
I I C' 

INN f's"I"All 'N
 
GU INJA
 

ANIDBOOK 

V I. 



Specific Risk Investment Guaranties Division
 

Office of Development Finance and Private Enterprise
 

Department of State
 

Agency for International Development
 

Washington, D.C. 20523
 

Revised
 
October 1966
 

Additional copies of this publication may be obtained from the above address. 



CONTENTS 

Chapter Page 

I. INTRO DUCTIO N ................................................. I
 

II. ELIGIBLE INVESTM ENTS ............................................ 4
 

1. Participating Countries ....................................... 4
 
2. Persons and Organizations Eligible ............................. 5
 
3. The Investment Must Be New ................................... 6
 
4. Type of Investment Transaction ................................ 7
 

5. Nature of Investment Contribution .............................. 9
 
6. Grounds for Ineligibilily of Investments .......................... 11
 

7. Flexibility of Administration .................................... 13
 

III. CONVERTIBILITY GUAr.. NTEE ...................................... 14
 

1. Nature of Protection ........................................ 14
 
2. Foreign Excchange Rates ...................................... 15
 
3. Maximum Amount and Current Amount of Protection ............... 15
 
4. Cost of Convertibility Guaranty ................................ 17
 

IV. EXPROPRIATION GUARANTY ....................................... 18
 

1. Nature of Protection ......................................... 18
 
2. Maximum Amount and Current Amount of Protection .............. 20
 

3. Compensation for Loss ....................................... 21
 

4. C aiia s for Loss ............................................. 22
 
5. Cost of Expropriation G jaranty ................................ 22
 
6. Combined Coverage of Expropriation and War Risk ................ 22
 

V. WAR, REVOLUTION AND INSURRECTION GUARANTY .................. 25
 

1. Nature of Protection ......................................... 25
 
2. Maximum Amount and Current Amount of Protection .............. 25
 
3. Compensation for Loss ....................................... 26
 
4. Claim s for Loss ............................................. 27
 
5. Cost of W ar Risk Guaranty .................................... 27
 
6. Combined Coverage of Expropriation and War Risk ............... 27
 

III
 



VI. HOW TO PROCEED .............................................. 28
 
1. Request for Assurance Against Prejudcie Letter .................... 28
 
2. Obtaining Foreign Government Approval ........................ 29
 
3. Application for Specific Risk Investment Guaranties ................ 30
 
4. Processing the Application-Preparation of Contracts .............. 31
 
5. Administration of the Guaranty Contract ......................... 32
 

APPENDIX 

A. Application for Assurance Against Prejudice Letter ................... 34
 
B. Application Instructions and Sample Completed Application For, ...... 35
 
C. Legislation Pertaining to the A.I.D. Specific Risk Investment Guaranty
 

Program as of September 1965 .................................. 41
 
D. Example of Computation of Amounts of Coverage Needed and Fees Due 45.. 
E. Countries Where Investment Guaranty Agreements Have Been Signed-


Septem ber 1965 ............................................ 50
 
F. Chceklist of Reasons Rendering Investments Ineligible for Specific Risk
 

Investment Guaranties ....................................... 52
 

IV
 



Chapter I
 

INTRODUCTION
 

This Handbook describes the procedures and policies of the Specific
Risk Investment Guaranty Program of the Agency for International 
Development. This program insures new investments in less developed
friendly countries or areas against losses arising from the spebific po­
litical risks of inconvertibility of currency, of expropriation, and of 
damage resulting from war, revolution or insurrection. 

The Specific Risk Investment Guaranty Program is authorized 
by the Congress under the Foreign Assistance Act of 1961, as amended,
referred to as FAA (see Appendix B for applicable excerpts of FAA),
and is administered by the Agency for International Development.
The program is designed to encourage private United States capital
and know-how to participate in furthering the econoaic development
and increasing the productive capacities of underdeveloped countries. 

This Handbook deals in detail with specific risk guaranties only.
Extended risk guaranties and Latin American housing guaranties 
(FAA, Section 221(b) (2) and Section 224) are not dealt with in this 
Handbook. These programs and other programs administered by the 
Agency for International Development for the encouragement and 
assistance of United States private enterprise in less developed coun­
tries are described in a booklet published by A.I.D. entitled Aids to Busi­
ness. Copies may be obtained from the Office of Development Finance 
and Private Enterprise, Agency for International Development, Wash­
ington, D.C. 20523. 

By furnishing coverage against the principal political risks that 
accompany investments in less developed countries at modest cost,
the specific risk guaranty program attempts to increase the participa­
tion by United States private enterprise in the growth of the economies 
of these countries. Increased private investment in these countries 
augments the production of wealth, expands employment, creates new 
markets, increases standards of living, and gives new skills to people
in areas where such acticn is badly needed. 

The United States Government recognizes the vital role which 
U.S. business can play in assisting other countries develop towards 
self-sufficiency. This program is designed to encourage the transfer to 
l~ss developed countries of the capital and techniques that helped this 
country to grow and thus assist the objectives of the United States 
foreign aid program. 



The specific risks which may be covered by such guaranties are: 
a. 	 Inability to convert actual profits or earnings or return of the 

original investment into dollars. 
b. 	Loss of investment due to expropriation, nationalization, or 

confiscation by the foreign government. 
c. 	 Damage to or destruction of tangible property attributable to 

the investment as a result of war, revolution, or insurrection. 
By insuring against thec political risks, this guaranty progra.m helps
eliminate unforeseeable hazards in doing business in unfamiliar areas 
and tends to equate foreign with domestic investment opportunities. 

The Specific Risk Investment Guaranty Program does not offer 
guaranties against sich) risks as the devaluation of a foreign currency,
the default of a buyer in paying-for purchases, the failure of a borrower 
to repay duc to conmmercial losses, or against other normal business 
risks that attend any investment, Guaranties will not be issued if the 
investment would be detrimental to the foreign policy of the United 
States or the welfare of this country. 

Most legitimate long term investments in less developed countries 
or arees will qualify for specific risk investment guaranties. In order 
to encourage private investment in all useful forms, the statute and 
policies have established very broad criteria for coverage. However, 
to give greater certainty, the coverage rules set forth in this hand­
book necessarily are in terms of specific exclusions. 

The obligations placed upon the investor are those, such theas 
payment of an annual fee that are necessary to the administration of 
the program or to maintain elegibility. The operation of the busi­
ness of the investor and or the b)usiness in which he has invested should 
not be hampered by the guaranty. 

Because tle program's purpose is to facilitate and increase the 
participation by private enterprise in the economic development of less 
developed countries and areas, these guaranties are not avai!able for 
existing investments oi, for investments which have been irrevocably
committed before an applicalion has been filed with A.I.D. Prior to 
becoming committed to invest, the investor should apply for an "assur­
ance agairst prejudice letter" (sometimes called a "waiver letter.") 
This is normally done by filling out a simple, one-page application
form, or by writing a letter containing information about the invest­
ment to A.I.D. This "waiver letter" from A.I.D. will allow an in­
vestor to continue with his investment plans if he so desires while 
pursuing his application for a specific risk guaranly.

Guaranties are available for additions, expansions, or moderniza­
tions of existing investments, as well as for new investments. It is the 
project that must be new and not the enterprise in which the invest­
ment is made. 

Investments may be made in the form of cash or other contribu­
tioi-s of value to the foreign concern. There is no restriction upon
the size of investments which may be guaranteed. in the past, guaranty 
contracts have been written covering amounts as low as $1,000 and 
as high as $63,000,000. 
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The investor must submit an application containing information 
pertaining to the investment to the Agency for International Develop­
ment. For eligible investments, a guaranty contract will be issued 
setting forth the obligations and responsibilities of the investor and 
the United States Government. Until the guaranty contract is issued,
risk of loss rests entirely upon the investor. 

With respect to each of the three types of guaranty (converti­
bility, expropriation or war) desired for his investment, the investor 
must select both the amount of the investment that he wishes to pro­
tect for the forthcoming year ("Current Amount") and a maximum 
amount to be covered over the entire period of the guaranty contract 
("Maximlm Amount"). The Maximum Amount is limited by stand­
ard rules-generally, 200% of equity investments, and principal plus
interest for loan investments. The amount of coverage not at risk 
(the difference between the Maximum Amount and the Current Amount)
is the Standby Amount. A detailed example of the computation of 
amounts of coverage needed and the fees due is given in Appendix D. 

An annual fee is charged for the guaranty: one-quarter of one 
percent (14o) for convertibility coverage and one-half of one percent
( 1%) each for expropriation coverage and war, revolution or insur­
rection coverage or seven-eighths of one percent (7/8%) for the com­
bined expropriation and war, revolution and insurrection coverage,
plus one-tenth of one percent (1/10%) of the standby amount for each 
of the coverages. 

The contracts of guaranty represent an obligation backed by the 
full faith and credit of the Government of the United States of 
America, as provided in Section 222(e) of the FAA. This pledges the 
general credit of the United States Government to pay losses to the 
full extent of the guaranty contract. An existing reserve is available 
for immediate payment of losses without requiring any further Con­
gressional appropriation. This reserve was over $290 million as of 
May 31, 1966. 

Guaranty contracts for equity investment will ordinarily be writ­
ten for a maximum term of 20 years from the date of issuance, while 
guaranty contracts for loans may be written for the term of the loan. 
The contracts may be terminated by the Investor at the end of any 
contract period upon appropriate notice. A.I.D. has the right to 
terminate only upon a breach of certain representations by or obli­
gations of the Investor. 
Note: The policies and procedures expressed in this handbook are those 
in effect at the time of its issuance. These policies and procedures are 
subject to change because of changes in the governing statute or experi­
ence. Many of the policies expressed in this handbook are explained
in greater detail in written policy directives available from the Spe­
cific Risk Guaranty Division. 

3 



Chapter II 

ELIGIBLE INVESTMENTS 
1. PARTICIPATING COUNTRIES 

(a) Bilateral investment guaranty agreements. 
Before guaranties can be issued for investments in any particular 

country, the United States and the foreign government must enter 
into an agreement for the institution of the guaranty program. The 
purpose of this agreement is to provide, in advance, orderly procedures
for the handling of claims between governments, the transfer of for­
eign currencies, and other matters that are likely to arise between the 
two governments during the administration of the guaranty program. 

Guaranty agreements have been signed with more than 75 devel­
oping countries. Guaranties are also available in a number of the 
overseas dependencies of developed nations. In some of these countries 
and dependencies the agreement to institute the program does not 
permit guaranties against all three risks. When less than complete 
coverage is offered in a country, an investor may still note in its 
application all coverages desired, and the right to receive the addi­
tional coverages will be preserved in the event that such additional 
coverages become retroactively available. 

Negotiations are continuing with countries not now in the guar­
anty program, as well as with those that have agreed to less than all 
three coverages, and the scope of the program should continue to 
widen. In countries where a new investment guaranty agreement may 
be imminent, assurance against prejudice letters may be issued for pro­
posed investments even though the program is not presently available. 
Guaranty coverage will then be available to eligible investments if the 
necessary agreement with the foreign government is subsequently
made, and it becomes possible under that agreement for A.I.D. to issue 
guaranty coverage for such an investment. 

Announcements of the entrance of new countries into the program 
or of the availability of additional coverage in a country are given 
to the press and are generally available. Requests for updated country
lists, as well as inquiries concerning the status of specific countries or 
dependencies, should be addressed to the Specific Risk Guaranties Divi­
sion, Agency for International Development, Washington, D. C. 20523. 

A list of the countries participating in the program as of Sep­
tember, 1966, is found hi Appendix E. Revised lists are prepared
and made available as changes occur. 

(b) Foreign Government Approval. 
Before a guaranty contract can be issued, each specific project in 

which an investment is made must be approved for guaranty purposes 
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by the appropriate department of the foreign government. ( See Chapter
VI, How to Proceed.) 

(c) 	 Information Concerning Investments in Foreign Countries. 
Background information can frequently be obtained through dip­

lomatic and consular offices of foreign governments located in various 
cities in the United States. The U.S. Department of Commerce also
issues many general and specialized publications on market research,
trade trends, operational problems, and the investment climate in
various countries. These may be obtained from the Sales and Distri­
bution Division of the Department of Commerce or the Superintendent
of Documents, U.S. Government Printing Office, Washington, D. C.
20402. Personalized service on these subjects is furnished by the
Department of Commerce and all of its Field Offices throughout the 
country. 

Prospective investors frequently have found it useful to discuss 
their investment plans with A.I.D. to obtain advice and information 
on questions concerning the program and the preparation of applica­
tions. 

2. PERSONS AND ORGANIZATIONS ELIGIBLE 
In order to be eligible for guaranties, the investment must be 

made by: 
(1) 	 a citizen of the United States, or 
(2) 	 A corporation, partnership, or other association, created un­

der the laws of the United States or of any state or territory
of the United States, which is substantially beneficially owned 
by citizens of the United States, or 

(3) 	 any wholly owned (as defined in section 223(c) FAA) for­
eign business owned by one or more of the investors eligible
under (1) or (2) above. 

Ordinarily, a corporation organized under the laws of the United
States or of any state or territory of the United States will be con­
sidered substantially beneficially owned by United States citizens if 
a majority of each class of its issued and outstanding stock is owned
by United States citizens either directly or beneficially. For the purposes
of this determination, shares of stock of corporations with widely
dispersed public ownership (such as corporations whose stock is
traded on a national stock exchange) that are held in the name of 
trustees or nominees (such as stock brokerage firms) with addresses
in the United States may be deemed to be owned by United States 
citizens, unless the Investor knows the contrary. 

Even if the above eligibility tests are met, a corporate investor 
may be deemed ineligible if the corporation owes an unusually heavy
debt to non-United States citizens (normally in excess of 400% of the 
net worth of the corporation) or if it appears from all the circum­
stances that the foreign creditors can exercise effective control over 
the corporation.

The eligibility of a corporate investor incorporated under the
laws of the United States, or any of its states or territories, which 
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is owned in whole or in part by another corporation wherever in­
corporated, is determined by applying the eligibility tests described 
in the preceding paragraphs to the ultimate beneficial owners. 

Example: A Corp., a U.S. corporation, desires investment guar­
anties. The entire stock of A Corp. is owned by a Canadian 
corporation, B Corp. If over 50% of each class of stock of 
B Corp. is beneficially owned by United States citizens, A Corp.
will be eligible for guaranty coverage. 

A foreign company will be deemed wholly owned by United 
States investors even though some of the foreign company's equity is 
held by persons other than United States investors, if such outside 
ownership is required by applicable foreign laws and in aggregate
less than 5% of the total capital (see section 223(c), FAA). 

When a group of eligible investors with similar interests in the 
same project desire guaranty coverage, or on other occasions, guaranty 
coverage may be sought for investments held by nominees. An other­
wise eligible investor may receive guaranty coverage for shares held 
in someone else's name under the following conditions: (a) the shares 
are held in the name of nominees for the exclusive use and benefit of 
the investor; and (b) the shares must have been acquired with funds 
supplied by the investor. Thus, for example, when these conditions 
have been met, an investor-corporation may secure guaranty coverage
of shares held by directors or by incorporators. However, compen­
sation under such guaranties for losses is conditioned upon the in­
vestor being able to cause the nominee holding those shares to make 
the assignment to the United States Government called for by the 
guaranty contract after the losses have been incurred. 

3. THE INVESTMENT MUST BE NEW 
The statutory purpose of the guaranty program is to facilitate 

and increase United States private investment in order to further the 
development of the economic resources and productive capacities of less 
developed friendly countries and areas. The United States would not 
achieve this purpose if it merely sold insurance on existing investment. 
Thus, generally speaking, new funds must be invested in a new project 
to be eligible for guaranties. 

The new project, however, may also be the expansion, moderniza­
tion, or development of an existing enterprise. Thus, new, convertible 
funds will be eligible for guaranties if used f )r such purposes as the 
construction of additional productive facilities to an existing plant, the 
modernization of existing productive facilities by construction of a new, 
more efficient plant to replace an old inefficient one, or for additional 
working capital to accommodate a greatly expanded business. 

