of
the CIA and, in 1970, a Director of the ITT, testified that in conversa-
tions with high U.S. Government officials, he presented the fact that
the U.S. Treasury would ultimately be liable for payments of hun-
dreds of millions of dollars under existing guarantee agreements as
one reason for United States Government intervention to prevent
Salvador Allende Gossens from becoming President of Chile. Edward
Korry, then U.S. Ambassador to Chile, similarly testified that in
warning Washington of the perils of an Allende government in Chile,
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he noted the potential cost to the United States Treasury as a conse-
quence of anticipated expropriations of properties of U.S. companies
AGAOfBI‘ed by the investment guarantees issued by OPIC’s predecessor,
In fact, the Allende government did expropriate such properties, -
resulting in potential OPIC losses that could run up to $339,000,000.
It is important to emphasize that the political complications which
arise out of the existence of a U.S. Government sponsored and ad-
ministered investment guarantee program are not primarily a func-
tion of administrative inadequacies on the part of OPIC or its prede-
-cessor, AID. Rather, they are inherent in the nature of the program.
As long as the full faith and credit of the Treasury stands behind the
<ompensation of expropriated guaranteed investment, and OPIC’s
reserves are as lean as they are today, the U.S. Government has a
direct financial stake in the host country’s policies towards invest-
ment. That the companies recognize the political uses to which the
program can be put is evidenced not only by the Reynolds and ITT
examples in Jamaica and Chile, respectxvelzf, but also by the testi-
mony of Mr. William P. Hobbs, Vice President and Treasurer of the
Kaiser Aluminum Company. Mr. Hobbs was asked whether a guaran-
tee program administered by the private insurance industry would
meet the needs of the companies as well as one sponsored by the gov-
ernment. Mr. Hobbs demurred. He questioned whether a program ad-
niinistered by the private sector would prove as effective as a U.S:
Government sponsored program, since it would not link the companies
and the Government so directly together. This identity of interest, -
Mr. Hobbs testified, makes foreign governments more hesitant to
adopt policies adverse to the investing companies. ,
‘We doubt, however, that this identity of interest, achieved through
the instrumentality of the guarantee program, as presently admin-
istered, is good, in the long run, either for the corporations themselves
or the U.S. Government. The program seems more likely to embroil
the United States in the internal politics of host countries than would
otherwise be the case. The assumption of the political risks by the
U.8. Government, as Ambassador deRoulet noted, may lull the com-
panies into a false sense of security and induce them not to make
the necessary adjustments to changing local conditions when a healthy
relationship between host country and companies would require it.

Moreover, it is the belief of the Committes that government in-
surance may at times increase the likelihood of expropriation, Expro-
priation is viewed by some radical governments as a means of striking
a blow at the United States Government. This was recently demon-
strated bv the expropriations in Libya and Iraq. Where investment
is insured by the U.S. Government, expropriation becomes a direct
rather than an indirect blow at the government.

E. OPIC’s FinanciaL CoNprrion

- A compilation of OPIC’s own figures and the GAO study on OPIC
provide a financial overview of OPIC’s insurance program.
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OPIC charges approximately a 114% premium for combined ex-
propriation (usual premium 0.6%), war risk (premium 0.6%), and
inconvertibility (premium 0.3%) insurance. Under a recent change
in its rules OPIC may charge a lower expropriation premium for debt
investments (0.4%) and a higher }i)remium for equity investment in
large and/or especially sensitive fields (0.8%), although the over-
whelming bulk of OPIC insurance contracts outstanding are at the
1%4% rate. Slightly higher or lower rates may be charged—up to
0.2% when there are risk-increasing factors, such as industry concen-
tration within a country or risk-decreasing factors, such as local in-
vestor participation are present. OPIC premium rates are higher than
those charged by AID and it no longer offers war risk or expropria-
tion stand-by insurance (the option to pay a much lower premium for
the right to purchase insurance at the end of any year). Contracts
originally issned by AID, however, have not been renegotiated, so that
under the contracts OPIC inherited, there is still & large amount of
stand-by coverage outstanding. o

Currently, OPIC has $3 billion -of ‘inconvertibility insurance out-
standing ($2.1 billion in stand-by and $0.9 billion in current), It has
received a total of $38.6 million in premiums and hasrecovered all the
claims it has paid. There is $2.8 billion of war risk insuraiice outstand-
ing ($2 billion current and $0.8 billion of stand-by). Over the life of
the program, $56.1 million of premiums have been paid. The net claims
payment has been $623,000. S _ '

‘"Thus, both the inconvertibility and war risk insurance programs
Lave been major moneymakers. N '

. Expropriation insurance is a different story. Currently, there is
$3.3 billion of expropriation insurance outstanding ($2.4 billion of
current and $0.9 billion in stand-by). Over the life of the program,
$84.6 million have been collected in premiums and a net of $28.1 mil-
lion have been paid out in claims. However, there are currently out-
standing against OPIC approximately $369 million in unsettled
claims? and guarantees® o C .

These claims are against current total insurance reserves of $146.5
million. The two largest claims ($92.5 million by ITT and $154 mil-
lion by Anaconda) arose out of Chilean expropriations. Likewise, all
but about $8 million of some $100 million 1n outstanding guarantees
arose from Chilean expropriations. Unfortunately, if Chile’s default
on the first payment to the Braden Copper Company guarantee is
indicative, OPIC may end up having to pay out a major portion of its
outstanding reserves just to cover its guarantees. If the pending ITT
and Anaconda arbitrations {involving claims which total about $246.5
million) heavily favor the companies, OPIC could easily find itself
deeply in the red. ‘ ’

OPIC contends that its financial condition is not as bad as it ap-
pears because it has been advised by cutside counsel that its denial of
the ITT and Anaconda claims is soundly based. But, at least in the

7Claims on OPIC are amounts which OPIC maintailng it does not have to pay. These
are currently in arbitration or soon will go to arbitration. ’ .

8 Guarantees are amounts which expropriating governments ‘have agreed to pay and
which OPIC will pay if the expropriating government defaults. ]
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case of ¥TT, the soundness of OPIC’s case is attributable to a sub-
stantial degree, to the facts revealed in the ITT/Chile hearings of this
Subcommittee. Marshall Mays admitted that prior to these hearings
OPIC was not informed of the attempts by high officials of ITT to
induce the C.L.A. to intervene in the internal political processes of
Chile so as to prevent the election of Salvador Allende Gossens as
President, facts which clearly were revelant to a determination of
OPIC’s liability to ITT.

OPIC’s financial viability is in doubt and it may well have to rely
on Congressional appropriations or Treasury payments based on the
full faith and credit clause of OPIC’s authorizing legizla.tion to bail
it out. Indeed, as the following table indicates, by ordinary financial
~ standards OPIC is on the brink of insolvency. If OPIC were a private
insurance company, under generally accepted accounting principles
it would have to set aside a reserve against the outstanding claims,
This reserve would likely reduce OPIC’s available reserves to a nega-
tive figure.

OPIC's financial position

Maximum pofential contingent liability (netting out the Lloyds

reinsurance coverage) ‘ * $2, 776, 000, 600
Total insurance reserves d ~ * $142, 563, 000
Insurance reserves as a percentage of maximum potential con-

tingent liability 5 percent
Total claims and guarantees outstanding. * $369, 000, 000
Total claims and guarantees as 8 percentage of maximum po-

tential contingent lability 14 percent
Total insurance reserves minus total claims and guarantees out-

standing ($227, 437, 000)

* This figure was computed by selecting the highest of the three coverages avallable for
any particular contract (expropriation, war, or inconvertibility) and eliminating the lesser
coverages, OPIC's expropriation lability is reinsured by Lloyd’s of London to the extent of
$421 million. This relnsurance was deducted country-by-country before determining which
of the three coverages was highest. Figure is for June 80, 1978 and includes only current
ingurance, not the stbstantial amount of stand-by insurance.

* As of June 30, 1973, /

* As of March 81, 1978. ’

Statistics supplied to the Subcommittee by OPIC, disclose that if
OPIC had not received $81,250,000 in appropriations since fiscal year
1970 it would currently have only $58,250,000 in its insurance reserves
instead of $139,500,000.

There is no evidence that without appropriations OPIC would have
been operating at a loss. However, its precarious financial pesition
becomes evenn more clear when its earned reserves (i.e. reserves minus
appropriations) are contrasted with outstanding claims and guaran-
tees. It should be noted that $50 million in insurance reserves were
removed by Congress from the AID political risk insurance reserve
in 1969 and transferred to the Housing Guaranty Program.

Realizing the probable inadequacy of its reserves, OPIC negotiated
a payout arrangement to extend over several years to cover the ex-
propriation of the Braden Copper Company, a wholly owned subsidi-
ary of Kennecott. Copper Corporation. Braden’s insured investment
consisted of 534 percent promissory notes issued bv Sociedad Minera
El Teniente and guaranteed bv the Government of Chile. The notes
had a face value of $74.7 million in December 1972 and were to be
paid in equal semiannual installments of principal through 1986.
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SUMMARY OF INSURANCE FEES, APPROPRIATIONS, CLAIM PAYMENTS, CLAIM RECOVERIES AND ADMINISTRATIVE
o EXPENSES

{Fiscal year 1949 through Mar. 31, of fiscal 1973]

o - . i Administrative
. Insurance Resource Appropria- Claims Claims expenses
Fiscal year fees  adjustments tions payment recovery (estimated)

fls, 763 .
72,609 _
248§, 663 .
277,584 _
216,680

2,298.860 ... ... $27, 861, 484 ——
30,000,000 —oereen e e

208,947 -

128, 247 87,471 .
1438, 484 264,838
39,737,000 ooooomeoon oo

45,426,718 60, 000 $962, 612
5, 230 349, 893 1,747,876
1,974, 317 1,327,698 84, 464
17,469, 582 135,008 1,851,188
. Subtotal._..._.__7169,618,683 11,809,131 ¥139,111,484° 35,371,505 2,428,543 7, 346, 140
Adjustment fewe BO000,000 L e v — e ———

Fotal_...... 119, 618, 683 o e mnm—————— o o m o e s -

1 Inciipfs $111,160 of guaranty claims.
2 dasuranee fees transfersed to Congr;rsxs, by AID housing guaranty program.
3 Lncludes $6,713,000 of guaranty chaims.
" $inctudes. $5,426,718 of guaranty claims.
& Through Mar. 31. . - . .
# [nterest earned by OPIC on insurance fees, Jan. 1970 through Mar, 1973 (estimated).
7 330,888,516 of fee earnings allotted by board of directors to guaranty reserves.
1 $44,111,484 of appropriations aflotted by buard of directors to guaranty reserves. .
% Administrative costs are nof available prior 1o fiscal year 1970 as AlD and other predecessor agencies did not segregate
its administrative costs against specific programs.

Essentially, OPIC purchased these notes from Braden, established
a trust for the notes, and borrowed most of the money to pay Braden
at 634 percent, issning short term notes with payments due over the
next five years and a final lump-sum payment due in 1978. GAO found
that this arrangement, when entered, would cost OPIC about $2.5
million more than the alternative of making a lump-sum payment.
However, the Treasury note interest situation which has developed
since. the GAQ report makes it probable that OPIC will be able to do
as well, or even better, under this arrangement. '

If Chile continues to default on its payments of the notes held by
OPIC, 60 percent of OPIC’s annual premium fees, on the basis of
current collections, will be required to pay the Braden guarantee alone,

OPIC has requested an sdditienal appropriation of $72,500,000 for
this fiscal year. It is up to the Appropriations Committee to report on
this request. The Subcommittee hearings have given the Foreign Re-
lations Committee a view of the merits of the request and this report
furnishes us with an appropriate vehicle for sharing that view with
the Appropriations Committee.

8.R. 67635
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OPIC’s reasoning for their request of $72,500,000 is that this amount:
represents $50,000,000 of ATD reserves plus interest which were re-
moved from the AID political insurance reserve fund and used to fund
a special reserve for the Latin American Housing Guarantee Program.
However, this argument fails to recognize that OPIC and its AID
predecessor received $81,250,000 in Congressional appropriations for
the fiscal years 1970 to 1973 inclusive. Thus, recent Congressional
appropriations have much more than covered the transfer of AID
reserves.

OPIC has made the claim that it is a self-sufficient agency. The
Committee believes that this was not completely true in the past and
is not completely true today. OPIC should not be allowed to ob-
scure its true financial position behind an argument based on the
growth of reserves which, to a significant extent, have actually in-
creased because of yearly appropriations. Rather, OPIC should be
given new appropriations only when its own reserves are depleted.
This policy would force OPIC to demonstrate it ability to operate as
a self-sufficient agency. ' ’ :

F. OPIC’s MaNaGEMENT RECORD

OPIC representatives base their defense of the insurance which they
have written on the contention that they need more time to restructure
the portfolio which OPIC inherited from AID. The ATD issued guar-
antees were heavily concentrated in a very few countries, a few sectors
and a few large corporations. It is true that OPIC recently has intro-
duced significant management reforms in several areas and it should
be commended for so doing. But many of the flaws which characterized
the ATD program also characterize OPIC.

1. THE PROFILE OF THE FROGRAM

One of the main reasons given for separating OPIC from the rest
of the AID program was that, if the investment guarantee program
were managed by an entity organized as a business corporation, the
program would be “much more extensively used and it will be used
with a much more gifted approach to the situation.” But the program
has not been more extensively used; indeed, it has been less exten-
sively used than it was when managed by AID, Since OPIC came into
being, the absolute amount of guarantees issued by OPIC has been
substantially less than that issued by AID, by a 49 percent decline in
the annual average amount under QPIC. The percentage of total U.S.
corporate investment in developing countries covered by guarantees
has also been declining. In 1969, the amount of original mvestment
covered by OPIC was 93 percent 6f the annual change in net book
value of U.S. direct investment in LDC’s. In 1971 only 23 percent of
the investments were insured.? ~

Moreover, with one major exception, the profile of the covered
investments has been remarkably similar to that of the investment
guarantee- program when managed by AID. In terms of geographic
coverage, under AID management, 57 percent of the coverages issued
by AID were concentrated in eight countries.

