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Overview

Since 1971, the Overseas Private Investment Corporation (OPIC) has served as
the US government’s development finance institution. OPIC works to mobilize
private capital to address development challenges while advancing US foreign
policy priorities—furthering strategic, development, economic, and political
objectives. OPIC aims to catalyze investment abroad through loans, guaran-
tees, and insurance, which enable OPIC to complement rather than compete
with the private sector. The independent agency also plays a key role in
helping US investors gain a foothold in emerging markets and is barred from
supporting projects that could have a negative impact on the US economy.

Structure and Leadership

A 1969 amendment to the US Foreign Assistance Act of 1961 (P.L. 91-275) provides the basis
for OPIC’s governance structute, vesting the agency’s powers in a boatd of directors.! The
board provides policy guidance to OPIC, and projects considered major or risky must secure
its approval.? All membets of the agency’s board of directors, including the president and CEO
of OPIC, are appointed by the president of the United States and confirmed by the US Senate.
The board is composed of seven members from the government and eight from the private
sectof.

- Government members. Three seats on OPIC’s board atre designated for specific officials:
OPIC’s president/CEO, the administrator of USAID, and the US trade representative
ot deputy US trade representative. The remaining four seats must be filled by senior
government officials, including a representative from the Department of Labor.

- Private sector members. Private sector members are appointed to three-year terms. The
cight private sector seats include four seats for members with experience reflecting
OPIC’s core competencies—two with experience in small business, one with experi-
ence in cooperatives, and one with experience in organized labor.

The US president is also charged with nominating an executive vice president for the agency,
a role subject to Senate confirmation.” OPIC has 10 offices organized under the Office of the
President/CEO.
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Figure 1: OPIC Organizational Chart*
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OPIC is entirely self-sustaining; in fact, it has returned a net
profit to the US Treasury for 40 consecutive years. In other

words, OPIC’s revenue from investments (consisting of interest

on loans and fees from loan guarantees and insurance) con-

sistently exceeds congressionally appropriated administrative
expenses. In FY2015, OPIC collected $321 million in revenue

Table 1: OPIC Budget Summary (USD millions)”
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while administrative expenses totaled only $87.8 million, includ-
ing $400,000 for inspections and evaluations.® In sum, OPIC
returned a net profit of $233.2 million to the US government.
By law, OPIC is limited in the amount of risk it can take on—

capping the agency’s total portfolio at $29 billion.®
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Table 2: OPIC Portfolio in Brief® (2016)
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OPIC’s Model

OPIC’s primary instruments—Ioans and insurance—crowd

in private sector investment with benefits for development.
According to OPIC, every $1 of project commitments catalyzes
$2.60 from other sources." Increased private investment and
capital in developing countries can bolster economic growth and
lead to improved development outcomes. At the same time, pri-
vate firms are often unwilling to take on the risk associated with
lending and offering insurance products in developing countries
because imperfect information heightens the perception of risk
and infrastructure gaps and regulatory obstacles create barriers
to entry.?

OPIC can catalyze transactions in developing countries that
private investors are unable or unwilling to pursue without the
agency’s involvement. As a publicly backed institution, OPIC

is able to play a unique role to overcome market failures. The
agency’s commitments are backed by investment agreements
with developing country governments and by the political and
economic force of the US government. In addition, OPIC is
mission driven to advance development and US foreign policy
priorities and coordinates activities with other US government
agencies. These features help OPIC bring value to transactions
that private investors cannot.”” Examples of the ways in which
OPIC uses its unique position include engaging in countries con-
sidered high risk by private investors, providing loan terms that
commercial financiers and insurers are unwilling to offer (such
as longer-term loans), and supporting projects that demonstrate
innovations or new technologies."

To qualify for OPIC support, projects must fulfill a number of
eligibility requirements, including proving OPIC support is nec-
essaty for the project to go forward and meeting environmental,
social, and corporate governance standards. Projects require a
substantial US connection—the project must be sponsored by

a US-organized entity, a majority-US owned foreign-organized
entity, or a US citizen.” Projects also are restricted to one of 160
developing or post-conflict countries.

Instruments

OPIC provides financing, political risk insurance, and support
for private equity funds.

 Financing. OPIC offers two types of financing—direct
loans and loan guarantees—to projects that are commercial-
ly and financially sound.'

- Direct loans. OPIC helps finance eligible projects in de-
veloping countries by issuing direct loans. To issue these
loans, OPIC borrows from the US Treasury. OPIC col-
lects the loan repayment with interest from the borrower
to repay Treasury. OPIC may also use authority from
Congtess to self-fund subsidies that allow the agency to
offer long-term loans. Loan size typically ranges from
$350,000 to $250 million, although OPIC has approved
loans for up to $400 million.”” OPIC’ involvement is
typically limited to 75 percent of the total project cost,
although it is often far less."

