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MEMORANDUM OF DETERMINATIONS
Poliveal Violence Claim of Sector Capital Corporation

Contract of Insurance No. FO74

The Claim

By letier dated Match 25, 2003, (Exhibit A), Sector Capital Corporation (the “Insured™ or
“Tovestor™) fited an application for compensation pursuant to Contract of Insurance No.
F074 for the period January 1 throngh March 41,2003. The lnsured aileges that an act of
political viclence, as more fully described below, occurred on May 19, 2001, at the site of
the Las Animas precions minerals mine in the Stave of Tolima, Colombia (the "Project”}
and is continuing. The Insured has advised OPIC that, as a result of the political violence,
it has ceased all operations at the Projeet and has suslained covered losses.

OPIC has dctermined that the claim is valid and that carnpensation is now payable in the
armount of $114,419.42 including micrest.

The Insurance Contrarct

The Contract of Insurance was entered inte with the Insured in 1999,

Contract of Insurance FO74, an OPIC Fom 234 TP 7-86A PL {Rev, 9/83), (the “{Coniract™)
{Bxhibil B) was issued effective August 18, 1999, 10 cover the Tnsured’s §2 malhion lease
payments for equipment used at the Project. The maximaim coverage under this policy is
$3,500,000. The actve amount of coverage is currently 51,122,885

Factual Backgronnd

A. The Project and the Insured.

The Project involves the acquisition and expansion of the Las Animas
unaderpround quartz, gold and silver mine (“Las Animas"’} in the State of Tolima,
Colombia, Sector Resources, Lid. {(“Sector Resources™), a 115 -owned Cayman
Islands company, has made up lo a §3.5 million equity investment into its
Colombian branch (“Sector Resources Colombia™), as well as 4 $2 million
equipment lease to the Colombian branch throngh one of its T1.5. affiliates, Seclor
Capital Corporation (“Sector Capital™).




V.

A complote discussion of the faclual backgronnd of the Project, the cvents
triggering the pelitical vielence, the remedial steps taken by the Insured and the
Tnsured’s compliance with the Contract are cotitzined in the Angust 2, 2002
Memorandum of Determinations (the “MOD™. The MOD considered and
approved the initial claim by the Inswred for the period May 19, 2001 through
May 18, 2002. The MUD found the claim ta be valid and, at page 19, conghuded
that, iF the political viclence continued, the nsuted would be entitled to teceive
additional compensation pursuam to the Contract for claims for defaults on lease
payments, which claims were (o e submitted quarterly. OFIC retuined the
accounting firm of Deloitte & Touche {“Deloitte™) to assist it In analysing the
[nsured’s initial elaim. Deloitte prepared a report to OPTC. That repott included an
analysis and model of the lease cluims thronghout the term of all thirteen leases
with payment schedules on an actual and accried basis.

Determipations Under the Condract

A determination under an OPIC insurance contract addresscs threc categories of izsues:
(1) whether the acls complained of sakisfy all the clements required to bring thera within
the scope of coverage; (2) the armount of compensarion payable; and (3) whether the
insured fulfilled its duties nuder the insurance contracts.

As stated above, the Aupust 2, 2002 MOD concluded that the loss was due to
political violence. Accordingly, as the instant application alleges » consecutive
default arising from a continuation of the political violence, Section 8.01{c) of
the Cloniract provides that OPIC shall be liable for subsequent consecutive
defaults unless it detsrmines that the latter defaults were not cansed hy politieal
violenee. OPIC alse paid a subsequent elaim for defanlted lease payments for the
periods May 19 throwgh September 30, 2002 and October 1 through December
31, 2002 pursaant to separale Memoranda of Determinations dated October 25,
2002 and February 3, 2003, The Insured submitted a statement that the political
violenee is continuing and further states that it is seeking meetings with the
Govermment of C'olombia to establish a “military presence in the zong so Seclor
can reactivate the mining project™ The United States Embassy in Bogota has
confirmed that political violence is contipuing in the area where the Project is
located and that the Insured has been in contact with the Embassy seeking
assistance to arrange meeting: with Colombian Government officials.
Accordingly, OPIC has no basis for determining thal the continuing closute of the
Project and losses covered under the Contract were not the resull of political
violence. As will be discussed, morc fully, helow, it is further determined that the
Insured falfilled its duties under the Contract, and compensation should now be
paid in the total amount of $114,419.43,

I3 Section 6.01 of the Contract - That the loss was dus to political viclence.
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(a) The evidence submitted by the Tnsured regarding the activitiss of the
FARC clearly satisfies all of the elements required to bring them within the scope
of the definition of “palitical violence™ set forth in Scetion 6.01 of the Contract.

2 Qection 6,01 of the Contract - that political violence has been the direct and
immediate cause of defanlts on scheduled lease payments.

(a) The requirement of coverage pursuant to the provisions of Section 6.01
of the Contraet “is the direct and immediate canse of a defaulton a scheduled
payment and such default continues for one month.”* Accordingly, the scone of
caverage condition has elearly been met.