Generally, acquisition of an interest in an existing enterprise will 
not be given guaranty covcrage. Investmenti are also not eligible for 
guaranty coverage if used directly to free other funds for the redemp­
tion of stock or for the repayment of loans except in the circumstances 
outlined later in this chapter. 
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In some circumstances, purchases of an existing interest in an 
operating foreign concern (not a subsidiary or affiliate of the investor) 
may be eligible for coverage. When an investment in a foreign enter­
prise consists of new contributions of capital for the purpose of ex­
panding, modernizing, or developing the foreign concern, and in con­
junction with such investment the investor acquires an existing interest 
in the foreign enterprise, the existing interest may be covered along 
with the new interest. Only that amount of the existing investment 
that is at least equal to the amount of the new investment may be 
covered.
 

An investment in farm lands, herds of farm animals, and/or in­
ventory of agricultural produce prior to first processing will be con­
sidered eligible for coverage if; (a) the investor is able to show a plan 
of improvement of the existing enterprise which will result in the ex­
pansion, modernization or improvement of the existing enterprise; (b) 
there is to be new investment in an amount not so insubstantial as to be 
irrelevant; (c) the investor intends to be involved in the operation of 
the enterprise. 

In order that the investment qualify as new, applications for 
guaranty coverage must be made prior to commitment of the invest­
ment. An investor should protect himself against ineligibility because 
the investment is not new by applying for an A.I.D. assurance against 
prejudice letter before he has irrevocably committed his investment. 
(See Chapter VI, How to Proceed.) 

4. TYPE OF INVESTMENT TRANSACTION. 

There is no fixed form which an investment must take to be eligible 
for coverage. However, generally speaking, it must be intended that 
the investment remain in the foreign enterprise for a period of three 
years or more in order to be eligible for coverage. Some of the types 
are the following: 

(a) Equity: An equity investment may take many forms: the pur­
chase of stock (all or part of the stock of a foreign enterprise); a 
partnership or joint venture arrangement; the establishment of a 
branch operation; or other proprietary investment in a business entity 
established under local law. An investment arrangement which may 
contemplate early disposition of the investor's interest can be presented 
to AID for consideration as to eligibility. Advance arrangements for 
redemption of stock will be treated as if the investment were a loan. 

(b) Loan: The investment may be in the form of a loan. The 
obligation may be evidenced by any valid type of loan instrument, ex­
pressed either in dollars or in other currency convertible at the time 
of the guaranty contract, and either secured or unsecured. The term 
of the loan from the date of drawdown to the date of repayment 
must be three years or more. In the case of a serial loan or loan 
repaid in a number of instalLments, the average maturity of the entire 
loan calculated from the date or dates of drawdown must not be less 
than three years. Such short-term commercial credit arrangements as 
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revolving lines of credit or ninety-day open accounts are not eligible
for guaranty coverage. 

A construction loan for the construction of a housing project for
which the long-term financing is guaranteed by A.I.D. under the
Housing Guaranty Program may be eligible for investment guaranties
whatever the duration of the construction loan. This special exception
is made because of the close connection between the short and the 
long-term investments. 

Refinancing existing indebtedness will not ordinarily qualify as 
the type of investment which may be covered by a guaranty because 
it is the exchange of an existing interest in a foreign enterprise for
another. However, a new loan for the purpose of refinancing existing
debt of the foreign enterprise will be eligible if the average maturity
of the new loan is at least six years and if the debt being refinanced
has already matured or will mature within one year of the making of 
the new loan. 

A. loan with an average maturity of at least three years, but
which can be called by the investor at any time, is not eligible for
guaranties. On the other hand, a loan is not ineligible because the 
borrower has an option to prepay the principal of the loan (except
where the borrower is a subsidiary of the investor or otherwise under
its control) or because the loan contains a clause allowing acceleration 
of payments so long as there are reasonable default criteria. 

An Investor's guaranty of an outside loan extended to the Foreign
Enterprise may be eligible for guaranty coverage to protect the In­
vestor's contingent liability if the underlying loan would be eligible 
except that the actual lender is ineligible. 

The average maturity of a serial loan, determined without regard
to payments of interest, is calculated in accordance with the following 
formula: 

X n times i 
Average maturity = 

n == number of months (or years or other uniform unit of time)
from drawdown to repayment of any installment of the loan. 

i amount of corresponding installment 
Y means "sum of" 

Example: 	The investor extends a loan of $2,000,000 at 6% interest 
on the unpaid principal to the borrower. The principal 
must be repaid at the end of the indicated number of 
years from drawdown according to the following sched­
dule: 

Years Amnowits 

1 $300,000 
2 $300,000 
3 
4 

$400,000 
$500,000 

5 $500,000 
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Applying these facts to the formula: 

n in times i 
1 $300,000 $ 300,000 
2 300,000 600,000 
3 
4 

400,000
500,000 

1,200,000
2,000,000 

5 500,000 2,500,000 
$2,000,000 $6,600,000 

Yn times i $6,600,000 
:4 i ,00,02)000,000 -­ 3.3 years 

The loan is eligible for guaranty coverage because the 
average maturity under this formula is over three years. 

The rate of interest on a loan must be reasonable in light of legally 
prevailing rates for comparable loans in the foreign country. 

(c) Licensing of Patents,Processes, or Techniques, and Technical 
Assistance Agreements: Guaranties against inconvertibility but not 
against expropriation or war, revolution or insurrection are issued to 
cover an investment in the form of a licensing agreement for the use 
of patents, processes, and techniques in exchange for royalty pay­
ments. Arrangements by which, for a fee, the investor provides engi­
neering, architectural, and managerial services and similar services 
may also be covered by guaranties. Ordinarily, however, an agreement 
calling for payments of royalties or fees will not be eligible for guaran­
ties unless the investment is intended to extend for at least five years. 

(d) Construction Contract: The investment of a United States 
contractor may be eligible for guaranties under certain circumstances. 
Construction companies desiring coverage should contact the Specific 
Risk Guaranties Division for further information concerning eligibility 
requirements. 

(e) Long-Term Supplier'sCredit: The extension of long-term credit 
by a supplier of equipment or commodities may be eligible for guaran­
ties when the extension of credit is tantamount to the making of a loan 
and the sale of goods has a significant developmental impact. The aver­
age maturity of the credit, like the comparable rule for loans, must be 
at least three years. Guaranties will not ordinarily be issued when 
substantially equivalent protection is available from the Export-Import 
Bank or from the Foreign Credit Insurance Association. 

5. NATURE OF INVESTMENT CONTRIBUTION 

An eligible investment contribution may be any one or more of 
the following: 

(a) Cash: Investments made in United States dollars, or in credits 
of United States dollars, or in foreign currency purchased with United 
States dollars for the purpose of the investment, are eligible for guaran­
ties, Investments made in the local currency of the country where the 
project is situated, or in any other foreign currency, are eligible for 
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guaranties if that currency is freely transferable into United States 
dollars at the time of investment. 

If the local currency of the country where the project is situated is 
not freely transferable into United States dollars, investments made 
in the local currency may still be eligible for guaranties if all of the 
following conditions are met: (a) the investor is making some signif­
icant contribution to the project in addition to his contribution in 
the local currency, (b) the host government has indicated that it will 
permit the transfer into dollars of earnings and capital attributable to 
the entire investment, including the portion attributable to the local 
currency, and (c) either the host government has specifically agreed to 
convert the local currency contribution for use in meeting the foreign
exchange costs of the project or the local currency is used to cover the 
local currency costs of the project. 

(b) Retained Earnings:Reinvestment of earnings of a foreign en­
terprise in connection with a new project or a project of expansion,
modernization, or development is eligible for guaranty coverage, if 
the funds invested in the project could have been repatriated to the 
United States under the exchange control regulations of the host 
country existing at the tine of the investment in the project. With a 
few limited exceptions, guaranty coverage is available only with re­
gard to retained earnings accrued out of normal operations in a 
period starting two years prior to the beginning of the fiscal year of 
the Foreign Enterprise in which an AID waiver letter is issued and 
ending on the last day of the fiscal year of the Foreign Enterprise in 
which the new project is substantially completed. In every case, the 
foreign enterprise must either capitalize the earnings covered by guar­
anties (decrease its earned surplus account, make a corresponding in­
crease in the capital account and issue an appropriate namnber of 
shares), or segregate the earnings covered by guaranties in a separate 
reserve in accordance with certain established rules so that such earn­
ings are not available for dividends. 

As is necessary for other types of investment, a project approval 
from the host government will be required for coverage of reinvested 
earnings. The application for a foreign government approval must 
clearly state the extent to which the project is being financed by retained 
earnings. 

(c) MaterialsorEquipment:Both new and used materials or equip­
ment are eligible as investment contributions. Such material or equip­
ment will be valued at the lesser of either the value agreed upon between 
the investor and the foreign concern or its reasonable value in the 
United States plus whatever transportation, insurance, installation, and 
related costs are actually borne by the investor. 

When the investor's investment in the foreign enterprise consists 
in whole or in part of contributions of used machinery or equipment,
the investor will not necessarily be required to secure an independent 
appraisal of the machinery or equipment. Rather, AJ.D. may grant 
coverage upon a certification by the investor that the machinery or 
equipment is worth a particular dollai amount and the basis on which 
the valuation was made, if the basis of the valuation appears reasonable. 
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(Note: Such valuation shall not exceed the fair market value of the 
goods plus certain transportation costs, etc., as specified in sections 1.03 
and 1.22 of the standard contract, General Terms and Conditions.) 

(d) Patents Processes and Techniques: Investments in the form 
of contributions of patents, processes, industrial techniques, or li­
censes for this use, are eligible for guaranties, but only if they repre­
sent a body of information and experience that is predominantly al­
ready in existence. Congress has specifically included these intangible 
assets in the investment guaranty program to encourage the spread 
of advanced technological methods. Trade names, trade marks, and 
good will, while often closely associated with the licensing of patents, 
processes, and techniques, are not eligible for guaranties. The licens­
ing of the names and trade-marks will not prohibit coverage of the 
total investment if shown to be only a minor part of the transaction. 

(e) Services: Contributions of services, e.g., engineering and man­
agement services, will be eligible for guaranties when contributed for 
an equity interest or a long term loan. 

An agreement with the foreign enterprise to provide such services 
for current payment is not eligible for guaranty. 

(f) Loan Guarantics: A guaranty of the repayment obligations 
of a foreign enterprise to a third party will be eligible for coverage 
only if the loan guaranteed is eligible under the investment guaranty 
progran criteria except for the nationality of the lender. Applica­
tion for 	a waiver letter must be made in all cases prior to execi..'on 
of the agreement governing the transaction. 

For example, if the Foreign Enterprise were to obtain a loan 
from a bank or other local institution and the Investor were to guaran.­
tee repayment of the loan, the Investor could obtain a specific risk 
guaranty to cover the contingency of his being required to fulfill his 
guaranty after a default due ioone of the three political risks. 

Investment guaranties will not be issued to cover an investor's 
guaranty to repay a "Cooley" loan of local currency to the U.S. Gov­
ernment (made under P.L. 480) primarily because: (a) the "Cooley" 
loan agreement between the foreign enterprise and the United States 
Government ordinarily will contain language relieving the guarantor 
of his obligation if the default of the foreign enterprise is due to politi­
cal risks, and (b)the "Cooley" loan funds are often not convertible. 

6. 	 GROUNDS FOR INELIGIBILITY OF INVESTMENTS 
Most types of investments which are not of a short-term 

nature will qualify for specific risk investment guaranties. A few 
kinds of investment, however, are not eligible. Even in some of these 
cases, there may be overbalancing reasons for going ahead if there is 
a sufficient advantage to United States policy objectives. A useful 
checklist, my way of example, setting forth common reasons for ineligi­
bility is found in Appendix F. 

(1) Investments with economic benefit to the foreign country. The 
FAA declares that the purpose of the Specific Risk Investment Guar­
anty Program is "to facilitate and increase the participation of pri­
vate enterprise in furthering the development of the economic re­
sources and productih e capacities of less developed friendly countries 
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and areas." In accordance with this declared policy, guaranties willbe issued for investments in projects that will be of net economic benefit 
to the foreign countiy.

Projects which promote trade, provide economic development, in­crease production, raise standards of living, reduce dependence upon
imports, or improve technical efficiency will be eligible.

(2) ForeignGovernment Participation:Because a significant ob­
jective of the Investment Guaranty Program is to encourage the de­
velopment of the private sector of the host country's economy, invest­ments in projects in which the host/foreign government is participating
raise special problems. In general, an investment--.whether equity,loan, or some other form-in a foreign enterprise in which the host 
government has a minority interest with respect to both ownership and
control normally does not become ineligible by that fact. When thehost government has a greater than 50% ownership interest in the
foreign enterprise or can exercise effective control over the foreignenterprise, guaranties of restricted scope are available only if there are
reasonable arrangements for participation by private enterprise. Fac­
tors that will be considered in making this judgment include: the extent 
to which the management of the enterprise has been entrusted to pri­vate pei.ons through such devices as long-term management contTacts,
the total extent of private participation in the project, and whether the 
presence of private interests in the project promises to lead to furtherpri.vate investment in the project or to the development of the private
sector of the host country's economy. When the host government hascontrol of the foreign enterprise, the guaranty contract will not pro­
tect the eligible investors from actions of the host government which 
are normal incidents of its controlling interest. 

The Investment Guaranty Program ,7as not intended to insure the
-redit or solvency of foreign governments. For this reason, loans toforeign governments, or contributions of goods and services for which
the investor receives an obligation of the foreign government to pay
money, will not be eligible for guaranty coverage. Furthermore, ar­rangements which have the same effect will also be ineligible. 

(3) U.S. Balance of Payments Effect: By specific Congressional di­
rective, every investment for which guaranties are issued must be
examined for its probable effects on the United States balance of pay­
ments. When substantially all of the investment is to be used for pro­
curement in other developed countries, the investment will not be eli­
gible for guaranties unless: (a) the total amount of the investment isunder $100,000, (b) the total amount of the investment is under $500,­000 and the investor is contributing substantial management skills or
technical know-how, (c) the products being procured cannot be ob­
tained inside the United States or are of a type of which the United
States is a net importer, or (d) the investor can demonstrate that
there is some other valid reason that outweighs the adverse effect on
the United States balance of payments, or (e) the invested funds areraised in another developed country or in a less developed country
either by means of a capital issue or bank borrowing and the investor 
represents to AID that the funds so obtained will be used for the 
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procurement involved; or (f) the goods or services procured are paid 
for partially by convertible funds provided by a foreign partner in 
the investment, which funds have been commingled with those con­
tributed by the U.S. investor and there is some procurement for the 
whole investment in the host country or another less developed country; 
or (g) the investment is made by a bank in a foreign branch or in a 
foreign bank or in other financial institutions, either directly or 
through Edge Act subsidiaries. 

This policy is subject to change; investors planning to use the 
proceeds of an investment to procure goods in other developed countries 
should review the matter with A.I.D. in advance of investment if they 
wish to be assured of eligibility under this requirement. 

7. FLEXIBILIT t OF ADMINISTRATION 

The statute establishing the Specific Risk Investment Guaranty 
Program allows flexibility of administration. If guaranty coverage is 
desired, unusual cases should be discussed with the Specific Risk Guar­
anties Division before any commitment to invest is made. 
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Chapter III
 
CONVERTIBILITY GUARANTY
 

1. NATURE OF PROTECTION 
Many investors in less developed countries are seriously concerned 

that the host government or the central banking authorities will prevent
them from converting the dividend, interest, principal, or other pay­
ments arising out of their investment into United States dollars. To 
alleviate this concern, the convertibility guaranty assures the investor 
that, if there is a means available at the time the guaranty contract is 
executed for converting these local currency payments into dollars, such 
local currency will continue to be convertible into dollars for the dura­
tion of the contract by equivalent means. 

The convertibility guaranty which covers both earnings on the in­
vestment and the return of the investment where not held by the Inves­
tor for more than eighteen months, may be invoked in three situations: 

a. 	when the investor is prevented from converting his local cur­
rency into United States dollars for a period of thirty days by
direct operation of any law, decree, regulation, or affirmative 
administrative determination (i.e., outright blockage); 

b. 	when the investor is prevented from converting his local cur­
rency into United States dollars by the failure for a specified
number of days (not less than 60) of the applicable government
authorities to grant a duly submitted application for transfer 
(i.e., passive blockage achieved through governmental inaction) ; 

c. 	when the investor is permitted to convert his local currency into 
United States dollars, but only at a discriminatory rate of ex­
change which is less than 99% of the rate of exchange that would 
be used to convert such local currency under the guaranty (i.e.,
permission to transfer only at discriminatory rate). 