- Loan gnarantees. OPIC can also offer loan guarantees to
support eligible projects. To provide loan guarantees,
OPIC acts as the initial project lender and then issues
shares of project debt to third-party investors. The
agency agrees to repay the loan to investors in the event
of a default by the borrower."” Consistent with com-
mercial lending practices, OPIC collects guarantee fees
for this service. OPIC does not guarantee more than 75
percent of a total project cost, with only limited excep-
tions.”

¢ Insurance. OPIC offers political risk insurance primarily
to protect against three types of risk: political violence, cur-
rency inconvertibility, and expropriation. Currency incon-
vertibility insurance guards against the inability to convert
funds from local currency to US dollars, while expropriation
insurance protects projects against the nationalization, con-
fiscation, or other forms of expropriation by host govern-
ment.* Insurance fees are calculated based on the project
and the investor. OPIC cannot insure more than 90 percent
of a project by law.*

* Support for private equity funds. OPIC sponsors the cre-
ation of privately owned and managed investment funds.”
These private equity funds help increase private capital flows
in developing countries and can make direct equity and
equity-related investments in new or expanding companies
in emerging markets. OPIC provides loan guarantees to the
fund managers, who are typically US investment profes-
sionals selected by OPIC. In turn, the funds invest in local
companies, often helping to finance small and medium
enterprises through loans, equity investments, and technical
advice.*



Activities

Financing Infrastructure Needs: OPIC’ portfolio is
heavily oriented toward financing infrastructure projects, such

as electricity generation and transportation needs. In 2016 alone,
OPIC committed $1.4 billion to energy and other infrastructure
projects, and 34 percent of OPIC’s current portfolio consists

of energy, transportation, or warchousing projects.” Electrici-

ty is a major constraint to growth for one in three firms in the
developing wotld, according to World Bank surveys. Under the
George W. Bush administration, OPIC’s infrastructure portfo-
lio focused more heavily on extractive sector projects, like oil
and gas exploration and industrial mining. Under the Barack
Obama administration, OPIC provided considerable support
for electricity infrastructure investments through Power Africa,
President Obama’s signature electrification initiative.”” OPIC had
been constrained in supporting a full range of investments in the
energy sector by a cap on the total greenhouse gas emissions of
projects in its portfolio. Since FY2014, Congress has effectively
lifted the cap in annual appropriations measures, granting OPIC
greater opportunity to explore support for fossil fuel projects
overseas.”

Extending Financial Credit: Financial services projects
make up almost half of OPIC’s current portfolio—45 percent.
For instance, OPIC may extend financial credit to microfinance
institutions and small and medium enterprises in developing
countries, addressing a critical need. Access to finance is a com-
monly cited obstacle to firm growth in developing countties.?

Figure 2: Breakdown of OPIC Portfolio by Sector®
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Working in Higher-Risk Countries: As part of its
mandate to address development challenges, OPIC works in
lower-income and higher-risk countries that may face consider-
able development challenges and suffer less developed capital
markets. In 2016, all of OPIC’s commitments went to low- and
middle-income countries.” Despite what appears to be a greater
appetite for risk than private creditors, OPIC writes off very few
of its direct loans—only 1 percent of total outstanding direct
loans on average each year between 2001 and 2013.”!

Supporting American Small Businesses: OPIC is
statutorily required to give preferential consideration to projects
that involve US small businesses, ensuring a significant portion
of OPIC’s portfolio supports small businesses.”> OPIC can help
small businesses overcome obstacles, such as political risk and
lack of capital, when expanding overseas.” The agency offers
political risk insurance to small businesses at a reduced cost and
with a streamlined approval process.* Much of OPIC’s portfolio
includes projects sponsored by small businesses—only a modest
percentage of OPIC’s commitments support projects sponsored
by Fortune 500 corporations.”
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US Foreign Assistance Agency Briefs

US foreign assistance plays a critical role in furthering our security and
economic interests, and is an important expression of American values and
a manifestation of US global leadership. As the political climate shifts, it is
increasingly important to understand the nuances of each development
agency’s role and comparative advantage within the broader and complex
US assistance apparatus.

These briefs are for policymakers, researchers, advocates, and others that
work on these issues and these agencies. This CGD brief is one of five that
outlines each agency’s mission and role, structure, historical budget, pro-
grams, and mechanisms for delivering foreign assistance. Please email pub-
lications@cgdev.org to receive any of the others:

 United States Agency for International Development (USAID)
 Millennium Challenge Corporation (MCC)

» Overseas Private Investment Corporation (OPIC)

e United States Department of State

e United States Department of Treasury

To read the briefs online and find related content, visit cgdev.org/usdpi.
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