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(ii1)

PART I1 - ANNEXURHS AND EXHIBIT3S

Mark Description of Document Date Page
Volume 3:
Annexures to Case Stated:
A, Petroleum Products Sales .
Contract - Gulfiran and 5 April 1956 | 3001
Furopa
Al. Letter - Gulf to Bryan Todd 11 April 1957 3015
A2, Letter Gulfiran to Europa 10 March 1964 | 3016
A3, Memorandum of Agreement
Relative to New Zealand
Refinery - Gulfiran and
Europa 3 April 1956 3017
Al, Contract of affreightment -
Gulf and Europa 3 April 1956 | 3021
As. Letter - Gulf to Europa 10 March 1904 | 3046
A6. Letter - Gulf to Europa 30 October 1964 | 3047
A7, Contract for Organizaticn of
Pan-Eastern 3 April 1956 | 3049
Third Schedule - Processing
Contract 3057
A8. Letter - Gulf to Europa 10 March 1964 | 3071
A9, Letter - Gulf to Pan-Eastern 24 August 1959 | 3072
(reduction price of crude
sold to Pan-Eastern during
1958)
A10. Letter - Gulf to Pan-Eastern 30 August 1960 | 3074
(similar reduction for 1959)
All. Letter - Gulf to Pan-Eastern 30 June 1961 3076
(similar reduction for 1960)
Al2. Letter - Gulf to Pan-Eastern 12 March 1962 | 3078
(similar reduction for 1961)
Al3., Letter - Gulf to Pan-Eastern 8 February
(similar reduction for 1962) 1963 | 3079
All, Letter - Gulf to Pan-Eastern 21 February
(similar reduction for 1963) 1964 [ 3080
Als, Letter - Gulf to Pan-Eastern
(termination when Whangarei 10 March 1964 [3081
on stream)
Al6, Letter - Gulf to Pan-Eastern
(reduction in crude price 3 March 1965 |3082
for 1964)
A17 Letter - Gulf to Pan-Eastern
: (similar reduction for 1965) 17 March 1966 [3083




(iv)

Mark Description of Document Date Page
A18. Agreement- Gulfiran and Europa
(If processing Contract in-
operative by force majeure,
Europa way rescind Petroleum
Products Sales Contract). 3 April
1956 3084
Al9. Pre-Emptive Agreement - 3 April
Europa and Gulf 1956 3086
A20. Deed: Option to Purchase
Shares in Europa held by Todd
Investments between Todd Invest-
ments and Gulf. 3 April
1956 3094
A21. Guarantee between Gulf and
Zuropa (Guarantee by Gulf of
Gulfiran's performance under
the Petroleum Products Sales 3 April
Contract) 1956 3097
A22. Agreement of Assignment between
Gulf and Propet (Assignment by
Gulf of Contract of Affreight-
ment to Propet.) 15 October
1956 3100
A273, Letter - Gulf to Europa 15 October
(Guarantee by Gulf of Propet) 1956 3103
A2l Agreement between Europa and
BP (New Zealand) Limited
(Supply to Europa of certain
refined products) 18 December
1961 3014
A25., Letter - Pacific Trading &
Transport to BP Trading 8 June 1962 3108
Limited
Letter - BP Trading to P.T.T.
(Confirms payment by BP Trading
to P.T.T. of commisslon equiv-
alent to 10 per cent of BP
Trading's posted price f.o.b. ] .
Abadan, in consideration of igégprll
P.T.T. procuring Europa to
enter into above agreement) (A24) 3109
B. Feed Stock Supply Contract
between Gulf Exploration and
Furopa Refining Co. Ltd. 10 March
1964 3112
B1. Letter - Gulf Exploration to
Europa Refining (reduction in
price of crudes) 16 March
1965 3130
B2. Letter - Gulf Exploration to
Europa Refining (reduction in 16 March
price of Naphtha) 1965 3131




Mark

(v)

Description of Document

Date

Page

B3.

B4,

B5.

B6.

B7.

B3.

B9.

B1O.

B11.

B12.

B13.

Blh.

Letter - Gulf Exploration to
Europa Refining (reduction
in price of gas oil).

Letter - Gulf Exploration
to Eurocpa

Processing Contract between
Gulf and Pan-Eastern

Letter - Gulf to Pan-Eastern

Letter - Gulf to Todd
Participants

Contract of Affreightment
between Propet and Europa
Refining (For transport of
supplies under Feed Stock
Supply Contract)

Letter - Propet to Europa
Refining (Backhaul of
surplus products)

Ancillary Agrsement between
Gulf and Europa Refining
(Adjustment in freight rates
if at termination of Contract
of Affreightment Europa
Refining has paid more than
Alternate freight rates

(as scheduled) had they been
applicable). '

Guarantee between Gulf and
Buropa Refining Company
Limited (Gulf guarantees
performance by Gulfex of
Feed Stock Supply Contract
and by Propet of Contract
of Affreightment)

Reorganisation Agreement
between Gulf and Todd
Participants (If request-

ed by Todd Participants Gulf
will concur in capital re-
construction of Pan-Eastern
increasing capital to 500.00
x £1 shares etc.)

Letter - Gulf 0il Corporat-
ion to Todd Participants

File of Correspondence -
between Gulf and Europa
leading to the letter
agreements marked A9 to 14,
16 and 17.

16 March 1965

30 June 1966

10 March 1964
16 March 1965

16 March 1965

10 March 1964

10 March 1964

10 March 1964

10 March 1964

10 March 1964

10 March 1964

31 January 1958

to
4 September 1961

3132
3133

3134
3147

3148

3149

3171

3176

3185

3188

3198

3199



(vi)

Mark Description of Document Date Page
C. Relevant portion of financial

accouncvs furnished in support

of' Return for year ended

31/3/59 3246
Cci. Same for year ended 31/3/60 3250
cz2. Same for year ended 31/3/61 3254
C3. Same for year ended 31/3/62 3258
ch. Same for year ended 31/3/63 3261
C5. Sape for year ended 31/3/64 3265
cé. Same for year ended 31/3/65 3273
D. Letter - District Commiss-

ioner of Taxes to Europs 21 November

1963 3278

D1. Letter - District Commiss-

ioner of Taxes to Europa 22 November

1963 3279

E. Calculations used by Comm-

issioner in arriving at

amended amounts of other

assessable income 3280
El. Statement accompanying

notice of amended assess-

ment in respect of income

for year ended 31/3/60 3282
E2. Same for year ended 31/3/61 3283
E3. Same for year ended 51/3/62 3284
E4. Same for year ended 31/3/63 3286
Es5. Same for year ended 31/3/64 3288
E6. Same for year ended 31.3.59 3290
F. Letter - Commissioner to

Bryan Todd 27 June 1963 3291
Fi. Ietter - Dr Iau to Commiss~

ioner - Objection to amended

assegssment for year ended

31 March 1960 7 April 1965 3292
G. Letter - Dr Iau to Commiss-

loner - Objection to amended

assessments. for years ended

31 March 1961 - 1964 28 March 1966 3294
H. Statement accompanying

notice of amended assess-

ment in respect of income

for year ended 31/3/65 3297



Mark

(vii)

Description of Document

Date

Page

K1.

K2.

K3.

K& .

K5.

D1.

D2.

D3.

Dk.

Calculations used in arriv-
ing at amounts of assess-
able income for years

ended 31/3/60 and 31/3/64

Letter - Dr Lau to Commiss-
ioner - Objection to amended
assessment for year ended

31 March 1965.

Letter - Commissioner
to Bryan Todd enclosing
amended assesswment for
year ended 31 March 1960

Letter - Commissioner to
Europa

Letter - Dr Lau to Commiss-
loner - objectlion

ILetter - Commissioner to
Dr Lau

Letter - Commissioner to
Europa

Letter - Commissioner to
Dr Lau

Volume 4:

Objector's Exhibits

Copy of Platts Oilgram

Part of 1952 Annual Report
and Accounts of Ampol
Petroleum Limited

Part of 1961 Annual Accounts
of Ampol Petroleum Limited

Part of 1953 Annual Accounts
of H.C. Sleigh Limited

Part of 1954 Annual Accounts
of H.C. Sleigh Limited

Part of 1955 Annual Accounts
of H.C. Sleigh Limited

Part of 1956 Annual Accounts
and Chairman's Review of H.C,
Sleigh Limited

Caltex/Europa Supply Contract

11 July 1966

30 March 1965

5 April 1965

20 April 1965

5 May 1965

17 December

1965

19 May 1966

11 October
1955

21 December
1936

3299

3300

3303

3304

3306

3309

3313

3314

4001

4008

4o10

Lo12

4013

LOo1k

4015

Lo17



Mark

(viil)

Description of Document

Date

Page

51,

Refinery Project Reports -
Gulf

Refinery Project Report -
Bechtel-McCone

Refinery Project Report -
Snhodgrasa

File of Caltex Cables and
Correspondence 1955

Frankel and Newton paper
"Profitability of Inter-
national 01l Companies"

Correspondence between
Stafford L. Sands and Con-
troller of Exchange

H.C. Sleigh Limited
Annual Report 1968

Part of New Zealand Refin-
ing Company Prospectus

This correspondence is
Annexure Exhibit B14 to the
Case Stuted (pp. of Record
not duplicated)

File Naphtha Reformer
Discussicas 1958

Letter - Bryan Todd to
Commissioner of Inland
Revenue

Memorandum - Bryan Todd to
Commlssioner

Letter - Bryan Todd to
Commissioner

Letter - Minister of Finance
to Bryan Todd

Letter - Bryan Todd to
Minister of Finance

Extracts from Damle Beport

Extracts from Paper by Prof-
essor Leeman at 15th Annual
New East Conference 25/26
April 1963

Extract from Copy Agreement
between Shell and Todd Bros.