® These figures do not tnclude investments in petroleum.
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Percent
Chile 13.7
Korea 9.7
Jamaica 8.2
Brazil 6.7
Argentina 5.6
Dominican Republc b5.2
India 4.9
Philippines . 4,2

Under OPIC management, the degree of concentration has been
substantially greater since 83.83 percent of the issued coverage has
been concentrated in eight countries.

Percent
KXorea .. 23.2
Indonesia — 4.8
Brazil 13.4
Taiwan -— 7.8
Botswana 7.2
Singapore 62
Philippines 57
Ysrael _. 5.0

In effect, then, under OPIC management there has been a shift in
coverage from Latin America to Taiwan, Korea, and Singapore. But
under both AID and OPIC management, investment guarantees have
been highly concentrated in relatively few countries. OPIC argues
that its concentration is irrelevant because the combined AID-OPIC
portfolio was diversified. But as the Congressional Research Service
report pointed out, this argument is without merit sines five of the
eight most heavily insured countries under OPIC showed larger-than-
average concentration in the AID portfolio. In line with our earlier
conclusion this demonstrates that OPIC is unable to channel the place-
ment of investment in LDC’s. -

The principle of concentration has been equally true with respect to
major beneficiaries of the guarantee program as is shown in the fol-
lowing table: '

“FORTUNE 500" SHARE OF AID AND OPIC INSURANCE

Voluma Percent
(midlions) of total

Aid-issued insurance: )
Fortens top 150 corporations and top 25 e ial banks. . - $8,414.8 83
Top 151 to 500 corporations and 2610 50 banks. oo or e ccvnmnnn - 2,045 15
Total Fortunelist______________._. . 10, 456.3 78
Corporations not on Fortune list....._.._ - N 2,907.6 22
Grand total - 13, 365.9 108

OPIC-issued insurance:

Fortune top 150 corporations and top 25 reial banks 858, 1 61
Top 151 to 500 corporations anif 26 to B0 banks_.. ... o 258.8 18
Total Fortuna fist._ ... 1,114.9 ]
Corperetions not on Fortune fist. 294.3 21
Grand total...... Leri o . 1,408.2 100

Note:* The chart, reveals.that the largesbcompanied are.thie:most consistent usess of OPIC insurance.

The tendency of investment to come from a limited number of com-
panies and to flow to a limited number of countries seems to have
a momentum of its own which 1is not changed by the character of the
administrative agency.
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2. METAL MINING—THE EXCEPTION

The one area where OPIC has made a significant change in the
profile of issued guarantee coverages from AID is metal mining.
OPIC, unlike AID, has issued very little insurance to corporations
mining metal. Only about three percent of OPIC’s insurance port-
folio 1s in this area, while about 25 percent of the AID issued insur-
ance was issued for this category. This trend is consistent with a desire
to minimize high risk areas of investment in accordance with sound
risk management principles: foreign equity ownership for extractive
industries has proven to be a prime target for expropriation. But it
cannot be reconciled with the allegation that QPIC insurance for ex-
tractive industries helps guarantee the United States a source of supply
of vital raw materials. OPIC cannot argue, on the one hand, that they
are minimizing risks and, therefore, not insuring projects in high risk
sectors such as metal mining and, on the other hand, argue that the
investment guarantee program is essential to assure the United States
of a secure source of raw materials. =

3. OPIC AND THE BALANCE OF PAYMENTS

OPIC’s impact on the short-run balance of payments is another
example of how its administrators must balance contradictory man-
dates. OPIC has a legislative mandate to consider the balance-of- .
payments effect of those investments it insures. However, Herbert
Salzman, Executive Vice President of OPIC, testified that OPIC does
insure off-shore subsidiaries of United States multinational corpora-
tions, even though, as testified by Mr. Stanford Ross, Former Assist-
ant Tax Legislative Counsel, Treasury Department, those subsidiaries
may indefinitely withhold the return of profits to the United States
from investment abroad, thereby worsening the United States balance-
of-payments position. .

It was brought out in the testimony of John Sagan, Vice President
and Treasurer of Ford Motor Company and William Meehan, Assist-
ant Treasurer of Motorola, that (1) there is no tie-in requirement that
OPIC-insured companies purchase U.S. products; (2) that OPIC
marginally encourages an outward flow of capital from the United
States by encouraging industries to invest abroad ; and (8) on balance
OPIC, at least in the short run, tends to worsen the balance-of-pay-
ments problem. o L

Similarly, the GAO study found that many OPIC-insured elec-
tronic projects abroad sell a large percentage of their products to the
United States, causing a net dollar outflow from the United States
which probably amounts to several hundreds of millions of dollars,
It should be noted, in this regard, that many of the projects reviewed
by the GAO are not projects which OPIC inherited from AID but
rather projects where OPIC was the original insurer: B

An OPIC insurance application form introduced in March, 1972,
formulates criteria for determining what the host-country develop-
ment and the United States balance-of-payments impacts of appli-
cants’ investments will be. The (General Accounting Office report
on OPIC indicates that, even with this new questionnaire, QPIC

tritetoa oy
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2. METAL MINING—THE EXCEPTION

The one area where OPIC has made a significant change in the
profile of issued guarantee coverages from ATD is metal mining.
OPIC, unlike ATD, has issued very little insurance to corporations
mining metal. Only about three percent of OPIC’s insurance port-
folio 1s in this area, while about 25 percent of the ATD issued insur-
ance was issued for this category. This trend is consistent with a desire
to minimize high risk areas of investment in accordance with sound
risk management principles: foreign equity ownership for extractive
industries has proven to be a prime target for expropriation. But it
cannot be reconciled with the allegation that OPIC insurance for ex-
tractive industries helps guarantee the United States a source of supply
of vital raw materials. OPIC cannot argue, on the one hand, that they
are minimizing risks and, therefore, not insuring projects in high risk
sectors such as metal mining and, on the other hand, argue that the
investment guarantee program is essential to assure the United States
of a secure source of raw materials. -

3., OPIC AND THE BALANCE OF PAYMENTS

OPIC’s impact on the short-run balance of payments is another
example of how its administrators must balance contradictory man-
dates. OPIC has a legislative mandate to consider the balance-of- .

mgayments effect of those investments it insures, However, Herbert
alzman, Executive Vice President of OPIC, testified that OPIC does
insure off-shore subsidiaries of United States multinational corpora-
tions, even though, as testified by Mr. Stanford Ross, Former Assist-
ant Tax Legislative Counsel, Treasury Department, those subsidiaries
may indefimitely withhold the return of profits to the United States
from inyestment abroad, thereby worsening the United States balance-
of-payments position. L

It was brought out in the testimony of John Sagan, Vice President
and Treasurer of Ford Motor Company and William Meehan, Assist-
ant Treasurer of Motorola, that (1) there is no tie-in requirement that
OPIC-insured companies purchase U.S. products; (2) that OPIC
marginally encourages an outward flow of capital from the United
States by encouraging industries to invest abroad ; and (3) on balance
OPIC, at least in the short run, tends to worsen the balance-of-pay-
ments problem. V T

Similarly, the GAQO study found that many OPIC-insured elec-
tronic projects abroad sell a large percentage of their products to the
United States, causing a net dollar outflow from the United States
which probably amounts to several hundreds of millions of dellars.
It should be noted, in this regard, that many of the projects reviewed
by the GAO are not proiects which OPIC inherited from AID but
rather projects where OPIC was the original insurer. A

An OPIC insurance application form introduced in March, 1972,
formulates criteria for determining what the host-country develop-
ment and the United States balance-of-payments impacts of appli-
cants’ investments will be. The (eneral Accounting Office report
on OPIC indicates that, even with this new questionnaire, QPIC

1o
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often insures projects which are detrimental to the United States
balance-of-payments. OPIC, in order to further its primary objec-
tive of writing insurance for investments in LDC’s, is bound to
encourage an outflow of capital from the United States and thereby
worsen, at least the short run, balance-of-payments problems of the
United States. Its impact on the long term balance-of-payments, i.e.
whether investments in the Less Developed Countries will eventually
return as much, or more, capital to the United States than sent out,
is still unclear. What is clear is that OPIC management cannot avoid
encouraging capital outflows and still write insurance.
L

4, OPIC’S IMPACT ON LABOR

Benjamin A. Sharman testified in behalf of the International Asso-
ciation of Machinists about labor’s concern over the loss of jobs from
“runaway industries,” i.e. those industries which leave the United
States in complete or partial replacement of going concerns in the
United States, and then export their products back to the United
States in direct competition with U.S. production. Similar concern
was expressed in a statement submitted for the record by the AFT~
CIO. OPIC policy guidelines provide that, although insurance may
be issued covering industries abroad that will export their products
to the United States, an investment in a runaway industry will not
be eligible unless there are counterbalancing advantages to the United
States. In the case of partial replacement of a U.S. production facility,
OPIC assistance may be given only if it is determined that such a
move is reasonably caleulated to preserve the remaining United States
employment by aiding the enterprise in maintaining & competitive
position in the U.S. market. OPIC assistance will not be given if an
unfair labor practice charge based on the shutdown is either pending
or has been resolved against the company. :

These guidelines should, in theory, protect United States labor,
However, the GAO study found that the OPIC files on runaway in-
dustries did not have information crucial to the rational determination
of whether the move overseas was actually necessary to protect the
United States industry from foreign competition. For example, the
files did not contain (1) a precise description of the product manu-
factured overseas and the extent of competition with United States
production; (2) information on whether the plant could have oper-
ated profitably in the United States; or (8) an analysis of the indus-
try’s present gomestic and international structure.

OPIC assessment in this crucial area appears to rely entirely on
information provided by applicant companies. There was no evidence
of site inspections after the approval of insurance contracts to deter-
ming whether conditions of the contracts were being met. The GAO
report, notes that OPIC intended to introduce revised procedures to
more closely monitor this aspect of its performance. But it is difficult
to see how this could be accomplished without a major change
in- ‘OPIC’s organization and additional personnel to permit more
frequent supervision of projects which have received investment
© guarantees.
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5. GUARANTEES OF INVESTMENTS IN EASTERN EUROPEAN COUNTRIES AND
SOUTHEAST ASIA

Senator Church’s questioning of GAQ witnesses brought out the
fact that OPIC is now authorized, under a provision of the FAA, to
insure United States investment in Romania-and Yugoslavia. Senator
Church summed up this line of questions by stating : o

. . . given what we know about the administration of the
OPIC program, the large American companies, General
Motors, Ford, ITT, could enter into a contractual arrange-
ment with the Communist Government of Romania and if
that government defaulted in its promise {to pay] . . . the
United States Government could be left holding the bag.

Mr. Hylander of the General Accounting Office responded, “Yes,
they would be liable, certainly.”

There is no legislative history to which we can refer with respect to
the reasons for this authority. It is difficult to see how Yugoslavia-and
Romania qualify as developing countries. We find no convincing rea-
son why the U.S. Government should, in effect, guarantee contract
compliance by communist governments, We welcome economic links
that strengthen the prospects of peaceful coexistence between the
United States and the Eastern Bloc countries. But if corporations wish
to invest in communist countries in Eastern Europe, they should do se
at their own risk and not at the risk of the U.S. Government. Conse-
quently, that provision of the legislation which specifically authorizes
investment guarantees to be issued in Yugoslavia and Romania should
be stricken.

The Report of the House Foreign Affairs Committee on the Foreign
Assistance Act of 1971 opposed the issuance of political risk insurance
in Laos, Cambodia or South Vietnam until specific authority for
insurance is given by Congress. :

OPIC has observed this limitation, but has asked Congress to give
'}t specific authorization to write policies in those countries in the

uture.

- OPIC’s already extremely precarious financial position makes it
unwise for it to 1ssue political risk insurance in politically and eco-
nomically unstable Southeast Asia. Issuance-of such insurance would
further entangle the United States in Southeast Asian politics at a
time when Congress has clearly endorsed the policy of disengagement.

Therefore, the Senate Foreign Relations Committee recommends
that OPIC not issue insurance in North and South Vietnam, Laos, or
Cambodia. This recommendation shall stand by individual type of
political risk insurance until such a time as OPI-% begins to issue each
type of political risk insurance in conjunction with private insurance
companies and/or multilateral institutions of which the United States
is a member. The Committee believes that it is essential that any
political risk insurance issued in‘these countries should have substan-
tial private insurance company and/or multilateral institutiow.risk
participation.
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6. OVERSEAS PRIVATE INVESTMENT CORPORATION INTRODUCED REFORMS

The Overseas Private Investment Corporation has introduced re-
forms which have improved the program. In order to reduce the risk
of having to rely upon the Treasury in case of catastrophic loss, OPIC
has negotiated a reinsurance contract with Lloyd’s of London and is
presently attempting to interest United States insurance companies 1
participating in OPIC projects as joint insurers. OPIC has also inst1-
tuted a varying fee schedule which requires a higher premium for
large or sensitive projects and offers a lower premium for investments
which are especially helpful to LDC development.

Prior to 1970, the old contracts permitted the investor to shift cov-
erage annually between standby and current status, The standby op-
tion was offered at a much lower premium (14, of one percent vs. 14
of one percent each for war risk and expropriation coverage), and
enabled the investor to pick the means he wished to “switch on” or
“switch off” the protection offered. During 1970, the insurance con-
tract was revised to the benefit of OPIC, through the elimination of
the standby provisions on expropriation and war risks. The Over-
seas Private Investment Corporation has also raised its fee schedule
for new contracts.