In these situations, the United States Government will pay the investor 
in dollars a sum equal to 99L% of the dollar equivalent of his inconverti­
ble local currency. The investor must transfer such local currency to 
the United States Government. 

Prospective investors should note what the convertibility guaranty
does not cover. The convertibility guaranty does not itself afford any
protection against the effects of currency devaluation and inflation. In 
countries with multiple exchange rate systems, the convertibility guar­
anty will ordinarily offer protection only against blockage of all of the 
legally recognized exchange rates. 

Moreover, the investor may not invoke the guaranty because of the 
effect of any exchange regulation or practice that was in effect at the 
time of the execution of the guaranty contract. One of these practices 
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involves passage blockage as a result of time delays. Coverage against 
passive blockage is based upon the longest normal processing time for 
transfer of applications at the time the guaranty contract was exe­
cuted. The total time of passive blockage covered against will not be 
less than sixty days, and may be longer. 

The covertibility guaranty will not ordinarily be issued if it seems 
clear at the time of issuance of the guaranty contract that local cur­
rency used for transfer of earnings or remission of capital is not con­
vertible at all under the prevailing exchange regulations or practices.
However, the burden of ascertaining whether or not any converability 
exists remains with the applicant. Special conversion rights from the 
host government may justify issuance of the guaranty even if local 
currency is generally inconvertible, but only if such rights are in effect 
on 	the effective date of the guaranty contract. 

2. 	 FOREIGN EXCHANGE RATES 
If 	a loss occurs, the United States Government will pay the in­

vestor 99% of the United States dollar equivalent of the inconvertible 
local currency. The 1% margin is to allow for fluctuations in the 
applicable exchange rate and for ordinary expenses, usually borne by 
investors transferring local currency into United States dollars, such 
as transfer commissions, mail or cable transfer charges, and transac­
tion stamp taxes. 

Where possible, the dollar equivalent of the inconvertible local 
currency is calculated on the basis of the effective free market rate of 
exchange. If there is no effective free market rate of exchange, then 
reference is made to the rate of exchange at which other United States 
investors without special arrangements for the remittance of such 
amounts purchase United States dollars for local currency for the re­
mittance of earnings or capital or servicing of United States dollar 
debt. As a final alternative, reference is made to the most depreciated 
effective rate of exchange recognized by the foreign country and ap­
plicable to at least 10% of the exchange transactions for the purpose
of importing goods into the foreign country. (See section 1.33 of the 
standard guaranty contract, General Terms and Conditions). 

3. 	MAXIMUM AMOUNT AND CURRENT AMOUNT OF PROTEC-
TION 
Under a convertibility guaranty, as under all coverages of specific

risk investment guaranties, the investor must select both a maximum 
amount of coverage and a current amount of coverage. The current 
amount is the total protection in effect during any one contract year. 
The maximum amount sets the upper limit of protection that the in. 
vestor can select during the life of the guaranty contract. 

With one execption, the maximum amount for any coverage, once 
selected, may never be increased for the duration of the contract. The 
exception occurs if an investor receives a guaranty contract prior to 
the completion of his investment and if the amount of investment for the 
project thereafter changes because of an increase in costs or amounts 
to be invested by other investors, an amendment will be made allowing 
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an increase or decrease in maximum amount. The investor may elect to 
decrease 11he maximum amount at the end of any contract period upon
giving appropriate notice; it is automatically and permanently de­
creased, however, in the amount of any compensation paid under the 
guaranty. Compensation paid under the guaranty will. also reduce the 
current amount by the amount of compensation paid for that contract 
period. However, invoking the guaranty in one year will not impair 
the investor's right to select a different current amount in later years 
up to the maximum amount then in force. 

Ordinarily, an investor is not permitted to select a maximum 
amount that exceeds certain limits which depend upon the type of in­
vestment. The current amount selected by the investor should reflect 
the amount at risk during that contract period, up to the limit marked 
by the maximum amount. 

Equity: The largest maximum amount thai may ordinarily be se­
lected for an equity investment is an amount equal to 200% of the dollar 
amount of the initial investment. The additional 100% over the original
investment is to allow coverage of accumulated earnings up to the 
amount of the original iyvestment. The current amount an investor 
will normally want to designate for any contract period will be the sum 
of the dividends and the return of capitr.i that he expects to receive 
from his investment during that contract period. 

Loan: The maximum that can be guaranteed for a loan investment 
is the amount (stated in dollars) of the principal plus the total interest. 
The current amount selected will normally be the sum of the payments
of interest and principal that the investor expects to receive during 
that contract period. 

Combined Equity and Loan: If the investment consists of both 
an equity investment and a loan investment, the investoi. will select one 
maximum amount and one current amount to cover his entire invest­
ment. Ordinarily, the maximum amount will be a figure equal to the 
sum of 200% of the dollar amount of the initial equity investment plus 
the principal of the loan plus the total interest. However, when the 
ratio of debt investment and equity investment exceeds 5 to 1, A.I.D. 
may require a lesser maximum amount. The current amount that an 
investor will want to select will normally b.the sum of the dividends 
and return of capital plus the sum of the payments of principal and 
interest which he expects to receive during the contract period. Al­
though it will not be necessary to specify in the contract which portion 
of the maximum amount or the current amount is attributable to debt 
and which to equity, it will be necessary to delineate the exact nature 
of the investment for the purpose of the definition of the investment. 
As a result of combining both the debt and equity investments into one 
maximum and one current amount representing the total investment, 
the investor will obtain a coverage of his equity investment in excess 
of 200% as his debt is repaid. 

Licensing and Technical Assistance Agreements: The largest
maximum amount for a licensing or technical assistance agreement is 
the sum (stated in dollars) of the royalty payments or fees which can 
reasonably be expected over the life of the license or technical assist­

16 



ance agreement. The investor must establish the reasonableness of
the royalty rate or fee and his estimate of the total payments. The 
current amount that is selected should normally be the amount of
royalty payments or fees that the investor expects receive duringto 
that contract period. 

4. COST OF CONVERTIBILITY GUARANTY 
The investor must pay a fee of one-quarter of one percent ( %)

per year of the current amount of the contract. In addition, a standby
fee of c- e-tenth of one percent (1/10%) is charged annually on the
difference between the current amount and the maximum amount. The 
annual cost of the convertibility guaranty, payable in advance, is the 
sum of these two fees. 

Illustration of Computation of Fee: 
Prior to 1967 the U.S. Co. an eligible investor invests $50,000 in 

equity shares in a new foreign enterprise, the LDC Corp., doing busi­
ness in a less developed country; the U.S. Co. was issued a converti­
bility guaranty with a maximum amount of $100,000. For 1967, the
U.S. Co. estimates that only $5,000 of local currency earnings from 
the LDC Corp. will be paid as dividends; it therefore requests only
$5,000 of current coverage for 1967. The other $95,000 of his maximum
$100,000 of coverage will be kept on a standby basis for ri ssible use
in later years. The U.S. Co.'s fee for 1967 is computed as follows: 

Current amount of guaranty Amount Rate Fee 
for 1967 .................. $5,000 '/% $ 12.50 

Amount by which the maximum 
amount exceeds the current 
amount for 1967 (the "stand­
by" amount) ............. $95,000 1/10% $ 95.00 

Fee for 1967 ................ $107.50 

In 1981, the U.S. Co. decides that in 1982 it will soll its shares in 
LDC Corp. to a businessman in the foreign country and convert the
proceeds into dollars. Because of the profitable nature of the business 
and the reinvestment of its earnings, the U.S. Co.'s interest in the LDC 
Corp. has risen to $100,000. The U.S. Co. requests $100,000 in current 
amount (no convertibility losses occurred prior to that date). The fee 
is computed as follows: 

Current amount of guaranty Amount Rate Fee 
for 1982 ................. $100,000 1/% $250.00
 

Standby amount ............ 0 1/10% $ 0
 
Fee for 1982 ................ 
 $250.00 
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Chapter IV
 
EXPROPRIATION GUARANTY
 

1. 	 NATURE OF PROTECTION 
The Specific Risk Investment Guaranty Program offers protection

for United States investors against losses due to expropriation, aon­
fiscation, or nationalization of their property by the host foreign gov­
ernment or any of its subdivisions or agencies. 

If a government expropriates, confiscates or nationalizes property
of a foreign investor, in most circumstances the government has a duty
under established principles of international law to offer prompt, ade­
quate, and effective compensation. However, the compensation, if of­
fered at all, may be unsatisfactory to the investor because of delay, liti­
gation expense, the form of payment, or inadeqiacy of amount. By 
means of an expropriation guaranty, an investor may assure himself 
that he will be compensated in dollars by the United States Government 
for the loss of his investment occasioned by expropriatory actions of the 
foreign government. In return for payment of compensation, the inves­
tor will ordinarily be required to assign to the United States Govern­
ment all of his remaining interest in the investment. However, if the 
United States Government subsequently realizes a greater recovery
than was paid to the investor as compensation plus related recovery 
costs, the excess will be paid to the investor. 

The precise nature of the protection varies with the form of the in­
vestment. Generally, a taking of property by a foreign government is 
expropriatory action if it lasts for one year and is for the express 
purpose of nationalization, or is discriminatory against the investor or 
against foreigners, or bears no reasonable relationship to any reason­
able regulatory or fiscal policy of the government, or violates generally 
accepted principles of international law. 

Equity: Subject to the limitations mentioned below, expropriation 
will be deemed to have occurred in equity investments if the foreign 
government prevents: 

a. the foreign enterprise in which the investment was made from 
exercising effective control over a substantial portion of its 
preperty or prevents the continued operation of the economic 
activity of the foreign enterprise; or 

b. the investor from exercising his fundamental rights acquired by 
reason of his ownership of equity shares; or 

c. the investor from receiving payment of dividends that have 
been declared by the foreign enterprise, from disposing of his 
equity shares, or from withdrawing from the foreign country 
money received either from the foreign enterprise as dividend or 
liquidation payments or as the proceeds of the sale of the equity 
shares. 
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In certain circumstances, the definition of expropriatory action will 
be 	extended to include government action taken against a subsidiary 
or affiliate of the foreign enterprise (but not directly against the foreign 
enterprise) when the result of the government action is to destroy the 
value of the foreign enterprise as a going concern. This extension will 
be 	made only when the following conditions are met: (1) the business 
activity of the subsidiary or affiliate is economically integrated with 
the business operations of the foreign enterprise, and (2) if a subsidiary,
the foreign enterprise holds a majority interest in it and exercises 
effective control over it, or if an affiliate, both it and the foreign 
enterprise are under the common ownership of the U.S. investor. 

The definition of expropriatory action may in some circumstances 
include a breach by the foreign government of a concession agreement 
which it has made with the foreign enterprise. However, in this situa­
tion, or in connection with other contracts with foreign governments, 
the definition of expropriation would not inclade the failure of the 
government to pay for goods or services delivered to it pursuant to 
the investment guaranty policy of not guaranteeing the credit or sol­
vency of foreign governments. Furthermore, promises of a govern­
ment of a commercial nature or requiring positive governmental action 
(e.g., deliver a certain amount of electric power) will not normally be 
covered. 

Loan: In loan investments, but subject to the same limitations be­
low, expropriation will be deemed to have occurred if the foreign gov­
ernment prevents: 

a. 	The investor from receiving payments of principal and interest 
when due, or from withdrawing from the foreign country money 
received as such payments, or 

b. 	The investor from disposing of his debt instrument, or from 
withdrawing money received as the proceeds of the sale of the 
loan instrument from the foreign country, or 

c. 	 The foreign enterprise (to which the loan was made) from 
exercising effective control over a substantial portion of its 
property, or prevents the continued operation of the economic 
activity of the foreign enterprise. 

Limitations and Examples: Generally speaking, indirect actions 
of a foreign government will be considered expropriatory action so long 
as those actions directly result in the type of interference described 
above. Regulatory or revenue producing activities of the foreign gov­
ernment are considered expropriatory if such actions are discriminatory
against the investor or against foreigners, or if the taxation or regula­
lion is not reasonably related to the constitutionally sanctioned objec­
tives of the foreign government or violates generally accepted principles 
of international law. 

Expropriation will not be deemed to have occurred if the expro­
priatory action of the government was allowed by any voluntary agree­
ment between the government and either the investor or the foreign en­
terprise, or resulted from any provocation or instigation by either the 
investor or the foreign enterprise, or the loss resulted from the failure 
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of either the investor or the foreign enterprise to take reasonable meas­
ures to prevent the government action, including proceeding under 
available administrative or judicial procedures in the foreign country. 

The expropriation guaranty will not protect the investor from
bona fide exchange control actions. General speaking, exchange con­
trol actions are encompassed under the convertibility guaranty-the
expropriation guaranty being in part supplemental to, and not a substi­
tute for, the covertibility guaranty. 

Illustrations of the definition of the government action insured 
against are: (i) taxes which are levied upon a foreign enterprise equal
to the value of the enterprise, (ii) a substantial interference in an
investor's right of participation in the affairs of the enterprise, e.g.,
the government decrees that the managerial control theover enter­
prise shall thereafter be in the hands of some person or body other 
than that duly chosen by the owners of the enterprise, (iii) demand that 
the foreign enterprise conduct its operations in a fashion wholly inimi­
cal to United States policy, e.g., the government requires a plant to sell
its output to a foreign country at war with the United States. 

An offer to pay compensation by the host government would not 
prevent the operation of the guaranty in these situations. On the other 
hand, an investor may not invoke the guaranty when subjected to a 
non-discriminatory increase in taxation, or to a nondiscriminatory reg­
ulatory measure (except outright nationalization itself) that is reason­
ably related to valid regulatory purposes, despite any adverse effects
of these measures upon the profitability of the investor's enterprise. 

2. 	MAXIMUM AMOUNT AND CURRENT AMOUNT OF
 
PROTECTION
 

As with the other types of guaranties, the investor must select a 
maximum amount and a current amount of the guaranty. The current 
amount of the guaranty represents the amount of protection in force 
for a given contract period and may be changed from year to year.
The maximum amount, the limit beyond which the current amount may
not go, can only be decreased; it cannot be increased. 

Equity: For equity investments, the maximum amount of the 
guaranty generally may not exceed 200% of the dollar amount of the
investment. The extra 100% is to provide coverage for future earnings
that 	may be retained in the business. 

The normal current amount for equity investments for any year
will be the 7tollar amount of the initial investment less any previous
repatriations of the investment and further adjusted upward for earn­
ings retained in the enterprise or downward for losses. 

Loans: For loan investments, the maximum amount of the guar­
anty may not exceed the sum of the principal amount and all interest 
payments called for by the debt instrument. The current amount will
normally be the amount of unpaid principal at the beginning of the 
contract period plus the amount of interest due during that contract 
period. 
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Combined Equity and Loan: If the investment consists of both an 
equity investment and a loan investment, the investor will select one 
maximum amount and one current amount to cover his entire invest­
ment. Ordinarily, the maximum amount will be a figure equal to the 
sum of 200% of the dollar amount of the initial equity investment 
plus the principal of the loan plus the total interest. However, when 
the ratio of debt investment and equity investment exceeds 5 to 1, A.I.D. 
may require a lesser maximum amount. The current amount that an 
investor will normally want to select will be the sum of the dollar 
amount of the initial investment less any previous repatriations of the 
investment and further adjusted upward for earnings retained in the 
business or downward for losses plus the amount of the unpaid princi­
pal at the beginning of the Contract Period plus the amount of interest 
due during the Contract Period. Although, it wiil not be necessary to 
specify in the contract which portion of the maximum amount or the 
current amount is attributable to debt and which to equity, it will be 
necessary to delineate the exact nature of the investment for the pur­
pose of the definition of investment. As a result of combining both 
the debt and equity investments into one maximum and one current 
amount representing the total investment, the investor will obtain a 
coverage of his equity investment in excess of 200% as his debt is 
repaid. 
3. COMPENSATION FOR LOSS 

The method of computing compensation under the guaranty de­
pends both upon the nature of the investment and upon the type of 
expropriation involved. 

