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MEMORANDUM OF DEFERMINATIONS
Politcal Vielenee Claim of Sector Capital Corporation

Comtract of Insurance No. T074

The Claim

By letter dated January 3, 2004, (Exhibit A), Scetor Capit) Corporation {the “Insurad” or
*Tevvestor”) filed an application for compensation pursuant to Corteact of Insurance No.
Fi¥74 for the peried October I tiwongh December 31, 2003, The Insured alleges that an
act of palitical violenee, us more fully desenbed below, ocowired on May 19, 2001, at the
sile of the Las Animas precious minerals mine in the Stule of Tolima, Colombia {the
"Project™ and is conunuing. The Insurced has advised OPIC that, as a result of the
political viclance, It has ceased all operations al the Projoct und has susiained covered

| orss.

OPIC has determined that the claim is valid and thar ecompensation is now payahle in the
amonnt of $114, 348 53, wneluding inlerest,

The [Insurance Contract

The Contract of nsuranee wus entered into with the Insured i 1964,

Contract of Tnsuranee FO74, an OPKC Forme 234 LP 7-804A PL (Rev, 9789}, (the “Contract™)
{Fxlibit B) was issued effective August 15, 1999, 1o cover the Insured’s 52 million lease
payments [or cquipment used at the Project. The maximum coverage under this policy is
$3,500,000. The active amount of coverage 15 curmenlly S591,471.

Factual Backgronnd

A_-The Projeet and the Insured.

"The Project involves the acquisition and expansion of the Las Animas
underground quanz, gold and silver mine (“Las Animus™) in the State of Tolima,
Colombia. Sector Resowrces, Lid. ("Sector Resources™, a U.S.-owned Cayman
Islands company, has made op to a $3.5 million equity investment into its
Colombian branch (“Sectar Resources Columbia™), as well 28 2 82 million
couipment lease to the Colombian brunch-through one of s 1S affilistes, Sector
Capiral Corporalion {“Sector Capital™).




A cotnplete dizeussion of the factnal buckground of the Projeet, the events
trigpering the pelitical violence, the remedial steps taken by the Insured and the
Insurcd’s comphance with the Contract are contained in the August 2, 2002
Memorandum of Detertninations (the “MCIY"). The MO considened and
approved the initial claim by the Insured for the period May 19, 2001 through
Way VA, K2, The MOD foond the clain 1o be valid and, at page 10, concluded
that, if the political violence contimgd, 1he Insured woutd be entithed 4o rocwve
additional compensation pursuant to the Caontract for claims for defaults on lease
payments, which clamms were o bo submitted quarterly. OPIC retained the
acconnting firm of Deloitte & Touche {“Deloite’) w0 assistiLin analveing the
msured’s imitial claima. Deloitte prepared & report to OFEC. That report included an
analvaig and model ol the lease clamy throughout the temm of all thirteen leases
with payment schedules cn an actual and acerued basas.

Determinations Under the Contract

A detertnination under an (OP1C myuranee contract addresses three categories of issues:
(1) whether the acts complained of satis{y all the clements tequired to bring them within
the scope of coverage: (2) the amount of compensation pavable; and (3) whether the
insured fulfilled its duties under the insurance contracts.

As stated above, the Augnst 2, 2002 MOD concluded that the Joss wis dJue to
polilical violenee. Accordingly, 45 the instant application allepes a consecutive
detault srising from a continvation of the political violencs, Section 8.01(c) of
the Contract provides that OPEC shall be liable for subsequent cotsceutive
defanlrs unless it detemines that the lalter definilts were not caused by political
vitdenee. QP also paid subsequent claims, pursuant to separute Memoranda of
Determinations, [ot delaulted lease payments for the periods May 19 through
Seplember 30, 2002, October 1 throngh Decumber 31, 2002, Junuary 1 through
March 31, 2003, Apnl 1 through June 30, 2003, and July 1 through Scoplember 30,
2003, The Insured submitted a statement thut the polilical viclence is continuing,
anl Turther states that since the Colombian Government has established & military
presence in a pearby town, it has begun maintenance work at the mine and to
assess and repair damage causcd by previous guerilla visits. The Insarcd states
thiat | w [hen all maintenance and repaies of dumages are complete, we will
forward a lisung of work performed. Once we feel that secunity conditions are
acceptable to bring our emplovees huck, Sector will consider reactivation of the
mine”, OI'1C has no basis for determimng thal the continning clesure of' the
Project and lesses covered under the Contract were not the Tesult of political
violence. As will be diseussed, more fully, below, it is Quther determined that the
Insured fulfilled its duties under the Contract, und compensation should now be
paid in the total amount of $114,348.53,

1. Section 6.01 of the Contruct That the loss was due to political violenee.
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{a} The cvidence submitted by the Insured regarding the activities of the
FAERC clearly satisfies all of the alements requited to bang them withm the scope
of the definition of “pelitical violence™ set forth in Section ¢.01 of the Contract.

2. Section 0.0 of the Contract — that political violence has been the dicect and
immediate cause of defaolts on scheduled lease payments.