25 Novewmber
1944

23 April 1945
22 Septenber

1954

Lt February

1955 to
24 June 1955

5 March 1956
to
29 March 1956

20 March 1963

20 March 1963
3 July 1963
5 July 1963

3 July 1963

September
1955

Lo4L8

Los7

4068

4076

Lb112

4118

4129

4130

4132

hi41

4143

4150

bis51

L4152
4153

4175

4177



Mark

(ix)

Description of Document

Date

Page

BB.

cC.

DD.

EE.

FF.

GG.

HH.

1T,

JdJ.

and
KX.

LL.

PN TN TN TN N T

Copy Pan Eastern Accounts 1963

Correspondence AMP, Gulfiran,
re extension of credit and
Paneascern retentions 1960.

Extracts from Pan Eastern
Internal Trading Accounts

1957-1965.

Offer by BP Trading to Europa
in respect of supply of
feedstock to Whangarei
Refinery

1936 Caltex Contract
Correspondence. (Extracts
only duplicated)

Pan Eastern Accounts for

1961

Mr Smith's ncte of Mr Tyler's
interviews - 25/2/63

Mr Smith's note of Mr Tyler's
interview - 14/3/63

Mr Smith's schedule of matters
under inquiry by Department
February 1963-March 1965

Statement showing equivalent
half Paneastern profits at &
f.o.b. value gasoline imports
of Furopa

Comparison of Refining Margins

Crude production to satisfy
Europa's requirements '

Summary December 1963 trading
accounts of Pan Eastern

Certificate of Europa 01l
(N.Z.) Limited as to Gasoline
delivered to Defence Depart-
ment between 1/9/68 and 28/2/69

Industries and Commerce Depart-
ment - Imports gasoline 5/11/55

Industries and Commerce Depart-
ment - Imports gasoline
December 1968.

Letter - P.T. Mahon to
Solicitor-General

22 September
1960 to

1 December
1960

13 November
1962

21 March
1969

24 June 1965

4179

4181

4186

hah?

L276
L277

4278

k279

L284

4285

b29l



(x)

(1961/1965)

Mark Description of Document Date Page
MM. ILetter - Solicitor-General
to P.T. Mahon 23 July 1965 L2297
Volume 5:
Commigsioner's Exhibits
1. Gulf-Europa Contracts 1962 27 December
1962 5001
Processing Contract do.
Feed Stock Supply Contract do. 5021
Contract of Affreightment do. 5039
Letter - Propet to Europa
Refining do. 5061
Guarantee do. 5066
Reorganisation Agreement do. 5069
Letter -~ Gulf to Todd
Participants do. 5079
Letter - Gulf to Pan-
Eastern do. 5080
Letter - Gulf Iran to
Furopa do. 5081
Letter - Gulf to Europa do. 5082
ILetter - Gulf to Europa do. 5083
2. Examples of Armslength Sales
1955-1959 5084
3. Maps showing 0il Producing
Centres 5085
b, Chart - 1956 contracts 5087
5. Chart - 1964 contracts 5088
6. BP-Europa merger correspond-
ence 1959 5090
7. Draft Processing Contract -
Gulf-Europa 29 September
1955 5101
3. Annual Reports to Share-
holders of Europa 1956
and 1957 15 October
1956 5108
19 September
9. Todd Group of Companies - 1957 5109
Charts 5110
10. Pan-Eastern Accounts

5112



Mark

(x1i)

Description of Document

Date

Page

11.

12.

13.

14.

15,

16.

17.

18.

19,

20.

21.

22.

23.

24,

25.

26.

27.

Pan Fastern Accounts

(1959 and 1960)

Internal Gulf Memoraandum

Replacement of Exhibit 2 -
Examples of Armslength
Sales 1955-59

Extract from New York
Times of 5/4/56 - "Gulf
Advancing $120,000,000 to
Union 01l on Convertibies"

Extract from De Chazeau &
Kahn - Integration and
Competition in tiie Petrol-
eun Industry

Mr Tyler's Minute of Meet-
ing with Mr Smith

Mr Tyler's Minute of
meeting with Mr Todd and
Dr Lau

Mr Tyler's Minute of
meeting with Mr Todd and
Mr Smith

Mr Tyler's Minute of
meeting with Dr Lau aad
Mr Smith

Mr Tyler's Minute of
meeting with Mr Todd

List of Dates relevant to
production of documents

My Tyler's Interim
Report No. 1

Chiel Inspector's File
Minute

Commissioner's file minute

Pan Eastern figures
obtalned by Mr Tyler
from Mr Smith

Mr Tyler's minute of
discussion with Mr Smith

Condensed accounts of
Pan Eastern sent to
Crown Law Office

19 September

1959

13 February

19673

21 February

1963

March

—
> -
o

14 March

19 March

25 March

25 March

25 March

29 March

1963

1963

1963

1963

1963
1963

1963

5 April 1963

5123

5126

5127

5129

5130

51732

5135

5140

51k4

5147

5155

5158

5170

5171

5172

5173

5176



(xii)

Descripcion of Docunent

Date

Page

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

Commissioner's Minute

List of Reference Books
and Trade Publications
considered by Mr Tyler
in course of investigatlion

Mr Tylevr's note of dis-
cussion with Mr Smith

Mr Tyler's Report -
"Pricing of Petroleum
Products ilmported into
New Zealand"

Part V -~ BEuropa and Gulf

Mr Tyler's note of dis-
cussion with Mr Smith

Mr Tyler's note of die=-
cussion with Mr Todd

Mr Tyler's note of dis-
cussion between Dr Lau
and Commissioner and
himself

Mr Tyler's note of dis-
cussion between Messrs
Todd/Phillips/Tyler -
Refinery

Income analysis Statements
This Exhibit dealt with the
years from 1959 to 1966 but
statements in respect of
three years only were
duplicated for Court of
Appeal

Year ended 31/12/61

Year ended 31/12/62
Year ended 31/12/64

Colour chart "Europa's
share of Pan Eastern's
profit at various steps
expressed as a profit
per gallon on Motor
Gasoline imported by
Europa”

Produced to Supreme Court
separately.

Table of figures re Colour
Chart showing Furcpa's share
of profit at varlous steps

Letter - Minister of Finance
to Dr Lau

20 June 1963

17 February
1964

March 1964

2 November
1964

5 November
1964

12 April 1965

31 May 1965

15 June 1966

5178

5179

5181

5182
5224

5267

5268

5270

5275

5277
5287
5297

5311A

5312



Mark

(xiii)

Degcription of Document

Date

Page

Lo.

L1.

L2.

43.

L,

L5,

Lé.

h7.

La.

49,

50.

51

Correspondence supplied
by Gulf to Pittsburgh
Tax Authoritiles

Pan Eastern Articles
of Association

Extract from Platt's
Oilgram Price Service

Extract from 0Oil and
Petroleum Year Book

1958

Letter - L.G. Hucks
(BP.NZ) to G. Rees
Jenking, The British
Petroleum Company
Limited

Caltex first proposal -~
1955 ~ Calculation by
Mr Tyler of return to
Europa

Caltex Second Proposal -
Calculation by Mr Tyier
of return to Europa

Table showing freight
saving as at 1 January
1956 under Agreement
with Caltex

A M.P.-Gulf correspond-
ence re 1961 accounts

Letter - AMP tp Comm-
issioner regarding Pan
Fastern dividends
received by ANP.

Pacific Trading and
Transport Co. Ltd.
Balance Sheet as at
31/5/67 supplied to
Commissioner by Europa

Correspondence between
P.T. Mahon and
Solicitor-General

17 Avgust 1955
to
3 Auvgust 1960

1 June 1956

20 April 1955

5 February 1959

13 July 1965

4 October 1966
to
12 February 1969

5313

5349

5370

5371

5372

5374

5375

5376

5377

5397

5399

5400

Certificate of Regilstrar
of Court of Appeal of
New Zealand

Vol.
6125




(xiv)

The Printed ZHecord contains all documents ‘n
evidence in the Juprene Court and in the Case on
~ppeal in the Court of loreal :zicert the
following onridted by cousent of 3Sclicitors.

