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June 25, 2012

The Honorable Tim Johnson

Chairman

Committee on Banking, Housing, and Urban Affairs
SD-534 Dirksen Senate Office Building
Washington, DC 20510

Dear Mr. Chairman:

In accordance with Section 8A of the Export-Import Bank Act of 1945, as amended, |
am pleased to forward the report of the Export-Import Bank of the United States on the
competitiveness of its export credit support. This report covers the period from January 1,
2011, through December 31, 2011.

This report assesses how well the Export-Import Bank was able to compete with the
major export credit agencies throughout the world in 2011. Against the backdrop of the
European sovereign debt crisis and tight liquidity constraints, Ex-Im Bank has proven itself
ready and able to step in with its long-term, fixed rate support for U.S. exports when the
private sector had withdrawn from export finance. With the close of fiscal year 2011, Ex-Im
Bank reported a third consecutive record-breaking year of more than $32 billion in export
financing, up 127 percent from fiscal year 2008. These transactions supported an estimated
$41 billion worth of American exports and an estimated 290,000 American jobs at more than
3,600 U.S. companies.

As the recovery continues and liquidity gradually returns to commercial markets,
different competitive challenges are emerging. Most notably, significant volumes of
unregulated export credit programs (that fall outside the purview of the OECD rules) and
non-OECD export credit programs (offered by Brazil, India and, most prominently, China)
are being deployed strategically around the globe, in favor of foreign exporters. In fact,
regulated OECD country activity, at approximately $94 billion, now constitutes just over a
third of global government export credit. This report’s analysis and its findings can contribute
to the discussion on the role of Ex-Im Bank in supporting and maintaining U.S. jobs in a
changing world.

Sincerely,
p // / )
:.7%/ /2 (oo

Fred P. Hochberg
Chairman and President

811 Vermont Avenue, N.W. Washington, D.C. 20571
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The Honorable Spencer Bachus
Chairman

Committee on Financial Services
2129 Rayburn House Office Building
Washington, DC 20515

Dear Mr. Chairman:

In accordance with Section 8A of the Export-Import Bank Act of 1945, as amended, |
am pleased to forward the report of the Export-Import Bank of the United States on the
competitiveness of its export credit support. This report covers the period from January 1,
2011, through December 31, 2011.

This report assesses how well the Export-Import Bank was able to compete with the
major export credit agencies throughout the world in 2011. Against the backdrop of the
European sovereign debt crisis and tight liquidity constraints, Ex-Im Bank has proven itself
ready and able to step in with its long-term, fixed rate support for U.S. exports when the
private sector had withdrawn from export finance. With the close of fiscal year 2011, Ex-Im
Bank reported a third consecutive record-breaking year of more than $32 billion in export
financing, up 127 percent from fiscal year 2008. These transactions supported an estimated
$41 billion worth of American exports and an estimated 290,000 American jobs at more than
3,600 U.S. companies.

As the recovery continues and liquidity gradually returns to commercial markets,
different competitive challenges are emerging. Most notably, significant volumes of
unregulated export credit programs (that fall outside the purview of the OECD rules) and
non-OECD export credit programs (offered by Brazil, India and, most prominently, China)
are being deployed strategically around the globe, in favor of foreign exporters. In fact,
regulated OECD country activity, at approximately $94 billion, now constitutes just over a
third of global government export credit. This report’s analysis and its findings can contribute
to the discussion on the role of Ex-Im Bank in supporting and maintaining U.S. jobs in a
changing world.

Sincerely,
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Fred P. Hochberg
Chairman and President

811 Vermont Avenue, N.W. Washington, D.C. 20571



THE 2012 ADVISORY COMMITTEE’S STATEMENT ON
THE 2011 COMPETITIVENESS REPORT OF THE EXPORT-IMPORT BANK
OF THE UNITED STATES

The Members of the 2012 Advisory Commi ttee (“Members”) have reviewed the 201 1
Competitiveness Report to Congress and pr esent this statement reflecting views voiced
by the Advisory Committee members regardin g the Report. Although each of these
points may not be shared equally by all me mbers, the Report ref lects the themes and
points that the Advisory Committee consid ers important enough to add ress going
forward.

Overall Context and Theme

The Advisory Committee Members generally ag reed with the context and theme of the
2011 Competitiveness Report. Specifically, we agree that Ex-Im Bank demonstrated its
unique competitiveness at a time in the gl obal marketplace when ECA support was not
only critically needed, but essen tial to supp orting U.S. exports. Ex-Im’s direct loan
program and its innovative approach to struc turing transactions have put the Bank in a
position of prominence in the OECD ECA wo rld in a difficult economic environment.
The Bank has performed extremely well under it s current leadership in helping to le vel
the playing field for U.S. exporters. = We congratulate the Bank on its recent 3-year
reauthorization, which will permit a growth in lending commitments of 40% and set a
stable framework for U.S. exporters.

Equally as important are Benchmarking St udy findings confirming the observations in
last year’s Report on the existence and rapid gr owth of unregulated sectors of
government export credit. Regulated OECD country activity, at $94 billion, now
constitutes just over a third of global gove rnment export credit. Non-regulated OECD
activity (untied, market window and invest ment financing) now a ffords an additional
$92 billion annually, and lending from non- OECD players such as China, India and
Brazil is at least $64 billion and perhaps much more. The Advisory Commi ttee shares
the Report’s concern about the size and clear challenge of these burgeoning new export
credit areas, which may impact the ability of U.S. exporters to fully compete in this
rapidly evolving and non-transparent framework. We fully agree that the second year of
the Benchmarking Study be completed with a focus on further understanding thes e
alternative financing vehicles and advancing greater transparency on the part of all of
the relevant ECAs.

Methodology

Last year’s statement from this Committee recommended that the Bank increase the size
of the survey pool and improve the level of responses, and also recommended that th e
Bank undertake a process to improve the survey methodology.

The Committee commends the Bank in its effort to increase the survey respondent pool,
and the special attent ion paid by senior management in elicitin g responses from key
users of Ex-Im Bank’s medium- and long- term programs. We are further pleased that
pending OMB approval the Bank has commissioned a new survey and methodology that
are being developed by an outside expert for next year’s survey process. The Committee



appreciates the expansion of participation in the focus groups for this year’s Report and
hopes that this can continue in future year s. We are encouraged that the Bank
understands and is implementing these corrective measures. Finally, we would also like
to see the Bank explore other options, be yond a sur vey, to assess compet itiveness,
particularly with regard to the impact of public policy mandates.

Overall Grading

The Advisory Committee gener ally agrees that the Report’s overall grade o f A-/B+ for
2011 is a fair represen tation of Ex-Im Bank competitiv eness. However, as noted above
and below, the Members believe that improv ements of the gra ding scale and factors
taken into account to arrive at a grade or assessment of a policy need to b e considered.
Presumably, these considerations are being addressed with the development of the new
survey.

Specific Findings:

With respect to the s pecific findings of the Report, the Advisory Committee members
offer the following observations:

First, the Advisory Committee Members applaud the Bank for its active participation in
supporting U.S. exports, especially in the use of direct loans in the project finance area
where long-term, fixed rate funding is in high demand. These efforts have made a
meaningful impact on growing our nation’s exports at a critical time.

Second, the members of the Advisory Committee acknowledge that some respondents to
the survey identified public policy mand ates such as domestic content, MARAD/PR-
17/shipping requirements and environmental conditions, as presenting ¢ hallenges to
U.S. exporters seeking Ex-Im support. We r ecognize, however, that these public policy
mandates are required by law and protect broader public policy goals, such as enhanced
domestic employment, a robust merchant ma rine, or a better environment. Not all
Members agree about the value of individual public policy mandates or the methodology
used to assess them. The more precise, a ccurate, and balanced the Report can be in
assessing the overall benefits and costs of individual public policy mandates, relying not
just on the survey but on other factors such as U.S. jobs supported, the better informed
policymakers will be in making judgments on these mandates.

Third, the Advisory Committee a grees with the programmatic grade changes in two key
areas: services and environmental policies . With regard to services, the 2011 Report
lowers the gradedowntoa B, reflecting that services exporters encountered new
challenges. The Advisory Committee agrees th at the Bank can and should devote more
resources for services exports, which ca n benefit employment. With regard to
environmental policies, which saw their grade improve to a B, the Advisory Committee
is in agreement with this impr oved assessment. T he Committee notes that market
awareness of the new Ex-Im Bank Carbon  Policy requirements and associated du e
diligence ledtoab etter understanding of the policy and its competitive impact,
resulting in an appropriately improved grade for 2011.



Fourth, the Advisory Committee encourages the Ex-Im Bank to continue to enhance its
outreach and product offerings to small bu sinesses. Small busi nesses represent up to
75% of new jobs in the United Sta tes, and are critical to our nation’s health as well as to
achieving President Obama’s goal in the Nat ional Export Initiative to double exports by
2015. The Committee suggests t hat the Bank consider formally grading its progress on
small business support in the annual Reports.

Finally, the Advisory Committee believes that it is ¢ ritically important for Ex-Im to
further investigate the evolving nature and expansion of unregulated export financing
tools being used by O ECD as well as non- OECD countries, and which now account for
almost two-thirds of total government export credit support. The Committee finds that
the rising tide of these forms of support is a significant potential threat to U.S. exporter
competitiveness now and into the future. We recommend that the Bank continue to
document these competitive threats and to begin to examine potential approaches to
address them. These include d ocumenting the size of the unregulated support, and
working with Congress and the Administration to ens ure that both OECD and non-
OECD countries comply with appropriate international guidelines in their official export
credit support programs. In that regard, the Committee commends the announcement
in February 2012 that the United States and China will establish an internation al
working group of major providers of government export financing to set gui  delines by
2014 governing official export financing practices outside the OECD framework.

Summary: The 2012 Advisory Committee commends the Bank foren  suring U.S.
export success in a very difficult global en vironment in which concerns about risk and
volatility are the order of the day. At the same time, the Bank should not be complacent
with its success because the financial market s will return (at some point), and our ECA
counterparts will have adapted competitiv ely with improved product attributes and
quality. In addition, the explosion of un regulated government financing support — not
an option for Ex-Im Bank since it operates exclusively within the OECD framework —
needs to be more fully understood so that mechanisms to address them can be
developed. Clearly, the old competitiveness yardstick, comparing Ex-Im Bank only with
its OECD counterparts on standard export credits, no longer fully addresses the broader
range of players and extent of challenges posed to U.S. exporters. The Advisory
Committee believest hat the Administration and Congress need to be more fully
educated on how the export credit landsca pe has changed, so that options on how to
address current and future challenges can be thoughtfully considered.

Nelson W. Cupfitfigham
Chairman
2012 Ex-Im Bank Advisory Committee



2012 ADVISORY COMMITTEE MEMBERS
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Peter Baranay
Leslie Bergland
C. Fred Bergsten
John Brislin
Owen Herrnstadt
Thea Lee

Nancy Mercolino
Michael O’Neill
Deven Parekh
Steven Parrish
Garrett Pierce
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Executive Summary

Background

The 2011 Annual Report to Congress on Export Credit Competition provides a
comprehensive assessment of the competitive ness of Ex-Im Bank’s mediu m- and long
term programs and policies compared to th ose of t he major export credit ag encies
(ECAs) during the cal endar year. Ex-Im Bank based its evaluation on quantitative and
qualitative data and information availab le fromt he export finance marketplace,
including surveys of banks and exporters and data from the World Trade Organization
(WTO), the Organization for Economic Cooperation and Develop ment (OECD) and the
Bank for International Settlements (BIS), among other reliable sources. In addition, this
year Ex-Im Bank incorporated data from a buyer survey and export credit agency
interviews that were conducted as a follow up to the 2010 Competitiveness Report. The
purpose of the Competitiveness Reportisto  present an evaluation of Ex-Im Bank’s
ability to offer “fully competitive” financing, and it does so in a report card format. A
description of the grading scale is included in Appendix A.

Context

The most significant events that have shaped ECA activity in 2011 were: 1) the Eurozone
sovereign debt crisis and 2) commercial bank efforts to prepare for compliance with the
Basel III regulations. These influenced ever y aspect of international commercial bank
lending, including the level of commercia 1 bank net lending, capital flows into
developing countries, and even the role of commercial banks in ECA export finance.

Findings

The global financial crisis of 2008 steadily impacted commercial bank appetite for risk,
thereby pushing spre ads up and the cost of financing to the forefront as a key
competitive factor among ECAs, reaching adom inant role in 2011. Moreover,
anticipation of Basel III requirements combined with the European crisis reduced the
final marketability of all long-term commercial bank financing.

Against this backdrop, Ex-Im Bank reported a third consecutive year of record-breaking
activity in excess of $32 billion in FY 2011. This surge in demand was led by the
unprecedented activity in the a ircraft, and the project and structured finan ce arenas,
with the latter surge funded almost entirely by direct loans.

In that context, Ex-Im Bank scored high marks in 2011 and its overall competitiveness

grade stayed strong at “A-/B+”. The main factors that ¢ ontributed to the “A-/B+” grade
reflected the aforementioned d evelopments and exporter and lender in put inthe

following key areas:

First, the aforementioned devel opments that led to tight credit market conditions
influenced Ex-Im Bank’s grades in interest rates and project finance.



With respect to interest rates, the year 2011 moved Ex-Im’s interest rate programs int o
an absolutely competitive position vis-a-vi s the G-7 (and OECD), receiving an “A+”
grade. As spreads increased and commercial bank financing contracted on pure cover
transactions, those E CAs with li mited official financing tools se arched for direct loan
mechanisms and liquidity sources to an even  greater degree than they did in 2010.
While the G-7 ECAs looked to  develop such tools in 2011, Ex-Im was at a distinct
advantage due to its existing direct loan program.

With respect to project financ e, the financing and ¢ apacity advantages associated with
Ex-Im Bank’s project finance cover appear to have outweighed the non-financial and
long-standing disadvantages associated with Ex-Im Bank foreign content, MARAD and
economic impact policies that typically take the center stage in the Bank’s
competitiveness assessment and weigh down Ex-Im Bank’s grade point a verage. This
edge was significant enough to induce a shift in sourcing in certain cases. As a result, in
2011, Ex-Im Bank earned an “A+” in the area of project finance.

Moreover, exporter and lender input impacted two programmatic components of Ex-Im
Bank grades. Specifically, the grade for Ex-Im Bank Services support worsened while the
marks for Ex-Im Bank’s Environmental Policies improved.

With respect to the Services policy, Ex-Im Ba nk’s available support for services appears
to be lacking competitiveness relative to ot her G-7 ECAs’ services policies. Information
from buyers, exporters, and lenders on compe titor practices related to services suggests
that Ex-Im Bank’s wi llingness to support services is impacted by how it applies its
content policy to services. The main di fference between Ex-Im Bank and competitor
ECAs is that Ex-Im Bank evaluates the el igibility of the U.S. export (and the
corresponding benefit to U.S. employment), while so me foreign ECAs support their
national exporters without further document ation requirements. This resulted in a
downgrade in Bank competitiveness when com pared to last year or a grade of “B ” for
2011, down from the “A-/B+” earned in 2010

With respect to Ex-Im Bank’s Environmental Policies, Ex-Im Bank continued to garner
an “A”in the area of environmental guidelines (because Ex-Im applies the
environmental guidelines that all OECD ECAs apply, known as the Common
Approaches); and “B” in the ar ea of transp arency (because Ex-Im continues to have
increased transparency requirements relative to foreign ECAs, especi ally as they apply
to the disclosure of project monitoring reports). However, although no other OECD ECA
adopted a Carbon Policy in 2011, render  ing Ex-Im as relatively less competitiv e
compared to other OECD ECAs, exporter and lender feedback on the Carbon Policy was
not as negative as the commentary provided for the 2010 assessment. Therefore, the
Carbon Policy grade improved from a “C” in 2010 to a “B-/C+” rating for 2011. Tak ing
all three of these grades into account, th e overall rating for Ex-Im’s environmental
guidelines and carbon policy was “B” in 2011.

Finally, Chapter 8 will examines the findin gs of the benchmarking study that was
conducted to gauge the size, scope and impact of other forms of official finan cing that
fall outside the purview of the OECD.

The benchmarking study brought into focus many important issues, of note:
4



First, the benchmarking study revealed opposing assessments of Ex -Im Bank
competitiveness. On the one hand, Ex-Im Bank support for large commercial aircraft or
infrastructure projects in better risk mark ets, where the competitive finan cing costs,
aggressive risk covera ge, and all the extras (e.g. 30 p ercent local cost support), wa s
widely considered ex ceptionally competitive. Conversely for tr ansactions involving
buyers (or in markets) with moderate to hi gh risk, where Ex-Im coverage was viewed as
more expensive and onerous (in terms of security requirements and related costs
stemming from risk mitigat ion), and included fewer extras than most other ECAs, Ex-
Im was considered less competitive.

Second, with respect to unregulated financing offered by OECD ECAs, the
benchmarking study revealed t hat over half of the entities int erviewed were either
offered, or had benefitted from, unregula ted financing programs. These unregulated
financing programs were reportedly priced on comme rcial terms , but the ir flexibility
regarding other finan cing terms and parameters and ease of documentation typically
made such financing very attractive (e.g., no cash payment was required; tenors were
not limited; sourcing was not limited to procurement from the country of the ECA).

With respect to the impact of export credits and insurance coverage provided by non-
OECD ECAs, specifically from Brazil, India and China (BICs) , almost half of the entities
interviewed reported that they were aware of, or had benefitted from, BIC financing in
some form. Buyers and lenders reported that Chinese products in certain sectors (e.g. ,
renewable energy, power, “off the shelf” ca  pital equipment) we re competitive with
comparable U.S. products while the United St ates was more com petitive in specialized
technical equipment (e.g., oil and gas).

Looking Forward

The aggregate impact on U.S. exporters of roughly $100 billion per year of unregulated
financing by OECD ECAs, coupled with the $60 billion in BIC export credit supporti s
not fully apparent. However, the benchmarki ng study cannot discount the hefty volume
(roughly $160 billion) of and r eady access to unregulated and BIC financing because its
availability was so fre quently noted by respondents. Irrespective of the fact that there
have been no cases reportedly lost to unregulated or BIC financing, the strategic use and
large volume of such financing by foreign ECAs undo ubtedly will constrain the futur e
scope and scale of U.S. exports and cannot be considered irrelevant to long range U.S.
export competitiveness.

The benchmarking study has made cleart hat U.S. exporters do compete in certain
markets and sectors that foreign ECAsh ave “targeted” as a national interest either
explicitly as part of their nation al economic policy or implicitly by making available a
range of official financing tools to maximize the flow of national benefits. Therefore, the
potential competitive impact of such foreign ECA strategies and their official programs
on US export prospects is a research objective that warrants a further and more detailed
analysis.



Chapter 1: Introduction
Background
In Section 2(b)1(B) of the Ex-Im Bank Charter, Congress directs Ex-Im Bank:

“..in the exercise of its functions, to provide guar antees, insurance, and
extensions of credit at rates and on terms and other conditions which are  fully
competitive with the Government-sup ported rates and terms and other
conditions available for the financing of exports of goods and services from the
principal countries whose exporters compete with United States exporters ,
including countries the governments  of which are not members of the
Arrangement...”.

Accordingly, Ex-Im Bank prepares its Annual Competitiveness Report to Congress on
the basis of the Congressional guidance set forth above and pursuant to Chapter 8 of the
Ex-Im Bank Charter, where Congress instructs the Bank as follows:

“Not later than June 30 of each year, the Bank shall submit to the appropriate
congressional committees a report thatin cludes ... a survey of all other major
export-financing facilities available from o ther governments and governm ent-
related agencies through which foreign exporters compete with United States
exporters (including through use of Market Windows) ... and, to the extent such
information is available to the Bank, indicate in specific terms the ways in which
the Bank's rates, terms, and other condi tions compare with those offered from
such other governments directly or indi rectly. With respect to the preceding
sentence, the Bank shall use all available information to estimate the annual
amount of export financing available f rom each such government and
government-related agency. In this part of the report, the Bank shall include a
survey of a representa tive number of United States exporters and United Sta tes
commercial lending institutions which provid e export credit on the experience of
the exporters and institutions in meeting financial competition from other
countries whose exporters compete with United States exporters.”

The purpose of the Competitiveness Report is to present Congress with an assessment of
Ex-Im Bank’s success in providing U.S. ex porters with financial terms and conditions
that are “fully compe titive” or considered “s tandard” with respect to support provided
by the major official export credit agencies (ECAs).

Scope of Report

This report compares Ex-Im Ban k’s competitiveness with that of the other G-7 ECAs.
Additionally, given the increasing role that emerging markets play in the export finan ce
space, Ex-Im Bank has added quantitati  ve information and comparisons of the
programs and policies of the G-11 ECAs, among others, in Chapters 2, 8, and Appendix
D1 of this report. A detailed comparison of Ex-Im Bank programs with those of emerging

1t Dollar volume data contained in the Report is in non-inflation-adjusted U.S. dollars.
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market ECAsisno t fully po ssible given limited transparency surrou nding such
programs and ECA activity.

Furthermore, the Competitiveness Report focuses on medium- and long- term export
credits because medium- and lo ng-term transactions are typically subject to direct an d
indirect official ECA competition. Short-term programs are exclu ded from the analysis
because there ar e few instances of ECA-su pported competition (short-term deals ar e
generally negotiated sales) and because few ECAs have short-term programs. Moreover,
those ECAs that do have short-term programs have vastly different approaches to such
coverage (e.g., NEXI of Japan is legally bound to support all of Japanese exports while
ECGD of the U.K. is legally prohibited from providing short-term cover for U.K. exports
when a private insurer can do so ). However, 2010 and 2011 proved an exception to this

rule, as some ECAs provided temporary short-term support to offset the global shortage
of short-term trade finance resulting from the lingering financial crisis.

Competitiveness Assessment

The Report’s competi tiveness assessmentis a series of comparisons which draw on
quantitative information about the programs and policies of the major foreign ECA,a s
well as qualitative in formation collected t hrough a survey and focus grou p meetings
with exporters and lenders.

Chapter 8 of the 201 0 Competitiveness Report titled “Emerging Issues” identified an
increasingly large volume of MLT activ ity attributable to certain non-OECD ECA
“exceptional” programs, as well as the growth of “unregulated” OECD ECA export credit
programs not governed by the OECD Arrangement on Export Credits. In order to more
deeply study these developments, Ex-Im emba rked on a two-ye ar benchmarking study
to better understand the impact of an expanded scope of reference on U.S. exporters and
U.S Ex-Im Bank competitiveness (see Benchm arking Study Methodology section below
and Chapter 8 Annex II for more details). Th e results of the first year’s efforts are
reported in Chapter 8 of this report, br oadening the Report’s content beyond its
traditional G-7 scope.

This report also includes supplemental in formation on the G-11 ECA export credit
programs and activity levels to the extent this information was available (see Data
Qualification section below). G-11 ECAs are the G-7 ECAs (Canada, Franc e, Germany,
Italy, Japan, United Kingdom and United States) plus Brazil, Russia, India and China,
also known as the BRICs.

Overall Report Methodology

With the aim of providing a generally unde rstood measurement of accomplishment, Ex-
Im Bank uses a “report card” (A-F) method ology to evaluate each oft he essential
components of Ex-Im Bank’s financing as com pared to the capabilities of the Bank’s
primary foreign ECA competitors. Because the economic philosophy and public policy
issues do not affect every case—and because not all of these issues can be evaluated on a
comparable basis with other ECA policies— the Report only notes the direction (positive,
neutral, or negative) of their potentia 1 competitiveness impact on individual
transactions. These grades are computed ba sed on survey and focus group feedback
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from lenders and exporters. See Appendix A  for more information on the Report’s
grading system and letter grade definitions us ed in the calculation of the Ex-Im Bank
Grade.

Data Qualification

The data in this Report provide a reasonable indication of both the comparable and total
size of G-7 MLT standard activity thatis regulated by the OECD Arrangement and the
overall size of G-7 unregulated activity. As was done in the 2010 Report, this year’s
analysis makes a special effort to:

o differentiate within the OECD/G-7 popu lation between standard, officially
supported export credits that arere gulated by the OECD Arrangement and
“unregulated” export-related credits or those that are not subject to the OECD
Arrangement rules; and

e quantify the volume of “exceptional” export financing by non-OECD ECAs, which
refers to commerciall y-based, “tied” expo rt financing that is functionally quite
similar to activity cov ered by the OECD Arrangement but on terms regularly a
little better.

The data for the United Kingdom, China, and Brazil have been revised compared to past
Competitiveness Reports. The U.K. adjust ment minimally increased the volumes of
standard activity by G-7 ECAs, and the aggr egate G-7 totals presented in Figure 2 ar e
slightly higher than in previou s reports. New data for Chinese activity have been
developed to reflect 1) updated snippets of information on China Exim, Sinosure, and
China Development Bank; and 2) user co mments that the ultimate disbursement value
of large Chinese credit lines is much less th an their face value (see Chapter 8 for a more
thorough explanation of Chinese data calcul ations). The Brazil estimates have been
reduced to reflect a change from outstanding exposure to annual activity.

As much of the non-OECD “activity” is tran slated from figures for programs which have
no counterpart in OECD structures, there is a considerable possibility for error in the
translation. The lack of transparent and co mparable data for some of these ECAs has
been an ongoing challenge in the preparatio n of some figures. Hence, the data for the
non-OECD countries are most ly an extr apolation from some datedr eports and
represent, at best, an approximation of ac tivity based on the information available at
this time.

Survey Methodology

The Bankis required by its Charter to co nduct an a nnual survey of exporters and
lenders to determine their experience with  competition supported by official export
credit agencies during the previous calendar year. In 2003, Ex- Im Bank revised its
survey to correspond with the letter gradin g methodology referenced in the Overall
Report Methodology section ab ove. After each section, respondents have space to
provide qualitative comments on each of th eir responses. See Ap pendix A for full grade
definitions.



The Bank continued its practice of distrib uting the survey to respondents over the
internet. This year, the survey was admini stered with a newly-designed, more user-
friendly survey platform. By using internet distribution, Ex-Im Bank has been able to
reach a greater number of Bank customers as respondents to the survey with the explicit
goal of gathering a broader and more representative population of Bank customers.

Ex-Im Bank carefully evaluated the quality of each survey response. Some specific
responses were discarded if a respondent grad ed a program or feature with which it had
explicitly noted or exhibited no experience. The survey results are used throughout the
Report, specifically in each chapter, as a component that impacts the competitiveness of
each select component or policy. Appendix C provides back ground on the surve y
methodology and respondents.

Focus Group Methodology

In addition to the annual survey of the ex port community, the report also incorporates
the results from focu s group discussions—two with commercial lenders and another
with exporters. The focus gr oups areavenuef or Ex-Im stafftoelicitm ore
comprehensive information on market tr ends and hear anec dotal experience f rom
members of the export community. This info rmation is used to s upplement the survey
responses. While individual focus group comments are occasionally cited in this report,
these individual comments were chosen because they best represent the general view of
the group.

Benchmarking Study Methodology

For year one of the t wo-year benchmarking study, the Bank broadened the scope of it s
research through interviews with ECAs, fo reign lenders, and international companies
familiar with ECA financing (referred to as “buyers” throughout the Report). The goal of
the interviews was to better understand the scope and impact of official financing not
governed by the OECD Arrangement. Ex-I m staff conducted a total of 49 interviews,
including 17 buyers, 12 ECAs, two distri butors, two U.S.c ompanies with global
procurement, four U.S. Comme rcial Service offices, and 12 foreignlen  ders. These
interviews were conducted in Mexico, Brazil, India, Switzerland (corporate headquarters
based in Switzerland for sales into Former So viet Union/CIS), Korea, and Japan. Ex-Im
staff also attended conferences to further study export finance tr ends. (See Chapter 8
Annex II for more information on interview methodology.)

During year two of the study, Ex-Im will la unch a new lender and exporter survey. This
survey will also include short-term participants. Ex-Im intends to conduct follow-up
interviews with buyers, international lenders, and ECAs to supplement the first year’s
findings.

Report Structure

This year’s report follows the same structure used in last year’s report. The Ex-Im Bank

Advisory Committee Statement follows directly after the transmittal letters to members

of Congress. The Executive Summary, which prec edes Part I, provides an overview of

the major findings ofthe Re port. Following the Executive Summary and this
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introductory Chapter 1, Chapter 2 focuses on the intern ational framework within which
official ECAs operated in 2011 and the p  hilosophies and missions of competing G -7
ECAs. Chapter 3 evaluates Ex-Im Bank’s competitiveness on the core financing elements
of official export credit support. Chapter 4 provides a comparativ e assessment of how
well the financing elements are packaged into major programs (aircraft, project finance,
co-financing, foreign currency guarantees, and services exports support). In Chapter 5,
the evaluation of competitiveness addr esses U.S. economic philosophy a nd
competitiveness as evidenced by its approaches to (a) tied and untied aid and (b) Market
Windows. Chapter 6 evaluates stakeholder con siderations embodied in public polic ies
and the long-term competitive implications of these policies on Ex-Im Bank activity.
Chapter 7 summarizes Ex-Im Bank’s overall competitiveness, taking into account core
financing elements, major programs, and U.S. economic philosophy and public policies.
Chapter 8 discusses the benchmarking study’s first year fi ndings regarding unregulated
and exceptional financing by ECAs in OECD and non-OECD countries and the effect of
this financing on Ex-Im’s competitive ranking.

The appendices following the body of the Re port include a 2011 Ex-Im Bank transaction
list showing the purpose of the Bank’s support, Ex-Im Bank efforts to support renewable
energy, and other materials intended to pr ovide greater detail and insight into Ex-Im
Bank efforts to meet its Congressional mandates while maintaining a focus on exporter
competitiveness.
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Chapter 2: Competitiveness Framework
Section A: Factors Influencing Export Finance

Introduction

The most significant events that have shape d ECA activity in 2011 were 1) the Eurozone

sovereign debt crisis and 2) commercial bank efforts to prepare for compliance with the
Basel III regulations. These influences affected every aspect of international commercial
bank lending, including the level of commercial bank netlen  ding, capital flows into

developing countries, and even the role of commercial banks in ECA export finance.

Against those two significant influences, 2011 witnessed a surge in Ex-Im Bank activity.
Moreover, this surge was embodied in a sustained and more pronounced surge in Ex-Im
Bank direct lending, most notably in the area of project finance.

According to a March 2012 International Banking and Financial Market Developments
quarterly report published by the Bank for International Settlements (BIS), “EU banks
have reduced their funding contribution s to new syndicated and large bilateral
leveraged and project finance loans between the third and fourth quarters of 2011.”
Funds for project financings, they assert, declined more than proportionat ely among
weaker EU banks. The BIS also notesthe  sharper declinein E U bank lending int o
emerging markets. The statistics are even more stark with regards to the $319 billion in
lending for project finance globally, as EU  lenders reportedly reduced their lending
anywhere from 21 to 39 percent over the last two quarters of 2011.

The tighter EU lending terms referenced by the BIS arein  line with sharp capacity
restrictions reported by commercial banks. That is, there are a dwindling number of
commercial banks that have capacity to take ECA debt on their balance sheets. Of tho se
banks willing to book and hold ECA-cover ed debt, the terms provided have becom e
more restrictive. For example, one bank repo rted that prior to the financial crisis the
bank would have underwritten an entire loan for a 12-15 year debt priced at Libor plu s
150 basis points; however, today that same bank would seek other banks to do a “club
deal” for a 7-10 year maturity and charge Libor plus 350 basis points.

Moreover, the European sovereign debt crisis itself has had a direct and signific ant
impact on the ECA arena. Asac onsequence of Standard and Poor’s sovereign rating
downgrades, the spreads on the associated ECAs have risen (and in some countries quite
dramatically). Those ECAs are facing particu larly daunting challenges in maintaining a
level playing field.

Finally, adding to the complexity of the ECA land scape is the fact that ECA funding has
become generally more crit ical to support ing medium- and long-term ex ports since
2008. With projects in both developing and developed markets getting even larger,
particularly for infrastructure, m ining, and refining projects, the sheer size and longer
tenors are out of reach for most of even the strongest commercial banks. Hence, more
project finance transactions and other p rojects requiring long tenors are be ing
developed and supported by th e top tier ECAs while medium-term transactions are
finding ECA financing more critical, if less accessible.
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Export Trends

Figure 1 depicts the global export of goods over the last five years. Preliminar y
estimates for 2011 show significant growth of export activity across the glo be in 2011.
Although OECD countries continued to support the majority of world trade in goods and
capital goods, maintaining an annual export activity growth of about 8% since 2007, the
BRICs show a significant annual growth rate of roughly 20% over the same period. As a
consequence of the divergence in growth rates, the global share of OECD capital goods
exports has declined in inverse proportion to gains made by BRICs.

Figure 1: World Exports of Goods and Capital Goods, 2006-2011
(Billions USD)

2006 | 2007 | 2008 | 2009 | 2010 | 2011*

Exports of

Goods

World Exports $11,531 $13,177 $15,076 $11,695 $13,910 $16,233
OECD $7,432 $8,402  $9,296  $7,300  $8,552  $9,929
BRICs $1,550 $1,892  $2,275  $1,831  $2,406  $2,981
Rest of World $2,550 $2,883  $3,505 $2,565 $2,952  $3,323

Exports of Capital Goods

(excluding automobiles)

World $3,882 $4,310 $4,697  $3,851  $4,570 N/A
OECD $2,707 $2,948  $3,165 $2,533  $2,878 N/A
BRICs $609 $751 $874 $776 $996 N/A
Rest of World $565 $611 $658 $542 $696 N/A

OECD Exports/ World

Exports (%)

Goods 64% 64% 62% 62% 61% 61%
Capital Goods 23% 22% 21% 22% 21% NA

BRICs Exports/ World

Exports (%)

Goods 13% 14% 15% 16% 17% 18%
Capital Goods 5% 6% 6% 7% 7% NA

Sources: WTO Time Series Statistics; OECD International Trade (MEI) dataset
* Estimate based on extrapolating full year data.

** Divisor is equal to World Exports of Goods

*** Divisor is equal to World Exports of Capital Goods
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By way of example, Figure 2 illustrates the enormous gains made by China with respect
to capital goods exports over a longer timér ame, from 1995 to 20 09. That is, Figure 2
evidences that over this period China’s proportional share of capital goods exports to the
world increased from 2% to 22%. Moreover, in 2009, the valwe of Chinese capital gods
exports was about twice that of U.S. capital goods exports.

Figure 2: Capital Goods Exports to the World by Origin, 1995 and 2009!

1995 2009

Source: OECD Science, Technology and Industry Scoreboard 2011 (OECD, STAN Bilateral Trade Database by
Industry and End use); pages 30-31.

For Figure 2:

EU15 includes EU members as of 1st January 1995: Austria, Belgium, Denmark, France, Finland, Germany, Greece,
Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden and United Kingdom.

Other OECD includes Australia, Canada, Chile, the Czech Republic, Estonia, Hungary, Iceland, Israel, Korea, Mexico,
New Zealand, Norway, Poland, the Slovak Republic, Slovenia, Switzerland and Turkey.

BRIIS consists of Brazil, India, Indonesia, South Africa and the Russian Federation (i.e. BRIICS without China).
ROW = Rest of the World
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Figure 3 illustrates that overall capital flo ws into emerging mar kets are ex pected to
decrease significantly in 201 2. Forecasts for 2012 ex ternal cash flows into emergin g
markets envision a dramaticd ecline in commercial bank lending (down 75%) with
overall capital flows declining by almo st 18%, as both commercial banks and
international capital markets are expected to see major declines in activity during 2012.

Figure 3: Net Exte rnal Capital Flow s into Emerging Markets, 2007-2012
(Billions USD)

| 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Official Flows
IFIs** 2.7 26.5 46 29 20.1 16.9
Bilateral Creditors 8.7 30.7 21 26 27.4 25.9
Private Flows
Equity Investment 296 413.4 475 550 472 496.9
Commercial Banks 410 123.7 -15 164 137.3 38.2
Non-Banks 222 130 142 194 300.7 211
Total | $939.4 | $724.3 | $669.0 | $963.0 | $957.4 | $788.7

Source: Institute of International Finance, "Capital Flows to Emerging Market Economies," January 24,
2012

* 1IF projections

** International Financial Institutions

Export Finance Trends

Figure 4 indicates a significant dichotomy am ong G-7 ECAsintermso f standard
official export credit volumes. Most prominently, there was a surge in U.S. and Italian
volume (65% and 50%, respectively), as well as a noticeable ris e in Japanese activity
(22%) from 2010 to 2011. These increases in American and Japanese activity may b e
due in part to the existence of long-term lending pro  grams at U.S. Ex-Im Bank and
JBIC. This stands in contrast to the generally modest downwa rd activity levels in other
G-7 countries. Germany and France, the two la rgest G-7 ECAs in 2010, decl ined almost
10% and 30%, respectively, in 2 011. Canada and the United Kingdom, the two smallest
G-7 providers of standard expor t credit, followed suit with decreasing 2011 volumes of
about 30% and 7%, respectively.

16



Figure 4: New Medium- and Long-term  Official Export Credit Volumes ,
CY2006 — 2011 (Billions USD)

2007 2008 2009 2010 2011

Canada* 0.5 15 2.0 2.6 1.7
France** 10.1 8.6 17.8 17.4 12.2
Germany 8.9 10.8 12.9 22.5 20.3
Italy*** 35 7.6 8.2 5.8 8.6
Japan**** 1.8 1.5 2.7 4.9 6.0
UK. 16 2.7 3.4 4.1 3.8
Total G6 (without U.S.) 26.4 32.7 47.0 57.2 52.6
u.S. 8.2 11.0 17.0 13.0 21.4
Total G-7 $34.6 | $437| $640| $702| $74.0
U.S. % of G-7 | 24%]|  25% |  21%|  19%|  29%
BICs”

Brazil* 0.6 0.2 6.1 3.5 4.8
ChinarAn 33.0 52.0 51.1 43.0 48.5
Indiar~nn 8.5 8.7 7.3 9.5 11.4
Total B,C,| $42.1| $60.9| $645| $56.0| $64.7
B,C,| % of G-7 | 122% | 139% | 101%| 80% |  87%

*These figures have been adjusted to exclude Market Window and domestic financing.

**These figures have been adjusted to exclude defense.

***These figures have been adjusted from previous reports to exclude untied or domestic activity. The
2007 figure is a U.S. Ex-Im Bank estimate (comparable data not available).

****These figures include JBIC export loans and NEXI’s medium- and long-term official export cover.
~ Russian MLT activity has been quite limited and is included in Vnesheconombank (VEB) activity.
Activity for EXIAR, the recently founded Russian ECA, was not included but was also limited.
~"Brazilian data represents SBCE activity combined with an estimate of MLT BNDES export finance
activity without SBCE cover.

~~ARefer to Chapter 8 for a detailed explanation of Chinese ECA activity.

r A M ncludes ECGC and India Ex-Im Bank activity.
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Figure 5A illustrates the dra matic surge in direct lendingat U.S. Ex-I m Bank, in
particular in the area of project finance wh ere long-term fixed rate financing was most
needed. Taken together, Figures 5A and 5B also indicate a new dichotomy: loans are
now the primary source of Ex-Im funding for project finance while guarantees constitute
the vast majority of aircraft financing.

Figure 5A: Aircraft and Project Finan ce MLT Loans, 2008 — 2011 (Millions
USD)
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Figure 5B: Aircraft and Project Fi nance MLT Guarantees, 2008 — 2011
(Millions USD)
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Chapter 2: Competitiveness Framework
Section B: ECAs’ Mission and Place in Government

The Role of Export Credit Agencies

Traditionally, the purposeofan ECA hasb een to directly support the fin ancing of
domestic exports. However, for a variety of reasons, an increasing number of ECAs have
broadened the scope of their activity to include untied export credit s upport. In
addition, many export credita gencies have ramped up their investment insurance
programs. Although untied finan cing and insurance programs are not required to be
tied to domestic procurement and exports, Market Window financing (at least from EDC
of Canada) is tied to domestic procurement and exports. Moreover, such programs may
often be priced on commercial terms even if the para meters of t he financing maybe
more attractive than standard OECD Arra ngement terms (e.g., no 15% cash payment
requirement or tenor restrictions).

In light of the foregoing, it is clear that th e rise of the untied an d overseas investment
programs needs to be examin ed under a second framework — rather than an
international OECD Arrangement framework - which is more EC A-specific: the ECA’s
mission as defined by its sponsoring government. This framework determines the extent
to which an ECA is able to adapt its policies and operations to a changing landscape and
what methods it is all owed to employ to continue to work toward its central goal. These
factors define the parameters within whic h ECAs will compete with each othert o
facilitate domestic exports and/or promot e their respective governments’ national
interests. For details on the untied fina  ncing programs and overseas investment
programs see Chapter 8.

