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EVALUATION AND CONTROL OF COUNTRY'SRISK

Chapter 1 THE JAPANESE APPROACH

[1]. What IsCountry Risk?

There is no exact definition of county risk. In generd, it isrisk caused by
conditions in the government of atrade partner engaged in international trade,
oversess investment, and financing and which are not attributable to the
parties to the export contract. In trade and investment insurance, the word

politica risk is normdly used synonymoudy with country risk.

The following are the main causes of country risk:

@ Redtriction or prohibition of foreign exchange transaction
(b) War, civil commoation, revolution

(© Redtriction or prohibition of imports

(d) Expropriation

In contragt, thereisacommercia risk. Commercid risk isrisk for which the trade partner engaged

in internationa trade can be held accountable.

Main causes of risk:
@ Bankruptcy of export contract counterparty
(b) Nonpayment



(© Unilateral cancellation of an export contract

[2] Country Risk M anagement

Implements Risk Control Country-by-Country to prevent or minimise the need for the trade and

investment insurance department to have to make clams.

1. Main Structure of Risk Management

Officefor Internationd Affars Overdl trade
and Country Policy Insurance Divison
2. Degree of Risk
g Management of ordinary (" Sudden incidents, serious
country risk occurrences with widespread impact
g ex. Foreign currency reserve conditions & Irgg'sinvasion of Kuwait,
requesting the Paris Club to discuss Tiananmen incident in China

rescheduling




3. Details of Risk M anagement
Q) Information Type and How to Grasp it

Country risk
information

Business result

Business information
from trade partner

Information from
related organisations

2 Processing the above information:
(@) Collection and distribution
2 Andysis and prediction
3 Evduating

3 Response to Changes in Country Risk
@ Determine. amethod for making changes in underwriting policy, €etc.

Mesting to evauae
underwriting policy

The meeting for actud practitioners in the organisation

Chairman: Executive Director for Internationd Affairs
and Country Policy Office

Dae Every Friday morning

1) Issuing warning




2) Risk management (Changes in underwriting policy, monitoring system change,
edablishing the total commitments limit, etc.)

Country risk committee

Known as the executive committee
Chairman: Trade Insurance Manager
Date: Every Wednesday afternoon

1) Determining underwriting criteria, for example, underwriting policy
2) Evauating transactions which do not fal within the criteria

2 Establishing country-rating and premium rate by country



[3] Evaluating Country Risk

(1) Information collection organizations

Diplomatic and

Conaular offices

JETRO

EID / MITI, Paris

Interna and externa
private investigation
organizations

Banks and trading
companies

Foreign newspaper and
magazines

Locd investigation

EID/MITI
Export-imp
ort insurance
divison

EID / MITI, New York

Japan Trade and Investment
Organisation, JTO

Berne Union reporting system

Berne Union members
(Other ECAS)

Bilaterd
discussons

Internationa Finance
Ingtitute (IF)
(IMF, World Bank, etc.)




Paris Club mesting

(20 Magor Sourcesfor Collection of Information

(1) Reportsfrom organizations which perform various andyses
@ IMF report
(b) 1IF (The Inditute of Internationd Finance Inc.) / Washington mainly andyzes
country's economies
- Issuedonce or twice ayear for mgjor countries, and every other year for other
countries.
(c) EIU (The Economig Intelligence Unit) / London Andlyss of each country's political
Stuation and economy
. Issued quarterly
(d) PRS(Politica Risk Service) / New York
mainly anayzes country's politica risk
- Issued annudly

(2) Publications
(@ IFS(Internationd Financid Statigtics)
Details of economic situation, exchange rate, foreign currency reserve, trade figures,
balance with banks, finance, etc.
: Issued monthly
(b) WDT (World Debt Table)
mainly dedls with foreign debt of developing countries.
- Issued annudly
(3) GRH, (Globa Rating Handbook) Standard and Poors,
Country ratings, company ratings, bank ratings (credit strength company ratings)
- Issued monthly
(d GSMR (Globa Short-Term Market Record)



Same as (C); Moodys
- Issued monthly

[4] Responseto Changesin Country Risk

1. Making Changesin Underwriting Policy

@ When acquiring information which leads to a change in underwriting policy, immediady
determine the following Basi ¢ Policies depending on the degree of risk. By doingthis, itispossible
to avoid an increase in the amount of new underwriting, which can help minimize therisk of future
claims, and increase new underwriting as the country risk decreasesin order to increase premium
income.

1) Suspending underwriting (off-cover)

2) Tightening conditions for underwriting

3) Easing conditions for underwriting

4) Resuming underwriting

5) Case-by-case basis

(2) Information which leads to a change in underwriting policy
Obtain informeation regarding changes in each item of country rating as soon as possible

and before the insured can obtain it.

(3) Rdationship between the degree of risk and basic policy
1) Suspending underwriting (off cover):
(@ Intheevent that payment arrears occurred regarding existing insured credit
(b) Inthe event that a Paris Club Reschedule has been requested
(o Intheevent that debt has been reduced / (partly forgiven) (Egypt, Poland)
(d) Inthe event that the country's politica or economic Stuetion is extremely
unstable because of aregiona dispute, etc. (Irag, Angola, etc.)



2) Resuming underwriting (resumption)
The conditions for resuming underwriting are;
(&) Based on the agreement of Paris Club re-schedule, bilateral agreement is
concluded.
(b) Based on the agreement, repayment of interest is restarted. (once or twice)
(c) The past rescheduled debt is repaid consistently, and the country risk, such as
politica and economic Stuation has improved.
However, in the event that an international agreement for the country exigts, or in
the light of politica congderations, even though the conditions
(b) through (d) are not satisfied, the underwriting might be resumed.
The conditions for resuming for the debt reduced countries are;
(& Continuous sound economic performance
(b) Good relationship with internationd financid organizations
(6 Repayment of principa has sarted
3) Tightening conditions for underwriting
(& BasedonthePdlitica and economic Stuation, Specificdly, In the event that civil
unrest has occurred, or foreign currency reserves suddenly decreased, and an
arears in payment is highly likely. (Although the, conditions for underwriting
have been tightened depending on the degree of risk, an automatic change is
difficult to implement.)
(b) In the event that underwriting is continued because of externd forces even
though arrears occur.
4) Easing conditions for underwriting
(@ Inthe casethat the condition in (1-(8) is seen to be improving.
(b) Inthe casethat the country's recovery / progress is satisfactory.
(5) Case-by-casebasis
(& When resuming underwriting, if there is concern whether payment will be
continued, it is possible to stop the underwriting in practice by evauating eech



(b)

transaction even though the trade partner's country risk has suddenly become
worse. (Resume cover on a case-by-case basis)

Whenit is necessary to renew underwriting policy for an inexperienced country
for which the underwriting policy has not been fixed. Thisisbecause thereisnot
enough information about country risk.

(4) Conditionsfor underwriting (Open with certain restrictions)

1) The conditions for underwriting are as follows,

1)
2)
3)
4)
5)

Country category (Premium rate)

Insured percentage, 97.5 ~ 70%

Redtriction of usance period, one year, sx months
Requiring ILC (Letter of credit)
Limiting the Sze of Individud transaction

2) For these underwriting policies how to appropriately avoid risk when combining various

factorsis determined case-by- case based upon past experience.

3) Howeve, it is thought that redriction of underwriting, such as reducing the country

grade by one, 70% of insured percentage, shortening usance period (two yearsto one

year), and limiting the Sze of transactions, can have a, srong positive impact.