L) Such ports of the following “xnibits as were
not referrec tc by tre witaess producinz trhen in
the Zuprenc Court:

oxhibit Fature Record
B Ampol 1952 :innual Report Vol.4,
4008
D1 H.o.51leish Ltd. 1953 Annual
accounts 4012
D2 ditto (1854) 401%
D3 ditto (1°255) 4014
D4 ditto (1956) 4015
L H.C.51leizh Ttd. 1962 innual
report 4129
I N.Z.Refiuins Co. Prospectus 4170
T "irab developuent in the
emersing Znternational
economy" by ...leeran 4175
U Agrecunent betwoen Todd Bros.
Ltd. and Shell Company of
New Zeal=ncd Ltd. 4177

(®) The plens attached to:

G Bechtel 1 cCone Leport 4057
0 Gulf Naphtha leforme> Report 4127
(C) The followin: documents:
x Certain qf”b@“@)tb nltk Caltex
forming peort of Zxhibit E X, 4017
r Exhibits T2 and % relating
to refincry projects Lx JE 4048
b4 Certain of the vouchers
forming part of Exhibit X Ix..:4186
%6 Cericain of the "Incomre Vol.5,
analysis statements” 5275
Torwings pert of ILxkibit 36
411 documncuts annexed to Vol.1l,
the affidevit Louis J. 2C0

icCord
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CHTONCIOGICAT 11

During the hearing bvefore it, the Court of
Appeal reqjuested Loun el to cunply e
chr 'nOlO“lvwl list of relevant cvents in tre
case and Counsel for each party furnished a
list accordingly. For conve“*ence, these
two lluto cre reproduced in the Recerd as
follo

Appellant's list Vol.5 p.54173
Respondent's list Vol.5 p.5437



IN THE PRIVY COUNCIL
ON APPEAIL, FROM THE COURT OF APPEAL OF NIW ZEFEATLAND

Between
THE COMMISSIONER OF INIAND REVENUE
Appellant
And
EURCPA OIL (N.Z.) LIMITED
Respondent

RECORD OF PROCEEDINGS
No. 1

Supreme Court
Case Stated No. 1

Case Stated

11 July 1966

pursuant to section 32 of the Land and Income Tax Act 1954,

1. AT all material times the Objector was a duly incorporated
limited liability company having its registered office at
Wellington where it carried on the business of importer and
distributor of petroleum products.

2. DURING material times the Objector was associated with
certain other incorporated companies in the following manner:

(a) Todd Investments Limited (hereinafter called "Todd

Investments")

20 Incorporation: (a) in New Zealand

(b) Date: 24 December 1935

Shareholding: Majority of shares comprising its paid-

up capital owned by a group made up of members of

the same family (hereinafter called "the said family").
Todd Investments owned the majority of the shares
comprising the Objector's paid=-up capital,

(b)  Associated iptorists Petrol Comnany Linited (hereinafter

called "Associated lotorists")

v —a ——i

Incorporation: (a) In New Zealand

30 (b) Date: 19 March 1954
Shareholdings  All the shares cumdrising its paid-up
capital were owned by or on hehalf of the Objector.

(¢)  Pagific Truding and Transport Company Limited (herein-

after called "E.T.T.")
ration: (a) In England

(%) Date: 22 karch 1942



Supreme Court
No.

Casge Stated

11 July 1966

(continued)

Shareholding:  /4ll the shzres comprising its paid=-up

capital were owned by the Objector.

(d)  Europa Refining Comsany Limit:d (hereinafter called

"Europa Refining")

Incorporationt (a) In New Zealand
(b) Dates 17 July 1962

Sharcholding:  The Majority of the shares comprising
its paid-up capital were owned by Todd Participants
Limited, hereinafter called "Todd Participants", a

10 company incorporated in New Zealand, and all the
shares of which were owned by members of the said
family.

(e) Gulf 0il Corporation (hereinafter called "Gulf")

Incorporation: In United States of /merica

(f) Gulf Iran Company (hereinafter called "Gulfiran")

Incorporation: In United Stutes of /jmerica

Sharcholdings /. subsidiary of Gulf

(g) Gulf Exploration Comoany (hercinafter called “"Gulfex")

Incorporation:  In United States of fmerica

20 Sharcholding: /. subsidiaxry of Gulf.

(h)  Pan Eastern Refinina Company Limited (hereinafter called

n

Pan-Eastern")

Incorporation: (a) In the Bahama Islands.

(b) Date: 1 June 19%6

Sharcholdinge:  Shares comprising its paid~up capital

were ovned equally by /issociated Motorists and Propet
Company Limited, a subsidiary of Culf,
3. DURING material times certain agreements were entered
inte in respect of supplies to the Otjector as follows:
30 The agreements are divided into three groups as under,
The 1956 fgrecnents and /mendments with Gulf and Associates.
STCOND GROUP

fgreements in respect of nurchases by Objector from BP Group,



TH11D CROUP

4

Supreme Ccur:

No. 1

Case Statel
11 July 19z
(Continued;

The 1964 /greements and .mendmcents with Gulf and /Associates

THE 1956 /ACREEMENTS /AMD AIEIDE

ELRST GROUP

Title

Date

Partiecs

WIS VITH GULE /ND ASSOCILTE

Sumanised Effect

s . e : —n

ct+

Exhibi

peerté S

Petroleun
Products Sales

Contract

10

3. 4.56

11,4.57

10, 3,64

Gulfiran
and
Objector

do

do

Culfiran agrees to
sell to Objector bulk
of Objector's
requirements of
refined petrolcum
products,

Extending credit terms
to 120 days from date
of 1lifting cargo

Termination when
Whangarel Refinery
comes on strean,

12

Memorandum of
Larecnent

20 relative to
N.,Z. Refincry

30

3. 4.56

10,3.64

Gulfiran
and
Objector

do

—ce. - o

If a refinery is
established in New
Zealand during the
period of Petroleum
Froducts Sales Contrac
Objector's requirement
of gasoline refined fr
crude oil produced by
Todd Compeny is exclud
from that contract,

Re termination when
Whangarei refinery
comes in stream.

Contract of
Lffreiohtmant

40 -

3. 4.56

10,.3.64

30,10.64

Gulf and
Objector

do

do

Opjector to ship its
petrcleum products
requirements by Gulf
procured tankers to
New Zealand ports,

at AFR/ rates subject
to alternate freight
rales settlement on
expliry of contract

Re termination when
Yhangarel Refinery
comas on stream

Modifications for
four voyages from
7 October 1964

ts
S
om

a
ed

12
(above)
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-
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Supreme Court
No. 1

Case Stated

11 July 1966

(continued)

THE_1956 AGREEVENTS AND ANENDHENTS WITH GULE /D /SSOCIATES - CONTINUED

Title Date Parties Sunmariscd Effect

Contract for 3. 4,56  Gulf and Gulf and Objector to L7
organisation Objector inccrporatz or to

of Pan-Eastern procure incorporation

of Pan-Eastern in the
Bahamas with a capital
of 100,000 x £1 shares,
half each to Gulf and
10 Objector or their
nominees, whereupon
Gulf to execute
Processing Contract
with Pan-Eastern,
(Third Schedule),

- 10,3.64 do . Gulf will not exercise 48
right of winding-up
Pan Eastern on termina-
tion of Petroleum

20 _ Products Sales Contract
and Contract of
I/ ffreightment,
Processing Gulf and Gulf to sell to Pan- L7
Contract Pan- Eastern for 10~year (Third
Eastern term crude to produce Schedule)

gasoline ecquivzlent to
the quantity which
Gulf~iran is to deliver
to Objector. Gulf to
30 process this crude at
the expense of Pan-
Eastern, Pan~Eastern
to sell the resultant
gzsoline to Gulf,

- 24,8,59 do Reduction in price of Lo
crude o0il sold to Pan=-
Eastern during 1958.

Processing 30,8,60 do Ditto for 1959 410

40 Contract 30.6.61 do " " 1960 11
* - 12,3.62 do " "1961 L12
- 842.63 do " "1662 413

- 21.2,64 do " " 1963 114

- 10,3.64 do Re termin-ticn hen 415

Whenaarel Refiner
comes on stream

- 3.3,65 do Reduction in price of 416
crude o0il sold to
Fan~Eastern during
1654,

50 - 17.3456 do Ditto for 1965 L17
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(continued)

THE 1556 AGREEMENTS AND AMENDMENTS WITH GULFE /ARD ASSOCIATES-CONTINUED.

Title Date Parties Suwmmarised Effect Exhibit
Agreement 3. 4,56 Gulfiran If processing Contract 418
and inoperative by force
Objector majeure, Objector nay
give notice within 2
years to rescind
Petroleum Products
Sales Contract.
10 Fre~emptive do Objector From date to Dec. 31, 419
hgreement and Gulf 1966 Objector agrees not
to sell its undertaking
without giving first
option to buy to Gulf.
Consideration: $500,000
Deed: Option do Todd Option to Gulf to this 420
to Purchase Invest.- effect.
Shares_in Europa ments
held by Todd and Gulf
20 Investments
Guarantee do Gulf and Guarantee by Gulf of h21
Objector Gulfiran's performance
under the Petroleum
Products Sales Contract
Lgreement of 15,10.56 Gulf and hssignment by Gulf of h22
hssignment Propet its rights and
obligations under the
Contract of Affreighi-
rment to Propet Co.Ltd.
30 a wholly owned
subsidiary of Gulf,
15.,10,56 Gulf and Guarantee by Gulf of L23
Objector Propet
SECOND _GROUF
LGRELLFNTS IN RESFECT OF PURCHLY,SES 2Y OZJECTOR FR%ii BP, CROUP
(BP (Mgw Zealand) Limited and BP Trading Limited (hereinafter
called "BP Trading”) are wholly owned subsidiaries of British
Petroleum Compsny Limited of United Kingdom),
Title Date Parties Summarised Effect Exhicit
40 hgreement 18,12.%21 Objector Supply to Objector [0

-— s T

and BP (New

of certain refined

Zoaland) Ltd Praducts
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(continued)

AGREEMENTS IN RESFECT OF PURCH/SES BY OBJECTOR FROM BP, CROUP-CONTINUED

)

Sunmarised Effect Exhibit

[¢2]
[5¢]