Ex-Im Bank’s Mission and Place in Government

As the official U.S. Government ECA, Ex -Im Bank’s mission and governing mandates
are codified in Ex-Im Bank’s congressio nally approved Charter (Export-Import Ban k
Act of 1945, as amended). Ex-I m Bank’s core mission is to support U.S. jobs throug h
exports by providing export financing that is competitive with the offi cial export
financing support offered by other govern ments. In addition, the Bank carries a
mandate from the F ederal budget’s “financially self-sustaining” direct ive and WTO
rulings to operate at break-even over the long-term. The Bank’s core mission pursues
the public policy goal of enabling market forces such as price, quality, and service to
drive the foreign bu yer’s purchase decision, not government intervention or the
temporarily exaggerated perceptions of risk by private market participants. T his public
policy mission effectively directs Ex-Im Bank to fill market gaps that the private sector is
not willing or able to meet: the provision of competitive financing (largely determined
by interest rates and repayment terms) or the volume or length of repayment beyond the
scope of commercial lender capacity and the assumption of reasonable risks that th e
private sector is unable to cover at a moment in time.
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To support its core mission, Congress has also legislated that Ex-Im Bank’s financing be
conditioned on:

e supplementing, not competing with, private sector financing; and
e the finding of reasonable assurance of repayment.

Decisions on transactions should be ba sed solely on commercial and financial
considerations, unless the transaction:

o fails to comply with Ex-Im Bank’s Environmental Procedures and Guidelines;
e causes an adverse economic impact on the U.S. economy; or
e does not meet various statutory and executive branch mandates.

All these directives aim to achieve common public policy goals and to reflect the
interests of Ex-Im Bank’s diverse stakeholders, such as NGOs (non-governmental
organizations), other U.S. government agencies, Labor, financial intermediaries, and
exporters. Thus, Ex-Im Bank must constantly find and maintain a balance among its
multiple, sometimes competing, goals and objectives. At the same time, Ex-Im Bank is
expected to provide the U.S. exporting community with financing that is competitive
with officially supported offers made by foreign governments.

By contrast, the G-7 ECAs and emerging ECAs have widely varying missions and
operating strategies that do not typically include many of the public policy
considerations Ex-Im Bank is legally bound to address. However, foreign ECAs are used
to address other policy concerns, such as foreign currency appreciation and access to
natural resources. Accordingly, comparing Ex-Im Bank’s competitiveness vis-a-vis its
ECA counterparts requires a more comprehensive review that goes beyond the series of
comparisons set forth in Chapters 3, 4, 5 and 6 of the cost aspects of financing
parameters governed by the OECD Arrangement. To that end, Chapter 8 has sought to
provide a framework with which to understand and assess what impact, if any, the
differing programs and foreign ECA strategies, goals and missions have on U.S. exporter
competitiveness.
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Chapter 3: Core Business Policies and Practices
Section A: Cover Policy and Risk-Taking

Introduction

Cover policy in the context of export cred it agency financing refers to an ECA’s
willingness to assume the repayment risk f or export sales to a specific cou ntry under
applicable terms and conditio ns. Ex-Im Ba nk’s cover policy decision s take into
consideration the results of an interagency country risk assessment. Ex-Im Bank’s own
experience with a buyer may also determine  cover policy, particularly if there is an
unresolved, protracted default. In addition, the President of the United States in
consultation with the appropriate Congre ssional committees may impose sanctions
prohibiting Ex-Im Bank from providing suppo rt. Ex-Im Bank’s Board of Directors has
no discretion on cover policy when sanctions are imposed.!

Ex-Im Bank’s Policies and Procedures

Ex-Im Bank provides coverage under all programs in 137 countries, including many that
commercial rating agencies and others consider as high risk markets. In an additional
49 countries, coverage is available under some programs. Ex-Im Bank is off-cover in 11
countries for econom ic or business reasons but will consider arrangements that
externalise the payment transfer risk. There are six countries, however, in which Ex-Im
Bank is legally prohibited from providing support because of official sanctions.2

The current methodology and procedure fo  r assessing each country’s economic,
financial, and political situations that could impact repayment prospects were put in
place following the Credit Reform Act of 1990. That legislation led to the creation of an
OMB-led Interagency Country Risk Assessment System (ICRAS) to provide a systematic
approach for evaluating country risk for m edium- and long-term repayment terms. Ex-
Im Bank is the Secretariat for IC RAS and undertakes the country risk analysis for the
organization. Since repayment risk can vary within a country depending on the nature of
the buyer, the ICRAS framework provides a separate assessment for the sovereign and
non-sovereign (including private) sectors.

Ex-Im Bank does not have any internal exposure limits for countries or sectors. In some
cases, Ex-Im Bank may condition coverage based on credit concerns or known operating
procedures in a particular market. For example, Ex-Im Bank typically requires a foreign
financial institution to act as an obligor or guarantor if private sector buyers are largely
unable to provide acceptable financial statements or related documentation.

1 The President of the United States, after consultation with the Committee on Financial Services of the
House of Representative and the Committee on Banking, Housing and Urban Affairs of the Senate, may
determine that official export credit support to a particular market would be against the foreign policy
interest of the United States.
? In 2011, sanctions prohibited Ex-Im Bank from considering support in Burma, Cuba, Iran, North Korea,
Sudan, and Syria. Though U.S. sanctions are unilateral actions that do not apply to other ECAs, there has
been an ongoing effort since 2010 to urge multilateral support for sanctions against Iran, in line with U.S.
and UN policies.
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Non-sovereign risk taking is defined as the wi llingness to accept risk and the extent to
which additional forms of security or means to minimize the risks are required. In 2011,
Ex-Im Bank adopted a more standardized a pproach in its mediu m-term insurance and
guarantee programs. The new approach was established to create an offset to repayment
trends in recent years and to fundamentally improve the balance of future fl ows. In the
Bank’s long-term programs, many corporate/non-sovereign transactions are alread y
asset-protected, meaning that the assets of the project or the b orrower are pledged as
collateral to the Bank in the event of default.

Ex-Im Bank’s Risk Profile for Medium- and Long-Term Authorizations

In 2011, Ex-Im Bank’s authorizations spanned all geographic areas, included countries
at all levels of development, and were dist ributed across a wide range of country risk

categories. Of the approximatel y $22 billion authorized in medium- and  long-term
export sales, 69 % was private sector risk . Sovereign and publi ¢ non-sovereign risk
accounted for 9% and 22%, respectively.

From a risk distribution perspective, on a weighted average basis, Ex-Im’s medium- and
long-term approvals were heavily dominated by mid-range risk: on a scale of 1-8 with 8
representing the riskiest buyers, mid-range is a 4, which typically is considered a
relatively good risk. Countries with a rating of 4 generally have a cover policy of “open”
without any or very few restrictions. When all aircraft cases are excluded, t he average
MLT risk was a 4 in 2011.

When project finance cases are also excluded from Ex-Im Bank activity, not only does
the portfolio of auth orizations radically shrink, the composition of the remainin g
portfolio also changes. (Project Finance cases are removed for similar reasons as
aircraft: they are heavily structured and secured with off-shore escrow accounts or other
security structures to mitigate default and transfer risk.) Specifically, the size of the
portfolio goes from almost $22 billion to $2.5 billion and the risk profile on a weighted
average basis is within the 1 to 3 risk range for most cases. Thus, t he overall risk profile
of Ex-Im’s authorizations during 2011 was mid-range to good risk.

G-7 ECAs Policies and Practices

Ex-Im Bank routinely exchang es information with other ECAs in G-7 countries
regarding their cover policies. A review of cover policies for 25 emerging a nd lower
income markets in Africa, Asia, Eastern = Europe, and Latin America shows both
similarities and differences. For relatively low risk markets, including five of the nine
markets that Ex-Im Bank has identified as target markets, all of the reporting ECAs are
open without restric tion. There are, however, differences in cover pol icy and r isk
management strategies in greater risk markets. Other ECAs sometimes restrict coverage
to foreign exchange earning transactions on ly, set a per transaction limit, or adopt a
case-by-case approach. The case-by-case approach allows an ECA to pickan d choose
among applicants but does not provide transparency regarding the decision criteria.

A comparison between Ex-Im Bank and its G-7 counterparts across the greater ris k
markets indicates that Ex-Im is generally more risk averse with its cover policy. For
example, Ex-Im is off-cover for public sector transactions in several markets, whereas a
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majority of other EC As are open for cover on a cas e-by-case basis with transaction
limits, typically requiring a sovereign guar antee or foreign currency earning projects.
Rarely is Ex-Im Bank more aggressive in the higher risk markets than other ECAs and,
at best, offers similar cover policies. In th e mid-range and good r isk markets, the ECAs
are all fairly comparable.

Exporter and Lender Survey and Focus Group Discussions

In its customer survey, Ex-Im Bank was rated relative to other ECAs on three elements:
Scope of Country Risk Coverage; Depth of Non-Sovereign Risk Coverage, and Breadth of
Availability of Coverage (e.g. restrictions). Respondents were not |l imited to comparing
Ex-Im Bank with ECAs from G-7 countries only. Other OECD countries and some
emerging markets, such as Bra zil, China, and India, also provide official export credits,
and their exporters sometimes compete with U.S. exporters.

The overall rating of the respondents was an “A-/B+” for Ex-Im’s risk appetite. Lenders
were relatively more satisfied with Ex-Im’s risk appetite with the average grade of an
“A”. Exporters were more critical, espe cially of Ex-Im’s medium-ter m program
requirements, and awarded a grade of “A-/B+”.

One of the three sub -components of the Cover Policy grade, Breadth of A vailability,
declined from a “A-/B+” rating in 2010 to “B-/C+” in 2011. This reflects negative
feedback received from both lenders and exporters on Breadt h of Availability. One
exporter, who gave Ex-Im Ban k a “C” (B arely Competitive) in all three Cover area s,
expressed the view that “Export credit agencies representing Canada, China, Japan, and
many European countries continue to find wa ys to work in difficult markets withi n
Africa, Latin America (including Argentina and Ecuador) and the NIS region where the
U.S. has conceded its leadership role.” Another exporter noted that “Ex-Im is seen as a
white-shoe lender, for only the most stellar credits.” Several lenders also observed that
the changes in the m edium-term program (e.g., tightening of collateral requirements)
appears to have choked off the use of these products in times when the support is greatly
needed.

The Exporter and Lender Focus Group discussions yielded a mor e critical evaluation of
Ex-Im Bank, especially in the medium-term programs. In particular, both groups almost
unanimously agreed that the shift in Ex -Im’s attitude regarding risk has had a
significant impact on their competitiveness in the medium term. What were once case-
by-case requirements for additional forms of security—such as collateral and liens —
have now become standard conditions of cov er that no other ECA imposes on every
deal. With respect to medium-term business, lenders and exporters characterized Ex-Im
as profit-driven when compared t o other ECAs, like Euler Hermes, that break-even and
work to promote exports.

In addition, the focus groups explained that medium-term cases have a transaction size

that tends to be relatively small ($1 million on average) and that the buyers are generally

small- and medium-sized companies. Ther efore, the additional se curity requirements

are expensive, difficult, and tim e-consuming to obtain, resulting in a number of lost

deals. In fact, in discussions during the bu yer survey for the Benchmarking Study, ther e

was a consistent message across the cou  ntries visited that Ex-Im’s medium-term
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programs are no longer a viable o ption, and procurement decisions are going to foreign
competitors backed by more flexible ECAs that are more willing to do transactions with
repeat buyers based on a positive credit history without burdensome requirements.

Conclusion

There are various co nsiderations, such as country risk, actual repayment experience,
and broader governmental initiatives, which official ECAs typi cally weigh in setting
their cover policies. These considerations could impact an ECA’s risk assessment
attitude, and cover policy. In addition, EC As differ in the parameters used to manage
the risk, particularly for high risk markets.

Unlike some other ECAs, Ex-Im Bank does not have country exposure limits or explicit
buyer limits. However, in riskier mark  ets, Ex-Im Bank’s cover policy and risk
management approach are perceived to be  generally more restrictive than our ECA
counterparts unless there is a way to exte  rnalize repayment risk. Moreover, in the
medium-term area, Ex-Im Bank has beco me less competitive than other ECAs with a
number of exporters indicat ing that sales ha ve been lost because of the limited risk
appetite. Consequently, risk taking and cover policy are graded at “A-/B+".
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Chapter 3: Core Business Policies and Practices
Section B: Interest Rates

Introduction

Among the first accomplishments of the 1978 Arrangement on Guidelines for Officially
Supported Export Credits was the establishm ent of minimum official interest rates.
Until an agreement on minimum interest rate benchmarks was achieved, diff erences in
interest rates among OECD ECAs and their respective currencies were exp loited as a
competitive tool, an incentive that could infl uence a buyer’s purc hase decision in favor
of the lower cost financing package. The constant attention over the years to refining the
minimum official interest rates that OECD Participants charge on direct loans (or their
equivalent) hasrend ered interestratesa non-competitive issue for the p ast three
decades.

However, the global fi nancial crisis of 2008 has steadily pushed interest rates into the
forefront as a key competitive f actor among ECAs, reaching a dominant role in 2011 a s
the Eurozone crisis and concerns relating to Basel III exacerbated b oth credit
differences among OECD countries and commercial bank liquidity issues. As a result, in
2011, cost of financing has emerged as the single most relevant and differentiated
component in determining an ECA’s competiti veness (and influence on EC A activity).
Hence, demand for long-term, fixed-rate ECA financing increased significantly.

The competitive issues are direc tly related to the thre e ways in which interest rates
factor into ECA support:

1) The ECA can lend directly to a borrower and charge the official minimum interest
rate for the currency of the loan';

2) An ECA can offer interest make-up (IMU) support to a financial institution that
agrees to provideal oan toab orrower at the official minimum interest rate.
(Through IMU support a lender guarantees that its cost of funds plus a mark- up
will be covered no matter what the CIRR rate is); and

3) The market rate for “pure cover” support from an ECA. ECAs that offer “p ure
cover” provide only a repayment guarantee or insurance on lenders financings to
a foreign borrower.

In 2011, the transition to Basel IIl reservin g practices required most banks to boost
lending spreads considerably (e.g. from 50-100 bps on ECA paper to 100-200 bps) and
increasingly made it financially infeasible for many banks to hold assets with a term of
ten years or more. Th us, commercial bank fi nancing (in aggregate) has become much
more expensive, and its capacity for longer term projects (over 10 years) is quite limited.

1 These minimum interes t rates, known as Comm ercial Interest Reference Ra tes (CIRRs), are market-
related fixed rates calculated using a go vernment’s borrowing cost plus a 100 to 130 basis point spread
(spread is depe ndent on the tenor of the transaction). A CIRR is set for each currency based on the
borrowing cost of the government that uses that currency; all ECA support for financing in this currency
then utilizes the same CIRR.

25



Consequently, ECA direct loans became the tool of choice on the longest term non-
aircraft deals, e.g. project finance and renewable energy projects (see Figure 6).

Figure 6: CIRR ver sus Fixed Swap Rates, Non-Aircraft Transactions, 2010-
2011

4.50
4.00 N
350 \ N\,
3.00
2.50
2.00
1.50
1.00
0.50
0.00 1 . , . 1 . .
2010Q2 2010Q3 201004 2011Q1 2011Q2 2011Q3 2011Q4
CIRR (>8.5) == « <Fixed Swap (US Spreads)
= = = Fixed Swap (Low Risk EU) eeeee+ Fixed Swap (High Risk EU)

Another macroeconomic factor is the widespre ad perception that the world is at the
bottom of a 20-year interest rate cycle, with a high likelihood that rates will trend up for
the next decade or so (see Figure 7).

Figure 7: Biannual 5-year U.S. Treasury Notes and B BA LIBORUSD 6 -
month, December 1973 — December 2011
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The competitive implication of t his shift in financing is that ECAs without direct loan
capabilities are at a considerabl e disadvantage. Moreover, those ECAs offe ring direct
loans at the CIRR levels (e.g. Ex-Im Bank) were in a stronger co mpetitive position than
those ECAs providing CIRR through IMU (b ecause the commercial banks had to put
surcharges on the CIRR to cover their new reserve requirements).

In addition to the impact of Basel III, the Eurozone Crisis hasled toawide
differentiation of sovereign risk ratings among high-income OECD countries, primarily
countries inthe Eu ropean Union. Countries whose sovereign risk ratings were
downgraded in 2011 have been put at a distinct competitive disadvantage.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank’s fixed-rate direct loan program has been in effect since 1934. Except for the
provision of fixed int erest rates instead of fl oating interest rates, Ex-Im’s direct loan
program offers the exact same coverage an d repayment terms as under the Bank’s pure
cover guarantee program. This fixed interest rate is set at the current OECD minimum
official interest rate (CIRR) for the U. S. dollar. Given the macroeconom ic factors
described in the previous section, over the past two years Ex-Im has experienced a shift
from pure cover transactions to direct loans.

In 2011, Ex-Im dir ect loan activity had an all-time high of 15 transactions at
approximately $5.7 billion. However, none of this activity was fo r large commercial jet
aircraft. Large aircr aft cases accounted fo r 86% of the $15.1 billion of long-term
guarantees.

However, even with the increase in direct loan activity, Ex-Im’s pure cover progra m
remains the predominant form of mediu m- and long-term support in 2011. Ex-Im
authorized 161 transactions for approximately $15.4 billion ( as compared to 303
transactions worth $10.6 billion in 2010), comprised of 79 long-term guara ntees worth
$15.1 billion and 82 medium-term guarantees worth $320 million.

The net result is an a Imost totally bifurcated long-term program, with most long-term
non-aircraft transactions using CIRR and a 1l aircraft using guarantees. The reason for
the difference is that the imple mentation of the 2011 ASU sets CIRR roug hly 100 bps
higher than the non-aircraft CIRR, leaving di rect loans comparable only for the high est
spread ECAs (not Ex-Im) (see Figure 8).
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Figure 8: ASU CIRR versus Non-Aircraft CIRR, 2007-2011
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The story is very different for medium term . All medium-term transactions were done
with guarantees and insurance, and spreads for 3-5 year terms were much higher (35-60
bps for long-term versus 200 bps for medium-term). These differences reflect the higher
overhead costs relative to larger, long-term transactions.

During 2011, Ex-Im did see a rise in spreads for long-term deals in both the aircraft and
non-aircraft sectors. As detailed in Figure 9 below, average spreads for long-term non-
aircraft deals rose by about 30 bps and nearly 50 bps for long-term aircraft deals. This
rise largely reflects the move to Basel I1I liquidity requirements.

Figure 9: Weighted Average of Ex-I m Bank Spreads, First and Fourth
Quarter of CY2011 (bps)

Long-Term Long-Term Non- _
Aircraft Aircraft Medium-Term
First Quarter 32 47 227
Fourth Quarter 77 78 101

Nonetheless, Ex-Im has been able to maintain lower spreads tha n its G-7 (and OECD)

counterparts as it has a 100% unconditional guarantee due to the ultimate safe haven of
the U.S. dollar.

G-7 ECAs’ Policies and Practices

Fixed-rate financing at CIRR levels is offered for medium- and long-term transactions
by all but one of the G-7 ECAs (the United Kingdom). Four ECAs have direct lendin g
capabilities, with Japan and Canada offering the majority of their support via direct
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loans. While U.S. Ex-Im direct lending supp ort has dramatically increased over the past
two years, Germany has had a limited capacity in which to offer direct loans. France and
Italy offer CIRR lending through IMU support. In 2011, the United Kingdom
discontinued its IMU program. Even with fi xed-rate financing ca pabilities, Germany,
France, Italy, the United Kingdom, and the U.S. provide the majority of the ir support
through pure cover programs.

Among Ex-Im’s G-7 counterparts, the European countries have been m ost acutely
impacted by changestotheg lobal export finance market. S preads on pure cov er
transactions have increased at a faster pace than have spreads on Ex-Im paper, with
some European ECAs’ spreads rising even mo re (the rate of diff erence seems to be
highly correlated with the degree to which a country is experiencing sovereign risk
issues) (see Figure 10).

Figure 10: Spreads on Pure Cover in United States and European Union,
2010-2011
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Furthermore, within the European Union, IM U programs have been directly impacted
by the distress in the financia 1 markets. The major increase in spreads needed by all
commercial banks has led banks to add surcha rges on to all IMU CIRR lending of at
least 50-100 bps and as much as 150-200 bp s. To maintain co mpetitiveness for their
exports, some ECAs have agreed to lower spreads that they would otherwise have
collected to allow banks to continue to keep interest rates down. Nevertheless, all IMU
CIRRs continue to carry surcharges, with some countries’ surcharges higher than others
(Figure 11).
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Figure 11: CIRR and IMU Surcharges, 2010-2011
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Exporter and Lender Survey and Focus Group Results

Exporters and lenders alike commended Ex -Im’s continued effort to provide affordable
financing throughout 2011, especially in th e context of a tighter liquidity m arket in a
year that saw both European m arkets crash and Basel III r egulations begin to gain
traction in the commercial banking industry.

However, lenders were concerned about the impact of Ex-Im Bank direct loans on their
ability to provide or participate in project finance deals. For long-term transactions,
commercial banks were split in some respects . While banks did note that certain banks
were not well-capitalized and had trouble re gularly funding 1 0-18 year deals, other
banks indicated their willingness to fund such deals, having already been called in to do
so in certain instances when MARAD or other factors made it impossible for Ex-Im
Bank to close a direct loan. For t hose banks able to fund long-term transactions, Ex-Im
Bank direct lending resulted in a double-edge sword. That is, in some cases an Ex-Im
Bank direct loan made the all-in cost of a project palatable to a cash-strapped buyer,
while other times the Ex-Im  Bank direct loan neg atively impacted private banks’
commercial lending prospects because commercia l banks’ inability to compete with the
CIRR rate associated with Ex-Im Bank di rect loans. Hence, commercial banks are
somewhat conflicted between their fiduciary responsibility to exporters  and their
institutional interest in covering their fundi ng costs (which are higher for some banks
than for others) profitably.

Conclusion

The year 2011 moved Ex-Im’si nterest rate programs into an absolutely competitiv e

position vis-a-vis the G-7 (and OECD).  As spreads increased and commercial bank

financing contracted on pure cover transact ions, those ECAs with limited official

financing tools searched for direct loan me chanisms and liquidity sources to an even

greater degree than they did in 2010. Furthermore, EC As that financed aircraft tried to
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find ways to access the capital markets and keep spreads on pure cover down. While the
G-7 ECAs looked to develop such tools in 2011, Ex-Im was at a distinct advantage due to
its existing direct loan program and capital market tool. Through these mechanisms Ex-
Im’s products are con sistently offered at a noticeably lower cost; hence the Bank has a
major competitive edge with respect to its interest rat e programs in 2011, one naturally
generated by market forces, in relation to its coun terpart ECAs. This edge was
significant enough to induce a shift in so  urcing in certain cas es. Consequently, the
Bank’s interest rates were absolutely competi tive in 2011, resulting in a grade of “A+”.

31



Chapter 3: Core Business Policies and Practices
Section C: Risk Premia

Introduction

To cover the risk of non-payment for a transa ction, ECAs charge risk premia, otherwise
known as exposure fees. The 1999 Kn  aepen Package implemented by the OE CD
Participants was negotiated to level th e playing fiel d among ECAs. The agreem ent
defined the elements for determining sove reign buyer fees and set Minimum Premium
Rates (MPRs) for transactions with sove reign buyers. The MPR sets the floor for
standard export credit pricing of sovereign buyers. Shortly after the Knaepen Package
was implemented, the Participants embarked on negotiations to institute a buyer risk
classification and pricing system, as it wa s evident that ECA business wa s moving from
sovereign to non-sovereign buyers. The negoti ations continued for many years but with
no success. After a two-year lapse, the OECD Participants reignited the negotiations in
June 2008. A new comprehensive fee structure, refer red to as t he Malzkuhn-Drysdale
Package was approved in Febru ary 2010 with an implementation date of September 1,
2011.

The Malzkuhn-Drysdale Pack age established a non-sovereign buyer fee system,
including both guidance on risk classification as well as MPRs for non-sovereign buyers.
It also updated the MPRs for sovereign bu yers and established pricing protocols for
transactions in high-income OECD and Eu ro-area countries (also known as Category o
markets).

Several elements determine the MPR for both sovereign and non-sovereign buyers: ( i)
the percentage of cover; (ii) the q uality of the product—that is, whether the financing is
an unconditional guarantee or conditional insurance; and (iii) the claims payment
policy. The latter two factors determin e whether a product is considered “above
standard”, “standard”, or “below standard.”* Because coverage may differ based on these
factors, the three types of products are pric ed differently, with “above standard” bein g
the most expensive and “below standard” the least expensive. These variations allow for
surcharges or discounts based on the typ e of product to ensure a level playing field
among ECAs. In addition, surcharges and di scounts are applied when the cover differs
from the typical 95% level of coverage. For example, for 100% cover, there is a surcharge
between 5.3% and 14.3% depending on the country’s risk level; and for 90% cover, there
is a discount of 5.4%.

Under the Malzkuhn-Drysdale Package there are now 7 categories of buyer risk in which
obligors may be classi fied: better than so vereign, sovereign or equal to sovereign and 5
buyer risk categories riskier than the sovere ign classification. The riskier th e buyer, the

1 Above Standard Product — i.e. guarantees; Standard Product — i.e. insurance with cover of interest
during the claims waiting period without an appropriate premium surcharge and direct credit/financing;
and Below Standard Product — i.e. insurance without cover of interest during the claims waiting period
and insurance with cover of interest during the claims waiting period with an appropriate premium
surcharge.
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higher the risk premium an ECA must ch arge. Whereas under the Knaepen Packag e
ECAs could add additional surcharges to the MPR for non-sovereign transactions per an
ECA’s individual risk assessment, ECAs m ust now abide by the new MPRs for buyer
risk. The MPR t hat must be ch arged still depends on how the i ndividual ECA classifies
the buyer under their internal risk classification system, but the result is all OECD ECAs
will charge the same risk prem ium for buye rs rated at the same level in specific
countries.

Ex-Im Bank’s Policy and Practice

Per the OECD rules, Ex-Im Bank chargesth e MPR as set by the OECD for sovereign
transactions. Prior to the implementation of the Malzkuhn-Drysdale Pack age, Ex-Im
Bank used a rating methodology for non-so  vereign buyers that cross-referenced a
borrower’s financial information with various financial indicators, while also taking into
account various credit enhancements that may be applied to the case in order to reach a
final rating. For borrowers rated equal to or better than the sovereign, the applicable fee
was the sovereign MPR. For pric ing the non-sovereign risk, Ex-Im used an incremental
approach to setting the applicable private buyer risk premia, a dding an incremental
surcharge to the base MPR rate. Ex-Im used 5 increments, each 10%, that were added to
the sovereign MPR. Hence, Ex-Im’s private buyer fees never went higher than 50% over
the MPR.

On September 1, 2011, Ex-Im Bank’s medium - and long-term fee structure changed due
to the imp lementation of the Malzkuhn- Drysdale Package. H owever, new rates and
buyer risk classifications were not entirely new to the Bankin  2011. In 2010, as the
OECD-mandated implementation date of th e Malzkuhn-Drysdale Package grew closer,
the Bank decided to introduce the new fees for the Bank’s medium-term program in
order to test the impact and util ity of the new system. While the OECD Agr eement also
takes an in cremental approach to pricing risk, the surcharge between each risk level
(CC1-CCp) is much higher than Ex-Im’s inte rnal pricing system. As a result, exposure
fees for medium-ter m guarantees increased by 27 percent, and fees for medium-term
insurance transactions increased by 42 percent. This temporary bifurcated pricing
structure for the Bank’s medium- and long-term programs enabled the Bank to address
any internal issues with the new fee syst ~ em before the form al September 1, 2011
implementation date.

The most fundamental changes Ex-Im Bank made during 2011 to compl y with the
Malzkuhn-Drysdale Package by September 1, 2011 were establishing a structure that
integrated the OECD risk categories into the Bank’s long-term risk assessment model, as
well as educating staff and instituting the new Category o pricing procedures. Aside
from the general increase in exposure fees for all non-sovereign medium- and long-term
transactions, Ex-Im had to get comfortable with usi ng market benchmarks to price
transactions in Category o marke ts. The approach under the OECD has a wide scope
that leaves significant room for a range of prices for specific o bligors. This not only
created alarge level of “sticker shock” for Ex-Im buyers (in the  past the Bank priced
Category o transaction at the OECD Catego ry 1 level) but also led to competitive
concerns given the many different options OE CD Participants can use to price such
transactions. Hence, Ex-Im’s future effort s on monitoring and assessing  the new
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premium package will be very m uch focused on the Category o pricing procedures to
ensure a level playing field among all OECD ECAs.

G-7 ECAs’ Policies and Practices

Given the Malzkuhn-Drysdale Package was implemented by all of the OECD ECAs in the
last quarter of 2011, it is still too soon to determine the impact the new fee structure has
on Ex-Im’s competitiveness vis-a-vis the G-7 ECAs.

Traditionally G-7 ECAs typically charged the MPR for sovereign t ransactions.
Furthermore, even under the common risk  pricing system of the OECD premium
package, risk-rating methodologies and use of risk mitigants vary widely among the G-7
ECAs. As aresult, under the pre-Septemb er 1, 2011 non-sovereign pricing structures,
there was a fairly wide diver gence in the fees charged by G-7 ECAs for simil ar
transactions. The key drivers of such differe nces among the ECAs are credit philosophy,
buyer experience, and portfolio composition.

During the years of premia negotiations, risk rating and pricing exercises differentiated
those countries that take an incr emental approach to pricing no n-sovereign risk from
those that take a more comprehensive approach , or pricing based off of the total risk of
the buyer rather than surcharging for that risk. Canada, Italy, and the United Kingdo m
take a more comprehensive pricing approach, while France, Germany and Japan use an
incremental system for pricing risk. Typica lly, incremental pricing systems yield lower
non-sovereign fees and higher r isk premia when using compreh ensive risk pricing. A
key goal of Malzkuh n-Drysdale Package wa s to develop a common risk rating and
pricing system so as to reduce pricing disparities among the OECD ECAs, particularly in
competitive situations.

The monitoring and analysis of the Malzkuhn -Drysdale Package over the next year will
highlight what impact the new premium st  ructure has on risk rating and pricing
convergence, and to what extent any differences have on the competitive position of Ex-
Im Bank relative to the G-7 ECAs.

Exporter and Lender Survey and Focus Group Results

Exporters and lenders indicated that non-so vereign fee increases have had a negative
impact on transactions, but respondents did not contend that such increases resulted in
a competitive disadvantage, as the all-in costs on Ex-Im transactions still remain low.
However, lender and exporter fo cus group discussions did address Ex-Im Bank ris k
premia, considering it to be on par with or more competitive than that of foreign ECAs.
In the benchmarking study inte rviews, buyers indicated that the all-in cost of Ex-Im
Bank support was equally or more competiti ve than that of foreign ECAs across the
board in 2011.

Conclusion

With the implementation of the new premium package it is expected that disparities in

pricing among the G-7 and other OECD ECAs will fall away in most markets, with the

exception of High Income OECD markets where market benchmark pricing experience
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is being developed. However, a comprehensive analysis of the data reported on the new
pricing regime will be needed in order to validate whether comparable pricing among
ECAs is emerging. Given that Ex-Im has dramatically increased its medium- and long-
term fees due to the new premia system in 2011, the “competitive edge” the Bank once
had through its lower non-sovereign premium rates has been neutralized. Nonetheless,
while Ex-Im may now have a higher level of fees, the fact that all OECD ECAs have
instituted the same premia system nullifies any negative impact on competitiveness,
giving Ex-Im a grade of “A”.
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Chapter 3: Core Business Policies and Practices
Section D: Ex-Im Bank’s Core Competitiveness

Overall, Ex-Im Bank’s core busin ess policies and practices were o nce again graded as
generally competitive and thereby received an “A” in 2011. A grade of “A” in dicates that
over the past year, Ex-Im Bank consistently offered terms that were equal to the average
terms offered byth e typical ECA. Figure 12 illustrates how Ex-Im Bank fared
competitively on sub-elements of each policy or practice, in ad dition to an aggregat e
grade for each element. Cover policy remain ed at A-/B+, or moderately to generally
competitive, for 2011. Breadth of availability, however, was downgraded from 2010’s “A-
/B+” assessment to “B-/C+” du e to exporter and lender feedb ack indicating that in
riskier markets, Ex-Im Bank’s cover po  licy and risk management approach are
perceived tobe gen erally more restrict ive than Ex-Im’s G-7 ECAcou  nterparts,
particularly for medium-term deals.

Compared to 2010, the Bank’s Interest Rates grade im proved from “A” to “A+” in 2011
due to increased relative competitiveness of Ex-Im’s CIRR rate lending. As noted in the
Overall Report Methodology section of Chap ter 1, grades are derived from both the
survey and focus group result s and the Bank’s analysis of how it performed in
comparison to its G-7 counterparts. See Append ix A for detailed definitions of the letter
grades.

Figure 12: Grading of Ex-Im Bank’s Core Competitiveness, 2011

Key Elements Grade
Cover Policy A-/B+
Scope of Country Risk A
Depth of Non-Sovereign Risk A-/B+
Breadth of Availability (e.qg.

Restrictions) B-/C+
Interest Rates A+
CIRR A+
Pure Cover A
Risk Premium A
Sovereign A
Non-Sovereign A
Total Average Grade A
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Chapter 4: Major Program Structures
Section A: Aircraft

Introduction

In spite of major liquidity constraints and major regulatory changes affecting the long-
term lending practices of commercial b anks, 2011 brought record levels of ECA aircraft
financing. Ex-Im fully supports the entire  spectrum of aircraft, ranging from small
agricultural aircraft valued at less than $5 million and regional business jets at $5 to
$50 million, to between $100 and $200 million large aircraft. The following section
discusses the Bank’s support of civil and large commerecial aircraft for the export.

OECD Aircraft Sector Understanding

ECA financing of large commercial aircraft has been governed by the rules outlined in
the OECD'’s sector understandings on ai rcraft since the mid-1980s when the Large
Aircraft Sector Understanding (LASU) came into effect. The LASU agreement, which
established standard financing terms for the provision of official export credit support
for the sale of large aircraft, was replaced by an updated and more expansive Aircraft
Sector Understanding (2007 ASU) in July of 2007. In an effort to keep pace with the
dynamic global aircraft industry, the ever-evolving OECD aircraft agreement was further
updated with a significantly more detail ed and complex Aircraft Sector Understanding
(2011 ASU) that went into effect in February of 2011.

Although the 2007 ASU came into effect in 2007, negotiations on the agreement started
in earnest in 2001 when the absence of up-to-date export credit rules governing the
financing of newer and smaller commerc ial aircraft became the source of
competitiveness concerns. The 2007 ASU negoti ations sought to include a w ider group
of ECAs involved in the production and export financing of aircraft, namely Brazil and
Canada, and to incorporate the various types of aircraft financing disciplines. The 2007
ASU was agreed to by the Participants to the OECD General Arrangement on Officially
Supported Export Credits (OECD Arrangement) and also by Brazil, who is a Participant
to the aircraft agreement but not to the overall OECD Arrangement. Lik e the LASU
before it, the 2007 ASU set the maximum repayment terms, minimum exposure fees,
and minimum interest rates that an ECA can charge for all non-defense aircraft finance
transactions.

The 2007 ASU went into effect in July 2007* and has several notable characteristics that
are summarized below.

Classifies civilian aircraftintoth ree types: (1) Category 1:large
commercial aircraft; essentially, almost all Boeing and Airbus aircraft are termed
by the ASU as Category 1 aircraft; (2) Ca tegory 2: Regional aircraft (props and

! While the 2007 ASU became effective in July of that year, a clause was included in the agreement that
allowed any Category 1 aircraft under a firm contract that was concluded by April 30, 2007, and scheduled
for delivery by December 31, 2010, to be grandfathered under the terms of the old LASU.
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jets) that are made by, for example, Bombardier (Canada) and Embraer (Brazil),
are considered to be Category 2 aircraft; and (3) Category 3: smaller aircraft such
as helicopters, executive jets, and agricultural aircraft, which are made by a wide
variety of manufacturers.

Risk Classified Obligors: The ASU requires that ea ch obligor be assigned a
risk rating. This risk rating must be ag reed upon by all Part icipants to the ASU
and is used to determine the exposure fee for the obligor.

Repayment Term: The maximum repayment term is determined by the type of
aircraft:

e C(Category 1 aircraft: 12 years
e Category 2 aircraft: 15 years
e Category 3 aircraft: 10 years

Note that an overlap exists between the 2007 ASU agreement that went into effect in
July 2007 and the LASU, mainly for Category 1 sales that were grandfathered under the
LASU, depending on the original delivery date.

As referenced above, the 2007 ASU agreem ent was again open ed at the end of 200 9.
This new round of negotiations occurred t hroughout 2010 and concluded b y year-end
with the 2011 ASU going into effect on Februa ry 1, 2011. The impetus for this round of
reassessment was the development of a new line of aircraft, the C-Series by Bombardier
of Canada. The C-Series family of aircraft posed challenges under the 2007 ASU because
the Participants of the agreement could not agree upon its proper technical
classification. Due to the Participants’ inab ility to come to consensus on which aircraft
category (Category 1, 2, or 3) the C-Series should be placed under the 2007 ASU, it was
decided that the agreement needed to be renegotiated.

The 2011 ASU is significantly more com plex than the previous arrangements, and is
distinguished by the following notable characteristics:

Market-based fee system: One primary goal in the negotiation of the 201 1
ASU was to have the fee structure closely tied to and reflective of the market. This
goal was in response to criticisms of the 2007 ASU for prov iding “lower than
market” financing terms and thus undercutting the commercial market. As a
result of this market orientat ion, the 2011 ASU fee structure is significantly
higher than that of the 2007 ASU.

Only one classific ation for civilian aircraft : Given the challenge the C-
Series posed with regards to classifica tion under the 2007 ASU, the 2011 ASU
does away with the three-tiered classifi cation system. As a result, under thi s
agreement all civil aircraft ar e subject tothesa me financingterms and
conditions.
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Repayment Term: The maximum repayment term for all civilian aircraft under
the 2011 ASU is 12 years, but 15 year te rms are allowable on an exceptional basis
if a 35% surcharge is applied.

Just as an overlap existed between the LA SU and 2007 ASU agreements, so too now
does an overlap exist between the LASU, 2007 ASU, and 2011 ASU as a result of a
provision in the 2011 agreement allowing for a limited number of aircraft transactions to
be financed under LASU through 2017a nd 2007 ASU terms and conditions to be
available on aircraft orders contracted by December 2010 and d elivered by December
2012.

Large Commercial Aircraft Industry in 2011

As Figure 13 indicates, 2011 saw further improvem ent in the large commercial aircraft
industry after the devastating effects ofth e 2008 f inancial crisis, with total large
commercial jet aircraft orders ex periencing a 200% increase fro m 2010 to 2011, with
Boeing and Airbus orders exhibiting increases of about 150% and 250%, respectively.
For further discussion of the liquidity crisis please see Chapter 2 of this report.

Figure 13: Number of Large Commercial Jet Aircraft Orders
2007 2008 2009 2010 2011
Boeing 1413 662 142 530 805
Airbus 1341 777 310 574 1419
Total 2754 1439 452 1104 2224

Source: www.airbus.com, ATWOnline, The Washington Post

Now at73 % of their total busi ness, Boeing’s foreign deliveries in 2011 remained

consistent with the trend in recent years, as indicated by Figure 14 below.

Figure 14: Number of Boeing Commercial Jet Aircraft Deliveries

2007 2008 2009 2010 2011
Domestic 108 118 116 119 129
Foreign 333 257 365 343 348
Total 441 375 481 462 477
Foreign as % of Total 76% 69% 76% 74% 73%

Source: www.boeing.com

Given the funding gap resulting from the glob al financial crisis and now the European
debt crisis, Ex-Im Bank has increased its r ole in supporting larg e commercial aircraft
exports in the absence of historically pr ominent and willing commercial lenders. In
2009, export credit agencies steppedin  because other funding option s were not
available from liquidity-restricted markets. This trend continued in 2010 and was
exacerbated in 2011 as a result of the compoun ding effect of the European debt crisis.
The commercial market continues to be r estricted with banks exhibiting a very limited
appetite for long-term risk. These factors have led commercial banks to seek guaranteed
loans that have the backing of export credit agencies. At its peak in 2009, ECA financing
represented roughly 40% of the total export  market for aircraft financing. However,
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since the 2009 high water mark, ECA financin g has decreased to closer to 30% of the
total market.

Ex-Im Bank’s Policy and Practice

While 2010 and 2 011 have demonstrated a rebound in the lar ge commercial aircraft
industry from the devastating effects of th e financial crisis, the commercial financial
market has yet to full y recover. This prec arious and incomplete recovery exhibited by
the commercial aircraft industry has been fur ther jeopardized by the aforementioned
recent European debt crisis. For reasons described above, market factors influencing the
large commercial aircraft industry have ag ain required Ex-Im Bank to play a prominent
role in the financing of this industry in 20 11. Indicative of this continued r ole, Ex-Im
authorized a record high $13.3 billion in total aircraft transactions in 2011.

In response to the 2008 financial crisis, in 2009 Ex-Im introduced a capital markets
funding option used primarily for aircraft transactions. Instead of providing a guarantee
on a loan made from a commercial bank, Ex-Im guaranteed a bond issued in the capital
markets and funded mostly b y institutional investors. This structure created an
alternative source of funding duringth e difficult lending environment pervasive
throughout 2009, and has continued tobe  a popular funding option in subsequent
years. Under the cap ital markets funding op tion, Ex-Im authorized 19 transactions
worth $6.8 billion in 2011, up from the 13 tr ansactions worth $3.2 billion authorized in
2010.