2. Rulesof underwriting

(1) Rulesfor suspending underwriting (Off-Cover)
[) Debt reduction When arequest is made to the Paris Club
2) Paris Club reschedule When arequest is made to the Paris Club
3) Clams When arequest is made for claims

4) Increased accumulated arrears When determined by CR country risk committee

5) Poor condition of theeconomy ~ When determined by CR country risk committee

because of the United Nations sanctions, political change, etc. (when to change)
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(Note) Inthe case of 1) and 2), transactions that involve suspension of underwriting are Medium-

and Long-term and Short- Term transactions over one year.

(2) Rulesfor Resuming
1) Badcdly, underwriting is not resumed for debt reduced countries.
Leave the least-less developed country (LLDC) to ODA (ALD facility)
Do not resume for lower- middle income countries for some time.

2) For countries-which have been rescheduled, evauate when the first payment

is completed and the remaining payments are thought to be complete after the Paris Club
bilaterd agreement is concluded.

However, even dfter the first payment, if it islikely to be rescheduled again, maintain close
observation.

However, if thereisan internationa agreement for flexibility or apolitica request, this does

not have to be followed.

(3 Rulesfor garting underwriting

Currently, there are 146 countries and 237 regions for which the underwriting policy is medium-
and long-term.

A new underwriting policy is set when atransaction is requested or the trade partner country has
requested. The underwriting is decided according to the political and economic Stuation and
underwriting policy of other countries insurance organizetions. Basicaly, underwriting with

limitationisfor short-term transactions, and case- by-ease for medium and long-term transactions.
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(4) Rulesfor establishing Credit Line

Credit Lineis given extremdy exceptionaly to countries with underwriting with regtrictions, or
off-cover, in cases which need specid care because of the internationa trade policy or (and)
foreign palicy.

(In some cases, Credit Line for short-term transactionsis only given.)

3. Exposure Contral

@ To Minimize. future payment of daims, set a Totad Commitments Limit for each country,
and control the exposure.

2 Egtablish a system which checks, once amonth in advance, that the Exposure
(Exposure, = Insured Amount + commitments + Unrecovered Claim) is not higher than the Tota
Commitments Limit.

3 Countries which need to be set a Totd Commitments Limit

a) A country which needs to be controlled because a certain degree of increasein
underwriting is projected.

b) A country for which it is thought that insurance without regtrictions would subgtantialy
increase exposure, if arrears occured in the future, they would be substantial.

¢) A country which isunderwritten for medium -and long-term transactions even though it
IS rescheduled.

d) A country for which a Credit Line has been established



(4) Formulato cdculae totd commitments limit
ad Totd commitments limit is set for a country which needs controlled exposure,

and is caculated according to aformula. There are currently 63 countries for which

Tota Commitments Limits are st.
b) Theformulais caculated based on the dements of country risk, such as a country's
export volume amount, foreign currency reserves, import volume, and outstanding

externa debt, including the share of Japan for each dements, and multiplied by a
congtant coefficient.

(5)Japan’s Country Risk Evauation Method

1. Introduction

1. To set the premium rate based on the risk, Japan classfies a country by its country risk, every

year, using an evauation system.

2.Thisevauation system is basad on the following three indexes.
(@ Country's palitica and economy Situation

(b) Business Results | (Badance of payment,-,)

(c) Busness Results 11 (Stuation of claim and recovery)

3. To evduate, first, score for each group explained above, and next, make an adjustment

according to the previous year's score, and classify country risk.
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4. Maximum score of country risk is 270 points: 1) maximum of 135 points for country's politica
and economy situation, 2) maximum of 70 pointsfor Business Result | (Baance of payments), and

3) maximum of 65 points for Business Result 11 (Claim and recovery Stuation)

5. Jgpan classfies a country in eight categories (levels) based on evauaion. Reflecting the
evauation results, a different premium rate is gpplied for each country.

6. The new country classfication and premium rate are updated by a new evauation and

goplied basicdly every April a the sart of the new fiscd year.

I1. Palictical and Ecoomic Situatiion

1. Selection of Index

1.1. Theindex for the country's Political and economic Stuation is evauated by the following

five categories.

- Domedtic palitica and socid, Situation

- Externd relations of the country

- Economic structurd factors

- Domestic economy and domestic economic system

- Baance of internationd payments, outstanding externd debt

1.2 Evaudtion items and scoring
Each of the five indexes conssts of specific evauation items, and isscored 0to 3
points. The coefficient of importanceis as shown in (), and a higher coefficient indicates more

importance.
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121

122

123

Domestic political and socid Stuation

1) Politica sability

2) Longevity of policy after palitica change
3) Ability to implement policy

4) Risk of civil unrest and socid disorder

Externd rdations of the country

1) Possibility of war or dispute
2) Rdationship with internationa finance organization,
such as IMF and World Bank

Economic structurd factors

1) GNP (GDP)

2) GNP per capita (GDP)

3) Industria products share in exports

4) Share of energy imports in product exports

5) Sdf-aufficiency ratein food, or share of food in imports

6) Existence of natura resources

1.2.4 Domestic economy and Inditutiona Situations

1) Economic growth rate (latest one year)

2) Economic growth rate (Tendency in last three years)

3) Inflation rate (latest one year)

4) Unemployment rate (latest, one year)
5) Fiscd deficit (surplus) / GNP (GDP)
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6) Domestic capital formation or domestic savings/ GNP (GDP) (@)
7) Egtablishment of economic system (including legd system) 3

1.2.5 Bdance of Internationa payments, externa debt

1) Current account balance / export(latest one year) 2
2) Current account balance (Tendency in last three years) 2

3) Tota externa debt /GNP (GDP) 3

4) Totd externa debt / Export goods, services and income 3

5)External debt (services) / Export goods, service and
export income amount (latest one year): DSR (debt service ratio)
(induding both public and private) 3
6) Foreign currency reserve / monthly import (latest one year) 2

2.Weight of Index

21  Waeghting or coefficient of importanceisfrom O to 3.

For example, anindex for "Palitic Sahility" has 2 for itsimportance, and its coefficient ismultiplied

depending on the following dements of Sability:
3 points Sable

2 points Cannot decide
1 point Undgtable
0 point Extremdy ungtable

If acountry is evauated as Stable (3 points), as thisindex of importanceis 2, the score of this
index is 6 points (3 x 2).
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22

The overdl| scorefor country’ spalitical and economic Stuation is 135 points, and shares

50 % of the total maximum score, 270 points.

I11. Business Result | (Balance of payment)

11

1.2

Sdection of Index

Business result | is evauated by balance of payment (only for politica risk) for both
short-term and medium- and long-term.

Bdance of payment, is evduated by resultsitsdf and the following factors

- Badance of payment = Premium + Recovery - Clam

- Lossratio = (Claim - Recovery) / Outstanding liability

- Loss occurrence ratio = Loss occurrence amount / Outstanding liability
- Outstanding ligbility ratio = Outstanding ligbility / Totd Commitment limit

- Baance of payment is an index which shows a country whose record is good.

- Lossoccurrence-ratio evauation includes those countries, which did not have to
pay because money was deposited after the notice of occurrence of insured
risk was submitted ie. Those who are constantly late payers

- Outgtanding lighility ratio is an index which shows the actud leve of liability
caculated againg the country’ s tota commitments limit

Weight of Index
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2.1 Baance of payment is evaluated based on the amount, and other evauation items as classified

by the scoring system.

2.2 Evduation of balance of payment is classfied into 9 levels from a maximum of 24
points (over 1 billion yen) to O points (- 10 hillion yen or below).

