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Annex 1 Definitions 

A1.1  MIGA Definitions 

A full list of MIGA definitions is available online at: 
www.miga.org/Documents/Glossary_of_Terms_Used_in_the_Political_Risk_Insurance_Industry.pdf 
 

Title Description 

Arbitration A process to settle a legal dispute in which the third party (the arbitrator) 
acts much like a judge, but in an out-of-court and less formal setting and 
does not actively participate in the discussions 

Breach of contract Loss resulting from government termination of contracts without 
compensation for existing investments in a product or service 

Civil strife damage Property or income losses from domestic political violence, including 
hostile actions by national forces, civil war, revolution, insurrection, or 
politically motivated terrorism or sabotage 

Coinsurance Insurance held jointly by two or more insurance providers 

Creeping expropriation A series of events by a government (or a sub-sovereign entity) that results 
in a deprivation of the investor's rights 

Expropriation An action whereby a government seizes property of assets of the foreign 
investor without full compensation to the investor. This is also referred to 
as 'ownership risk' or nationalization 

Inconvertibility An action taken by a government to prevent conversion of local currency 
to some form of foreign exchange. This is also referred to as 'transfer risk' 

Mediation A process to settle a legal dispute through active participation of a third 
party (the mediator), who works to find points of agreement and make 
those in conflict agree on a fair result 

Political risk Political risks are associated with government actions which deny or 
restrict the right of an investor/owner (i) to use or benefit from his/her 
assets; or (ii) which reduce the value of the firm. Political risks include war, 
revolutions, government seizure of property and actions to restrict the 
movement of profits or other revenues from within a country 

Political risk 
management 

Actions taken by investors to manage political risk, such as incorporating 
political risk into the company's financial equation, obtaining information 
from diverse sources and applying portfolio theory to international 
investments 

Political violence 
damage 

Property or income losses arising from violence undertaken for political 
purposes, such as declared or undeclared war, hostile actions by national 
or international forces, civil war, revolution, insurrection and civil strife 
(See Civil strife damage) 

Reinsurance The process of a political risk insurance provider issuing a guarantee with 
other providers in order to reduce exposure by spreading the risk among 
the institutions involved 

Tenor The term of a political risk insurance contract 
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A1.2  Willis Towers Watson political risk peril definitions 

A1.2.1 Investment coverages 

Coverage Description 
Claim Compensation 

Basis 

Confiscation, 
Expropriation, 
Nationalization, 
Deprivation 

Acts by the host government that interfere 
with the ownership of the foreign enterprise 
including but not limited to confiscation, 
expropriation, nationalization.  NOTE: 
"creeping expropriation" is an act or a series 
of acts, that when combined, have a 
confiscatory effect   Deprivation means the 
Insured being deprived of the use or 
possession of the whole or part of its 
inventory or equipment outside the Host 
Country/territorial waters because the insured 
cannot obtain an export license from the 
government of the Host Country 

Net Investment Value 

Inability to Export and 
License Cancellation, 
Embargo / Sanctions 

Inability to Export/Import: the inability to 
export or import due to a law, order, decree of 
either the Host Government or the Insured's 
Government (aka Embargo). License 
cancellation: cancellation, termination, 
revocation, amendment by government of 
Host Country of a previously issued and 
currently valid operating license.  

Net Investment Value 

Selective Discrimination The imposition of any law, order, decree, 
regulation or import/export restriction, 
selectively and discriminately, against the 
foreign enterprise by the government of the 
Host Country which in circumstances beyond 
the control of the Insured, selectively 
prevents  

Net Investment Value 

Forced Abandonment Abandonment of a foreign enterprise as a 
result of advice by the home government to 
evacuate key operations personnel from the 
host country or a relevant region because of 
political violence.  

Net Investment Value 

Forced Divestiture The imposition of any law, order, degree, 
regulation, by the government of the Insured's 
country that requires the Insured to divest 
itself of all or part of its shareholding in the 
foreign enterprise.  

Net Investment Value 

Currency Inconvertibility 
/ Non-transfer 

Delay or inability of a foreign enterprise to 
exchange local currency into hard currency or 
to repatriate funds to the parent company (or 
possibly another company) 

Sums of funds attempted 
to be repatriated 
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Political Violence Physical damage to assets in the Host 
Country caused by war, civil war, revolution, 
insurrection, rebellion, strikes, riots, civil 
commotion, sabotage, or terrorism 

Replacement cost of 
assets damaged (if 
repaired or replaced.  If 
not, book value) 

Business Interruption 
due to PV/CEN 

Loss of revenue (and potentially extra 
expense) resulting from business operations 
interrupted by political violence (or 
expropriation).  