If an equity owner's interest in a foreign enterprise is expropri­
ated, compensation will be equal to the dollar amount of the original 
guarantied investment adjusted to reflect the effect on such investment 
of the subsequent operations of the foreign enterprise, i.e., the in­
vestor's proportionate share of undistributed earnings and realized 
capital gains will be added to the amount of his original investment, 
while his proportionate share of any capital distribution, operating
losses, and realized capital lcs3es will be substracted from the amount 
of his original investmen.. The undistributed earnings, losses, and 
capital gains and losses of the enterprise will be translated into dollars 
at the same rate of exchange as would be used for converting local 
currency into dollars under the convertibility guaranty. The compen­
sation paid to the investor, however, may not exceed the current amount 
of guaranty in force on the date of expropriation. 

If a loan investment is expropriated, compensation will equal the 
outstanding principal balance plus the amount of unpaid interest there­
on that has accrued as of the date of the expropriation. However, if 
the foreign enterprise is insolvent and the assets of the expropriated 
foreign enterprise as of the date of expropriation are less than the total 
liabilities of the enterprise, compensation under the guaranty will be 
limited to what the investor would have received had the enterprise
been liquidated and its assets distributed as though in bankruptcy.
Otherwise, an expropriated investor would receive more under his in­
surance than he would have been otherwise able to obtain. Compensa­
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tion, in any event, may not exceed the current amount of guaranty in 
force on the date of the expropriation. 

When the foreign government, through action other than a bona 
fide exchange control action, prevents the withdrawal from the foreign 
country of interest and principal payments received by an owner of 
debt securities, eompensation under the expropriation guaranty is 
limited to the U.S. dollar value of such payments. 

4. 	CLAIMS FOR LOSS 
Prior to receipt of compensation under the guaranty against 

expropriation, the investor will usually be required to transfer to the 
United States Government all of his right, title and interest in the 
guarantied investment. In general, when the investment is in equity 
shares of the foreign enterprise, the investor must assign all of these 
shares to the United States Government; when the investment is a 
loan, the entire instrument evidencing the investment must be assigned; 
and when the investment is in a branch operation, all of the assets of the 
branch relating to the investment and claims relating to the assets 
must be assigned. 

When the government action constituting the expropriation consists 
only in the prevention of the withdrawal from the foreign country of 
money received by the investor from the foreign enterprise as divi­
dends, interest or returns of capital, the investor must assign to the 
United States Government his right, title and interest in those funds. 

Following the date of expropriation and until the investor's re­
maining interest in the foreign enterprise is transferred to the United 
States Government, hte investor must take all reasonable, available 
measures to preserve and pursue its claims against the expropriating 
foreign government. 

Upon the assumption of its interest by the United States, the in­
vestor still has the obligation to cooperate with the United States 
Government in prosecuting those claims; for example, by remaining 
the party litigant, producing witnesses and documents, and otherwise 
assisting in the litigation or the diplomatic presentation of claims. The 
investor must also cooperate with respect to the administration of 
any property that is assigned to the United States Government. Ex­
penses incurred in this cooperation will be reimbursed by the United 
States Government. 

5. 	COST OF EXPROPRIATION GUARANTY 
The fee for expropriaticn guaranty, payable annually in advance, 

is one-half of one percent (11r.%) per year of the current amount of 
the guaranty. A standby fee of one-tenth of one percent (1/10%) is 
charged for the difference between the maximum amount and the cur­
rent amount for each annual contract period. 

6. 	 COMBINED COVERAGE OF EXPROPRIATION AND WAR 
RISKS 

A. Investors desiring both expropriation and war, revolution and 
insurrection coverages, in those countries where both coverages are 
currently available, may achieve a fee saving by carrying combined 
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Expropriation and War Risk coverage at the annual rate of 1s% for 
the current amount at risk (instead of carrying the expropriation and 
war risk coverages separately). An additional saving is available to 
investors who require standby coverage, as is frequently the case in 
equity investments, since only one standby amount which will cost 
1/10% is required. The use of the combined coverage will afford the 
same amount of insurance protection as the separate coverages in most 
cases since claims for expropriation and war are virtually mutually 
exclusive. However, it should be noted that there are certain cases re­
sulting from an unusual combination of compensated claims over the 
life of the contract where less coverage might be obtained under com­
bined rather than separate coverages. Questions on this point should 
be addressed to the Specific Risk Guaranty Division. 

Generally, the combined coverage will be more economical than sepa­
rate coverages in cases where the amount of war risk coverage sought 
is within 2'5% of the amount of expropriation coverage desired. When 
the variance between the two coverages is more than 25%, individual 
coverages at % each per annum cost less than the combined cover­
age. In cases with a significant amount of standby insurance, however, 
investors may even find combined coverage less expensive than indi­
vidual coverages when the variance between expropriation and war 
coverage is more than 25%. 

The decision to take the same or differing amounts of expropria­
tion insurance and war risk insurance is influenced primarily by the 
nature of the enterprise in which the investment is made. Since war, 
revolution and insurrection insurance covers only the investor's inter­
est in the tangible property of the enterprise and expropriation insur­
ance is broader, covering the investor's interest in all property of the 
enterprise, it follows that the greater the proportion of the assets of 
the enterprise that are in tangible property, the greater the tendency 
to have similar amounts of expropriation and war risk coverage. Thus, 
it can generally be assumed the combined coverage will be used, where 
the risks or expropriation and of war, revolution and insurrection are 
judged to be approximately equal, for investments in foreign enter. 
prises which have assets that are roughly 75% in the form of tangible 
property. 

The maximum amount of guaranty coverage that normally may 
be obtained in connection with combined coverage is set forth in Section 
2 of this chapter. 

B. The following examples of combined and separate coverages 
should serve to illustrate the above principal: 

Example 1: An investor makes an equity investment of $10,000,000 
consisting of all of the stock of a foreign enterprise engaged in manu­
facturing, which for the sake of the example, has no debt. Ninety per­
cent of the assets of the project will Je in the form of tangible prop­
erty (this percentage will vary from industry and to a certain extent 
will vary among companies in the same industry). 
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The fee for the first year, using separate coverages will be: 

Wax, Revolution 
Expropriation and Insurrection 

Maximum $20,000,000 $18,000,000 
Current 10,000,000 @ 1/2% $50,000 9,000,000 @ 1/2% $45,000
Standby 10,000,000 @ 1/10% 10,000 9,000,000 @ 1/10% 9,000 

$60,000 $54,000 

Total: $114,000 

The fee for the first year, using combined coverage, will be: 

Combined Expropriation & War 

Maximum $20,000,000 
Current $10,000,000 @ 7/8% $87,500 
Standby 10,000,000 @ 1/10% 10,000 

Total: $97,500 

Here the use of combined coverage will result in a saving of $16,500. 
Example 2: An investor makes an equity investment of $1,000,000

in a foreign enterprise engaged in the assembly of equipment. Here 
also the assumption is present that the equity represents all of the 
stock and no debt is outstanding. Sixty percent of the assets of the 
project will be in the form of tangible property. 

The fee for the first year, using separate coverages, will be: 

War, Revolution 
Expropriation & Insurrection 

Maximum $2,000,000 
Current 1,000,000 @ 1/2% 
Standby 1,000,000 @ 1/10% 

$1,200,000 
$5,000 600,000 @ 1/2% 
1,000 600,000 @ 1/10% 

$3,000 
600 

$6,000 $3,600 
Total: $9,600 

The fee for the first year, using combined coverage,will be: 

Combined Expropriation & Wax 

Maximum $2,000,000 
Current 1,000,000 @ 7/8% $8,750 
Standby 1,000,000 @ 1/10% 1,000 

Total: $9,750 
Here it would cost $150 less to use separate coverages rather than 

the combined coverage. 
There are many other factors that may enter into any individual 

decision concerning the amount of coverage desired. These may be 
discussed as they arise with the Specific Risk Guaranty Division. 
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Chapter V 

WAR, REVOLUTION AND INSURRECTION GUARANTY 

1. 	NATURE OF PROTECTION 
Under this guaranty, compensation is paid for loss of an investor's 

interest in the tangible property of the foreign enterprise directly 
caused by war, revolution or insurrection. There is no requirement 
that there be a formal declaration oft war. Hostile acts of any na­
tional or international organized force are covered, as are hositle acts 
of organized revolutionary or insurrectionary forces, including acts of 
sabotage. The guaranty also includes protection against injury to 
tangible property that is a direct result of actions taken in hindering, 
combating or defending against a hostile act, whether in a war, revo­
lution or insurrection. 

Ti guaranty does not cover injury to the physical property of 
the enterprise that is directly caused by civil strife of a lesser degree 
than revolution or insurrection. The guaranty also does not protect 
either intangible property such as accounts, bills, currency, deeds, 
evidence of debt, money, securities, bullion, or manuscripts or a se­
curity interest in tangible property held as security for a debt (mort­
gage, trust deed, etc.). Finally, compensation will not be due under 
the guaranty if tik investor or the foreign enterprise negligently failed 
to take reasonable easures to prevent the damage to the property. 

2. 	MAXIMUM AMOUNT AND CURRENT AMOUNT OF 
PROTECTION 

The largest maximum amount of guaranty that may be selected 
by an investor holding equity shares will be the greatest interest that 
the investor could have in the tangible assets of the enterprise at their 
depreciated value. This amount could, in some instances, be greater 
than the value of the investor's interest at the time the investment 
was made: such as when earnings are reinvested in tangible property 
at a rate exceeding the rate of depreciation of the enterprise's assets; 
or when short-term liabilities are large and used to purchase tangible 
property. Normally, the maximum amount of guaranty will not be 
allowed to exceed 200% of the equity investment. The maximum 
amount for a loan investment may never exceed the sum of the prin­
cipal and the interest due under the loan. 

The current amount of guaranty is normally no larger than the 
amount of the investor's interest, (estimated by means of the fraction 
indicated below), in the depreciated tangible property held by the 
enterprise in the contract year. 

Ir 	the investor has both an equity investment and a loan invest­
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ment in the foreign enterprise, he will select one maximum amount and 
one current amount to cover his entire investment. Ordinarily his
maximum will be the sum of the greatest interest that the investor
could have in the tangible assets of the enterprise at their depreciated
value, not exceeding 200% of an equity investment, plus principal and
interest due under a loan. The normal current amount of the guar­
anty will be the sum of the investor's interest (estimated by means of
the first fraction indicated below) in the depreciated tangible property
held by the enterprise in the countract year plus the investor's share
of the debt as determined by the second fraction indicated below. 

3. COMPENSATION FOR LOSS 
The amount of compensation payable under this guaranty is theinvestor's interest, arising out of his guarantied investment, in the

damage to the tangible property of the foreign enterprise. The amount
of damage for the purpose of computing compensation is the smaller
of (1) the cost of the damaged tangible property or its original fair
market value in the United States plus freight, insurance, etc., andless normal depreciation, and less any abnormal deterioration of the 
property, and (2) the reasonable cost of repairing or replacing the 
damaged property. 

The investor's interest in the amount of damage at any given time
is determined by multiplying the amount of damage to the tangible
assets by a fraction, the numerator of which is the investor's present
or net investment in the enterprise, and the denominator of which is
the sum of the capital and surplus and long-term liabilities of the
enterprise. Thus, if the investor holds equity in the enterprise, the 
fraction is: 

initial investment in equity minus return of investment and
adjusted for pro rata retained earnings, losses and realized 
capital gains and losses 
capital+surplus+long-term liabilities (including current portion) 
If the investor holds debt securities in the foreign enterprise, the 
fraction is:
 
unpaid principal+accrued unpaid interest
 
capital+surplus+long-term liabilities (including current portion)
 
Under certain circumstances, it may be possible to eliminate from

the denominator or the formula long-term liabilities which the Foreign
Enterprise owes to the United States Government. 

The amount of compensation is computed by multiplying the 
amount of damage to the tangible property by the above fraction. 
Compensation will be reduced by any amounts received by the investor
from other sources as compensation for the damage to the property,
or by the investor's share of such sums received by the foreign enter­
prise. This includes the net proceeds from the sale of the damaged
property. Moreover, the amount of compensation payable to the in­
vestor shall be the least of the following: (a) the statutory limitation
of the original investment plus earnings and profits actually accrued 
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thereon; (b) the current amount of guaranty in force on the date the 
damage was incurred; and (c) the investor's share of the damage as 
calculated in accordance with the above formula. 

4. 	 CLAIMS FOR LOSS 
Claims under the guaranty must exceed either $10,000 or 1% of the 

current amount of guaranty for that contract year, whichever is smaller. 
The low premium rate, the amount at risk, administrative needs and 
policy objectives require the establishment of such a minimum. How­
ever, when an otherwise eligible loss exceeds the limit, the entire amount 
of the claim will be paid. 

As soon after the filing of a claim as conditions permit, authorized 
agents of A.I.D. will make any necessary inspections of the property 
to determine the amount of damage. If, because of conditions in the 
foreign country, A.I.D. cannot make thesL inspections, the amount of 
damage will be presumed to be sixty percent (60%) of the covered 
value (e.g., cost less depreciation) of the tangible property, unless the 
investor furnishes evidence of a different amount. This 60% pre­
sumption is subject to subsequent review, and adjustments or refunds 
in the compensation paid. 

Prior to the receipt of compensation under the guaranty, the in­
vestor must assigned to the United States Government any claims, 
causes of action, or rights for compensation which the investor might 
have from any source because of the damage to the property. The 
investor is also under an obligation to take all reasonable measures to 
prevent any further damage to the property and to cooperate with 
A.I.D. 	in assessing the damage. 

A loan investor must credit compensation received under the guar­
anty against the ountstanding interest and principal of the loan. The 
guaranty contract does not require an equity investor to assign his 
securities or take other action with respect to the foreign enterprise's 
equity because of compensation for a war loss under the guaranty. 

5. COST OF WAR RISK GUARANTY 
The annual fee for the war revolution, and insurrection guaranty 

is one-half of one per cent (12%) of the current amount of guaranty, 
plus a standby fee of one-tenth of one percent (1/10%) on the differ­
ence between the current amount and the maximum amount of guaranty. 

6. COMBINED EXPROPRIATION AND WAR RISK COVERAGE 
If an investor desires both expropriation and war, revolution and 

insurrection coverage, a combined expropriation, war, revolution and 
insurrection may be obtained. This combined coverage is discussed 
more fully in Chapter IV, Section 6, above. 
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Chapter VI 

HOW TO PROCEED 
1. REQUEST FOR ASSURANCE AGAINST PREJUDICE LETTER 

Pursuant to the statutory criteria and to the objectives of the 
Specific Risk Investment Guaranty Program, guaranties are normally
issued only for new investments. An applicant must make application
to A.I.D. prior to taking final action in the investment process. Ap­
plications received after an investment has already been made or
irrevocably committed will be rejected on the ground that the invest­
ment is not new, even though the investment is in all other respects eli­
gible for guaranties. "Irrevocably committed" ordinarily means
that the investor is legally committed to the investment or has com­
menced to make the investment. An agreement to invest subject to the
obtaining of investment guaranties will not prevent an investor from 
securing such guaranties.

It is the practice of A.I.D. to indicate that an application has been
received by issuance of an assurance against prejudice letter, sometimes 
called a waiver letter. This allows an investor to make an investment, or
become irrevocably committed to make it, without impairing the eli­
gibility of the investment for a guaranty contract. 

Requests for an assurance against prejudice letter, which must be 
in writing, must contain the following information: 

a. 	The identity of the investor;
b. 	A statement that the investor is a United or aStates citizen,

corporation, partnership or other association organized and 
existing under the laws of the United States or of any state or
territory thereof and substantially beneficially owned by United 
States citizens, or a foreign business wholly owned by eligible
investors; 

c. 	The country or territory in which the investment is to be made;
d. 	 A brief description of the project in which the investment 

will be made; 
e. A statement that the investment has not been made or irrevoc­

ably committed; and 
f. 	The type of investment, (e.g., equity), the guaranty coverages,

and an estimate of the amounts under each coverage, desired 
for the investment. (The investor may, at a later time, change
both the coverages and the amounts requested under each.) 

Alternatively, the investor may complete and submit in triplicate the
simple, one-page application entitled "Request for Assurance Against
Prejudice Letter for Specific Risk Investment Guaranties," Form 
AID 1520-1 (9-65). Application forms will be mailed by the Invest­
ment Guaranties Division upon request. Appendix A of this Handbook 
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contains a completed "Request for Assurance against Prejudice Let­
ter." 

Upon receipt of the necessary information, the Investment Guar­
anties Division will promptly issue an assurance against prejudice
letter. The initial letter is valid for one year and, unless cancelled 
by reason of a denial of the investor's application for guaranties, may
normally be extended upon a showing of need for successive one-year 
periods, or for such shorter periods as may be appropriate.