2.3 Evaudion of lossratio is classfied into 8 levels from maximum of 21 points (O %) to O point
(1,000 % or more).

- When evaduating lossrate, if the outstanding ligbility is smal (below 100 million
yen), the evauation score of adeveloped country is the maximum 21 points

and 12 points for other countries.

2.4 The evauation for theloss occurrenceratio is dassfied in seven levels from amaximum of 18

points (0 %) to 0 Points (1,000 Points or more).
- Inthe casethat the Outstanding liability istoo smdl (below 100 million yen) when
evauating the loss occurrence ratio, the evauation Point, for developed

countriesis the, maximum 18 Points and 10 Points for other countries.

2.5 Outstanding liability ratio is classfied in eight levels from a maximum of 7 points (O %) to O
points (100 % or more).

- Proper outgtanding ligbility is athe total commitments limit which is specified for
each country. For countries;; whosetota commitments limit is not established,

the - evauation score is the maximum 7 points, and 3 for other countries.

2.6 Maximum evauation score for Business Result | (Baance of payment) is 70 points.
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IV Business Result 11 (Situation of claim and
recovery)

While Business Result | (Balance of payment) eva uates country risk from the point of view of
contribution and Influence on Japanese trade insurance finance, Business Result
11 (stuation of claim and recovery) evauates the payment, performance and arrears Situation of

countriesin arrears, epecialy countries rescheduled by the Paris Club.

1. Sdection of Index

11  Stuationof dam

and recovery is evauated according to the rescheduling agreement of the Paris Club, payment
Stuation based on the rescheduling agreement, and the country arrears Stuation with other
countries,

2. Weight of Index

2.1  Evaudion of aParis Club rescheduling uses a pendty mark system starting at 40 points.
1) Evduate the country according to whether the country is actualy rescheduling or not,
and if the country is actualy rescheduling, reduce the score by 10 points.

2) The agreement of the Paris Club is evaluated by adding up the points, which were
subtracted according to the range of rescheduling debt for each agreement. Elementsfor
evaluation are as follows.

All past agreements are evaluated. The more recent the actud yeer is, the greater the
minus points. For example, if rescheduing is agreed to in 1996, the dements will be the

maximum minus points
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- Overdl re-reschedule Maximum of 10 minus points

- Partid re-reschedule Maximum-of 7 minus points
- COD' change Maximum of 10 minus points
- Specid trestment after COD Maximum of 6 minus points

- Capitdizing ddayed interest increased = Maximum of 5 minus points

- Capitdizing rescheduled interest Maximum of 10 minus points
3) Adjustment
- Debt reduced countries Decrease to one-third.

- Low and middle income countries Decreases to two-thirds

4) Evauation formula
(40-1) — 2)) X 3 = evauation score

2.2 The score when evauating the recovery stuation is 1) 30 points for recovery rate and
re-reschedule rate, and 2) 25 points for balance recovery rate.
1) To evaluate the recovery rate and re-reschedule rate;
(a) evduate the recovery ratein the lig two years using maximum score of 15 points
(b) evaluate re-reschedule rate in last two years in maximum score of 10 points
(c) subtract (b) from (a)
(d) make afind adjusment according to the. deviation in arrears Situation in the last
two years
- Formulafor the collection rate is as follows:
(Recovered amount / Recovered amount other than re-rescheduled amount) X | 00
- Formulafor re-re-schedule rete is as follows:
(Re-rechedule rate / reschedule amount,) x 100
- Adjustment method of recovery rate and re-reschedule rate is as follows:
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Regarding payment duein last two years.
A country which conggtently fals, into arrears three months or more

Decrease the score to one-third

A country which has fdlen into arrears three months or more
Decrease the score to two- third

A country which consgtently fdl into arrears one month or more
Decrease the score to two-thirds

A country which hasfdlen into arrears one month or more

Decrease the score to five-9xths

2) "Recovery Score' is evauated in eighteen levels from O to 25 according to theratio of total
recovered amount vs. reschedule balance amount in the last two years.
- If the rate resulting from the calculation of the reschedule recovery amount divided by
rescheduled debt balance in the last two yearsis 16% or more, the evauation for the

country is the maximum 25 points.

3) Formulafor rescheduled recovery is asfollows:

(When evauating 1996)

@ (Evauation score of reschedule recovery rate of 1994 + Evauation score of reschedule
recovery rate of 1995 - Minus points of re-reschedule rate of 1994 - Minus points of
re-reschedule rate of 1995) X Adjustment vaue The minimum evauation scoreis .

(b) Evduation score according to balance recovery rate

(© Evauation score of past history of insurance (likelihood of clam and the
collection Stuation) @+ (b

1 C.O.D. Cut off date
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2.3 BEvauation of Arrears Other Than Reschedule

If arescheduled country has had the following two arrears other than rescheduled
Amountsin the last two years, subtract point_from total Of [2.1 Evauation of resheduling] and
[2.2Evauation of recovery]

1) Arrears (Credit before COD (cut-off-date))

For temporary arrears; this may lead to rescheduling in the future. Do not subtract the score
immediately. However, if there are arrears beyond any one-year period in the past two years, it is
evauated according to the Six levels. The score differs depending on the length of arrears and
whether or not the arrears have been resolved.

2) Arrears after COD

if there have been arrears in the post two years, it is evaluated according to six levels.

24  Subtotd iscaculated by adding (a) the score for the Paris Club rescheduling agreement

2.1 and (b) Recovery/2.2 and subtracting (c) Arrears Situation other than rescheduling/2.3.
To evauate the claims and recoveries, recdculate the total of 95 to atota of 65.

3. Evauation for Nonrescheduled Country
3.1  Toevauate acountry which has been rescheduled by the Paris Club and which does not
have debt related to Japan, apply dmost the same method explained above with the

exception of evauating the arrears Stuation reative to G7 countries.

3.2  Toevauate the dams and recovery stuation of non-reschedule countries, first evaluae

the arrears Stuation relative to Jgpan, (for example, if there have been no arrearsrelative



to Japan in the past two years, score 65 points), and then subtract points according to the

arrears Stuation relative to the remaining G7 countries.

V. Country Classification

1. Country classifications are according to the following eight categories using 270 as the

maximum score,

A category
B category
C category
D category
E Category
F category
G category
H category

245 or more
225 -244
200 - 224
190 - 199
180 - 189
155- 179
128 - 154
Lessthan 128

A suspended — underwriting (off cover) country is generdly cdlassfied in H category.

2. Premium by category

It isabadic rule of the Japanese trade insurance business that the revenue and payment should be

balanced.

Japanese trade insurance law specifies that the premium in the contract of trade insuranceis

specified by agovernment ordinance that the income of government insurance business following

trade insurance law covers the expenditure,. Also, Japanese trade insurance businessis run

without recaiving any subsidy.
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Tomaintain the ba ance of insurance business, Japanrestricts underwriting, or reducesthe insured
rate of acountry whoserisk ishigh. Also, the premium rate based on risk isrevised every year as
the risk changes.

Basic premium rate is revised approximately once in three years based on the medium- and

long-term vision to keep balance of itsresult and establish proper premium rates according to risk.

APPENDIX |

V. Example Evaluation of Country Risk by Country
Algeria, Brazil, Turkey

ALGERIA

1. Politicd Situation

@ After the landdide victory in generd eection in 1991, HS (Idamic Savation Front) was
illegdized by the government who was afraid of the possible establishment of 1damic government.
Asthereault, it was followed by the intensfication of activities by terrorists led by FHIS.