Loss of profit, extra 
expense, ongoing 
expenses up during the 
period of indemnity 

 

A1.2.2 Cross-border trade coverages 

Coverage Description 
Claim Compensation 

Basis 

Arbitration Award 
Default 

Inability to enforce an arbitral award (the 
nonpayment) obtained by a foreign investor 
against the Host Government or a state-
owned enterprise, in accordance with the 
terms and conditions of a project (e.g. Power 
Purchase Agreement)  

The amount of the unpaid 
award 

Contract Frustration 

Losses from a cancelled or problematic 
contract due to nonpayment by a government 
counterparty or losses from a non-
governmental counterparty due to political 
risk including expropriation of the buyer, war, 
civil war, law order, degree, cancellation of 
export/import license, currency 
inconvertibility)  

Unpaid and contractually 
due invoices, plus 
accrued but un-invoiced 
expenses 

Wrongful Call / Call Due 
to Political Risk 

(A) Unfair calling by a government 
counterparty of an on-demand, callable stand 
by letter of credit posted in favor of the 
counterparty as a advance 
payment/performance guarantee or (B) the 
fair calling of the L/C due to the inability of the 
Insured to fulfill its contractual terms due to 
an occurrence of political risk (war, civil war, 
revolutions, riots, strike, expropriation etc.)  

Amount of the Letter of 
Credit drawn from the 
Insured's account 

Trade Disruption 

Loss of profit and extra expense following 
delays/interruptions in movements of goods 
in the supply chain due to named perils 
including political perils, natural disaster 
perils, and insolvency of a 3rd party supplier  

Amount of the Letter of 
Credit drawn from the 
Insured's account 
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Annex 2 Cambridge Centre for Risk Studies, 
Taxonomy of Risk 
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Annex 3 Example of Political Risk Insurance 
Request 

Request for Non-Binding Indication 

Political Risk Insurance  

 

Item 1.  Insured: Enter the legal name, address, and website of the entity which is investing in 
the host countries.  This is typically the US parent company.   
 
Example: ABC Holdings, Inc. 
Philadelphia, PA 19154-4599 USA 
 

Item 2.  Insured’s 
Country: 

Enter country in which the Insured is domiciled 
 
Example: United States of America 
 

Item 3.  Policy 
Period: 

Enter the desired term for the policy’s inception thru expiration.  Most policy 
terms are three or five years.  During this term, underwriters are committed to 
the capacity i.e. cannot cancel the policy.  The rate on line is also guaranteed 
regardless of country risk deterioration.   
 
Example: July 1, 2017- July 1, 2020   
 

Item 4.  Host 
Country(ies): 

Enter the countries desired to be insured.  
 
Example: China, Malaysia, Indonesia, India, South Africa, Kenya, Argentina, 
Brazil, Guatemala, Mexico.  
 

Item 5.  Foreign 
Enterprise(s): 

Enter the types of entities operating in the host countries i.e. subsidiaries, 
joint ventures.  If possible, supply list of names.  If it is cumbersome to supply 
names at this NBI stage, this information can be provided later before 
binding.  
 
Example: The Insured’s wholly or partially owned subsidiaries and joint 
ventures, where the Insured has an Equity Ownership Interest, operating in 
the Host Countries 
 

Item 6.  Description 
of Principal 
Activity of 
the Foreign 
Enterprise: 
 

Enter a general description of the operations of the foreign enterprises.  
 
Example: Packaging manufacturing plants, sales and service facilities. 
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Item 7.  Coverages: 
 

Select all of the covers desired to be insured.  
 
Choose from: 
A. Expropriatory Act  
B. Selective Discrimination 
C. Inability to Export 
D. Forced Divestiture 
E. Forced Abandonment War 
F. Political Violence including terrorism 
G. Business Interruption 
H. Currency Inconvertibility/ Non-Transfer 
 
Example: all of the above 
 

Item 8.  Maximum 
Limit of 
Liability: 
 
 

Enter the maximum limit of liability you desire for the policy and any perils 
sublimits.  
 
Example: USD $50,000,000 
Currency Inconvertibility Sub-limit: USD 5,000,000 
Political subject to Host Country Sub-Limits 

Item 9.  Political 
Violence 
Deductible: 

Enter the amount desired for a deductible for losses of Political Violence 
 
Example: USD $200,000 
 

Item 10.  Waiting 
Period: 

Enter in the desired waiting period i.e. the time frame for before a claim can 
be paid.  It is intended to be a ‘cure period’ in which circumstances may 
hopefully improve/desist. Note the 180 days is a market standard and 
generally not negotiable.  It does not apply to Political Violence claims 
 
Example: 180 days for all Expropriation perils (A-E) and Currency 
Inconvertibility  
 

Item 11.  Additional 
Information: 

Attach detailed information about the property (statement of values- SOV), net 
investment values if available, contracts with Governments, and currency 
remittances if available.  
 