In addition to the financing s tructures and terms noted above, and in a manner
comparable to Airbus ECA export credit support, Ex-Im Bank also offered co-financing
support for U.S. aircraft sales. Specifically , Ex-Im Bank provides one financing package
to buyers and, behind the scenes, secures a reinsurance commitment from foreign ECAs
such that to reinsure Ex-Im Bank for their respective portion of the sale. Co-financing
for both large commercial and small aircraft represented a major portion of the Ex-Im
Bank co-financing portfolio. See Chapter 4C  of this report to review Ex-Im’s co-
financing support for aircraft.

In 2011, Ex-Im Bank approved 42 large aircraft transactions worth $13. o billion.
Compared to total medium- and long-term transactions authorized, large aircraft orders
represented 14% in numeric terms and 60% in dollar value of total Ex-Im Bank business
in 2011. The majority of the 42 transactions were denominated in U.S. dollars; however,
Ex-Im Bank provided the buyer the opti  on for a foreign currency (i.e. Euros)
denominated loan on a handful of occasions.

In addition to Ex-Im’s large aircraft portfoli o, it is important to note that the Bank
supports smaller business and agricultural airc raft, referred to as “Category 3” aircraft
in the 2007 ASU. 1In 2011, Ex-Im approved 42 Category 3 tr ansactions for a total
authorized amount of $269 million. Of these business and agricult ural aircraft
transactions, 26 in 2 011 and 14 in 2010 were co-financed predominantl  y with the
Canadian ECA, Export Development Canada (EDC).

Another special feature available for aircraf t transactions involves an OECD-allowable
discount on the exposure fee fo r airlines in countries that have ratified the Cape Town
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Convention (CTC)2 and have ma de the necessary declarations. While in 2011, Ex-Im
Bank discontinued its policy of applying a one-third discount to the exposure fee for
transactions grandfathered under the LASU agreement, the Bank continues to offer a
CTC discount in the range of 5% to 20% fo r those aircraft covered under the 2007 ASU.
For aircraft governed by the 2011 ASU, a CT C discount not in excess of 10% was offered.
The following airlines were some of the bene ficiaries of the CTC di scount during 2011:
COPA (Panama), Air New Zealand, and Ethiopian Airlines (Ethiopia).

ASU ECA Policies and Practices

Historically, the primary ECAs providing fi nancing for large aircraft have been Ex-Im
Bank and the Airbus ECAs (COFACE/France, Euler Hermes/Germany, and ECGD/UK).
However, in recent years EDC of Canada and BNDES and SBCE of Brazil have increased
their activity in this area due to the emergence of their home country aircraft
manufacturers (Bombardier in Canada and Em braer in Brazil). In 2011, EDC financed
74 aircraft for foreign deliveries worth a total of $1.8 billion (EDC financing for domestic
deliveries was 20 aircraft wo rth a total of $600 million), and BNDES/SBCE provided
financing for a total of 74 aircraft worth $1 .5 billion. While the Ca nadian and Brazilian
volume of business is not yet at the level of Ex-Im and the Airbus ECAs, their entry into
ECA aircraft financing makes the space that much more complex and competitive.

The Airbus ECAs( COFACE/France, Euler Hermes/Germany, and ECGD/UK)
supported 138 Airbus aircraft, or 26% of al 1 Airbus aircraft financed during 2011, for a
total of approximately $8.5 billion. The only Airbus ECA that offers a product similar to
Ex-Im’s capital markets option is ECGD of  the United Kingd om, which launched a
capital markets program in 2009. While Ex-Im offered the capital markets option on 19
transactions, ECGD offered this flexibility on only 2 transactions in 2011. Giventh e
limited use of innovative pr oducts by other ECAs, the se ntiment among those familiar
with export credit providers is that Ex-Im has a perceived competitive advantage over its
peers due to its willingness to offer these flex ibilities. Regarding ECA activity in support
of large aircraft, Figure 15 illustrates the distribution of Boeing and Airbus deliveries,
broken out by domestic and exportsa les with and without ECA support. When
comparing the two aircraft manufacturers, significantly more of Airbus’ deliveries are to
foreign markets (86%) compared to Boeing (73%) . Interestingly, of those foreig n
deliveries, Boeing deliveries more often received ECA fina ncing than those of Airbus,
with foreign, ECA supported deliveries at 39% and 26%, respectively.

2 The following countries are on the OECD Cape Town list as of December 13, 2011, thus making them
eligible to receive the Cape Town Convention discount as of this date: A ngola, Ethiopia, Indonesia,
Luxembourg, Malaysia, New Zealand, Nigeria, No rway, Oman, Panama, Pak istan, Rwanda, Senegal,
Singapore, and Tajikistan.
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Figure 15: Percentage of Total Large Commercial Aircraft Deliveries
Financed by ECAs, 2011
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Source: www.airbus.com, www.boeing.com, Airfinance Journal, Trade Finance Magazine
Exporter and Lender Survey and Focus Group Results

The 2011 survey results and focus group discussions indicated that exporters and
lenders involved in la rge aircraft exports found Ex-Im Bank to be very competitive in
foreign markets when compared to other ECAs, particularly in 2011 as a result of the
Eurozone crisis. Ex-I m Bank’s tools for supporting large commercial aircraft, which
include the capital markets program, set Ex-Im Bank apart from its ECA co unterparts
during 2011. Lenders were especially laudatory of Ex-Im Bank openness to working with
them on funding and other issues, especially in the face of the liquidity cris is and an
increasingly complex regulatory environment.

Despite these positive remarks, aircraft sect or survey respondents had more critical
feedback on several issues, principally foreign content. Multiple respondents—
particularly small and business aircraft man ufacturers— noted that Ex-Im’s high U.S.
content requirements lessened the Bank’s competitiveness vis-a-vis foreign export credit
agencies, recommending that Ex-Im instead pl ace an emphasis on job bene fits rather
than on straight foreign content percentage. Specifically, the small and business aircraft
manufacturers noted that foreign contentis an area that Ex- Im Bank exhibits less
flexibility than its foreign ECA competitors, namely EDC of Canada, and this inflexibility
puts U.S. exporters at a disadvan tage when competing globally. In addition t o criticism
concerning the Bank’s foreign content policy , survey respondents registered concerns
about Ex-Im’s authorization cap and small business requirements given the current high
demand for commercial aircraft in the global aircraft market.
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Conclusion

Ex-Im Bank continues to maintain its co mpetitive edge among ECA peers due to its
willingness to take a more creative and innovative approach to financing of aircraft. In
the still constrained post-2008 financial cr isis economic environment that has been
further hampered by the 2011 European debt cr isis, Ex-Im continues to aggressively fill
the financing gap in the commercial markets and, in so doing, supports valuable exports
and jobs within the U.S. aerospace industry. As depicted by Ex-Im’s record high volume
of business this year, Ex-Im continues to respond to the needs of the U.S. exporting
community in this sector, as in dicated by the “A” grade survey respondents gave the
Bank for 2011.
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Chapter 4: Major Program Structures
Section B: Project Finance

Introduction

Project finance (PF) is defined as the fina ncing of p rojects whose credit worthiness
depends on the project’s cash flow for repaymen t. In such a str ucture, the project itself
becomes the borrower, one separate from the project sponsor. Accordingly, the lender
has recourse only to the revenue generated by the project (and its assets) in the event of
non-payment or default.

In 2011, total global PF debt issuances increased to $213.5 billion as compared to $208.1
million issued in 2010. Although this slight increase is reassuring, PF activity has not yet
achieved pre-crisis levels as aresult of  the lingering effects of the global financial
collapse, exacerbated by the 2011 Eurozone sovereign debt crisis.

Figure 16 depicts OECD ECA involvement in pr oject finance transactions for the
period of CY2007 through CY2011. OECD ECA participation, as a percentage of total
dollar volume project finance loans, averaged 1.4% for years 2007 and 2008 ; however,
their involvement more than tripled to appr oximately 5% in 2009 and 20 10. In 2011,
total OECD ECA project finance participation shra nk to 3% of total activity, as all of the
major OECD ECAs except Ex-Im saw lower activity levels.

Figure 16: Distribution of PF Loans by Originator, 2007-2011 (Billions USD)

35)&?5%”‘5 Ex-Im Private Total | OECDECAs
9 Bank Lenders as % of Total
Ex-Im)
2011 $2.5 $4.0 $6.5 $207.0 $213.5 3%
2010 $7.5 $2.7 $10.2 $197.9 $208.1 5%
2009 $7.5 $3.6 $11.1 $212.8 $223.9 5%
2008 $2.9 $0.5 $3.4 $247.2 $250.6 1.4%
2007 $2.6 $0.6 $3.2 $223.0 $226.2 1.4%

Source: PFI and the OECD

In 2009, the OECD instituted temporary measures regarding flexibility on =~ maximum
repayment terms for transactions in high income O ECD countries. These provisions
extended maximum repayment terms from 10 to 14 years as long as ECA participat ion
constituted more than 35% of the syndication but less than 50%. Set to expire at the end
of 2011, these provisions were extended through 2012, when the need for such
temporary measures will be reassessed. In 20 11, four of the transactions approved by
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the OECD ECAs were in high income OECD countries (two approved by Ex-Im and two
approved by OECD ECAs).

Ex-Im Bank’s Policy and Practice

The OECD Arrangement allows for flexible coverage in terms of tailored
profiles, grace periods, and total repayment terms; qualifying transactions for such
terms are considered on a case-by-case basi s by Ex-Im. Furthermore, Ex -Im Bank’s
project finance program has no dollar lim its on project size, sector, or cou ntry. Since
2008, project finance transactions have  moved from being f inanced as primarily
guarantees to largely direct loans. In 2008, Ex-Im approved no d irect loans for project
finance transactions; however, in 2011 the com position of the Ex-Im Bank PF portfolio
was predominantly direct loans (about 75-80% ). This market move towards the Ex-Im
Bank direct loan is a clear signal of a fundamental shift in the comparative economics of
direct loans versus pure cover. M oreover, combined with the ineffectiveness of the IMU
mechanism in delivering CIRR when commerc ial bank spreads exceed 100 bps, the
“new economics” of direct loan s give Ex -Im/EDC/JBIC an absolute competitive cost
advantage. Finally, o n exceptionally large transactio ns where most ECAs have per
transaction caps, Ex-Im may have a con  siderable competitive advantage. Refer to
Chapter 3B for details on the interest rate issue and refer to Chapter 3A for details on
Cover Policy.

repayment

Many projects are to o large to be considered strictly from a balance sheet perspective,
while others are too small to be to merit th e time and expense associated with project
finance transactions. For such cases, “s tructured” finance can be considered an
alternative, particularly when the company may have a sufficiently large asset base and
cash flows but lack credit or operating hist ory, or when the company ha s strong credit
and operating history but lacks the size requir ed to take on ala rge project. Including
structured finance activity into the assessment of project finance deals allows for a more
comprehensive perspective on the gamut of non-sovereign, project financing.

Thus, as can be seen in Figure 17, the Bank authorized 24 structured finance deals for a
total of $6.5 billion in 2011, an increase from the 20 structured finance transactions
totaling merely $3.5 billion in 2010.

Figure 17: Ex-Im Bank Transaction and Volume Data on Project Finance
and Structured Finance Financings, 2010-2011 (Billions USD)

Project Finance Structured Finance Total
# Deals | Volume | #Deals | Volume |# Deals | Volume
2011 9 4.0 24 6.5 33 10.5
2010 8 2.7 20 3.5 28 6.2
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While those factors holding down the Projec t Finance activity of other ECAs may be
nothing more than n atural fluctuations of ca se sizes (i.e., same nu mber of deals with
smaller contract values), there are some very basic and powerful drivers underlying the
mushrooming volume of project finance an d structured finance transactions at Ex-Im.
The six core factors that characterize Ex-I m Bank’s competitiveness in project finance
transactions are:

1) An easily accessible and lowest cost tool in direct loans.

2) A generally unlimited exposure per project/country;

3) Financing of local cos ts (up to 30% of the amount of U.S. export contracts,
plus 30% of the foreign export contrac ts when co-financing with a foreign
ECA is available);

4) Liberal willingness to utilize the projec t finance flexibilities provided by the
OECD Arrangement with respect to pricing and repayment terms;

5) Liberal willingness to capitalize interest during construction; and

6) A reasonable and pragmatic commercial approach to project analysis and risk
mitigation.

Despite consistent Ex-Im Bank excellence on these aforementioned fronts, each year Ex-
Im Bank does register reports from export ing community members that note that deals
can be hindered by a range of non-financial requirements that  are unique to Ex-Im.
Those factors include the Bank’s content po licy, shipping requirements, and economic
impact analysis (see the Foreign Content, U.S. Shipping Requirements, and Economic
Impact sections in Chapter 6 for more detail ). These policies ca n and reportedly have
negatively impacted actual and potential? Project Finance transactions more than other
types of transactions because of the unique nature of project finance deals. Specifically,
Project Finance sponsors are able to choose fr om several different sourcing alternatives,
making the cost and quality of competition th e most sensitive and in tense factor in the
financing decision. Any extra costs or delays associated with a financing source can
cause the project sponsor to look elsewher e for fun ding. Additionally, the desire of
project sponsors to minimize the number of sources of financing gives an advantage to
other ECAs with less restrictive content or shipping requirements.

! The OECD rules permit local cost support of up to 30% of the contract value and capitalized interest
during the construction period. Most of these tools are used most often in PF transactions (though not
exclusive to Project Finance). All of the G-7 ECAs use such rules. However, Ex-Im makes a distinctio n
between foreign content and local costs, treating them separately, and will sup port a maximum of up to
15% foreign content AND 30% local costs. G-7 ECAs generally consider the level of support on the total
non-domestic content (foreign and local) on an aggregate basis. As a result, if a G-7 ECA’s content policy
states that it will allow up to 50% non-domestic content, and if the local costs are maximized at 30%, the
foreign ECA will limit the eligible foreign content to 20% of the export contract. (See Chapter 6C for
details).

2 The distinction between potential cases brought to Ex-Im Bank (as opposed to actual cases supported by
Ex-Im Bank) is an important one. Potential cases are those transactions which are brought to Ex-Im Bank
and worked on by the Bank but which are not ul timately supported by the Bank. Potential cases do not
include transactions that could have come to Ex-Im, but did not.
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G-7 ECAs’ Policies and Practices

The other G-7 ECAs offer similar project fina nce coverage, although with some slight
differences in terms of the quality of thei r guarantee. However, that difference has
diminished over time as ECAs such as SACE and ECGD moved to 100% unconditional
guarantees. Furthermore, EDC provides direct loans, while Coface and Euler Hermes of
Germany provide conditional insurance.

Exporter and Lender Survey and Focus Group Results

Exporters and lenders consider Ex-Im Bank  ’s Project Finance program as very
competitive vis-a-vis the other G-7 ECAs, especi ally in light of Ex-Im Bank’s direct loan
program. Despite the sustained and relatively robust project finance activity relative to
its foreign ECA coun terparts, exporters hi ghlighted issues like MARAD and foreign
content as impediments to getting deals th rough the pipeline. Ne vertheless, lenders
were concerned about the impact of Ex-Im Bank direct loans on their ability to provide
or participate in project finance deals.

Conclusion

In 2011, the crush of major multi-billion do llar projects hitting a financial world with
reduced term and volume capacity and an ECA world with few direct loan options—an d
generally bounded by country and/or projec t limits—created a “perfect storm” that
pushed Ex-Im’s project finance program into a very competitive and influential position.
Put simply, when faced with a decision to use either the limited and expensive financing
options available from other ECAs or access the dwindling long-term financing available
from commercial banks, project sponsors time and again preferred a single Ex-Im Bank
loan or gu arantee (and the cor ollary U.S. sourcing). Sometimes the tilt was due to
nothing more drama tic than price and b eing administratively less cumbersome to
allocate everything to one Ex-Im direct loan rather than multiple ECA loans or funding
options. Thus, in 20 11, the financing and ca pacity advantages associated with Ex-Im
Bank’s project finance cover appear to have outweighed the non-financial disadvantages
and to create a dynamic in which Ex-Im’s program seems to have the potential to shift
sourcing in certain circumstances. Accordingly, as Ex-Im continu ed to provide project
finance solutions in record volumes during th e volatile economic environment in 2011,
such aggressive application of project financing within the OECD rules affected a shift in
sourcing, justifying an upgrade of “A+” for 2011 from an “A” in 2010.
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Chapter 4: Major Program Structures
Section C: Co-Financing

Introduction

“Co-financing,” also known as “r einsurance” and “one-stop shop” financing, is a tool
used to address some of the financing challe nges posed by multi- sourcing involved in
the procurement of capital good s or with respect to an ECA fina ncing package for a
buyer interested in procuring goods and services from two (or more) countries. Without
co-financing, foreign buyers wo uld need to secure multiple financing packages and
therefore incur additional expense and administrative burden to ensure ECA support for
exports from various countries.

With co-financing, the lead ECA provides the applicant (buyer, bank or exporter) with
export credit support for the entire transa ction. Behind the scenes, the follower ECA
provides reinsurance (or a counter-guarant ee) to the lead ECA for the follower ECA’s
share of the procurement. The country of the largest share of the sourcing and/or the
location of the main contractor generally determines which ECA leads the tr ansaction.
The lead ECA is able to provide a common documentation structure, one set of terms
and conditions, and one set of disbursement procedures for the entire tran saction. All
parties benefit from the adminis trative ease of a streamlined financing package. As the
surge in use of Ex-Im Bank co-financing agreements stabilizes and availability and ease
of ECA co-financing becomes routine, new competitive factors, including ECA
willingness to address co-financing requests involving emerging ECAs as potential co-
financing partners, are being evaluated.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank introduced the co-financing program in 2001 with the signing of its first
bilateral agreement with ECGD (United Ki ngdom). Since that time, Ex-Im Bank has
signed eleven co-fin ancing agreements!, authorized more than 100 transactions
supporting almost $2 0 billion, and approved over a dozen case-specific co-financing
arrangements on a transaction basis with OE CD ECAs with whom Ex-Im Bank does not
have an overall co-financing framework agreement. = Ex-Im has not signed any co-
financing agreements with EC As in the BRIC countries or Mexico, but the Bank could
consider individual requests to co-finance with these ECAs on a case-by-case basis.

In 2011, aircraft continued to lead theco  -financing program as it constituted the
majority of the overall number and volume of activity in 2011. As such, approximately
$5.2 billion, or more than 95% of the volume of all 2011’s co-financed tr ansactions,
involved some type of aircraft. Specifica lly, Ex-Im Bank provided co-financing support
for 15 large or OECD Category 1 aircraft and 25 small Cate gory 3 aircraft transactions,
including agricultural aircraft. In the majority of the aircraft transactions, without co-
financing, the exporter would not have been able to offer the maximum 85% support to
its customers in one financing package. Thus, co-financing allowed Ex-Im and NEXI to

1 Ashr’a (Israel), Atradius (The Netherlands), Coface (France), ECGD (UK), EDC (Canada), EFIC
(Australia), EKF (Denmark), Hermes (Germany), KEXIM (Korea), NEXI (Japan), and SACE (Italy).
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level the playing field by acting like the Ai  rbus ECAs do in terms of their seamless
financing for the European-based commercial aircraft manufacturer.

As in 2010, Ex-Im authorized 20 long-term co-financed transactions in 2011; however,
Ex-Im authorized 13 more medium-term co-fin anced deals in 2011 than in 2010 ( 28 vs.
15). Nevertheless, 99% of the total value of all co-financed transactions was in support of
long-term deals. In 2011, despit e authorizing 14 more co-financed deals than in 2010,
the overall amount of support was 15% le ss. The decrease in volume is largely
attributable to the fact that several volu minous large aircraft transactions were
approved in 2010. With respect to non-aircraft transactions, Ex-Im Bank more than
doubled its amount of support for non-aircraft transactions in 2011 from $100 million in
export value supporting five transactions to approximately $250 million in export
support for 8 transactions as a result of support for several large oil and gas projects. In
addition to the oil and gas projects, the non-aircraft 2011 portfolio included support for
agricultural and medical equipment. (See Figure 18 below for a complete listing of the
specific transactions).

Figure 18: Ex-Im Bank Co-Finance Transactions, 2011 (Millions USD)

Ex-Im |_3ank & Co- Market Sector Financed
Financing ECA Amount*
Ashr'a China Agricultural Equipment $63
Ashr'a China Agricultural Equipment $12
Atradius Brazil Medical Equipment $1.5
Coface/EKF Turkey Oil and Gas $37
ECGD/ EDC India Oil and Gas $75
EDC Argentina Agricultural Aircraft $1.1
EDC Argentina Agricultural Aircraft $1.7
EDC Argentina Agricultural Aircraft $0.9
EDC Argentina Agricultural Aircraft $0.8
EDC Argentina Agricultural Aircraft $0.6
EDC Brazil Agricultural Aircraft $1.4
EDC Brazil Agricultural Aircraft $1.1
EDC Brazil Agricultural Aircraft $0.8
EDC Brazil Agricultural Aircraft $0.8
EDC Brazil Agricultural Aircraft $0.8
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
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Ex-Im Bank & Co- Financed
Financing ECA Market Sector Amount*
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Brazil Agricultural Aircraft $0.7
EDC Costa Rica Agricultural Aircraft $1.3
EDC Paraguay Agricultural Aircraft $0.6
Hermes Brazil Medical Equipment $2.2
Hermes Uruguay Manufacturing Equipment $0.7
KEXIM South Korea Large Aircraft $415
KEXIM South Korea Large Aircraft $270
NEXI Angola Large Aircraft $255
NEXI Bangladesh Large Aircraft $263
NEXI Chile Large Aircraft $230
NEXI China Large Aircraft $270
NEXI China Large Aircraft $150
NEXI Hong Kong Large Aircraft $450
NEXI India Large Aircraft $1,275
NEXI Mexico Oil and Gas $75
NEXI Netherlands Large Aircraft $120
NEXI New Zealand Large Aircraft $325
NEXI Turkey Large Aircraft $430
United Arab
NEXI Emirates Large Aircraft $272
United Arab
NEXI Emirates Large Aircraft $138
United Arab
NEXI Emirates Large Aircraft $320
Total $5,472

Source: U.S. Ex-Im Bank

*The financed amount includes financed exposure fee

Unlike most other ECAs, Ex-Im Bank does not require a formal bilateral framework
agreement before considering co-financing transactions. Additionally, recognizing the
shift away from the typical structure of a co-financing transaction in which there is a
single export contract, Ex-Im has created specific criteria that allows co-financing

coverage to include wholly-foreign contracts under its co-financing program as a

carefully parametered “Associated Contracts” structure. The “Associated Contracts”
structure allows foreign buyers, arrangers or financiers—as well as U.S. exporters— to
package multiple contracts that are associated to a project (but may be functionally
unrelated) into a single ECA financing package. In 2011, Ex-Im Bank supported one co-
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financing deal under an Associated Contract structure to support an oil and gas project
in Turkey. Ex-Im Bank is unique in offering this structure; competitor ECAs require the
foreign ECA-supported portion to be explicitly included as part of the main, single
export contract.

G-7 ECAs’ Policies and Practices

The G-7 ECAs have multiple framework agreements among themselves (as shown in
Figure 19) and have been processing co-financed transactions since 1995. These
agreements were originally designed to help European ECAs manage their exposure
because many had country limits that made it impossible for them to provide support
for exports to riskier markets or to markets where the ECA was close to reaching its
country limit. Even in an environment of increasingly liberalized foreign content
allowances, co-financing helps achieve operational efficiency and risk management in a
world of multi-sourcing.

Figure 19: G-7 Co-financing Agreements, 2011
Euler
Ex-Im ECGD EDC Hermes | COFACE SACE NEXI

Ex-Im X X X X X X
ECGD x [T X X X X
EDC X x T X X X
Euler Hermes X X X I 1 X X X
COFACE X X X X 1 1 X X
SACE X X X X X T X
NEXI X X X X I 1

Source: U.S. Ex-Im Bank
Exporter and Lender Survey and Focus Group Results

Survey respondents acknowledged that though Ex-Im is willing to enter into one-off co-
financing agreements without a framework ag reement in place, t hey complained that
Ex-Im has still not established co-financin g agreements with e merging market ECAs,
such as Brazil and other non-OECD ECAs. (Note: No other G-7 ECA has established a
bilateral co-financing agreement with the emerging market ECAs.) Exporter and Lender
Focus group participants acknowledged the utility of the co-financing program.

Conclusion

In 2011, Ex-Im Bank’s co-financing progra m has continued to support a significant
number and volume of transactions. This ste ady activity, willingness to engage in case-
specific co-financing when an agreement is not in place, and flexibility to extend support
to associated contracts, earned Ex-Im Bank an “A-/B+”. Although Ex-Im’s lack of signed
co-financing arrangement with ECAs in emergi ng markets is an area that stakeholders
have urged Ex-Im to consider (ap pearing to be the rationale for the “B” given by survey
participants), the lack of signed a greements with emerging market ECAs does not make
Ex-Im less competitive with its G-7 counterparts. To date, no other G-7 ECA has signed
a co-financing framework agreement with an emerging market ECA.
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Chapter 4: Major Program Structures
Section D: Environmental Guidelines and Carbon Policy

Introduction

In 1992, Congress mandated that Ex-Im Bank examine the potential environmental
effects of Ex-Im Bank financed projects. Th e language, which was incorporated into Ex-
Im’s Charter, compels the Bank to “establi  sh procedures to take into account the
potential beneficial and adverse environmenta 1 effects of goods and services for which
support is requested.” The Charter language also allowed the Board of Directors to deny
a transaction based on the findings of the environmental impact analysis.

Three years later, in 1995, Ex-Im Bank created its Environmental Procedures and
Guidelines (EPG) which codified the Bank’s environmental review process. Ex-Im Bank
became the first official Export Credit Ag ency to implement a set of envi ronmental
procedures and guidelines. Since Ex-Im’s adop tion of the EPGs, the Bank has engaged
with stakeholders to ensure that EPGim plementation strikes a balance b etween the
environmental stewardship sought by Congre ss and Ex-Im’s mission of fostering U.S.
exports.

Ex-Im Bank, along with the U.S. Government, negotiated the “Council Recommendation
on Common Approaches on the Environment an d Officially Supported Export Credits”
(the Common Approaches) in 2003. The Commo n Approaches are a set of int ernational
environmental guidelines that establish a framework for environ mental review for all
OECD ECAs. The Common Approaches were reassessed and expanded in 2007, and ar e
currently under review for inclusion of “climate” aspects.

Ex-Im Bank’s Environmental Procedures and Guidelines

Consistent with t he Common Approaches, Ex-Im Bank’s EPG provides a framework
with which transactions are screened and classified based on their likely environmental
impact. After conducting an environmental review, Bank staff provides a
recommendation to the Board of Directors for approval, approval with conditions, or
denial of the project.

Ex-Im Bank’s Policy and Practice

Ex-Im’s environmental disclosure requiremen ts have expanded even as the reportin g
requirements for other ECAs have remain ed static. Ex-Im was the first ECA to make
Environmental Impact Assessments (or EIAs) publicly available. Ex-Im began to track
and publish greenhouse gas emission data for Ex-Im financed projects in 1998. Then, in
2006, Congress required the Bank to make public supplemental environmental reports
such as project monitoring and mitigation plans.

The requirement that EIAs, greenhouse gas emissions, and supplemental environmental

reports be made avail able to the public has resulted in a certain amount of reluctance

among buyers and borrowers. The most common criticism submitted to Ex-Im Bank b y
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these stakeholders reflects a con cern that by publishing these dat a, it will expose the
borrower or buyer to public criticism.I  n contrast to Ex-Im’s policy, other ECAs
generally limit the am ount of publicly available information to the minimum required
by the Co mmon Approaches. Most often the amount of information made publicly
available is limited to EIAs. Foreign ECAs maintain that the project sponsor, not the
ECA, should be resp onsible for the envi ronmental impact analysis. Ex-Im Bank’s
environmental policy is more comprehensiv e than other ECAs as both Ex-Im and the
project sponsor are requiredt o publicly disclose environmental impact informatio n
(including CO. emissions).

Ex-Im Bank’s Carbon Policy

In 2009, Ex-Im Bank became the first Export Credit Agency to adopt a comprehensive
Carbon Policy. Ex-Im’s Carbon Policy was created as a response to growing concerns
about global climate change. Ex-Im’s Carbon Policy was designed to address the climate
change issues raised by itsex port financing activities while r emaining flexible an d
responsive to the nee ds of U.S. exporters in the application of th e Policy. The Bank’s
Carbon Policy was formally implemented in 2010.

The Carbon Policy directs Ex-Im to undertake the following initiatives:

e Improve transparency in the tracking and reporting of CO. emissions;

e C(Create financing incentives for very low to zero carbon d ioxide-emitting
renewable energy exports; and

e Reduce CO. emissions through the promotion of energy-efficient exports and
other measures.

To implement these initiatives, the Bank enacted a variety of programs and policies. Ex-
Im Bank will continue to encour age other ECAs, multilateral banks, and other lendin g
institutions to adopt similar CO . policies which will i ncrease global transparency with
regards to CO. emissions.

In order to be more broadly transparent, Ex-Im publishes the pro jected greenhouse gas
emissions for the fossil fuel power plants the Bank supports on the Ex-Im website. In CY
2011, Ex-Im financed four fossil- fuel power plants whose combined CO . emissions are
expected to be approximately 37.55 million metric tons per year. This is an overall
decrease from 2010 when the estimated CO 2 emissions for eight Ex-Im supported fossil
fuel power plants came to an estimated 41.85 million metric tons per.

On the “in centive” side of the Carbon Poli cy, Ex-Im Bank approved $721 million in
renewable energy transactions in FY 2011, a 117% increase from FY 2010 (please refer to
Appendix J for more d etails). Despite Ex-Im Bank efforts to promote renewable energy,
standard Ex-Im Bank financing terms canno t compete with foreign concessional tied
and untied aid financing for renewable energy projects (please refer to Chapter 5A for
additional details on tied and untied aid).

One transaction in calendar year 2011 required enhanced due diligence under Ex-Im’s
Carbon Policy, the Kusile 4,800 megawat t coal-fired power plant located in South
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Africa. The Kusile project met the threshol d for a “high carbon intensity project” and
was therefore reviewed under Ex-Im’s EPG Annex G, “Supplemental G uidelines for
High Carbon Intensity Projects.” During the environmental review of the Kusile project,
the expected level of greenhouse gas emissi ons was posted on the Ex-Im website. The
Kusile project took steps to help mitigate th e impact of the coal fire power plant on the
environment. These steps included installing scrubbers to remove the sulfur dioxide
generated by the plant, using filters to redu ce particulate matter, utilizing an air cooling
system to conserve water, and designing the plant to be carbon capture and
sequestration (CCS) ready. The transaction was ultimately approved by the Bank’s
Board of Directors in May of 2011.

Joining the Equator Principle Banks

In March of 2011 Ex -Im Bank joined the Equa tor Principles (EPs), an international,
voluntary framework through which to manage environmental and social risk in project
finance transactions. The EPs apply to project finance transactions where project capital
costs exceed $10 million. The list of EP Financial Institutions includes more than
seventy members comprised of p rivate banks, as well as four E CAs, including Ex-Im
Bank. Ex-Im Bank’s current environmental policies are consistent with those of the EPs.
By joining the EPs, Ex-Im aligns its environmental requirements with those of other EP
financial institutions. In having shared stan dards, Ex-Im anticipates that this will lead
to a simpler, more streamlined environmenta 1 and social review of transactions that
involve other EP banks.

G-7 ECAs’ Policies and Practices

Although the environmental standards used by individual ECAs vary, G-7 OECD ECAs
historically have had a harmonized approach to environmental policies as all G-7 ECAs
adhere to the Common Approaches. This has resulted in a leveling of the playing field in
terms of environmental review among OECD ECAs.

The G-7 OECD ECAs meet on an annual basi s to undertake a peer review process of the
implementation of the Common Approaches. This process provides an opp ortunity to
monitor ECA environmental reviews, as well as a chance to collab orate and discuss the
various aspects of environmental due dilige nce. This annual meeting al so helpst o
ensure that a level playing field is maintained through a relatively consistent application
of the provisions of the Common Approaches.

With respect to climate issues, Ex-Im is at the forefront in addressing the effects of CO »
on the global environment as the first and only G-7 ECA to adopt an official Carbon
Policy.

The number of OECD notificat ions for fo ssil fuel power plants from 2007-2011 are
illustrated in Figure 20. Each of the G-7 ECAs reported an aver age of nine fossil fuel
power plants overt his five-year period . Fossil fuel power plants comprise asma 1l
portion of total G-7 ECA activity, which su ggests that implementing a shared Carbon
Policy across all OECD ECAs would not overly tax the resources of OECD ECAs.
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Figure 20: G-7 OECD ECA Thermal Power Plants 2007-2011!
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Exporter and Lender Survey

The Exporter and Lender Survey broadly addressed Ex-Im’s environmental policies and
their effect on the Bank’s competitivenes s when compared to other ECAs. Of the
respondents who had experience with Ex-Im’s environmental requirements, most found
that these policies had minimal impact,a nd a neutral effect overall on the Bank’s
competitiveness. Neither lenders nor exporter s provided specific comments on Ex-Im’s
environmental requirements in 2011.

Conclusion

Ex-Im Bank’s environmental requirements are defined by the Bank’s EPG, Carbon
Policy, public reporting, and ongoing monitoring and mitigation of projects. Although
the EPG is consistent with the OECD’s Common Approaches, the Bank’s Carbon Policy
and reporting requirements are standards not shared by other OECD ECAs.

Ex-Im Bank will continue to encourage its OE CD counterparts to adopt a carbon policy
in an effort to collectively address the issue of global cl imate change. Since neither the
OECD as a whole, nor the ind ividual OECD ECAs have adopted these policies, Ex-Im
Bank’s public disclosure requirements will continue to be more comprehensive than
other OECD ECAs. Ex-Im’s disclosure requ irements, when compared to o ther OECD

! The thermal power plants in this figure include all coal-fired, gas-fired and oil-fired facilities. 2011 numbers
represent partial reporting.
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ECAs, may result in foreign buy ers and U.S. exporters feeling an elevated potential f or
public scrutiny.

With Ex-Im’s adoption of the Equator Principles, this enables Ex-Im to str eamline the
environmental review process for proje ct finance transactionsthat involve othe r
Equator Principle Banks.

Ex-Im Bank, like o ther OECD ECAs, uses the Common Approaches to initiate
environmental reviews of transactions. This concordance garners Ex-Im an “A”, equal to
the average ECA. However, Ex- Im’s increased transparency requirements, especially as
they apply to the disclosure of project monito ring reports, is more rigorous than other
OECD ECAs, which garners Ex-Im a “B” in this area, equal to the least competitive ECA.
As no oth er OECD ECA has a Carbon Poli ¢y, Ex-Im is relatively lessc ompetitive
compared to other OECD ECAs. Exporter and lender feedback on the car bon policy
indicates a “B-/C+” rating. Taking all three  of these grades into account, the overall
rating for Ex-Im’s environmental guidelines and carbon policy would be a “B”.
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Chapter 4: Major Program Structures
Section E: Foreign Currency Guarantees

Introduction

A foreign currency guarantee referst o an ECA-covered exportc redit that is
denominated in a cur rency other than the ECA’s domestic currency. The OECD rules
apply similarly to all transactions, regard less of the ¢ urrency in which the contracts
and/or financing is denominated. Accordingly, ECAs are able to in dividually determine
whether to provide foreign cur rency cover, on what basis to provide it (i.e., loans,
guarantees, or insurance), and on what terms to pro vide it (e.g., interest rate to be
covered, whether to crystallize! the debt in the event of default, etc.).2

As the U.S. dollar is the key international trade currency, most Ex-Im Bank transactions
are financed in U.S. dollars. The types of cu rrencies typically eligible for cover by ECAs
are generally referred to as either hard, or readily convertible currencies (such as the
U.S. dollar, the Euro, or the Yen), and soft, or emerging market currencies (such as the
Brazilian Reais or Mexican peso) . Until the 2 008 financial crisis struck global currency
markets, phenomenal growth in liquidity in emerging markets during the course of the
past decade had resulted in steadily incr easing borrower demands for ex port credit
cover in local currency-denominated debt. This dropped off prec ipitously in 2009 and
2010 and only began to increase in 2011 as a result of the notable constriction in
commercial bank flows, as reported in Chapter 2.

Ex-Im Bank Policy and Practice

Ex-Im Bank offers foreign cu rrency support through its guarantee and insurance
programs. Foreign currency coverage has been used most widely in aircraft financing
because it is an attractive way for an ai ~ rline borrower to reduce curren cy risks by
matching the currency of its debt obligations to the currency of its revenues.

Ex-Im’s foreign currency claims procedure re quires that, in the event of default and
irrespective of whether the foreign currency is a hard or soft currency, Ex-Im purchases
the foreign currency to pay the ¢ laim to the lender and then converts (or “c rystallizes”)
the debt obligation by the borrower into U.S. dollars equal to the amount that Ex-Im
Bank paid to obtain the foreign currency. Th is policy effectively shifts the post-claim
exchange rate risk from Ex-Im Bank to the obligor. In addition, if the note rate is
floating, Ex-Im Bank typically accelerates the debt and pays the claim in a single lump-
sum payment; however, for fixed rate notes Ex-Im Bank may provide the option for an
installment repayment schedule, crystallizing the portion of the o bligation due at each

1 In the event of a claim payment by the ECA, crystallization requires that the debt (along with any fees
incurred) be converted into its hard currency equivalent. This is sometimes referred to as conversion. The
ECA seeks recovery of the hard currency obligation, and exchange rate risk during the recovery period is
borne by the obligor.

2 However, the use of local currency can be eligible for a premia discount under the OECD Arrangement if
certain conditions are met.
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payment.3 While most hard currency cover is read ily available with crystalli zation, Ex-
Im only considers soft curren cy cover on a case-by-case basis (even with the
crystallization contingency) after a thorough  internal review of the relevant local
currency market.

There are two except ions to Ex -Im’s crystallization/conversion requirement policy.
First, with respect to co-financed transact ions, Ex-Im Bank may offer cover for Euro-
denominated debt without the conversion/crys tallization requirement. In 2011 as in
2010, none ofthef oreign currency guarantees authorized involved co-financing.
Second, if Ex-Im Bank receives valid evide nce that a foreign ECA will provide coverage
without conversion for the same transaction, Ex-Im Bank has a matching provision that
would allow the Bank to provide foreign currency (including soft currency) coverage
without the requirement for conversion. However, this option has never been used.

Further, should circu mstances warrant, Ex-Im Bank may attempt to str ucture foreign
currency transactions in a way that accomm odates local provisions on a strictly case-by-
case basis. In these circumstances, should a default occur, Ex-Im will then have the
option to pursue foreign currency denominate d debt in a way that minimizes potential
losses given default.

In 2011, Ex-Im Bank supported 19 foreign currency guarantee transactions with a tota 1
financed amount of $1.8 billion (compared to 12 transactions valued at about $1. 4
billion in 2010). Of the 19 tra nsactions, 3 sup ported purchases of large commercial
aircraft for airlines located in Ireland, Italy, and the Cayman Islands. These transactions
amounted to $1.2 billion, a high proportion of the total amount of foreign currency
guarantees in terms of volume . It is not surprising that almost 70% of the volume of
foreign currency guarantees went to support aircraft transactions, as airlines prefer to
match for the curren cy of their large debt to that of their revenue streams. Such
coverage also results in a lower probability of default t o Ex-Im Bank. The remaining 16
transactions represented 85% in of the number of foreign cur rency guarantees and
totaled $661 million. These we nt to suppor t solar facilities, wind tur bine units,
locomotives, and mining— all domestic infrastructure where local revenue is the source
of repayment.

Additionally, in 2011, Ex-Im supported 14 f oreign currency insurance transactions with
a total financed amount of $40 million. One transaction worth nearly $15 million
involved agricultural commodities in Mexico. The remaining 13 transactions were fo r
foreign buyers in Mexico, the Canary Islands, United Kingdom, Turkey, Ireland, Poland,
Australia, and Hungary, in support of exporting various types of equipment, agriculture
commodities, and other consumable items.

G-7 ECAs’ Policies and Practices

The G-7 ECAs distinguish between two types of foreign cur rency coverage: hard
currency cover which is readily available without  crystallization and usually at no

3 Acceleration of the debt can cause problems for investors if the debt has been securitized (sold by the
original lender to various third-party investors, who have needs or obligations requiring cash flows
matching the original loan terms).
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additional cost compared to domestic currency coverage; and soft currency cover which
is available on a case-by-case an d/or currency-by-currency basis and usually results in
additional ECA considerations on appropri ate risks and mitigants that shouldb e
brought to bear on the transaction.