Perti

[ =

Title Date

—

- 12, 4,62 BP Trading Confirms payment by 425
to P.T.T, BP Trading to P.T.T.

of commission
equivalent to 10 per
cent of BP Trading's
posted price f.o.be
Abadan, in considera~

10 tion of P.T.T.
procuring Objector to
enter into above
agreement

THIRD GROUP

THE 1964 AGREEMENTS AND AMENDLENTS - GULE /ND ASSOCIATES

In view of the impending commencement of operations of the Whangarei
refinery, further agreements dated 10,3.64 were entered into, some
of which were varied by later agreements dated 16.3,65 and 30,6,66,
These agreements are summarised below, The refinery is owned by
20  New Zealand Refining Company Limited (hereinafter called "N.,Z.
Refining") in which Europa Refining held a minority interest
entitling it to utilise part of the refining capacity of the

refinery,

Title Date Parties Summarised Effect Exhibit
Feed Stock 10, 3,64 Gulfex and Supply by Gulfex to B
Supply Europa Europa Refining of

Contract Refining latter's requirements

of NJZ. feed stock,
and certain refined
30 products not
available from
* Whangarei refinery

1€, 3,65 do Temporary reduction in Bl
price of crude oils
supplied under Feed
Stock Supply Contract
from 1,4.64

do do Ditto as to naphtha B2
do do Ditto as to gas o0il B3
40 30, 6,66 do fidditional temporary B4

reduction in the price
of Kuwait and Iranian
light crude oils as
from iay 2, 1966
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No. 1
Case Stated
11 July 1966
(continued)
GULE /23D A SSOCI/TES-CONTINUED

Title Date Parties Summzrised Effect Exhibit
Processing 10. 3,64 Gulf and Culf to sell to Pan- BS
Contract Pan-Eastern Eastern quantities of
crude oil equal to the
quantities of crude oil
reguired as such and
the crude required to
produce the equivalent
quantity of other feed
stocks to that which
Gulfex is obliged to
supply under The Feed
Stock Supply Contract
- 16, 3.65 do As Gulf has temporarily B6
reduced price of crude,
gas oil and naphtha
under Feed Stock Supply
Contract,corresponding
reduction made in prices
to be paild to Pan-
Eastern under the
Frocessing Conwtract,
- do Gulf and Confirmation of above B7
Todd price reductions
Parti-
cipants
(majority
Shareholder
in Europa
Refining)
Contract of 10, 3,64 Fropet and For transport of B8
LAffreightment - Europa supplies under Feed
Refining Stock Supply Contract
- do do Backhaul of surplus B9
products
fncillary do Gulf and Addjustment in freight B10
Agreement Europa rates if at termination
Refining of Contract of . ffreight-

‘ ment Europa Refining has
pald more than Alternate
freight rates (as
scheduled) had they
been spplicable

Guarantee do Gulf and Culf guarantees Bll
Europa performance by
Refining Guliex of Feed Stock

Supply Contract and
by Fropet of Contract
of /flireightment
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THE 1964 ACREEMENTS AND AIENDUENTS WITH GULE AMD ASSOCTIATES-COWTINUED

Title Date Parties Surmarised Effect Exhibit
Re~Organisation 10, 3.64 Gulf and If requested by Todd B12
fLgreement Todd Participants Gulf will

Parti=~ concur in capital

cipants reconstruction of

Pan=Eastern, increasing
capital to 500,000 x
£1 shares etc,

do do If Gulf requests Pan B13
Eastern to advance to
Gulf or its nominee
amount paid for new
shares subscrilked for
under the Reorganisation
Agreement Gulf
indemnifies Pan~Eastern
if borrower fails to
repay. Similar
indemnity by Todd
Participants,

/. file of correspondence between Gulf and the Objector
leading to the letter agreements marked "A9 to 14, 16 and
17" is annexed hercto and marked "Bl4",

4. . IN  furnishing returns of income on the undermentioned
dates to the Commissioner of Inland Revenue (hercinafter
referred to as "the Commissioner™") for income tax ,urposes
the Objector declared that it had derived income during the
income years ended on the 3lst day of March 1959 to 1965

inclusive as follows:
Date of receipt by

Income the Commissioner
year ended Lissescable Non-/ssassalle of the return of
31 ifarch income income income
1959 £178,056,18, 4 £ 75,299, 5. 0 30 December 1959
1960 154,427, 8,10 118,243, 0, O 15 December 1960
1961 186,103, 1. O 165,206,10, 0 8 Jinuary 1962
1962 251,856, 9,11 164,012, O, O 24 December 1962
1963 353,765, 1, 4 426,080, 0, O 4 February 1964
1964 840,038.,12, 0 2,533,813, 0. O 18 ¥ehruary 1965
1965 341,250, 7,10 - 8 February 1966

Copies of the relevant portions of the financial accounts
furnished in support of the said returns are annexed hereto

and marked "C' "CL" UC2M "C3" "C4" "CHM and "C6" respectively.

Fo tiois - .

The <-id return for the income ycar cnided on the 3lst day
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of March 1964 was initizlly treated as returning as assessahla
income the erwount of ££3%.411, 104 7 shown in the profit and
loss account for such year. This wes for the reason that
schadule 1 of the said financial accounts showing certain
adjustments mad2 in arriving at the saild amount of £340,028,12,0
was not received by the Commissioner together with the said
return, The objector hovwever states that the sald schedule

was included with other schedules sent to the Commissioner.

5, FOLLOWING the receipt of each of the sald returns for

the income years c¢nded on the 31st day of March 1959 to 1964
inclusive the Commissioner made an asscssment of the Objector's
liability for ordinary income tax end social security income
tax' in respect of the income for the year-to which the
particular return related. Details of each such assessment

and the date on which it w=zs made arc as follows:

Income vear
ended hssessable Non~-/issesszble
3L Haxch incame income
1959 £175;256.13. 4 £ 75,299, 5. O
1960 154,427, 8,10 118,243, 0, O
1961 186,103, 1. O 165,206, 10, O
1962 251,350, 9,11 164,012, 0, O
1263 530,272, 0. O 426,080, 0, O
1964 659,411,110, 7 * 2,532,833, 0, O
Income_year
ended OQrdinary ing:me  Social Seccurity Date of
3L Hgreh tax income tax Lssessment
1959 £ 75,611, 6, 0  £13,354, 5, 5 28 February 1660
1960 65,600, 4. 6 11,582, 1., 2 28 Fepruary 1661
1961 79,093.15, 6 13,927.14, 7 7 February 1962
1962 106,7114124 4 18,839, 4, 0 14 February 1943
1963 246,075,12, 0 43,520, 8, 0 20 Februzry 1564
1964 280,138,16, 5 49,455,17, 3 23 Felruary 1965

* /issessod on the hasis referred 15 in the footnote

to paragriph 4 hereot,
In making the s:cid assessment in respect of income for the
incone year end-d on the 3lst dazy of llarch 1963 the
Conmicsioner made certzin adiustments to the asséssable

income shown in the return for such yesr as follows.
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fissessable income returned £353,765, 0. O

Increase in stock valuation as

advised in letter of 22

November 1963 10,353, 0. O

ifotor Spirits Industry Pool

provision as advised in letter

of 21 November 1653 216,154, 0, O

£580,272, 0, O

Copies of the said letters dated the 2lst day of November 19563
and the 22nd day of November 1963 are annexed hereto and
marked "D" and "D1" respectively

6o IN the month of February 1963 the Commissioner began an
investigation into the affairs of the Objector, 4t that
time and also at the date of the letter dated the 27th June
1963 hereafter in this paragraph referred to, the latest
return of income which had been furnished to the Commissioner
by the Objector was, as appears from the particulars of dates
of receipt set forth in paragraph 4 hereof, in respect of

the income year ended on the 31st day of llarch 1962, This
investigation included (inter alia) the arrangements made

by the Objector for the supply to it of petroleum products,.
In the course of such investigation the Commissioner had
knowledge of and considered the Fetroleum Products Sales
Contract (Exhibit "A") and related agreements dated 3rd

lpril 1956 of the First Group referred to in paragrezph 3
hereof, By letter dated the 27th June 1963 (Exhibit "F*)
the Commissioner notified the Objector that after consultation
with the Solicitor-Genersl he proposed to take no action

to disturt the present position,

7. SUBSEQUENTLY the Commissioner made one or more amendad

assessments of the Objector's liability for ordinary income
tax and social security income tax in respect of income for
each of the income years ended on the 3lst day of llarch 1959
to 1964 inclusive, Detalls of the latest assessments so
made before the 18th day of December 1965 and the dates on

which such latest assessments wore ade are ns followss
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Incomne Proprietary
year ended gassessaile Other assessable Tatzl_ a ssable
1 liguch incone .ncome e
1960 - 673,866, 8. 10 673,866, 8, 10
1961 bad 6359914. l. O 6353914' lo O
1962  £637,927. 6. 7 828,126, 9. 11 1,466,053, 16. 6
1963 670,680, 0, 0 1,014,409, 6, 2 1,685,089, 6., 2
1964 732,920, 0., 0 1,493,237, 19, 2 2,226,157. 19, 2
Income
year ended Non-fssessalle Qrdinary Social security
31 March income inceme tax inceme tax
1959 £ 75,299. 5. 0 &£ 70,164,10, O £12,393., 1. 5
1960 118,243, 0, O 286,361,19, 9 59,539, 19, 8
1961 165,206.10, 0 270,263. 9, O 47,693, 11. 1
1962 162, 0, O 363,653.12, 2 62,109, 9. O
1963 180, 0, O 434,363.,17. 8 76,080, 14, O
1964 180, 0. O 637,8065,15., 4 111,992, 17, O
Date of assessment
1856 17 Decemkber 1965
1960 30 March 1965
1961 17 December 1965
1962 17 December 1965
1963 17 December 1965
19¢4 17 December 1965
Details of the calculations usezd in arriving at the said
amounts of other assessable income are contained in the
schedule annexed hereto and marked "E", Copiles of statements

which accompanied notices of the sald amended assessments in
respect of income for the years ended the 3lst day of idarch
1960 to 1964 inclusive are annexed hereto and marked "E1"
"E2" ME3" YE4" and "ES" respectively,