2 Experiencing, Political vicisstude over the adminigtration, Mr. Zeroud (from military
circle) assumed the office of presidency in February 1994.

3 At thetime of presdentia eection held in November 1995,incumbent President Zeroud
was re-eected with overwhemingly high support, obtaining 61% of voteswhen overdl voting rate
in the eection of that Y ear was as high-as 75.-5%,even though the dection was held under the
strong opposition by FIS to boycaott it.
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4 A nationd referendum to decide whether to revise the national congtitution was approved
by mgority vote of 85.5%, under the voting rate of 79.8%,despite the opposition group's caling
for boycotting the voting. The mgor pointsto be revised were to specify: (a) the separation of
Politics and religion,(b) a ban to organize a Political party based on the Idamic religion, aiming at
an dimination of FIS from its Politicd activities

Other points to be revised included denid of violence, principle of democratic and republican
system under the mgjority rule.

) Following the nationd parliamentary eection on 5th June 1997, an incumbent
adminigration RND became the firg ruling party but without obtaining the mgority. Under the
circumstance, it is predicted that RND may go toward the direction of forming a codition

government with consarvative partiesin the future,

(6) Meanwhile, intensification of terrorit activities has been growing around the capita city of
Algiers. However, in the southern part of the country, amain region for being covered by the
trade insurance, quite few such activities have been observed. Moreover, hydrocarbon industry,
the country's mgjor industry for export has not been attacked by terrorists so far. It isdueto the
fact that these areas are Strictly guarded by loca police and a the same time these facilities are
aso regarded as strategicaly important for guerillas aswell.

(7 Incidentally, Japanese Foreign Ministry has been warning severa times to Japanese
residentsin Algiersto leave the city as soon as possible and to incoming Japanese not to enter this

country as Algerian public security has been deteriorating since 90s.

2.Economic Situation

(1) Detailsin the Past
(8 Duetothesharpfal inoil Price 1986($28/B "85 to $8/B '86),Algerian international balance of
payment recorded a substantia deficit in 1988($2.2 hillion)
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(b) In 1994,the first agreement for rescheduling was made in the Paris Club due to the
difficulty in cash-flow in Algeria

(2) Sincethe secondary rescheduling in 1995, Algerian economy has been going relaively
smoothly. However the country's economic structure has not changed as their earning of
foreign currency isdill heavily depending on hydrocarbon industry (about 90% of tota export
vaue).

(8 Economic growth rate

The growth has been predicted in the level of 4% to 5% since 1995. It was attributed to the

soaring of ail prices (average $20/B), and increase of export due to the production increases of

hydrocarbon.

(b) Inflation

Dueto the increase of crop harvest and redtriction of the increase of food price, the country's

inflation rate was improved subgtantidly to 15% level compared to its pesk of 38% in 1994.

(© Financid revenue and expenditure

Badicdly, the financia revenue heavily depends on hydrocarbon industry, affected by the
fluctuation of internationd oil price. Being favorably affected by an increase of hydrocarbon
revenue and reduction of fiscd deficit in the past few years, the amount of deficit in GDP has
Seadily improved in 1993(-8.7%), 1994 (-4. 4%), and in 1995(- 1.4%)

(d) Internationa balance of payment

Thel.M.F. predictsthat though theamount of deficit in current balance shrunk, it will not turn into
aurplusfor thetime being. However the recent I1F report says that the current balance will bein
the black due to revenue from ail in the same year. According to the report by Algerian Centrd
Bank issued in December 1996, the export amount in hydrocarbon industry will reach to $14.47
billion in the year 2000 from $11.94 billion in 1996.

(e) Foreign reserves
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Attributed to increase of-revenue in foreign currency due to the ail price hike, the amount of
foreign reserves reached $3.5 hillion in 1996 and was expected to reach $4.5 hillion a the end of
1996. Asthe result, midterm prospect would be "reasonably favorable’ says The World Bank.

(f) Finance

Algeriahasreceived $1.8 billion from ESAF of I.M.F. in April 1995. Moreover, the World bank
is planning to finance $500 million in the next 2 yearsto Algeriafor its support scheme. The
country's relations with internationd financid ingtitutions have been good since EU agreed to
finance $156 millionin December 1996 in order to support Algerian economic reform and African
Deveopment bank signed for aid of Fr.1.8 billion to assigt fostering smdl and medium-sized

enterprises.

(3) Externd debt

The IMF reports that the country's payment of foreign debt will face its peak

time for DSR( Debt Service Ratio ) by 53% in 1998, 59% in 2001 and 52% in 2002 compared
to 38 %in 1997.

The prospect of debt payment in Algeriais based on $17/B crude oil price.

COUNTRY DATABASE: ALGERIA

94 95 9%e 97f 98f 99f Oof Off
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Rea GDP %
Inflation %

Budget baance-4.4
%GDP

Current account

balance($ billion)

Trade balance
($billion)

Export
($ billion)

Import
($ billion)

Reserves

excuding gald

($ billion)

DSR %

ORR %

Oil price($/b)

-09 43

384 21.9

-14 03

-1.8 -23

-0.3 0.1

89 103

92 102

26 21

48.6 43.8

331 309

16.31 17.58

4.2

15.0

0.3

-2.2

0.0

11.0

11.0

2.7

36.5

303

17.40 16.22

5.5

6.5

1.2

-2.3

-0.3

11.3

116

3.2

37.7

311

28

5.7

4.5

15

-1.8

04

12.3

119

34

52.9

291

16.38

5.0

4.0

15

-1.3

0.8

13.0

12.2

3.6

57.6

278

16.55

55 6.6
35 30
15

-11 -11
09 08
13.7 144
128 135
38 40
56.9 58.8
261 249
16.71 16.88

(Source: IMF)



TURKEY

Political Situation

@ The codition government of theldamist Refah Party and the centre right True Path Party
have been under pressure from the army that has the highest authority and plays the role of the
guardian of secularism sincethisyear. Findly, Prime Minister Necmettin Erbakan was forced to

step down in June.

(2) A new secular codition government, headed by Motherland leader Mesut Yilmaz, which is
more acceptable to the military than the former Idamist / secular codition was gpproved by
Parliament in mid-July.

(3) The new government is backed by a disparate aggregation of center-right and left-of- center
parties, who are united mainly by their oppodtion to the Idamist, and are unlikely to agree on
gructurd reforms needed for a sustainable tightening of demand management.

(4) The parties supporting the new government are likely to push for early parliamentary eections
in 1998,but it will not be easy for these parries to secure amagority after the election. Therefore,
we expect that the politica uncertainty will remain for the time being.

Economic Stuation
(@D} Having very ungtable politica Stuation as stated above, the prompt implementation of

gructurd reform for socid security, taxation and privatization can not be expected.

2 On the other hand, in caseif any corruptive action was undertaken under Yilmaz

government to win the dection, the financid deficit will fal into amore serious Stuation and
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©)

deterioration of macro economy can not be avoided. Unlessthe politica stabilization asachieved
and dragtic structural reform were to be enforced, we can not deny that there is a possibility of

€economic criss.

Trend of macro economy

@ Economic growth

The growth rate of GDP throughout 1996 had marked 7.2%. According to the macro economic
target set by the government in 1997, to restrain the GDP growth rate up to 4%. However a
possible early dection will boost growth to over 5%.