Hard Currency Cover: All G-7 ECAs provide support for export credits denominated in
hard currencies. Unlike Ex-Im Bank, howeve r, the other ECAs are willin g to accept
recoveries in hard currencies because they either (a) have accounts in the foreign
currency; (b) impose a surcharge used to offs et possible shortfalls that could arise from
currency fluctuations between the domestic an d foreign hard currency; or (c) take a
portfolio approach to risk management that allows them to cross-subsidize losses with
profits resulting from the foreign curren cy fluctuations. EDC (Canada), SACE (Italy),
NEXI (Japan), COFACE (France) and EC  GD (United King dom) do not requir e
conversion of the obligation post-claim payment because they have the ability to assume
and manage the foreign exchange rate risk. Euler Hermes ( Germany) covers the
exchange raterisk for asurc  harge. Asaresult, the Ex-Im Bankc rystallization
requirement in the event of default is unique, with the two exceptions stated above (e.g.,
co-financing and competition)

Soft Currency Cover: As Figure 21 shows, no formal policies exist among G-7 ECAs
with respect to acceptance of soft curren cy foreign exchan ge risk; such risk is
predominantly managed on a cas e-by-case basis. The information contained in Figure
21 was verified through a late 20 10 inquiry to OECD ECAs and demonstrates that most
(if not all) G-7 ECAs are willi ng to consider (and several ha ve offered) non-crystallized
soft currency support. Some ECAs have found th at local laws prohibit crystallization of
the debt or severely re strict an ECA’s recov ery efforts, thereby rendering co nversion of
local currency debt cumbersome and, ins ome instances, illegal or in effective. Thus,
ECAs assess risk versus reward in order to find ways to manage their risks in the face of
legal and practical constraints on crystallization.
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Figure 21: G-7 ECA Foreign Currency Approaches: Willingness to Accept
Exchange Rate Risk and Activity, 2011

. Currencies® of Approved Transactions
?
Exchange Risk Accepted* (2005-2011)
Hard Currency Soft Currency Hard Currency Soft Currency
2 USD, EUR, CND, MXN, PLN, SGD,
=0C Yes es JPY, GBP, AUD, NZD| HUF, CZK, HKD
ZAR, XAF, EGP,
Coface® Yes Yes uUsD, AUD, JPY MXN, DZD, MYR,
SGD, HKD
Case-by-case, always MXN, INR, TWD,
Hermes” | Yes, with surcharge withya mini'mum g USD, GBP, CHF, ZAR, MYR, SGD,
! 9 CND, AUD, JPY NIS, MAD, RUB,
surcharge
HKD
SACE® Yes Case-by-case USD, CND, GBP, JPY| ZAR,BRL, TL
NEXI® Yes No experience USD, EUR, NZD, GBP none
- _ . GBP, USD, EUR,
ECGD Yes Limited experience JPY. AUD, NZD none
| No, convert obligation |No, convert obligation
U.S Ex s | to dollars at time of | to dollars at time of EUR, JPY, AUD, MXN, COP, ZAR
Im Bank CND, NZD
payment payment

1 Currency Key - Hard: AUD — Australian dollars, CHF — Swiss francs, CND — Canadian dollar, EUR — Euro, GBP —
British pounds, JPY — Japanese yen, NZD — New Zealand Dollar, USD — U.S. dollar

Soft: AED — United Arab Emirates dirham, BRL — Brazilian real, COP — Colombian peso, CZK — Czech koruna, DOP
— Dominican Republic peso, DZD - Alge rian dinar, EGP — Egyp tian pounds, HKD - Hong Kong dollar, HUF -
Hungarian forint, INR — Indian rupee, MAD — Moroccan dirham, MXN — Mexican pesos, MYR — Malaysian ringgit,
NIS - Israeli new shekel, PLN - Polish zloty, RUB — Russian ruble, SGD — Singapore dollar, TL — Turkish Lira, TWD —
New Taiwan dollar, XAF — Central African Franc, ZAR — South African rand

2 EDC will cover Australian d ollar, British pounds, Euro, Japanese yen, U.S. dollar, New Zealand dollar, Norwegian
kroner, Czech kor una, Hong Kong dollar, Hungarian forint, Mexican peso, Polish zloty, Singapore dollar, South
African rand, and Swedish kroner.

3 COFACE accepts exchange risk for the South African rand, the Singapore dollar, the Mexican Peso, the Russian
ruble, the Hong Kong dollar, the Brazilian real, the New Taiwan dollar, and the Malaysian ringgit; the insurance
policy for the Brazilian real, the Thai baht, and the Malaysian ringgit provides for ind emnifying euros in the case
where Coface could not buy enough of the local currency to pay the claim. Coface does not accept exchange risk—but
does provide foreign currency financing—for the Moroccan dirham, the Indian rupee, the Algerian dinar, the Turkish
lira, the Chilean peso, and the Colombia peso. Cover is reviewed on a case-by-case basis for additional currencies.

4 Hermes accepts hard currency exchange risk with a premium surcharge of 10 % in any case, independent of of the
credit period. Hermes accepts sort currency exchange rate on a case-by-case basis with a premium surcharge of 10 %
in any case, independent of the credit period. In case of credit periods exceeding two years, an additional premium
surcharge is stipulated, depending on the i nterest differentials between Euro/Local Currency financing, i.e. each
percentage point exceeding an interest differential of three percentage points will result in an additional premium
surcharge of 0.25 % on the basic premium.

5 SACE determines on a case-by-case basis.

6 NEXI — U.S. dollars and Euro. Hard currency exchange risk is accepted with 200% appreciation of foreign currency
in terms of USD and EUR, 300% appreciation for others.

7 ECGD will consider coverage for any currency that is readily convertible, and where the local financial markets have
sufficient depth and capacity to fund the transaction.

8 U.S. Ex-Im Bank will cover Euros, Japanese yen, Australian dollars, Canadian d ollars, New Ze aland dollars,
Brazilian real, British pound, Central African franc, Colombian pesos, Egyptian pound, Indian rupee, Indonesian
rupiah, Korean won, Malaysian ringgit, Mexican pesos, Moroccan dirham, Norwegian kroner, Pakistani rupee,
Philippine peso, Polish zloty, Russian ruble, Swedish kroner, Swiss franc, South African rand, Taiwanese dollar, Thai
baht, and West African franc.
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Exporter and Lender Survey and Focus Group Results

Although foreign and local currency cover was not in high demand during 2011, exporter
and lender surveys conducted by Ex-Im Ba nk indicated that lenders and exporte rs
viewed Ex-Im’s foreign currency policy as sl ightly uncompetitive compared to those of
other ECAs in 2011. As in 2010, in 2011 lenders and exporters alike found Ex-Im Bank’s
crystallization of all non-U.S. dollar denomina ted credits to be th e main source of the
lack of co mpetitiveness. Regardless, lenders understand Ex-Im’s crystallization pol icy
and while they may not consider it competitive , they accept it as something with which
they have to work, as it is a U.S. government policy to avoid taking foreign exchange
risk. Neither the Len der nor Exporter Focus Groups raised the issue of local or foreig n
currency lending during the meetings.

Conclusion

Due to the U.S. Dollar’s prominent role in international transactions, issues surrounding
U.S. exporter competitiveness of Ex-Im’s policies reg arding local and foreign currency
coverage were less central in 2011 than in prev ious years. Ex-Im’s strict crystallization
policy—that is, the requirement to convert th e obligation post-claim payment to U.S.
dollars on all foreign currency transactions —is viewed as detrim ental to Ex-Im Bank
competitiveness. The fact that the major EC As can cover non-crystallized hard currency
deals on a routine basis and are willing to offer non-crystallized cover for soft currencies
on a case-by-case basis continues to render Ex-Im Bank approach to foreig n and local
currency coverage a “B”.
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Chapter 4: Major Program Structures
Section F: Services

Introduction

Services exports remain an in creasingly important co mponent of international trade ,
especially for the United States, where servic es exports are a major part of the National
Export Initiative to double exports in five years. U.S. exports of services continued to
grow, as d oes the U.S. services trade surplus. In 2011, U.S. services exports reached
$605 billion from $549 billion in 2010, a 10.2% increase mostly realized in ‘other
private services’ (e.g., business, professional and technical services) royalties and license
fees, travel and transportation. ! Over the same time period, U.  S. services imports
increased 5.7% toreachare cord level of $426 billion. 2 The trade surplus for U.S.
services exports increased by 23% in 2011 over the 2010 per iod, to $178 billion,
compared to the $738 billion deficit for goods.3

Ex-Im’s commitment to financing services exports is mandated in Section 2(b )(1)(D) of
Ex-Im Bank’s Charter, which states that “the Bank shall give full and equ al
consideration to making loans and providing guaran tees for the export of services
(independently or in conjunction with the export of manufactured goods, equipmen t,
hardware, or other capital goods) consistent with the Bank’s policy to neutralize foreign
subsidized credit competition and to supplement the private capital market.”

The overarching principle of Ex -Im support for services exports is the linkage of U.S.
jobs to a specific export transaction, rather than support of a particular U.S. ex porter or
company. Currently, to comply with its jobs mandate, the Bank is required to verify U.S.
content (jobs) in order to provide financing for services exports, asis the case with
capital goods exports. Updating of the Ex-Im Bank’s services policy woul d entail a
fundamental change in the services policy criteria rather than a technical one.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank supports services exports over a wide range of service-providing industries.
As seen in Figure 22, over the last three years Ex-Im Bank has provided financing fo r
almost $9 billion of U.S. services exports (representing about 17% of the total export
value supported by Ex-Im over t his period). Ex-Im’s support for services includes both
“stand-alone” services (services that are no t partof a capital goods/project-related
transaction) and “associated services” (services that are associated with capital goods
exports and/or large projects).

1 U.S. Commerce Department, International Trade Administration, U.S. Export Fact Sheet released
February 12, 2012

2 U.S. Commerce Department, International Trade Administration, U.S. Export Fact Sheet released
February 12, 2012

% U.S. Commerce Department, Bureau of the Census: http://www.census.gov/foreign-trade/Press-
Release/current press release/ftooo.pdf.
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In 2011, Ex-Im Bank supported over $2.9 billion in “stand-alone” and “associated”
services exports. Several major industry se ctors that received the largest proportion of
the financing in 2011 were: engineering and consulting service s, oil and gas drilling
services, and information technology services. In fact, Bank’s support for oil and gas and
engineering and consulting services alone made up 72% of all services exp orts support

in 2011.

Figure 22: Services Supported by Ex-Im Bank, CY 2009-2011 (Million USD):*

2009 2010 2011
SAtI?)r:]de- Assoc. Total SAtI?)r:]de- Assoc. Total S;\tgr:l— As§oc Total

Engineering & Consulting $24.2 $2,232.0 | $2,256.2 | $673.0 $338.0 $1,011.0 $1,169.3 $23.1 $1,192.4
Oil & Gas Drilling and Mining -- $769.0 $769.0 -- $893.0 $893.0 $1.6 $874.9 $876.5
Construction® - $20.0 $20.0 - - -- $500.0 - $500.0
Information Technologies & Telecom $37.0 $98.1 $135.1 $11.0 $141.0 $151.0 $319.6 - $319.6
Other Services® $11.2 $2.6 $13.8 $24.0 $56.0 $80.0 $10.0 $10.0
Legal & Banking -- $143.7 $143.7 $3.0 $47.0 $50.0 $2.0 $8.0 $10.0
Medical $0.8 $1.0 $1.8 $0.1 -- $0.1 --
Transportation $0.5 $21.5 $21.9 - $51.0 $51.0 -
Rental & Leasing $10.5 $416.1 $429.6

TOTAL $84.2 $3,706.9 | $3,791.1 | $711.1 | $1,526.0 $2,236.1 $2,002.5 | $906.0 | $2,908.5

Source: U.S. Ex-Im Bank

1 Due to methodology differences, 2009 and 2010 data is not immediately comparable to 2011 data.

2 Construction: Electrical Appliance Installation, Manufacturing, construction for petroleum refining project.
3 Other services include: Administrative & Support, Repair/Maintenance, Personal Care, and Photography.

Most of the stand-alone services supported in 2011 were for engineering and consulting
services and construction, with the others  dispersed across the remaining sectors.
Support for stand-alone services in engineer ing and consulting was significantly larger
in 2011 than in the previous two years due to several major projects for which Ex-Im
financing only involved U.S. services expo rts. Specifically, the two large stand-alone
engineering and consulting services transactions in 2011 included a petroleum refinin g
project and power generation project. Further, Ex-Im Bank supported about $320
million in information technology services in 2011, which included computer systems
design, software, and computer programming,.

Generally, Ex-Im Bank provided associated services exports with repayment terms of 5-
12 years. These rep ayment terms reflect the medium- to long-term nature of the
financing requirements of the large projects with which they are associated. In contrast,
stand-alone services tend to receive short-term (6-18 months) support because of the
useful life of these services.

G-7 ECAs’ Policies and Practices

All G-7 OECD ECAs appear willing to support services as a general category of exports,
with most medium- and long-term support prov ided for services associated with capital
goods exports, although there is little offici al data from other G- 7 ECAs regarding the
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amount of services supported annually. Of ficial G-7 ECA data on support for stand-
alone services is unavailable 4; however, almost all G-7 ECAs are willing to provide
insurance cover for s tand-alone services. The stand-alone services other G-7 ECAs are
most likely to support include engineerin g and consulting services, software, and
licensing services. Additionally, Euler He rmes launched a new insurance progra m
targeted exclusively for architects, engineers, and other services exporters in early 2010.

Exporter and Lender Survey and Focus Group Results

Exporters and lenders believe other ECAs are much more flexible and willing to support
services exports. Foreign ECAs can support services included in or as an export contract
for services being rendered by the exporter , without any requirement to disclose in
detail the nationality of the service provider or their count ry of residence, where they
pay taxes, as required by Ex-Im Bank. No ECA however, appears to have a well-defined
services policy.

According to the annual Compe titiveness Report survey completed by lenders and
exporters using Ex-I m’s medium- and lo ng-term programs during 2011, there was a
general consensus similar to the focus grou ps that i mprovements could be made in
terms of the availability and flexibility of Ex-Im’s services cover. For example, survey
respondents commented thatit can be cha llenging to meet Ex -Im Bank’s eligibil ity
requirements with respect to identifying U .S. content and origin of intangible services,
particularly in those services exports invo lving intellectual property (e.g. was service
provided by U.S. citizen, not just a U.S. company).

During the Lender and Exporter Focus Group meetings, engineering and, in particular,
IT companies complained of Ex-Im Banks’ detailed info rmation requirements
surrounding services contracts and how such requirements were unique to Ex-Im Bank.
Foreign ECAs can cover a range of IT, legal, and engineering services without having to
document the exact details surrounding the case-specific service provider. Lenders and
exporters expressed that they desire different services export support from Ex-Im that is
not strictly U.S. content or U.S. jobs centric and is instead much broader in scope. In the
course of the benchmarking study interviews, the issue of services came up routinely,
with examples of foreign ECA willingness to  cover services bas ed on eith er a global
business perspective or services simply con tracted through the country of the ECAs’
exporter. Relative to its foreign ECA counter parts, Ex-Im Bank was considered to have
an inflexible approach to documenting service exports.

Conclusion

Ex-Im Bank’s available support for both associated and stand-alone services appears to
be lacking competitiveness relative to othe r G-7 ECAs’ available support. I nformation
from buyers, exporters, and lenders on compe titor practices related to services suggest
that Ex-Im Bank’s willingness to support se  rvices is equal to at least the average
willingness of other ECAs. However, exporter and lender survey results indicate Ex-Im’s
services support has room for improvement in terms of availability and flexibility, which

4 Based on a review on the G-7 ECAs’ websites, none of the other G-7 ECAs referenced support for stand-
alone services.
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diminishes Ex-Im’s inferred relat ive competitiveness. More specifically, U.S. exporters
proposed similar changes to the content policy applied to services as they have for the
content policy overall; they contend that a sh ift from evaluating the eligibility of U.S.
content (and the corresponding benefitto  U.S. employment) to basing Ex-Im Bank
support on the ownership or headquarters of the service exporter. This, coupled with
onerous documentation requirements unique tothe Ex-Im evaluationp rocess for
services, resulted in a downgrade in Bank competitiveness when compared to last year.
While Ex-Im remains willing to provide su pport for service exports, for reasons cited
above, the continued binding constraint in both lack of availability and flexibility in both
process and terms for services transactions decreased Ex-Im Bank’s compe tiveness in
2011. Thus, a grade of “B” for 2011, down from “A-/B+”, is most appropriate, conveying
the Bank’s modest competitiveness when compared to other major ECAs
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Chapter 4:Major Program Structures
Section G: Ex-Im Bank’s Major Program Competitiveness

This year, Ex-Im Bank’s Major  Program St ructures were considered moderately to
generally competitive with their G-7 ECA counterparts, maintaining an average grade of
“A-/B+” in 2011 ( Figure 23).Project Finance had a banner year, outperforming all
other Ex-Im programs witha n “A+”, up fr om an “A” rating in 2010. Large Aircraf t
continued to rate very favorably, earning an “A”. Additionally, with respect to Co-
financing, Ex-Im Bank was generally to mo derately competitive (A-/B+) with the Co-
Financing programs of the major ECAs. The Bank’s overall Environment policy held
steady at “B”, or gen erally competitive, in 2011, as did the Bank’s Foreign Currency
Guarantee. Ex-Im’s performance in Services earned a “B,” a downgrade from “A-/B+” in
2010 due to increased negative exporter feedback on the flexibilit y of Ex-Im’s services
support. The overall “A-/B+” score for the Bank’s Major Program Structures reflect
another fairly competitive year for Ex-Im. See Appendix A for letter grade definitions.

Figure 23: Grading of Ex-Im Bank’s Major Program Competitiveness, 2011

Key Elements Grade
Large Aircraft A
Interest Rate Level A
Percentage of Cover A-/B+
Risk Capacity A
Project Finance A+
Core Program Features A+
Repayment Flexibilities A
Co-Financing A-/B+
Bilateral Agreements B
Flexibility in One-Off Deals A
Environment B
Environmental Guidelines A
Transparency B
Carbon Policy B-/C+
Foreign Currency Guarantee B
Availability of Hard Cover B
Availability of Soft Cover B
Accepts Exchange Rate Risk B
Services B
Availability A-/B+
Flexibility B
Total Average Grade A-/B+
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Chapter 5: Economic Philosophy
Section A: Trade-related Tied and Untied Aid

Introduction

Tied and untied aid has been a longstanding competitive concern among U.S. exporters.
However, those concerns have dimin ished over the last 20 years through the
introduction of multilateral rules which rest rict donor use of t ied and untied aid for
commercial or trade purposes. Nonetheless, certain donor governments continue to
offer tied aid for commercial as well as developmental gain in particular situation s.
Those remaining competitive issues regarding ti ed aid use are detailed in th is chapter.
See Appendix F fora more com prehensive summary of the OECD tied aid rules and
definitions, as well as data on tied and untied aid tren ds that draw out the c ompetitive
implications of foreign tied and untied aid on U.S. exporters.

The Ex-Im Bank Tied Aid Capital Projects Fu nd totals approximately $160 million. The
fund was not used in 2011, and furthermore, has only been used once over the past eight
years (See Appendix F for details).

Overview of Tied and Untied Aid

“Tied aid” is a conces sional, trade-related aid credit, provided by a donor government,
to induce the borrower to purch ase equipment from suppliers in the donor’s country.
Tied aid is typically offered as a component of develop ment assistance to the recipient
country. “Untied aid” differs from tied aid in that it is not formally cond itioned on the
purchase of equipment from suppliers in the donor country. That is, recipients of untied
aid technically can use the funds to purchase goods from suppliers located anywhere in
the world and not just from the donor’s country.

U.S. Government efforts to discipline tied aid at the OECD resulted in a 1991 agreemen t
(also known as the Helsinki Disciplines) that has significantly limited the trade-
distorting effects of t ied aid and focused tied aid fl ows on legitimate development
projects. With respect to untied aid, in 2005, the U.S. secured a transparency agreement
that requires OECD Members to (a) notify un tied aid project loan commitments at least
30 days prior to the opening of the competiti ve tender period (to allow for international
competitive bidding) and (b) report the national ities of the bid winners of untied aid on
an annual ex-post reporting basis. OECD Memb er tied aid act ivity is governed within
the bounds of the Helsinki Disciplines (for more details see Appendix F).

As indicated in Figure 24 the volume of Helsinki-type tied aid showed a slight increase
of 0.3% to approxim ately $5.9 billion in 2011. The number of Helsinki-type tied aid
notifications decreased almost 1 0% in 2011, to 123 notifications as compared to 132 in
2010 (Figure 25). In 2011, these slight adjustme nts evidenced that the decreased
number of Helsinki-type tied aid notificat ions and minor increase in volume a re in line
with the 5 year trend, asserting that Helsinki -type tied aid activity has remained stable
even during the financial crisis. Variations in volume since 20 07 are dependent on the
size of the actual transactions approved.
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Figure 24: Aid Credit Volume by Type, 1991-2011 (Millions USD)
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Note: Consistent untied aid data reporting began in 1994. Discrepancies between untied aid data reported under the
OECD Arrangement and data captured under the 2005 Transparency Agreement on Untied ODA Credits can be
attributed to differences in the timing of OECD Notifications — which are typically made well in advance of (perhaps
years before) the contract bid is awarded — and are, therefore, not comparable on an annual basis with ODA Credit
amounts, which reflect actual credit commitments included in bid tenders.

Figure 25: Number and Volume of Helsinki-type Tied Aid Notifications
(2007-2011)

2007 2008 2009 2010 2011
Helsinki-type Tied Aid
Notifications (Number) 135 116 135 132 123
Helsinki-type Tied Aid
Notifications (USD) $5,213 $7,271 $4,609 $5,838 $5,949

Ex-Im Bank’s Policy and Practice

Ex-Im Bank applies the Helsinki Disciplines more stringently than other OECD
Members. For transactions to be eligible for tied aid, the Bank, in consultation with
Treasury, must first attempt to get competitors to withdraw tied aid offers. If that action
does not prove successful, tied aid support will be limited in order to support only those
transactions whose benefits extend beyond the particular projects (e.g. follow-on sales
on commercial terms). Furthermore, Ex-Im does not have an untied aid program.

In 2011, tied aid or concessional financing  allegations reported to Ex-Im that were
represented as a threat to U.S. exporter sa  les prospects were related to tied aid or
concessional financing offers by both OECD and non-OECD countries. While the actual
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tied aid applications that were submitted to Ex-Im in 2011 were requesting matching
offers to counter OECD ECA tied aid offe ~ rs, exporters and lenders mad e frequent
allegations of non-OECD ECA tied aid use. No netheless, access to the specific financing
terms by non-OECD ECAs remains an ongo  ing obstacle to Ex-Im inte rvening and
matching such financing offers.

In 2011, the Bank authorized a Tied Aid Letter of Interest for the sale of fire trucks to
Indonesia. This transaction met all of Ex -Im’s tied aid criteria to match, and
authorization of the Tied Aid L etter of Interest will help a U.S. exporter from losing its
commercial market share due to tied aid use by an OECD ECA.

Ex-Im also denied three transa ctions in 2011. Two of the projects faced standard OECD
ECA tied aid offers, but both transactions we re denied based on the fact that there was
no derogation from the OECD tied aid rules and no evidence of future follow-on sales on
commercial terms. Lastly, the Bank denied another tied aid t ransaction facing no n-
OECD competition in 2011 because the case also did not satisfy Ex-Im’s criteria for
standard export credit support due to con cerns related to operational and financial
risks. As Ex-Imlookstoar easonable assurance of repayment (RAO R) onall
transactions, including tied aid, this transaction was denied. Furthermore, had the deal
passed the RAOR test, the transaction did n ot meet the tied aid criteria for support. In
2011, Ex-Im did not hear of any allegation s regarding tied aid offers from OECD
counterparts for projects or sectors conside red to be financially and/or commercially
viable.

G-7 ECAs’ Policies and Practices

The G-7 ECAs and other OECD Participant s apply the Helsinki Disciplines to their tied
aid programs. In contrast to Ex-Im Bank, ho wever, their tied aid programs are not
subject to such rigid criteria for use. Hence, = the majority of data related to tied aid
transactions is derived from OECD member application of the Helsinki Disciplines,
rather than Ex-Im Bank activity.

Specific trends in 2011 with respect to Helsinki-type tied aid were:

e The volume and number of OECD Helsinki-type tied aid offer s has remained
stable (or slightly de clined) over the past five years. Appendix F of this report
details specific trends.

e Japan has maintained its status as the = largest donor of tied aid by volume,
although the volume of Japanese tied aid increased significantly. In 2011, Japan
offered over $4.5 billion in tied aid acti vity accounting for 69% of total volume,
an increase of 66% from 2010 (see Figure 26).

e In 2011, Austria was the second largest do nor of tied aid, offering over $650
million (11% of the total volume). Intere stingly, France and Spain, historically
two of the biggest tied aid donors, decr eased their tied aid support in 2011 by
approximately 90% and 81%, respectively.
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e Korea was the third largest donor ($644 million), with Belgium ($191 m illion)
and Portugal ($116 million) as the fourth and fifth largest donors, respectively.

e In 2011, the East Asia and P acific region continued to be th e largest recipient
region of Helsinki-type tied aid (see Figure 27). Iraq received over $2 billion in
tied aid for one project, making it the largest recipient in 2011. Vietnam was the
second largest recipient ($1.86 billion). China continued to be the largest
recipient of tied aid in terms of the number of tied aid offers (26 notifications).

e Unlike past years, business areas not con sidered to be “major” sectors receiving
tied aid (Education, Health, and Water Supply and Sanitation) accounted for the
largest volume tied aid in 2011 ( $2.3 billion). The Mineral Resources and Mining
sector received the second largest volume of tied aid due to the 1 project in Ira q
($2 billion).

In 2011, five of the projects notified were in sectors considered to be financially viable.:
Four of the projects were in the Energy Generation and Supply sector, while one project
was in the Mineral Resources and Mining sector (Iraq project). None of these projects
were subject to the OECD consultations process, although OECD member countries did
exchange views on the Iraq project, ultimately determining that the project would not be
commercially viable regardless of its cash flow and review of financial viability.

Figure 26: Helsinki-type Tied Aid Notifications by Donor (by value), 2011

Portugal Other
2% 4%

Belgium
3%

Korea
11%

Austria
11%

! A financially viable project is a project that has the capacity, with appropriate pricing determined on market
principles, to generate cash flow sufficient to cover the project’s operating costs and to service the capital employed.
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Figure 27: Helsinki-type Tied Aid Notifications by Region (by value), 2011
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Data from the OECD untied transparency agreement shows that in 2011, untied aid
notifications increased slightly from 81 in 2010 to 85 in 2011. However, untied aid
volume increased significantly to close to $15.6 billion (a 40% increase as compared to
2010). Hence, the total average transaction value of untied aid transactions went up in
2011. Other points of interest:

e Asin 2010, six countries reported untied aid notifications. The reporting
countries are Belgium, Denmark, France, Germany, Japan, and Korea.

e Japan reported the largest number of untied aid transactions both in terms of
number (39) and volume ($12.6 billion). France followed with 35 notifications
worth a total of approximately $2.7 billion. Korea notified the third largest
amount with 5 notifications and $256 million.

e Similar to 2010, India received the largest amount of untied aid notifications
both in terms of volume ($3.7 billion) and number of notifications (9). In terms
of volume, India was followed by Indonesia ($3.6 billion) and Iraq ($2.4 billion).
Indonesia received the second higher number of notifications (8), followed by
Philippines (7) and Vietnam (5).

e The largest sector by volume in 2011 was for the Energy Generation and Supply
sector ($5.6 billion), followed by Transport and Storage ($3.3 billion). Mineral
Resources and Mining received $2 billion in untied aid notifications. Energy
Generation and Supply received the largest number of notifications (23), followed
by Water Supply and Sanitation (14).
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Exporter and Lender Survey and Focus Group Results

Both exporters and lenders assert that Ex ~ -Im is unwilling to authorize tied aid
transactions even though they encounter OECD and non-OECD ECA tied and untied aid
programs. This fact puts Ex-Im and U.  S. exporters at a disadvantage vis-a-vis its
competitors. Of particular concern to exporters and lenders were concessional financing
offers in Africa that China was providing as governmental lines of credits, used to fund a
variety of projects of interest to the recipient and donor.

Conclusion

In 2011, Ex-Im Bank received more applicat ions for tied aid s upport than in recent
years. Out of four applications that were  submitted to the Bank for consideration in
2011, the Bank approved a sta ndard tied aid letter of interest for one tied aid offer.
Obtaining credible evidence of case-spe cific financing terms from non-OECD ECA
competitors continues to be a difficult benc hmark for applicants to meet. Furthermore,
for the OECD ECA matching transactions, exporters have had difficulty proving that the
authorization of a tied aid transaction will secure future transactions financed on
commercial terms. Hence, Ex-Im Bank’s tied aid policy can have a ne gative influence in
U.S. exporter competitiveness.
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Chapter 5: Economic Philosophy
Section B: Market Windows

Introduction

Market Windows are entities o r programs run by gove rnment-owned institutions that
offer official credits on “mark-to-market term s. Although they are often tied to some
extent, these fully market-oriented operations lie outside the WT O subsidy process and,
thus, fall outside of there alm of the OECD Arr angement. However, the benef its
exporters receive fro m these programs, such  asimplicitor  explicit g overnment
guarantees, tax exemptions and equity capit al provided by the ho me government, are
benefits that commercial banks cannot offer. Importantly, with the introduction of the
new OECD premiu m agreement — spe cifically the Category o pric ing rules which
establishes pricing in those cou ntries based on mark et terms — the differentiation
between non-Arrangement-regulated financing and Arrangement-regulated financing is
becoming more difficult to see clearly. Ma rket Windows pose a potential competitive
threat in t he export finance ma rket, as such programs are not subject to the rules
established by the OECD Arrangement that  official ECAs must follow, nortoth e
limitations of a true commercial bank.

The competitive impact of Market Windows prog rams is difficult to establish due to the
lack of data on such transactions. Because these transactions fall outside of the OECD
rules there is no tran sparent mechanism with which to obtain dataond eal specific
terms. Market Window institutions do provide publicly available data on aggregate
terms on the basis of specific regions or se ctors, however bifurcating such data between
Market Window and official export cred it activity is difficult to obtain. Hence,
measuring and assessing the competitive im pact is quite difficult. Moreover, there have
been no recent allegations or evidence of competitive harm from such programs to look
to for tangible evidence.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank cannot provide untied or Market Window financing. Allof E  x-Im Bank’s
medium- and long-term transactions compl y with the terms and condit ions of the
OECD Arrangement. A fundamental principle driving the absence of a Market Windo w
program is the long-standing U.S. government policy of prohibiting Ex-Im Bank from
competing with com mercial banks for ex port credit business, aswel 1 as specific
legislative limitations. In 2002, Congress gave Ex-Im Bank the ability to match the
terms and conditions offered by Market Windows. As of 2011, Ex-Im Bank has yet to use
this matching authority.

G-7 ECAs’ Policies and Practices

Three G-7 countries provide explicit Market Window support: Canada through EDC;

Germany through KfW IPEX-Bank, a KfW su bsidiary; and Italy through SACE, which

started an untied program in 2008. The SACE program supports untied loans through

insurance or guarantees as long as thetr  ansaction is in the “national and strategic
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interests” of Italy. In 2011, SACE authorized over $30 million under its untied program.
The following discusses the recent activities of the two historical G-7 Market Window
institutions.

e EDC

Export Development Canada (EDC) is a Ca nadian Crown Corporation that operates on
private commercial bank principles (i.e., s eeks to maximize profits) while providin g
export credits for Ca nadian exporters. EDC also ope rates Canada’s official ECA and
allocates business b etween its official window and Market Window with littl e
transparency.

Prior to the implementation of the 2007 Aircraft Sector Understanding, Canada
authorized most of its aircraft business th rough its Market Window program. However,
when the ASU came into effect, EDC moved it s aircraft business to its offic ial window.
EDC’s medium- and long-term export credit ac tivity from 2006 to 2011 shows that with
the onset of the financial crisis, EDC’s offici al window activity increased. Nevertheless,
both Market Window and official window a ctivity for Canada fell considerably over the
past year (Figure 28).

Figure 28: EDC Medium- and Long-Term Activity, 2006-2011
(Billions USD)

2006 2007 2008 2009 2010 2011
Total MLT Export Credits $5.3 $2.8 $4.6 $4.6 $5.4 $3.3
Market Window 5.1 2.3 3.3 1.8 2.8 15
Official Window 0.2 0.5 1.3 2.5 2.6 1.7

Source: EDC
¢ KfW IPEX-Bank

In 2004, KfW Bankengruppe began conducting much of its export credit and project
finance activity through IPEX-Bank, a newl y-created, 100% KfW-owned, ar ms-length
subsidiary (i.e., a “ba nk-in-a-bank”). The decision to separate Market Window activity
from KfW’s state-sponsored economic support activities was motivated by the European
Commission’s concern that KfW’s export financing was unfairly competing with
European commercial banks due to KfW’s st ate support. To fully address the European
Commission’s concern, on Jan uary 1, 2008 , KfW IPEX-Bank began op erating as a
legally independent entity but still remains a sub sidiary of KfW and continues to be
closely integrated int o KfW’s overall stra tegy. Although KfW IPEX-Bankr eceived an
initial equity injection from its spin-off from KfW, it has a stand-alone credit rating,
which is the basis of its funding costs. KfW IPEX-Bank is also subject to taxation an d
German banking regulations. It must earn a risk-adjusted return on capital of 13%, a
level determined by IPEX-Bank management and endorsed by KfW’s Board.

KfW IPEX-Bank’s export credit b usiness is provided b oth on Arrangement terms, with
official export credit insurance coverage by Euler Her mes (Germany), and on Market
Window terms. The Market Window support is provided in co nnection to European
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Union (and German) interests. KfW IPEX Ba nk’s total medium- and long-term activity
increased by 55% in 2011. In 2011, KfW IPEX Bank’s Market Window activity remained
stable, while support under its official window doubled. Figure 29 below provides a
breakdown between the Market Window and o fficial window support provided by KfwW
IPEX-Bank since 2006.

Figure 29: KfW IPEX-Bank Medium- and Long-Term Activity, 2006-2011

(Billions USD)
2006 2007 2008 2009 2010 2011
Total MLT Export
Credits $4.0 $5.4 $5.9 $3.4 $4.0 $6.2
Market Window 2.2 2.7 2.7 11 1.8 1.8
Official Window 1.8 2.7 3.2 2.3 2.2 4.4

Source: KfW IPEX Bank

Summary Data

Combining the two estimates for EDC and KfW IPEX-Bank yields a total of $3.3 billion

in Market Window volume for 2011, with much of the decreas
lower Market Window activity (see Figure 30).

Figure 30: Market Window Activity, 2006-2011 ($U.S. Billions)

e attributed to EDC’s

2006 2007 2008 2009 2010 2011
EDC 5.1 2.3 3.3 1.8 2.8 1.5
KfW/IPEX-Bank 2.2 2.7 2.7 11 1.8 1.8
Total $7.3 $5.0 $6.0 $2.9 $4.6 $3.3

Exporter and Lender Survey and Focus Group Results

The perception among survey respondents is that Ex-Im Bank is unwilling to match
Market Window programs. Furthermore, one exporter commented that it is difficult to
mobilize Ex-Im to match Ma rket Window financing; subsequently, sales are lost.
Exporter and lenders consider t he absence of an Ex- Im Market Window program a
negative impact on the Bank’s overall com petitiveness. Moreover, during focus gro up
meetings, exporters noted that the lack of a U.S. government program that is
comparable to the fo reign Market Window pr ograms does leave U.S. exporters wit h
fewer financing options.

Conclusion

In 2011, Ex-Im Ba nk received no info rmation on specific transactions posinga
competitive threat due to Market Window fi nancing. However, the absence of Market
Window financing allegations does not minimize the effect that such programs can have
on U.S. exporter and lender com petitiveness. The flexible terms and attractive financing
Market Windows programs can offer on a ca se-by-case basis remain a concern for Ex-
Im Bank and its stakeholders. While activi ty deemed “Market Window” appeared to
decline in 2011, untie d financing is becom ing more prevalent in the export finance
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world, as noted in Chapter 8. Nonetheless, absent direct competition of Market Window
programs on U.S. lenders and exporters, Market Windows have a neutral impact on Ex-
Im’s competitiveness.
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Chapter 5: Economic Philosophy
Section C: Ex-Im Bank’s Economic Philosophy
Competitiveness

The U.S. government philosophy regardin g official export credit activity is that ECAs
should be able to compete on a level play ing field, should supplement—not compete
with—the private sector, and should operat e on a long-term breakeven. This outlook
guides Ex-Im Bank offers of export credit supportt o U.S. exporters. The U.S. has
consistently promoted this philosophy amon gst its ECA counterparts within the OECD
and has sought to ensure that this philosophy is depicted in the OECD Arrangement.

After not executing any Tied Aid deals in 2010, Ex-Im Bank authorized a Tied Aid Letter
of Interest relating to a transaction involvin g fire trucks to Indonesia during calendar
year 2011. This transaction met all of Ex -Im’s tied aid criteria to match, and
authorization of the Tied Aid Letter of Inte rest may have helped a U.S. exporter from
losing its commercial market share due to tied aid use by another OECD ECA. Ex-Im
also denied 3 transactions in 2011. The overall impact of Ex-I m’s tied aid policies is
negative.

Overall Market Window activity has still not recovered to pre-cris is levels and, in fact,
declined in 2011. No s pecific cases of Market Windows were highli ghted in 2011. Some
exporter and lenders consider t he absence of an Ex -Im Market Window program a
negative impact on the Bank’s overall compe titiveness, but with the decreased volume
coupled with the lack of direct competition, Market Windows continue to have a neutral
impact on Ex-Im’s competitiveness.

Figure 31 shows the range of impact that these financing features (e.g., de facto “tied”
untied aid, Market Windows) could have on Ex-Im Bank’s competitiveness in individual
cases when similar terms and co nditions are not made available by Ex-Im Bank to U.S.
exporters. See Appendix A for more on the Report’s grading methodology.

Figure 31: Grading of Ex-Im Bank’s Competitiveness When Confronted with
Differing Government Financing Philosophies and Programs, 2011

Proaram Ex-Im Bank has Impact on
9 Program (Yes/No) Competitiveness
Tied Aid (de jure or de facto) Yes! Negative
Market Windows No? Neutral
Overall Assessment — Negative (on a I|m.|ted
number of transactions)

t Ex-Im Bank could use the Tied Aid Capital Projects Fund (TACPF) to match “de facto tied” untied aid.

2 In Ex-Im Bank’s 2002 Charter Reauthorization, the Bank was granted the authority to provide financing
terms that are inconsistent with the Arrangement when a Market Window is providing such terms that
are better than those available from private financial markets.
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Chapter 6: Public Policies — Stakeholder Considerations
Section A: Introduction

Pursuant to its Congressional mandate, Ex-I m Bank’s mission is to support U.S. jobs
through exports by filling gaps not met by the private sector. These gaps generally occur
when transactions require certain terms (e .g., 10-year repayment terms) no t available
from commercial sources of financing or when U.S. exporters encounter foreign
competition benefitting from officially = supported financing. By correcting these
imperfections in the market, Ex -Im Bank pr ovides U.S. exporters with competitive
financing on terms and conditions consistent wi th market-based principles (e.g., charge
fees that reflect risk).

At the same time, because Ex-Im Bankus es U.S. taxpayer-backed fun ds, Congress
requires the Bank to be mindful of certai n public policy considerations in providing
export credit financing. These considerations tend to constrain Ex-Im Bank activity and,
therefore, can affect Ex-Im Bank competitiveness.

This chapter of the Report focuses on thr  ee of the more noteworthy public policy
considerations that have the potential to im pact U.S. exporter competitiveness. These
policy mandates are summarized below:

e The economic impact mandate requires Ex-Im Bank to evaluate both the potential
positive (e.g., benefit of the exp ort) and negative (e.g., displace U.S. production)
effects of an application on the U.S. econ omy. Only applications for capital goods
and services exports that enable foreign pr oduction of an exportable good (e.g.,
increase in foreign fertilizer production capacity) are subject to economic impact
limitations. If the economic impact evaluati on yields a net negative finding, it can
be a basis for withholding Ex-Im Bank support.

e Content refers to the country of origin of the goods and services that make up an
export contract. The U.S. content in Ex-Im Bank-supported transactions serves as
a proxy for U.S. jobs. Thus, Ex-Im Bank’s content requirements are a direct result
of the U.S. jobs mandate. Ex-Im Bank supported transactions include U.S. content
(that is, U.S.-originated goods and services), foreign content (that is, third country-
originated goods and services), and local content (that is, goods and services that
originate in the foreign buyer’s country).

Of the goods and services exported from the United States, Ex-Im Bank generall y
limits its cover to U.S. content in an export contract. Thus, if a U.S. export con tract
contains 70% U.S. content and 30% eligible foreign content, Ex-Im Bank limits its
financing to 70% of the U.S.e  xport contract, thereby requiring the buyer to
identify alternative ways to cover the foreign content.

In addition, Ex-Im Bank can cover up to 30% of the U.S. export contractinl  ocal
costs, orgoodsand  services procured in the buyer’s country. Long-term

transactions are automatically eligible for local cost support, while medium -term
transactions can only obtain local cost su pport if the applicant demonstrates need.
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Medium-term applicants mu st demonstrate either: (1) foreign co mpetition with
ECA-backed local cost financing; or (2) lack of private market local cost financing
for the transaction.

e The U.S. shipping requirements that pertain to Ex-Im Bank transactions are found
in Public Resolution 17 (PR-17). PR-17, administered by the U.S. Maritime
Administration (MARAD), requires certain cargo that benefits from U.S.
government support to be shipped on U.S.-flagged vessels. For Ex-Im Bank
purposes, all direct loans exten ded by Ex-Im Bank, guarantees for transa ctions
valued at more than $20 million, and guarantees where the repayment term
exceeds 7 years are subject to PR-17 requirements. If a transaction subject to PR-17
ships its cargo on a non-U.S.-flagged vessel, the transaction is ineligible for E x-Im
Bank support unless the exporter obtains a waiver from MARAD.