B PRIOR

O rr——— e A

to making the amended assessments in respect

of income for the income years ended on the 31st day of
March 1959 and 1963 referred to in the preceding paragraph
the Commissioner on the undermentioned dates made amended
assessments of the Objactor's lialility for ordinary income
tax and social security income tax in respect of income for

such years as follows:
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Income Year ended 31 ilarch 1959

Assessment made on the 26th day of Haxch 1964
Assessable income returned £176,056, 18, 4
fidd - adjustments £17,988

assessed as 18,000, 0, O

hssessable income 196,056, 18, 4
Ordinary income tax 83,261, 7. 5
Social security incorme tax £14,704, 5, 5
assessment made on the Sth day of /wril 1965
hssessable income £172,904, 18. 4
Oradinary income tax 134421 14, O
Social security income tax 12,957, 17. 5

/. copy of the statement which accompanied notice of the last
mentioned agreement is annexed hereto and marked "E6".

Income Year Ended 23] Maxrch 1963

Lssessnent made on the 7th day of iaxch 1964

/issessable 1ncome per assessment referred

to in paragranh 5 hercof £550,272, 0.0
Non=assessavle income 426,090, 0,0
Ordinary income tax 246,304, 4. T
Social security income tax 43,520, _8.__ 0

O BY letter dated the 30th day of March 1965 enclosing

tie amended notice of assessment for the income year ended

on the 3lst day of llarch 1960 referred to in paragraph 7
hereof the Commissioner advised the Objector that further
informalion had become available since June 1963 and upon
reconsideration by the Solicitor-General of the legal position
in. the light of fhis information he had been advised by the
Solicitor-General to disallow part of the deduction claimed

in respect of expenditure by the Objactor oo supplics to it

" under the contracts, He had decided to act accordingly and

had therefore made the amended asscssments, The s.id letter
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is the letler murled ™K¥ which is referred to in paragravn 17

hereof,

10, _“THE Objector received the following sums from

Associated Motorists on the dates respectively referred to

hereunder, Each such sum was paid out of moneys received iy

Associated lotorists from Pan-Eastern:

Date

31.3.59

17,2,60

19,1.61

23.1.,62

2341,63
1]

29,4.63
11,11,63
18,3,04
27.3.65

£ 1,
75,781,
100,375,
150,562,
150,562,
100,375,
100,375,
200,750,
202,750,
2,323,000,
404,000,

N

|

S
O‘
10,
10,
0O,
OO
OD
0.
O
O.

[eNwisoBoleNoRoRoRoNe]

11, P.T.T. received from BP Trading the following sums

on the dates respectively referred to hereunder,

Date

£ NZ.
Te6463 59,526, 8, 10
23.D.64 69,029, 13. 9
23,9.,64 8,256, 4. O
10.9,65 23,098, 11, 1
271,66 12,747. 0. 3
12, THE Objector okjzcted to the assessment in respect orf

incone for the income year ended on the 3lst day of iarch 1950

referred to in paracrazphs 7 and 9 hereof on the grounds set

forth in its adviser's letter dated the 7th day of /pril 1945

a copy of the relevan®t portion of which is annexed hereto

referred to thercin is Exhibit "F"),

13. THE Obi-ctor objected to the assessments in recpact

and marked "F1",  (The letter dated the 27th duy of June 1263

income for the inccme yenrs ended i the 31st day of fiarch 165

and 1961 to 1041 inclusive referred to in paragrarh 7 heres?

on the grounds zet forth in its adviser's letter dated the

23th duy of licxrch 1995, A copy of

hereto and marked "G",

such letter 1s annexed

QAL n-

14, THE Comnissioner on the 12th dry of tay 1955 wde en
assessment of the zmcunt on which in his judament ordinary

income tax and socinl security income tax ought to be levied

20

~
[
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on the Objector and of the amcint of such taxes in respect of

income for the income yo

as follows:

Proorietary
assessable
income

R )

£731,592, 0, O

£857,13, 6

ar ended on the 31lst

ther assessable

income

41,011,748,15, 0

Qrdinary income
tax

-

£433,233, 3. 4

day of lfarch 1965

Total assessarle
income
e e

£1,743,340,15, 0

Social security
income tax

£75,831, 3. 2

Copies of statements accompanying notice of such assessment

are annexed hereto and marked “H"

8.

THE Commissioner allowed in part the objections referred

to in paragraph 12 hereof (in respect of the income year ended

on the 3lst day of ifarch 1960) and in paragraph 13 hereof (in

respect of the income ycars ended on the 3lst day of

larch 1959

and 1961 to 1964 inclusive) and accordingly on the 19th day

of

flay 1966 made amended assessments of the Objector's

liability for ordinary income tax and social security income

tax in respect of income for the income years ended on the

3lst day of

made an amended assessment of the Ob

Jector's

Mlarch 1962 and 1964 and on the 25th day of May 1966

liakility for

ordinary income tax and social security income tax in respect

of income for the income year ended on the 3lst day of fHarch 1960,

Details of the amended assessiments so made are as follows:

pquflﬁ ATy

Year ended

31 Margh
1962 £637,927. 64 7 8284126, 9, 11
1964 708,148, 0, O 1,466,367, 16. 10

b LRI “i'¢ Orndinaty income
: : tax

1960 £11S,2430 Ol QSOggr)Oe 90 O
1962 162: 0, 354,653, 12, 2
1964 730, O, O 626,41%. 3., 5

£ 661,204, 2,10
1,456,053,16, 6
2,174,515.16.10

Social security
income tax

T e i S

£49,590, 6, 9
62,109, 9, 9
109,977.11,10

<

Details of the calculatlions used in arriving at the said

1a
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amounts of assessable income in respect of the income years

ended on the 3lst day of March 1960 and 19064 are conicined in

the schedule annexed hereto and marxed "I",  The said amended

assessment in respect of the income year ended on the 3lst

day of larch 1962 involved a reducticn in the amount of tex

only, the amounts of income remaining as set out in paragraph

7 hereof,

16, THE Objector objected to the azssessment in respect of

incore for the income yecr ended on the 3lst day of ifarch 1965
referred to in paragraph 14 hereof on the grounds set forth

in its adviser's letier dated the 11lth day of July 1966 a

copy whereof is annexed hereto and marked "J",

17, AUNEXED. heroto and marked ™™ UK1M "K2M "K3" "K4A" and
"R5" are copics of letters or coples of relevant portions of

letters which passed between the Cormissioncr and the Objector

or the Commissicner and the Objector's adviser or the

relation to the aforesaid cijectione,

18, THE Commissioner considercd the okjectisn referred to
in paragraph 16 hereof and allowad the objection in reospect
of marketing legal coxpenses £7,910. 17. 9.  Accox<ingly the
Commissioner on the 30th day of August 196¢ made an amended
asscssment of the amount on which in his judonent inceme tax
and .social security incon.e t:x ougnl to be levied on the
Objector and of the amount of such taxcs in respect of

income for the income year ended on tho 3ist day of larch 1965

4

as follows:e

lsszssable propricl ry income as proviosusly £731,592, 0. O
Other esscscable iicome as previcusly 1,001,772, 15, .0
Asscs:zable income 55 previously 1,775,547, 154 O
Less narketing legal oxpenses A2 S Y
Assessable income 1,735, ?3. 17, 3

s wgodupejomy -y

Non~-assessalle income
Ordinary Iincome tax

Socisl security inceice tax
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19, __UPON the remaining objections referred to in paragraphs

12, 13 and 16 being disallowed the Commissioner was required to

state this case.

20.

l, The Objector coé%ends that the Commissioner was wrong in

disallowing as a deduction in each of the years in question

the proportions of cost price of purchases referred to in

Schedules "E", “I" and "H" thereof, The grounds for such

contention arec:

(a) (1) Following inquiry into the affairs of the
Objector the Commissioner considered in
1963 the liability of the Objector to tax
arising out of the contracts invelving the
Objectory Gulf, Gulfiran, Pan-Eastern and
Propet and in due course determined that the
Objector was not liable for the additional
tax now claimed in the amended assessments
referred to in paragraphs 7, 14 and 17
hereof,  The Commissioner's letter of the
27th day of June 1963 (Exhibit "F") was a
notification to the Objector of the
Commissioner's said determination., The said
determination was in fact and in law an
exercise by the Cormissioncr of his statutory
discretion under section 22 and/or 111 of
the Land and Income Tax Act 1954 whereunder
he determined that amended assessments would
not be made for the year ended 31 ifarch
1964 or for any rrevious years,
(i1) In making the sald amended assessments

cgainst the Objector for the years ended 31
March 1960 to 1964 inclusive the Commissioner
reversed his own determination notified in

his said letter datod 27 June 1963 (Buxhirit
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"EF®) in that he disallowed as a deduction in
each of the sald years such part of the total
purchase price for supplies paid to Gulfiran
in each year as was equivelent to one half

of the income earned by Pan-Eastorn.