(b) Inflation

Risng rate of consumer prices have been 80.4% throughout 1996. Itisalittlelower compared to
1995 but is dill high. The annud inflationary rate is expected to be around 80 to 85%, even
though it had dropped down to 76% at the end of June 1997. The main cause of high inflation is
chronic deficit in government finances

(¢) Financid revenue and expenditure

Theinterest rate burden of nearly 40% and expensesfor national corporations and socia security
fund which accounted for more than 20% of nationa expenditures, cregting concern over rigidity
of the nationd budget. The core of improvement of financid sructureisto reform the socia
Security system and taxation. Also, improvement of inefficient nationa corporations and
encouraging of privatization are dso the crucia issues. However we can not expect much
progressin these structura reforms under the present fragile codlition government.

(d) Current account balance

Current balancein 1996 marked adeficit of $4.4 billion astheir import hasincreased, affected by
implementation of customs union with the EU in January 1996 and large increase of trade deficit.
The current account deficit has aso increased to 4.0% of GDP from 1.3% of-GDP. The current
deficit will further expand, and is expected to reach 4.4% of GDP in 1997.

(e) Repayment of debt



Foreign debt has gradually been increasing and will reach theleved of 40% of GNP to $78 hillion.
Also, annud debt service will be maintained for the time being between $11 billion to $13 billion
and DSR is expected to move around 25%.

Thelevd of short term debt has been increasing aswell. This should be watched carefully.
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COUNTRY DATABASE:TURKEY

93 94 95 9%e 97f

Red GDP % 83 -55 73 70 55
Inflation % 66.1 106.2 935 80.7 86.1
Budget balance %GDP6.7 39 41 88 -

Current account balance

billion) - 6.4 2.6 -23 -70 -90
Trade balance

($ billion) -142 -42 -13.2 -19.7 -233
Export

Billion 156 184 220 234- 265
(Soillion)

Import

($billion) 208 226 352 431 498
Reserves

excuding gald

($hillion) 6.2 7.1 124 166 128
Months of imports 20 28 33 37 25
Total externa debt

($ billion) 67.3 656 733 765 808
ORR % 245 218 193 182 172

Total debt service
billion) 79 100 119 111 127
DSR % 287 332 313 264 271

(Source: December 1996 I1F)
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BRAZI L

1. Paliticd and Economic Points

@ With regard to theissue on presidentia re-eection, abill to revise nation's congtitution that
Specifies the procedure of re-election of President was approved, and no other candidate seems
to be more hopeful, the incumbent President isamost certain to bere-elected at the next dection
in 1998. In the opinion Dall conducted in June, supporting retio for President Cardozo marked
40% (if those who answered "average" were included, 81%), so that the move towards the
condtitutiond revison concerning the adminigtrative and financia reform can be predicted to be
accelerated, supported by strong political backing.

2 Divison and privatization of communication industry (esp. portable telephone) will be
implemented from April. Important stock sdlesin Rio Doce, (iron ore mining company) took
effect on 6th May. In the future, the large scde issues including eectric company etc. will be
expected to be privetized, resulting in large amount of influx of foreign capitd.

3 Though hyper inflation in the past seems to have settled down (10% in 1996) the
government dill regards the restraint of inflation as their main policy, but will continue their
monetary and foreign exchange policy with high interest rate and high currency exchange rate.
Consumption restraining policy has been adopted to tackle the till increasing trade deficit ($
5.5hillion in 1996) by regulating imported finance and imposing heavier tax on consumer credit.
However, an immediate effect can not be expected, and deficit in 1997 may well reach to more or
less$12 hillion. With theincreased credibility of Brazil in internationd financid cirdes, shewill be
financed by foreign capitd related to the above mentioned privatization program.

* Standard and Poors has aready decided the up-rating of Brazil



fromB+to BB-) in April and the spread of Brady Bond has been shrinking by nearly 30% during
the period from March 1996 to March 1997.

4 Along with the trade deficit, financid deficit ( 3.5% against GDP)is dso a pending issue
for this country but it will take sometime asit dso requires the revison of the conditution by
reducing socid security expenditure and correcting excessivetrangfer of funds of nationd treasury
to theloca government. (Meanwhile, an adminidrative reform bill related to the issue of public
officials passed the lower house on 9th of April.)



COUNTRY DATABASE BRAZIL

93 94 95 9%e 97f

Red GDP % 4.2 57 4.3 2.9 44
Inflation % 2540 1113 22 9.1 6.5
Budget baance %GDP -0.7 13 -48 -39 -

Current account balance

($billion) -04 -17 -180 -24.3 -293
Trade balance

($ billion) 133 105 -34 -55 -86
Export

($ billion) 386 435 465 477 507
Import

($ billion) 253 331 499 533 593
Reserves

exduding gald

($ billion) 306 346 335 332 332
Months of imports 80 82 77 82 12
Direct investment

($hillion) 04 0.9 2.8 100 129
Total externa debt

($ billion) 168.1 173.8 184.8 1955 204.8
ORR % 384 346 335 332 332

Total debt service
(Soillion) 173 174 228 262 336
DSR % 306 346 413 445 546

(Source: March 1997 1IF)



APPENDIX 11

BUSINESSRESULT OF EID/MIT

SEP.%.1997
*O06fy.esimate
1. Busness Result (100Million Yen)
Fiscal Year 89 0 91 92 93 A 9%5 %
Insured Amount 182,952 227.620 219522 218.348 197.653 193593 168.820 189.796
Premium A 342 448 357 447 462 441 435 410
Recoveries B 693 387 407 1112 773 852 983 1212
Clams C 1427 1.986 3419 1482 1.280 806 571 444
Others D 14 11 9 12 13 21 18 22
A+B-(C+D) + 406 + 1162 + 2664 65 + 58 466 829 1156
Interest E 144 235 300 346 249 270 171 126
Administration F 23 35 a4 45 45 46 a4 46
A+B-(C+D+E+F) + 573 + 1432 + 3.008 + 326 + 352 149 614 984
Total Debts 2911 3.698 6.378 6.886 6.744 6.224 5.360 4041
2.Recoveries (10Million Yen)
Fiscal 0 a 92 93 A 95 96
Total Recovery 387 407 1112 773 852 983 1212
Top 5 countries (%) 173 229 879 587 550 752 942
(44.7) (56.3) (79.0) (75.7) (64.6) (76.5) (77.7)




Magjor Recoveries (100 Million Yen)
%0 a1 92 93 A 95 9
1 Philip 86 Philip 83 Brazil 603 Brazil 300 Brazil 249 Brazil 403 Brazil 493
2 Nigeria63 Argent 49 Nigeria10 Philip 189 Philip 207 Philip 200 Argent 234
3 Irag 58 Nigeria40 Argent 79 Argent 58 Mexico 91 Argent 114 | Philip 153
4 Turkey 41 Poland 30 Philip 65 Mexico 65 Argent 65 Egypt 46 Mexico 70
5 Egypt 15 Brazil 27 Egypt 52 Egypt 39 Egypt 44 Mexico 26 Russia 45
Payment of Claims (100 Million Yen)
Fisca Year 90 a R 93 A 9% %
1,986 3419 1,482 1,280 806 571 444
Non-rescheduled 495 2,379 651 297 98 204 180
Irag 291 1,446 595 250 62 29 24
Other 204 933 56 47 36 175 157
reschedul ed 1,491 1,041 831 983 708 367 264
Russia - - 9 522 321 155 181
Others 1,491 1,041 821 461 387 212 82
Major Payment (100 MilliOn Yen)
% a1 R 93 A 95 %
1 Brazil 383 Iraq 1446 Iraq 595 Russia 522 Russia 321 Argerial83 Russia 189
2 Philip 296 Iran 777 Brazil 194 Iraq 250 Nigera142 Russia 157 Nigerial24
3 Nigeria292 Brazil 246 Nigeria 182 Nigeria 155 Argeria93 Nigeria133 Argeria67
4 Irag 291 Nigerial79 Egypt 122 Egypt 77 Irag 62 Irag 29 Irag 24
5 Mexico 179 Egypt 137 Philip 95 Brazil 71 Argent 48 Egypt 20 Syrian 17
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BUSINESS RESULTS OF EID/MITI