The assurance against prejudice letter is effective only for the 
purpose of allowing the investor to go forward with the investment 
without thereby losing its status as a new investment; however, it does 
not constitute an assurance that the investment has satisfied other 
eligibility requirements. If some impediment to eligibility should 
appear at the outset, the Investment Guaranties Division will attempt 
to call this to the investor's attention. It should be clearly understood 
that issuance of the assurance against prejudice letter in no way 
constitutes a commitment to issue the requestedguaranties. 
2. OBTAINING FOREIGN GOVERNMENT APPROVAL 

Before a guaranty contract may be issued, the investor must 
secure the approval of the project in which the in.vestment is being
made from the government of the foreign nation. The requirement
of a project approval is contained in the investment guaranty agree­
ment between the United States and the foreign nation. 

It is the investor's responsibility: to study the pertinent laws and 
regulations of the different foreign countries governing approvals of 
foreign investments, t0 present to the foreign government the details 
of the investment, to satisfy that government's requirements for 
approval, and to request that government to send its approval of the 
project for guaranty purposes to the A.I.D. Mission (or the U.9. 
Embassy), which will forward it to the Investment Guaranties Divisi,'-. 
The original signed copy of the foreign government approval must be 
delivered to AID; this delivery is the responsibility of the investor. 
When the investor is an entity organized under the laws of a foreign 
country, the investor should disclose to the foreign government that the 
investor is owned by United States citizens. 

Sometimes the foreign government approval process is complicated.
One agency of the foreign government may handle approvals for 
remittances of earnings and capital; another agency may handle ap­
provals of investments; and still a different agency may issue approvals 
for investment guaranty purposes. The latest information available to 
A.I.D. as to the appropriate official or agency of the foreign government 
to whom the request for project approval for guaranty purposes should 
be directed will be contained in the assurance against prejudice letter. 
The Investment Guaranties Division will also, on request, give investors 
the latest information available on procedures. In addition, the A.I.D. 
Mission or the U.S. Embassy can direct investors to the appropriate 
foreign government officials and assist investors in obtaining the 
requisite approvals should difficulties be encountered. 

Applicants for guaranties against inconvertibility of currency 
must also ascertain the foreign government's willingness to permit 
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the remittance of earnings and repatriation of capit al. In most cases,
the general exchange regulations of the country under which the 
applicant would qualify will be sufficient; in other cases when U.S. 
dollars are not normally available for the remittance of earnings or 
repatriation of capital, a special approval by the foreign government 
may be necessary. This form of foreign government approval is
required because of the policy that the convertibility guaranty will not 
protect the investor from the effect of any exchange regulation or 
practice in existence at the time of the execution of the guaranty
contract. This information should be communicated to the Investment 
Guaranties Division. 

No formal order of procedure has been established for obtaining
the required government approvals. However, it is usually preferable
to establish and, when necessary, to obtain the right to remit dividends 
and repatriate capital before seeking the approval by the foreign 
government of the project for investment guaranty purposes.

Normally, cases will not be processed towards a guaranty contract 
until the original of the foreign government approval has been received 
by 	the Investment Guaranties Division. In some unusual situations 
requiring urgent action, the Investment Guaranties Division will 
discuss contract provisions and other matters with the investor while 
the approvals are being obtained. Promptness in applying for and 
obtaining the foreign government approval will permit quicker action 
upon the application for guaranties. The rrocessing of applications 
can also be expedited if applicants will forward to the Investment 
Guaranies Division copies of all approvals pertaining to the invest­
ment project received from foreign governments-even though not ex­
pressly connected with investment guaranties. 
3. 	APPLICATION FOR SPECIFIC RISK INVESTMENT
 

GUARANTIES
 
As soon as the final form of the investment i*s reasonably clear,

but before the expiration of the assurance against prejudice letter,
the investor must complete and submit to the Investment Guaranties 
Division three copies of the Application for Specific Risk Investment 
Guaranties, Form AID 1520-2(1-65).

The final determination of the eligibility of the investment for 
guaranties is made in large part on the basis of the information 
contained in this application. Because investment proposals vary widely
in nature and because the application may not provide sufficiently
detailed information, it may become necessary to require additional 
information from the investor to ascertain whether th, investment 
meets the statutory criteria and objectives governin,g eligibility for 
guaranties. Moreover, until the guaranty contract is issued, the in­
vestor is under a continuing obligation to keep the application current 
by amendment. Misrepresentatiow3 or failures to disclose relevant 
information may result in the cancellation of the guaranties.

No guaranty contract will be issued unless a completed Application
for Specific Risk Investment Guaranties is on file (including all other 
pertinent information and documents) with the Investment Guaranties 
Division. 
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Appendix B to this Handbook contains a sample completed Applica­
tion for Specific Risk Investment Guaranties. 

4. PROCESSING THE APPLICATION-PREPARATION OF 
CONTRACTS
 

Following receipt of the required approval from the foreign gov­
ernment, the investor's file is assigned to a Guaranty Officer. He will 
review the foreign government approval, the completed Application 
for Specific Risk Investment Guaranties, and the documents called 
for by that application, and determine whether any clarification of 
the details of the proposed investment is needed either for the purpose 
of determining the investment's eligibility for guaranty coverage or 
for preparing the guaranty contract. 

At the earliest time possible, the investor will be sent a draft 
guaranty contract for review. This consists of the printed General 
Terms and Conditions and the Special Terms and Conditions which 
together constitute the Contract of Guaranty. This contract of guaranty 
between A.I.D. and the investor embodies the United States Govern­
ment's guaranty of the investment against the risk or risks indicated. 

The General Terms and Conditions, specimen copies of which are 
available upon request from the Investment Guaranties Division, 
contain the provisions defining the rights and obligations of the in­
vestor and of the United States Government under the Contract of 
Guaranty. These provisions are standard for all investors and will 
be altered only to meet unusual circumstances. However, special
standard adaptations have been made for investments in a branch of 
the investor, for licensing and technical assistance agreements, and 
for several other special categories of investments. 

The Special Terms and Conditions contains a description of the 
investor, the investment, the project in which the investment is being
made, and the securities evidencing the investment. In many instances, 
drafts of these items will have been inserted in copies of the Special 
Terms and Conditions sent to the investor. This information, as well 
as the types and amounts of guaranty coverages selected, will have 
been based upon information contained in the investor's application
and upon other representations made by the investor to the staff of the 
Investment Guaranties Division. When the investor signs the Contract 
of Guaranty, these statements become his representations. Therefore, 
investors must carefully review the statements and make whatever 
alterations as appear necessary before the contract is signed. Where 
the spaces for these statements in the copies of the Special Terms and 
Conditions received by the investor are blank, he will have to fill them 
in before signing and returning the Contract of Guaranty to the 
Investment Guaranties Division. 

When &leinvestor approves the terms of the Contract of Guar­
anty, he must have it executed by someone authorized to do so and 
returned to the Investment Guaranties Division, along with a check 
for the correct fee for the first contract period. The contract is then 
reviewed further for eligibility and submitted to the Assistant Admin­
istrator for Development Finance and Private Enterprise for final ap­

31 



proval. If approved, lie then executes the guaranty contract on behalf
of the United States Government. A copy of the executed contract is
returned to the investor.
 

All information submitted 
 by the investor will be held in con­fidence by the U.S. Government prior to the execution of the contract
of guaranty. H[owever, when a guaranty contract is issued, it is thepolicy of A.I.D. to release a public announcement describing in generalterms the project in which the investment is being made and the natureand amount of the guaranty contract, unless the investor informs A.I.D.
in advance that he objects to such a release. 

Only after the guaranty contract has been executed by A.I.D. doesthe United States assume liability under the guaranty; until then, risk of
loss is borne by the investor. 
5. ADMINISTRATION OF THE GUARANTY CONTRACT 

The guaranty contract specifies certain duties of the investor
which extend throughout, and in some instances beyond, the life ofthe contract. The recurring duties, however, are generally limited tothe annual election of the current amount and the maximum amount
for each coverage, the annual payment of fees, and the submission ofannual certifications by independent certified public accountants re­lating to the books and records kept in connection with the investment. 

The election of both the current amount and the maximum amount
for each coverage and the payment of the annual fee must each becompleted before the commencement of the contract year to whichsuch elections relate. If the investor fails to make such elections
within the allotted time, the current amount and the maximum amountfor each coverage for that year shall be the same as the respective
amounts for the preceding year, and the fee that is due for that year
is calculated on that basis. If the investor fails to pay the fee inadvance, a penalty is assessed of one-half of one percent ( %) permonth of the unpaid fee. Moreover, A.l.D. may cancel the guarantycontract, or refuse to pay compensation or any claim, unless theinvestor pays the fee plus the accrued penalty within thirty daysfollowing receipt from A.J.D. of written notice of default. 

The nature of the financial statements called for by the guar­anty contract depends upon the type of investment and the extent towhich the investor controls the foreign enterprise in which the invest­ment is made. In all cases, however, the investor must submit toA.I.D. a certification prepared by an independent certified public
accountant or by some other accountant acceptable to A.I.D. that itsbooks and records relating to the investment, as well as the reports
submitted to A.I.D., are prepared in accordance with accounting prin­ciples generally acceptable in the United States. To the extent of itsability, the investor must also cause the foreign enterprise to submit 
a similar certification with respect to its financial reports submitted 
to A.I.D. 

In addition to these recurring duties, the investor promises in theguaranty contract that it will continue to meet the eligibility require­ments of the legislation authorizing the guaranty program, that it will 
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not voluntarily assign the guaranty contract to any other party with­
out the prior consent of A.I.D. (certain involuntary assignments are 
permitted by section 2.05 of the General Terms and Conditions), and 
that it will promptly disclose to A.I.D. all agreements and arrange­
ments made with foreign government of the country where the invest­
ment was made regarding the transfer of local currency into U.S. 
dollars and compensation for losses attributable either to expropriatory 
actions or to war, revolution, or insurrection. 

Claims under the guaranties must be prepared and submitted to 
A.I.D. as specified in detail in the guaranty contract. Throughout the 
period during which a claim for compensation is pending and following 
the payment of compensation, the investor is under a duty to cooperate 
With A.I.D. in supplying requested information relating to the claim 
for payment, in pursuing the available administrative and judicial
remedies in the foreign country relating to the loss, and in preserving 
and managing whatever property is assigned by the investor to the 
United States Government as a condition to receiving payment of 
compensation. These continuing duties are fully described in the 
guaranty contract. 

Disputes arising under the guaranty contract are submitted to 
binding arbitration conducted under the rules of the American Arbi­
tration Association. 
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APPENDIX AAID 1550.1 (10-641 	 DEPARTMENT OF STATE FORM APPROVED 
AGENCY FOR INTERNATIONAL DEVELOPMENT BUDGET BUREAU NO. 

REQUEST FOR ASSURANCE AGAINST PREJUDICE LETTER (Waiver Letter) 14R-O.O 
FOR SPECIFIC RISK INVESTMENT GUARANTIES 

Specific Risk Investment Guaranties willnotbeIssued for any investment WARNING:Manyinvestmentsmaybe ineligible for investment guarantywhich has alreadly been made or irrevocably committed. An investor de- coverage even though the Investor receives an Assurance Against
siring to proceed with his Investminet withot prejudice to his application Prejudice Letter (Waiver Letter), because they cannot qualify under
for guaranties should first obtain anAssutonce Against Prejudice Letter. existing statutory nd administrative policy. I an investor wishes to beAny investment modeor Irrevocably committed alter the dateof the Assur- certain that he will.receiv guarrnties upon his investment, he should once Against Prejudice Letter will not be ineligible becauseit was submit the more detailed Application fo Specific Risk Investment
committed prior to the submission of the application for guaranties.' The Guaranties for a determination of eligibility. 
,Assurance Against Prejudice Letter Serves only this purposeand does 
not constitute ay assurance that the investment is otherwise eligible 
foranInvestment guaranty. 

1. APPLICANT 

NAME 	 ADDRESSI (NVumber, Street, City. S,,,., Zrlp oe TE'LEPHON'E NUMBER 

Investor Company 
 100 Main Street, Chicago, Illinois 000000 000-000-000
 

2. TYPE OFAPPLICANT 

] INDIVIDUALIS) WHOtS(ARE) UNITED STATES CITIZENS) 

CORPORATION. PARTNERSHIP OR OTHER ASSOCIATION ORGANIZEDAND EXISTINGUNDERTHELAWS OF THE UNITEOSTATES 
OR A STATE OR TERRITORY THEREOF, AND SUBSTANTIALLY BENEFICIALLY OWNED BY UNITED STATES CITIZENS 

WHOLLY OWNED- FOREIGN SUBSIDIARY OF A UNITED STATES CORPORATIONt 

3. AUTHORIZED REPRESENTATIVES OF APPLICANT FORPURPOSEOF GUARANTY APPLICATIONNAME 	 ADDRESS (Number, Street, Cltr, State, ZIP Code). JTELEPHONE NUMBER 
John Doe, Counsel 1700 J Street, N. %. Washington, D, C. 20006 1FE8-6000
 

Richard H. Row, President 100 Main Street, Chicago, Illinois 000000 
 000-000-1000
 

4 -COUNTRY WHEREINVESTMENT CONTEMPLATED, "X" Countr 
5. 	 0. ESTIMATED TOTAL AMOUNT OF b. CONSISTING OPI 

INVESTMENTs Cash: $ 6,000,000 Machinery or Equipment: $ 1,000,000 

$ 7,000,000I Other(Sped/y) 
6. DESCRIBE IN GENERAL TERMS THE INVESTMENT PROJECT AND PRODUCT INVOLVED 

Proposed investment will be made for the purpose of constructing and operating a synthetic

resins plant in IX" country.
 

7. FOREIGN ENTERPRISE IN WHICHINVESTMENT ISBEING MADE
NAME ADES 

'Far East Company 	 30 uon Avenue,"X Country 
PL.ACE OF INCORPORATION j ECITION OF BlUSINESS 
IT' CountryI 	 Manufacture of synthetic resins 

8. MAXIMUM AMOUNTS OF COVERAGE REQUESTED
 
TYPE OF INVESTMENT CONVERTIBILITY EXPROPRIATION WAR. REVOLUTION AND 

..U RRCTION 
EQUITY SECURITIES $8,000,000 $, ,000,000 
DEBT SECURTIES ,6000000 ,000,00 ,UUUO 
OTHER 

9. SIGNATURE 

Ihereby fflrm.,that no portion of this.Investment hasbeenmadeor Irrevocably committed. 

Aptlicant: By: 

Dote: Title: 
SEND THREE I3 COPIES TOI 

INVESTMENT GUARANTIES DIVISION 
OFFICE OF DEVELOPMENT FINANCE AND PRIVATE ENTERPRISE 

AGENCY FOR INTERNATIONAL DEVELOPMENT 
DEPARTMENT OF STATE
 
WASHINGTON,D. C. 20523 

A subsidiary organized under the lowsof a foreigncountry will be persons other than the U.S. parent corporatoln pursuant to the require­considered "wholly owned" by a United Stoes corporation if less than meats of the laws wherethe subsidiary Is Incorporatle4 or operating.
five percent of Is totalissued and subscribed share capitalIsheld by: 
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AID 1520-2 11-6) DEPARTMENT OF STATE FORM APPROVED 
3UDGET BUREAU NO.AGENCY FOR INTERNATIONAL DEVELOPMENT 

24.R-033.6 

APPLICATION FOR SPECIFIC RISK INVESTMENT GUARANTIES APPENDIX B 

This application Is to he sad In applying for Investment guaranties If the investor ba already receined so Assuranae Against Prejudice 
against Inconvertibility of atrrency, expropriation or confiscation, and Lett.r, Ibis application should be completed and filed as soon as the 
war, revolution or insurection, as authorized by Section 221 at seq. of final form of the investment is reasonably clear, but before the expiration 

the Foreign Assistance Act of 1961, as amended. of the Assurance Against Prejudice Letter. 