The reason advanced by the Commissioner in
his letter to the Objector dated 30 March 1S65
(Exhibit "K") for making the said amended
assessments does not itself constitute a
lawful justification for the re=exercise of

a statutory discretion which had already been
exercised in 1963 in respcct of the

identical subject matter with knowledge of
relevant facts and circumstances surrcunding
the derivation of income by the Objector from
the Contracls hereinbefore described,.

By recason of the foregoing the Objector
contends that the Commissloner was precluded
by his determinationnoiified ts the Objector
in the said letter of 27 June 1963 from naing
on the 30th dey of iarch 1965 and on later
dates the said amended assessments for the
years cnded 31 llarch 1960 to 1964 inclusive,
By roason of the foregoing the Objector
further contends that the said determination
comrunicated to the Objector by the
Commissioner's sald letter of 27 June 1962
was invonded by the Commissionzr to be
binding on hims<lf and to be acted on by the
Objector, ©On dates subseguent to receirt

of the said letter and acting in reliance

on the determinatinn cont:ined therein the
Objector negotiated and conmlet..d the sories

of contracts doscribed in paragrarh 2
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3 hereof as the "1974 agrecments and

r
£

amendments with Gulf and associates" and
the O:lector also distributed by way of
dividends as tax~paid profits tie sums of
money which the Ccrmissioner in his said
amended assessments iow claims 1s assessakble
1o taxe

In respect of the grcups of aorcements
described in paragrach 3 herecof as "The

1956 Lgreonents and Arendments with Gulf

and Associates"

"Agrecaents in respect of purchases by the

vl

O:jector from the EF Creup"

g

"The 1924 Agreements and /mendnants with
Gulf and assoclatos"

ri> agreement or agreements or arrangement

to whichh the Objcctor was a pariy had or heas
the purpose or effect of in any wazy altering

the incidence of incone tax payable by the

Objector or of reliaving the Objactor fro-

its liarility to pay income tox within the
meaning of s.,108 of the /Act,
if the said s.103 is applicaiple to the 1936

and 1944 oroups of agreements (which is
denicd) then the spplication of the said
section must in each case either annihllate
the Petroleum Procducts Sales Contract and

Fecostockh Supply Contract thus leaving no

come te be taxed in the hands of the

e

Cojector oxr lersve the szid Contract
unimpaized which thus results in ne further
assessable income coming netionzlly into
the hands of the Tlicclor,

1f the soid $,107% is applicable to thio 1002



10

20

30

(e)

(£)

20

Suprowme Court
No. 1

Case Stated’

11 July 13966

(continued)

and 1964 groups of Agrecments (which is
denied) then whatever Agreement or
Agreements are annihilated as a result of
the operation of the sald Section, the
result cannot be to Lring further assescaile
income into the hands of the Objector,
The Otbjector has in the case of each of the said
groups of agreements paid to a third party as part
of the purchase price for goods bought by it in
the course of its business the respective amounts
disallowed by the Commissioner and set out in the
said Schedules "E", "I" and “H", and the amounts of
such payments constitute in each case expenditure
exclusively incurred by the Objector in the
production of assessable income within the meaning
of s.111 of the said Act,
Mo part of the expenditure incurred by the Objectox
referred to in the last preceding sub-paragraph
hereof constituted an investment or expenditure of
capital on the part of the Objector within the
meaning of s,112(a) of the s-.id Act.
hny contention by the Commissioner that the
expenditure incurred by the Objector referred to in
sub-paragraph (c) of this paragraph corstituted an
investment or expenditure of capitsl amounts to the
roising of a fresih ground for the anended assessments
hercinbefors referred to and the Commissioner is
precluded from now selting up thils or any other
ground other than tlhose upon wvhich he based each of
such amendod assessments,
In respect of the 1956 and 1054 groups of agrecments
the Commissioner has made anmcnded asscosments of
proprictary tax against Associated iotorists where-

under he implicitly asserts the validity for income
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tax purposes of each and all of the said agreements
and by reason of making the sald amended assessments
of proprietary tax the Commissioner is precluded
from making contemporaneous amended assessments
against the Objecctor whereunder he asserts that the
same agreements are absolutely void.
(g) In respect of the agreements involving purchases
by the Objactor from the BP Group the Conmissioner
has assessed for lew Zealand income tax the income
earned during the relevant years by P.T.T. and has
at the same time assessed the Objector with
proprietary tax in respect of the said income
received by P.T.T, and by reason of the said
assessments the Commissioner is precluded from
making contemporaneous amended assessments of
income tax against the Objector whereunder he asserts
that the said agreements are absolutely void,
The Objector contends that the Commissioner was wrong in
treating as assessable income of the Objector pursuant to
s.88(a) of the said Act tho suns designated under the
heading of "Increase in prqvision for Motor Spirits
Industry Pool™ in the said Schedules "E", "I" aﬁd "HY,
The grounds for such contention are that wholesale prices
of petrol bascd on margins for wholesalers such as the
dbjcctoi are fixed by the [iinister of Industries and
Commerce., The excess or shortage of income arising
from such margin is held by the Objector and other

vholesalers in the industry pending a correction through

either variation in the landed cost price of imported

products or by variation in the selling price at the
directicn of the said ilinistera In the casc oi a
shortage in any relevant ycar the Cljeoctor "included the
full price mergin in i%s receipts and debited the intior

Spirits Industry Pool and followed the converse procedure
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in any year when there was an excess. The Objector
contends that credits appearing in the accounts of thre

said Pool do not constitute income of the Objector.
21. THE Commissioner contends:

A, With relation to the adjustment of the assessable
income of the Objector for each of the years in question
in respect of the purchase of petroleum goods by the
Objector:

(1) That he was not precluded from making the assessment
of all or any of the amended assessments to which the

objections herein relate.

(2) That the sums designated under the head of "proportion
of cost price of purchases disallowed" in the said Schedule
"E" (relating to the years ended 31 March 1961, 31 March
1962 and 31 March 1963), and in the said Schedule "I
(relating to the years ended 31 March 1960 and 31 March
1964) and under the head of "proportion of cost of
purchases disallowed" in the said Schedule "H" (relatinzg to
the year ended 31 March 1965) were not exclusively incurrec
in the production of assessable income of the Objector for
the respective years and are barred from deduction by
virtue of s.110 of the Land and Income Tax Act 1954 in that
they are not deductible expenditures expressly provided'

for under s.111 or any other provision of the said ~ct.

(3) If it is contended by the Objector that the said sunc
or any of them were expended under a contract or contracts
entered into in order to assure a‘long term source of
supply of petroleum products for the Objector, that such
expenditure is barred from deduction by virtue of s.112(a)
of the.said Act as being an investment or expenditure of
capital.

(4) That (a) The Petroleum Products Sales Contract
annexed hereto and marked "A" and the
related agreements annexed hereto and
marked "Al" to "A23" both inclusive, the

incorporation of Pan-Eastern and the
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carrying out of the said Contract and
agreements
(b) The agreoments beti.cen the Objector and
BP (iow Zealand) Limited and betwecn P.T.T.
and BP Treding annexed hereto and marked
24" and "A28" respectively, the
incorporation of P.T.T. and the carrying
out of the sald agrecments
(c) The Feed Stock Supply Contract annexed hercto
and marked "E" and the releated agrecments
annexed hereto and marked "BL" to "Ble both
inclusive, the Contract and agreements
referred to in (a) of this sub-paragraph,
the incorporation of Pan-Eestern and the
carrying out of the Contracts and
arrangements
in each case constitute an arrangemcent having the purpose
or affect of altering the inclidence of income tax or
relieving the Objector from its liability to pay income
tax under s,103 of the said /lct.

ANV

st Aty

(d) the effect of aprlying the said 5,108 is
that the Objector had a rebate entitlement or
other virofit or cnin at the end of zach of the
years in question or derived a rebate oxr other
profit or gain during such year in either czse
cqual to the sum in respect of such year
referred to in sub paragraph A (2) of this
paragraph, which sums constitute assessable
income of the Objoctor for the respective
years

(e) if contention (d) onove is rejected the

eff.ct of applying ¢,108 is that the Objector

derived assessable incone
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(1) as and when it reccived the sums
referred to in paragraph 10 hereof
or as and when it became able through
its control of Associated !otorists
to procure payment to itself of these
sums
(ii) as and when it became able through
its control of P.T.T. to procure
payment to itself of the sums
comprising the amounts referred to
in varagraph 11 hereof
and the Commissioner will ask this Honourable Court, if it
accepts contention (e) above, to exercise its powers of
making and/or increasing assessments in respect of the
year ended 31 liarch 1964 and of amending or reducing the
assessments for each of the other years in question,
B, With relation to the adjustment of the assessable
income of the Objector for each of the years in question
in respect of the provision regarding the fotor Spirits
Industry Poolc:
That the sums designated under the head of "Increase
in provision for Intor Spirits Industry Pool" in the
said Schedule "E" (relating to the years ended 31
Farch 1961 and 31 iMarch 1963) in the said Schedule
"I" (relating to the years ended 31 Harch 1960, 31
March 1962 and 31 farch 1964) and under the head
"Increase in ibtor Spirits Industry Pool Balance"
in the said Schedule "H" (in respect of the year
ended 31 iisrch 1965) constitutd assessable income
of the Objector for each of the respective years,
being profits or gnins derived iy the Objector from
a business under s.82{a) (now 5.83(1)(a)) of the

said Act,
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AND  the Commissioner will ask this Honourakle Court, if it

does not accept this contention 2, to exercise its rowers

year ended 31 i‘arch 1939 by incr:zsing that assessment by
the sum of £21,i81 keing the amount by which the assessable
income of the Objector for that year was reduced by the
Commissioner in respect of the ifotor Spirits Industry FPeol,

22, WITHOUT detracting from the generality of the

Comnissioner's Contentions in parccrzph 21 hereof, the
Commissicner does not necessarily accept any allegations of
fact in the Objector's corntention rnor the factual basis upon
vhich they are claimed to be nade.