1977
(billion yen)

Fiscal Year 1990 91 2 93 A 95 9%
Insured amount 22,762 21,952 21,835 19,765 19,359 16,882 18,980
Premium 448 35.7 44.7 46.2 441 435 41.0
Recoveries 38.7 40.7 111.2 77.3 85.2 98.3 121.2
Clams 198.6 3419 148.2 128.0 80.6 57.1 44.4
Balance 2% ¢ 1421 | 2999 ¢ 314 $ 339 17.1 63.2 100.6

22 adjusted after paying interest and administration expenses




CHPARTER 11

EXPORT-IMPORT BANK OF THE UNITED STATES
COUNTRY LIMITATION SCHEDULE
Specid Conditions Pertaining to
EX-IM Bank Loan & Guarantee Programs
and Export Credit Insurance

EFFECTIVE March 21, 1997

Itisagreed that pursuant to the provisonsof Ex-1m Bank |oans and guarantees and Ex-1m Bank export
credit insurance policies, the country limitation schedule has been amended effective March 21, 1997.
This revision supersedes the November 17, 1996 country limitation schedule and any amendments

thereto.

Insureds, and brokers will be naotified of any amendmentsto this country limitation schedule in writing. A
full revison is generdly completed every sx monthsto on ayear. All specia conditions should be

reviewed as many have been amended.

GENERAL CONDITIONS

Exceptionsto any condition or limitation contained herein must be obtained in writing from Ex-1m Bank.

Ex-Im Bank reserves the right to set additiona conditions for any particular buyer or issuing bank
including theright to set adifferent percentage of coverage. Ex-1m Bank aso reservestheright to reject

any particular gpplication.
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The sector where therisk lies (public or private) and the country of the obligor, or guarantor if thereis
one, will generdly be used for determining appropriate country limitations and exposure fee.

Thefollowing insurance policies are affected by this country limitation schedule. Please note that Short

- Term Insurance Policies are governed by the columnstitled "Up to one year":

Short - Term Insurance Policies: EBD, ELC, ENB, ENV, ESC, ESM (ST), ESS, ETM(S-T), FB,
FB-E, FV, ESP, ESSP, FP, MCP(ST).

MEDIUM — TERM: All medium-term and lease-policy types, ESM, ETM, MCP, IVIRP, MSC,
MSC-E, MTR, MTR-E.

Effective Date of
this Endorsement March 21, 1996 No. C.LS-3/97

12.01 AM. ET.



EXPORT — IMPORT BANK OF THEU.S.
COUNTRY LIMITATION SCHEDULE
EFFECTIVE MARCH 21,1977

“X” INDICATES SUPPORT ISNOT AVAILABLE

PUBLIC SECTOR RISK PRIVATE SECTOR RISK
TOTAL TERM Uptol 1to7 >7 years Upto 1lto7 >7 NOTES
year years year years years

Afghanistan X X X X X X #7
Albania X X X X X #1, #3, #5
Algeria X X X X #1, #10
Angola X X X X X X
Anguilla #1
Antigua & Barbuda X X X #1, #4
Argentina #6b
Armenia X X X X X X
Aruba #1, #9
Australia
Austria
Azerbaijan X X X X X X
Bahamas
Bahrain
Bangladesh X X X #1
Barbados #1
Belarus X X X X X X
Belgium
Bdize #6a
Benin X X #1, #2, #3
Bermuda
Bhutan X X X #1
Balivia X X X #1
Botswana
Bosnia-Herzegovina X X X X X X
Brazil X X X
British Virgin Is.
Brunei
Bulgaria X X X X #1, #3, #5
Burkina Faso X X X X X X
Burundi X X X X X X
Cambodia X X X X X X #7
Cameroon X X X X X X
Canada
Cape Verdels. X X X X X X

*Totd Term isform the date of authorization until fina repaymen.
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EXPORT — IMPORT BANK OF THEU.S.
COUNTRY LIMITATION SCHEDULE
EFFECTIVE MARCH 21,1977

“X” INDICATES SUPPORT ISNOT AVAILABLE

PUBLIC SECTOR RISK PRIVATE SECTOR RISK
TOTAL TERM Uptol 1lto7 >7 years Upto 1lto7 >7 NOTES
year years year years years
Cayman Is.
Central African Rep. X X X X X X
Chad X X X X X X
Chile
China, Peopl€e's Rep X X X #2
Colombia X X X X X #7
Comoro X X X X X X
Congo X X X X X X
Cook Island X #1, #4
CostaRica X #6b
Coted'lvoire X X X X #1, #4
Croatia X X X #1, #3, #5
Cuba X X X X X X #7
Cyprus
Czech Republic #1
Denmark
Djibouti X X X X X X
Dominica #1
Dominican Rep. #6a
Ecuador X #6a
Egypt #1
El Salvador
Equatorial Guinea X X X X X X
Eritrea X X X X X X #1#3 #4 #5
Ethiopia X X X X X X
Hiji #1
Finland
France
Gabon X X X #6a
Gambia X X X X X X
Georgia X X X X X X
Germany
Ghana #5, #6a
Greece

*Total Termisfrom the date of authorization until final repayment.
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EXPORT — IMPORT BANK OF THEU.S.
COUNTRY LIMITATION SCHEDULE
EFFECTIVE MARCH 21,1977

“X” INDICATES SUPPORT ISNOT AVAILABLE

PUBLIC SECTOR RISK PRIVATE SECTOR RISK
TOTAL TERM Uptol 1to7 >7 years Upto 1lto7 >7 NOTES
year years year years years
Grenada #1
Guatemala #6b
Guinea X X X X X X
Guinea-Bissau X X X X X X
Guyana X X X X #1
Haiti X X X X X X
Honduras X X X X #1 #4
Hon Kong
Hungary #1 #4
Iceland
India
Indonesia
Iran X X X X X X #7
Irag X X X X X X #H1
Ireland
Israel
Italy
Jamaica #6a
Japan
Jordan #1 #4
K azaksatan X X X #1 #3 #5
Kenya X X #1 #5
Kiribati #1
Korea, North X X X X X X #7
Korea, South
Kuwait
Kyrgyzstan X X X X X X
Laos X X X X X X #H1
Latvia H#1 #3 #A #5
L ebanon X #1 #4 #5
L esotho #6b
Liberia X X X X X X
Libya X X X X X X #7
Liechtenstein
Lithuania H#1 #3 #4 #5

*Total Termisform the date of authorization until final repayment.




EXPORT — IMPORT BANK OF THEU.S.
COUNTRY LIMITATION SCHEDULE
EFFECTIVE MARCH 21,1977

“X” INDICATES SUPPORT ISNOT AVAILABLE

PUBLIC SECTOR RISK PRIVATE SECTOR RISK
TOTAL TERM Uptol 1to7 >7 years Upto 1lto7 >7 NOTES
year years year years years
L uxembourg
Macao #1
Macedonian X X X X X X
Madagascar X X X X X X
Malawi X X X X X X
Malaysia
Maldives | slands #1
Mali X X X X X X
Malta
Marshall Islands X X X X X X
Mauritania X X X X X X
Mauritius
Mexico
Micronesia #1
Moldova X X X X #1 #3 #5
Monaco
Mongolia X X X X X X
Montserrat 31
Morocco #6b
Mozambique X X X X X X
Myanmar X X X X X X #H1
Namibia #1
Naura X X X X X X
Nepal X X X X #1
Netherlands
Neth Antilles
New Zealand
Nicaragua X X X X #1
Niger X X X X X X
Nigeria X X X X X X #7
Norway
Oman
Pakistan X X X X X X
Palau X X X X #1#5
Panama #6b

*Total Termisfrom the date of authorization until final repayment.