While every ECA has its own public policy go als, and conditions its support on a case-
by-case basis accordingly, the resulting limi ts on Ex-Im Bank financing due to these
specific and transparent public policy considerations are generally unique to the United
States. These unilateral requirements have th e potential to create tensions between the
goals of m aximizing U.S. ex porter competitiveness (which tends to maximize Ex-Im
Bank financing) and satisfying public poli cy mandates (which may limit Ex-Im Bank
financing).

In assessing the impact of public policy considerations on Ex-Im Bank competitiveness,
Bank stakeholders generally fall into one of two distinct camps. The first camp consists
of stakeholders who directly participate in Ex-Im Ba nk-supported transactions (e.g.,
exporters and lenders). These stakeholders want to minimize c onditions attached to Ex-
Im Bank support; in their view, the Bank’s mandate is best served by maximizing the
amount of financing available to U.S. expo rt transactions. The second camp consists of
stakeholders who want Ex-Im Bank to consider the impact of its financing more broadly
(e.g, organized labor and NGO’s), especiall y when tradeoffs amo ng U.S. jobs are at
stake; int heir view, the costs of support ing certain transactions may outweigh the
benefit.

The sections that follow provide: (1) insights into the tradeoffs that arise as Ex-Im Bank
pursues its competitiveness goal while at the sa me time fulfilling the letter and spirit of
public policy mandates; and (2) analyses of the implications of these tradeoffs on U.S.
exporter competitiveness.
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Chapter 6: Public Policies — Stakeholder Considerations
Section B: Economic Impact

Introduction

According to the Ex-Im Charter, all applicatio ns received by the Bank are subject to an
economic impact review. The Bank must dete rmine on a case-by-case basis whether its
support would likely cause substantial injury to U.S. industry or enable the production
of a good that is subject to a trade measure. While all cases seeking Ex-Im Bank support
are screened for economicim pact, only cases that include the export of cap ital
equipment that will enable foreign buyers to establish or that will expand production
capacity of an exportable good are subject to a more detailed analysis. The condition s
prompting a detailed economic impact analysis are discussed below.

In 2011, economic im pact policy directly affected approximately 40% (135) of medium -
and long-term transactions that were “acted on,” * while less than 1% (2) wer e subject to
a detailed economic impact analysis.2 (See Figures 32 and 33.)

Ex-Im Bank’s Policy and Practice

The economic impact requirement was first incorporat ed into Ex-Im Bank’s Charter in
1968 and has been subsequently modified eight times, most recently in December 2006.
The Charter requires the Bank to assess whether its extension of financial support would
result in either of the following;:

e Foreign production of substanti ally the same product that is the subject of
specified trade measures;’ or

e Poses the risk of substantial injury to the U.S. economy. * All applications seeking
over $10 million in Ex-Im fina ncing where the new foreign pro duction exceeds
1% or more of U.S. production  of th e same good, are subjecttoad etailed

1 “Acted on” refers to transactions the Bank authorized, denied, and applications that were withdrawn by
the applicant prior to Bank’s act ion. Note this number is different fromt he number of reported
authorizations for the year.

? In accordance with the Bank’s Charter and economic impact procedures, to trigger a detailed economic
impact analysis a transaction must have all of the following characteristics: (a) an application request for
more than $10 million in Ex-Im financing (or aggregate requests for Ex-Im financing that have exceeded
$10 million over the past 24 months and have involved the same foreign entity and substantially the same
product to be produced); (b) the export is capital goods and/ or services; and (c) th e new foreign
production has met the statutory threshold of 1% or more of U.S. production of the same or similar
product.

3 The relevant trade measures are: anti-dumping (AD) or countervailing duty (CVD) orders; Section 201
injury determinations under the Trade Act of 1974; and suspension agreements from AD/CVD
investigations.

4 Congress defined the threshold for substantial injury in Ex-Im Bank’s Charter . The threshold is met if
the foreign buyer’s new production is equal to or greater than one percent of U.S. production of the same,
similar, or competing good.
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economic impact analysis. ®> In a detailed economic impact analysis, staff
examines global supply and demand for the good in an effort to assess the b road
competitive impacts on U.S. in dustry arising from t he new foreign produ ction
(e.g., whether U.S. production islike ly to compete with the new foreign
production).

The Bank’s Charter also requires Ex-Im Bank’s Chairman to submit a Sensitive
Commercial Sectors and Product s list (“Sensitive Sectors List”) to Congress each year.
This list is designed t o inform potential ap plicants of industries that have historically
faced significant difficulty obtaining Ex-Im Ba nk support. However, it is important to
stress that inclusion on the Sensi tive Sectors List does not indicate an automatic denial
of Ex-Im s upport. The 2011 Sensitive Sect ors List, comprised of “raws teel-making
capacity,” “DRAM semiconduct ors,” and “U .S. market oriented” produ ction, was
submitted to Congress in May of that year. ©

Ex-Im Bank Summary Data

In CY 2011, the Bank “acted on” 344 medium- and long-term applications. Again, “acted
on” refers to transactions the Bank authorized,d enied, and applications that were
withdrawn prior to Bank’s action. Of the 3 44 applications, 228 were applications for
medium- and long-term loans and guarantees at the Preliminary Commitment and Final
Commitment stages, and 116 were medium -term insurance applications. (See Figure

32)

Figure 32: Applications “Acted On” by Ex-Im Bank, CY 2008- 2011

2008 | 2009 | 2010 | 2011

Long- and Medium-Term Loans and Guarantees (PC or AP) 287 | 218 | 192 | 228

Medium-Term Insurance 223 106 144 116

Total Long- and Medium-Term Transactions 510 | 324 | 336 | 344

Source: U.S. Ex-Im Bank Data

In CY 2011, the Bank analyzed those 34 4 medium- and long-term applications for
economic impact implications, and identified 135, which involved the export of capital
goods and services. None of th e applications supported in 2011 enabled the foreign
buyer to produce a good subject to trade measures. Further analysis indicated that:

e 18 of the 135 applications involved exports that would enable the foreign buyer to
produce goods that are deemed to be in undersupply and therefore were not
subject to further economic impact analysis. Undersupply, as described in the
publicly available economic impact procedures,” is characterized by long-term

5 Legislation enacted in December 2006 requires that, for the purposes of determining whether a
proposed transaction exceeds the $10 million threshold, the Bank aggregates the dollar amount of the
proposed transaction and the dollar amount of all transactions approved by the Bank in the preceding 24-
month period that involved the same foreign entity and substantially the same product to be produced.

6 “U.S. market oriented” productio n is defined as products asso ciated with projects where a significant
portion of the output directly produced by the project is destined for the U.S. market and will compete
directly with U.S. production.

" Bank’s economic impact procedures are available at http://exim.gov/products/policies/econ_impact_proc.cfm
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excess demand as compared to expected available supply of a good. Products
currently on the undersupply list are diamonds and oil and gas.

111 of the 135 applications involved requests for $10 million or less in Ex-Im
financing in CY 2011. Individually, these applications are not subject to detailed
analysis; however, as previously mentioned, the Charter and the Bank’s economic
impact procedures require that all applications requesting $10 million or less in
Ex-Im financing to the same foreign entity and substantially the same product to
be produced be aggregated over the past 24 months. If the aggregated amount
exceeds $10 million, then the transaction would receive further scrutiny to
determine whether the new foreign production would meet the 1% threshold for
substantial injury.

six of the remaining 135 applications we re reviewed to determine whether the

new foreign production would exceed 1% of comparable U.S. production. Four of
these six did not meet the 1% threshold for substantial injury, and therefore, did
not require any furthe r economic impact review. The remaining t wo cases were

subject to detailed economic im pact analysis, yielded a net positive economic
impact finding, and were approved by Ex-Im’s Board of Directors.8

Figure 33: Applications That Triggered One or More Economic Impact

Filters and as a Result Were Subject to Further Economic Impact Scrutiny

CY 2008- 2011, by Economic Impact Filter

Number of Long- and Medium-
Economic Impact Filters: Term Applications
2008 2009 2010 2011
Undersupply 14 16 16 18
$10 Million or Less Requested in Ex- Im Financing | 162 60 91 111
No Substantial Injury Determination 4 5 3 4
Subiject to Detailed Economic Impact Analysis 10 7 8 2
T_otal Number of Cases Caught by Economic Impact 190 38 118 135
Filters
Percent _of Acted On” Cases Directly Affected by 37% 279% 3506 40%
Economic Impact Mandate
Percent _of Acted On Ca_lses that Received Detailed 20 204 20 <1%
Economic Impact Analysis

Source: U.S. Ex-Im Bank Data

8 In CY 2011, three detailed economic impact analyses were conducted and notified to the Federal

Register, however, of those three, only two transactions were authorized that year. The third transaction
was approved in CY2012 and will be accounted for in the next year’s Competitiveness Report.
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Exporter and Lender Survey and Focus Group Results

Exporters and lenders once again gave Ex-Im Bank’s economic impact policy a negative
rating. The general consensus in the export community is that the economic impact
requirement has a “chilling effect” on potential applicants and is subsequently viewed as
a distinct competitive impediment to potential transactions.

Exporter and Lender Focus Group meeting particip ants did not identify economic
impact as an area of major concern as they recognized that the requirements were not
within Ex-Im Bank’s c ontrol, irrespective of the fact that foreign ECAs do not have an
economic impact review.

G-7 ECAs’ Policies and Practices

All G-7 ECAs have a broad mandate to support transactions that benefit their domestic
economies and condition their decisions to provide or withhold official support based on
benefits to their national economies. Ex-Im Bank is the only ECA required by law to
weigh the potential economic costs against th e benefits of Bank-supported exports, as
well asto consider outstanding and prel  iminary trade measures when evaluating
applications on a case-by-case basis.

Conclusion

Ex-Im Bank’s economic impact policy direct ly affected approximately 40% (135) of the
Bank’s medium- and long-term transactions “acted on” in CY 2011. The U.S. export
community expressed that the economic impa ct mandate has a negative ef fect on the
Ex-Im Bank’s competitiveness relative to  foreign ECAs. Ho wever, given the small
number of applications subject to detail ed economic impact scrutiny (less than 1% of
344, or 2 transactions in CY 2011), the actua 1 effect of the economic impact mandate on
overall Ex-Im Bank’s activity is relatively narrow.

Because no other G-7 ECA is prohibited fro m supporting transactions due to economic
impact considerations, this requirement hasaneg ative impact on Ex- Im Bank’s
competitiveness. As such, the economic im pact policy was once again given a negativ e
rating. However, because applications subjec t to detailed econ omic impact scrutiny
represent a distinct minority of Ex-Im Bank transa  ctions, the actual effect of the
economic impact mandate on Ex-Im Bank ’s competitiveness should be weighted
accordingly.
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Chapter 6: Public Policies — Stakeholder Considerations
Section C: Foreign Content and Local Costs

Introduction

Ex-Im Bank’s conte nt policies can be grou ped into three general categories: U.S.
content, foreign content, and local costs. U.S. content is the portion of an export that
originated in the United States.  Foreign c ontent ist he portion of anex port that
originated outside the seller’s and the buye r’s countries, and local costs are goods and
services manufactured or originated in the buyer’s country.

For many years, eligibility and cover criteria for foreign content have been identified by
many exporters as their number one concern. In 2011, concerns regarding Ex-Im Bank
content policies increased in tand em with the spike in demand fo r Ex-Im Bank direct
loan financing, which was prompted by the liquidity constraints caused by the 2008
financial crisis, the Eurozone crisis, and the new regulatory environment resulting from
banks preparing to implement Basel III requirements. For more information about the
financial crisis please refer to Chapter 2.

As such, there is a gro wing interest in introducing flexibility into t he domestic content
rules because they are not governed by in  ternational agreement. That is, each ECA
establishes its own guidelines. T hus, exporters have most frequently identified foreign
content as an area where ECA policies and practices substantially diverge as they are
driven by the politic al and eco nomic environment in which each ECA operates. By
contrast, the OECD Arrangement sets the basic parameters on official local cost support
and, as a result, ECA policies appear to be more closely aligned.

Ex-Im Bank’s Foreign Content Policy and Practice in 2011

In keeping with its mandatet o maintain or increase U.S. em ployment through the
financing of U.S. expo rts, Ex-Im Bank’s fore ign content policy en sures that its export
financing targets U.S. content thatis dire = ctly associated with goods and services
exported from the United States. Ex-Im Bank  relies on U.S. content as a proxy to
evidence support for U.S. jobs. During fiscal year 2011, the Bank reported $32.7 billion
in export financing that supported $41.3 billion worth of American exports and
supported an estimat ed 288,000 jobs. Thus, the content policies aim to provide
incentives to maximize sourcing of U.S. con tent. Nevertheless, in some situations U.S.
export contracts contain essential goods and services that aref  oreign-originated. To
accommodate these goods and services, Ex -Im Bank’s policy allows the inclusion o f
some foreign conten t in the U.S. export contract with cert ain restrictions and
limitations.

Ex-Im Bank’s foreign content policy is consis tent with the objectives mandated in its
Charter; however, there are no specific statu tory requirements per se relating to foreign
content. Rather, the policy reflects a conce rted attempt to balance the interests of
multiple stakeholders.
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For all medium- and long-term  transactions, Ex-Im Bank’s foreign content policy
restricts the scope of its financial support to cover only those products that are shipped
from the United States to a foreign buyer, and then it limits the level of its support to the
lesser of: (1) 85% of the value of all eligible g oods and services contained within a U.S.
supply contract; or (2) 100% of the U.S. content of that export contract. Hence, there is
no minimum U.S. content requirement.

G-7 ECAs’ Policies and Practices: Foreign Content

As a general rule, all ECAs seek to maximize their own national benefit resulting from
their respective activities. Traditionally, the level of domestic content has be en used to
establish the level of official support avai lable. Today, however, G-7 ECA policy and
practice vary widely on the determination of national benefit. Specifically, while Ex-Im
Bank’s definition of national interest is linked to national content and the U.S. jobs that
result from it, foreign ECAs have added to the domestic content c riteria, which is now
but one of many indicators of national bene fit. Other indicators include indirect job
support resulting from future sales, future employment prospects resulting from the
procurement of parts and technology from the domestic parent com pany, and
relationship building with foreign exporters th at would be incentivized to increase their
investments to further access ECA financing. Thus, the national benefit evaluation is
considered on a broad spectrum that includes not only the assessment of the benefits
that a single transaction has on the ECA’s domestic economy, but also projections of
future benefits. Therefore, ECAs have adopte d different content policies depending on
the country’s political and economic landscape.

OECD Arrangement participants recognize that each country develops its content policy
to further individual domestic policy goals. Hence, no OECD Arrangement guidelines
govern the scope or design of f oreign content in an officially supported export credit.
Given the vastly different sizes and compo  sitions of the G-7 economies and their
respective views on n ational interest, it is not surprising that foreign content policies
vary widely and substantively.

Ex-Im Bank is the only G-7 ECA that does not provide any direct support for third
country content. That is, though the Bank  does not require a minimum amount of
domestic content for medium- and long-term transactions, the Bank has the lowest
“foreign content allowance” (15% ). In addition, Ex-Im Bank is the only ECA requiring
that goods be shipped from domestic shores in order to be eligible for support. However,
unlike its G-7 counterparts, Ex-Im treats th e foreign content an d local costs separately
and will support a maximum of upto1 5% foreign content AND 30% local costs. In
contrast, G-7 ECAs generally consider the le vel of support on the total non-domestic
content (foreign and local) on an aggregate ba sis. That is, if a G-7 ECAs content policy
states that it will allow up to 50% non-domestic content, if the local costs are maximized
at 30%, the foreign ECA will limit the el  igible foreign content to 20% of the export
contract. Figure 34 compares the main aspects of the content policies of the G-7 ECAs
in 2011. The data illustrate that Ex-Im Bank’s content requirements and implementation
of those requirements are significantly more restrictivet han those ofits G-7
counterparts. In su mmary, foreign ECAs g enerally offer a more flexible, case-by-case
approach to domestic, foreign, and local content than is currently available fr om Ex-Im
Bank.
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Figure 34: Comparison of Content Policies of the G-7 ECAs, 2010

Ex-Im Bank EDC European JBIC & NEXI
(Canada) ECAs (Japan)

Is there a requirement to ship
foreign content from ECA’s Yes No No No
country?
Will the cover automatically
be reduced if foreign content Yes No No No
exceeds 15%7?
Is there a minimum amount
of domestic content required No No Yes Yes
to qualify for cover?
Does domestic assembly of
foreign inputs transform the
foreign-originated input to No Yes Yes Yes
domestic content?

Ex-Im Bank Summary Foreign Content Data

In 2011, the data indicate th

at theinci dence of foreign content in Ex-Im Bank

transactions (as shown in Figure 35) is on the rise. S pecifically, the dollar volume of
transactions which include foreign content as
92%, while the number of transactions comprises slightly more than 40% of all medium-
and long-term activity. Ex-Im authorized al most twice as many long-term deals with

foreign content than medium term. In 2011,

a share of total exports has jumped to

while the inciden ce of foreign content is

increasing, the average foreign c ontent ratio dipped slightly from the previo us year to
12%, but remains in line with the 11-14% levels that for eign content has been during the
past five years. Medium-term transactions are lower dollar value, but the average
foreign content is marginally higher (16%) than the average foreign content in long-term
transactions (12%). (See Appendix E for foreign content transaction detail. *)

Figure 35: Recent Trends in Ex-Im Bank Foreign Content Suppo rt, 2006-

2011 (U.S. $ Million)

Authorizations 2007 2008 2009 | 2010 2011
Total activity Export value ($MM) $7,833 | $12,082 | $17,449 | $14,398 | $20,695
Number of transactions 412 333 275 320 308
Export value ($MM) $7,457 | $10,750 | $15,946 | $11,342 | $18,997
Transa_ct_lons Percentage of total 95% 89% 91% 79% 9206
containing value
Foreign Number of transactions 143 141 115 122 124
content Percentage of total 35% 420 49% 38% 40%
number
Foreign Volume ($MM) $919 | $1,164 | $2,106 | $1,604 | $2,373
content Average per transaction 12% 11% 13% 14% 12%

Source: U.S. Ex-Im Bank

1 Appendix E provides a more detailed listing of foreign content contained in Ex-Im Bank’s medium- and
long-term transactions (including medium-term insurance) at the time of authorization in 2010.
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Ex-Im Bank’s Local Cost Policy and Practice in 2011

When Ex-Im Bank provided medium- orlo ng-term guarantee, loan o r insurance
support for exports in 2011, it could also provide support up to 30% of the value of the
U.S. exports (including eligible f oreign content) for locally originated or manufactured
goods and services connected to the U.S. expo rt contract. Ex-Im Bank’s local cost policy
reflects the premise that some amount of 1 ocal labor and raw materials are necessary to
efficiently build or assemble the end produ ct of the U.S. export. The absence of Ex-Im
Bank support for local costs that is integr ~ al tothe U.S. expo rter’s contract could
undermine the U.S. exporter’s chances of winning the sale.

For medium-term transactions, Ex-Im Bank could provide local cost support so long a s
the local costs were related to t he U.S. exporter’s scope of wor k and the U.S. exporter

demonstrated either: (1) the availability of local cost support from a competitor ECA; or
(2) that private market financing of local costs was difficult to obtain for the transaction.

In 2011, Ex-Im Bank approved an expansion of the local cost eligibil ity criteria to all
long-term transactions. The expansion allows Ex-Im local cost support to be offered for
local costs that are beneficial to the project as a whole. The previous requirement was
that local costs relate directly to the U.  S. exporter’s contract. Automatic local cost
support continues to be available for all environmentally beneficial ex ports, the
engineering multiplier program, medical eq uipment exports, and exports of products
related to transportation security projects (also known as the Transportation Security
Export Program), regardless of term.

Unlike its G-7 counterparts, Ex -Im treats foreign content an d local costs separately and
will support a maximum of up to 15% foreig n content AND 30% local costs. In contrast,
G-7 ECAs generally consider th e level of support on the total non-domestic content
(foreign and local) on an aggregate basis. That is, if a G-7 ECAs content policy states that
it will allow up to 50 % non-domestic content, if the local costs are maximized at 30%,
the foreign ECA will limit the eligible foreign content to 20% of the export contract.

Ex-Im Bank Summary Local Cost Data

Figure 36 illustrates recent trends in Ex-Im Bank’s support of 1 ocal costs. In 2011, the
dollar volume of transactions that received local cost support re presented 11% of total
medium- and long-t erm transactions.In 2011, though the distribution between
medium- and long-t erm deals receiving local costs support was even, long-ter m
transactions comprised close to 98% of the volume of all local cost authorizations, with
project finance transactions accounting for 68% of the overall local cost volume. In 2011,
about 70% of local cost financing supported in stallation costs, on-site construction, and
labor costs. Almost 18% was generally comprised of import duties and value added taxes
and the remaining approximately 12% was to support capital equipment. It is important
to note, however, that aircraft (large and sm all) transactions do not typically receive
local cost support and have been excluded from Figure 36.
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Figure 36: Recent Trends in Ex-Im Bank Local Cost Support, 2007-2011
(U.S. $ Million)

Authorizations 2007 2008 2009 2010 2011
Total Authorized
medium- Amount $3,682 $4,292 $7,330 $7,152 $8,780
and long-
term i\:;rr:‘sgirtigfns 438 377 303 284 266
activity*
Medium- Number_of 35 37 47 46 58
and long- | transactions
term
activit Percentage of
. _y total number of 8% 10% 16% 16% 22%
COMENIE transactions
local costs
Volume ($MM) $30 $211 $1,299 $705 $955
Local costs f(?[rclent%ge of
otal medium- 1% 5% 18% 10% 11%
and long-term
activity

*Data reflect authorized amount instead of export value, as the authorized amount includes local cost. Data exclude
large aircraft transactions since they do not contain local cost.
Source: U.S. Ex-Im Bank

G-7 ECAs’ Policies and Practices: Local Cost

All G-7ECAs adher e tothebasiclocal cost parameters set forth in the OECD
Arrangement. In the calendar year 2011, 19 OECD Participants notified 160 transactions
where local cost support exceeded 1 5%. Specifically, Ex-Im notified = the most
transactions (46), followed by Germany (Euler Hermes) (24), Sweden (EKN) (13)
transactions, and Italy (SACE) (9). Abo ut 80% of local cost financing supported
installation costs, on-site construction an d labor costs, almost 10% of local cost
financing supported capital equipment, and the remainin g 10% supported a
combination of local costs delivered from local subsidiaries and VAT /import duties.

Exporter and Lender Survey and Focus Group Results

The overwhelming number of s urvey respondents indicated that Ex-Im Bank’s foreign
content policy had a negative im pact on Ex-Im Bank’s competitiveness. Exporters and
lenders expressed the view that Ex-Im Bank’s foreign content policy is the “most
significant hindrance to using Ex-Im progra ms” and “places U.S. exporters at a very
large disadvantage.” Exporters went on to complain that “Ex-Im Bank's content policy is
by far the most restrictive of an y ECA and ignores modern suppl y chain practices.”
Exporters urged Ex-Im to review its content policy and intro duce flexibilities that
recognize the changes in the global econo my. To that end, exporters have repeatedly
encouraged Ex-Im Bankto ad opt acontent policy that would allow Ex-Im to offer
support, as other ECAs do, based on the invo lvement of a U.S. exporter rather than
limiting support to the U.S. content included in the Ex-Im Bank supported transaction.
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In contrast, exporters and lenders indicated that Ex-Im Bank’s local cost policy had a
positive impact on Ex-Im Bank’s competiti veness. Survey respondents indicated that
Ex-Im Bank’s local cost policy is more competitive than its G-7 counterparts and
recognized that the new flexibilities introduced to the local cost policy have been “very
positive in structuring new deals.”

Conclusion

As Ex-Im Bank is the only G-7 E CA that does not allow for any direct support of foreign
content and doesn’t consider other factor s (e.g., unavailability of materials) when
determining its level of support, Ex-Im Bank’s foreign content policy is increasingly less
competitive relative to other G-7 ECAs. Moreover, u nlike its G-7 counterparts, Ex-Im
treats the foreign content and local costs separately and does not apply eligibility criteria
flexibly, taking into account other factors be yond the strict limits, i.e., Ex-I m Bank will
support a maximum of up to 15% foreign = content AND 30% local costs. Therefore,
though Ex-Im Bank’s approach to foreign co ntent appears to be more transparent and
predictable than the approaches taken by its G-7 counterparts, exportersa nd lenders
alike maintain that it is the la ck of flexibility — both in de finition and direct support of
foreign content — that results in a negative impact on Ex-Im Bank’s competitiveness.

Ex-Im Bank is one of the few G- 7 ECAs that does not explicitly require local costs to be
in the exporter’s contract. Thus, by broaden ing the definition of local cost el igibility to
include costs that may be “connected” to the overall project, but not directly associated
with the source of supply and based on both comparative information regarding Ex-Im’s
G-7 ECA counterparts and on the exporting community’s actual experience with Ex-Im
Bank’s local cost pol icy, Ex-Im Bank’slocal cost policy is considered to have a very
positive impact on the Bank’s competitiveness
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Chapter 6: Public Policies — Stakeholder Considerations
Section D: U.S. Shipping Requirements

Introduction

Public Resolution 17 (PR-17) enacted on March 26, 1934 and most recently reaffirmed in
Public Law 109-304 on October 6, 2006 requires that loans made by U.S. Government
instrumentalities to finance exports specify that ocean-borne sh ipments use U.S. fla g
vessels, unless a waiver is granted. Congre ss charges the Secretary of Transportation
with deciding whether to waive the shippi ng requirement and allow a non-U.S. flag
vessel in certain specified instances. The U. S. Marine Administration ( MARAD) is the
branch of the Department of Transportation that conducts the required investigation to
determine whether U.S. flag vessels are available in sufficient number, tonnage capacity,
at the necessary time, and at a reasonable rate in considering a waiver request.

This longstanding requirement is part of a broader U.S. Government national polic y
consideration. The underlying objective is to maintain a well-trained merchant marine
able to maintain the fl ow of waterborne domestic and foreign commerce. Additionally,
the merchant marine could serve as a naval or military auxiliary force durin g war or a
national emergency. Merchant marine ves sels must be U.S. Go vernment or citizen-
owned and manned by U.S. citizens.

Shipping on U.S. flag vessels is considered to be a U. S service export, and the ocean
freight cost is eligible for Ex-Im Bank fina ncing. Notwithstanding the potential benefit
of qualifying for Ex-Im Bank financing, some U.S. exporters and lenders contend that
the requirement to ship on U.S. flag vessels places them at a com petitive disadvantage
relative to other countries’ exporters. Expo rters report that arranging U.S. transport
typically results in higher costs, which can be as much as two or three times the cost of
other rates, and delays of several weeks or more, both of which pose hurdles n ot shared
by foreign competitors. MARAD concurs that no other G-7 cou ntry imposes a similar
shipping requirement.

Exim- MARAD Understanding on PR-17

PR-17 was enacted when Ex-Im Bank only offe red direct loans to support U.S. exports.
MARAD and Ex-Im Bank subsequently agreed that PR-17 would apply to certain Ex-Im
Bank guaranteed transactions that were the equivalent of direct loans. Based on a
Memorandum of Understandin g (MOU), PR-17 requirements apply to guaranteed
transactions when the financed amountis above $20 million (excluding the exposure
fee) or the repayment termisl onger than 7 years. ! The size a nd repayment term

1 Ex-Im bank has special programs to promote medical and environmental exports. The programs allow
the repayment term to exceed the standard 7-year limit for products that qualify for medium-term
support. Irrespective of the longer repayment period, environmental and medical equipment transactions
authorizations under $20 million are treated as other medium-term, guaranteed transactions and
considered exempt from PR-17 shipping requirements.
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thresholds are meant to cap ture those guaranteed transactions that would commonly
qualify for a direct loan.

MARAD issues waivers to PR-17 that permit ex porters to ship on a non-U.S. flag vessel,
in certain instances. Most waiver determinations are shipment specific.2:3

The four types of waivers are:

Statutory (Non-Availability)

An exporter or foreign borrower, directly or indirectly through a representative or
shipper, may seek a Statutory waiver when it appears that U.S. vessels will not be
available within a reasonable time or at reasonable rates.

General

If a U.S. vessel is available, a waiver to ship up to 50% of the exports under a
foreign flag carrier could be al lowed, if equitable treatmentis given to U.S.
carriers from the recipient country. A General waiver c ould be arranged to apply
to all shipments that will occur in conjunction with an export sale.

Compensatory

When through honest error or extenuat ing circumstances exports were ship ped
under a non-U.S. flag vessel, a Compensato ry waiver would allow an exporter to
fulfill the PR-17 requirement by substituting shipments of equal value that are
not subject to the PR-17 requirement on a U.S. vessel.

Conditional

When no U.S.-flag serviceisc apable of accommodating shipments of over-
dimensional cargo, a Conditional waiver would allow shipment on a non-U.S.
vessel.

Activity Related to PR-17 in 2011

During 2011, Ex-Im Bank authorized 17 tran sactions that would be subje ct to PR-17
shipping requirements. Most, if not all, of the exports sales that proceed will require
multiple shipments, some spanning several years.

According to MARAD, transactions suppor ted by Ex-Im Bank and subject to PR-17
generated nearly $60.8 million in ocean freight revenue in 2011, 97% of which accrued
to U.S. flag vessels. The three percent diffe rence between the total revenue generated by
Ex-Im Bank-supported transactions andt he 97% that accrued to U.S.fl ag carriers
reflects the revenue that foreign flag carriers earned as a result of Statutory waivers.

2 General Waivers may be given for an entire transaction covering multiple shipments, but that decision
could be reconsidered at any time in light of altered circumstances. Similarly, a Conditional waiver for
multiple shipments could be withdrawn, if a U.S. vessel of appropriate size were to become available.

3 When direct U.S. flag service is not available, if MARAD provides its concurrence, a shipment that leaves
on a U.S. flag carrier may be transferred to foreign flag service without a waiver. In 2011, MARAD gave
concurrence for U.S. to foreign carrier combo shipments in three instances. In 2010, MARAD had
approved five such concurrences. The revenue earned by the foreign flag carriers is included as U.S.
carriers’ revenue.
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During 2011, MARAD granted 16 waive  rs, including nine Statutory waivers, six
Compensatory waivers, and one General waiv er (the transaction for which the General
waiver was issued was cancelled, though). See Figure 37 below. Some of t he waivers
were for shipments related to transactions that had been authorized pre-2011. In at least
three instances, MARAD consid ered waiver requests concomitant with Ex-Im Bank’s
credit analyses, and waivers were gran ted before Ex-Im Bank authorized the
transactions. Some shipments that receive d waivers in 2011 were not shi pped until
2012; therefore the revenue is not included in the 2011 tally. For these reasons, there is
not a direct correspondence between the number of waivers granted in 2011 and ocean
freight revenue or between the number or waivers granted and the number of Ex-Im
Bank’s authorizations approved during the year that would be subject to PR-17 shipping
requirements.

It is evident, however, that the number of waivers gran ted in 2011 was within the range
of outcomes seen over the priort hree years. According to MARAD, no waiv er request
was denied in 2011. Before grant ing a waiver, however, MARAD may try to facilitate an
acceptable arrangement to enable shipment on a U.S. flag vessel and only grant a waiver
as a last resort.

Figure 37: MARAD Waivers by Type, 2011

Waiver Type 2008 2009 2010 2011
Statutory 12 6 6 9
General 0 0 0 1
Compensatory 9 7 4 6
Conditional 0 0 0 0
TOTAL 21 13 10 16

Exporter and Lender Survey and Focus Group Results

Since the PR-17 shipping requirement on ly affects a small number of very large
transactions that require oc ean borne tra nsport, slightly over half of the survey
respondents reported that this p olicy issue was “Not Applicable” for them in 2011. Of
those respondents for which PR-17 was relevant, approximately 64% characterized it as
“Negative”. The majority of the remaining responses were “Neutral”.

Though the majority of responses continue to be negative, two respondents changed
from “Negative” in 2010 to “Neutral”. One had witnessed “freight differentials (U.S. flag
versus foreign flag) come down ...to more manageable levels...” On the other hand, some
other respondents remained s taunchly “Negative”. One cha racterized the PR-17
shipping requirement as “a real road block for Ex-Im eligibility all over the world”.

The focus group discussions yie lded a similarly negative reaction to the U.S. shipping
hurdles and requirements, and several participant s explained that deals are going
elsewhere because of them. Th at some tr ansactions never reach Ex-Im Bank due to
MARAD was an opinion held by virtually all of the buyers Ex-Im Bank visited during the
Benchmarking Study. They emphasized that no other country or ECA has a similar
shipping requirement. Thus, if all other factors are comparable in a procurement
situation, but the U.S. supplier has to obtain a MARAD waiver or use U.S. flag vessels,
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the strong tendency is to go with a non-U. S. supplier to avoid the hassle, delays, an d
extra costs that the U.S. shipping requirement inevitably creates.

Conclusion

PR-17 was enacted n early 80 years agob efore advancements in communication an d
transportation revolutionized the internatio nal marketplace. Just-In-Time p roduction
strategies and other cost conscious measur es are now the norm. In today’s global
trading environment, the price and availabili ty of transportation services may be a
critical factor in securing an export sale.

Bridging the requirement to use U.S.-flag ve ssels to ensure that the merchant marine
force retains the skills and capability needed for the broad national policy objectives that
underlie PR-17 and the needs of U.S. exporters to deliver products in a cost-effective and
timely manner is a major challenge. Price differentials of 200 — 300% have historically
been referenced and exporters regularly report tales of long delays. However, at least
one exporter reported recent price differentials in the 25 - 30% range.

Exporters have been encouraged to contac t MARAD even before a sale is finalized. In
fact, according to MARAD, in 2011, it provided a waiver for a potential shipment on a
transaction that had not yet been submitted to Ex-Im for formal consideration4. Though
early attention to shipping requirements may be part of the solution, it is not a panacea
for all the cost and timing issues that concern U.S. exporters.

The majority of exporters and lenders that faced PR-17 shipping requirements in 2011
believed PR-17 placed Ex-Im B ank’s support at a competitive disadvantage relative to

that of other ECAs, because the requirement to ship using U.S. flag vessels can adversely
impact the schedule and cost of an export sale. Overall, the opinion of the U.S. exporting
community on the PR-17 requirement is negative.

4 An exporter that had requested and received a letter of interest from Ex-Im Bank asked MARAD for a
determination regarding the PR-17 shipping requirement and received a Statutory waiver.
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Chapter 6: Public Policies — Stakeholder Considerations
Section E: Ex-Im Bank’s Public Policy Competitiveness

Ex-Im Bank follows a set of public policy requirements that define the boundaries of
where and how Ex-Im Bank can offer support to U.S. exports. These requirements set
Ex-Im Bank apart from other ECAs because, of the four policies, only fore ign content
and local costs have similar counterparts within other ECAs, and only one—local cost—is
controlled by the OECD. Therefore, the potential impact of these factors on case-specific
competition has ranged from extremely posi tive to extremely ne gative. The following
Figure 38 displays the directional influence of those public policies 0 n the Bank’s
competitiveness in 2011.

Figure 38: Grading of Ex-Im Bank’s Public Policy Competitiveness, 2011

Do G-7 ECAs Have a | Potential Impact on

Policy Similar Constraint? Case-Specific

(Yes/No) Competitiveness
Economic Impact No Negative
Foreign Content Yes Extremely Negative
Local Costs Yes Extremely Positive
PR-17 No Negative
Overall Assessment Negative
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Chapter 7: Overall Results

In 2011, Ex-Im Bank’s overall competitiveness with its G-7 ECA peers was deemed to be
a “A-/B+”, maintaining its 2010 grade of “A-/B+".

Figure 39: Grading of Ex-Im Bank’s Overall Competitiveness, 2011

Structural Elements Grade
Core Business Policies and
Practices: A
Cover Policy and Risk Taking A-/B+
Interest Rates A+
C. Risk Premia A
Major Program Structures: A-/B+
Large Aircraft A
Project Finance A+
Co-Financing A-/B+
Environment B
Foreign Currency Guarantee B
Services B
OVERALL COMPETITIVENESS A-/B+
GRADE

As illustrated in Figure 39, while Ex-Im Bank’s overall competitiveness is once again
rated at an “A-/B+”, the Bank’s Economic Philosophy and Public Policies were once
again rated negative as shown in Figure 40.

Figure 40: Direction of Competitive Impact of U.S. Economic Philosophy &
Public Policy, 2011

Areas Affected by U.S. Economic Potential Case-Specific
Philosophy or Public Policy Impact
Economic Philosophy: Negative
Tied Aid (de jure or de facto) Negative
Market Windows Neutral
Major Program Structures: Negative
Economic Impact Negative
Foreign Content Extremely Negative
Local Costs Extremely Positive
Shipping - PR 17 Negative
OVERALL COMPETITIVENESS Negative
GRADE
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Trends

Figure 41 illustrates the five-year trend for assessments of both the structural elements
and overall grade for the Bank. As seen below, Ex-Im Bank’s overall competitiveness
again returned a grade of “A-/B+” in 2011, remaining in line with its five-year average.
Accordingly, the Bank’s Core Business Policies and Practices continued its consistent
success in offering terms equal to the average terms of the typical major ECA;
furthermore, it is notable that Ex-Im improved its competitive position markedly in the
area of interest rates. The Bank’s Major Program Structures followed a similar path in
maintaining its long-term average grade of “A-/B+”, but its individual programs fared in
varied ways. For example, Project Finance moved to the head of the class in 2011,
earning a grade of “A+” by offering terms consistently equal to the most competitive
offer from any other major ECA. On the other hand, evaluation of the Bank’s Services
program came in under expectation due to the indirect influence from the Bank’s
content policy.

Figure 41: Grade Trends of Ex-Im Bank’s Overall Competitiveness (2007-
2011)

Structural Elements 2007 2008 2009 2010 2011
Core Business Policies and
Practices A A A A A
Cover Policy and Risk Taking A A-/B+ A-/B+ A-/B+ A-/B+
Interest Rates A A A A A+
C. Risk Premia A A A A A
Major Program Structures: A-IB+ | A-/B+ A A-IB+ | A-/B+
Large Aircraft A A A A A
Project Finance A A A A A+
Co-Financing B-/C+ B A-/B+ A-/B+ A-/B+
Foreign Currency Guarantee B-/C+ B B B B
Services N/A N/A A-/B+ A-/B+ B
OVERALL GRADE A-IB+ | A-/B+ A A-/B+ | A-/B+

Influencing the over all assessmentof Ex-Im Bank’s competitiveness are the
philosophical and public policies that the Bank is either required explicitly or implicitly
to incorporate into its operational procedures. Tied aid and Market Windows represent
two areas of philosophy in which Ex-Im Bank can respond when faced with foreign ECA
competition.

On the other hand, the public policy conside rations of economic impact, PR 17/MARAD
requirements, and U.S. content have represen ted negative influences on Ex-Im’s overall
competitiveness.
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Figure 42: Directional Trends of U.S. Economic Philosophy & Public Policy on
Official Export Credit Activity, Procedures and Practices (2008-2011)

Potential Case-specific Impact on Competitiveness
2009 2010 2011
Economic
Philosophy:

Tied Aid (de | Neutral to Negative Neutral to Negative Neutral to Negative
jure or de (infrequent; modest (infrequent; modest (infrequent; modest
facto) overall impact) overall impact) overall impact)

Neutral (would likely Neutral (would likely Neutral (would likely
Market be negative if be negative if be negative if
Windows encountered) encountered) encountered)
Public
Policy:
Economic
Impact Negative Negative Negative
Foreian Extremely Negative Extremely Negative Extremely Negative
Contegnt (frequent; significant (frequent; significant (frequent; significant
impact) impact) impact)
HoEel (G Positive Extremely Positive Extremely Positive
Srg%plln? : Negative Negative Negative

As isillustrated in Figure 42, the views of the exportin g community on the public
policy aspects have not changed in any measurable degree despite the shift in local costs
continuing to be a positive competitive factor in 2011. This continuing trend is especially
related to the issue of content, an area th at the exporting community views as having
extremely negatively affected the Bank’s competitiveness over the last four years.

105



Chapter 8: Benchmarking the Export Credit Landscape

I. INTRODUCTION

In last year’s Compet itiveness Report, the Bank identified several forms of official
financing that fall outside the purview of th e OECD Arrangement. These forms have the
potential to play a role equivalent to that of export credits in specific transactions. Given
these findings, the tr aditional scope and scale of Ex-Im's comp etitiveness assessments
no longer appeared to capture the full competitiveness story. What was not certain from
the 2010 Report effort was the true nature , end use and size of these n ew financing
forms, and what impact, if any, these other fo rms of official financing could have on the
competitiveness of U.S. exporters and the effectiveness of Ex-Im Bank.