23« THE questions for determinction of this Honourable

Court are:

Whether the Commissicner acted incorrzctly in making the
assessments in respict of income for the years ended 3lst

larch 1959, 1961 zna 1963 referred to in paragraph 7 hereof

]

and for the ycars ended 31st March 1960, 1962 and 1964
referred to in paragrsph 15 hereof and for the year ended
3lst llarch 1965 referred to in paragrz;h 18 hercof, and if so,
in what respects should such assessment or asscssnients and

which of 1hem bpe amncnded,

DATED at Vellington this 1lth dzy of July 1966

'D.A. Stevens'!

Commaissionar of Inland Revenue
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DAHON OPERS AND CALLS

BRYAN JAMES TODDs I am idanaging Director of Europa

01l (iv.Z.) Limited. Associated lbtorist Petrol Company, wholly
owned subsidiary of Europa.

I have been associated with the affalrs of Europs
since the incorporation in 1931 of Associated !ntorists Petrol
Company Limited, I was associatec with it before the incorpora«~
tion, I took part in the original concept and it was
incorporated in October 1931 and I became General [anager.

What was the company's first supply contract of gasoline?
First supply contract in which I participated in the negotiation
was made with the Ruscien interests =~ the contract was between
my comniny then knovn as Associated iotorists Fetrol Co,
(A.ii.P, Limited) = at a later point of time the same name was
adopted for a subsidiary company, but at the time of the
contract with Russian Oil Company it wes made with AL P,

This Russian contract was around 1932, The contract was

made in 1632, That contract ran until the end of 1936,

I then made ofter various negotictions a new contract with
Caltexe  We had alvezxdy experiecnced difficulties in wrocuring
supplios under the Russian contract during the period of its
operation and we wore in the position vhere we had to have
some security for coptinuation of supplies, I took part in

negotiations for 1036 Caltex controct = indirectly a very
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prominent parts Directly, no. iy brother Desmond was the
direct negotiator and I played an indirect part in the
negotiations at that time.

Coming back for the moments this contract ran from
1936 and throughout the war yecars until ofter the war,

You were appointed Managing Director in mid~1930s?
Yes, iy father died in 1942 and I was then zppointed
Chairman of Directors = there was no title named Europa = this
was still A P. At thot time I was Chairman end Managing
Director,  And about when was it that Europa 011 took over
the functions of A.M.P.?‘ It was simply a change in the name
of the company. I cannot give dates; it would be some time
in the early 1950's I would think,

Since the time when you became iManaging Director
you travelled extensively overscas in the intercsts of the
Company? Yes. And 1 have gained some knowledce of the oil
industry by that means, I put emphasis on somec, What
particular area have you some knowledge of?  Especially the
arca in which the Caltex Company with whom I had regular
dealings was engaged « that is east of the Suez area, /nd
did you get some knowledge as time went by of posted price
concept in oil prices? Yes, I gained knowledge of that in
the days before the exccution of the contract with the
Russians, that is in 1930 to 1932 period. /nd how did that
work?  Posting price?  The oil industry both domestically
and internationally depends upon a service which is provided
daily by Platts Oilgram, a=nd essociated with that a weekly
report of market quotations in the Hational Petroleum News
vhich is jointly owned by the same orgznisation as owns
Platts Oilgrams,  /nd this Platts Oilgram and iational
Petroleum lows obtains market quotations for crude oil and
products?  Yes. On vhat bosis was the posted price
prepared = vho are the persons who state.whaf the posted price

is?  The posted prices -~ and also market guotations - are
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the result of the gathering of information from widespread
sources by Platts Oilgram staff and I guess agents,; and the
compilation of those daily activities is published in the
daily Platts Oilgram publication,

I produce as EXHIBIT 4 a photo copy of an issue of

Platte Oilgram for demonstration purposes,  Point out the
information dealt with? Thils exhibit is under date of 10th
liay 19467 - no, I am looking at the invoice date which Europa
0il as & subscriber has received dated 10th tay 1967. On
the invoice are stated the conditions governing the gathering
and reporting of oil priées and news events by Platts Oilgram,
The attached copy on the second page is the Chicago edition

which is airmailed to us dated Tuesday 11th October 1955,

BENCH s Just below the date in that arca is a lot of

illegible typing =~ does that matter -« on the front page?

I can decipher it. Europa Oil FNiZe «us

TO _COUNSEL: The specimen tendered here was teken at random,

Tuesday, l1th October 1955, and shows “"Prices for Business day
of 10th October 1955" and then news iltems briefly reported =
eleven pages of prices covering the principal markets of the
world, They cover different types of crude oil and
petroleun products, different localities in the world where
they have been sold and they give prices operating at each
market arcae.

Turning to the fourth page of prices - find there
Carribean and Far East Refined Product Pricecs -~ Page 6/ =
comment on what thnese figures m-an and what is dealt with
there? These figures deal with refined products prices -~ and
they refer wniler the respective five columns of sources in
the Carribean - six columns - Carribeanr and Far East - refer
to reported prices posted by a range of named companics who
hove export facilitles, at those respective placess  And
they. cover the various grades.of petroleum products vwhich are

the subjcct of exports as listed. Talting one cxamnle =
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Motor Gasoline divicion ~ 93 octene premium tigure under
fruba 11,57  That is the quotaticn which Esso Export
Corporation offcrs to sell 90 octansz premium ex their
refinery port at Arica in the Cexrzibean =~ 11,5 means
11,5 U.S, cents per U.Se¢ ¢gallon, Same example, 93 octane does
not have figures for {irst column? That means that there is
no 93 octane gasoline available.
1O _BERCHs There secms to be a typical example of 79 octane
availlable at 21l these six places apparently?  Yes,
10 I0 _COUNSEL: /ny other point you want to mention there?  No,
So that this is the method by which industry is advised from
day to day of market ret.s right throughout the world?
Yes,

Now mcving to something else: would you give us a
brief description of some of the changes thet have taken place
in the oil industry after World Vlar II in regard to sources
of production? Before Vbrld “hr II what wzs the princij:l
production and expert arsa? Before Vorld War II, and going
to the time we made our Russian coniract, there were only two

20 sources on which export prices wore published. Roumanian
export prices ex Black Sea, Constunta, and the United States
Gulf of lMexico = United States at that time ~ I speak of
the early thirties - wis the major oil producing and major
0il exporting country in the world, The Constanta prices
had little bearing upon world trade. The United States
Gulf of lcxico prices were the accepted price indices for
world trading in petrcleum products.

Before World Var II the large discoveries were

made in Venezuela and I think I am right in saying that the

i

30 rmarket quotations for world values were exlendeld to cover the
United States Guif of idfexico and the Carribean, The
Carribean reflecting the volume derived from Venczuela,

Then encrgence of Persian Gulf. It is well known

that around about 1905 T think o large discovery of o0il had
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been made in what wos then known as Persia and now known as
Iran by a company controlled by the British Government which
was then kinown as /nglo-Persiag 011 Company but has subsequently
changed its name to the British Petrolcum Oil Company, and
perhaps for convenience I refer to it as 3British Petrcleum
Compuny. No other discoverics were made in - I should

add that a long time back in history oil was discovered in the
Dutch East Indies but the Dutch East Indies whilst being an
importznt geographical source for fustralia and MNew Zealand

is not and never has been regarded as an oil producing

country of any great substance in the world scene.

In 1934 o0il was disccevered in the island of Bahrein
in the Persian Gulf and that discovery was made by the
Standard 01l of Californiz which company for mutual benefits
made a fifty~fifty partnership with a very large /merican
0il Company now knewn as Texaco Incorporation.  They formed

his jointly owned sul'sidiary domiciled in the Bahamas (or
registered in the Bahamas) to jeintly carry out the functions
which they cnviszged., The Corporation was California Texas
0i1 Company Limited,

In pre~war ycars steps were taken to establish
production from Bahrein and immediately after vorld VWar II

there was @ very quick acceleration in 0il production in the

 Middle East area. It is right to say that there was an

immediate acceleration in the exploration for oil throughout
the Middle East/Persian Gulf area following the Rshrein
discovery, /ind vest disceveries had already be-n made in
Saudl /irabia, also a concession held jointly by Standard 0il
of Celifornia and Ly Texaco, In Kuvait, a Sovereign State
under British protectisn, the discovery was made by the Gulf
Corperation =and the exploitation of that discovery w:s
vrdertaken jointly Ly Gulf and B.P, The war years intervened
and these vast discoveries did not effectively come onto the

market until the postewar perici, By the 'ine you get to

3¢

Objcctorts evide

o
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around 1950 the Persien Gulf nzd develsred to a‘ﬁajor
production arca? By 1950 from mcnory the Persian Zulf arca
was beginning to have an impact on viorls production, iThen
was it that Platts Cilgram begorn to cover quetatiions for
Fersian Gulf crude o0il? I thirk the crude oil postings
commenced about the mid fifties. I zm not sure of the date,
/ind 1s it also right to ¢y that by 1657 in addition to the
Abadan refinery owned by B.Pe there had been established large

scale refineries in Saudi /rabiz and &

1)

o

hrein, and a jartial
refinery in Kuwait, and posted prices for products were also
by 1937 being published by Platts Cilgram?  That weuld ke
corrcct, yes. Prior to 1957 had ihe product prices in the
Persian Gulf area been listed as opposec to official posted
prices? I can only say thiss: <thzt according to my knowledoe
up to 1957 I was cnly aware of the nosted prices for crude
0il, I had no krowlcd:c of the so=~czlled listed prices for
products. that listed prices were - who listed them?