Specific risk Investment guoranties are Issued anly for now investments Three (3) copie of this application must he completed and fiied by the 
In the foreign country. An investor must therefore raeive an Assurance Investor. If the investor is acting as an agent, trusts., ar othermise In 
Against PraJudica Lettar (Waiven Lett) bnlore the investment Is made a representative capacity for another, the rolationship should be fully 
or Is irrevocably committed. An Assurance Against Preludice Lotter explainad In an attachment to this application. 
assures the investor that considerotion of his full Application for Specific 
Risk InvestmentGuaranties willnor be prejudiced because he has pro. This application should be keptcurrent by amendment. A.I.D. relieson 
cedad to make or Irrevocably commit his investment. In this way, the the Informatirn contained in the opplication in determining eligibility for 

form of ar 
the Investment is suliciently clear to erable this Application for Specific failures to disclose relevant informatian may result in the cancellation 
Risk InvestmentGuaranties to be completed. The Assurance Against ofthe Investment guaranties. 
Prejudice Lettermay be applied forby completingthe onarpoa appli. 
cation entitled "Request for Assuranca Against Preludice Letter" which Where additional information is contained In attochments, place on each 
may be obtained from the Investrment Guaranties Division, Agency for atlachment the Item number in the application to which It rafers. 

Investor may proceedwith his Invastmhnt plans until the finol guaranties and in issuing the guaranty contract. Misrepresentations 

International D. C. 20523.
 Development,Washingtan, 

1. DATE OF APPLICATION 2. COUNTRY WHERE INVESTMENT IS CONTEMPLATED 
' -.'arch 15, 1965 It Country 

3. INVESTOR AREA CODE AND 

NAME ADDRESS OF PRINCIPAL PLACE OF OUSINESS (Include ZIP Code) TEL EPHONE NO. 

Investor Company 100 Main Street 

Chicago, Illinois 000-000-1000
 
4. AUTHORIZED REPRESENTATIVES OF THE INVESTOR FOR PURPOSES OF THIS APPLICATION AREA CODE AND 

NAME ADDRESS (Number, Street. City. State, ZIP Code) TELEPHONE NO. 

Richard H. Rowe, President Same as Applicant 

John Doe, Counsel 1700 J Street N.W., Washington D.C. 000-0000 
S. ELIGIBILITY OF THE INVESTOR 
(A) IDENTITY OF THE INVESTOR 

r-- INDIVIDUAL Is Individual a United States citizen? E YES OZ NO 

UNITED STATES CORPORATION­

(1) Incorporated under the laws of Delaware 
(2) Is In/estment In a foreign branch of such corporation? [J YES [] No 

UNITED STATES* PARTNERSHIP OR OTHER ASSOCIATION 

Type of associ'ation: Existing under the laws of 

WHOLLY OWNED's FOREIGN -,UBSIDIARY OF A UNITED STATES CORPORATION 

(0) IF THE INVESTOR IS OTHER THAN AN INDIVIDUAL, COMPLETE THIS PART. 

(I) Is the Investor indebted to foreign creditors in excess of 200a of Investor's nat worth? 0 YES J NO 

(2) IF THE INVESTOR IS A UNITED STATES CORPORATION,* give below theapproxlmate percentage of each closs of Its 

shares beneficially owned by United States citizens as individuals. 

IF THE INVESTOR IS A WHOLLY OWNED** FOREIGN SUBSIDIARY OF A UNITED STATES CORPORATION, give below 

the approximate percentage of the shares of its United States parent corporation which are beneficially owned by United 

Slates citizens as individuals. 

For the purpose of Ihis question, shareholders with addresses In the Unlted States may be presumed to be United States 

citizens unless the investor knows or has reason to know the contrary. 

TYPE OF SHARES CHECK IF VOTING SHARES 

a. Common Stock .El I J 

b. PreferredStack . % 
c. Other: - 1 7 

a I..,, organized and isting ..undo, tha laof the United States or of any state or territory thereof. 

e A subsidiary organized under the laws ofa foreign country will he considered "wholly awned" by a United States corporation If less than S per. 

cant of the total issued and subscribed shere capital Is holdby parsans other than the parent corporation pursuant to the requirements of the laws 
where the subsidiary is Incorporated or operating. 
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AID 15I20.1 i1­

(3) 	 IF THE INVESTOR 15 A UNITED STATES PARTNERSHIP OR ASSOCIATION, Ismorethan5O%ofth.inteoestinsuch organizelion bnnfinciliv, owned by.UnitedStotes citizensas Individuol? E] YES E] NO(4) 	 lI the Investors ocorporate entity thuI doesnot fitinto thecategories under (2) of this Port, or if the answer to (3) is "No", 
Gtlach a aotonni tracingthe beneficial ownership of the-investor ithat is sufficient to show that over 50r.efthebeneficial 
*wnerrhip of A.oInvestor Is In United Stotes citizens as natural persons. 

(Ci IF 'rNE INVESTOR1.A WHOLLY OINED FOHEItI SUBSI lARY OF A UNITED STATES CORPORATION, COMPLETE THIS PART(1) 	 Foreign sn'oidiary Incorporated under t' lawA of 
(2) 	 %initedSt 'aa PcrentCorporot;cn: 

NkUE ADOnFl?,5 OF PRINCPAL. PLACE OP 5I)SINESS PLACE 70F -ICORPORATION 

(3) 	 Perc,,It of fo-ei l suhsidlary'r totalIscv:d and Subscrihed share capiral held by persons other than the parent 
sorporotio,: % [I i]oNr

(4) 	 Giv citation .o tielow roluirtnir thar ouch shares be,held by persons other than the poront corporation: 

. iECIPIENT OF TiE INVESTMENT
 
(At FOItIIGEIPI HTERPRISE RECEIVING 
 INVC:TIAENT 

(CORPORIATION.TYPE OF ENTITY 
NAMIE 
 AUDAESO Up PRINCIPAL PLACE CF BUSINESS 	 eBRANCHOFU.S. CORPORATION. TC. 

Far EEst Comnany 306 Luzon Avenue, X Country Corporation

(ml a-ia t31IEF DESCRIPTION OF THE BUSINESS OF THL FOREIGN ENTERPRISEZ 

Manafaecture and sale of synthetic roeina and products fur both "X" country

and Asian makets.
 

(C) APPAnOXIMATE PERCENTAGE OF "eQUITYINTEREST INVESTOR WILL HOLD IN THE FOREIGN ENTERPRISE
 
FOLLOWINGTHE INVLSTM:NT -9.6- % ED NONE
 

(D) DOES OR WILL A FOREIGN GOVERNMENT OR ANY AGENCY THEREOF OWN ANY INTEREST IN THE FOREIGN ENTERPRISEf
 
[:- YES E NO 
 If YES, what ptrcent? % Give name ond address of such foreign government agency and
 
Indicate Itsfunctions:
 

7. PROJECT 
A DESCRIBE,i4GENERAL TER1S THE PROJZC" ACTIVITY RESULTING FROM TH INVESTMENT AND THE PRODUCTINVOLVED (E.G..MClfR;lZATION OF MACHINE SHOP'TO DOUBLE PRODUCTION OF AUTOMOBII ES).
 

Proposed investment Vill be rade foi the purpose of constructing and operating 
a synthtic resins plant in IX country. 

T ' 


(01EDEStRIBE BRIEFLY THL IANNER IN WHICH THE INVESTMENT WILL FURTHER THE DEVELOPMENT OF THE ECONOMICRESOURCES AND PRODUCTIVE CAPACITIES CF THE COUNTRY OR AREA WHERE THE PROJECT IS LOCATED. SUM.MARIZE THE EFFECTS THE INVESTMENT WILL HAVE ON THE COUNTRY OR AREA INVOLVED, INCLUDING REFERENCETO SUCH FACTORS AS FOREIGN EXCHANGE EARNINGS, IMPORT SAVINGS,' DEVELOPMENT OF SKILLED LABORERS, ETC. 

The economy of the country might reasonably be expected to benefit from the

operation of this plant due to the purchase of 100 
mm pounds of ethylene per
yeas from loce.1 firms, creation of approximately 300 jobs in the direct 
operationof this facility and thousands of jobs in fabricating industries using the product
throughout the country. At prevailing prices, about $3,000,000 per year in foreign
exchange will be earned for the country from the exports. Construction of theplant will begin on September 1, 1965, and completion is estimated on or about 
September 1, 1966. 
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AID SZS.2 11-6S5 

1 	 NATURE OF THE INVESTMENT CONTRIBUTION 

IA) [n CASH AMOUNT s 6,000,000 
INUNITED STATES DOLLARS AMOUNTS. 6.000.000
 
IN FOREIGN CURRENCY. AMOUNT AND KIND OF £URRENCYI
 

EQUIVALENT DOLLAR VALUEOFCURRENCYI $
 

IS SUCH CURRENCY FREELY CONVERTIBLE INTO UNITED STATES DOLLARS? [::] YES 0 NO 

DESCRIBE THE WAYS IN WHICH THE FOREIGN ENTERPRISE WILL USE THE CASH (e.g., $35,000 foraenclidhneyars 

$50,000 for orking copitlo). 

(0l) MACHINERY, EQUIPMENT. MATERIALS, OR COMMODITIES. 	 VALUE S 1,000,000 
(I) 	 Describe Ihe machinery, equipment, matetials, or commoditlesl 

Compressors, pumps, conveyors, reactors, towers and high pressure vessels. 
Materials and chemical additives for use in the manufacturing process.
 

(including insurance and freight charges)
 

(2) Describe basis for valuation: 
Cost of machinery, equipment, materials and commodities at current priced, 

which will be purchased by the Investor. 

3) 	 Is investor exlnding credit to the foreign enterprise for the purchase of the machinery, equipment, materfals, o 

commodities? [:] YES M NO If YES, complete this port. 
a. Amnountof credit: $ 

b. Rate of interest:* 1; per onnum 
c. Other charges: $ 

d. 	 State maturily dotes and amounts due on each date: 

.. Attach copy of credit Instrument. 

(CI J PATENTS, PROCESSES, OR TECHNIQUES. ESTIMATED VALUES " 

(1) Describe the patent, procese, or technique:. 

iWll be transferred at no cost to the foreign enterprise. 

(2) Describe basis for valuation: 

(0) 	 M] SERVICES (Other Ibm above) VALUE S 

(1) Describe nature of services: 

(2) 	 Describe basis for valuation: 

(E3 [J CONSTRUCT'ON CONTRACT (Donot complete mtyotherpartofSectIona) 

(1) 	Describe nature of construction to be performed (e.g., prim. contractor for profect, sub.contractor for building 
access rood, etc.): 

(2) 	 State expected duration of construction'to be perforned by investors 

(3) Describe terms and duration of paymentt 

(4) Attach copy of the construction contract. 
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AID 1t52-2 11-65) 
IF) F-1 OTHER 

VALUE S 
Describe, and Include basis for valuation: 

(0) 

9. 

10. 

IA) 

t1t 

IC )J 

1(0) 

TOTAL AMOUNT OF THE INVESTMENTt S.goq,000,000 
IF WAR, REVOLUTION, AND INSURRECTION GUARANTY IS SOUGHT, COMPLETE THIS PART. 

Give the estimated value of all tangible assets held by the foreign enterprise In the prolect country, and Include all tangible assets
obtained or to be obtained by reason of the Investment. The value should be the cost of such property to the foreign enterprise,

Including the cost of freight, insurance, import duties, costs of installation and related costs (such cost not to 
exceed the fair
 
market value in the United Stotes at 
the time of acquisition plus the cost of freight and above related costs), less depreciation. 

$ 6,ooo,ooo 
WHAT THE INVESTOR WILL RECEIVE FOR THE INVESTMENT 

EQUITY SECURITIES 

(1) 	 Class and number of shares in each class
 
Common: . 1,000,000 
 Preferred: 100,000 Other (Specify): 

(2) 	 Describe the type, and the amount or estimated value, of the consideration paid for each class of security: 

Common stock - Cash - $3,000,000 and; machinery, equipment, materials, 
and commodities - $1,000,000
 

Preferre& Stock -
 Cash - $l,000,000

(3) Are any such share% acquired or to be acquired from existing shareholders? - YES [ NO 

If YES, for each class of stock, state how many shares are so acquired, and their cost: 

[) DEBT SECURITIES. Ifmore than one loom, anser questions below for each. 
(I) 	 Principal amount $ 2,000,000 

(2) 	 Rate of interest: 6 !o per annum 
(3) 	 Interest and principal payable In U. S. dollars? C YE3 r7 NO 
(4) 	 If NO, specify currency: 
(5) 	 State maturity dates and amounts due on each date: 

Principal payable in ten years from date of completion of plant; interest
 
payable semiannually. 

(6) Is there a guo'ranty of the repayment obligations of the borrower? - YEs M NO 
If YES, state the name and address of each guarastor:. 

(7) 	 Attach copy of the loan instrument or other evidence of debt, and the guaranty agreement, If any.
LICENSE OF PATENT. PROCESS OR TECHNIQUE. OR TECHNICAL ASSISTANCE AGREEMENT. Ifemare than oe license or 
agreement, answer questions below for each. 

(1) 	 Describe briefly terms and conditions (rates, etc.): 

No coverage sought under the technical assistance agreement.
 

(2) Duration of license or agreement: 
(3) 	 Estimated total payments over life of license or agreement: $ 
(4) 	 Will royalties or fees be payable in U. S. dollars? -] YES [ NO 
(5) If NO, specify currency: 
(6) 	 Attach copy of the license or agreement. 
OTHER. Indicate nature of instrumentand describe briefly Its terms and conditionr 
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'AID 1520-2 (1-65) 

I. DATE OF INVESTMENT 

1A) APPROXIMATE DATE INITIAL INVESTMENT MADE OR WILL BE MADE: September 15, 1965 
(13 DATE IRREVOCA13LE COMMITMENT TO INVEST MADE: -- e l,1965 

12. 	 PHASEU INVESTMENTS 

1l the investment Is to be made in stages, brieflydescribe the proposed stages, giving dotes and omounts: 

September 1965 $1,500,000 Balance of $1,000,000 of investment will be made 
December 1965 1,500,000 on or about September 1966 
January 1966 500,000 
FebruEry 1966 500,000 
Loan will be made on or about September 1966
 

13. CURRENT AMOUNTS OF COVERAGE REQUESTED FOR FIRST CONTRACT PERIOD 
(For instructionsand semple, see InvestmentGuarantyHandbook) 

FORM CONVERTIBILITY EXPROPRIATION WAR. REVOLUTION
AND INSURRECTION 

Equity Securet;ae -0- $5,000,000 *5,000,000 

DebtSecurities -0- $2,120,000 $2,120,000 

Guaranty of a Loon 

Royaty or Fee 

OTHER (Indlcote): 

14. MAXIMUM AMOUNTS OF COVERAGE REQUESTED 
and sample,see(For Instructions Investment GuarantyHandbook) 

FORM CONVERTIBILITy EXPROPRIATION WAR, REVOLUTIONAND INSURRECTION 

EquitySecurities $10,000,000 $10,000,000 $10,000,000 

Debt Securilies $ 3,200,000 $ 3,200,000 $ 2,120,000 

Guaranty of a Loon 

Royalty or Fee 

OTHER (Indicate): 

Number of years for which guaronties are desired: 

15. 	 REMISSION OF EARNINGS AND REPATRIATION OF INVESTMENT 

State the conditions under which the foreign enterprise will be able to remit earnings end repatriate the Investment. Include an 

estimate of the time It tabes the government of the host foreign country to process an application for transfer of local currency 

Into U. S. dollars forremitting earnings, repatriating capital, and servicing U.S. dollar debt, whichever are relevant to the 

Investment: 

Profits less withholding taxes are freely remittable.
 

16. 	 ARRANGEMENTS WITH THE GOVERNMENT OF THE HOST FOREIGN COUNTRY 
.

Briefly describe allcontracts and other agreements between the govemmen' of the host foreign country and the investor or the 

foreign enltrrpr!se receiving the Investment, and'allspecial legislation (such as "new Industry" laws), administrative determi­

nations, and.governmental decrees pertaining particularly toeither the ivstment or the foreign enterprise. Attach copies oF 

any documents relating to such arrangements. 