OPIC has also made substantial improvements in its standard con-
tract for loan investments. The revision of greatest significance made
the insurance applicable to each installment payment rather than to
the outstanding principal of the loan. This change will permit OPIC
to pay claims over an extended period of time rather than in one large
settlement. In addition, the revisions will increase OPIC’s fee income
because the insured is required to maintain the policy over the entire
loan period rather than terminating it when a claim is filed. ‘

A second significant revision is the inclusion of a first-loss deductible
clause for intracompany loans, which makes the investor self-insured
for the first 15 percent of any claims. This coinsurance feature gives
the investor a-financial stake in the investment. Improvements in the
contract with regard to definitions of war-loss and allocation of for-
eigII‘l government payments were also made. '

he contractual and risk-spreading improvements made by OPIC
are standard practices for private insurance companies. A larger role
for private insurers as coinsurers or reinsurers would give OPIC the
benefit of private insurance company techniques and encourage it to
further reform its practices. -

G. Tue PrIvATE INSURANCE ALTERNATIVE

The legislation establishing OPIC directed it to investigate the
feasibility of turning over part or all of its insurance responsibilities
to private companies. (Foreign Assistance Act § 240A.) As discussed
above, OPIC has already been successful in negotiating a $421 million
reinsurance contract with Lloyd’s of London.

Since August 1972, a group of insurance company officials, spon-
sored and assisted by OPIC, has been studying a common effort by
OPIC and U.S. insurance companies.
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Mr, James J. Meenaghan, Vice President and Assistant to the Chair-
man of the Board, Fireman’s Fund American Insurance Companies
testified that the private insurance companies now meeting with OPIC
could produce a firm proposal for private insurance participation with
OPIC in from six to nine months, Mr. David J. Sherwood, President
of Prudential Reinsurance Company said, “I know there are several
major companies who are interested in and have expressed interest (in
writing political risk insurance). . . .” Both witnesses agreed that the
fastest way for OPIC to get a participation agreement with the United
States private insurance companies was for OPIC to arrange a meet-
ing between the top OPIC executives and the top executives of the
country’s largest insurance companies. The experts were in agreement
that various questions, such as the specific premiums to be charged by
the private companies, would have to be answered, but that these
answers could be found if a concerted OPIC effort te turn over a major
share of its program to the private companies were initiated.

Mr. Meenaghan testified that, “(a)t the outset, private insurance
companies should have an interest of at least 25 percent in the asso-
ciation. This would provide a large enough share to make the effort
economically feasible. . . . The long-term objective would be to re-
duce OPIC’s participation in the association to a smaller percentage,
although we do belieye it is desirable for OPIC to remain a member
of the direct writing association.” Mr. Sherwood also spoke in terms
of a phase out of government participation in the political risk insur-
ance program. *. .. (I)t is conceivable (the government) could be
{completely) phased out as the capacity builds because capacity
usually responds to experience. . . .” ‘

Mr. Sherwood stressed the fact that private insurance companies
presently view the political risk insurance field as preempted by OPIC
and that to get private participation it is necessary to get “a clear mes-
sage from the Senate, the Congress, that you are really interested in
getting private insurance into this particular area.”

A legislative mandate that OPIC turn over a portion of its insur-
ance burden to private insurance companies by a date certain would
be such a message. o

- Meenaghan and Sherwood suggested that the most acceptable plan
‘to United States private insurance companies—at least until they are
able to become familiar with issuing political risk insurance—is for
the private companies to be the primary insurers and OPIC to act
as a reinsurer against catastrophic loss, perhaps sharing this role with
Lloyd’s of London. Alternatively, it was suggested that OPIC might
enter a joint venture with the private companies, each insuring a cer-
‘tain percentage of each new contract. « !

The insurance company representatives testified that it would be
-advantageous for them to be able to insure investments in developed
‘as well as under-developed eountries.

If this will allow private insurance companies to write more of
the political risk insurance in LD(’, it secms, unobjectionable, though
OPIC should not itself participate in insurance for investment in
developed countries. o L N
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H. ,Fom; Omons ror OPIC |

There are four alternative ways to deal with the insurance program
administered by OPIC: (1) leave it essentially as it is; (2) require
OPIC to insure only those projects which significantly benefit the
development of the host country; (3) terminate the program; (4) turn
the insurance function of OPIC éver to private insurance companies.
The last alternative is clearly the best. :

1. AUTERNATIVE ONE: LEAVE THE PROCRAM AS I8

This alternative is unacceptable because QPIC, as it now exists,
links the United States too directly with private investment abroad
and unnecessarily involves the U.S. Government in the internal politi-
cal affairs of the host countries without yielding sufficient develop-
ment gains for the LLDC’s. There are currently $369 million of claims
and guarantees outstanding against OPIC’s approximately $150 mil-
lion of reserves. It is quite possible that there will be additional cata-
strophic losses due to expropriation. Because there is a clause in the
existing OPIC legislation which places the full faith and credit of the
United States Government behind OPIC, any valid claims which can-
not be paid by OPIC will have to be absorbed by the Treasury. Given
the precarious conditions of OPIC’s reserves, this is a very real
likelihood.

The international political problems caused by OPIC are ag great
as the financial ones. Ambassador deRoulet testified that the immense
OPIC insurance coverage of the aluminum industry’s investment in
Jamaica was the reason for his implying to a candidate for Prime
Minister that United States intervention in the Jamaican elections
might occur if expropriation of the industry were made a subject of
contention in the campaign. In the ITT hearings, it was revealed
that TT'T used the threat of the impact of expropriation on OPIC’s
reserves in one of its attempts to involve the (?IA in the Chilean
Presidentjal elections.

These financial and political risks might be partially offset if OPIC
were able to yield significant development gains for less developed
countries. The academic experts who testified—Dean Peter Gabriel,
Boston University Graduate School of Business; Theodore Moran of
the Brookings Institution; and Sean Gervasi, an economic consultant
to the United Nations—were in agreement that as presently consti-
tuted most OPIC insured investments are at best marginal in fosteri
economic development in the host country. The GA(%lgtudy discusse
earlier reached the same conclusion. - ’

Over three-fourths of United States corporate investment in LDC’s
oceurs without OPIC insurance and a very large portion of the invest~
ment which is insured by OPIC would occur even if OPIC insurance
were not available. Thus, even if it were clear that private investment
in the LIDC’s fosters development—and this is not at all clear—OPIC’s
marginal-role in inducing such investment.is not worth the financial
and political risks OPIC presents to-the United States Government.
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2. ALTERNATIVE TWO: SHOULD OPIC BE CHANGED TO A REAL DEVELOPMENT
AGENCY ?

One approach to reforming OPIC would be to require it to limit
its insurance to those sorts of investments which clearly have a sub-
stantial positive impact on the development of the host country.
Sweden, the only country which has written strict development cri-
teria into its insurance contracts has been unsuccessful in convincing
any companies to accept its eriteria, even though its premium rates
are half those of OPIC insurance.*

An additional problem with this approach is that it is unclear
exactly what type of private investment is most helpful to the de-
velopment of the LDCPS. Professional economists disagree on the im-

act of various types of private investment and their ideas change

rom time to time, Theodore Moran and Dean Peter Gabriel both
expressed the opinion that to the extent OPIC could influence com-
panies to use management-development contracts and purchase con-
tracts to obtain raw materials while allowing the host country to own
all or most of the equity in new enterprises OPIC is a good thing.
Unfortunately, it appears that OPIC is unable to persuade many
companies to take this approach to foreign investment. Hence, this
does not appear to be a feasible alternative.

3. ALTERNATIVE THREE: TERMINATE OPIC

Given the evidence presented the termination of OPIC merits con-
sideration. If OPIC’s authorization to issue new insurance were
allowed to run out, as it will on December 31, 1974, without a legis-
lative extension, OPIC would be unable to create additional financial
and political problems for the government by issuing new policies.
This alternative would not foresake U.S. business. Existing insurance
contracts with OPIC would remain in effect. Furthermore, as Stanford
Ross, Former Assistant Tax Legislative Counsel, Department of the
Treasury, testified, United States eorporations would still be compen-
sated for losses through tax write-offs. Under existing provisions of
the Internal Revenue Code and relevant rulings, expropriation losses
incurred by a corporation can be treated, upon occurrence, as deduc-
tions against ordinary income and carried forward for a maximum of
10 years. As long as the corporation suffering the loss has income
from other sources, the United States Treasury, even without an
investment guarantee program, will share the expropriation or other
loss, on average, with the corporation up to 48 cents on évery dollar
lost; this despite the fact that the Treasury, under other provisions
of the Internal Revenue Code, realizes no revenue from the profits of
goreign investment, unless or until the profit is returned to the United

tates. : ' o '

10 The Swedish Insurance contract requires that the investor must discourage dizcrimina-
tlon in employment and promotior, and within limits, “tryto break. exlsting diserimination

gtterns which connteract economic and social development.” It must recognize employee

rade unions xnd negotiate labor contradts:in good falth. In addition, a company should.
}yrovide training to Increase the employees’ productivity and make possible a quick trans-

er of tasks from forelgn specialists to local personnel. Some form of compensation must he
provided to workers In case of illness, lay-offs, and retirement. The investor should also
take steps to help employees find sultable housing, keep good nutritional and health stand-
ards and provide libraries and entertainment facilities.
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A complete termination of the investment guarantee program, after
25 years of existence, however, would constitute an abrupt change in
direction. Other industrialized countries, largely influenced by the
existence of the United States program, have initiated similar guaran-
tee programs of their own. None of these countries has guarantees
outstanding of anywhere near the magnitude of the U.S. program.
‘Their terms vary as to the premium rates (generally lower than the
United States) and term of coverage (generally shorter than the
United States). Thus, an abrupt termination of the guarantee pro-
gram would remove for American corporations a facility that has
now become available to corporations of other countries. It, therefore,
would seem advisable to attempt to maintain an insurance program
which is just that—an insurance program and, as such, one which can
best be administered by the private insurance companies.

4. ALTERNATIVE FOUR ! A BWIFT TRANSFER OF OPIC’8 INSURANCE FUNCTION
TO THE PRIVATE SECTOR OR TO A MULTINATIONAL BODY, 8UCH AS THE
WORLD BANK )

This alternative is the most desirable because it creates a minimal
amount of disruption to U.S, corporate investment plans while ex-
tricating the U.S. Government from the political and financial risks
created by a Government sponsored investment guaranty program. In
addition, private nonsubsidized political risk insurance would be a

‘neutral factor in business determination of whether to invest in an

LDC or here in the United States. With OPIC insurance, business
need not fully bear the risk (through nonsubsidized insurance pre-
mium payments) of the foreign investment. ,

Testimony by several top insurance company executives, plus the
fact that Lloyd’s of London already bas:a substantial reinsurance con-
tract with 0317’10, demonstrates that the private carriers are willing
and able to enter the political risk insurance field. They will bring
with them expertise in determining risks, maximizing the investment
returns on premium payments and making intelligent business judg-
ments. Private writing of political risk insurance will dictate that
insurance be granted for business reasons—not political—and that pre-
miums sufficient to cover the costs of the program be charged. For
example, it is standard insurance practice to rate risks according to
how hazardous the{( are considered to be. A decision by private in-
surers that particular countries, industries or companies are higher
risks than others would not involve the political connotations that are
inherent in government decisions to that effect. ‘

The legislation which created OPIC and the debate which preceded
it make it clear that OPIC was designed to be an interim step—to
provide political risk insurance until private industry was ready to
assume the burden, The private insurance industry appears now to be
ready and the Committee recommends that OPIC. be required to
turn over the major portion of future policies to the private sector—or
if it proves feasible, a multinational body *—by a date certain. :

1 To date, the World Bank has not réceivéd -a positive reéponse 6utsid; thé tl’nlted States
to its proposal far a multinational polttieal risk insurance program, :
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OPIC argues that a date certain will hinder its ability to negotiate
with the private companies, but this argument is specious. There are
several hundred United States insurance companies which insure
property loss and which have a capability of forming consortia thereby
providing a competitive market. Competition between the consortia
for political risk insurance contracts should keep down the price of
ssuch insurance. Moreover, the Committee is recommending that OPIC
phase out of writing direct insurance by December 31, 1980. This is a
reasonable time in which to achieve this objective and will adequately
test the willingness of both OPIC and the private insurance com-
(pianies to accomplish what they both profess: a desire to have the

irect insurance program 100% administered under private auspices.
The Committee recognizes, however, that OPIC may need to con-
tinue as a reinsurer. ,

In late August, OPIC met with a private insurance company con-
sortium in San Francisco to discuss private participation in both
OPIC’s present and future portfolios. The private companies
expressed a willingness to assume a majority of OPIC’s outstanding
inconvertibility and expropriation portfolio and a majority of its
future inconvertibility and expropriation contracts. They expressed
hesitance about writing war risk insurance, apparently because of an'
adverse experience with war risk insurance at the time of the Spanish
American War. However, the Committee is confident that OPIC
will be able to convince companies to write war risk insurance. War
risk insurance, as reported in detail above, has been OPIC’s biggest
moneymaker, netting $55 million in “profits” for the Corporation.
This record, if examined carefully by the private companies, should
make war risk insurance appealing to them. : :

If, this record of profit notwithstanding, the resistance to writing
war risk insurance persists, ‘OPIC ‘might arrange to phase out its
degree of participation in new war risk contracts more slowly than in
the other two areas. This would give OPIC more time to market the
harder-to-sell war risks coverage to the private companies.

The Committee concludes that even if it is not feasible for the
private insurance companies to assume 100 percent of the direct writ-
ing of political risk insurance by December 31, 1980, the United States
should discontinue the direct writing of political risk insurance by
that date. ’ ’

As OPIC withdraws from writing new political risk insurance, the
size of the agency will shrink. Its direct finance programs are not large
enough to warrant the continuation of a separate agency and the
Committee recommends that they be shifted elsewhere or diseontinued.
‘Specifically, the current OPIC obligations under the Investment Guar-
:antee Program should be transferred to the Agency for International
Development. No new guarantees should be issued because sufficient
protection against political risk is provided by the insurance program
and the Committee believes that insurance against commercial risks
should be undertaken by private companies, not by United States for-
eign assistance programs. The Treasury could be the fiscal agent for
collecting OPI(C’s outstanding loans, after which the remaining re-
serves would be recovered into the Treasury.
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The Direct Investment Program should be shifted to AID along
with the Special Activities Programs (Foreign Assistance Act § 234
(e)). AID is experienced in direct aid programs and, because of its
substantial resources, better able to handle them than is OPIC.