EXPORT — IMPORT BANK OF THEU.S.
COUNTRY LIMITATION SCHEDULE

EFFECTIVE MARCH 21,1977
“X” INDICATES SUPPORT ISNOT AVAILABLE
PUBLIC SECTOR RISK PRIVATE SECTOR RISK
TOTAL TERM Uptol 1to7 >7 years Upto 1lto7 >7 NOTES
year years year years years
Papua New Guinea X #1
Paraguay #6a
Peru 31
Philippines
Poland #1
Portugal
Qatar
Romania X #1 H#H3HAH#5
Russia X H#H1 #3 #4 #5
Rwanda X X X X X X
St. Kitts-Nevis #1
St Lucia #1
St. Vincent-Gren #1
Sap Tome & Principe X X X X X X
Saudi Arabia
Senegal X X X X X X
Serbia/Montenegro X X X X X X #11
Seychelles #6b
SierralLeone X X X X X X
Singapore
Slovak Republic #1 #3 #A #5
Slovenian #1
Solomon Islands #1
Somdia X X X X X X
South Africa
Spain
Sri Lanka #1
Sudan X X X X X X 37
Suriname X X X X X X
Swaziland
Sweden
Switzerland
Syria X X X X X X #7
Taiwan
Tajikistan X X X X X X

*Total Termisfrom the date of authorization until final repayment.




EXPORT — IMPORT BANK OF THEU.S.
COUNTRY LIMITATION SCHEDULE
EFFECTIVE MARCH 21,1977
“X” INDICATES SUPPORT ISNOT AVAILABLE
PUBLIC SECTOR RISK PRIVATE SECTOR RISK
TOTAL TERM Uptol 1to7 >7 years Upto 1lto7 >7 NOTES
year years year years years
Tanzania X X X X X X
Thailand
Togo X X X X X X
Tonga #1
Trinidad & Tobago #6a
Tunisia
Turkey
Turkmenistan X X X X #1 #3 #5
Turks & Caicos. Is. #1
Uganda X X #1 HA#5
Ukraine X X X X #1 #3 #5
United Arab Emirates #8
United Kingdom
Uruguay #6b
Uzbekistan X X X #1 #3 #5
Vanuatu #1
Vatican City
Venezuela X #6a
Vietnam X X X X X X #7
Western Samoa #1
Y emen X X X X X X
Zaire X X X X X X
Zambia X X X X X X
Zimbabwe #6b
21 March 97

*Total Term isfrom the date of authorization until final repayment.

Notes:

#1 Discretionary Credit Limits under Short - Term Insurance Policies are withdrawn. Cover not
available unless specified in a Specid Buyer Credit Limit, 1ssuing Bank Credit Limit endorsement, or
Country Limits of Ligbility endorsement.



#2 For public sector transactions: Currently, arrangementsarein placewith the Bank- of Chinaand the
State Devel opment Bank to serveas obligor or guarantor for medium and long-term transactions under
the Loan and Guarantee Programs. Use of Discretionary Credit Limits and Country Limits of Ligbility
under Insurance policies requires the obligation of one of the following: the Bank of China, the State
Development Bank, the China Congtruction Bank, the Industrid and Commercia Bank of China, or
the Bank of Communications. For the Medium -term Insurance Policies, Loan or Guarantee Programs,
Ex-1m Bank will consider transactions with other financid indtitutions or other entities that are able to
provide detailed financid information sufficient to enable Ex-Im Bank to reach a credit conclusion.

#3 Prior to accepting an gpplication for aprdiminary or find commitment for a public sector
transaction, or for any insurance for a public sector transaction, Ex-Im Bank will require an indication of
host government support for the gpplication. Contact Ex-1m Bank for more detailed information
on specific markets.

#4 Ex-1m Bank cover/support for short and medium-term private sector transactionsis limited to
transactions with a commercia bank as obligor or guarantor unless otherwise specified by Ex-Im
Bank.

#5 Ex-1m Bank cover/ support for public sector transactionsis limited to transactions which commit
the full faith and credit of the government unless otherwise specified by Ex-1m Bank.

#6 Under Short-Term Insurance Policies, coverage under Discretionary Credit Limits and Country
Limitsof Liability shal be the lesser of the limits authorized in the policy or:
a $50,000
b. $100,000
Higher limits will be considered upon gpplication for a Specia Buyer Credit Limit, 1ssuing Bank Credit
Limit, or Country, Limits of Ligbility.

#7 Support is legdly prohibited.
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#8 Public sector transactionsin Shgjah, Fujairah, Ras Al-Khamah, Umm Al-Qaywayn, and Ajman
require the guarantee of the federd government of the United Arab Emirates.

#9 Public sector transactionswith total termin excess of one (1) year requirethe government of Aruba

asthe borrower.

#10 Support extends only to transactions with Sonatrach with the full faith and credit guarantee of the
government.

#11 Support on behdf of the government of Serbia or the government of Montenegro is legaly
prohibited.

INFORMATION SUPPLEMENT ON
MMDILTM- AND LONG-TERM PROGRAMS

'Open for Cover" versus 'Off-Cover" ' The attached Country Limitation Schedule indicates where
Ex-Im Bank is"open for cover" and where Ex-Im Bank is "off-cover”. The Schedule is organized
along three dimensions: the country where the risk lies, sector (public sector or private sector), and
term of total exposure (including both disbursement period and repayment term). Ex-Im Bank defines
"public sector” as including those obligors or guarantors which are at least 50% owned, directly or
indirectly, by the government. Wherethe CL S presentsan X mark, Ex-Im Bank is 'off-cover”, and is
therefore not willing to congder gpprova of routinetransactions. These " off-cover' determinations are

due to economic and/or palitical risks associated with the country.

Where Ex-Im Bank is Open for Cover. The "open for cover” designation refers to the possibility,
rather than the certainty, of Ex-1m Bank support in particular cases. Proposed obligors, guarantors,
and transaction structures under medium- and long-term programs are al subject to case-by-case



Bank approva. Approval depends on the case-by-case gpplication of Bank palicies, particularly the
Bank's determination of reasonable assurance of repayment. The following paragraphs provide very

generd guidance to the application of policiesin markets where Ex-1m Bank is on-cover.

. I dentification of Obligor or Guarantor Ex-1m Bank will goprove afind commitment, a
preliminary commitment (PC), or amedium-term insurance policy or commitment (MTIP or
MTIC), only if agpecific obligor or guarantor has been identified. Ex-1m Bank may approve an
indicative letter of interest (L1) for aproposed transaction, subject to the condition that an
obligor or guarantor isidentified at thetimethe L1 isconverted to afina commitment, PC, MTIP,
or MTIC; and Ex-Im Bank can accept the credit risk of the proposed obligor or guarantor.