None
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AID 1520-2 I1-S)
 

17, EFFECT ON UNITED STATES ECONOMY, INCLUDING BALANCE OF PAYMENTS
 

(A) 	 STATE THE AMOUNT OF THE INVESTMENT EXPECTED TO BE USED FOR THE PROCUREMENT OF GOODS AND SERVICES
 
FROM THE UNITED STATES. S 5000.000 C) NONE
 

(B) 	 ESTIMATE ON THE BASIS OF INFORMATION PRESENTLY AVAILABLE TO YOU, IF POSSIBLE. THE AMOUNT OF GOODS AND 
SERVICES EXPECTED TO BE PROCURED FROM THE UNITED STATES ON A CURRENT BASIS FOR THE OPERATION OF THE 
PROJLCT ACTIVITY RESULTING FROM THE INVESTMENT DURING THE FIRST FIVE YEARS, AS A PERCENT OF TOTAL 
OPERATING COSTS. 	 % [3 IJONE 

CI) ESTIMATE THE ANNUAL ANTICIPATED REMITTANCE OF INTEREST OR EARNINGS AND RETURNS OF CAPITAL TO THE 
UNITED ETATES OVER THE NEXT TEN YEARS. 
$120,000 per year as interest for nine years and $2,120,000 in tenth year as interest 

and principal of loan 

(0) 	 ESTIMATE ON THE BASIS OF INFORMATION PRESENTLY AVAILABLE TO YOU, IF POSSIBLE, THE ANNUAL AMOUNT OP 
IMPORTS FROM THE UNITED STATES TO THE COUNTRY IN WHICH THE INVESTMEAT IS TO BE MADE EXPECTED TO S 
DISPLACED BY THE END PRODUCT OF THE PROJECT ACTIVITY RESULTING FROM THE INVESTMENT. 

200, 000 '-NONE 
(El 	 INDICATE THE AMOUNT OF THE END PRODUCT FROM THE PROJECT ACTIVITY RtISULTINO FROM THE INVESTMENT 

EXPECTED TO BE IMPORTED INTO THE UNITED STATES. KNONE - LESS THAN 20% FJ MORE THAN 20% 

18. SIGNATURES (Each IndI.Id-Inlestor st . .1pIlcale poe..Ign, ping signatu. If necessary) 

Investor Company 
APPLICANT 

IF INVESTOR IS A FOREIGN SUBSIDIARY. ALSO FILL IN BELOW 

By:
UNITED STATES PARENT CO'PORATION 

TITLE 

SEND THREE (3I COPIES OF APPLICATION TO: 

INVESTMENT GUARANTIES DIVISION
 
OFFICE OF DEVELOPMENT FINANCE AND PRIVATE ENTERPRISE
 

AGENCY FOR INTERNATIONAL DEVELOPMENT
 
DEPARTMENT OF STATE
 

WASHINGTON, D. C. 20523
 

WO$13.970 
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APPENDIX C 

Legislation Pertaining to the A.I.D. Specific Risk Investment 
Guaranty Program as of September 1966 

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED 

TITLE rn-INESTMENT GUARANTIES 

SEc. 221.50 GENERAL AUTHORITY.--(a) In order to facilitate and 
increase the participation of private enterprise in furthering the de­
velopment of the economic resources and productive capacities of less 
developed friendly countries and areas, the President is authorized to 
issue guaranties as provided in subsection (b) of this section of in­
vestments in connection with projects, including expansion, moderniza­
tion, or development of existing enterprises, in any friendly country 
or area with the government of which the President has agreed to 
institute the guaranty program. The guaranty program authorized by 
this title shall be administered under broad criteria, and each project 
shall be approved by the President. 

(b) The President may issue guaranties to eligible United States 
investors 

(1) assuring protection in whole or in part against any or all 
of the following risks: 

(A) inability to convert into United States dollars other 
currencies, 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 for­
eign government, and 

(C) loss due to war, revolution, or insurrection: 
Provided,That the total face amount of the guaranties issued un­
der this paragraph (1) outstanding at any one time shall not 
exceed $7,000,000,000; and 

* 0 0 

(c) No guaranty shall exceed the dollar value, as of the date of the 
investment, of the investment made in the project with the approval
of the President plus earnings or profits actually accrued on said in­
vestment to the extent provided by such guaranty, nor shall any guar­
anty of an equity investment extend beyond twenty years from the 
date of insurance. 

'*22 USC §2181. 
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(d) The President shall make suitable arrangements for protect­
ing the interests of the United States Government in connection with 
any guaranty issued under section 221(b), including arrangements with 
respect to the ownership, use, and disposition of the currency, credits, 
assets, or investment on account of which payment under such guaranty
is to be made, and any right, title, claim, or cause of action existing 
in connection therewith. 

SEC. 222.57 GENERAL PRoVIsIoNs.-(a) A fee shall be charged for 
each guaranty in an amount to be determined by the President. In the 
event the fee to be charged for a type of guaranty authorized under 
sections 221(b) and 22458 is reduced, fees to be paid under existing 
contracts for the same type of guaranty may be similarly reduced. 

(b) All fees collected in connection with guarantees issued under 
sections 221(b) and 224," under section 202(b) and 413(b) (4) of the 
Mutual Security Act of 1954, as amended,60 and under section ll1(b) (3)
of the Economic Cooperation Act of 1948, as amended (22 U.S.C. 1509 
(b) (3)) (exclusive of fees for informational media guaranties hereto­
fore or hereafter issued pursuant to section 1011 of the United States 
Information and Educational Exchange Act of 1948, as amended (22 
U.S.C. 1442) and section ll1(b) (3) of the Economic Cooperation Act 
of 1948, as amended), shall be available for meeting management and 
custodial costs incurred with respect to currencies or other assets 
acquired under guaranties made pursuant to sections 221(b) and 
224 51 of this part, sections 202(b) and 413(b)(4) of the Mu­
tual Security Act of 1954, as amended, and section 111(b)(3) of 
the Economic Cooperation Act of 1948, as amended (exclusive of 
informational media guaranties), and to pay the costs of investigating 
and adjusting (including costs of arbitration) claims under such guar­
anties, and shall be available for expenditure in discharge of liabilities 
under guaranties made pursuant to such sections, until such time as 
all such property has been disposed of and all such liabilities have 
been discharged or have expired, or until all such fees have been ex­
pended in accordance with the provisions of this section. 

(c) In computing the total face amount of guaranties outstanding
at any one time for purposes of paragraph (1) of section 221(b), the 
President shall include the face amounts of outstanding guaranties
theretofore issued pursuant to such paragraph, sections 202(b) and 
413(b) (4) of the Mutual Security Act of 1954, as amended, and section 
ll1(b) (3) of the Economic Cooperation Act of 1948, as amended, but 
shall exclude informational media guaranties. 

IT22 USC §2182. 
#See 104(b) of the FAAct of 1963 substituted "sections 221(b) and 224" for "section 

221(b)". 
"See. 104(b) of the FAAet of 1963 substituted "sections 221(b) and 224" for "section 

221(b)". 
60 22 USC ff 1872 1933. 
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(d)61 Any payments made to discharge liabilities under guaranties 
issued unde,' sections 221(b) and 224 of this part, sections 202(b) and 
413(b) (4) 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 informational media guaranties), shall be paid first out of 
fees referred to in section 222(b) as long as such fees are available, and 
thereafter shall be paid out of funds, if any, realized from the sale of 
currencies or other assets acquired in connection with any payments 
made to discharge liabilities under such guaranties as long as such 
funds are available, and thereafter shall be paid out of funds heretofore 
appropriated for the purpose of discharging liabilities under the afore­
mentioned guaranties, and thereafter out of funds realized from the 
sale of notes issued under section 413(b) (4) (F) of the Mutual Security 
Act of 1954, as amended, and section 111(c) (2) of the Economic Coop­
eration Act of 1948, as amended, and finally out of funds hereafter 
made available pursuant to section 222(f). 

(e)e2 All guaranties issued prior to July 1, 1956, all guaranties 

"Subsection (d) was amended by See. 104(d) of the FAAct of 1963. It formerly read 
as follows: 

"(d) Any payments made to discharge liabilities under guaranties issued under section 
221(b) of this part, section 202(b) and 413(b)(4) 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 informational media guaranties), shall be paid first out of funds specifically 
reserved for such payment pursuant to the proviso to the second sentence of section 222(c), 
and thereafter shall be paid out of fees referred to in section 222(b) as long as such fees 
are available, and thereafter shall be paid out of funds, if any, realized from the sale of 
currencies or other assets acquired in connection with any such guaranties as long as such 
funds are available, and finally shall be paid out of funds realized from the sale of notes 
issued under section 413(b)(4)(F) of the Mutual Security Act of 1954, as amended, and 
section 111(c)(2) of the Economic Cooperation Act of 1948, as amended, and out of funds 
made available pursuant to this title." 

19 Subsection (e) was amended by Sec. 104(e) of the FAAct of 1963. It formerly read 
as follows: 

1(e) All guaranties issued prior to July 1, 1956 (exclusive of informational media 
guaranties), all guaranties issued under section 202(b) of the Mutual Security Act of 
1954, as amended, may be considered, and all other guaranties shall be considered for the 
purposes of section 3679 (31 U.S.C. 665) and section 3732 (41 U.S.C. 11) of the Revised 
Statutes, as amended, as obligations only to the extent of the probable ultimate net cost to 
the United States Government of all outstanding guaranties. Funds obligated in connection 
with guaranties issued under section 221(b) of this part, sections 202(b) and 413(b)(4) 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 informational media guaranties), shall 
constitute a single reserve, together with funds available for obligation hereunder but not 
yet obligated, for the payment of claims under all guaranties issued under such sections: 
Provided, That funds obligated in connection with guaranties issued prior to July 1, 1956, 
and guaranties issued under section 202(b) of the Mutual Security Act of 1954, as amended, 
shall not, without the consent of the investor, be available for the payment of claims 
arising under any other guaranties. Funds available for obligation hereunder shall be 
decreased by the amount of any payments made to discharge liabilities, or to meet manage­
ment and custodial costs incurred with respect to assets acquired, under guaranties issued 
pursuant to section 221(b) of this part, sections 202(b) and 413(b)(4) 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 informational media guaranties), and shall be increased 
by the amount obligated for guaranties as to which all liability of the United States 
Government has been terminated, and by the amount of funds realized from the sale of 
currencies or other assets acquired in connection with any payments made to discharge 
liabilities, and the amount of fees collected, under guaranties issued pursuant to such 
sections (exclusive of informational media guaranties)." 
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issued under sections 202(b) and 413(b) (4) of the Mutual Security Act 
of 1954, as amended, and all guaranties heretofore or hereafter issued 
pursuant to this title shall be considered contingent obligations backed 
by the full faith and credit of the Government of the United States 
of America. Funds heretofore obligated under the aforementioned 
guaranties (exclusive of informational media guaranties) together with 
the other funds made available for the purposes of this title shall 
constitute reservea single for the payment of claims in accordance 
with section 222(d) of this part. 

(f) " There is hereby authorized to be appropriated to the President 
such amount, to remain available until expended, as may be necessary
from time to time to carry out the purposes of this title. 

(g)04 In making a determination to issue a guaranty under section 
221(b), the President shall consider the possible adverse effect of the 
dollar investment under such guaranty upon the balance of payments 
of the United Stales. 

SEC. 223 .01 DEFINITION.-As used in this title­
(a) the term "investment" includes any contribution of cap­

ital 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) participation
in royalties, earnings, or profits of any such project, and (4) the 
furnishing of capital commodities and related services pursuant to 
a contract providing for payment in whole or in part after the end 
of the fiscal year in which the guaranty of such investment is made; 

(b) the term "expropriation" includes but is not limited to 
any abrogation, repudintion, or impairment by a foreign govern­
ment of its own contract with an investor, where such abrogation,
repudiation, or impairment is not caused by the investor's own 
fault or misconduct, and materially adversely affects the continued 
operation of the project; and 

(c) the term "eligible United States investors" means United 
States citizens, or corporations, partnerships, or other associations 
created under the laws of the United States or any State or terri­
tory and substantially beneficially owned by United States citizens, 
as well as foreign corporations, partnerships, or other associations 
wholly owned by one or more such United States citizens, corpora­
tions, partnerships, or other associations: Provided, That the 
eligibility of a foreign corporation shall be determined without re­
gard to any shares, in aggregate less than 5 per centum of the total 
of issued and subscribed share capital, required by law to be held 
by persons other than the United States owners. 

"Subsection (f) added by Sec. 104(b)(2)was of the FAAct of 1962.
 
Subsection (g) was added by Sec. 104(f) of the FAAct of 1963.
 

"522 USC § 2183. 
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Appendix D
 

EXAMPLE OF COMPUTATION OF AMOUNTS OF COVERAGE 
NEEDED AND FEES DUE 

This appendix, giving a hypothetical example of an investor re­
ceiving a specific risk guaranty contract, illustrates the way to deter­
mine the amounts of coverage needed and to calculate the fees due for 
such coverages. The example does not attempt to cover all problems 
which may arise, but may be of assistance to investors in determining 
coverages and fees. 

An eligible investor on July 1, 1964, makes the following invest­
ment in a newly formed foreign enterprise, the FE Co.: 

$200,000 to purchase a 50% interest in the FE Co., which issues 
2,000 shares of its common stock in return. At the same time, 
other investors pay $200,000 for the remaining 2,000 shares. 

$100,000 loaned to the FE Co., repayable in five equal annual in­
stallments commencing two years after drawdown (July 1, 
1966), interest at 6% per year. This loan is FE Co.'s only 
long-term debt. 

The proceeds of the investment in the FE Co., will be used for 
working capital and for constructing a new plant in an underdeveloped 
country which will be finished and operational on December 1, 1965, 
but completely paid for on July 1, 1964. No earnings are expected
during the first year. A.I.D. will sign the guaranty contract on July
1, 1964, and the first Contract Period will therefore be from July 
1, 1964 to June 30, 1965. 

The tangible property of FE Co. ("Covered Property" in the 
terminology of the Contract of Guaranty) is $400,000 during the first 
year. Thereafter, this example assumes that the value of the tangible 
property will remain the same each year; (e.g., newly acquired prop­
erty will exactly equal the amount of the depreciation charged on the 
FE Co.'s existing tangible property). Earnings will be in intangible 
property, e.g., working capital, accounts receivable, etc., so that by 
June 30, 1984, when the guaranty contract terminates, the total in­
tangible property for the FE Co. will equal $400,000. 

The investor would like the highest amount of coverage that will 
be beneficial to him against each of the risks. 
Convertibility-Coverage A 

The Maximum Amount available for convertibility on the inves­
tor's total investment (covering both debt and equity) is the sum of the 
equity investment ($200,000) and 100% of the equity investment to 
cover future retained earnings ($200,000) plus the amount of the prin­
cipal ($100,000) plus the total interest payable over the life of the 
loan ($24,000), i.e., $524,000. 
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The Current Amount elected for any Contract Period should be the sum of the principal and interest payments on the debt plus any
dividend or other payment on the equity shares. The amount ofprincipal and interest payments expected during the first and second
Contract Periods is $6,000 per year (interest only). As the plant willnot be operational until December 1, 1965, the investor does not ex­pect to receive any dividends or other payments on his equity sharesduring the first Contract Period and therefore does not expect any
convertibility problems during this period. He therefore elects a Cur­rent Amount of $6,000 for the first Contract Period. In each succeed­
ing Contract Period the Current Amount elected should be equal to
the amount of dividends anticipated during such period plus any esti­mated return of capital plus the interest for the year on the loan,plus any principal repayments (in this case the principal and interest 
payments will be $26,000 in the third year, and etc.).

The fee for this Coverage A for the first Contract Period would 
be $533: 

1/4% of the Current Amount ($6,000) ---$ 15 
1/10% of the Standby Amount * ($518,000)= 518 

$533 
Expropriation-Coverage B 

The Maximum Amount available under this coverage is the equityinvestment plus 100% of the amount invested to cover possible futureretained earnings, plus the total of the loan ($100,000) plus the total 
interest ($24,000), i.e., $524,000.