The %ricxﬂtuml Credit and Self-Help Program should be shifted
into AID which has extensive experience in this area.

It is recommended that the Corperation’s direct finance and loan
guarantee programs be shifted to AID or some other agency specified
by the President on or before December 31, 1979 and that after that
date these programs be limited to investments in countries with a per
capita income In 1978 dellars of $450 or less. ~

A review of the various alternatives to dealing with OPIC reveals
that the best option is to require OPIC to turn its insurance of politi-
cal risks over to the private sector as quickly as possible and to discon-
tinue its direct finance programs or shift them to other agencies.

I. SumMmary or CONCLUSIONS

The Committee has concluded that:

i, The investment guarantee program administered by OPIC is, at
best, only a marginal contributor to the development of the poorer
countries of the world and OPIC is only a marginal stimulus to pri-
vate investment in less developed countries. ,

ii. The program, as presently conceived, tends to increase the like-
lihood of %nited States Government involvement in the internal poli-
tics of other countries in connection with the property interests of
United States -corporations. =

iii. The program, as presently administered by OPIC, and previ-
ously by its predecessor, AID, has inherent within it a conflict between
the achievement of public policy and management by sound insurance
principles, The result has been a large and unsatisfactory exposure of
the good faith and credit of the U.S. Government.

iv. To eliminate this conflict, the program should be viewed as an
insurance program, which can and should be administered solely on
risk management principles, preferably with the maximum participa-
tion $ssible of the private insurance industry. '

v. With this in mind, the Committee proposes a phased transition
in which an increasin%iy large proportion of the new direct insur-
ance contracts wonld be written by private insurance companies in
accordance with accepted insurance principles. The private insurance
companies are also enouraged to take as large a proportion of the
present portfolio as they micght wish, .

vi. Should it not be possible to arrive at a satisfactory agreement
between OPIC and the private insurance industry to accomplish the -
transition to a privately administered insurance program by the date
specified in the legislation, OPIC should discontinue issuing political
risk insurance until such a time that an agreement is reached. :

vii, If termination of OPIC becomes necessary, all present contracts
should be honored. ‘

viii. The report suggests that OQPIC should be phased into a reinsur-
ance role as quickly as possible. That reinsurance role, in turn, should
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be periodically examined by Congress. OPIC should be required to
issue periodic reports to Congress on its progress toward transferring
its various insurance functions to the private sector and to multi-
natlonal organizations and institutions.

ix. OPIC’s request for $72,000,000 m additional appropriations
should not be granted.

x. OPIC finance programs should be transferred to AID by Decem-
ber 31, 1979.

xi. The Committee applauds the efforts by OPIC to reduce its ex-
posure in the highly sensitive extractive industries. The Committee
feels OPIC should continue this policy and its previous policy not
tollnsure the oil industry in operations prior to the refining of crude-
ol



V. Cuanges IN ExisTing Law

In compliance with paragraph 4 of the rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted
1s enclosed in black brackets, new matter is printed in italic, existing
law in which no change is proposed is shown in roman):

The Foreign Assistance Act of 1961, as amended
* * ’ * * * . *
Title IV—Overseas Private Investment Corporation

Sec. 231. Creation, Purpose, and Policy.—To mobilize and facili-
tate the participation of United States private capital and skills in
the economic and social [progress] development of less developed
friendly countries and areas, thereby complementing the development
assistance objectives of the United States, there is hereby created the
Overseas Private Investment Corporation (hereinafter called the ‘“Cor-
poration”), which shall be an agency of the United States under the
policy guidance of the Secretary of State.

In carrying out its purpose, the Corporation, utilizing broad criteria,
shall undertake—

(a) to conduct financing, [operations] 'msurance, and rewnsur-
ance operations on a self-sustaining basis, taking into account in
its financing operations the economic and financial soundness of
the projects; [and the availability of ﬁnancmg from other sources
on appropriate terms;]

L(b) to utilize private credit and investment institutions and
the Corporation’s guaranty authority as the principal means of
mobilizing capital investment funds;]

(c) to broaden private participation and revolve its funds
through selling its direct investments to private investors when-
ever it can appropriately do so on satisfactory terms;

(d) to conduct its insurance and reinsurance operatlons with
due regard to principles of risk management including [,when
appropriate, ] efforts to share its insurance and reinsurance risks;

(e) to utilize, to the maximum practicable extent consistent
with the accomplishment of its purpose, the resources and skills
of small business and to provide facilities to encourage its full
participation in the programs of the Corporation;

(f) to encourage and support only those private investments in
less developed friendly countries and areas which are sensitive
and responsive to the special needs and requirements of their
economies, and which contribute to the social and economic
development of their people;

(g) to consider in the’ conduct of its operations the extent to
which less developed country governments are receptive to pri-

(43)
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vate enterprise, domestic and foreign, and their willingness and
- ability to maintain conditions which enable private enterprise to
make its full contribution to the development process;

(h) to foster private initiative and competition and discourage
monopolistic practices;

(i) to further to the greatest degree possible, in & manner con-
sistent with its goals, the balance-of-payments and employment
objectives of the United States;

{j) to conduct its activities in consonance with the activities of
the agency primarily responsible for administering part 1 and
the international trade, investment, and financial policies of the
United States Government; and

(k) to advise and assist, within its field of competence, inter-
ested agencies of the United States and other organizations, both
public and (frivate, national and international, with respect to

projects and programs relating to the development of private
enterprise in less developed countries and areas.
* * * > * * *
INSURANCE

Sec. 234. Investment Insurance and Other Incentive Programs.—
The Corporation is hereby authorized to de the following.

[@ ]Elvestment Insurance.—(1) To issue insurance, upon such
terms and conditions as the Corporation may determine, to eligible
investors assuring protection in whole or in part against any or all of -
the following risks with respect to projects w];}-ich the Corporation has
approved— i

© {a) Investment Insurance (1) The Corporation is authorized to issue
insurance, upon such terms and conditions as the Corporation may
determine, to eligible investors assuring protection in whole or in part
against any or all of the following risks with respect to projects which the
Corporation has approved:

(A) inability to convert into United States dollars ether cur-
rencies, or credits in such currencies, received as earnings or
profits from the approved project, as repayment or return of the
investment therein, in whole or in part, or as compensation for
the sale or disposition of all or any part thereof;

(B) loss of investment, in whole or in part, in the approved
‘project due to expropriation or confiscation by action of a foreign
government; and .

{C) loss due to war, revolution, or insurrection.’ .

[ (2) Recognizing that major private investments in less developed
friendly countries or areas are often made by enterprises in which
there 1s multinational participation, including significant United
States private participation, the Corporation may make such arrange-
ments with foreign governments (including agencies, instrumentali-
ties, or political subdivisions thereof) or with multilateral organiza-
tions for sharing liabilities assumed under investment insurance for
such investments and may in connection therewith issue insurance to
investors not otherwise eligible hereunder: Provided, however, That
liabilities assumed by the Corporation under the authority of this sub-
section shall be consistent with the purposes of this title and that the
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maximum share of liabilities so assumed shall not exceed the pro-
portionate participation by eligible investors in the total project
financing.] . v

(2) Recognizing that major private investments in less developed
friendly countries or areas are often made by enterprises in which there is
multinational participation, including significant United States private
participation, the Corporation may make such arrangements with foreign
governments (including agencies, instrumentalities, or political sub-
divisions thereof) or with multilateral organizations and institutions for
sharing liabilities assumed under investment insurance for such invest-
ments and may in connection therewith issue insurance to investors not
otherwise eligible hereunder, except that liabilities assumed by the Cor--
poration under the authority of this subsection shall be consistent with
the purposes of this title and that the mazimum share of liabilities so
assumed shall not exceed the Corporation’s proportional share as specified
in subsections (a)(4) and (5) of this section.

(3) Not more than 10 per centum of the total face amount of invest-
ment insurance which the Corporation is authorized to issue under this
subsection shall be issued to a single investor.

(4)(A) The aggregate participation of the Corporation as insurer in
res;)pect of the risks referred to in paragraph (1) (A) and (B) of this
subsection under policies issued by the Corporation each year during the
period from January 1, 1976 through December 31, 1979 shall not exceed,
wm any one country, 75 per centum of the value of all insurance in respect of
such risks issued during such year by the Corporation and others to eligible
investors with respect to investments in such country.

(B) It is the intention of Congress that the aggregate participation of the
Corporation as insurer in respect to the risks referred to in paragraph
(1) (A) and (B) of this subsection under policies issued by the Corporation
each year during the period from January 1, 1978 through December 31,
1979 shall not exceed, in any one country, 60 per centum of the value of all
surance in respect of such risks issued during such year by.the Corpora-
tion and others to eligible investors with respect to investments in such
country. If for any reason it is not possible for the Corporation to achieve
this objective, the Corporation shall include in detail, in its appropriate
annual reports, the reasons for its inability to achieve this objective.

(C) The Corporation_shall no longer participate as insurer under
msurance policies issued after December 31, 1979, in respect to the risks
referred to in paragraph (a)(1) (A) and (B) of this subsection unless
Congress by law modifies this paragraph. '

(8)(A) The aggregate participation of the Corporation as insurer in
respect to the risks referred to in paragraph (a)(1)(C) of this subsection
under policies issued by the Corporation each year during the period from
January 1, 1976 through December 31, 1980 shall not exceed, in any one
country, 88% per centum of the value of all insurance in respect of such
risk issued during such year by the Corporation and others to eligible
tnvestors with respect to investments in such country.

(B) It is the intention of Congress that the aggregate participation of the
Corporation as insurer in respect to the risks referred to in paragraph
(@) (1) (O) of this subsection under policies issued by the Corporation each
year during the period from January 1, 1979 through December 31, 1980
shall not exceed, in any one country, 60 per centum of the value of all
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insurance in respect of such risk tssued during such year by the Corpora-
tion and others to eligible investors with respect to investments in such
country. If for any reason it is not possible for the Corporation to achieve
this objective, the Corporation shall include in detail, in its appropriate
annual reports, the reasons for its inability to achieve this objective.

(C) The Corporation shall no longer participate as insurer under
insurance policies issued after December 31, 1980, in respect of the risks
referred to in paragraph (1)(C) of this subsection unless Congress by law
modifies this paragraph.

(6)  Notwithstanding the percentage limitations of paragraphs (4)(A)
and (5)(A) of this subsection, the Corporation may agree to assume lia-
bility as insurer for any policy, or share thereof, that @ private company or
multilateral organization or wnstitution has issued in respect of the risks
referred to in paragraph (1) of this subsection, and neither the execution
of such agreement mor its performance by the Corporation shall be con-
sidered as participation by the Corporation i any such policy for pur-
poses of such limitations.

(7) The Corporation is authorized to tssue, upon such terms and condi-
tions as it may determine, reinsurance of liabilities assumed by other
insurers or groups thereof in respect of risks referred to in section 234(a)
(1). The amount of reinsurance liabilities which the Corporation may
wncur under this paragraph shall not exceed $600,000,000 times the num-
ber of years from the date of enactment of this paragraph, and shall never
exceed $12,000,000,000 in the aggregate. All- such reinsurance shall
require that the reinsured party retain for his own account specified por-
tions of liability so that, before the Corporation s required to make any
reinsurance payment, the reinsured party will absorb in. any one year a
loss equal to at least 50 per centum of the face value of all the insurance it
has outstanding in the country in which it has issued the most insurance
subject to reinsurance by the Corporation. All reinsurance issued by the

Corporation shall be issued in a.business like manner.

© (8) On December 31, 1979, the Corporation shall cease to write or
manage insurance issued after such date in respect to risks referred to in
paragraph (1)(A) or (B) of this section unless Congress by law modifies
this sentence. On December 31, 1980, the Corporation shall cease to write
or manage the direct insurance issued after such date in respect to risks
referred to in. paragraph (1)(C) of this section unless Congress by law
modifies this sentence. It shall thereafter act solely as a reinsurer except to
the extent necessary to manage its outstanding insurance and reinsurance
contracts and subject to the restrictions of paragraph (6) of this subsection
any policies the Corporation assumes when private insurance companies
and multinational organizations and institutions fail to renew their short
term policies. :

(9) For purposes of this section, new policies include renewals and
extensions of policies.

(10) The Corporation is authorized,; subject to the restrictions of para-
graph (8) of this subsection, to make and carry out contracts of coin-
surance and reinsurance, and agreements to associate and share risks,
with insurance companies, financial institutions, or others, or groups
thereof, employing the same, where appropriate, as its agent, or acting
as their agent, in the issuance and servicing of insurance, the adjustment
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of claims, the exercise of subrogation rights, the ceding and accepting
of reinsurance, and in other matters incident to doing an insurance
business, and pooling and other risk-sharing arrangements with other
national or multinational insurance or financing agencies or groups
thereof, and to hold an ownership interest in any association or other
entity established for the purposes of sharing risks under investment
wmsurance. _

(b) Investment Guaranties.—To issue to eligible investors guar-
anties of loans and other investments made by such investors assuring
against loss due to such risks and upon such terms and conditions as
the Corporation may determine: Provided, however, That such guar-
anties on other than loan investments shall not exceed 75 per centum
of such investment: Provided, further, That except for loan investments
for credit unions made by eligible credit unions or credit union associa-
tions, the aggregate amount of investment (exclusive of interest and
earnings) so guaranteed with respect to any project shall not exceed,
at the time of issuance of any such guaranty, 75 per centum of the total
investment committed to any such project as determined by the
Corporation, which determination shall be conclusive for purposes of
the Corporation’s authority to issue any such guaranty: Provided
Further, That not more than 10 per centum of the total face amount
of investment guaranties which the Corporation is authorized to issue
under this subsection shall be issued to a single investor,

{¢) Direct Investment.—To make loans in United States dollars
repayable in dollars or loans in foreign currencies (including, without
regard to section 1415 of the Supplemiental Appropriation Act,
1953, such foreign currencies which the Secretary of the Treasury
may determine to be excess to the normal requirements of the United
States and the Director of the Bureau of the Budget may allocate) to
firms privately owned or of mixed private and public ownership upon
such terms and conditions as the Corporation may determine. The
Corporation may not purchase or invest in any stock in any other
corporation, except that it-may (1) accept as evidence of indebtedness
debt securities convertible to stock, but such debt securities shall not
be converted to stock while held by the Corporation, and (2) acquire
stock through the enforcement of any lien or pledge or otherwise to
satisfy a previously contracted indebtedness which would otherwise
be in default, or as the result of any payment under any contract of
insursnce or guaranty. The Corporation shall dispose of any stock it
may so acquire as soon as reasonably feasible under the circumstances
then pertaining. :

No loans shall be made under this section to finance operations for
mining or other extraction of any deposit of ore, oil, gas, or other
mineral, ' .