. Information Requirementsregarding Obligorsor Guarantor Ex-1m Bank requires that
obligors or guarantors offer "reasonable assurance of repayment.” To process applications for
find commitments, PCs, MTIPS, and MTICS, Ex-Im Bank will firg require Information on
proposed obligors and guarantors. Such information includes financia statements and credit
references. Engineering dataisrequired for long-term transactions. Generdly, Ex-Im Bank will
require more detailed information regarding obligors or guarantors when processing relatively
largetransactions or transactionswith obligors or guarantorswith which Ex-1m Bank has had no
favorable direct credit experience. Ex-Im Bank's gpplication form and program literature
gpecify the Bank's standard information requirements.

e Sovereign Guaranteesfor Public Sector Buyersor Obligors For casesinvolving proposed
public sector buyersor obligorswhich do not have significant independent sources of revenue outside
the central government budget and which do not have independently audited financid statements,

Ex-Im Bank will routingly require a sovereign gaurantee.

Prior Evidence of Host Gover nment Willingness to Provide Sovereign Guar antee in Some

CountriesInsomecountries, Ex-ImBank requires applicationsfor afina commitment for amedium
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or long-term loan or guarantee, or for medium-term insurance, to be accompanied by prior evidence

of the host government's willingness to provide a sovereign guarantee.

Temporary Suspension of Cover In countries where the CL S indicates that Ex-Im Bank is"open
for cover”, Ex-Im Bank may, under certain circumstances, temporarily suspend cover. Thisis most
likely to be the case for public sector obligors and guarantors orly, but may involve dl obligors and
guarantors. In such an event, Ex-Im Bank will advise gpplicants as quickly as possible.

LargeTransactionsin Smaller Markets Rdativey large transactionsin smdler economies, even
when sovereign guaranteed, will be subject to specid Ex-1m Bank review. Ex-Im Bank will review

the potential macro economic impacts of the transaction, in terms of higher debt burden and debt
repayment capacity.

Private Companies Ex-Im Bank will accept the direct credit risks of private buyers, If available
information suggeststhat these buyers offer a'reasonabl e assurance of repayment.” For closdy - hed
companies, Ex-Im Bank may require financia information from owners. For holding companies,
Ex-1m Bank may require financid information on operating components, and may require their

counter-guarantee.

Commer cial Bank Guar antees Ex-Im Bank may require the guarantees of acceptable commercia
banksin the event that information availableto Ex-Im Bank on proposed private buyers suggests that

these buyers by themsdlves do not offer a "reasonable assurance of repayment.’

Limited Recour se Projects Ex-1m Bank will consder limited-recourse project finance structures
(those without full recourse to an acceptable, established obligor or guarantor), but only after a
comprehensive review of project feetures. These features shdl 'include the financia commitment of
the project's equity shareholders over the life of the proposed Ex-1m Bank commitment; the
experience and capacity of project participants, including suppliers and offtakers; project cash flow



coverage of foreign currency debt service; and security structures, including hard currency externd
payments arrangements. Ex-1m Bank will review only well- devel oped proposals, and will require
project sponsorsto fund review of project proposas by consultants retained by the Bank. Significant
changes to proposed structures may be required.

= Political-Only Cover Ex-Im Bank's standard guarantee and insurance cover is "comprehensive’,
under which Ex-Im Bank will pay claims resulting from both commercid and palitica perils. For
private borrowers, Ex-Im Bank aso offersanarrower form of coverage, under "politica-only” cover.
Ex-Im Bank's guarantee agreements and insurance policies describe in detail and or define the specific

risks, which are subject to this form of coverage.

Thefollowing isintended as a summary: For long-term transactions, Ex-1m Bank covers default arising
from four "core' perils: transfer risk, expropriation, U.S. export license risk and politica violence.
Trandfer risk involves borrowers inability to acquire foreign exchange through lega foreign exchange
markets. Expropriation involves the government's confiscation of assets or ownership, or arbitrary or
discriminatory intervention in business operations. U.S. export license risk involves the cancellation or
non-renewd of aU.S. export license or impaogition of certain restrictions on such license after shipment.
Politicd violence involves war, revolution, insurrection, and other such acts. Under medium-term

insurance policies, Ex-1m Bank aso covers defaults arising from other defined risks.

Suppliers and/or lenders choosing palitical-only cover must be prepared to assume broad commercid

risks associated with the borrower's capacity. Ex-1m Bank's political-only cover does not cover defaults
arigng from the borrower's capacity to withstand domestic or internationa commerciad market disruptions,
or currency devauation or depreciation. If suppliers and/or lenders are unable to assume these and other

commercid risks, then Ex-1m Bank comprehens ve cover would be amore appropriate form of coverage.

Political-only cover is offered only for private buyers or borrowers, those which are not subject to the
adminigration of government authorities, and for which it is possible to distinguish between commercid
perils and politica-risk perils. Politica-only cover isnot available for guaranteed lendersthat are
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mgority-owned or controlled by the host country government. Palitical-only cover isthe only form of
coverage available from Ex-1m Bank for borrowers, which are effectively controlled by suppliers and/or
lenders participating in transactions. Politica-only cover is available only for countries where EX-IM
Bank is "open for cover" for private sector risk.

Where EX-IM Bank is Off Cover for Country Credit Reasons Ex-Im Blank will not consder
routine transactions in countries and sectors (public or private) where the country Imitation schedule
showsthat the Bank isoff-cover (where there isan X). However, four specia categories of transactions
may bedigiblefor Ex-1m Bank support, under restrictive conditions, subject to additiona specid review:

. Borrowerson International Capital Markets Individua borrowers (either public sector or
private sector) with a strong, record of independent access or those borrowers which in Ex-1m
Bank's opinion could have access to private internationa capital markets or other international
sources of funds, absent externd (including, sovereign) guarantees. The fee grade assigned, and
the extent of Ex -1m Bank support, will take into account information related to the borrower's
financingand ratings. For Ex-1m Bank to consider such borrowers, information on the borrower's
international borrowingsfor & least the last Sx months must accompany the application. For each
traded debt security, the required information includes the maturity and coupon, credit ratings (if
any), and recent yield data. For syndicated loans, the required information includes interest rates,
arranging fees, maturity profile, amounts borrowed, and names of arranging and key participating
banks.

. Insulated Project Finance Structures Ex-Im Bank's gpprovd in "off-cover" markets/sectors
of limited-recourse structures depends on the establishment of structures which do not require the
financid or operating commitments of host government agencies and which are effectively
insulated from government involvement.  Furthermore, these structures must involve the
channeling of project foreign exchange earnings through offshore payments and escrow
mechanisms. 1n some country environments, the only acceptable limited-recourse structures may

be "enclave" projects which are dmaost completely insulated from the broader country
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environment. The fee grade assgned, and the extent of Ex-Im Bank support, will take into

account project structure and other conditions.

. Secured Long- Range Aircraft Leases. Ex-Im Bank gpproval of asset-secured long-range
arcraft lease transactions requires that the airline's country of registry become a Sgnatory to
internationa conventions protecting aircraft property rights. Ex-1m Bank gpprova for aircraft
transactionsis more likely for privately- owned airlines with established operating records.
Depending on the nature of transaction participants and structures, Ex-Irn Bank may aso require
offshore payments and escrow mechanisms, or may provide areduced percentage of cover.
Aircraft transactions are subject to specia fees and covenants.

Acceptable Borrower Outside the Country Support may be available if an acceptable financid
inditution (e.g., commercid or multinationa bank) outside of the country acts as the obligor.

Because these transactions are subject to individua specid review, Ex-1m Bank will not gpprove | etters of
interest (LIs) for them. It should be noted that these exceptions do not gpply in countries where Ex-1m
Bank islegdly prohibited from operating.