For the first Contract Period, the Current Amount elected should
be the amount of the investment ($200,000) plus estimated retainedearnings ($0) as of the end of the Contract Period, plus one year's in­
terest on the loan ($6,000), plus the principal outstanding on the loan($100,000), being the extent of the investor's exposure to risk of ex­propriation during the first Contract Period (a total of $306,000).
succeeding years, the Current Amount elected should be equal 

In 
to theamount of the investment adjusted for retained earnings or losses andreturns of capital, plus the outstanding principal due on the loan plusone year's interest. As the principal is reduced, there will be a greater

amount of coverage left for retained earnings.
The fee for this Coverage B for the first Contract Period would 

be $1,348: 
1/2 of the Current Amount ($306,000) =$1,530

1/10% of the Standby Amount * ($218,000) = 218 
$1,748 

War, Revolution and Insurrection-Coverage C 
The Maximum Amount under this coverage should reflect the great­est interest that the investor as both an equity and a debt investor

could have in the depreciated value of the tangible property of the for­eign enterprise. As an equity shareholder, the investor's interest in 
* The Standby Amount is the difference between the Maximum Amount and the Current 
Amount. 
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the tangible property at any given tine ("Investor's Share" in the 
terminology of the Contract of Guaranty) is determined by multiply­
ing the depreciated value of the tangible property by the following 
fraction: 

Investor's investment in equity less returns of 
investment and adjusted for pro rata retained 
earnings, losses, and realized capital gains and 
losses 
capital+ surplus +long term liabilities +current portion 

In this example, the fraction during the first Contract Period (there 
being no retained earnings or losses or surplus), is as follows: 

$200,000 = 2 = 40% 
$400,000 + $100,000 5= 

In subsequent Contract Periods, the fraction will be different de­
pending primarily upon the amount of earnings retained in the enter­
prise or losses suffered by it, and upon the rate at which the long-term 
liabilities are repaid in relation to the rate at which new long-term 
liabilities are incurred. In the example, on .July 1, 1972, (when the 
debt has been fully paid off), and assuming that (a) no other long­
term liabilities is incurred, (b) no earnings are retained in the enter­
prise beyond those needed to pay off the long-term liability, (c) no 
losses occur, and (d) no new equity is issued, the fraction will be as 
follows: 

$250,000 = 1 = 50% 
$500,000 2 

The depreciated value of the tangible assets of the foreign enter­
prise in the first Contract Period is in this example $400,000. During 
the duration of the guaranty contract, this amount might increase (if 
the rate at which new tangible assets are acquired exceeds the rate at 
which the existing tangible property is depreciated) or decrease (if the 
rate at which new tangible assets are acquired is less than the rate at 
which the existing tangible property is depreciated). In the example, 
however, we have assumed that the newly acquired property will ex­
actly equal the amount of depreciation charges with the result that the 
value of the tangible assets remains constant at $400,000. 

The Maximum Amount, reflecting the greatest equity interest the 
investor will have in the tangible property of the enterprise during the 
life of the guaranty contract, can only be determined with any degree 
of accuracy by (1) estimating the value of the depreciated tangible 
property for each future year, (2) estimating the fraction which deter­
mines the investor's interest in that tangible property for the same 
periods, and (3) multiplying these two items for each period which 
will give an estimate of the investor's interest in the tangible property 
of the enterprise for each Contract Period. 

The Current Amount for the equity investment represents the in­
vestor's interest in the depreciated tangible property of the enterprise 

* The Standby Amount is the difference between the Maximum Amount and the Current 
Amount. 
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during each Contract Period. In the first Contract Period in thisexample, the Current Amount is determined by multiplying the de­preciated value of the tangible property of the enterprise ($400,000)by the investor's interest in such tangible property (40%), i.e., $160,000.The Current Amount under this coverage for any Contract Periodfor an investor holding debt securities is calculated by multiplying thedepreciated value of the tangible property of the foreign enterprise bythe following fractior, representing the investor's interest in the de­preciated value of the tangible property arising out of his guarantied
loan: 

unpaid principal+ accrued unpaid interest 
capital+surplus +long term liabilities (including current portion) 

(For the purposes of this example, the accrued but unpaid interest hasbeen disregarded). The Current Amount for the first Contract periodwill therefore be the product of $400,000 (tangible property) and 20%for the investor's debt interest (investor's share fraction), i.e., $80,000.In subsequent Contract Periods, the Current Amount will be less asthe loan is paid off, because the fraction, representing the investor'sinterest in the depreciated value of the tangible property, will be 
smaller. 

The Maximum Amount and the Current Amount in this examplewill be the same for the first Contract Period. This is because theinvestor's share, attributable to the guarantied loan, in the tangibleproperty will be the greatest before payments of principal have begun.The investor's exposure to the risk of damage due to war, revolution or insurrection will be reduced as principal payments are made. There­fore there is no need to reserve the right to increase the Current Amount 
over its amount during the first Contract Period. 

If the Investor had only an equity or only a debt investment, theMaximum and Current Amounts would be arrived at in the same fash­ion as each respective part of the combined debt-equity coverage has 
been arrived at. 

Tt'he fee for this Coverage C for the first Contract Period would be
$1,240.00 

1/2% of the Current Amount ($240,000) -$1,200
1/10% of the Standby Amount* ($ 40,000) - 40 

$1,240 

CONCLUSION 
The Maximum Amount of the guaranty that may be issued in this 

example is: 
Inconvertibility 

Coverage A 
Expropriation 
Coverage B 

War 
Coverage C 

$524,000 $524,000 $280,000 

* The Standby Amount is the difference between the Maximum Amount and the Current 
Amount. 
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The Current Amount of guaranty coverage which is to be in force 

during the first Contract Period in the example is: 

Inconvertibility Expropriation War 
Coverage A Coverage B Coverage C 

6,000 $306,000 $240,000 

The fee for the whole guaranty contract for the first Contract 
Period is $3,521.00. 

49 



APPENDIX E 
COUNTRIES WHERE INVESTMENT GUARANTY AGREEMENTS HAVE
 

BEEN SIGNED-SEPTEMMER, 1966
 

Convertibility Expropriation 
War, Revolution 

& Insurrection Extended Risk 

Afghanistan Afghanistan *Afghanistan 
Argentina 1 Argentina 'Argentina 1 Argentina 
Bolivia Bolivia Bolivia Bolivia 
Brazil Brazil Brazil Brazil 
British Honduras British Honduras British Honduras British Honduras 
Central African Central African Central African Central African 

Republic Republic Republic Republic 
Ceylon Ceylon Ceylon Ceylon 
Chad Chad Chad Chad 
Chile Chile Chile Chile 
China, Republic of 
Colombia 

China, Republic of 
Colombia 

China, Republic of 
Colombia 

China, Republic of 
Colombia 

2 Congo (Brazzaville) 2 Congo (Brazzaville) Congo (Brazzaville) 2 Congo (Brazzaville) 
Congo (Leopoldville) 
Costa Rica 

Congo (Leopoldville) 
Costa Rica 

Congo (Leopoldville) 
'Costa Rica 

Congo (Leopoldville) 
1 Costa Rica 

Cyprus 
Dahomey 
Dominican Republic 

Cyprus 
Dahomey 
Dominican Republic 

Cyprus 
Dahomey 
Dominican Republic 

Cyprus 
Dahomey 
Dominican Republic 

Ecuador Ecuador Ecuador Ecuador 
El Salvador El Salvador 
Ethiopia Ethiopia 
Gabon Gabon Gabon Gabon 
Ghana Ghana 
Greece Greece Greece Greece 

2 Guatemala 'Guatemala 
Guinea Guinea Guinea Guinea 
Guyana Guyana Guyana Guyana 
Haiti Haiti 
Honduras Honduras Honduras Honduras 
India India India India 
Iran Iran 
Israel Israel Israel Israel 
Ivory Coast 
Jamaica 

Ivory Coast 
Jamaica 

Ivory Coast 
Jamaica 

Ivory Coast 
Jamaica 

Jordan Jordan Jordan Jordan 
Kenya 
Korea 

Kenya 
Korea 

Kenya 
Korea 

Kenya 
Korea 

Laos Laos Laos Laos 
Liberia Liberia Liberia Liberia 
Malagasy Malagasy Malagasy Malagasy 
Malaysia 
Mali 

Malaysia 
Mali 

Malaysia 
Mali 

Malaysia 
Mali (continued) 

'Although applications will be accepted, guaranties cannot be processed until agreement is rati­
fied by country's legislative body and In force. 

'Restricted availability. 
*Includes only guaranties against loss due to damage from war. 
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COUNTRIES OR AREAS WITH INVESTMENT GUARANTY 
AGREEMENT (continued) SEPTEMBER, 1966 

War, Revolution 

Convertibility Expropriation & Insurrection Extended Risk 

Mauritania Mauritania Mauritania Mauritania
 
Morocco Morocco Morocco Morocco
 
Nepal Nepal Nepal Nepal
 
Nicaragua Nicaragua Nicaragua Nicaragua 
Niger Niger Niger Niger
 
Nigeria Nigeria
 
Pakistan Pakistan
 
Panama Panama *Panama
 
Paraguay Paraguay Paraguay Paraguay
 
Peru
 
Philippines Philippines
 
Portugal Portugal
 
Qu'aiti State Qu'aiti State Qu'aiti State Qu'aiti State
 

(Fed. of So.Arabia) (Fed. of So.Arabia) (Fed. of So.Arabia) (Fed. of So.Arabia) 
1 Rwanda 1 LRwanda 1LRwanda LRwanda 

Senegal Senegal .enegal Senegal
 
Sierre Leone Sierre Leone Sierre Leone Sierre Leone
 
Singapore Singapore Singapore Singapore
 
Somalia Somalia Somalia Somalia
 

5 Spain Spain 
Sudan Sudan Sudan Sudan
 
Tanzania Tanzania Tanzania Tanzania
 
Thailand Thailand *Thailand
 
Togo Togo Togo Togo
 
Trinidad-Tobago Trinidad-Tobago Trinidad-Tobago Trinidad-Tobago
 
Tunisia Tunisia Tunisia Tunisia
 
Turkey Turkey Turkey Turkey
 
Uganda Uganda Uganda Uganda
 
Upper Volta Upper Volta Upper Volta Upper Volta 
U.A.R. (Egypt) U.A.R. (Egypt) U.A.R. (Egypt) U.A.R. (Egypt) 

1 Uruguay 1 Uruguay 
Vietnam Vietnam Vietnam Vietnam 
Venezuela Venezuela Venezuela Venezuela 

'Yugoslavia B Yugoslavia 
Zambia Zambia Zambia Zambia 

Although the Mutual Security Act of 1959 excluded economically developed countries for 
purposes of the Investment Guaranty Program, guaranties are still available for the underde­
veloped overseas dependencies of the following countries: 

Denmark Denmar,'
 
France France
 
Netherlands Netherlands
 
Norway Norway
 
United Kingdom
 

The following countries also had agreed to participate in the Investment Guaranty Pro­
gram, but due to the Mutual Security Act of 1959 guaranties are no longer issued there: Aus­
tria, Belgium, Finland, Germany, Ireland, Italy, Jal an and Luxembourg. 

Cuba signed the agreement in 1957 for convertibility and expropriation, but due to condi­
tions existing in that country the program is inoperative. 

Although applications will be accepted, guaranties cannot be proc'essed until agreement is rati­
fied by country's legislative body and in force. 

* Restricted availability.
 
*Tncludes only guaranties against loss due to damage from war.
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APPENDIX F 

CHECKLIST OF REASONS RENDERING INVESTMENTS
INELIGIBLE FOR SPECIFIC RISK INVESTMENT GUARANTIES 

This is a list of the principal reasons for which an application for 
specific risk investment guaranties, or the pertinent part of such appli­
cation, may be rejected. It is not controlling, and it is not definitive, but 
it is offered as a useful checklist and guide. 

A. Identity of The Investor 
1. Citizenship and Ownership-The Investor does not meet the

requirement of United States citizenship as established in the statute,
and also if a corporation, partnership, or association, the additional 
statutory requirement of substantial beneficial ownership by United 
States citizens. 

2. Reputation-The Investor or his associates are of such bad 
reputation that the U.S. would be significantly injured in its relations 
with the host country if it were associated with the project.

3. Member of or Delegate to Congress or Resident Commissioner-
The Investor is a member of or delegate to Congress or is a resident
commissioner, provided that this prohibition shall not apply to guaranty 
contracts entered into with a corporation for its general benefit (re­
quired by statute). 

B. Identity of The Host Country and Approved by It 
4. Eligible Country or Area-The country or area in which the

investment is to be located is not a "less developed friendly country or 
area" as required by the statute, or is not a country or area with which 
or concerning which the U.S. has entered into the required bilateral 
agreement instituting the program in that country or area, or is a 
country where U.S. policy objectives prohibit issuance of guaranties.

5. Foreign Government Approval-The host government has not 
approved the project in which the investment is to be made for invest­
ment guaranty purposes, or the foreign government approval that is 
received is inadequate. 

C. Nature of Project in Which Investment is to be Made 
6. Agricultural Commodities-The investment is for a project of 

increasing the production or processing of food, feeds, and other agri­
cultural commodities (including meats) for the purpose of export, if
the food, feed, or other agricultural commodity is of a type in surplus
in the U.S. 

7. Arms Production-The investment is for the construction or 
operation of a munitions or armaments factory. 
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8. Real Estate-The investment is for the establishment or opera­
tion of a business engaged in purchasing and selling real estate (as 
contrasted with development of real estate). 

9. Hotel with Gambling-The investment is for the construction or 
operation of a hotel containing a gambling operation. 

10. Alcoholic Beverages-The investment is for the establishment 
or operation of a business engaged in producing alcoholic beverages. 

11. Government-Owned and Controlled Entity-The ir-v stment is 
in an enterprise owned and controlled by the host foreign government 
without any significant participation by private enterprise. 

12. Speculation-The principal purpose of the investment is spec­
ulation in commodities or other items. 

13. Entertainent-Theinvestment is for facilities devoted to en­
tertainment such as sports stadiums, amusement parks, country clubs, 
golf courses. 

14. Runaway Industries-The so-called "runaway industry" (i.e.,
when a going concern within the United States is closed down and 
re-established in a foreign country, all the time retaining and producing 
for essentially the same markets in the United States) may not be 
eligible for guaranty coverage. While guaranties may be issued for 
investments in foreign enterprises that plan to export their products 
to the United States, an investment in a runaway industry that is de­
voted almost entirely to production for export to Lhe United States will 
not normally be eligible unless there are counter-balancing advan­
tages. 

D. Nature of the Investment 
15. Date of Investment-The investment is not new in that it has 

been made in the enterprise, or at least irrevocably committed to the 
enterprise, prior to the date of application. 

16. Purchase of Existina Shares-The investment adds nothing to 
development of the host country in that it consists of the purchase
of outstanding equity shares of the enterprise from the former owner. 
However, such acquisition costs may be guaranteed to the extent that 
the purchase of such shares is matched by new investment in the en­
terprise. 

17. Refinancing Debt-The investment consists of refinancing of 
existing debts of the enterprise. Under established guidelines, excep­
tions are made to the extent that debts that are mature or will mature 
within one year are refinanced by loans with an average maturity of 
six years or more; or debts which will mature within three years are 
refinanced by loans with an average maturity of 10 years or more. 

18. Durationof Loans or Credit-The transaction is a sale, or is a 
credit or loan with an average maturity of less than three years, rather 
than an investment as that term is commonly understood. 

19. Supplier's Credit-The investment is solely a short-term sup­
plier's credit. 

53 



20. Debt of Foreign Government - The investment consists ofgoods and services for which the investor receives an obligation of a
foreign government to pay money, e.g., a foreign government bond. 

21. Inconvertible Local Currency-The funds to be invested con­
sist of inconvertible local currency. 

22. Interest Rate on Loan-The investment consists of a loan at
what is determined to be a usurious rate of interest applying the norms 
and standards for the country involved. 

23. Trademark, Tradename, Goodwill-Tie investment consists 
solely of a license for the use of a trade name, a trade mark, or good will. 

24. Source of Funds-The U.S. Investor is only a conduit for
putting non-U.S. capital into the project with benefit of A.I.D. guar­
anties, lacking either true risk of loss, or substantial assets, or both. 

E. Effect on Economy of Host Foreign Country 
25. Development of LDC-The investment is in a project which 

does not satisfy the statutory test of' furthering the development
of the economic resources and productive capacities of the Less Devel­
oped Country or area in which the project is located. 

26. Restrictive Trade Agreements-The foreign government has
conferred upon the project in which the investment is being made 
a monopoly or some other privilege which unreasonably restricts trade
for a long period of time without overbalancing advantages from the
viewpoint of the country's economic and social development. 

27. ForeignExchange Considerations-Theoperator of the project
in which the investment is made must not impose a strain upon the 
foreign exchange reserves of the foreign country without overbalacing 
advantages to the country ivolved. 

F. Effect on Economy of United States 
28. U.S. Balance of Payments-The investment is to be used for 

procurement of goods and services outside the United States in other
developed countries and does not accord with current guidelines. 
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