3. Section 6.02 of the Contract — That none of the Exclusions applics.

{a) The Contract has, a5 1 single exclusion, provocation on the part of the
Insured. The evidence submitted by the Insured clearly demonstrates that it
engaged in no activity that would bring it within the Exclusions provisions of
Section 6.02 of the Contract.

Basis of Compensation Under the Cantract

Section 7.01 of the Contract provides that, assuming the requirements of Article VI are
satisfied, OPIC shall pay compensation in the ainount of the insured pertion of the
scheduled payment in default “plus Loterest accruing from the later of (i) the date of the
scheduled payment or (ii) the date ocourring one month pnor 1o the date of receipt by
OPIC of the completed application for pelitical violence compensalion, through the date
of payment of compensation by OPIC, u the average daily federal funds rate in effcet for
such period.”

Becanse there are thirteen separate lease contracts with differcnt commencement and
paymett dates, OPIC, for its administrative convenience, and with the consent of the
Insured, concluded that it would consider applications for compensation ot a quarter]y,
accrucd basis. This procedure avoids the Insured having 1o submit, and OPIC 1o consider,
a multiplicity of small claims. While this procedure ig not consistent with the language of
Section 7.01 of the Contract, it reaches the same result with Tewer burdens on both the
Insured and OPIC.,

Analysis of the Compensation Claimed
a. Application of the Contract to the Claim

The Insured is entitled ta compensation, pursnant to Section 7,01, in the amount of
$126,732, the insurcd portion of lease payments for the period in default. Attached hersto -
a5 Exhibit C is a schedule of lease payments prapared on an accrual basis through the
term of each of the thirtecn leases, From that amount OPIC will deduct £12.673, which
represents the 10% self-insurance requirement of the Contract. To that will be added
imterest in the amount of $360.43 computed at the average daily federal funds rate {or the
period as required by the Contract, for a lotal of $114,419.43,




{1). Adjustrments i@ Compensation

The adjustment to compensation set forth in Section 7.02.2 of the Contract, which
aythorizes OPIC to “rednce its compensation by the amount of any compensation
seceived by the Insured from any other sources o0 account of the political violence,” does
not apply, s the Insured has not regeived any other compensation.

The adjustment 1o cotnpensation set forth in Sretion 7.02.3 of the Contract does nat
apply, as the Insured has not leased any other assets to the lessee.

{2). Limitanions to Compensation

The limitations to compensation set forth in Sections 7.0%(a) and (b) of the Contract do
not wpply, as the proposed compengation will not exceed the covered amount and the
clxim does not include any penalty interast or penalty fees. The active amaowmt is
$1,12,885. The aciive amoumt will be reduced by the amount of compensation paid.

{3). Assignment of Teases

Zection 8.02 of the Coniract, as amended by Section 10,14 requires the Insuted to either
tranafer to OPIC, within ten days after OPIC notifies the Insured of the amount of
compensation it will pay, the J¢ase agteement in Tespect of which compensation is to be
paid or, ot OPIC’s optior, to wirppsfer to OPIC a beneficial interest in such lease and
elated rights.” Because of the continuing tiature of the political violence, OPIC Is not in
a position to remove the equipment. Additionally, it is possible that the political violence
will ceage and the Insured will be able to resume operations. [[ that were to ooeur, then
OPIC would be relieved of making further payments pursuani to the Contract. Therefore,
OPIC determined, in the August 2, 2002 MOD, that, it would require an assignment 0f
tights, rather than an assignment of the leases, a5 & condition precedent to payment of
compensation, pursuant to Section 8.02 of the Contract. The Insared entered inta that
sgsigament of rights.

h. The Insured’s Duties Pursuant to the Contract

The Insuted s Liles L Ulstatl, 12 8y eassie=——

Artiele TX of the Contract establishes the dutics of the Insured.

OPIC determines that the Tnsured has Fully complied with all of its obligations prursuant
to the provisions of Articte IX of the Contract, In particular, the Insured is in comphiance
with regard to its eligibility. It gave protnpt netice to OFIC of the events of political
violence that gave rise to the claim and has taken reasonable measures to preserve the
property. The Insured has fully eooperated with OPIC by giving it complete access 10 its
books and records, which OPIC has determined to be adequate, and made available for
interviews gxecutives apd other employees with direct knowledge of the Project. Section
10.18 of Contract No. FO74 amended Ariicle TX of the Contract to add addinonal duties
including, among others, Eavironmental Compliance and Workers Rights. OPIC, in the
Augnst 2, 2002 MOD determined that the Insured had fully complied with its oblhigations
with regpect 1o those duties. The mine has been elosed since, May 19, 2001, Therefore
these provisions are not applicuble to the instant determination.
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Couclusion

For the forepeing reasomns, Oe1C concludes that the claim of the Investor ig vahid. The
amount of compensation to be paid for the lgase COVETags for the period January 1
tirongh March 31, 2003 is deterznined 1o be $114.419.43, including interest.
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