{) The requitement of coverage pursuant ta the provisions of Section .01
ol the Contract “is the diveel and immediate cause of a defawlt on a scheduled
payment and such default continues for one month.” Accordmgly, the seope of
coveraee condilion has clemly baen met.

3. Scction 6.02 of the Contract — That none of the Exclusions applies.

{(a) The Conlract has, as a single exclosion, provacation on the part of the
Insuied. The evidence submitted by the Tnsuced clearly demonstmles that it
emgazed in no actvity that would bring it within the Exclusicns provisions of
section 6.02 of the Contract.

Basis of Compensation Under the Coniract

Secuon 701 of the Contract provides that, assuming the requirgments of Article ¥I are
satisfled, QPIC shall pay compensatiom in the amount of the insured portion of the
seheduled pavment i defanlt “plus intereat aceruing from the Juler of (1) the date of the
scheduied payment or (1) the date eccurming one moath prior to the date of receipt by
OPEC of the completed application for politicul violence comprensation, through the date
of paviment of compensation by QFIC, ar the average daily federal funds rate tn effeet for
such period.”

Because there are thirtean separate lease contrucls with different conmnencement and
payment dates, PR, for its administrative convenience, and with the consent of the
Insured. concluded that it would consider applications for compensation on a quarterly,
aceruet] basis. Tlhis procedure avoids the Insured having (o submil, und OPIC to consider,
amuluplicity of small claims. Whtic this procedura is not consistent with the language of
Section 7.0 of the Contract, it reaches the same resull with fewoer burdens on both the
[nsured and OPIC,

Analysis of the Compensation Clajmed
a. Application ol the Contract to the Claim

The Insured 15 entitled w compensation, pursuant to Scclion 7.01, in the amount of
5126,732, the insured portion of lease payments for the period in defanlt. Attached herele
az Exhibit C' is 2 scheduic of Tease payments prepared on an acerual basis through the
term ol cuch of the thitteen leases. Trom that amount OPIC will deduct $12,673, which
reprosenis the 10% self-insurance requivement of the Contract. To that will he added
interest i the amownt of $290.53 computed at the averaee daily federal funds rate for the
period as reguired by the Contract, for a wlal of $114,348.53,




(1), Adiustiments to Clompensation

The adjustment to compensation scl [orth in Section 7.02.2 of the Contract, which
guthorizes OPIC to “reduce ils compensation by the amount of any compensation
received by the Tnsured from any ether sources on account of the political violence,” does
not apply, as the Insurcd has not received any other compensalion.

‘Ihe adjustment to compensation scl forth m Section 7.02.3 of the Coptract docs not
apply, as the nsurcel has not leased any other assets-to the lossee.

(2). LimiLtions to Compensation

The limitations to compensulinn set forth in Sections 7.03(a) and (k) of the Contract do
nat apply, as the proposed compensation will not exceed the covered ameount and the
claim doas not inglude any penalty interest or penalty fees, The active amount 18
$725.513. The active amournt will be reduced by the amount of compensation paid.

{3). Assiznmenl of Leases

Section 8.02 of the Contracl, us amended by Section 10,14 requires the Insurcd w enther
transfier (o QPIC, within ten days atter GPRIC notifics Lhe Insured of the amount of
compensation it will pay, the lcase agreement in regpect of which compensation is 1o he
paid or, al QPIC’s option, to “transfer to OTIC a beneficiul interest m such lease and
related rights.” Because of the continuing nature of the political violence, OF1C is nulin
a position Lo remove the equipment. Additionally, it is possible that the political violence
will caase and the Insured will he ahle 10 resume operations. If that were to occur, then
OP1C would be rehieved of making further paviments pursuant W the Comitract. Therefore,
(YPIC determined, in the Awgust 2, 2002 MOD, Lthat, 1t would require an assipnment of
rights, rather than an assigrment of the leases, a5 a condition precedent to puyment off
commpensation, pursuant to Section 8.02 of the Comlract. The [nsured entered into that
assignment of nyghts.

b, The Insured’s Duties Pursnant to the Cantract

Article 1% ol the Contract establishes the duties of the Insurod.

OPIC determines that the nsured has fully conplied with all ol its obligations pursuant
to the provisions of Article 1X of the Contract. In particular, the Insured is in corpliancc
wilh reard to its eligibility. It gave prompt nofice to OP1C of the evenes of poliveal
violence that gave rise to the claim and has taken reasonable measures to preserve the
nroperty. The Insured has fully coopecated with OPIC by giving it complete access to its
hooks and records, which OPIC has determined to be adequate, and made availuble for
interviews exccutives and other employees with direct knowledge of the Project. Section
10.18 of Contract No. FO74 amended Agticle IX of the Contracl to add additional duties
including, among others, Environmental Compliance and Workers Rights, OPIC, in the
Angust 2, 2002 MOD determined that the Insured had fully complied w»ith its obligations
with respect to thase duties, The mine has heen closed sinee, May 1Y, 2001, Therefore
these provisions ure not applicahle to the instant determination.




VI,

Conclusion

For the foregoing reusons, OPIC concludes that the claim of the Tnveslor is valid. The
amount of compensation to be patd (or the leuse coverage tor the period October 1
through December 31, 2003, is determined to be $1714 34833, including interest,
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