The focus of Chapter 8 is to gauge Ex-Im  Bank competitiveness in this wider context,
beyond the universe of G-7 officially suppo rted export credits governed by the OECD
Arrangement. Thus, this chapter is an analyt ical framework in which to interpret trends
and information captured from a variety of sources and entities interviewed (buyers,
lenders, exporters and ECAs). T his framework builds on last year’s findings that, taken
together, the activity reported by the non- OECD BIC countries (Brazil, India and China)
combined with untied financing and overseas investment activity of the major ECAs, far
surpasses G-7 OECD regulated medium- and long-term activity. This “tipping point”
sparked interest in a more comprehensive pi cture of the players an d tools available in
the official financing world (see Chapter 1 and Chapter 8 Annex II for details on the
study’s methodology and approach) that woul d support a better understanding of the
size and scope of these “three universes” of trade and investment finance in which U.S.
exporters must compete:

e OECD regulated (already examined in Chapters 3, 4, 5 and 6)

e OECD unregulated (that includes untied financing, Market Window and overseas

investment support)
e BIC programs (Brazilian, Indian and Chinese export credit programs)

One of the core objectives of this chapter  is to draw attentiont o a bro adly opaque,
under-reported, and yet surprisingly larg e segment of official support. However,
quantifying the amount of financing and support of unregulated and BIC export finance
(especially Chinese financing and insurance) is challenging. The months-long review
yielded an impressive stream of data and in formation that has been difficult to confirm
and/or refine. Hence, to minimize the chan ce that anecdotal o r incomplete (perhaps
inaccurate) dataan d information could result in overstatement, this chapter
intentionally underestimates data drawn from anecdotal reports or aggregated from
diverse sources. Therefore, the evaluation uses conservative activity estimates for its
analyses (that, in the case of China, may well understate reality by 50-100%). While core
trends have been identified and activity le vels estimated, every point made or trend
illustrated should car ry the qua lification of a “preli minary finding” that could be
understated in size or terms of competitive implications.
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II1.

EXECUTIVE FINDINGS

The benchmarking study revealed  considerable overlap a mong the three
universes of official finance an d support. That is, the entities interviewed had
routine access to standard exportcred its; substantial exposure to, and
experience with, unregulated and BIC export credit programs, but limited
knowledge of official overseas investment. !

With respect to standard export cr edit support governed by the OECD
Arrangement in 2011, Ex-Im Bank support for st andard export credits was
generally very competitive with the best  support offered by its tradition al G-7
competitors, particularly with respect tola rge-scale, long-term financing where
fixed rate financing is typically preferred. 2

The benchmarking study also br ought into focus oppo sing assessments of E x-Im
Bank competitiveness. On the one hand, Ex-Im Bank support for large commercial
aircraft or infrastructure projects in be tter risk markets, where the competitive
financing costs, aggressive risk coverage, a nd all the extras (e.g. 30 percent local
cost support), was widely considered exce ptionally competitive. Conversely for
transactions involving buyers (or in mark ets) with mo derate to high risk, where
Ex-Im coverage was viewed as more expens ive and onerous (in terms of security
requirements and related costs stemming from risk mitigation), and included fewer
extras than most other ECAs, Ex-Im was considered less competitive.

With respect to unregulated financing o ffered by OECD ECAs, the benchmarking
study revealed that over half of the en tities interviewed were either offered, or
had benefitted from, unregulated financing programs. These unregulated financing
programs were reportedly priced on commercial terms but their flexibility
regarding other financing terms and pa  rameters and ease of documentation
typically made such financing very attrac tive (e.g., no cash payment was required;
tenors were not limited; sourcing was not limited to procurement from the country
of the ECA).

With respect to the impact of BIC export credits and insurance coverage,a  lmost
half of the enti ties interviewed reported that they werea ware of, or had
benefitted from, BIC financing in some fo rm. Buyers and lenders reported that
Chinese products in certain sect ors (e.g., renewable energy, power, “off the shelf”

t Information about overseas investment programs was not captured in the benchmarking study as
overseas investors were not interviewed directly. The target population for the study was buyers and
multinational companies that made procurement decisions on their global supply chain. In addition,
ECAs were interviewed. See Appendix D for details on the Benchmarking Study methodology.

2 Ex-Im Bank offers fixed rate financing at CIRR rates. These minimum interest rates, known as
Commercial Interest Reference Rates (CIRRs), are market-related fixed rates calculated using a
government’s borrowing cost plus a 100 to 130 basis point spread (spread is dependent on the tenor of the
transaction). A CIRR is set for each currency based on the borrowing cost of the government that uses that
currency; all ECA support for financing in this currency then utilizes the same CIRR.
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capital equipment) were competitive wi th comparable U.S. products while the
United States was more compet itive in specialized technical equipment (e.g., oil
and gas).

e The aggregate impa ct on U.S. exporters of roughly $100 bil lion peryearo f
unregulated financing by OECD ECAs, coupl ed with the $60 billion in BIC export
credit support is not fully appa rent. However, the benchmarking study ¢ annot
discount the hefty volume (roughly $160 billion) of and ready ac cess to
unregulated and BIC financing because its av ailability was so fre quently noted by
respondents. Irrespective of the fact that there have been no cases reportedly lost
to unregulated or BIC financin g, the st rategic use and large volume of such
financing by foreign ECAs undoubtedly will constrain the future scope and s cale of
U.S. exports and cannot be consideredi  rrelevant to long range U.S. export
competitiveness.

e The benchmarking study has made clear that U.S. exporters do compete in certain
markets and sectors that foreign ECAs have “targeted” as a national interest either
explicitly as part of their national economic policy or implicitly by making available
a range of official financing toolstoma  ximize the flow of national benefits.
Therefore, the potential competit ive impact of foreign ECA strategies and official
financing and support on U.S. e xport prospects would be a research objective of
further more detailed analysis.

III. FINDINGS OF THE BENCHMARKING STUDY

The purpose of the benchmarking study was to establish the size and nature of a broadly
defined global official finance market fo r trade and toident ify whether the newly
identified ECA players and programs are posi ng a threat to Ex-Im’s competitiveness. In
other words, what is the nature and scope of the official global financing mark et within
which Ex-Im should compare the competitive ness of its programs and policies; how
does Ex-Im Bank compare and what areth e major areas or aspects that make a
difference? Accordingly, the interviews conducted in four key markets involving buyers,
lenders and ECAs addressed three core questions:

1. Do three universes exist, and if so, are they all relevant to the general
arena of government financing support for foreign procurement?

2, Do the universes overlap materially or marginally?

3. How well does Ex-Im Bank fare across the whole spectrum?

Three Universes

Based on the information and data gathered, Ex-Im Bank can confirm that the three
official financing universes of Regulated OECD, Unregulated OECD (untied, Mark et
Window and investment programs) and Non-OECD BIC export credit programs exist
and do overlap. However, more detailed information is required to augment and better
refine the impact of these preliminary findin gs beyond the rough estimates of activity
levels. Figure 43 presents preliminary data for 2011 that suggests that the 2010 tren d
continues as activity grows for all three un iverses. That is, the unregulated trade an d
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investment programs’ activity (e.g., untied financing, Market Window, and overseas
investment) of the ma jor OECD ECAs is ro ughly equivalent to regulated OECD export
credit support. Moreover, although Arrang ement regulated activity is perhaps 50%
greater than the conservative activity estimates of non-OECD MLT export credit activity
(Brazil, India and China), a more aggres sive crediting of the literally hundreds of $
billions of annual Chinese activity found reported in various news accounts could easil y
put the BIC totals well above Arrangement-re gulated annual activity. Irrespective of
whether a conservative or aggressive estimate of Chinese activity is used, taken together,
the unregulated and BIC activity far surpasses OECD regulated activity.

Figure 43: Export Credit and Inte rnational Financing World, 2010-2011

(Billions USD)

UNIVERSE 2010 2011

Regulated OECD Standard

MLT Export Credit of all OECD 88.2 940

Unregulated OECD 89.6 91.3
Market Windows/Untied 27.6 32.3
%nvestment Financing and 62.4 58.8

nsurance
Non-OECD MLT Export 6.0 6
Credit 50- 4-7

Relative Importance ofth e Universes: Do they overlap materially or
marginally?

Overlap between the three types of financ  ing OECD regulated, OECD unregulated
(mostly untied financing and BIC programs) was cited by a majority of respondents. In
addition, respondents expressed a clear preference for the flexibility and ease of use
typical with unregulated financing. Thus, the simultaneous availability of standard MLT
tied, , unregulated, and BIC financing packages was very attractive because this overlap
of programs allowe d buyers to select the fi nancing form that was best suited to the
particular purchase situation (see Figure 44).
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Figure 44: Summary of Lender & Buyer ECA Experience by Country

OECD Untied & Market Window :
Financing Non-OECD Export Credits
Total Lender & | .. : . ;
Financing Used Financing Used
Expor_ter available | Financing SCaS Lust available | Financing =ChS Lust
Interviews
BRAZIL
SACE; EDC; BNDES;
8 ! 6 JBIC; EKF 3 2 CXM*
% of Total 88% 75% 38% 25%
INDIA
. : CDB?*;
7 4 4 EDgAéEIC’ 6 3 Sinosure;
CXM
% of Total 57% 57% 86% 43%
MEXICO
JBIC; :
10 3 3 KEXIM: EDC 5 1 CDB; CXM
% of Total 30% 30% 50% 10%
SWITZERLAND
NEXI;
5 2 0 KEXIM 0 0 N/A
% of Total 40% 0% 0% 0%

* CDB = China Development Bank; CXM = China Eximbank

When asked specifically about Chinese, Bra zilian or Indian financing programs, about
half of the entities interviewed indicated th at BIC financing and/or untied and Market
Window financing had been offered to them  and was readily available as one more
financing tool that could be used to finance procurement.

On the unregulated side, the intersection with buyers is considerably more frequent, but
the implications for c ompetition (versus complementary) are un certain and probably
vary with the forms and source of the unre gulated financing. For example, as Market

Window financing is often connected to exports, such financing is more likely to support
an alternative to U.S. sourcing. On the othe r hand, the untied financing (especially from
Japan) reportedly seeks to minimize Japanese sourcing3 as it is being provided with the
goal of off-setting costly Japanese Yen pric ing and encouraging sourcing from Japanese
companies or partners located outside Japan that are not sub  ject to the appreciating

value of the Yen.

Hence, at least in 2011 with the entities in terviewed, two of the three universes seem to
directly overlap to some extent. However, there is no concret e evidence that OECD
regulated export credits and u nregulated or BICf orms of financing ar e currently
competing for the same business. On the other hand, very little of the financing from the

® Information about overseas investment programs was not captured in the benchmarking study as overseas investors
were not interviewed directly. See footnote 1.
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other two universes (OECD unregulated and non-OECD standard export credit) seemed
to support U.S. exports. Hence, it is hard to conclude that the massive volumes of
official financing — offered to support the lo ng-term national interest of the providing
country — are not a signific ant (if indirect in time and place) obstacle to the long run
scope and scale of U.S. exports.

In fact, ste pping back from the individual financing offers and specific providers, a
major discovery or revelation of this research into the official financing for trade is that
the United States is virtually alone — among all the major tr ading nations of the world —
in taking a largely transactional, defensive, and hands-off approach to the maintenance
and development of 1 ong-run U.S. trade prospects. Irrespective of the appar ently rare
incidence of a dir ect and specific displacem ent of a U.S. export, all of the unregulated
and exceptional financings (over $150 billion per year worth) are facilitating the status
of foreign national champion companies an d planting seeds of potential future export
sales and market share around the globe.

Impact on the United States

The model that emphasizes global foreign direct investment to supplement exports and
imports is a model that appears to be gaining traction with greater frequency around the
world. Official unregulated financing (untie d, Market Window, and investment credits)
represent amajorv ehicle for implementing this strategy. Whileth e direct and
immediate implications for U.S. exporters were not obvious from the information
obtained in the study, over the long term, th e cumulative impact of roughly $150 billion
per year of financing and investment support to encourage bu yers toward countries
other than the United States will presumably constrain the further scope and scale of
U.S. exports.

In perhaps the most unanticipated finding of this year’s benchmarking study, interviews
of Asian and Brazilian ECAs,b uyers, lenders, and exporters revealed a surprising
common ground in the range of strategic approaches to official finance used by ECA s
around the world to pursue their national ~ objectives. These strategic init iatives go
beyond the tradition al project-by-project, tied-to-exports official export financing
approach for which the OECD rules were written. Indeed, the picture that is coming into
focus de-emphasizes the use o f tied export credits in favor of a deliberate use of
unregulated financing offered as untied financing or foreig n direct investment support
that promotes the long-run interests of na tional companies. Hence, the combination of
official export credit and official financin g support (including untied, Market Window
and investment credits) plays a large role in the export strategies of every other major
trading nation, and the lines be tween tied and untied debt financing, and debt and
equity financing are becoming quite blurred.

The exact implications and relevance of this finding to the comp etitiveness of Ex-Im’s
tools and programs is not altogether clear, especially in light of the contin uing rapid
growth in Ex-Im Ban k medium- and long -term activity in 2011. Nevertheless, the
emergence of a new outward-focused, export and investment- led growth “model” aimed
at using ECA programs and resources to support national in dustry champions in
increasing their global footprint and enabling nat ional governments to increase
domestic output is clear. As a result, many companies (and their government partners)
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particularly in Asia (e .g., Japan, Korea and China) and beyond (e. g., Canada and Italy)
have either shifted from (or added to) their basic models for driving long-term national
growth. See Annex I for details onth e Three Universes of the Export La ndscape of
OECD Regulated, OECD Unregulated, and non-OECD BIC Standard Export Credit.

How does Ex-Im fare across the spectrum?

Given the implication s from the previous section, the key question for 2011/2012
competitiveness really comes down to is, “h  ow does Ex-Im com pare to its traditional
OECD competitors on the ground in various countries and with various products and
risk situations?” The answer to that questi on isalot more diverse than previously
perceived. Answering this questi on requires first exa mining what might b e called the
“general perceptions of each ECA system.”

Viewed globally, the foreign bu yers acknowledged little differen tiation across ECAs
regarding the actual financing terms regulate d by the Arrangement such as repayment
terms, down payments, premi a, cover an d local costs. However, exam ining other
features of the financing that are not spec ifically defined by the O ECD Arrangement —
such as content supported, local currency  availability, ease of use, docu mentation
requirements, and turnaround time — there were fairly clear and significant differences
perceived. The ECA most cited as offering  the best overall package, (ef ficient and
flexible) was Euler Hermes of Germany. The other ECA regularly identified as having
similar or better characterist ics was EDC of Canada. In  addition, EDC has a strong
international presence in most of the emergi ng markets and uses this local presence to
advocate for and support Canadian interests by building relationships with companies
and the business community.

Other OECD ECAs appear episodically (e.g., SACE, E CGD, Finnvera, EKN, EKF, and
Cesce), and while several have sectoral/product advantages (e.g. wind power and solar),
no consistent financing advantages were id entified. The Japanese ECAs of NEXI and
JBIC and the Korean ECAs of K- Sure and Kexim were cited in all markets. However,
while these ECAs were present in these markets, their presence appeared to be confined
to several specific sectors (energy, mining, power, infrastructure, oil and gas) vs. actively
engaged in every sector.

The Japanese ECAs of JBIC and NEXI continue to be seen as supportive providers of
export credits, but b ased on the views of ma ny of the buyers who have considered or
actually used their financing, the Japanese ECAs have become less flexib le and more
difficult to use. In fact, until 2011, the Japanese ECAs were viewed as effectively phasing
out official export credits in favor of investment and untied financing.

The Korea ECAs, Kexim and K-Sure, ont he other hand, are seen as expa nding their
reach with an equal emphasis on financing exports and foreign direct investment using
tied, untied and inv estment financing. Mo reover, they are view ed as being highly
aggressive in a number of sectors. Ship s, portc onstructions, and other major
infrastructure (bridges) and power (nuclear, hy dro) projects seem to be their areas o f
primary expertise and reputation.
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Ex-Im Bank was also cited as an ECA presen t in all countries visited. While Ex-Im was
considered generally competitive on the OE CD regulated terms and conditions, other
factors proved — in certain cases or with specific buyers — to be strong disincentives. The
list of factors mentioned by virtually ever y buyer include content limitation s, MARAD
shipping requirements, turnaround times, documenta tion requirements, and aversion
to risk (especially in t he medium-term programs). All of these factors were considered
to potentially be so significant in a particu lar case as to tilt the purchase decision in
favor of non-U.S. suppliers.

However, 2011 was not a normal year for export finance, and the macroeconom ic
challenges of 2011 increased the importance of traditional Ex-Im strengths in the eyes of
buyers. Those strengths — a direct loan prog ram, no exposure caps (by transaction or
country), and capacity for innovative approach es to project or economic (e.g. liquidity)
risk — led many buyers to look to Ex-Im more often and for larger amounts. Hence, if an
Ex-Im offer could m ake it over the shoals of economic impact, content or MARAD,
many buyers were willi ng to tolerate the traditional hassles to gain access to the Ex-Im
financing products favored by buyers.

Figure 45 tries to illustrate the complexity and diversity that is the story of the
2011/2012 visits to buyers. Starting from th e left side of the chart, the story goes as
follows:

Figure 45: Ex-Im Bank Model Transactions and Path to Approval

Examples Policy Roadblocks Characteristics of Best Practices
p —— Ex-Im Support (Ex-Im Grade)
Economic @ 85% cover U.S. Ex-Im’s cost and
I Impact | Direct loan exposure capacity outweigh
0, . .
(1-2% No exposure limits documentary intensity and
. activity) i 30%local cost lack of flexibility in policies.
" L. .. e i it

1b turbines 3 | Aggressive risk mitigants/fee _ _ .

Piject Finance - pricing with escrow (Ex-Im = Best Practice)

Content
(10-20%

activity)

#2
$om tractors to
Eastern Europe

75%cover

MARAD
(5-10%
activity)

3| Surcharge premia fee

No Local cost

Guarantee with L + 200 pricing
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U.S. exporters and their buyers face an official financing system that has some obstacles
for certain exports (e.g. content), some tool s and programs that can be powerful and
competitive enough as to increase buyer interest in U.S. sourcing, and some practices
(e.g. underwriting) that effectively stymie in dividual export proposals. To exporters,
banks and buyers, these variations do not seem to appear randomly.

Using a model with two very different transaction types, the chart in Figure 45 tries to
identify the patterns seen by 2011 survey respondents. The two model transactions are:

(1) A verylarge (e.g., $ 1 billion) project involving something like turbines to a
good to excellent buyer in a stable country; and,

(2) A relatively small (e.g., $9 million) transaction involving something like
tractors to a risk-challenged buyer or market.

The Ex-Im policies most likely to determ ine eligibility or feasibility of using Ex-Im
financing for a transaction are foreign con tent, economic impact, and MARAD. Both
hypothetical transactions in Figure 45 would likely comply with these three policies.

Once inside the Ex-Im tent, the two transactio ns then tend to flow into very differen t
arenas. The large project tends to get what one buyer described as the “white shoes and
spats” treatment — aggressive openness to ex posure, 30% local cost, a CIRR direct loan
(or capital market access via a guarantee)  — all very supportive of maximized U.S.
exports. However, the mid-size case with a challenging buyer hits a more restricted
willingness to take exposure, additional secu rity requirements, high fees, limited loca 1
cost support and a gu arantee based on Libor + 200 basis points commercial financing.
The result can potentially minimize U.S. exports.

Buyers are particularly intereste d in using Ex-Im Bank’s fixed rate financin g in today’s
market for the first arena of transactions  and have even repo rted a willingness to
increase U.S. sourcing in order to ben efit from such Ex-Im Bank support. In this
scenario, Ex-Im is the poster child for “best practices.”

For the second arena of transactions, buyers see the consistent and efficient German
and Canadian approaches as superior and may — as was reported in at least one instance
— shift sourcing away from the U.S.to  avoid the documentary and security hurdles
associated with securing Ex-Im Bank support. In effect, buyers see an Ex-Im that is set
up to serve the globally competitive U.S. expo rter quite well, but th en shunts them into
two very different paths for individual cases, over which the exporter and/ or buyer has
no option or recourse.

Overarching Implications of 2011 Re-Benchmarking Exercise
When viewed in the context of all sources of official MLT financing of trade, th e
information collected in early 2012 from expo rters and buyers to inform the statuso f

Ex-Im competitiveness yields the following broad implications:
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1) The three universes of official financ ing for trade and investment are steadily
growing. However, while there is no clea r evidence that U.S. exporters dir ectly
experienced adverse effects in 2011, the overlap between these universes i S
considerable. The attractiveness of the overlap between tied and untied financing
and the flexibility that overlap confers to buyers is high. However, the exact
implications on U.S. competitive ness would require not only fur ther study but
also great transparency with respectto  the program descriptions and act ivity
levels of the unregulated and BIC ECA programs. However, Ex-Im Bank can add
to its findings. For example, the findings for 2011 may have largelyb een a
function of both the buyers interviewed and the macro situation. Changing the
nature of buyers interviewed (e.g., more sovereign), in other markets (riskier),
and for more standard products might evidence different or clear implications.

2) At least in the circumstances (and wi th the buyers interviewed) in 2011,t he
main case-by-case competition came from OECD ECAs. Although buyers see the
macro-forces of 2011 enhancing Ex-Im’s st rengths so greatly as to neutralize the
long-standing weaknesses, they cannot but take note of the disparity between the
financing “tools” and options availa ~ ble from other OECD ECAs (and,
increasingly, the BICs) relative to Ex-Im Bank. Against that stark contrast, buyers
have advised Ex-Im to address these di fferences now, before changes in the
macro-environment render Ex-Im Bank’s strengths as less potent.

3) The benchmarking study made it clear that the outside world sees two very
different sides of Ex-Im Bank. One side for large infrastructure projects in better
risk markets showed low-cost financing, aggressive risk coverage, all the extras
(e.g. 30 percent local cost support) and was widely considered exceptionally
competitive. However, for transactions for buyers (or in markets) with significant
risk, the associated costs of risk mi  tigants and security required for Ex-Im
financing were more expensive, more onerous (in terms of doc  umentation for
security), and had fewer incent ives, such as local costs than other ECAs. The
latter side of Ex -Im was at a competi tive disadvantage v is-a-vis the Bank’s
traditional G-7 competitors.
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Chapter 8 Annex I

EXPORT CREDIT LANDSCAPE

ECA Financing: OECD Regulated, OECD Unregulated, and Non-OECD (BIC)
Standard Export Credit

As identified in last year’s Competitiven ess Report, the world of export credits has
expanded beyond the basic “r egulated by the OECD” universe. Often driven by the
strategic export policies described abov e, both OECD and non-OECD ECAs offer
financing outside the scope of the Arrangement.

Non-OECD ECAs, mo st importantly China, Br azil and India, have become signific ant
players over the past few years and are steadily becoming a major segment of the official
financing community. Russia just established its own ECA in 2011/2012 and is planning
to ramp up its activity quickly. Furthermore, as OECD countries look for ways in which

to support their national economies, particul arly during the ext ended global economic
crisis, a number of OECD ECAs have also ta ken to offering finan cing outside the scope
of the OECD Arrangement, falling within Ex-Im Bank’s term of “unregulated financing.”

As a key focus of the Benchmarking study, Ex-Im queried exporters, buyers, lenders and
ECAs about their experiences and knowledge with these three universes of financing. In
addition, the Bank also gathered as much  data as ECAs would provide in order to
quantify the size and scope and better understand the nature and scope of these funding
vehicles.

The picture that has emerged this year is one that is more complex and nuanced,
especially withinthe OECD ECAs. These ctions that follow describe these three
universes in more detail and in particular, the dynamics within the two OECD universes.
One fact that seems abundantly clear is that the macroeconomic factors at play over the
past year are having, and will continue to have, a major impact on ECAs, their activities,
and their relevance.

Regulated OECD ECAs

A dichotomy among the OECD ECAs emerged during 2011. In particular, those ECAs
with only pure cover programs (e.g., guar antees or export creditin surance) are
witnessing more expensive and term-constrain ed lending capabilities while those ECAs
with (or that have access to) official dire ct lending p rograms have becom e relatively
more competitive. For example, the Europe an ECAs that only offer insurance are
obliged to partner with the commercial bankin g industry to extend the credit that the
ECA insures. However, Basel I11 is forcing commercial banks to significantly increase
spreads on loans even if insured by an ECA. Additionally, a number of the OECD
countries have been downgraded , making th e cost of funding by these ECAs anothe r
notch higher. Consequently, export cred its from European ECAs are, in general, more
expensive than before — and some are particularly more expensive.
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However, the few ECAs that ha ve (or have access to) direct lending capabilities are
faring much better. Included in  this small group are JBIC, EDC, Korea Eximbank
(Kexim), several of the Scandinavian ECAs, U.S. Ex-Im Bank, and to some extent, Euler
Hermes (whose exporters have access to KftW- Ipex Bank for a limited volume of direct
financing and access to Pfandbrief funds!. Each of these entities has the ability to lend
directly to the foreign buyer, bypassing the commercial lenders altogether and avoiding
higher funding costs associated with commercial bank lending. While the direct lend ing
OECD ECAs are required to lend at minimum OECD interest rates known as CIRR s
(e.g., Commercial Interest Reference Rates), the CIRR is currently lower tha n the all-in
cost for an ECA-insured or guaranteedt ransaction (as measured by a hypothetical
interest rate swap into fixed rates). Hence, in 2011 (and today), direct lending ECAs
have a clear cost advantage over pure cover ECAs.

Figure 46 shows the total MLT activity ofth e G-7 and the BIC ECAsin 2011(a s
reported in Chapter 2), illustrating that those countries with direct loan or direct lending
capabilities did witness a rise in activity in 2011, in many respects due to their direct

loan programs. As a consequence, what was on ce a fairly level playing field across pure

cover and direct lend ing ECAs has now been shifted in favor of direct len ding ECAs,
creating a dichotomy within the OECD ECA world. Moreover, the funding problems in

select Eurozone countries create a small “third tier.”

Whatever the reason, U.S. Ex- Im rose to number one in st andard MLT act ivity
authorized in 2011, jumping nearly 70% to edge out last year’s leader Germany, that
dropped about 5 percent. The G-7 as a whole only r ose some 5% due to downturnsi n
four of the seven countries.

! a mostly triple-A rated German Bank debenture that is collateralized by long-term assets such as
property mortgages or public sector loans as stipulated in the Pfandbrief Act.
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Figure 46: New Medium- and Lon g-term Official Export Credit Volumes,
2006 — 2011 (Billions USD)

2007 2008 2009 2010 2011

Canada* 0.5 15 2.0 2.6 1.7
France** 10.1 8.6 17.8 17.4 12.2
Germany 8.9 10.8 12.9 22.5 20.3
ltaly** 3.5 7.6 8.2 5.8 8.6
Japan**** 1.8 15 2.7 4.9 6.0
UK ** 16 2.7 3.4 4.1 3.8
Total G6 (without US) 26.4 32.7 47.0 57.2 52.6
U.S. 8.2 11.0 17.0 13.0 21.4
Total G-7 $34.6 | $43.7| $640| $70.2| $74.0
U.S. % of G-7 | 24%| 25% |  27%| 19%| 29%
BICs”

Brazil™» 0.6 0.2 6.1 35 4.8
ChinanrAn 33.0 52.0 51.1 43.0 48.0
Indiar~An 8.5 8.7 7.3 9.5 11.4
Total B,C,| $42.1| $60.9| $64.5| $56.0| $64.2
B,C,| % of G-7 | 122% | 139% | 101%| 80% |  87%

*These figures have been adjusted to exclude Market Window and domestic financing.

**These figures have been adjusted to exclude defense.

***These figures have be en adjusted from previous re ports to exclude untied or domestic activity. The
2007 figure is a U.S. Ex-Im Bank estimate (comparable data not available).

****These figures include JBIC export loans and NEXI’s medium- and long-term official export cover.
~Russian MLT activity has been quite lim ited and isincluded in V nesheconombank (VEB) activity.
Activity for EXIAR, the recently founded Russian ECA, was not included but was also limited.