Example: attached is the property SOV 
 

Item 12.  Need by 
Date: 

Enter the requested deadline for indications to be provided to Willis Towers 
Watson 
 
Example: March 15, 2017 
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Annex 4 VAPOR 

The Oxford Analytica / Willis Towers Watson VAPOR (Value at Political Risk) system allows global 

companies to assess and compare the financial implications of exposure to a suite of political risks – in 

individual countries, regionally or globally – using an interactive online tool that is updated quarterly to 

reflect geopolitical events. The VAPOR model (Figure A4.1) covers six political risk perils across eleven 

industry types in over 160 countries.  

 

Figure A4.1 Schematic of VAPOR model. 

As with most classic catastrophe models, Oxford Analytica’s assessments provide several key inputs as 

described below. 

A4.1 Frequency assessment 

Frequency assesses how often a major risk contingency will have a material impact on a particular 

industry, operating in a given jurisdiction. This exercise involves both historical analysis and a non-linear 

assessment of the outlook for similar risk events over the time horizon in question. 

VAPOR frequency metrics are necessarily calculated using a threshold assessment. Even the best model 

cannot be relied upon to predict every minor contingency that may affect the bottom line for businesses in 

a particular sector. By focusing only on severe events that have a lasting, material impact on business 

conditions, the VAPOR model can be more accurate in its probabilistic assessments of the potential cost 

of political risk events to a business over time. For example, peaceful protest movements that have limited 

economic effects would not ‘trigger’ the model – but mass demonstrations that block mining activity, would 

do so. 
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A4.2 Vulnerability assessment 

Oxford Analytica feeds the model with a vulnerability assessment, a historically derived assessment of 

business losses experienced in the face of certain kinds of severe political risks. For example, 

expropriation events tend to generate exceptionally high losses, which often amount to the full value of the 

investment and expected future earnings. On the other hand, some industries can be relatively resilient in 

the face of capital controls. 

A4.3 Confidence assessment 

The forecasts are finally calibrated through the confidence assessment, asking whether the society in 

question is subject to any potential foreseeable contingencies that might alter political risk conditions. For 

example, if a country is facing an election that might bring a resource nationalist party to power, the team 

might reduce its confidence assessment regarding political risks confronting the mining or oil and gas 

sectors. 

Confidence shifts are expressed in the VAPOR model by widening the upper and lower bands of expected 

dollar-value losses over time, and increasing the upper and lower range of the probable maximum loss 

estimate. 

The research that feeds all three of these assessments takes account of the historical experience of the 

society or industry in question, and then makes judgments about whether such trends are likely to persist. 

Past is not necessarily prologue in political risk, so a simple assessment of the historical trend – or of 

current conditions – would often prove deceptive. 

A4.4 Available GPE partner country political violence (PV) risk index trend 

Listed below are available political violence risk index trend data out of 100. 

Country PV Risk 

Bangladesh 83 

Congo, Dem. Rep. 78 

Cote d'Ivoire 58 

Dominican Republic 32 

Egypt 69 

Ghana 38 

India 58 

Indonesia 66 

Kenya 55 

Myanmar 42 

Nigeria 66 
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Pakistan 65 

Philippines 44 

Senegal 35 

Tanzania 48 

Ukraine 47 

Uzbekistan 43 

Vietnam 42 

Zambia 62 

Zimbabwe 58 

Table A4.1 Available GPE partner country PV risk index trend, out of 100. 

A4.5 “Heat map” of exposures 

 

Figure A4.2 Heat map of exposures. 
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A4.6 Country level view of expected loss 

 
 
Figure A4.3 Pakistan view of expected loss. 
  

 
 
 
 
 
 
 
 
 
    Figure A4.5 Nigeria view of expected loss. 

 
Figure A4.4 Democratic Republic of Congo view of expected loss. 
 

A4.7 VAPOR losses 

A4.7.1 VAPOR I 

Across all the possible futures, the average amount that an institution may lose is called the annual 

‘expected loss’ or VAPOR I. 
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Figure A4.6 Vapor I expected loss 
 

A4.7.2 VAPOR II 

Looking at the most unfavorable of these possible futures, a high estimate for the amount that an 

institution may lose is called the ‘probable maximum loss’ or VAPOR II. 

 
Figure A4.7 Vapor II expected loss 
 

A4.7.3 VAPOR output examples 

 
Figure A4.8 Vapor output examples 

Country and Peril Expected loss

DRC Political Violence $ 144,404

Nigeria Political Violence $ 75,674

DRC War $ 40,523

Pakistan Political Violence $ 15,790

Nigeria War $ 5,405

Pakistan War $ 422