{d) Investment Encouragement.—To initiate and support through
financial participation, incentive grant, or otherwise, and on such terms
and conditions as the Corporation may determine, the identification,
assessment, surveying and promotion of private investment oppor-
tunities, utilizing wherever feasible and effective the facilities of private
organizations or private investors: Provided, however, That the Cor-
poration shall not finance surveys to ascertain the existence, location,
extent or quality, or to determine the feasibility of undertaking opera-
tions for mining or other extraction, of any deposit of ore, oil, gas,
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or other mineral. In carrying out this authority, the Corporation shall
coordinate with such investment promotion activities as are carried
out by the Department of Commerce.

(e) Special Activities.—To administer and manage special proj-
ects and programs, including programs of financial and advisory sup-
port which provide private technical, professional, or managerial
assistance in the development of human resources, skills, technology,
capital savings and intermediate financial and investment institutions
and cooperatives. The funds for these projects and programs may,
with the Corporation’s concurrence, be transferred to it for such pur-
- poses under the authority of section 632(a) or from other sources,

public or private. - : ;

Sec. 235. Issming Authority, Direct Investment Fund and Re-

“serves.—(a)(1) The maximum contingent liability outstanding at any
one time pursuant to insurance issued under section 234(a) shall not
exceed $7,500,000,000.

(2) The maximum contingent liability outstanding at any one time
pursuant to guaranties issued under section 234(b) shall not exceed
in the aggregate $750,000,000, of which guaranties of credit umion
investment shall not exceed $1,250,000: Provided, That the Corpora-
tion shall not make any commitment to issue any guaranty which
would result in a fractional reserve less than 25 per centum of the
maximum. contingent liability then outstanding against guaranties
issued or commitments made pursusnt to section 234(b) or similar
predecessor guaranty authority.

(3) The Congress, in considering the budget programs transmitted
by the President for the Corporation, pursuant. to section 104 of the
Government Corporation Control Act, as amended, may limit the
obligations and contingent liabilities to be undertaken under section
234 (a) and (b) as well as the use of funds for operating and admin-
istrative expenses. :

(4) The authority of section 234(a) shall continue until December 31,
1980. However, if the Corporation does not at any time meet the percentage
bLimitations of subsection (a)(4){A4) or (a)(6)(A) of section 234, it shall
cease issuing any new insurance policies on those types of political
risk for which the percentage specified has not been r , except

- eotnsurance and reinsurance policies necessary to meet such limitations.
Upon meeting those limitations, the Corporation may resume issuing
new insurance in accordance with this title.

(b) There shall be established a revolving fund, known as the
Direct Investment Fund, to be held by the Corporation. Such fund
shall consist initially of amounts made available under section 232,
shall'be available for the purposes authorized under section 234(c),
shall be charged with realized losses and credited with realized gains
and shall be credited with such additional sums as may be transferred
to it under the provisions of section 236.

(c) There shall be established in the Treasury of the United States
an insurance and guaranty fund, which shall have separate accounts to
be known as the Insurance Reserve and the Guaranty Reserve, which
reserves shall be available for discharge of liabilities, as provided in
section 235(d), until such time as all such liabilities have been dis-
charged or have expired or until all such reserves have been expended
in accordance with the provisions of this section. Such fund sgall be
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funded by: (1) the funds heretofore available to discharge lLiabilities
under predecessor guaranty authority (including housing guaranty
authorities), less both the amount made available for housing guaranty
pm%;‘&ms pursuant to section 223¢(b) and the amount made available
to the Corporation pursuant to section 234(e); and (2) such sums as
shall be appropriated pursuant to section 235(f) for such purpose. The
allocation of such funds to each such reserve shall be determined by
the Board after consultation with the Secretary of the Treasury. Add:-
tional amounts may thereafter be transferred to-such reserves pursuant
to section 236.

(d) Any payments made to discharge liabilities under investraent
insurance and reinsurance issued under section 234(a) or under similar
predecessor guaranty authority shall be paid first out of the Insurance
Reserve, as long as such reserve remains available, and thereafter out
of funds made available pursuant to section 235(f). Any payments
made to discharge liabilities under guaranties issued under section
234(b) or under similar predecessor guaranty authority shall be paid
first out of the Guaranty Reserve as long as such reserve remains
available, and thereafter out of funds made available pursuant to
section 235(f).

o) There ig hereby authorized to be transferred to the Corporation
at 1ts call, for the purposes specified in section 236, all fees and other
revenues collected under predecessor guaranty authority from Decem-
ber 31, 1968, available as of the date of such transfer.

() There-is hereby authorized to be appropriated to the Corpora-
tion, to remain available until expended, such amounts as may be
necessary from time to time to replenish or increase the insurance and
guaranty fund, to discharge the liabilities under insurance, reinsurance
and guaranties issued by the Corporation or issued under predecessor
guaranty authority, or to discharge obligations of the corporation
purchased by the Secretary of the Treasury pursuant to this sub-
section. However, no ‘?propm&ons to augment the Insurance Reserve
shall be made until the Insurance Reserve is at a level below $285,000,000.
Any appropriations to augment the insurance reserves shall then only be
madé either pursuant to specific authorization enacted after the date of
enactment of the Overseas Private Investment Corporation Amendments
Aet, or to satisfy the full faith and credit provision of section 287{(c). In
order to discharge liabilities under investment insurance, or reinsurance
the Corporation 1s authorized to issue from time to time for purchase by the
Secretary of the Treasury its notes, debentures, bonds, or other obligations;
but the aggregate amount of such obligations outstanding at any one time
shall not exceed $100,000,000 which shall be repaid within one year of the
date of issue. Such obligations shall bear interest at a rate determined by
the Secretary of the Treasury, taking into consideration the current average
market yield on outstanding marketable obligations of the United States o{
comparable maturities during the month preceding the issuance of suc
obligations. The Secretary of the Treasury 1s hereby authorized and directed
to purchase any obligation of the Corporation issued hereunder.

Sec. 236. Income and Revenues.—In order to carry out the pur-
poses of the Corporation, all revenues and income transferred to or
earned by the Corporation, from whatever source derived, shall be
held by the Corporation and shall be available. to carry out its pur-
poses, mncluding without limitation—
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(a) payment of all expenses of the Corporation, including
investment promotion expenses; : ‘

(b) transfers and additions to the insurance or guaranty re-
serves, the Direct Investment Fund established pursuant to sec-
tion 235, and such other funds or reserves as the Corporation may
establish, at such time and in such amounts as the Board may
determine; and

(c¢) payment of dividends, on capital stock, which shall con-
sist of and be paid from net earnings of the Corporation after
gaymfnts, transfers, and additions under subsections (a) and (b)

ereof,

Sec. 237. General Provisions Relating to Insurance and Guaranty
Programs.—(a) Insurance, guaranties and reinsurance issued under
this title shall cover investment made in connection with projects in
any less developed friendly country or area with the government of
which the President of the United States has agreed to institute a pro-
gram for insurance, guaranties or reinsurance.

(b) The Corporation shall determine that suitable arrangements
exist for protecting the interest of the Corporation in connection with
any insurance, guaranty or reinsurance issued under this title, including
arrangements concerning ownership, use, and disposition of the
currency, credits, assets, or investments on account of which payment
under such insurance, guaranty or reinsurance is to be made, and any
right, title, claim, or cause of action existing in cohnection therewith,

(c) All guaranties issued prior to July 1, 1956, all guaranties issued
under sections 202(b) and 413(b) of the Mutual Security Act of 1954,
as amended, all guaranties heretofore issued pursuant to prior guar-
anty authorities repealed by the Foreign Assistance Act of 1969, and
all msurance reinsurance and guaranties issued pursuant to this title
shall constitute obligations in accordance with the terms of such in-
surance, remsurance or guaranties, of the United States of America
and the full faith and credit of the United States of America is hereby
pledged for the full payment and performance of such obligations.

[(d) Fees shall be charged for insurance and guaranty coverage in
amounts to be determined by the Corporation. In the event fees to be
charged for investment insurance or guaranties are reduced, fees to be
paid under existing contracts for the same type of guaranties or in-
surance and for similar guaranties issued under predecessor guaranty
authority may be reduced.% ,

(d) Fees sgall be charged for insurance guaranty and reinsurance
coverage in amounts to be determined by the Corporation. In the event fees
charged for investment insurance guaranties, or reinsurance are reduced,
fees to be paid under existing policys for the same type of insurance
guaranties or remnsurance ismeé} under predecessor guaranty authority
may be reduced. )

(e) No insurance, reinsurance or guaranty of any equity investment
shall extend beyond twenty years from the date of insurance.

(I) No insurance or guaranty issued under this title shall exceed
the dollar value, as of the date of the investment, of the investment -
made in the project with the approval of the Corporation plus interest,
earnings or profits actually accrued on said investment to the extent
Rtr'ovided by such insurance or %uara,nty.

otwithstanding the foregoing, the Corporation shall limit the amount of
direct insurance and reinsurance issued by it under section 234(a) so
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that risk of loss as to at least ten per centum of the total investment of the
ingured or its affiliates in the project is borne by the insured or such
affiliates on the date the insurance vs issued.

L(g) No payment may be made under any guaranty issued pursuant
to this title for any loss arising out of fraud or misrepresentation for
which the party seeking payment is responsible.]

(g9) No payment may be made under any guaranty insurance or rein-
surance tssued pursuant to this title for any loss arising out of fraud or
misrepresentation for which the party seeking payment 1s responsible.

(b) Insurance, reinsurance or guaranties of a loan or equity invest-
ment of an eligible investor in a foreign bank, finance company, or
other credit institution shall extend only to such loan or equity invest-
ment and not to any individual loan or equity investment made by
such foreign bank, finance company, or other credit institution.

(i) Claims arising as a result of insurance, reinsurance or guaranty
operations under this title or under predecessor guaranty authority
may be settled, and disputes arising as a result thereof may be arbi-
trated with the consent of the parties, on such terms and conditions
as the Corporation may determine. Payment made pursuant to any
such settlement, or as a result of an arbitration award, shall be final
and conclusive notwithstanding any other provision of law.

() Each guaranty contract executed by such officer or officers as
may be designated by the Board shall be conclusively presumed to be
issued in compliance with the requirements of this Act.

(k) In making a determination to issue insurance, guaranties or
reinsurance under this title, the Corporation shall consider the possible
adverse effect of the dollar investment under such insurance, guaranty

-or revnsurance upon the balance of payments of the United States.

Sec. 238. Definitions.—As used in this title—

(a) the term ‘“‘investment”’ includes any contribution of funds,
commodities, services, patents, processes, or techniques, in the
form of (1) a loan or loans to an approved project, (2) the pur-
chase of a share of ownership in any such project, (3) participa-
tion in royalties, earnings, or profits of any such project, and (4)
the furnishing of commodities or services pursuant to a lease or
other contract.

(b) the term “expropriation’” includes, but is not limited to, any
abrogation, repudiation, or impairment by a foreign government
of its own contract with an investor with respect to a project,
where such abrogation, repudiation, or impairment is not caused
by the investor’s own fault or misconduct, and materially ad-
versely affects the continued operation of the project;

(c) the term “eligible investor” means: (1) United States
citizens; (2) corporations, partnerships, or other associations
including nonprofit associations, created under the laws of the
United States or any State or territory thereof and substantially
beneficially owned by United States citizens; and (3) foreign
corporations, partnerships, or other associations wholly owned by
one or more such United States citizens, corporations, partner-
ships, or other associations: Provided, however, That the eligibility
of such foreign corporation shall be determined without regard to
any shares, in aggregate less than 5 per centum of the total issued
and subscribed share capital, held by other than the United States
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owners: Provided further, That in the case of any loan investment
a final determination of eligibility may be made at the time the
Insurance or guaranty is issued; in all other cases, the investor
must be eligible at the tire a claim arises as well as at the time
the insurance or guaranty is issued; and

(d) the term ‘‘predecessor guaranty authority’’ means prior
guaranty authorities (other than housing guaranty authorities)
repealed by the Foreign Assistance Act of 1969, section 202(b)
and 413(b) of the Mutual Security Act of 1954, as amended, and
section 111(b)(3) of the Economic Cooperation Act of 1948, as
amended (exclusive of authority relating to informational media
guaranties.)

Sec. 239. General Provisions and Powers.—(a) The Corporation
shall have its principal office in the District of Columbia and shall be
deemed, for purposes of venue in civil actions, to be resident thereof.