~"Brazilian data represents SBCE activity co mbined with an estimate of M LT BNDES export finance
activity without SBCE cover.

~~~Refer to Chapter 8 for a detailed explanation of Chinese ECA activity.

A AMncludes ECGC and India Ex-Im Bank activity.

Unregulated OECD ECA Programs

The second universe is comprised of OECD ECAs that operate official financing
programs outside of the Arrangement . The types o f financing that fall within the
“unregulated” category include Market Window financing, untied (to exports) financing,
and investment financing.

Market Window and untied financing can be  different in how they are used. Market
Windows are typically tied to exports and ar e used to ensure that exporting ¢ ompanies
are well financed across a wide spectrum of needs over the long term. Conversely, untied
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financing appears to be tilted away from financing exports and more focused on national
interests in the project or the sector supported. Nevertheless and most importantly, both
programs reflect a political com mitment by governments to the long-run health and
dynamism of one or more ar enas of th eir international trade (export companies,
international champions, and/or key imports).

Untied Financing: As noted in Figure 47, the use of untied financing is dominated
by the Japanese, mainly in the form of pure untied financing.

Figure 47: Unregulated Financing (Billions USD)

2010 2011
ECA
Market : Market :

Window Untied Window Untied
EDC/Canada 2.8 2.0 15 5.0
Coface/France n/a 1.0 n/a 0.0
Euler Hermes/ 18 20 18 10
Germany
SACE/Italy 0.4 3.0 Negligible 3.0*
NEXI/Japan n/a 9.0 n/a 10.0*
JBIC/Japan n/a 3.0 n/a 5.0*
K-Sure/Korea n/a 2.0 n/a 2.0
Kexim/Korea (Kexim) n/a 0.6 n/a 3.0
TOTAL 5.0 22.6 3.3 29.0
*Estimate

For the Japanese, both JBIC and NEXI offer untied support: JBIC with loans, and NEXI
with insurance, although NEXI offers relatively more untied support than JBIC.

As previously noted, the model of Japanese ECAs reflects a growth strategy that includes
exports, but with greater emphasis on assi sting Japanese companies establish a global
presence through foreign direct investment, untied lending, or both. Japan’s goals are to
give global scale to its most competitive industries and to acquire long-term access to
raw materials needed to sustain the country’s long-term growth. Untied financing from
the Japanese ECAs is mainly concentrated in the en ergy and r esource development
sectors, such as renewable and “green” tech nologies, oil, minerals, hydro power, wind

power, thermal power, etc. In JBIC’s own words:

“Untied loans provid e funds to support im provements in the overseas business
environment to facilitate Japanes e trade, investments and other overseas
business activities. Untied loans also sup port projects undertaken by f oreign
governments and government agencies.”
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Typically, the untied loan is used to help a Japanese investor acquire exploration rights
in another resource-rich country, or gain an equity stake in a foreign comp any or for
general purposes by a Japanese company oper ating overseas. JBIC may also deliver the
untied funding via a foreign bank (2-step loan) so long as the end-user of the funds has a
Japanese connection. In all cases there has to be a Japa nese company involvement in
some aspect of the project or undertaking, whether it is as project developer or off-taker.
The Japanese see untied financing as a val uable and strategically important tool, and
appear to minimize any direct links to Japanese exports.

The same basic structure exists in South Korea: Kexim off ers loans and K-Sur e,
insurance for untied cases. The Korean EC As’ models are very similar tot hose of the
Japanese ECAs, each having recently created a “green” platform and making a concerted
effort to gain access to strategic natural resources through their respective financing
tools. For example, K-Sure has two condition s that must be met in order to obtain
untied financing: 1) there must be 10% equi ty held by a Korean company and 2) there
must be a long-term off-take ag reement held by a Korean com pany. Further, K-Sure
explained that they are careful to avoid cases in which Korean exports would be directly
supported, and if that was to occur, they would requir e that an export credit be used
instead. However, so long as the loan was b eing extended to a Korean entity outside of
Korea (for investment or basic capital suppo rt), any goods or services that might occur
within the scope of that loan would be considered “indirect” and would be eligible under
the untied credit. Similar to the Japanese expectations, the Koreans also believe that the
use of untied financing will continue to increase.

The other EU ECAs who reported untied support last year appear to have scaled back in
2011, with only small amounts having been reportedly committed. However, they do
expect to seeaco ntinued effort by go vernments to seek out natural resource
opportunities; therefore, untied financing may tip upward over time.

Investment Financing: The o ther form of unregulate d financing that many ECAs
provide as part of their internat ional scope is investment financing (loans, insurance,
guarantees) in which an ECA backs or provides aloan on behalf of a compan y from the
ECA’s country investing in a foreign entity eith er in the form of equity or debt. Because
the financing is not tied to exp orts, investment financing is als o not covered by the
OECD Arrangement.

As illuminated in Figure 48, this form of untied financing is dominated by the
Japanese. Together NEXI and JBIC account for roughly half of all investment financing.
Korea, Germany and France ¢ ompose a second tier, at approximately one-quarter o f
Japanese levels.

All of the ECAs — except the United Stat es — house both the export credit an d
investment financing under one roof. The = Overseas Private Investment Corporation
(OPIC) operates the U.S. Government inve stment financing entity and is entirely
separate from Ex-Im Bank because of its ma ndate to support d evelopment (vs. exports
for Ex-Im). OPIC’s financing may result in U.S. exports because OPIC also re quires that
there be a minimum U.S. participation f or OPIC involvement. There ar e no policies
restricting exports within the OPIC support.
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A shared commercial objective betweenth e two program types seems to be the
underlying reason for the combined structure within the other non-U.S. ECAs. . That is,
the goal is to support their national compa nies in their trade and foreign investment
endeavors, with the understanding that toge ther, they contribute to the betterment of
their respective economies. Irrespective of the basis for the shared structure, these ECAs
seem to take a strategic approach that draws upon the best aspects of the export credit
and investment financing products and deploys them tactically.

Figure 48: ECA Investment Financing (Billions USD)

ECA 2010 2011
EDC/Canada 3.0 4.0
Coface/France 5.0 7.0*
Euler Hermes/Germany 8.0 7.0
SACE/Italy 1.0 1.0
NEXI/Japan 11.4 12.8
JBIC/Japan 23.0 16.0
K-Sure/Korea 4.0 3.0
Kexim/Korea 4.0 4.0
ECGD/United Kingdom 1.0 1.0
OPIC/U.S. 2.0 3.0
TOTAL 62.4 58.8
*Estimate

JAPAN

Japan has long been the champi on, in both volume and number, of untied financing.
Although Japan is a prominent competitor on  the global front, unfavorable foreign
exchange rates and high wage costs have combined to impair the cost competitiveness of
Japanese exports, despite export quality =~ and reliability. Moreover, Jap an’s most
important markets (United States and Europe ) are suffering from their own financial
and economic instability. The combination of the necessity of more stable engines of
sustainable growth and the coun try’s need for assured long-ter m supplies of natural
resources (many of which are required by the high technology industries), seems to have
led Japan to the con clusion that a more aggr essive strategy of global expansion via
foreign direct investment in re source-rich countries is needed. Thus, a two-tier policy
emerged involving investment and untied financing aimed at ensu ring that Japanese
companies are well financed across their wide spectrum of needs over the long term.
This model for achieving long-term growth f or companies is supported by the Japanese
government. The model is intended to achi eve competitiveness for Japanese companies
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in the short-run, while gaining long-run strategic advantages for the country as a whole,
even if none of the financing offered is contingent on the inclusion of Japan ese exports
today.

KOREA

Korean ECAs interviewed indica ted a slig htly different approach compared to the
Japanese whose main focus is no longer on exports; Instead, standard Korean official
export financing is greatly supplemented by growing volumes of untied an d investment
insurance financing aimed at expanding Ko rea’s global presence and ensuring the
sustained provision of natural resources to do mestic Korean industries. Further, K-Sure
explained that they are careful to avoid cases in which Korean exports would be directly
supported and if that was to occur, they woul d require that an export credit be used
instead. The Koreans also believe that the use of untied financing will continue upward.

CANADA

Canada was often cited by buyers as the exa mple of a flexible and forward-leaning ECA.
With few constraints on how “Canadian nati  onal interest” is defined and no dir ect
mandate to exclusively promote exports, Canada has been able to deliver a variety of
official financing (e.g., standard export credits, Market Window and untied) that is
intended to facilitate the promotion oflo ng-run benefits for Canada from multipl e
methods and sources around the globe.

Exceptional Non-OECD (BIC) Standard ECA Programs

The non-OECD ECAs that Ex-Im Bank exa mined were selected based on t heir volumes
of medium- and long-term official financin g. Over the past sever al years, those ECAs

with the largest volumes are from China, Brazil and India. = Russia has recentl y
established its own E CA, EXIAR, and unde rstandably has not generated significant

volumes of export credit activity. Accordingly, this Report will exa mine the ECAs from
China, Brazil and India.

It is worth noting that each of the ECAs discussed below offers financing that looks to be
generally consistent with the international gu idelines of the Arrangement. Based on the
limited information obtained over the past year , however, it continues to be difficult to
say with any certainty what t hese ECAs are doing either in aggregate (for China) or in
cases (for all). None of these players provide any list of cases authorized or any specifics
regarding program attributes. However, ther e are many press reports regarding their
involvement in transactions that can be ag gregated to provide at least a rough estimate
of their volumes. Hence, the figures reported here is an empirically-based estimate.

Figure 49 illustrates the levels of medium- and long-term export credits reported by
(or attributed to) these ECAs.

The Report makes several major corrections to the data it has been providing on these

ECAs over the past few years. For one, we  had been both double counting the Brazil
programs and reporting outstanding exposure, not annual activity. In China, we are still
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aggregating press reports and evaluating the likely use of “lines”, but are constantly
trying to improve the accuracy of the data.

Figure 49: Non-OECD (BIC) ECA Standard Medium and Long-Term Export
Credits (Billions USD)

ECA 2010 2011
SBCE & BNDES/Brazil 3.5 4.8
China Eximbank/China 23.0 26.0
China Development Bank/China 10.0 125
Sinosure/China 10.0 10.0
India Eximbank/India 8.2 10.9
ECGC/India 1.3 0.5
TOTAL 56.0 64.7

The scale and scope of the Chin ese official export credit “package” remains particularly
difficult to quantify, but too important and la rge to not try. The total system appears to
consist of at least three institutions play ing broadly complementary roles, but with
significant overlap possible (including in in dividual cases). Estimates of aggregated
annual MLT activity confront two problems:

1) Only Sinosure presents an estimate of a nnual activity in any form. For th e other two
agencies, China Export-Import Bank (Chi na Exim) and China Develop ment Bank
(CDB), one has to work back from broad exposure estimates or aggregated press reports.

2) Both China Exim and CDB do the bulk of their activity in multi-billion dollar “lines of
credit” to domestic exporters or foreign buyers/countries. Press reports over the years
indicate these ECAs may offer $50 billion (+/-) a year of such lines. However, reports
from users indicate that relatively little of such lines actually turn into dis bursements.
Moreover, the use (investment versus export financing) is often difficult to determine.

For 2011, this chapter uses published annu al estimates for Sinosure, estimates China
Exim figures with fr om its most recent English language Annual Report available
supplemented with press clips for China Exim, and simply creates an estimate for CDB
out of press reports. For exampl e, based on a collection of press reports conservatively
allocated to probable export cr edit — ve rsus investment financing — one coulds ee
approximately $10 billion in cases and $70-80 billion of lines offered by CD B in 2011.
Reflecting the intentional tilt to understate when the data and/o r trends are based on
anecdotal and aggregated information, this table includes only half of the potential cases
and 10 percent of the value of the lines of credit for CDB’s 2011 activity.
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In effect, this chapter constructs a picture of a Chinese system providing around $25
billion of case-specific standard export cred it financing in 2011 and anywher e from $10
to $100 billion (conservatively picking $25  billion) of ultimate exports from 2011
authorizations of $2-30 billion-a-pop facilities or lines of credit. The estimated total for
2011 is $48.5 billion. Given the hard data fo r Sinosure and th e unit volu me of very
precise press reports, it is hard to believe the actual activity by all 3 is much less than
$50 billion. However, it would not be hard to make a credible arg ument that the three-
entity total is 50% larger, or $75 billion a year.

Based onthe estimated figures above, Chin a — with nearly $50 billion o f standard
export credit — continues to rank first amon g the non-OECD ECAs (and all ECAs) in its
support for medium- and long-term export credits.

The general consensus from the foreign buye rs, lenders and other ECAs Ex-Im visited
for this study is that while Ch ina is aggressive with its offerings of standard financing,
these offerings are very slow in coming. Just how competitive Chinese products and
financing are depends on the market and the sector. F or example, a number of buyers
did not view Chinese products as competitive in quality, value and depend ability with
the highly engineered products dominating Ex-Im’s historical activity. In other sectors,
however, the quality of Chinese products was considered as good as the other
competitors’ products and could be procured at a very reasonable all-in cost.

Moreover, there are s everal sectors in whic h Chinese companies are highly regarded
(e.g., telecommunications and coal fired powe r). In addition, in certain sectors or
segments, the trade- off implicit in Chines e equipment is more accepted by smaller
companies and some utilities that tend to b e more price-sensitive. Notwithstanding the
generally limited acceptability of most Chinese products/sectors for buyers surveyed in
2011, a number noted that as the product quality and supporti s likely to i mprove over
the next 3-5 years (see the exper ience of Huawei and Harbin), the Chinese companies
are going to become worthy competitors ac  ross many sectors. If low cost, readily
available financing is an added ¢ omplimentary feature, procurem ent decisions in the
latter half of this decade could be swayed in favor of the Chinese goods.
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Chapter 8 Annex I1

BENCHMARKING STUDY METHODOLOGY
Introduction

As aresult of the findings in the Emergin g Issues chapter of the 2010 Report, Ex-Im
Bank embarked on atwo-year benchmarking study to more broadly assess Ex-Im
competitiveness, examining the utility and effectiveness of the whole spectrum of official
export credit activity around the world, and not just looking at what a few players (G-7)
are doing within the narrow confines of the Arrangement. One critical component of this
research was an Ex-Im Bank interview-based survey of foreign ECAs, foreign banks, and
most importantly, foreign ¢ ompanies making international procurement decisions,
referred to as “buye rs.” This interview e ffort is more broadl y referenced as the
International Buyer Survey.

The objective of these internatio nal interviews was to gain a holistic understanding of
the global world of export financing from a 11 participants’ perspectives, identifying key
drivers for use of export credit by buyers, exporters, and lenders. The findings were
intended to not only provide feedback on Ex-Im competitiveness in standard “micro”
issues (e.g. foreign content, MARAD, and tied aid), but also broader trend s and issues
affecting Bank competitivenes s, such asdi fferences in national philosophies and
organizational missions, the size and terms of the various unregulated and exceptional
programs, and whether or not these “nonstandard” forms of financing represent
alternatives to export credits.

Market and Survey Participant Selection Methodology

In order to properly identify target mark ets for interviews, Ex-Im conducted a cross-
cutting evaluation of export credit agency  activity volumes fr om multiple sources,
including the Berne Union, OECD reporting da ta, and open source articles reporting on
ECA transactions, which were logged by Ex-Im staff. Ex-Im focused on emerging
markets with the assumption that they held more potential for growth in ECA-
supported U.S. exports than mature, develo ped markets. (The spike in demand for ECA
financing in developed European countries is viewed as a temporary trend that is likely
to subside with the eventual resolution of the European debt crisis.)

Initially, Ex-Im ident ified eight markets wi th large volumes of ECA activ ity: Brazil,
Indonesia, India, Mexico, Ukraine, Turkey, United Arab Emirat es, and Russia. Thes e
markets were further narrowed to those wi th ECA activity in multiple sectors, a robust
and varied field of ECAs participating in the markets, and a number of large buyers that
had worked with multiple ECAs.

To select the most knowledgea ble lenders and buyers for interviews, Ex-Im identified
those with the broadest experience through OECD data, open source articles, and Ex-Im
loan officers and business development sp ecialists. Ex-Im targeted large companie s
because they usually havethe  most exte nsive ECA experien ce and ar e the most
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knowledgeable buyers. Ex-Im gathered inf ormation on SME financing in e ach market
through commercial lender and ECA interviews.

The most important step was then to identify the most knowledgeable individuals within
these organizations. Ex-Im loan officers and business develop ment specialists shared
their contacts for lenders and exporters. For organizations without existing Ex-Im Bank
contacts, Ex-Im obtained introductions through the U.S. Commercial Service posts, U.S.
exporters, and Ex-Im contacts at consulting firms and trade associations.

Scope of Interviews

Ex-Im interviewed companies, banks, and ECAs in Mexico, Braz il, India, Switzerland,
Korea, Japan, and China. Figure 50 breaks down the buyer and lender interviews by
market. The bank interviewed buyersinth e following sectors: telecommunications,
renewable energy, power generation, mining, oil and gas, construction, infrastructure,
and EPC ( engineering, procurement, and construction). The interviewr esults were
reported in aggregat e, with nocomments or feedback attributed to any specific
company.

In total, the Bank conducted 49 interviews:
e 17 buyers
e 12 ECAs
e 12 commercial lenders
e four U.S. Commercial Service offices, in cluding one joint briefing with State
Department Economic Section officers
e two distributors
e two U.S. firms with global procurement experience

Figure 50: International Buyers and Lenders Interviewed

Foreign Commercial
Buyer Lender

Brazil 5 4
Mexico 4 6
India 6 1
Switzerland - 1

CIS* (Corporate HQ based

in Switzerland) 2

Total 17 12

*CIS: Commonwealth of Independent States
Survey Questions and Interview Methodology

Prior to the interviews, survey participant s received a list of questions. The survey
questions for international buyers, lenders, and ECAs are availab le in Annexes I-III of
this section. Two Ex-Im staff were presen t at all interviews. The Foreign Commercia 1
Services offices in M exico City, Sao Paul o, Rio de Janeir o, and Mumbai provided

invaluable logistical support and market kn owledge. All interviews were carried ou t
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during February and March of 2012. Since these surveys occurred internationally, they
fall outside the jurisdiction of OMB Paperwork Reduction Act requirements.

Analysis of Results

Ex-Im staff summarized all buyer, lender, an d ECA interviews from meeting notes. Ex-
Im compared ECAs on the basis of mandat e or mission, volumes and types of activity
under and outside of the OECD arrangemen t, and ECA poli cies such as content
requirements, co-financing, and services support. The exporter and lender findings were
compiled into spreadsheets for m, distilling the interviews down to the key topic s,
including;:

e Experience with competitor ECAs
Assessments of U.S. Ex-Im programs and policies
Sources of financing used by buyers
Competitive U.S. products and services and their competitors
Impact of the Eurozone crisis and/or Basel III
Sourcing decision factors and procurement processes
Local banking sector environment and banking regulations

Ex-Im staff then compared the ECA, buyer, and lender results, analyzing differences and
similarities across markets and sectors to identify global and market-specific trends. The
results of this exercise are captured in Chapter 8. See Figure 51 in Chapter 8 Annex VI
for a breakdown of buyer and lender experience with competitor ECAs.

Conclusion
The surveys were an effective means of hol istically studying the global official expor t
credit sector andth e roleof official f inancing in procurement decisions. These

interviews were also valuable tools for be tter understanding market-specific trends in
the Mexican, Brazilian, Indian, and CIS markets.
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Chapter 8 Annex ITI

10.

11.

Foreign Buyer questions

What are your current procurement needs and expectations for the next 2-5
years, and what portion will be sourced domestically vs. internationally?

How are procurement decisions made in your company, and what is the timing of
the various steps? For example, do you put out bids for request for proposals
(RFPs), negotiate with a number of suppliers on a bilateral basis, or use a
different method?

. What are the factors driving your choices during your procurement process? (e.g.

price, quality, service, reputation, performance guaranties, financing,
timing/delivery date/schedule, geographic proximity, ease of purchase process,
etc.) What is the rank of their importance?
Do you anticipate requiring dollar/hard currency financing to secure
internationally sourced goods and services, and, if so, why? Are there tax
incentives or domestic policy incentives to do so? Which types of financing?
(short term, medium term, long term, project finance, insurance, direct loans,
other)
From what sources will you seek financing (e.g. local lenders, international
lenders, MDBs, ECAs, insurers), and why?
If you have used ECA financing, which ones, why, how often, and what is your
opinion of each?
Of the best ECAs, what factors make them stand out in your mind in a positive
way?
Of those ECAs that rank low on your list of best ECAs, which ones are they and
why?
Have you used other forms of official financing (e.g., investment, untied, Market
Window, other), and under what circumstances? Were you given a choice? How
were the options presented? Was it effectively competing with export credits?
Have you ever used or tried to use U.S. Ex-Im Bank? If so, when and in what
capacities? Please identify specific products and the outcome of this relationship?
a) Please describe the process and how does it compare to other ECAs
with whom you have worked in a similar capacity? Please be specific.
b) Identify the positive and the negative experiences and/or exchanges
you have with a foreign ECA and explain why. What would be the
single, most important, thing you could change at Ex-Im if you could?
What are the perceived advantages and disadvantages of products produced by
American suppliers in your industry? What are the perceived
advantages/disadvantages of competitors in other countries? In which sectors or
industries are American exporters especially competitive in this market?
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Chapter 8 Annex IV

Foreign Export Credit Agency Questions

Given the state of the global financial markets, in 2011 Ex-Im Bank noticed a rise in
requests for longer term financing generally with some portion in better risk markets
while also in forms that are not necessarily the same as standard export credits. Ex-Im
would like to better understand how common this activity is for all ECAS, and the nature
and levels of support offered in the variety of forms of financing so that we might better
understand this market activity (e.g., is it a trend or an anomaly) and its impact on the
world of export credits.

1. Has the form of support your ECA offers changed over the past 2-3 years? For
example, what %/$ of your support fall within the bounds of the OECD Arrangement
vs. untied loans/insurance vs. investment insurance/financing?

2. To what factors/influences do you attribute any shifts in forms of support and why?

3. What criteria are used to determine which form of support your ECA will provide for
OECD export credit, untied support and investment support? For example, how do
you evaluate the use of untied support in the context of related exports?

4. What do your exporters identify as the most critical and least important factors
driving the sourcing decisions of their clients? (E.g. price, quality, service,
reputation, performance guaranties, financing, timing/delivery date/schedule,
geographic proximity, ease of purchase process, etc.)

5. How do your exporters believe that financing impacts the sourcing decision — what is
its relative weight compared to the other factors?

6. Do your exporters report competitiveness issues vis-a-vis OECD and non-OECD

ECAs? If so, what are they and are the issues reported different for OECD vs., non-
OECD ECAs? If so, in what ways?
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Chapter 8 Annex V

Foreign Lender Interview Questions

1. ECAs: Trends and experience
e Have you worked with foreign ECAs? If so, which ones?
e Of the best ECAs with which you’ve worked, what factors make them stand out in
your mind in a positive way? Any negatives?
e Of those ECAs that rank low on your list, which ones are they and why?
e Ifyou've worked with U.S. Ex-Im, for how long and in what capacities? Please
identify specific products and the outcome of this relationship.
o0 How did working with U.S. Ex-Im compare to other ECAs with whom you
have worked in a similar capacity? Please be specific.
0 What were the positives and the negatives and why?
0 What would be the single most important thing you could change at Ex-Im
if you could?
e Do you have experience with other forms of official financing? (e.g. investment
insurance, untied support, Market Window, etc.)
o0 Inyour opinion, do the alternative forms of official financing effectively
compete with export credits?

2. Future Outlook
e How do you see the impact of the financial crisis in terms of commercial lending
in export finance?
e What are your expectations for the role of banks, capital markets, and ECAs for
export financing over the next 2-5 years?

3. Export Finance Market Trends

e Can you comment on liquidity restrictions and whether they have impacted your
activity?

e Have the recent Eurozone instability and/or the Arab Spring significantly
affected export finance? If so, how? What observations can you share that
evidence these trends?

e How has your bank responded to these developments, and what is your future
outlook for your export finance business?

e Can you comment on the typical spreads you see on Ex-Im versus foreign ECA
deals, perhaps distinguishing among asset backed aircraft and non-air, project
finance, corporate credits or other?

4. Financing and Procurement
e In your experience, does availability of financing ever influence procurement
decisions for your customers? (e.g. sourcing domestically v. importing; importing
from one country v. a different foreign competitor)
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Chapter 8

Figure 51: ECA Experiences of Lenders and Buyers Interviewed

Annex VI

QlEe Unt'g?ni‘n'\gﬁ]rge'[ I Non-OECD Export Credits

wailable | Finansing ECAs wailable |  Finansing ECAs
BRAZIL
Buyer 1 Y Y EKJFEFCDC; Y Y BNDES; CXM*
Buyer 2 Y Y EDC; SACE
Buyer 3 Y Y SACE
Buyer 4 Y Y EDC; JBIC Y Y BNDES
Lender 1 Y Y SACE
Lender 2 Y Y SACE Y
Lender 3
Lender 4 Y SACEEITCI:EX|M;
INDIA
Buyer 1 Y CDB*
Buyer 2 Y Y Sinosure
Buyer 3 Y Y EDC; SACE Y Y
Buyer 4 Y Y EDC
Buyer 5 Y Y JBIC Y Y CDB; Sinosure
Buyer 6 Y Sinosure
Lender 1 Y Y JBIC Y CXM
MEXICO
Buyer 1 Y CDB & CXM
Buyer 2
Buyer 3
Buyer 4 Y Y JBIC; EDC Y CDB
Lender 1 Y Y JBIC Y CDB
Lender 2
Lender 3 Y CDB
Lender 4
Lender 5
Lender 6 Y Y JBIC; KEXIM Y Y Chinese ECAs
SWITZERLAND
Distributor 1**
Distributor 2**
Buyer 1* Y NEXI
Buyer 2*
Lender 1 Y KEXIM
Total 16 13 14 6
% of Total 53% 43% 47% 20%

*CDB = China Development Bank; CXM = China Eximbank
**Corporate offices based in Switzerland with sales or distribution into Former Soviet Union/CIS
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Appendix A: Calculation of Ex-Im Bank Grade

This report presents “grades” that the U.S. export community assigned to Ex-Im Bank’s
the report pertaining to the core financin g
programs and practices, grades based upon survey responses, coupled with focus group
responses and Ex-Im Bank’s analyses, were a ssigned to each pro gram and practice. In

policies and programs. In the sections of

order to a ggregate and average these grad es for the determination of the overall

competitiveness grade in Chapter 7, valu es were a ssigned to each g rade thatar e
comparable to those used inaty pical U.S. university. First, Figure A1 provides the
rades. Averaged sub-category grades determined a
category’s grade, and Figure A2 illustrates the range of possible averaged scores that
defined each grade. If a survey respondent did not have experience with a program or
policy (that is, response was an “N/A”), the response was not calculated into the grade

meaning and score of select g

for that program or policy.

Figure A1: Definition of Select Grades

Grade

Definition

Score

A+

Fully competitive compared to other ECAs. Consistently equal to the
(or is the sole) ECA offering the most competitive position on this
element. Levels the playing field on this element with the most
competitive offer from any of the major ECAs.

4.33

Generally competitive compared to other ECAs. Consistently offers
terms on this element equal to the average terms of the typical
major ECA. Levels the playing field on this element with the typical
offer from the major ECAs.

4.00

A-/B+

Level of competitiveness is in between grades A and B.

3.50

Modestly competitive compared to other ECAs. Consistently offers
terms on this element equal to the least competitive of the major
ECAs. Does not quite level the playing field on this element with most
of the major ECAs.

3.00

B-/C+

Level of competitiveness is in between grades B and C.

2.50

Barely competitive compared to other ECAs. Consistently offers
terms on this element that are a notch below those offered by any of
the major ECAs. Puts exporter at financing disadvantage on this
element that may, to a certain extent, be compensated for in other
elements or by exporter concessions.

2.00

C-/ID+

Level of competitiveness is in between grades C and D.

1.5

Uncompetitive compared to other ECAs. Consistently offers terms on
this element that are far below those offered by other major ECAs.

Puts exporter at financing disadvantage on this element so significant
that it is difficult to compensate for and may be enough to lose a deal.

1.00

Does not provide program.

0.00

N/A

Does not have experience with policy/program.
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Figure A2: Range of Averaged Scores for Each Grade

Grade Maximum Score Minimum Score

A+ 4.330 4.165
A 4.164 3.75
A-/B+ 3.74 3.25
B 3.24 2.75
B-/C+ 2.74 2.25
C 2.24 1.86
C- 1.86 1.50
D 1.49 0.50
F 0.49 0

Because the public policies and economic ph ilosophies are not expected to impact the
same volume of transactions as the cor e financing and program elements, survey
respondents were asked to indicate if the  public policies and economic philosophies
would positively, negatively or neutrally affect Ex-Im Bank’s competitiveness. Figure
A3 shows the scale that was used by surv ey respondents to assess the competitive
impact of these policies and philosophies.

Figure A3: Assessing Impact of Economi ¢ Philosophies and Public Policies
on Ex-Im Bank’s Overall Competitiveness

Effect on
Competitiveness

Description

Philosophy, policy or program has a positive impact on Ex-Im

+ | Positive Bank’s competitiveness (moves Ex-Im Bank’s competitiveness
grade up one notch).

Philosophy, policy or program has a neutral impact on Ex-Im Bank’s

B Neutral competitiveness (no impact on Ex-Im Bank’s competitiveness
grade).
Philosophy, policy or program has a negative impact on Ex-Im
- Negative Bank’s competitiveness (moves Ex-Im Bank’s competitiveness

grade down one notch).
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Appendix B: Purpose of Ex-Im Bank Transactions

Congress requires Ex-Im Bank to include  in the an nual Competitiveness Report a
breakdown of the purposes for E x-Im Bank support for transactions. In that regard, the
two objectives behind Ex-Im Bank support for transactions are to either fill the
financing gap when privates ector financing isn ot available ortom eet foreign
competition. Figure B1 breaks down the number and amount of Ex-Im Bank
transactions authorized in 2011 by purpo se and program type. See Appe ndix C for
relevant lender and exporter survey feedback on purpose of Ex-Im financing.

Figure B1: Ex-Im Bank Transactions by Purpose and Program, 2011

N [PTET SEEEs AL Not Identified

Finance Available Competition
(SMM) # ($MM) # (SMM)  #
Working Capital Guarantees $3 525 $0 0 $0 0
Short Term Insurance $5 2,733 $0 0 $0 0
Medium Term Insurance $49 16 $207 98 $0 0
Medium & Long Term Guarantees $4,496 39 $10,895 | 122 $0 0
Loans $998 8 $4,732 7 $0 0
TOTAL $5,551 3,321 | $15,834 227 $0 0
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Appendix C: Exporter and Lender Survey Background

Introduction

As part of Ex-Im Bank’s statu  tory requirement to report ann ually on the Bank’s
competitiveness with its G-7 ECA counterparts, Ex-Im Bank is required to conduct a
survey of exporters and lenders that used the Bank’s medium- an d long-term programs
in the prior calendar year. By encouraging respondents to evaluate the competitiveness
of Ex-Im policies an d practices with thos e of its G-7 ECA counterparts during the
calendar year, this Congressionally-manda ted survey not only provides critical
information to the Bank, but it also facili tates valuable lines of communication that
strengthen the long-term relationships between Ex  -Im and various lenders and
exporters necessary for their shared success going forward.

As a means of suppl ementing the survey results, Ex-Im Bank conducts focus group
discussions with experienced users (exporters and lenders) of Ex-Im Bank programs to
obtain more detailed comments about the global market in which they operated in 2011
and any competitive implications for Ex-Im Bank. Ex-Im held two lender me etings and
one exporter meeting. These meetings suppl ement the results from our an nual survey
and serve as a crucial factor impacting the competitiveness of Ex-Im’s various policies
and practices with that of the G-7 ECAs.

For the past two years, the Advisory Committee has expressed an interest in revising the
exporter and lender survey and has recommended that res ources be devoted to
enhancing the survey and expanding the surv ey pool. Therefore, in 2011 Ex-Im Bank
embarked on a two-year process thati s aimed at ensuring the ultimate validity and
utility of the survey re sults. With respect to the 2011 survey, Ex-Im Bank introduced an
enhanced online survey platform to increase user friendliness while reaching a larger
number of potential participant s. Furthermore, in an attempt to enhance the surve y
pool and ensure the appropriate individuals at these companies and banks, Ex-Im Bank
management and staff vetted the contact lists and personally reached out to respondents
to express the importance that Ex-Im Bank places on the survey and input gathered
from the survey participants. Continuing th is progress of improving all aspects related
to the Competitiveness Report Survey, Ex-Im is currently overhauling the 2012 survey
design and platform under the guidance of a consultant that was selected from a pool of
survey experts on the basis of their exte nsive experience in survey methodology,
execution, and analysis.

Survey Questions

Ex-Im Bank’s survey consisted of five parts that focused on the following areas:

Part 1: General information on the profile of the respondent.

Part 2: Respondent’s experience in bo th receiving support from and facing
competition from other ECAs, in addition to reasons for using Ex-Im
Bank.
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Part 3: Respondent ratings of and com ments on Ex-Im Ban k’s competitiveness
with foreign ECAs with respect to th e policies and programs described in
the Competitiveness Report.

Part 4: Additional comments.
Part 5: Outcome of specific cases of co mpetition faced as a result of t he above
policies.

Participant Selection

The survey was sent to lenders and exporter s that directly used E x-Im Bank’s medium-
and long-term programs during calendar y ear 2011. All lenders meeting th ose criteria
received survey invitations. Exporter survey recipients included exporters with three or
more Ex-Im transactions of any value or a total aut horization value of at least $500
thousand for whom contact information could be obtained. These criteria were applied
to target exporters that would most likely be aware of foreign ECA competition and Ex-
Im Bank’s programs. With the exception  of five exporters that were substantially
involved as suppliers to project finance tr ansactions, exporters that were strictly
suppliers to Ex-Im p roject finance transactio ns were excluded from the survey pool
because those entities were not directly  involved in the contract bid or financin g
arrangements with the buyer. (Ultimately, those five project finance suppliers were
unable to provide res ponses and were ther efore removed from the survey participant
pool.)

Initially surveys were sent to 65 exporters and 42 lenders. In addition to the five project
finance sub-suppliers that were excluded, a few of other respondents indicated that they
had no information or knowledge of the comp etitive factors of U.S. Ex-Im relative to
other ECAs. Four lender surveys and one export er survey were omitted for this reason.
One additional exporter had a c orporate policy of not participating in surveys, so the
company was also excluded from the final numbers. Of the nineteen small business
exporters surveyed, four respo nded. The exporter and lender survey respondents
account for almost 70% of MLT authorizations for calendar year 2011 (see Figures C1ia
and C1b below).

Figure Ci1a: Exporter Survey Respondent MLT Authorization Values,
CY2011

Loans Guarantees Insurance Total
Respondent
authorization $13,922,125,275 $56,950,317 | $1,198,235,636 | $15,177,311,228
value
CY2011 Total
authorization $15,391,000,000 $256,000,000 | $5,730,000,000 | $21,377,000,000
value
Percentage of 0 0 0 0
total value (%) 90% 22% 21% 71%
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Figure Cib: Lender Survey Respondent MLT Authorization Values, CY2011

Guarantees Insurance Total
Respondent $11,550,766,343 $177,135,044 |  $11,727,901,387
authorization value
CY2011 Total $15,391,000,000 $256,000,000 |  $15,647,000,000
authorization value
Percentage of total 7506 69% 7506
value (%)

Survey Results

Figure C2 highlights the response rate forth e survey participants. Overall, the
response rate for the survey was 50%. The re sponse rate for lenders was high er than for
exporters, with 63% of lenders responding and 41% of exporters responding. Due to the
many initiatives take n by Ex-Im to improve the size of the respondent pool, overall
number of responses increased to 48 when compared to last year’s 46 total surve y
responses. However, the larger 2011 survey p ool also resulted in a decrease in lender
responsiveness, which largely influenced the slight year-over-year decline in the overall
response rate, which once again , totaled 50% in 2011 versus la st year’s rate of 52%.
Please note that the 2010 survey results are included below to allow for a more concrete
comparison with the 2011 results.

Figure C2a: Survey Response Rate, 2011

Lenders Exporters Total
Number surveyed 38 58 96
Number responded 24 24 48
Response rate (%) 63% 41% 50%

Figure C2b: Survey Response Rate, 2010

Lenders Exporters Total
Number surveyed 39 49 88
Number responded 26 20 46
Response rate (%) 67% 41% 52%

Lenders

Figure C3 shows the lender experience lev els for both length of time in business and
experience in export finance. A majority of lenders 71% have been in business for over 21
years. With the exception of one lender with less than 3 years in business, the remaining
25% have been in business anywhere from 4-20 years. Lender’s years of experienc e in
export finance showed that less than 8% were relatively ne w to the business (2 lenders
had between 1 to 10 years of exp erience), while the overwhelming majority of 92% had
over 11-plus years of experience in export finance.
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Figure C3: Lender Experience Levels, 2011

1-3 years 4-10 years 11-20 years 21+ years
Time in business 1 0 6 17
Time in export finance 1 1 9 13

Figure C4 shows the volume of export cred its extended during 2011. Of the 24 lenders
who indicated these values, 21% reported ha ving extended $50 million or less during
2010, while the remaining 79% o ffered more than $50 million. These data suggest that
the more active lenders participating in Ex-Im Bank medium- and long-term programs
were focused more on higher value export transactions.

Figure C4: Volume of Lenders’ Annual Export Credits, 2011

$101 -

$501

Urr‘rﬂﬁiroilo $r1nci)ll-i§20 $E;r1n|_|i>lnoo $500 ailber - Ob\ill?iroil
million $1 billion
Number of 5 0 5 6 0 11
Lenders

Figure Cs5 shows the percentage of lenders’ export credits exten ded during 2011 that
were supported by Ex-Im Bank. Just over 33% of lenders noted that 75% of their export
credits had Ex-Im Bank sup port, while almost 42% reported that less than 10% of their
export credit portfolio had been supporte d by Ex-Im Bank. The remaining 25% fell
between 10% and 75% in terms of percentage of exports supported by the Bank.

Figure Cs: Percen tage of Lender Ex port Credits That Were Ex-Im Bank
Supported, 2011

Leslz;[ja“ 10%-25% | 26%-50% | 51%-75% | Over 75%
Number of lenders
whose export credits 10 5 1 3 8
were supported by Ex-
Im Bank

Additionally, out of all 24 respo nding lenders, 20 noted that the lack of useful private
sector financing was regularly the reason fo r pursuing Ex-Im Bank financing and tha t
this need was worldwide. Sixteen of the 24 lenders stated that Ex- Im Bank support was
regularly needed to meet competition from foreign companies receiving ECA financing,
with Euler-Hermes/Germany, EDC/Canada, an d China Ex-Im/China cited as the most
frequent ECAs with whom the y had compete d. Other ECAs cited onas lightly less
frequent basis were ECGD/UK, NEXI/Jap an, and COFACE/Fr ance, and SACE/Italy,
respectively.
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Exporters

Figure C6 showst he distribution of exporters by time in business. All exporter
respondents were long-standing, large comp anies. Almost 83% of responding exporters
had been in business for 21 years or more, and of these, a large majority (87%) had been
exporting for 21 years or more.

Figure C6: Exporter Experience Levels, 2011

1-3 years 4-10 years 11-20 years 21+ years
Time in business 0 1 3 20
Time in exporting 0 1 8 15

Figure C7 shows the size of exporters based on sales and export sales volu me. Almost
63% of exporters who reported sales figures showed 2011 sales volumes of $1 billion or
greater. Additionally, almost half of exporters with sales of over $1 billion also reported
the same volume of export sales.

Figure C7: Volume of Exporter Annual Sales and Exports, 2011

Under | ¢10_¢50 | $51-¢100 | S101- $501 | 5 er 1
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T million million o o billion
million million $1 billion
Total sales 0 3 3 3 0 15
volume
Total export 1 5 1 7 3 7
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Figure C8 shows the distribution of exporters by the percentage of export sales that
were supported by Ex-Im Bank. Of the 24 companies who responded to this question, 13
showed that Ex-Im Bank support comprised less than 10% of their export sales while the
10 indicated that Ex-Im Bank supported from 10% to up to 75% of their sales. Only one
company reported that Ex-Im programs supported over 75% of its export sales.

Figure C8: Percentage of
Supported, 2011

Exporters’ Sales That Were Ex-Im Bank

Leslz;[ja“ 10%-25% | 26%-50% | 51%-75% | Over 75%
Percentage of export
sales supported by Ex- 13 5 5 0 1
Im Bank

Twenty of the 24 exporters reported facing regular competition from foreign companies
supported by their national EC As throughout 2011. The most frequently identified
competitor ECAs (in descending order) were Euler Hermes/Germany; China Eximbank,
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COFACE/France, and NEXI/Japan in a thr ee-way tie; followed by EDC/Canada and
EGDC/UK; and lastly, SACE/I taly. Other less-frequently me ntioned competition
included Finnvera/Finland, ¥BNDES/Brazil, ONDD/Belgium, EKF/Denmark,
GIEK/Norway, Korea Ex-Im B ank, EKN/Sweden, OeKB/Austria, CESCE/Spain, and
IFTRIC/Israel.

Working with Other ECAs

Frequent partners identified by the lender s were generally G-7 ECAs, as 16 exporters
noted that they regularly worked with at least one G-7 ECA. Ten of the 24 lenders
reported working regularly with at least one other ECA. Of these, the mo st frequently
identified partner ECAs (in descending order) were EDC/Canada; Eu ler
Hermes/Germany; China Eximbank, COFACE/France, SACE/Italy, and EGDC/UK in a
four-way tie; followed closely by NEXI/Jap an. Other less-frequently cited EC A support
includes EKN/Sweden, Czech Export Bank / Czech Republic, EKF Denmark, and EXIM
Slovakia Republic.

Factors Driving Use of Ex-Im Bank Financing

Twenty-two of the 24 exporters that respon ded indicated they us ed Ex-Im because of
both lack of useful private market financing and competition they face from companies
receiving ECA support as reasons for seek  ing ECA financing. Lender results we re
similar. These responses indicate that fo  r survey respondents, Ex-Im played an
important role in offsetting ECA competition and filling private market financing gap s
during calendar year 2011.

Figure Coa: 2011 Reasons for Seeking ECA Financing — Exporters
Rarely Regularly N/A
Competition* 3 20 1
Lack of Financing** 4 19 1

* Facing Competition from Companies that Receive ECA Support
** Lack of Useful Private Market Financing (e.g. Unavailable for Term or Market, or Prohibitively Expensive)

Figure Cgb: 2011 Reasons for Seeking ECA Financing — Lenders
Rarely Regularly N/A
Competition* 3 16 5
Lack of Financing** 0 20 4

* Facing Competition from Companies that Receive ECA Support
** Lack of Useful Private Market Financing (e.g. Unavailable for Term or Market, or Prohibitively Expensive)

Exporter Comments on the Survey

Exporters and Lenders noted in the survey responses and in the focus group meetings
that the survey was, in the words of one ex porter, “geared towards traditional export
financing. What we need...is a very creati ve type of financing solution.” Surve y
participants also made the point that foreign ECAs have introduced a variety of products
and services that fall outside the traditional export credit model and that the survey does
not address these forms of financing.
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Appendix D: G-11 Export Credit Institutions

Introduction

The G-11 consists of the United States, United Kingdom, Germany, France, Japan, Italy,
Canada, Russia, Brazil, China, and India. These countries play a major role in the global
economy. In 2011, th ey were responsible for approximately 63% of global economic
output on a purchasing power parity basis. These countries ar e also the leaders in
providing export credit to facilitate international trade through their ECAs.

Brazil The Brazilian Development Bank (BNDES) is a state-owned
development bank serving as the primary entity for development in Brazil.
BNDES offers medium- and long-t erm financing through its three
subsidiaries FINAME, BNDESPAR, and BN DES Limited, an inve stment
holding company created in 2009. BNDES finances the export of goods
and services through pre-shipment and post-shipment cover, primarily
through export credit guarantee instruments. In Ma y 2010, the BNDES
established EXIM Br azil, a new subsidiary solely dedicat ed to foreign
trade.

Seguradora Brasileria de Crédito A Exportacio S/A (SBCE) is an
export creditinsura nce agency and acts on behalf of the Brazilian
government, and as such, is ableto  offer support in the form of short
(SME), medium- and long-term export credit risk cover on the basis of the
Brazilian Treasury Export Guarantee Fund (FGE). SBCE is jointly-held by
Banco do Brasil, the Brazilian Development Bank (BNDES), and
Compagnie Francaise d’Assurance pou r le Commerce Extérieur
(COFACE).

Canada Export Development Canada (EDC) is a “Crown Corporation” (i.e., a
government entity that operates on private secto r principles) that
provides, among other products, short- term export credit insurance,
medium- and long-term guarantees, and medium- an d long-term direct
loans, which may or may not be prov ided on a CIRR basis. EDC offers
investment financing products and operates a “Market Window .” EDC
also offers domestic credit insurance. In addition, on with autho rization
from the Ministers of Trade an d Finance, EDC may occasionall y support
export sales that do not conform to its risk parameters but which the
Government of Canada considers to be in the national interest. In these
instances, EDC executes and m onitors the transactions, but they are
maintained in a “Canada Account”, which is separate from EDC’s
accounts.

China The China Development Bank (CDB) is a joint stock company, fully
owed by the Government of China. It is development-oriented with a
mandate is to suppor t the development of China’s public infrastructure
and strategic sectors. CDB eng ages in long-term financing to support
these policy objectives.
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France

Germany

India

China Export and Credit Insurance Corporation (Sinosure) isa
state-owned insurance company whose major facilities include export
credit insurance, investment insurance, domestic trade credit insurance,
bonds and guarantees, debt collection services and credit rating services.
Sinosure’s specialty is in credit and investment insurance.

The Export-Import Bank of China (China Eximbank) is wholly-
owned by the Government of China through the Ministry of Finance and is
one of China’s two “policy banks”. It provid es support for the imp ort and
export of capital good s and services. It also supports Chinese companies’
overseas construction and inv estment projects. Additionally, China
Eximbank isthec onduit for the Government of China’s official
concessionary credits to developing cou ntries. Conversely, it may onlend
support that China receives fro m foreign governments or international
financial institutions to government departments or enterprises.

Compagnie Francaise d’Assurance pour le Commerce Extérieur
(COFACE) is a private insurance company. Its core activity is short-term
insurance, but it has also diversified its business to include factoring and
information services for its customers.I n addition to the bu siness it
conducts for its own account, COFACE also provides official med ium- and
long-term export credit insurance on behalf of the French government.

Euler Hermes Kreditversicherungs-AG (Hermes) is a consortium
comprised of a private sector insurance company and a quasi-public
company that provides official export credit insurance on b ehalf of the
German government, similar to COFACE of France. H ermes also provides
short-term export credit insurance for its own account according to
standard market practices as well as a small portion for the state account
under an EU “escape clause” that has been extended due to the financial
crisis on a temporary basis.

Kreditanstalt fiir Wiederaufbau (KfW) is a financial institution that
is owned by the German government and the federal states (Lander). KftW
exists to promote the growth of the German economy in a variety of ways.
One of its missions, t hough not its foremost, is the funding of German
export credits, both at market rat es and through a government-supported
window to achieve C IRR financing. KfW offers trade and export credit
support on a limited basis and also administers the provision of German
tied aid funds on behalf of the Germ an government. The decision as to
where and how tied aid should be used r  ests with another part of the
German government. In 2008, the majority of Kf W’s export credit
business was spun off into an indepe ndent, 100%-owned subsidiary called
KfW-IPEX Bank.

Export Credit Guarantee Corporation of India Ltd (ECGC) ,

founded in 1957, is an autonomous company with the Government of

India holding 100% of its shares. EC GC’s major programs include export
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Italy

Japan

credit insurance to private buyers and banks, overseas investment
insurance, export factoring, and domestic credit insurance.

Export-Import Bank of India (EXIM-Bank), established in 1981, is
100% owned by the state. Its purpos e is to support the government’s
export objectives. It provides exporta nd import financing , market