(b) The President shall transfer to the Corporation, at such time as
he may determine, all obligations, assets and related rights and re-
sponsibilities arising out of, or related to, predecessor programs and
authorities similar (o those provided for in section 234 (a), (b), and
(d). Until such transfer, the agency heretofore responsible for such
predecessor programs shall continue to administer such assets and
obligations, and such programs and activities authorized under this
title as may be determined by the President. On December 31, 1579,
the Corporation shak cease operating the program authorized by sections
234 (b) through (e) and section 240. Thereufter, the President is authorized
to transfer such programs, and all obligations, assets and related rights,
and responsibilities arising out of, or related to, such programs to other
agencies of the United States. Thereafter these programs shall be timited
to countries uith per capit tncome of $450 or lfss n 1978 dellars.

{(¢) The Corporation shall be subject to the applicable provisions
of the Government Corporation Control Act, except as otherwise
provided in this title. .

(d) To carry out the purposes of this title, the Corporation is au-
thorized to adopt and use a corporate seal, which shall be judicially
noticed; to sue and be sued in its corporate name; to adopt, amend,
and repeal bylaws governing the conduct of its business and the per-
formance of the powers and duties granted to or imposed upon it by
law; to acquire, hold or dispose of, upon such terms and conditions as
the Corporation may determine, any property, real, personal, or mixed,
tangible or intangible, or any interest therein; to invest funds de-
rived from fees and other revenues in obligations of the United States

. and to use the proceeds therefrom, including earnings and profits, as
it shall deem appropriate; to indemnify directors, officers, employees
and agents of tI})xe Cl())rporation for liabilities and expenses incurred in
connection with their Corporation activities; to require bonds of offi-
cers, employees, and agents and pay the premiums therefor; notwith-
standing any other provision of law, to répresent itself or to contract
for representation in all legal and arbitral proceedings; to purchase,
discount, rediscount, sell, and negotiate, with or without its endorse-
ment or guaranty, and guarantee notes, participation certificates, and
other evidence of indebtedness (provided that the Corporation shall
not issue its own securities, except participation certificates for the
purpose of carrying out section 231(c)); to make and carry out such
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contracts and agreements as are necessary and advisable in the conduct
of its- business; to exercise the priority of the Government of the
United States in collecting debts from bankyupt, insolvent, or dece-
dents’ estates; to determine the character of and the necessity for its
obligations and expenditures, and the manner in which they shall be
incurred, allowed, and paid, subject to provisions of law specifically
applicable to Government corporations; and to take such actions as
may be necessary or appropriate to carry out the powers herein or
hereafter specifically conferred upon it.-

- {e) The Auditor-General of the Agency for International Develop-
ment (1) shall have the responsibility for planning and directing the
execution of audits, reviews, investigations, and inspections of all
phases of the Corporation’s operations and activities and (2) shall con~
duct all security activities of the Corporation relating to personnel and
the control of classified material. With respect to his responsibilities
under this subsection, the Auditor-General shall report to the Board.
The agency primarily responsible for administering part I shall be
reimbursed by the Corporation for all expenses incurred by the
Auditor-(General in connection with his responsibilities under this
. subsection. ~ : ~ ,

() In order to further the purposes of the Corporation there shall
be established an Advisory Council to be composed of such representa-~
tives of the American business community as may be selected by the
Chairman of the Board. The President and the Board shall, from time
to time, consult with such Council concerning the objectives of the
Corporation. Members of the Couneil shall receive no compensation for
their services but shall be entitled to reimbursement in accordance
- with section 5703 of title 5 of the United States Code for travel and

other expenses incurred by them in the performance of their functions:
under this section. : ' , S ‘

L(g) Except for the provisions of this title, no other provision of
this or any other law s}ln)aﬂ be construed to prohibit the operation in
Yugoslavia or Remania of the programs authorized by this title, if
the President determines that the operation of such ‘program in such
-country is important to the national interest.] o

Sec. 240. Agricultural Credit and Seif-Help Community Devel-
opment Projects.—(a) It is the sense of the Congress that in order
to stimulate the participation of the private sector in the economic
development of less developed countries in Latin America, the author-
ity conferred by this section should be used to establish pilot programs
in not more than five Latin American countries to encourage private
banks, credit institutions, similar private lending organizations, coop-
eratives, and private nonprofit development organizations to make
loans on reasonable terms to organized groups and individuals residing
in a community for the purpose of enabling such groups and individ-
uals to carry out agricultural eredit and self-help community devel-
opment projects for which they are unable to obtain financial assistance
on reasonable terms. Agricultural credit and assistance for self-
help community development projects should include, but not be lim-
ited to, material and such projects as wells, pumps, farm machinery,
improved seed, fertilizer, pesticides, vocational training, food industry
development nutrition projects, improved breeding stock for farm
animals, sanitation facilities, and looms and other handicraft aids.
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(b) To carry out the purposes of subsection (a), the Corporation
is authorized to issue guaranties, on such terms and conditions as it
shall determine, to private lending institutions, cooperatives, and pri-
vate nonprofit development organizations in not more than five Latin
American countries assuring against loss of not to exceed 25 per
centum of the portfolio of such loans made by any lender to organized
groups or individuals residing in a community to enable such groups
or individuals to carry out agricultural credit and self-help commu-
nity development projects for which they are unable to obtain financial
assistance on reasonable terms. In no event shall the liability of the
United States exceed 75 per centum of any one loan.

(¢) The total face amount of guaranties issued under this section
outstanding at any one time shall not exceed $15,000,000. Not more
than 10 per centum of such sum shall be provided for any one institu-~
tion, cooperative, or organization. '

(d) The Inter-American Social Development Institute shall be
consulted in developing criteria for making loans eligible for guaranty
coverage under this section. ‘

(e) '%he guaranty reserve established under section 235(c) shall be
available to make such payments as may be necessary to discharge
liabilities under guaranties issued under this section.

(f) Notwithstanding the limitation contained in subsection (c¢) of
this section, foreign currencies owned by the United States and deter-
mined by the Secretary of the Treasury to be excess to the needs of
the United States may be utilized to carry out the purposes of this
section, including the discharge of liabilities incurred under this sub-
section. The authority conferred by this subsection shall be in addition
to authority conferred by any other provision of law to implement
guaranty programs utilizing excess local currency.

(g) The Corporation shall, on or before January 15, 1972, make a
detailed report to the Congress on the results of the pilot programs
established under this section, together with such recommendations as
it may deem appropriate.

[(IEI) The authority of this section shall continue until December 31,

:1974,

Sec. 240A. Reports to the Congress.—(a) After the end of each
fiscal year, the Corporation shall submit to the Congress a complete
and detailed report of its operations during such fiscal year.

L[(b) Not later than March 1, 1974, the Corporation shall submit to
the Congress an analysis of the possibilities of transferring all or part
of its activities to private United States citizens, corporations, or other
associations.]

®) Not later than January 1, 1976, the Corporation shall submit
to the Congress an analysis of the possibilities of transferring all of its
activities to private insurance companies, multilateral organizations
and institutions, or other entities.



VI. MINORITY VIEWS

We agree that the objective sought by the Committee’s majority to
increase the participation of private imsurers in the OPIC invest-
ment insurance program is worth while and should be pursued. How-
ever, the bill recommended by the Committee’s majority would not
achieve this objective. On the contrary, it would discourage private
insurance companies from participating on the scale and terms re-
quired, thereby ensuring the early termination of the investment in-
surance program rather than transforming it into an effective private
enterprise. . .

The OPIC insurance program has bolstered the competitive posi-
tion of the U.S. while complementing our official development assist-
ance programs. In more than two decades of operation under OPIC
and predecessor agencies, the insurance program has earned more in
user premium payments than it has spent in claims payments and
operating costs. Despite theories to the contrary, it has mitigated
rather than caused inter-governmental political conflict over the ex-
propriation of U.S. investments.

Vge are dealing with a complex and technical subject, involving
many millions of dollars of investment in numerous developing coun-
tries. The creation of a government-business partnership is not sus-
ceptible to a rigidly constructed legislated mandate, based upon rather
limited and inadequate hearings on some of the sensational aspects of
U.S. foreign investment in developing countries. Sensationalism must
not be permitted to obscure or to distract from substantive fact and
constructive policy in so vital a matter.

The majority does not advance its proposal as a promising idea to
be tested, but as a fiat, enforced by the threat of automatic termination
of the program. The majority rejects the course of cautious experi-
mentation. toward private participation, which was urged both by
Executive Branch witnesses and several insurance industry
representatives.

While we share the majority’s hope that a partnership of the gov-
ernment and the private insurance industry can be made to work in
the overseas investment field, as in several domestic fields, we cannot
see how the hope could be realized under the conditions the Commit-
tee’s majority have prescribed. There is no assurance, for example,
that the private insurance companies will make the long-term com-
mitments that long-term investment requires. Nor is there assurance
that the private insurers will accept more than a small fraction of the
risks now taken by OPIC. Hence to condition the continuance of
OPIC on these uncertainties is tantamount to an early death.

The potential cost of early termination, we believe, has not been
fully considered in the majority’s approach. To cripple or destroy the
OPIC investment insurance program would be costly to both the
United States and developing countries. It would reduce U.S. private
investment and its developmental benefits in these countries. This

(55)
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would be a needless additional blow to poor countries already reeling
from increased import bills for oil, petrochemicals, and food, burdens
which threaten to exceed their total foreign aid receipts. It would be
equally unwise to weaken this instrument of our foreign economic
policy now when our own growing needs for raw materials may re-
quire new and innovative investments in developing countries.

The Committee majority’s proposals are based upon negative views
of overseas private investment, in general, and OPIC, in {)articular,
contained in the report of its Subcommittee on Multinational Corpora-
tions. We must disassociate ourselves from certain of its findings and
recommendations. We do not believe the evidence presented at the
hear}ilngs and from other sources suppert several of the conclusions
reached. : :

The main issues as outlined in the majority report, are these:

I. Does THE INVESTMENT INSURANCE PRoGRAM Assist EcoNoMIC
DreveropmenT IN THE LEess-Deverorep CouNTRIES? '

The question breaks down into two issues: (a) does the insurance
program constitute a significant incentive to corporate investment
abroad? (b) does foreign private investment assist the economic de-
velopment of the low-income countries ? . :

A. As to the first issue, the Subcommittee’s report contends that
OPIC insurance is a very marginal factor in the investment decision-
making process. ORIC officials and other witnesses speaking on behalf
of the investing corporations testified that many significant invest-
ments would not have occurred if OPIC insurance or financing had not
been available. In generalizing, witnesses repeatedly stated that OPIC
insurance was an important factor in many investment decision-
making cases, sometimes a crucial factor and sometimes a minor
consideration. ,

Paul Oreffice, Financial Vice-President of the Dow Chemical Cor-
poration, testified : “We did not malke investments because A.LD. (now
OPIC) insurance was available, but ¢f A.I.D. insurance had not been
available, we probably would not have made the investments.” (Em-
phasis added. See Subcommittee hearings on OPIC, Part 3, page
326.

A) 1971 Business International survey found that 93% of the re-
sponding companies said investment insurance was either necessary
or desirable, including 46% who believed that insurance was essential
for their decisions to 1nvest in less-developed countries.

Evidence that insurance is important is the fact that OPIC’s pre-
miums are equal to 10 to 15% of expected annual return of investment ;
it follows that if corporate officials decide to pay these high premiums
it is because they consider the insurance important. OPIC’s insurance
premiums are relatively expensive; in fact, three times that of OPIC’s
Japanese and German counterparts. ;

Historically, there is no doubt that investment insurance had a
ground-breaking role in encouraging U.S. companies to go into Korea
and Indonesia. This is being repeated in newer countries today. Thus,
we believe OPIC’s program clearly does constitute a significant in-
centive to Investment. _

B. The second sub-issue is: Does foreign private itnwestment pro-
mote the development of the low-income countries?
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Secretary of State Henry Kissinger pointed out in a letter to the
Subcommittee on Multinational Corporations: :

Our review thus far has reaffirmed our belief that private
foreign investment contributes vitally to the international de-
velopment process. The Subcommittee has surely had access
to the Pearson and Peterson Reports and to the many other
reports sustaining this belief from the UN, the World Bank,
and the OECD as well as U.S. Government studies.

The Committee received considerable testimony that private invest-
ment is an important contributor to development. Yet the report fails
to record this fact. Moreover, the report misconstrues the findings of
the General Accounting Office on this subject.

The Subcommittee report leaves the impression that there was great
doubt about whether foreign investment contributes to development
largely, it seems, on the theory that foreign private investment does not
sufficiently aid the poorest citizens of the developing countries. We
would not argue that private foreign investment can be a substitute for
foreign aid, or can accomplish miracles in the face of maladministra-
tion and subsisténce agriculture. But it is a highly useful complement
to other forms of aid. Public aid for agricultural development, for
example, cannot be fully effective without complementary inputs of
fertilizer, tools, and hybrid seeds, all the products of private enter-
prise. For example, Dean Peter Gabriel of Boston University testi- -
fied: “To the extent therefore, that industrialization in the less-de-
veloped countries depends on private resources and capabilities from
abroad, private investment has a vital function to perform and should
be encouraged.”? '

OPIC subjects each project to a detailed analysis of its develop-
mental impact on the host country. The GAO study ? applied OPIC’s
development analysis criteria, adopted in mid-1972, to 17 projects
which were insured before the adoption of the criteria. The GAO
study gave these old projects a total of 64 “good” or “acceptable” rat-
ings as compared with 24 “adverse” ratings on various development
impact factors.

We note, too, that the Congressional Research Service (CRS) re-
port ® (page 25), states that “the U.S. program shows all the charac-
terists of the ‘development-oriented’ approach.” The CRS report said
(page 53) :

It should be noted that while the trend is in the direction of
low-risk projects, both the insurance and finance programs
still do have substantial developmental impact. OPIC offi-
cials are required to submit detailed developmental effects
statements with every insurance or finance project involvin
$1 million or more of OPI(’s money. These statements, whic
are obtained from the applicant and other sources, include the
following categories: Koreign exchange, domestic revenue,
tariff protection on products, local capital mobilization, local

tina aub’se&;gnt letter to OPIC, the gubstance of which was made part of the Committee
record, Dean riel said, “I, for one, continue to believe that the foreign private corpora-
tion has an absolutely vital function to perform in the grocess of economic development.”

2 General Accounting Office Study of July 16, 1973, entliled “Management of Investment
Insurance, Loan Gunarantees, and Claim Payments by the Overseas Private Investment
Coar%oration." -

ongressional Research Service report of September 4, 1973 entitled *The Overseas
Private Investment Corporation: A Critical Analysis.”
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market prices of the products, effect on existing local produ-
cers of the products, effect on local suppliers and/or down-
stream industries, and employment and skill creation. A%
projects require host government approval, which includes
an assessment by the host government of the project’s eco-
nomic-tmpact. From January 1971 to May 1973, eight proj-
ects worth $3.1 million were rejected by OPIC because they
lacked proper development effects for the host country. Thir-
teen worth $5.6 million were rejected because they lacked host
country approval. (Emphasis added)

It is instructive to note the findings of the House Subcommittee on
Foreigh Economic Policy in this question: “A ‘general consensus
among the witnesses who testified before the Subcommittee, and among
the individuals interviewed by the Subcommittee’s study mission was
that the bulk of private foreign investment can and does comprise a
useful development tool, but that the type of investment, and the
terms and conditions of such investment in the future will have to take
account of strongly held views in the developing countries.”

It is an important fact that OPIC is selective—the program weeds
out undesirable projects that might be harmful to the interests of
developing countries, to U.S. employment and our balance-of-pay-
ments. Thus, the program not only constitutes a significant incentive
for projects selectively approved; it also constitutes a significant
disincentive Tor projects denled coverage. , _

We conclude that the weight of the evidence clearly indicates that
private investment generally contributes to the development of poorer
cogntries, and is a valuable complement to government-to-government,
aid.

‘I1. Dors THE EXISTENCE OF THE INVESTMENT INSURANCE PROGRAM
ApyMINISTERED BY (GGOVERNMENT OR QUASI-GOVERNMENT AGENCIES
Leap 10 A GrEATER DEGREE OF INVOLVEMENT ON THE PART OF THE
UNiTED STATES IN THE INTERNAL PoriTicar. Arratrs oF THose

" CouNTRiEs ¢

The Subcommittee’s affirmative answer to this question seemed to
be based on logic, i.e., the greater the financial stake of the U.S. Gov-
ernment through its insurance program, the greater its potential in-
volvement. In fact, the weight o%rthe evidence supports just the
opposite conclusion.

Witnesses before both the Senate Subcommittee and the House Sub-
committee on Foreign Economic Policy testified that one of OPIC’s
principal benefits is that it provides a practical mechanism for resolv-
Ing investment disputes without involving the U.S. Government.
OPIC has settled or paid nearly twenty claims in Chile without any
government-to-government confrontation. The confrontation that has
arisen in Chile involved major Anaconda and Kennecott equity hold-
ings not insured by OPIC.

The most prolonged international confrontation over an expropria-
tion has been the International Petroleum Corporation case n l}’)eru,
not insured by OPIC.
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OPIC insurance, depoliticizes disputes and focuses attention on fi-
nancial matters. OPIC has shown its ability to reduce emotional,
highly-charged situations into businesslike negotiations yielding posi-

_ tive results. Most investors provide OPIC with an early warning of
potential problems, and consult frequently with OPIC during the
company’s negotiation with the local government. This contractual
relationship between OPIC and the insured investor is unique, and
has had an important impact on investment disputes.

Even without insurance, the U.S. Government has both a financial
stake (through the 48% tax deduction for uninsured losses due to war
or expropriation) and a political interest in foreign investments by
U.S. companies. In his testimony before the Subcommittee, Deputy
Assistant Secretary of State Robert Hurwitch noted in reference to
investments insured by OPIC’s predecessor, A.LD. in Jamaica:

I think it is entirely unrealistic to believe that were there
not insurance in Jamaica and $500 million worth of United
States company bauxite were nationalized, that the United
States would not get involved.

Regarding Jamaica, we believe the majority draws séveral incor-
rect conclusions regarding the operation of investment insurance in
that country. From these conclusions it has come to some generaliza-
tions about OPIC which we believe are unjustified.

(1) The report labels as “a major political issue between the United
States and the Jamaican (Government” a question which in fact was
never an issue between the two governments. The hearing record
points out that it was an issue between the Ambassador and OPIC.
The “issue” was the result of a misunderstanding since the Ambassa-
dor failed to realize that if OPIC did write any new insurance for
Reynolds on a small ($8 million) bauxite project OPIC would reduce
Reynolds’ existing coverage. It 1s incorrect to imply that OPIC’s in-
surance or activities were the source of strain or disputes in U.S.-
Jamaican relations.

(2) The report charges that OPIC insurance “led” the former °
Ambassador into “the internal politics of Jamaica.” Since the report
acknowledges that if no insurance existed, the U.S. Ambassador would
of course be “concerned about a half a billion dollars of investments
by U.S. companies,” it is not clear why OPIC is held responsible for
what the Ambassador did on his own initiative, with neither State
Department nor OPIC approval. The terms he used in pursuing his
objectives were repudiated by the Department of State witness at the
hearings, who made clear that it is not U.S. policy to intervene or
threaten to intervene in the internal political affairs of a foreign
country in defense of U.S. investment. A professional diplomat would
have avoided this Ambassador’s alleged actions. It is grossly unfair
to draw sweeping conclusions about OPIC or U.S. policy from his
remarks.

Further, it is important to compare the likely difference between
the actions of an insured investor and uninsured investor in respond-
Ing to an expropriation. In the case of the uninsured investor. there
18 no prescribed and orderly procedure to follow in attempt,ing to



- 60

resolve the dispute. Such an uninsured investor is likely to complain
to the local U.S. Embassy, the State Department, and Members of
Congress demanding that somebody take action to protect him.

OPIC, however, has a specialized staff and the financial resources to
help negotiate settlements in a business-like and quiet way. As the
CRS report pointed out (page 97) : “A public corporation can main-
tain a low profile, while State Department management of the prob-
lem elevates it to the diplomatic level.” , '

We agree with the conclusion of the CRS report (page 99) :

Perhaps OPIC’s greatest asset is its ability to assist the de-
veloping country and the multinational corporation in the
final settlement of investment disputes by translating the
investiment dispute into a new mutually acceptable business
arrangement, '

This point was made again on page 2 of the CRS report: “OPIC
plays a beneficial role, primarily, in the negotiation of investment
disputes.” . "

It should also be noted that the Subcommittee on Foreign Eco-
nomic Poliey of the House Committee on Foreign Affairs agreed with
this conelusion: \

The Subcommittee concurs with the consensus reached dur-
ing its investiﬁation of OPIC, that OPIC does exercise a posi-
tive effect in the settlement of investment disputes. Primarily,
the contractually established procedures which U.S. corpora-
tions must follow tend to depoliticize the investment dispute
through insu}ating the U.S. Government by keeping the in-
vestor out in front.

Thus, it seems to us that the Report has misconstrued or overlooked
evidence clearly contrary to its conclusions. The record shows that
OPIC’s role in averting and settling investment disputes has been
a most striking achievement. - . o
OPI1(’s Financial Condition -

The report suggests that OPIC is on the “brink of insolvency.” This
statement is not borne out by a realistic look at the facts.

Barring an unforeseen catastrophic situation, OPIC reserves and
anticipated revenues should provide financial stability over the long
haul. As of December 31, 1973, OPIC had approximately $190 million
available for the payment of insuranee claims. In addition, OPIC’s net
income is now almost $30 million a year.

The bulk of the claims and guaranties outstanding is represented
by two claims OPIC has denied and which will be arbitrated : Ana-
conda’s claim for $154 million, and ITT’s claim for $92.5 million, both
Chile cases. : .

Although OPIC has guaranteed claims settlements to the extent of
about $120 million, the settlements primarily involve guaranties by
OPIC of obligations of foreign governments to make payments to
U.S. investors whose praperty has been expropriated, and while some
defanlts may be possible, there is no reason to assume at this point
that these foreign government obligations will not be met.
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Present claims outstanding amount to only abont $20 million.
OPIC’s financial condition as of December 31, 1973, showed a positive
balance of over $161 million as summarized in the followmg table:

- TaBLE A. —-—Imara«nce program—Income and disbursemenis from inception through
December 31, 1973

[In miilions of dollars]

Premiums and fees (net of reinsyrance costs) :
Inception to June 30,
Fiscal year 1970
Fiseal year 1971
Fiscal year 1972
Fiscal year 1973
Fiscal year 1874 (through Dec. 31, 1973)

100 TR

Total _ 189.2
Interest: Earned on premimns Jan, 1 1970-Deec. 31, 1973 18. 6
Total receipts...... , 207. 8
- :

Disbursements: -
Net claimg paid - '29.3
Estimated administrative expenses 17,0
Total ; : 48.3
Excess receipts over disbursements . A 5161.5

1 QPIC holds %27 .7 million in asnets as the result of these claims payments,
2 Bstimated at 8 percent of gross in tfuru.ltt(:e income,
3 Does not include OPIC appropriatio

Thus, we must reject the Committee majority's suggestxon that
OPIC 1is insolvent. For this to be true, seversl extraordinary and
unlikely events would have to take place. It would appear that recent
U.S.-Chilean negotiations have improved the prospect of compensa-
tion for U.S. firms there. The accompanying Table B prepared by
OPIC at our request illustrates the status of OPIC’s reserves and sur-
plus under a variety of assumptions. Even under the least likely set of
assumptions (alternative four), OPIC still remains a vmzble institu-
tion financially.

TABLE B.wCOMfoATION‘ OF AVMLABLEVRESERVES AND SURPLUS
[ milliens o dollars]

Alternative—
1 2 3 4
Fiseal y’eat )
- eeemmn— . - - 186 12 157
]9? ........................................... - 218 184 154 31
1978 . - 245 201 1 33
1977 216 219 159 36
1978..... 201 126 3
1979 33 228 138 15
1980 r e 366 2 150 7
}%zl """ 426 ¥ i 51
1983 456 1 7
Assumptions: o
Full recourse to OPIC under settloment guarantiss
mate s of June 30, 1973 No s Yas Yes
Net revenue at Yes (5] “Yes Yes

Claims payable ot $15,000,000 ¥ N g
50 percent arbitration claims paya le in fiscal year lB?d- . No No No ’ Yes
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OPIC and the Balance of Payments -

The Subcommittee report implies that U.S. private investment en-
couraged by OPIC adversely affects the U.S. balance of payments. Of
course, there is an immediate outflow of dollars when some U.S. invest-
ments occur. Other investments may involve only offshore funds or ex-
govts of U.S. goods. However, in the long term such investments pro-

uce a strongly positive net- benefit to the U.S. economy. Various
reports support this statement: :

(1) U.8. Tariff Commission report to the Senate Finance Commit-
tee. It found, for all U.S. foreign investments, a positive impact of
$3.85 billion on the U.S. balance-of-payments, and a net gain of about
500,000 domestie jobs. ‘

(2) Harvard Business School. It found that manufacturing invest-
ments in the less-developed countries cause a net positive impact of
ﬁ[:?(g) l_ni}ilion on the U.S. galance—oﬁpayments and a net gain of 120,000

.S. jobs. : » ‘ :
B (3)-J The CRS report (page 3). It found that “OPIC already has
substantial beneficial effects on both the balance-of-payments and the
employment sitnation.”

In March, 1972, just over a year after its founding, OPIC adopted
a rigorous set of guidelines for analyzing the economic benefits of a
proposed project on U.S. employment and on the U.S. balance-of-
payments. OPIC’s record should be reviewed by looking at cases de-
cided subsequent to this significant olicy change of March, 1972.

The CRS%{eport notes (page 77) &at, “In its application screening
process, OPIC is particularly anxious not to grant insurance to cer-
tain types of investments which could be harmful to the U.S. domestic
industrial structure. Projects which require high amounts of third-
country %rocurement, or which may help encourage so-called runaway
plants whose ouput is likely to be exported in substantial competition
with present United States production causing possible domestic em-
ployment displacement as well), are closely scrutinized.” :

The CRS Report (pages 79-80) examined ten OPIC projects at
random and found that they caused a $127 million positive U.S. capi-
tal and trade flow:

In order to present a general, although inexact, picture of
the direct resulits of OPIC supported foreign investment, a
survey contained in table IT analyzes the balance-of-payments
and employment effects of 10 of the largest issues of risk in-
surance approved by OPIC in fiscal year 1972, Together these
10 companies making investments in nine different countries
accounted for two-thirds of all OPIC risk insurance issued in
that year. This sample may be considered fairly representative
since it represented investments in various types of manu-
facture, mineral extraction, and service industries. Using the
formula devised by OPIC and discussed above, these 10
investments should, over a 5-year period, result in a combined
positive trade and capital flows effect for the U.S. balance of
payments of nearly $127 million and create over 3,100 domes-
tic jobs, as well as significantly helping to develop resources
and to improve economic conditions within the host country.
It must noted, too, that these figures probably under-
estimate the total effect, since they do not take account of
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possible U.S. indirect exports resulting, or of capital earnings

returning to other U.S. investors besides the one insured by

OPIC. , ‘ :
TapLe I1L—U.8. effects of 10 of the largest foreign investments insured by OPIC?

» 1. U.S. trade effects: :

Original U.S. procurement +4-73, 115, 000
Exports of production inputs. +42, 850, 000
Over § years 4116, 965, 000
Exports to United States : . —b, 600, 000
U.S. exports displaced —400, 000
Total -6, 000, 000

Total positive trade effects over § years  (equals 2,455 )
man-years) . 4110, 965, 000

2. U.S. financial flows:

Return capital flows over § years -+-50, 835, 000

Original U.8. investment —34, 095, 000

Total positive capital fiows over § years (equals 662
man-years) i 416, 740, 000

3. Total positive balance of payment effects (3,117 man-years) __ 41286, 705, 000
1 Figures compiled from OPIC files made available to the Congressional Research Service.