research, and finances overseas equity investment.

SACE, or Servizi Assicuratividel C ommercio Estero, provides
official export credit insurance. Pursuant to a law enactedin2 003 and
effective January 1, 2004, SAC E became a limited | iability joint stock
company whose shares are wholly owned by the Ministry of Economy and
Finance. Under this structure, S ACE provides mediu m- and lo ng-term
official export credit insurance on behalf of the Italian government, and
short-term insurance for its own account (SACE BT).

SIMEST provides interest rate support to ¢ ommercial banks in o rder to
achieve CIRR. SIMEST is a development financier, with public and private
participation, instituted in 1990 for the pr omotion and construction of
joint ventures abroad. The Min istry of Foreign Trad e is the majority
shareholder. The private shareholde rs consist of Italian financial
institutions, banks and business associations.

Nippon ExportandIn vestment Insurance (NEXI) isan
incorporated administrative agency formed on April 1, 2001. NEXI is
responsible for official export cr edit insurance op erating under the
guidance of the Ministry of Econ = omy, Tradeand Industry (METI).
Historically, Japanese exporters were required to insure all of their short-
term business throug h NEXI, b ut in 2004, the Japanese government
removed this requirement and began welcoming private insurers into the
Japanese export credit insurance market. NEXI offers short, medium- and
long-term export credit insurance, insurance fo r project finance,
investment insurance, untied loan insurance, and bonds and guarantees
coverage.

The Japan Bank for International Cooperati on (JBIC) isa
government bank that falls under the Mi nistry of Finance. In its capacity
as an export credit agency, JBIC provides direct loans for export credits in
combination with commercial bank financing. In addition, JBIC p rovides
untied and investment loans, guarantees, and import credits. Beginning in
October 2008, JBIC began op erating within the purview of t he Japan
Finance Corporation Law. As a result of this change, JBIC is res ponsible
for promoting overseas development of strategic natural resources,
supporting efforts of Japanese industries to develop international
business operations, and responding to financial disorder in the
international economy. In April 20 12, JBIC will have the statutory
authority to work with Ex-Im Bank on a reinsurance/co-financing basis.
Moreover, JBIC will have statutory a uthority to provide cover into high
income OECD countries for strategic sectors, e.g., high speed rail.
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Russia

United
Kingdom

The Bank for Developmen t and Foreign Economic Affairs
(Vnesheconombank or VEB) isa 100% state-owned corporation
responsible for enhancing the co mpetitiveness of Russia’s econo my. VEB
acts in various capacities. In its role as a development bank, VEB finances
the modernization of domestic infrastructure and high tech production,
and it provides assistance to Russian corporations that manufacture and
export high tech products. In additi on, VEB also has a broader role in
supporting foreign trade operations across industries. Its activities include
export credit insurance and consultancy, as well as export finance.

Russian Agency For Export Cred it and Investment Insurance
(EXIAR) is the newly-founded export credit insurer of Russia. Registered
in October 2011, its Board of Directors includes representatives from the
Russian Government and other independent members. EXIAR’s charter
included a 30 billion ruble (roughly $1 billion USD) c apital base. EXIAR
operations are regulated by a spe cial Decree of the Russian Government.
The Decree calls for EXIAR to contribute to the design of an export credit
culture in Russia through the use of ex port credit insurance products and
the development of domestic regulations that suppor ts commercial bank
activity. EXIAR provides insurance, co-insurance and reinsurance. EXIAR
sovereign guarantee is governed by se parate acts of the Government of
Russia. That is, EXIAR does not carry the full faith and credit of the
Russian government.

UK Export Finance (formerly ca lled Export Credits Guarantee
Department) is a separate department of the UK government. It is the
UK’s official export credit ag ency and provides export credit guarantees
and interest rate support for medium- and long-term official export credit
transactions, project finance, exportc redit insurance,bo nds and
guarantee coverage, and investment insurance.
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Appendix E: Ex-Im Bank Foreign Content Support

Figure E1: All Transactions

Medium-Term * Long-Term
Product/Project Export Value FC % Export Value FC %
Aircraft $14,208,479 20% $12,723,132,050 12%
Oil and Gas $3,813,105,013 10%
Construction Equipment $37,006,667 19% $60,000,000.00 9%
Power Plants (excluding
environmentally beneficial $646,000,000 9%
plants)
Environmentally Beneficial $567,355,546 8%
Exports
Agricultural Equipment $26,077,369 17% $83,674,585 5%
Other $39,074,465 11% $987,380,838 21%
All $116,366,980 16% $18,880,648,032 12%
Figure E2: Medium-Term Transactions
Country Product/Project Export Value CanOt:a?:?‘r’}o**
Argentina Printing Machinery $603,325 33%
Argentina Small Aircraft $828,950 35%
Brazil Small Aircraft $5,300,000 21%
Brazil Manufacturing Equipment $4,300,000 15%
Brazil Medical Equipment $2,105,588 1%
Brazil Medical Equipment $740,000 15%
Brazil Wireless Cpmmunication $540,670 12%
Equipment
Brazil Manufacturing Equipment $1,160,000 15%
Brazil Railroad Transportation $1.016,987 2504
Equipment
Brazil Manufacturing Equipment $1,370,000 4%
Brazil Construction Equipment $4,922,000 10%
Brazil Agricultural Equipment $11,385,225 21%
Brazil Railroad Transportation $1.250.000 12%
Equipment
Brazil Small Aircraft $2,123,781 38%
Brazil Medical Equipment $730,000 15%
Brazil Small Aircraft $3,550,000 16%
Brazil Manufacturing Equipment $4,300,000 15%
Brazil Medical Equipment $730,000 15%
Chile Construction Equipment $7,000,000 35%
Chile Small Aircraft $2,405,748 1%
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Dominican Republic Printing Machinery $600,000 2%
Dominican Republic Agricultural Equipment $1,139,123 5%
Dominican Republic Recycling Plant $483,000 9%
Dominican Republic Printing Machinery $600,000 2%
India Solar Power Equipment $3,520,000 10%
Kuwait Construction Equipment $11,306,464 15%
Mexico Printing Machinery $4,800,000 14%
Mexico Construction Equipment $1,909,008 3%
Mexico Agricultural Equipment $1,049,797 10%
Mexico Agricultural Equipment $384,566 6%
Mexico Agricultural Equipment $846,529 5%
Mexico Paper Packaging Equipment $635,000 30%
Mexico Printing Machinery $312,000 3%
Mexico Construction Equipment $768,900 20%
Mexico Construction Equipment $9,341,891 21%
Mexico Agricultural Equipment $740,959 21%
Mexico Lighting and Audio Equipment $1,005,014 12%
Mexico Printing Machinery $628,000 5%
Mexico Medical Equipment $2,584,331 12%
Panama Construction Equipment $685,604 17%
Peru Construction Equipment $1,072,800 15%
Russia Mining Equipment $2,914,000 6%
Sri Lanka Printing Machinery $474,300 8%
Turkey Geothermal Power Plant $1,126,000 14%
Ukraine Agricultural Equipment $9,731,400 16%
Uruguay Agricultural Equipment $799,770 18%
Uruguay Medical Equipment $546,250 6%
TOTAL & AVERAGE $116,366,980 16%
Table E3: Long-Term Transactions
Country Product/ Project Export Value Colzrﬁger:?&**
Australia Large Aircraft $86,600,000 15%
Australia Oil and Gas $48,335,987 9%
Australia Large Aircraft $448,600,000 15%
Azerbaijan Satellite $122,120,000 15%
Azerbaijan Satellite $122,120,000 15%
Bangladesh Large Aircraft $269,910,057 11%
Brazil Large Aircraft $212,052,225 15%
Brazil Small Aircraft $23,853,634 29%
Brazil Aircraft Propulsor $24,727,975 16%
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Canada Solar Power Plant $174,009,811 5%
Canada Solar Power Plant $230,564,700 5%
Canada Construction Equipment $60,000,000 9%
Chile Large Aircraft $237,052,305 8%
China Small Aircraft $97,700,545 23%
China Large Aircraft $306,231,300 11%
China Large Aircraft $152,911,200 11%
China Agricultural Equipment $55,824,947 3%
China Agricultural Equipment $11,956,882 17%
Colombia Oil and Gas $1,956,217,831 11%
Ethiopia Large Aircraft $222,209,067 17%
France Satellite $75,952,623 18%
Hong Kong Large Aircraft $718,000,000 10%
Hong Kong Large Aircraft $494,116,000 10%
India Oil and Gas $57,979,035 15%
India Solar Power Panels $19,052,000 24%
India Oil and Gas $486,548,795 25%
India Solar Power Dishes $19,800,000 5%
India Solar Power Plant $65,950,000 15%
India Large Aircraft $680,507,000 5%
India Large Aircraft $496,073,400 5%
Indonesia Large Aircraft $230,310,164 15%
Indonesia Large Aircraft $192,739,019 15%
Indonesia Large Aircraft $191,025,696 15%
Ireland Large Aircraft $261,525,074 15%
Ireland Small Aircraft $102,678,979 13%
Ireland Large Aircraft $90,100,000 16%
Ireland Large Aircraft $231,000,000 15%
Ireland Large Aircraft $594,000,000 15%
Israel Aircraft Engine $8,078,088 50%
Kazakstan Locomotives $507,456,447 25%
Kenya Large Aircraft $88,702,502 14%
Luxembourg Large Aircraft $726,328,302 10%
Luxembourg Large Aircraft $175,477,450 10%
Luxembourg Large Aircraft $176,812,855 10%
Mexico Audio Equipment $20,860,410 15%
Mexico Oil and Gas $181,505,057 4%
Mexico Oil and Gas $224,346,031 2%
Mexico Oil and Gas $224,346,031 2%
Mexico Oil and Gas $224,346,031 2%
Mexico Oil and Gas $224,346,031 2%
Mexico Oil and Gas $112,173,016 2%
Mexico Oil and Gas $112,173,016 2%
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Mexico Large Aircraft $8,530,600 47%
Mexico Large Aircraft $22,415,800 31%
Netherlands Large Aircraft $88,676,816 15%
Nigeria Drilling Liftboat $22,600,000 5%
Norway Large Aircraft $500,250,000 15%
Panama Large Aircraft $213,586,879 15%
Panama Large Aircraft $302,400,000 15%
Russia Mining Equipment $76,470,588 30%
Singapore Large Aircraft $249,905,942 15%
South Africa Power Plant $646,000,000 9%
South Africa Mining Equipment $17,320,970 21%
South Korea Large Aircraft $254,745,000 11%
South Korea Large Aircraft $163,200,000 10%
Switzerland Large Aircraft $49,300,000 16%
Tajikistan Large Aircraft $103,000,000 15%
Turkey Oil and Gas $18,767,187 20%
Turkey Large Aircraft $422,520,908 11%
Turkey Large Aircraft $502,518,242 15%
Turkey Large Aircraft $188,052,397 15%
Turkey Large Aircraft $378,947,603 15%
Ukraine Mining Equipment $22,479,800 24%
Ukraine Agricultural Equipment $15,892,756 4%
United Arab Emirates Large Aircraft $280,245,275 11%
United Arab Emirates Large Aircraft $121,832,695 13%
United Arab Emirates Large Aircraft $313,200,000 11%
United States*** Large Aircraft $1,020,481,056 10%
Total & Average $18,880,648,032 12%

Source: U.S. Ex-Im Bank

* Data excludes Credit Guarantee Facilities

** When eligible foreign content exceeds 15%, the buyer is required to make a minimum cash payment equal to the

amount of foreign content.

***1.S. company leased aircraft to European firm.
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Appendix F: Tied Aid Report

Introduction

Sections 10(G) and 2(b)(1)(A) of the Exp ort-Import Bank Act of 1945, as amended,
requires Ex-Im Bank to submit a report to Congress on tied aid. Congress spec ifies that
the report contain descriptions of the follo wing: (a) the implementation of the OECD
Arrangement rules restrictingt ied and p artially untied aid credits for commercial
purposes, including notificat ion requirements and consultation procedures; (b) all
principal offers of tied aid credit financin g by foreign countries, including information
about offers notified by countries who are  Participants to the Arrangement, and in
particular, any exceptions under the Arrangem ent; (c) any use of the Tied Aid Credit
Fund by the Bank to match specific offers; and (d) other actions by the United Stat es
Government to combat predatory financing practices by foreign governments, including
additional negotiations among participating governments to the Arrangement.

Implementation of the OE CD Arrangement Rules Governing Tied and
Partially Tied Aid: Overview and Definitions of the Various Types of Aid

Tied aid can distort trade flo ws when th e recipient country makesits purchasing
decision based on the bidder offering the chea pest financing rather than the best price,
quality or service. The potential for trade di stortion is most seri ous in cases where a
donor government provides rel atively low concessionality ! tied aid financing for
“commercially viable”2 projects. Under these circumst ances, a donor govern ment’s tied
aid offer may be used as an attempt to “buy” a sale for its national exporter through the
provision of an official subsidy toareci pient country. This action can es tablish the
exporter’s presence and technology in the market as a means to generate longer-term
international trade advantages. Below is a de scription of the vari ous forms of aid and
the OECD disciplines that may apply to each.

Tied aid is generally considered to be concessional financing support provided by donor
governments that links procurement by recipient countries to firms located in the donor
country or a limited number of countries. Tied aid can take the form of a grant (that can
be offered as a grant plus a standard export credit) or a “soft” lo an (that can be offered
as a long-term loan bearing a low interest rate and/or extended grace period).

The OECD Participants have agreed toru les (also known as the “Helsinki Rules or
Disciplines”) that govern a subset of the br oader tied aid actions — the most egregious
subset from a trade-distorting pers pective. Tied aid r eferred to as “Helsinki-type” tied
aid, was agreed to in 1991 under the Helsinki Disciplines. Thus, today tied aid is

! The term “concessionality” refers to t he total value of the su bsidy being provided by the donor to the
recipient country for any one projec t or purchase. For example, if a country receives a grant of $100
million for a $100 million project, the concessionality level of this aid would be 100%, whereas a grant of
$35 million combined with a traditional export credit for th e remaining $65 million would have a
concessionality level of 35%.

2 “Commercially-viable” means that a project can service market-term or standard Arrangement-term
financing over 10-15 years, depending on the type of project.
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governed by the He Isinki Disciplines and is summarized a s: (1) notiedaidf or
commercially viable p rojectss; (2) all tied aid must be notified to OECD Members at
least 30 business days before the country makes a financing commitment; (3) no tied
aid for wealthy countries [defin ed as those with a per capita Gross Nati onal Income
(GNI) at or above $3,855, with this figure changing annually because it is based on
annually-adjusted World Bank lending criteria — see Annex I and II for details]; and (4)
tied aid offers must have a minimum of 35% concessionality (see Figure F1).

“Non-Helsinki-type” tied aid includes all other tied aid offers excluded from “Helsinki-
type” tied aid. These are (1) de minimis projects (valued at 1 ess than approximately $3
million), (2) grants or near-grant s (at least 80% concessionality), and (3) pa rtial grants
(at least 50% concessionality) that are o ffered to the UN-declared Least Developed
Countries or LDCs.

Official Development Assistance (ODA), or aid, is concessional financial support o f
which at least 25% is intended to carry no repayment obligations (i.e., contains 25%
grant element)4, and the vast majority of O DA is 100% pure grant (such as grants from
United States Agency for International Development or USAID ). Aid from a donor
government to a recipient government that supports the purchase of sp ecific goods
and/or services from local, donor country and/or third country suppliers, necessary for
the completion of an investment or specific project is trade-related. ODA can be tied or
untied to procurement from the donor’s country.

Untied aid refers to concessional financing that is trade-related, but which should not
be conditioned (contractually or otherwise) upon the purchase of goods and/or services
from any particular country.

Figure F1: Scope of OECD Helsinki Disciplines

._.
o
Q
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35%

Prohibited ‘

2 million SDRs

3 Commercial viability, which OECD members determine on a case-by-case basis, has two components:
(1) financial viability, which refers to a project’s ability to service market-term, or standard Arrangement-
term, financing over 10-15 years (depending on the type of project); and (2) the general availability of ECA
financing for such a project. See Annex III and IV for details.

* The OECD Development Assistance Committee’s (DAC) technique for measuring concessionality (grant
element) of ODA is antiquated. The DAC uses a fixed 10% discount rate, which results in one-half of
annual ODA levels having arealco ncessionality level below 25%, and so me substantially less. For
example, untied aid credits have been notified with as low as 6% real co ncessionality and theoretically
could provide only 4% real concessionality. The United States has been seeking agreement in the OECD to
update the DAC methodology.
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Implementation of the OECD Arrangement

In 1991, the Participants to the OECD Arra ngement agreed to the Helsinki Disciplines
that govern the use of tied aid. The tied aid rules went into effect in Feb ruary 1992.
Since that time, the use of tied aid forco mmercially-viable projects has significantly
declined. In 2005, the OECD Participants updated a 1997 document known as “Ex-Ante
Guidance Gained for Tied Aid” which compi les the project-by-project ou tcomes of
OECD consultations that were held from 1992 through 1996. The “Ex-Ante Guidance”
describes which projects are typically consi dered to be commer cially viable (CV) and
commercially non-viable (CNV). See Annex III and IV for details. 5

Since the OECD tied aid rules ¢ ame into effect in early 1992, they have helped reduce
tied aid to an annual average o f about $5 billion. This is down from an estimated
average of $10 billion annually prior to 19 92. Almost all remaining tied aid volumes
have been re-directed away from commercially-viable sectors and toward commercially
non-viable sectors.

Current Status of the OECD Negotiations on Tied and Untied Aid 2011

The OECD and the U.S. continue to monitor th e effectiveness of the Helsi nki tied aid
rules. The trend since 2005 highlights that tied aid disciplines ha ve generally kept the
tied aid use at the $5 billion per year le vel mentioned prior. Furthermore, the OECD
Consultations Group has not examined any tied aid offers since 2008.

With respect to untied aid, historical conce rns regarding the implicit tying of Japanese

untied aid (that reached its highest levels—about $15 billion - a decade ago) prompted
the U.S. to seek the same disciplines for unti ed aid that were agreed for tied aid. Donor
and recipient countries resisted U.S. efforts to discipline untied aid, claiming that untied
aid did not pose a serious threat to free trad e and that disciplines for untied aid would
only reduce much needed aid to developing countries. However, in 2005, the OECD
agreed to a transparency agreement for unti ed aid that requires OECD Members to (a)
notify project loan commitments at least 30 days prior to the o pening of the bidding
period (to allow for internation al competitive bidding); and (b) report the n ationalities
of the bid winners on an annual ex-post basis.

Tied Aid and Untied Aid Activity

In 2011, with respect to tied aid, the volume of Helsinki-type tied aid increased slightly
to approximately $5.9 billion from $5.8 billion in 2010. The dat a for aggregate activity
in 2011 shifted from the trends of tied and untied aid activity over the last five years (see
Figures F2 and F3). Japan remained the largest donor of tied aid in terms of volume,
accounting for over $4.5 billion or 69% of OECD tied aid act ivity (see Figure F3).

5 The OECD Consultations Group examines projects that have been notified by a Participant as eligible for
tied aid, but which another Participant believes to be ineligible for tied aid because they appear to be CV.
Sovereign guarantees from the recipient government do not factor into the determination of “commercial
viability” because they can be provided for any kind of project — CV or CNV.
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However, traditional tied aid donors, France and Spain decreased their tied aid activity
in 2011, not even ranking as the top 5 donors of tied aid.

The number oft ied aid not ifications decreased from 132in2010to 123 in 2011,
continuing the trend of increasing average transaction size rather than incidences of tied
aid transactions (Figures F4 and F5). Furthermore, Austria continues to be the largest
donor in terms of the number of tied aid offers.

Figure F2: Major Helsinki-type Tied Aid Notifications by Donor (b y value),
2007-2011
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Figure F3: Helsinki-type Tied Aid Notifications by Donor (by value), 2011
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Figure F4: Major Helsinki-type Tied Aid Notifications by Donor (by number
of transactions), 2007-2011
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Figure F5: Helsinki-type Tied Aid Notifications by Donor (by number of
transactions), 2011
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In 2011, the numbe r of untied aid notifi cations as well as the volume of such
notifications increased when compared to 2010.  Accordingly, the number of
notifications modestly increased going from 81 in 2010 to 85 in 2011, and volume
increased by approximately 40% to $15.6 billion. As in 2010, Japan reported the largest
number of untied aid transactions bothin  terms of number (39) and volume ($12.6
billion). Similar to 2010, Indi a received the largest a mount of untied aid n otifications
both in terms of volume ($3.7 billion) and  number of notificat ions (9), f ollowed by
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Indonesia in terms of volume ($3.6 billion) and Indonesia in terms of the number of
notifications. The largest sector by volume in 2011 was for the E nergy Generation and
Supply sector ($5.6 billion), followed by Tr ansport and Storage ($3.3 billion). Energy
Generation and Supply received the largest number of notifications (23), followed by
Water Supply and Sanitation (14).

Taking a longer-view at untied aid activ ity trends the same pattern continues. Over the
past six years Japan has notified the la rgest number and v olume of untied aid
transactions, followed by France. India continues to be the largest recipient of untied aid
both in terms of number and vol ume, followed by China (number of notifications) and
Indonesia (volume). The Transport and Stor age, as well as Energy Gener ation and
Supply sectors continue to be the largest sect ors receiving untied aid notifications. 2011
data reinforces this long-term trend.

Eligible Markets, Major Donors and Sector Concentration

The OECD rules designate a numb er of key markets as ineligible for tied aid financing.
Specifically, the OECD rules ba n tied aid into high or upper middle-incom e markets
(those that are ineligible to receive 17-year loans from the World Bank) and tied aid into
Eastern Europe and select countries of the former Soviet Union, unless the transaction
involves outright grants, food aid or humani tarian aid. (See An nex I for a list of key
markets for which tied aid is prohibited and Annex II for a list of key markets eligible for
Ex-Im Bank tied aid support.)

Figure F6 shows the distribution of Helsin ki-type tied aid offers by region in terms of
value. The East Asia and Pacific region continues to be the primary region re ceiving tied
aid in 2011. Similar to past year s, China received the most number of notifications in
2011; however, Iraq was the main recipient country in terms of volume due to one large
project.
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Figure F6: Helsinki-type Tied Aid Notifications by Region (by Value), 2011
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While over the past 5 years, Transport and Storage projects received the most

notifications (with Water Supply and Sanitation as the second largest sector notified),
the trend changed in 2011 “Other” sectors ( Education, Health, and Water Supply and
Sanitation) representing 40% of volume and number of offers (102 notifications). One
project in the Mineral Resources and Mining sector received the second largest volume
of tied aid ($2 billion). Energy Generation and Supply (including renewabl e and non-
renewable energy projects), projects often deemed commercially viable, received only 4
notifications in 2011, and were not evaluated by the OECD Consultations Group.

The Mineral Resources and Mining sector project in Iraq did not go through the OECD
Consultations process; however, informatio n was exchanged related to the commercial
viability of the project. Through that process , it was determined that the project would
be found to be commercially non-viable.

Trends in the Use of the Tied Aid Capital Projects Fund

Ex-Im Bank, in consultation with Treasury, ha s established guidelines for the use of the
Tied Aid Capital Projects Fund (TACPF). These guidelines have two core components:

1. A series of multilateral and/o r domestic efforts (e.g., no-aid agreements,
preliminary offer of “willingness to match”, actual offer of matching) that attempt
to get competitors to drop consideration of tied aid use and/or let tied aid offers
expire for projects of interest to U.S. exporters.

2. A set of “multiplier” criteria (e.g., pros pect of future sales witho ut the need for
tied aid) that attemptto limit tied aid su pport to those transactions whose
benefits extend beyond that particular pr oject, but can be expected to generate
future benefits, as well.
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Ex-Im Bank issued one Tied Aid Letter of Intere st in 2011 for th e sale of fire trucks to
Indonesia (See Figures F7 and F8). This transaction met all of Ex-Im’s tied aid criteria
to match, and authorization of the Tied Aid Letter of Interest will help a U.S.exporter
from losing their commercial market share due to tied aid use by an OECD ECA.

In 2011, the Bank also received 3 other application s for tied aid. Two of the three
applications were denied due to there being no derogation from the OECD tied aid rules
and no evidence of future follow-on sales on commercial terms. Lastly, the B ank denied
another tied aid transaction facing non-OECD competition in 2011 because the case also
did not satisfy Ex-Im’s tied aid and standard credit crit eria for support. Figure F7 also
shows cumulative Ex-Im offers against OEC D tied aid offers si nce 1992, and compares
the offers and outcomes from the years 1992 -2002 to the past nine years, 2003-2011 .
The period-to-period comparison contrasts th e sharp declinein Ex-Im Bank tied aid
offers in recent years when compared with ~ Ex-Im Bank tied aid matching activity
between 1992 and 2002. Over the past nine years, Ex-Im Bank approved one
transaction that benefitted from OECD tied aid funds. The project, a waste water
treatment plant in Sub-Saharan Africa, was approved in 2008.

Figure F7: Cumulative Ex-Im Bank Matching of OECD Foreign Tied Aid
Offers

2011 1992-2002 2003-2011
Total matching offers 1 46 4
U.S. wins 0 19 2
U.S. losses 0 24 1
Outstanding, no decision 1 3 1

Figure F8: U.S. Tied Aid Authorizations by Year
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It is not coincidental that the sharp decline in U.S. tied aid matching offers relates to the
data showing that the majority of foreign tied aid offers are made in accordance with the
OECD rules. U.S. exporters continue to repo rt encountering competitive situations with
non-OECD countries, particularly in the rene wable energy and rail sectors . However,
obtaining credible evidence of s uch projects has hindered the ab ility of Ex-Im Bank to
match such tied aid offers.

China continues to be a major a player in the area of concessional financing and tied aid.
However, due to the unique challenges of ma tching Chinese competition due to the lack
of credible information on Chinese terms and reaching a level of comfort that tied aid
competition exists and/or that multiplier be nefits will be achieved for U.S. exporters,
the applications for tied aid matching offe rs that have come to Ex-Im have been to
match OECD member countries.

Furthermore, U.S. exporters seeking to con duct business in Sub-Saharan Africa or
certain Least Developed Countries (LDCs ) face other challen ges. Oftentimes, such
countries have commercial lending limits an d borrowing restrictions. These limitations
are exacerbated by the multiplicity of aid financing rules established by the OECD, the
Development Assistance Committee (DAC), th e International Monetary Fund (charged
with monitoring country debt) and the borrower countries. Thus, U.S. exporters
confront varying financing pack ages (provided by OECD or non-OECD Members, in
accordance with OECD, DAC, IMF or borrower country rules) that are not readily
comparable or “matchable.” For example, the DACs rules governing aid of fers requires
that aid financing be 25% concessional (comparedt o the OECD 35% con cessionality
requirement). Such disparities createl engthy processing delays and result in U.S.
exporter frustration regarding the role and purpose of the Tied Aid Fund.

U.S. Government Actions to Combat Foreign Tied Aid

In addition to monitoring the OECD rules go verning tied aid, the U.S. government has
also used “common lines” as a way to comba t predatory financing practices by foreign
governments. A “common line” is an agreement whereby one OECD Member
anonymously proposes that all Members refrain from providing aid for a specific project
that is otherwise elig ible to receive aid. When Ex-Im Bank receives an application for
financing in a tied aid eligible country and th e U.S. exporter has reason to be concerned
about the possibility of tied aid financing competition, Ex-Im Bank may propose a no-
aid common line in h opes of eliminating t his possibility. If the co mmon line request is
accepted, all OECD member countries agree  not to offer tied aid financing for the
particular project for a period of two years (with the possibility of extensions). If the no-
aid common line request is rejected (any one Member can reject a common line request,
irrespective of their involvement in the pa rticular project), OECD member countries
may make tied aid financing offers for the project.

The intention of a common line is to be anonymous as to prevent buyer retaliation
against an exporter whose government issued a common line on its behalf. In practice,
however, buyers are o ften aware of which do nors/exporters are competing f or specific
projects and can determine who proposed a common line.
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In sum, U.S. exporter experience with common lines has been mixed. Of the 15 common
lines proposed since 2000, a l ittle less than half (7 of 15) were ac cepted. Because of the
potential for buyer backlash, common lines  are not issued without prior export er
approval and none have been issued in recent years. There have been no requests for a
common line by OECD members since 2005.

Combatting predatory financing practices by foreign governments

Section 8A of the Ex-Im Bank Charter requires that the Bankin clude information on
“other actions by the United States Government to combat predatory financing practices
by foreign governments, includingadd  itional negotiations among participating
governments in the Arrangemen t” in the Tied Aid Credit report to Congress required
under Section 10(g).
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Appendix F Annex I

Key Markets Where Tied Aid is Prohibited

2B ST BT Hong Kong (China), Korea, Malaysia, Singapore

Pacific*

Europe and Central Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland,
Asia Romania, Russian Federation, Slovak Republic

Latin America and Argentina, Chile, Colombia, Jamaica, Mexico, Panama, Uruguay,
Caribbean* Venezuela

Middle East and Algeria, Bahrain, Israel, Kuwait, Lebanon, Oman, Qatar, Saudi Arabia,
North Africa* Turkey, United Arab Emirates

South Asia* Malaysia

Sub-Saharan Africa* | Botswana, Gabon, South Africa

*These markets are not eligible for tied aid because their Gross National Income (GNI) per capita for at
least two consecutive years was sufficient to make them ineligible for 17-year loans from the World Bank.
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Appendix F Annex II

Key Tied Aid Eligible Markets

East Asia and Pacific | China, Indonesia, Philippines, Vietnam

Europe and Central

1 *
Asia Ukraine

Latin America and

Caribbean Ecuador, El Salvador, Paraguay

Middle East and

North Africa Jordan, Morocco, Tunisia

South Asia India, Pakistan, Sri Lanka

Sub-Saharan Africa | Angola, Ghana, Kenya

Note: In addition to OECD tied aid eligibility, the U.S. Government has developed criteria to apply to tied
aid requests to determine whether tied aid can be made available (e.g., follow on sales criteria and
“dynamic market” evaluation).

*Article 33. b 5 of the OECD Arrangement states the Participants’ agreement to “avoid providing any tied
aid credits, other than outright grants, food aid and humanitarian aid as well as aid designed to mitigate
the effects of nuclear or major industrial accidents or prevent their occurrence” to these markets. Only
such projects as described here would be eligible for tied aid in these markets.
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Appendix F

Annex 111

Projects Generally Considered Commercially Viable
(Helsinki-Type Tied Aid Prohibited)

Power

Oil-fired power plants

Gas-fired power plants

Large hydropower plants

Retrofit pollution-control devices for power plants

Substations in urban or high-density areas

Transmission and/or distribution lines in urban or high-density
areas

Energy Pipelines

Gas transportation and distribution pipelines
Gas & oil transportation pipelines

Telecommunications

Equipment serving intra- and inter-urban or long-distance
communications

Telephone lines serving intra- and inter-urban or long-distance
communications

Telephone lines serving internet or intranet system

Switching equipment serving urban or high-density areas
Radio-communications equipment serving urban or high-density
areas

Air traffic control equipment

Transportation

Freight railroad operations (locomotives, cars, signaling)

Manufacturing

Manufacturing operations intended to be profit-making
Privately-owned manufacturing operations

Manufacturing operations with export markets
Manufacturing operations with large, country-wide markets
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Appendix F

Annex IV

Projects Generally Considered Commercially Non-Viable
(Helsinki-Type Tied Aid Permitted)

Power

Power projects that are isolated from the power grid

Distribution lines to low-density, rural areas

Some transmission lines to low-density, rural areas

District heating systems

Renewable energy (e.g., geothermal power plants, small wind
turbine farms, small hydropower plants connected with irrigation)

Telecommunications

Telephone switching equipment serving low-density, rural areas
Switching equipment serving low-density, rural areas
Radio-communications equipment serving low-density, rural areas

Transportation

Road and bridge construction

Airport terminal and runway construction

Passenger railroad operations (locomotives, cars, signaling)
Urban rail and metro systems

Manufacturing

Highly-localized, small scale cooperatives
Highly-localized, small scale food processing
Highly-localized, small scale construction supply

Social Services

Sewage and sanitation

Water treatment facilities
Firefighting vehicles

Equipment used for public safety
Housing supply

School supply

Hospital and clinic supply
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Appendix G: Human Rights and Other Foreign Policy
Considerations

The Export-Import Bank Act of 1945 was amen ded in 1978 by legislation ref erred to as
the “Chafee Amendment,” P.L. 95-630,92  Stat. 3724. The Chafee Amen dment, as
amended in 2002 by P.L. 107-1 89, states, “Only in cases where the President, after
consultation with the Committee on Financial Services of the House of Representatives
and the Committee on Banking, Housing, and Urban Affairs of the Senate, determines
that such action would be in the national interest where such action would clearly and
importantly advance United States policy in such a reas as international terrorism
(including, when relevant, a foreign nation’s lack of cooperation in efforts to eradicat e
terrorism), nuclear proliferation, the enforc ement of the Foreign Corrupt Practices Act
of 1977, the Arms Ex port Control Act, the International Emergency Economic Powers
Act, or the Export Administration Act of 1979, environmental protection and human
rights (such as are provided in t he Universal Declaration of Human Rights adopted by
the United Nations General Assembly on De cember 10, 1948) (including child labor),
should the Export-Import Bank deny applic ations for credit for nonfinancial or
noncommercial considerations” (12 U.S.C. § 635(b)(1)(B)).

It should also be noted that, pursuant to Executive Order 121 66, the President has
delegated his authority to make Chafee determ inations to the Secretary of State, who
must consult with the Secretary of Commerce and the heads of other interested
Executive agencies.

Ex-Im Bank and the State Department, incl uding the Bureau for Democracy, Human
Rights, and Labor, have developed procedures for regular consultation on human rights
concerns. According to these procedures, the State Department provides to Ex-Im Ban k
a list of countries with human rights concerns. Countries not on that list are pre-cleared.
Ex-Im Bank refers the transaction to the State Department for human rights revie w
when a proposed transaction is over $10 milli on, and involves goods or services to be
exported to a country that has not received  “pre-clearance.” In addition, Ex-Im Bank
country economists may work in concert with the State Department, where appropriate,
to examine human rights and other foreign po licy considerations in their assessment of
the risks associated with transactions in specific countries.

Various other statutory provisions addressi ng human rights and other foreign policy
concerns may also i mpact Ex-Im Bank programs. For example, with respe ct to Ex-Im
Bank’s approval of support for the sale of de fense articles or services for anti-narcotics
purposes, Ex-Im Bank may approve such a tran saction only following satisfaction of a
number of statutory criteria, one of which i s that the President must have determined,
after consultation with the Assistant Secret ary of State for Democracy, Human Rights
and Labor, that the “the purchasing country has complied with all restriction s imposed
by the United States onthe end use of an y defense articl es or services fo r which a
guarantee or insurance was [previously] p rovided, and has not used any such defense
articles or services to engage in a consistent pattern of gross violations of internationally
recognized human rights” (12 U.S.C. § 635(b)(6)(D)(1)(I1)).

175



Appendix H: Equal Access for U.S. Insurance

Pursuant to the Export Enhancement Act of 1992, Ex-Im Bank is required t o report in
the annual Competitiveness Report those lo ng-term transactions approved by Ex-Im
Bank for which an opportunity to compete was not available to U.S. insurance
companies.

At the time the legislation was enacted, Ex -Im Bank had neither encountered nor been
informed about any long-term transaction for which equal access for U.S. insurance
companies was not afforded. Con sequently, Ex-Im Bank, the Department of Commerce
and the Office of the United States Trade Re presentative agreed that the establishment
of a formal reporting mechanism was not nece ssary. It was also agreed that should Ex-
Im Bank identify any long-term transaction in which U.S. insurance companies are no t
allowed equal access, a more formalized proce dure would be created. As of December
2011, Ex-Im Bank had not identified any long -term transaction in which U.S. insurance
companies were not allowed equal access.
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Appendix I: Trade Promotion Coordinating Committee

Introduction

Pursuant to Section 8A(a)(2) of Ex-Im Bank’s charter, Ex-Im Bank is required to report
on its role in the “National Export Strategy” (the NES), a report to Congress prepared by
an interagency committee called the Tr ade Promotion Coordinating Committee
(TPCC).45 The NES outlines the trade promotion agenda of the acting Administration.

The Obama Administration has defined its export strategy in the National Export
Initiative (NEI), a key objective of which is to double American exports during the 2010
— 2015 time frame. The NEI consists of  five broad themes: (1) advocacy and trade
promotion; (2) acces s to export financin g; (3) removal of barriers to trade; (4)
enforcement of trade rules; an d (5) promot ion of strong, sustainable and balanced
growth. The NES provides a report card on the admi nistration’s progress a gainst the
objectives laid out in the NEI.

Ex-Im Bank Performance Metrics

As the offi cial export credit agency of the U.S., Ex-Im Bank plays a central role in
providing U.S. companies with competiti ve financing for their export sales. Figure J1
below summarizes the key Ex-Im Bank performance measures included in the 2012
National Export Strategy.

Table I1: Key Ex-Im Bank Performance Measures Reported in the 2012 TPCC
National Export Strategy (Values in Billions USD)

General Performance Measures: CY2010 | CY2011 | % Change
U.S.Export Value Supported $32.5 $38.1 +20%
Number of Transactions Supported 3,589 3,752 +5%
Small Business Performance

Measures:

U.S.Export Value of Small

Businesses Supported $10.3 $12.2 +18%
Number of Small Businesses Assisted

by Ex-Im 2,586 2,550 -1%
Number of Lenders Trained on Ex-Im

Programs 729 717 -2%

* The TPCC is an interagency committee comprised of 20 USG agencies responsible for trade-related
functions. Members of the TPCC are: U.S. Departments of Commerce (Chair), State, Treasury,
Agriculture, Defense, Energy, Transportation, Interior, Labor, the Overseas Private Investment
Corporation, Ex-Im Bank, U.S. Agency for International Development, Small Business Administration,
U.S. Trade and Development Agency, U.S. Trade Representative, Environmental Protection Agency, the
Council of Economic Advisors, National Security/National Economic Council, the Department of
Homeland Security, and the Office of Management and Budget.
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As shown in Figure I1, highlights related to Ex-Im Bank activity and initiatives
reported on in the 2011 National Export Strategy include:

Increases in both the export val ue and number of transactions that benefitted
from Ex-Im Bank fin ancing from 2010 to 2011. Specifically, the value of ex ports
increased from $32.5 billion in 2010 to $38.1 billion in 2011 (a 20% increase) and
the number of transactions incr eased from 3,589 in 2010 to 3,752 in 2011 (a 5%
increase).

The export value of small business exports increased from $10.3 billion in 2010 to
$12.2 billion in 2011 (an 18% increase).

Ex-Im Bank Initiatives

In support of its mission to support jobs through exports, Ex-Im has introduced new
processes and program enhancements that improve performance and created products
that fill gaps in the market. These innovations represent Ex-Im’s efforts to both enhance
its product portfolio and promote an atmosphere of innovation. A few examples of new
products and processes include:

The bond product/capital market option taps new funding sources by allowing
the guaranteed commercial lender to issue bonds against Ex-Im guaranteed
loans; this financing option was revitalized in FY2009 and has grown
significantly over the past several years as liquidity in the private lending
community has tightened. Ex-Im authorized six capital market transactions
worth about $2.4 billion in authorization value in FY2009, sixteen worth $3.6
billion in FY2010, and twenty worth nearly $7 billion in FY2011.

The Supply Chain Finance Guarantee program was launched in 2010 to inject
liquidity in the marketplace and provide U.S.-based suppliers—particularly small
businesses—with access to capital faster and at a lower cost; Ex-Im authorized
$90 million for this program in FY2010 and $1.1 billion in FY2011.

The Express Insurance Policy streamlines the credit insurance application
process for small businesses and aims for a turnaround time of five days. Ex-Im
has issued over 230 Express policies since its inception in mid-FY2011.
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Appendix J: Efforts to Promote Renewable Energy Exports

Introduction

In response to the 2002 Congressional mand ate set forth in Ex-Im Bank’s Charter, the
Bank annually reports on its efforts to fo ster renewable energy exports. The Charter
requires Ex-Im to describe “th e activities of the Bank with respect to financing
renewable energy projects undertaken...and an analysis comparing the level of credit
extended by the Bank for renewable energy proj ects with the level of credit s o extended
for the preceding fiscal year.”46

Special financing is available through the Ex-Im Bank Environmental Exports Program
and the Bank’s Renewable Express Program. Through the Environmental Exports
Program, eligible renewable energy exports may receiv e extended repayment terms of
up to 18 years. In 2011, Ex-Im Bank expanded its Solar Express Program by introducing
Renewable Expresstocoverf inancing for a wider array of renewable energy
technologies. The Renewable Express assist s small renewable power producers with
project financing.

In 2011, Ex-Im responded to the Cong ressional mandate through the following
activities:

1. Authorizations: Ex-Im Bank more than doubled renewable energy authorizations
to $721 million in fiscal year 2011. As illustrated by Figure J1, the Bank
facilitated a 117% increase in renewable en ergy authorizations from fiscal year
2010 to fiscal year 2011.

Figure J1: Renewable Energy Authorizations by Year

Fiscal Year Renewable Energy Authorizations HECE Ch$gg$ UL L]
2011 $721 million 117%
2010 $332 million 230%
2009 $101 million 71%
2008 $30.4 million 28%
2007 $2.7 million -73%

Source: U.S. Ex-Im Bank

Some of the renewable energy transaction highlights of fiscal year 2011 include:
e Ex-Im’s authorization of almost $180 milli on in financing to support seven solar
power transactions in India.
e The issuance of $1.9 million in medium -term insurance for a landfill-gas fueled
power plant.
e The Bank’s guarantee of $22. 2 million in euro-de nominated loans which
supported the export of 40 wind turbines to Italy.

“® Ex-lm Bank Charter Sec. 8A(5)
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2. Policy implementation: Ex-Im Bank’s Carbon Policy, adopted in 20009, seek s to
address the climate ¢ hange issues that stem from the Bank’s export financing
activities. For high carbon intensity tran sactions (i.e., coal fired power plants),
the Bank performs an early review of the potential climate change implications of
the transaction under the Carbon Policy, in addition to its regular due diligence.
The Carbon Policy calls for incr eased transparency in the tracking and reporting
of CO2 emissions, promotes renewable energy exports where carbon dio xide
emission levels are very low to zero, an d establishes a $250 million facility to
promote renewable energy.

3. Streamlined Option f or Renewable Energy Financing: In 2011, Ex-Im’s Solar
Express program was expanded to includ e renewable energy projects and was
renamed "Renewable Express". The Renewable Express program provides project
financing for small renewable en ergy-power producers where the loan amoun t is
at least $3 million and less than $10 million . Eligible transactions are subject to a
streamlined application review which can re sult in a case proce ssing time of as
little as 60 days.

Ex-Im created Renewable Express to address the fact that for sma 1l transactions,
expenses related to d ue diligence and advisory fees often makes project finance
cost prohibitive.

4. Marketing efforts: Pr esented at and pa rticipated in 38 enviro nmental export
industry events hosted by industry part icipants, trade organizations, and othe r
USG agencies, both domestically and abroad.

G-7 ECAs
G-7 OECD ECAsha ve consistentlyincrea sed the number of Renewable Energ y
Notifications as illustrated in Figure J2. This trend is paralleled by the increase in Ex -

Im’s Renewable Energy authorizations in Figure J1. Note that these figures only refer
to official export credits for renewable energy.
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Figure J2: Total G-7 OECD ECA Renewable Energy Notifications by Year
2007-2011
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Appendix K: Legal and Regulatory Requirements

Pursuant to the 2010 Advisory Committee recommendation that Ex-Im Bank include an
appendix in the Competitiveness Report that sets out the legal and regulatory
requirements related to the production of th e Competitiveness Report, below is a listing
and where appropriate, a description of the requirements associated with the
Competitiveness Report.

Ex-Im Bank Charter Requirements

Section 8A of the Ex-Im Bank Charter requires that the Bank submit to the appropriate
congressional committees a report assessi ng Ex-Im’s competitiveness rela tive to the
“major export-financing facilities available from other governments and government-
related agencies through which foreign exporters compete with United States exporters”
no later than June 30 of each year. Section 8A also stipulates that the report include a
discussion of the following;:

(1) An Assessment of the Bank’s actions to provide competitive financing and
minimize competition in government-supported export financing, including:

e an overview of major export credit programs offered by other ECAs
(including countries whose governments are not members of the
Arrangement) [henceforth referred to as “major ECAs™];

e estimates for the annual amounts of export financing available from each
major ECA;

e asurvey of a representative number of lenders and exporters on the
experience of the exporters and institutions in meeting financial
competition from other major ECAs.

(2) The Bank’s role in implementing the Strategic Plan prepared by the Trade
Promotion Coordinating Committee (TPCC).

(3) Ex-Im Bank’s Tied Aid Credit Program and Fund report required by Section
10(g), including:

e the implementation of the Arrangement restricting tied aid and partially
untied aid credits for commercial purposes;

o all principal offers of tied aid credit financing by foreign countries during
the previous one year period, including all offers notified by countries
participating in the Arrangement;

e any use by the Bank of the Tied Aid Credit Fund to match specific offers,
including those that are grandfathered or exceptions under the
Arrangement;

e other actions by the United States Government to combat predatory
financing practices by foreign governments, including additional
negotiations among participating governments in the Arrangement.

(4) Description of the purpose of all Bank transactions (e.g. correct a market failure
or provide matching support).

(5) The Bank’s Renewable Energy export promotion, including the analysis of the
level of credit extended by the Bank for renewable energy projects with the level
of credit so extended for the preceding fiscal year.
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(6) Size of Bank Program Account
e Comparison of the Bank’s size relative to that of other major ECAs
o If appropriate, recommendations with respect to the relative size of the
Bank program account, based on factors including whether the size
differences are in the best interests of the United States taxpayer
(7) Co-financing
o Alist of countries with which the United States has in effect a
memorandum of understanding for ECA co-financing
e If such a memorandum is not in effect with a country with a major ECA, an
explanation as to why one is not
(8) Description of the Services supported by the Bank and other major ECAs
(9) Cases reported to the Bank not in compliance with the OECD Arrangement or
appear to exploit loopholes in the Arrangement
(10) Foreign ECA activities out of compliance with the WTO Agreement on
Subsidies and Countervailing Measures

Lender and Exporter Competitiveness Survey

With regard to the lender and exporter Competitiveness Report survey, Section 8A(a)(1)
requires the report to include a “survey of  a representative number of United States
exporters and United States commercial lending institutions which provide export credit
on the experience of the exporters and in  stitutions in meeting financial competition
from other countries whose exporters compete with United States exporters.”

Regulatory Survey Requirements: The Paperwork Reduction Act (PRA)

All federal public organizations must com ply with the Paperwork Reduction Act (44
U.S.C. Chapter 35) to ensure that information collected from the public “minimizes
burden and maximizes public utility.” 47 The PRA dictates that organizations must have
Office of Management and Budget (OMB) approval before collecting information from
the public. Organizat ions must display the current OMB control number on the
collection documents.

Under the PRA, OMB-approved collectio = ns must be reevaluated through the
Information Collection Request (ICR) proc ess at least every three years. Any material
changes to the collection (e.g. change in colle ction instrument, instruction, frequency of
collection, use of information collected) also require reevaluation by the OMB.

The PRA Information Collection Request (ICR) Review Process

There are several steps to submitting an Information Collection Request ( ICR) to the
OMB. Prior to submission, an agency must first publish a 60-day notice in the Federal
Register to obtain public comment. Any comments should then be addressed in the ICR
application to the OMB. Once the ICR hasb een submitted, the OMB has a total of 60
days upon receipt of an ICR to make a de cision. An agency must also place a second

notice in the Federal Register for a public comment period of 30 days. This notice runs

47 General Services Administration. “Paperwork Reduction Act (PRA).” 17 Jun. 2010.
http://www.usa.gov/webcontent/reqs_bestpractices/laws_regs/paperwork_reduction.shtml
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concurrent with the first 30 days of OMB re view. Thus, agencies should allow at least
120 days for the review process, plus additional time for preparing the ICR and time lags
for publication in the Federal Register. The internal agency review procedures must also
be factored into a survey’s completion schedule. A six month period from ICR
completion to OMB approval is fairly commo  n, but this varies significantly across
agencies. 48

48 Office of Management and Budget. “Memorandum for the President’s Management Council: Guidance
on Agency Survey and Statistical Information Collections.” 20 Jan. 2006. Web.
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