"~ More evidence that OPIC helps the U.S. economy was provided in
the GAO Report to the Subcommittee. The GAO concluded that: “We
believe that the more recent OPIC procedures if properly imple-
mented, should provide reasonable assurance that U.S. interests are
protected.”

The record of the hearings and independent studies show that OPIC
programs significantly contribute to our country’s economic progress
and improved competitiveness overseas. N

OPIC’s Impact on U.S. Employment

The Subcommittee report expresses concern that OQPIC is not mak-
ing careful enough assessment of the impact of its investments on U.S.
employment. Our findings on the contrary suggest that the great bulk
of investments insured by OPIC are unquestionably beneficial to the
U.S. economy and employment. This is clearly true of investments in
local service operations and manufacturing to serve local or regional
{)narkets that cannot be reached competitively from a U.S. production

ase.

OPIC has taken steps to ensure that its programs will increase,

rather than decrease, U.S. employment. It examines the prospective
impact of an investment on U.S. employment and the U.g. balance-
of-payments in considering whether to insure it or not.
Two policies guide OPIC’s screening of “runaway plant” projects:
(1) ﬁe runaway industries’ policy, which includes the requirement
of a letter from an applicant in cases where an issue of a possible run-
away plant is raised, which letter indicates that the firm will not re-
export to the United States in significant amounts.

(2) OPIC’s U.S. economic impact analysis guideline requires that
in any case where there may be significant exports to the United States
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(in the case of particularly sensitive fields such as textiles, shoes, or
consumer electronics this means any exports), there be a strong show-
ing of offsetting benefits to U.S. employment and U.S. balance of
payments. ‘

As we have noted, in March 1972, OPIC initiated new, more strin-
gent procedures to determine the impact of OPXC-assisted investments
on the U.S. economy. In fact, a statement to the Subcommittee by the
AFL~CIO made a number of recommendations which had in fact al-
ready been adopted by OPIC as part of its March 1972 guidelines.

The CRS and the GAO concluded that OPIC has taken steps suffi-
cient to protect the special interests of U.S. labor. In fact, as we have
said, one of the primary virtues of the OPIC program is its ability to
be selective and to deny assistance to projects which would be harmful
to the United States or to the developing countries. We also note that
the proposed Committee bill amends OPIC’s statute to require the Cor-
poration to take inte account the U.S. employment effects of invest-
ments which it assists. This provision should meet the special interests
of U.S. labor, which also has a seat on OPIC’s Board of Directors.

Insurance of Investment in Eastern European Countries

The majority report recammends that QPIC’s suthority to operate
in Yugoslavia and Romania be repealed. This authority was just en-
acted in 1972, and its repeal only two years after it was added would
disrupt the successful trade and diplomatic initiatives achieved by the
U.S. Government with these two countries.

The recommendation is based on two inaccurate assumptions: (a)
that Yugoslavia and Romania should not be considered less developed
countries, and (b) that through OPIC’s insurance the U.S, Govern-
ment is guaranteeing compliance by Communist governments with
their contracts with U.S. investors. In fact under guidelines used by
OPIC and others, such as the World Bank and the European Econom-
ic Community, for determining whether a country is less-developed,
both Yugoslavia and Romania qualify. One of OPIC’s LDC criteria
is a per capita GNP of $1,000 or less. IMF computations indicate that
the 1972 per capita GNP in Yugoslavia was $585 and in Romania ap-
proximately $800.

Further, investments OPIC insures in these countries will no¢ typi-
cally be contracts with the governments. The Subcommittee report
reflects a misunderstanding of the investment laws of these countries.
Enterprises in which foreign investment is insured in Yugoslavia and
Romania are assured of legal autonomy from the State and OPIC’s
insurance will operate in these countries essentially as it does in other -
less-developed countries.

Of 20 companies investing or planning investments in Yugoslavia,
16 have already applied for OPIC insurance.

OPIC and the United States Taxpayers

Contrary to implications of the Subcommittee Report, OPIC’s pro-
gram makes a great deal of sense from the U.S. taxpayer’s point of
view. Simple arithmetic and logic show that OPIC insurance can
‘save the U.8. taxpayer money in the event of an uncompensated ex-
propriation suffered by an American company.



65

During the hearings of the Subcommittee, Senator Percy asked the
following question og Mr. Stanford Rosg, former Assistant Tax Legis-
lative Counsel, Department of the Treasury: “Under what conditions -
can & firm claim an ordinary loss deduction for an expropriated prop-
erty? Can this loss be claimed if the property is covered by an (S)PI%
contract for the amount of the loss?” Mr, Ross replied as follows:

No; the tax code allows losses only to the extent there is
no insurance recovery. Therefore, if, say, there is a million
dollar loss and OPIC provides $800,000, the tax loss is re-
duced to $200,000. If you follow through on that example,
let’s say the tax loss produces a 50 percent tax benefit, then
you wounld get another $100,000 back and your own—the
company’s net loss out of pocket would be on the order of
$100,000 instead of a million. In that example if there had
been no OPIC insurance the million dollar loss would have
produced $500,000 of tax benefits and there would have been
a $400,000 net economic loss sustained. :

Now, the difference between the five hundred, that would -
have happened in terms of tax recovery, that $400,000 could
be considered a situation in which the OPIC loss has saved
tax revenue and not entirely a cost of the OPIC program as
long as the tax laws are as they are.

We conclude that it is far better from the taxpayer’s point of view
for OPIC to reimburse U.S. investors for expropriation losses out of
a pool to which they themselves have contributed and built up, than
for the taxpayers to bear the brunt of the loss through a tax write-off.

The Private Insurance Alternative :

The Committee’s bill is unnecessarily rigid and thus unworkable,
in attempting to force private insurance companies, over which Con-

ss has no control, to accept a predetermined formula and timetable.

The bill would not convert the OPIC insurance program to a private
program but could resuit in its quick termination if the private insur-
ance companies rejected its many conditions. We believe no private
insurer today is likely to consider insuring political risks except on a
trial basis, its liability binding for only two or three years and with
stop-loss limits to protect against catastrophic losses. Private insur-
ance companies, including Lloyds of Londen, have given OPIC no
encouragement that they will msure land-based war risks. The pro-
posed legislation leaves no room to meet private insurance company
needs on this and other vital issues through negotiation.

‘We remain puzzled by the unquestioning acceptance in the report of
the idea that private insurance companies are eager to underwrite
political risks—that somehow OPIC is preempting the U.S. private
insurance market, Testimony é"’eceived by the Subcommittee and state-
;xlllenﬁs issued by several U.S. insurance companies contradict this

esis, :
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Specifically, the report quotes testimony of representatives of the
private insurance industry to give the impression that enough is al-
ready known about the willingness' and ability of the industry to
undertake OPIC’s insurance functions to justify legislation which
would compel a “swift transfer” of such functions to private
comﬁames. : ) ) o

The complete testimony of the private insurance representatives in-
dicates their support of additional study and experimentation before
the scope and structure of private participation in OQPIC’s insurance
program can be known. For example, Mr. Sherwood of Prudential
stated (see Subcommittee hearings on OPIC Part 3 page 251) : “If
Congress is to have a firmer basis for deciding to what extent such
activity should be left to private enterprise and what the participation
of the Federal Government might be, more information is needed.”
Mr. Meen%h&m of Fireman’s Fund testified (see subcommittee hear-
ings on OPIC, Part 8 page 374) : “Those of us who have worked on
this project feel that the OPIC insurance program cannot and should
not be completely transferred to the private sector.”

On November 9, 1973, Fireman’s Fund American Insurance Com-
panies issued a ?ublic statement again indicating that private insur-
ance companies “might be willing to participate in a trial program on
a sound fiscal basis with federal government reinsurance backup, but
not with the knowledge that direct government participation would
end on a specified date several years hence.” . o
" The statement continued :

The recommendations . . . which are extremely specific as
to the schedules of industry percentages, precise reinsurance
amounts, retentions, etc., will, in our opinion, not create the
proper atmosphere or incentive for the solicitation of private.
participation. : :

Even if it is workable, the legislation would compromise OPIC’s ne-
gotiating position with the private companies who would be encour-
aged to raise their demands for shares of OPIC’s fee. income, knowing
that OPIC was required by law to make a deal with them, or termi-
nate the program. :

It is also likely that private insurance companies will wish to insure
investments in &velo'ped countries, or limit insurance to a select list
of developing countries, thereby undermining OPIC’s public policy
goal of promoting economic development in developing countries.

The (Feta.iled mandatory legislation proposed by the Commiittee
is not necessary to.accomplish its stated purpose because OPIC is al-
ready negotiating with private insurance.companies to establish a
consortium which would test the concept. This consortium, OPIC has
stated, would shift a significant portion of OPIC’s present and future
risks to the private sector, and over a two or three year experimenta-
tion period, test the costs and benefits of joint public-private under-
writing and reinsurance arrangements,

It is particularly important to know what, if any, costs would be
paid in the form of surrender of public policy controls on the approval
of projects for reasons of developmental, U.S, domestic economie, and
other effects.
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The Committee’s requirements for specific legislation percentages,
target dates, and penalties seems to suggest that OPIC has been lag-
gard or unwilling to move toward greater private sector involvement
In its programs. This simply is not supported by the facts. In 1971,
OPIC negotiated a quota share reinsurance arrangement with Lloyds
of London. After a successful trial period, Lloyds’ reinsurance was
doubled in 1972 to $14 million per country. Recently, OPIC negoti-
ated a new reinsurance contract with Lloyds effective beginning Janu-
ary 1, 1974, which significantly increases private sector participation
in expropriation risks (including both new and existing insurance con-
tracts in all countries). Lloyds has committed its syndicates to a three
year reinsurance of QPIC through a first-loss $40 million dollar pool,
where Lloyds is liable for 40% of any loss in the pool. This replaces
the quota share arrangement, and means that Lloyds assumes in-
creased amounts of expropriation risks in those countries where
OPIC’s exposure is highest (e.g., Jamaica, Korea, Brazil, and Do-
minican Republic).

We have been impressed by the attitude of OPI(’s management in
its efforts to gain Increased private participation in the program.
We are aware that it was OPIC which first requested legislative
authority to enter into broader risk-sharing arrangements with the
private sector. In May, 1973, President Nixon, in his proposed Foreign
Assistance Act of 1973, requested this broader authority for OPIC.
However, we cannot mandate by legislation, or even accurately predict
at thizz,1 time the extent to which private participation can be accom-

lished.

P A trial period is needed to determine the feasibility of transferring
the program to the private sector. Private insurance companies testi- -
fied at the Subcommittee hearings that they must be persuaded on the
basis of a successful trial period that it is profitable for them to be -
involved in the program. Mandatory interim goals and unrealistic
reinsurance limits, we believe, will discourage, rather than encourage,
private participation in the OPIC program.

RECOMMENDATIONS

Our principal recommendations are as follows:

{1) We recommend that the legislation be revised to remove the
“sudden death” penalty for not achieving the mandatory interim goal
of 25% private participation as requirec% by the Committee bill. This
is an unprecedented effort to involve private insurance companies in
a government program, and the goal is needlessly restrictive. It is
possible to determine realistic and attainable goals which OPIC
should meet, and to provide for continuing Congressional oversight to
ensure their realization.

(2) We recommend that the reinsurance section be revised to allow
OPIC a realistic chance of obtaining private insurance company par-
ticipation. Insurance companies have emphatically stated that the
present provisions are unacceptable. Their participation is volun-
tary—the Congress cannot force them to participate. Under the Com-
mittee bill, if the private insurance companies do not participate to
the full extent of the percentages required, the program is automati-
cally terminated for the coverages concerned. ~
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(3) We recommend that OPIC be required to provide the Congress
with annual reports on its progress and operating experience in achiev-
ing broader private participation in the insurance program. Such re-
ports should particularly consider the policy and financial benefits or
costs associated with future steps toward increased privatization.

(4) We recommend that the Senate continue to support East-West
business contacts by rejecting the Committee effort to rescind OPIC
operating authority in the less-developed countries of Yugoslavia and
Romania. .

With these changes we believe the legislation will permit reason-
able latitude for negotiation with the insurance industry, and a fair
trial of the resulting consortium before final decisions on OPIC are
made through legislation.

JOHN SPARKMAN,
GaLE McGee.

Huserr H. HumrpHREY.
Jacos K. Javrrs.
Huoaer Scort.

RoBerT GRIFFIN.



VII. ADDITIONAL VIEWS OF SENATOR CASE

1 agree with the general thrust of the majority report of the Com-
" mittee on the OPIC (Overseas Private Investment Corporation)
program. But I believe we should go further and draw the logical con-
clusion from the facts as we found them: namely that the financial
and political risks inherent in the OPI1C program, even with the revi-
sions proposed in the report, outweigh the possible benefits. Accord-
ingly, I believe that OPIC should not be extended beyond the end of

its present term. :

The Committee found that—

“i. The investment guarantee program administered by OPIC
is, at best, only a marginal contributor to the development of the
poorer countries of the world and OPIC is only a marginal stimu-
lus to private investment in less developed countries.

“i1, The program, as presently conceived, tends to increase the
likelihood of United States Government involvement in the inter-
nal politics of other countries in connection with the property
interests of United States Corporations. : ' :

“iii. The program, as presently administered by OPIC, and
previously by its predecessor, AID, has inherent within it a con-
flict between the achievement of public policy and management by
sound insurance principles. The result has been a %arge and
unsatisfactory exposure of the good faith and credit of the 'U.S.
Government.” '

The suggestions made by the majority for a gradual shift of OPIC’s
insurance to private industry, with what I believe would be an open-
ended reinsurance commitment by the United States, are in my
opinion unrealistic and would not in my judgment accomplish the
majority’s stated purpose.

I believe strongly that the only way to terminate the program is to
terminate it.
: Crirrorp P. Case.
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