I had no knowloedoe at all in 1957, I ¥n>w distinctions nhow
betweuon published posted prices which emerged in Platts
Oilgram 1957 and the so-called listed price. The difference

is thet the listed price was » privately listed price, not

v

for general publication,

Now these I'iddle East couné:ies, with regerd to
the production of o0il and refinir- of 0il in those countrics,
is there zny tax or royalty pa2id by the producing company
production of crude 0il?  Yes. . does thot work? To

1

answer that I wculd necd to

[

ive son

e history of facts and

{e)

royalties. Thy EJPe Cornuny which hol made a cuncession
agreement with <he Ruler of Persisz back in 19093 zagreed to poy
eight cents peor barrel royaliy: fixed royalty to be pald
gold.  That arrangement ~urvived until Moussadeo confiscated
the propertics of B.F,, 1l nrodicing fields and the Abadan

Oil Refinery.  This was about 1030 I think,  In Venezuela

at some point in tlmz, porhips some ti=e in the 1710's, o
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oil tompanies there made their peace with the Venezuelan
Government on the vexed question of royalty or tax by
dgreeing to pay a tax of 50% of the realised vzlue of the oil
produced, The upset in Iran was largely due to the known
situation in Venezuela and the more lenient attitude of the
emerging /merican companies with their new discoveries in
the other Persian Gulf areas.
SHORT /[DJOURNLEIT,

What was the position then in Iran?  Between 1950,
the date of confiscation, and 1954, Iran completely ceased
producing oil and fhe /badan Refinery was non=operative,
fifter 1954 - during 1950-1954 &bussadeq‘was deposed and the
Iranian Government invited some solution to the problem which
resulted in a consortium of international oil companies being
established to acquire the original B.P, concession, production
concession and the /badan Refinery and the sharcholding of the
consortium was eventually resolved at 40% B.P,, about 23%
Royal Dutch Shell, 7% each of a number of /merican oil
companies including Gulf 0il Corporation, and a few percent,
divided up amongst about seven other relatively small
/marican companies, One of the 7% participators was the
French C.F.P. company.

Now movingAto this = what was the ultimate agreement
reached on the amount of tax paid on production? By the
time the consortium agreement wés reached, an agreement had
been made between the other Middle East States and the 0il
corapanies in those other areas which reflect the same terms
as the Venezuelan agreement. That was 50% tax on realised
prices  /nd the Iranian consortium agreed to adopt the same
tax provisions with the Iranian Government, On what basis
was the value of crude 0il fixed for the payment of tax?

On the actual reclisationss market price for crude oil.
Just on that point -~ was there in 1960 when one of the major

crude oil producers in Saudl /Arabi~ reduced crude oil prices?
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In 1960 the Standard Cil of liew Jersey which had an undivided
interest in the Saudi /firabian concession which it had
acquired earlier from the two original concession holders
already named cut the price of crude oil by 2 cents a barrel,
approximately 1% of the value; two /morican cents per barrel,
which is approximately 1% of the value. Within about eight
days all other producing coempanics in the Middle East met
that cut price. The respense of Sovereign States that

owned concession =~ it was most vigorous opposition,  This
affected the royalty. 4nd this was confined to the Middle
East? The effect of this spreaa to Venezuela because oil

is moblle and the European market is the watershed area where
Middle Eust oil and Venezuela oil ccmes into competition,
Thot was part of the rcsult_of the price reduction,

Just at this point, would you say something of the
overall operation of International Oil from production of
crude down to marketing of refined product? I should say
that they reflect the realities of the markel place in cach
phase of o0il production, rcfining and ultimate realisation.
First of all, you have profit element in production phase?
Profit element in production phase, yes.  Because you get
on your hands a barrel of crude oil that has a market value
at that point? Yes. So you have a profit element arising
from production of the crude 0il? Yas, Then the next phase
is refining? Yes. tot necessmrily.  Depends whether
refining is done, There is a market for crude oil in crude
form and of course that is reflected not only in International -
but derived from activities of those companics engaged only in
oil production and no other stage. They sell their oil on
the open market, .or by long~term contract. If International
Company goes into the refining rhase, there is a further

profit element in that?  Yes; International oil companies -

_Yyess Then if they move inte the phose of marketing refined

-

products, there is o profit element in that?  There is -
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difference between the price at which marketing cumpany
acquires it and the price it sells it at, but I would not
like to say there is always a profit. light be profit to
marketing company, but not in overall integrated operation?
There is not always a profit made everywhere in marketing,
I think everyone endeavours to make a profit. Then what
about aspect of marine transportation of oil and products?
Marine transportation of oil represents in world total shipping
tonnage more than half the total tonnage, And in turn, the
large 0il companies own something like on average about 50%
of their tanker requirements in subsidiary shipping
companies. They own 50% of the world tanker fleet - own and
operate. The other round 50¥ of tanker tonnage is owned by
independent tanker owners, but of course is employed by the
Oil Companies in the movement of their oil, either by charter
or ordinary freight rates. By three means of acquiring,
A proportion by long term charges; a proportion by shorter
term charter; and a floating relatively small proportion by
spot charter, Is there a recognised ruling freight rate in
the world for tanker voyages? During the war the Governments,
allied Governments, set up standard rates called i.0.T. rates
and U.S5,M.C, rates, When the war was over the ccnvenience of
having these Government determined rates based upon the
realities of the tonnage movements was realised by the
industry and a panel of indspendent shipping brokers was set
up to relate the overall world tonnage in operation under
long term, short term and spot tanker rates. These
determiﬁations were made on a periodical basis, made
periodically, and the realitics disclosed were then accepted
by the o0il companies to aprly not only to those vessels which
they had chartered in but also to apnly %o their own owned
vessels.  This system is called the average freight rate
assessment, abbreviated AJF.R.A., and is internationally

accepted by the industry and by Governments as being a
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convenient and real determinont of the going rate from time
to time,

In oper:ting different ph§ses of international
company operations, would thoy normaliy set up different
companies to handle different phases? In the International
field the answer 1s generally and almost unexceptionally vyes,
So you have in the case of International company an integrated
net work of companies which carry cut belween them different
phases of overall operation?  Yes.

And now about the way that refining is carried on
in some liiddle East Countries: in Middle East countries there
were some large scale refineries that produced the full range
of products? Yes, ind you may also have a refinery that
only produces part - a Topping Plant? VYes, But in the case
of large=scale refinery - take Bahrein for example =~ the oil
when extractes from the ground is going to pay a tax on
royalty of half the market value of the crude? Yes, Ve
refer to the period before Opec. Before 1961? Yes,  Now,
large quantities of oil thus produced are refined at Bahrein
and the refinery comcs out with the refined product at
Bahrein? Yes. To your knowledge is there any incouie tax
at Bahrein other than this royalty tax pald on crude oil
production? iy knowledoe 1s not precisc on the vhole of the
liddle East area. According to my knowledge, which I can
regard as well founded, there is no income tax for eiairle
in Kuwait, none whatsoever, And no tax levy on profit made
in the refining process in Kuwait. The szme is true
according to my knowledge in various vory large refinery
operating at Ras Tanura, Saudi Arabia, I believe there is
no tax levied on profits of the very large fibadan refinery.
In the case of the Bahrein refinery, there is no income tax
on the ;rofits of the Brhrein refinery which are derived
from the pro-lwction of o0il produced in R~hrein.  Bahrein

refinery is in the exceptional situvation that it has ¢
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capacity I think of about the oxder of 200,030 barrels a day.
Only approximately 3C,000 barrels o davy are derived from
Bahrein but there is a short pipe linc from the mainland o

Saudi /Arabia snd scme 170,000 barrels a ¢ay are piped across

for refining. I belizve the Govornment of Bahrein imposes

pe

not an income taox but a small tax which is called an uplif

('D

tax on the products produced from imported Arabian cil,

TO _BENCH: What is the position in /Axubz where all crude oil
comes from Verezuela? o, I cannct znswer that,

IC C

COULSEL: One or two other points. Regarding refining
profit that remains, refiners' margin, is that the basis on
which the present New Zealand refinery woris? Yes, The
piofit return on the llowy Zealand Refinery is the typical
refiner's margin that can oo earned at refirerics of similar
type elsevhere in the world?  The margin is precisely the
same,  The method by which it may boe earned would differ,
Now the OFEC emergence in 1951, Yes, That is
the abbreviated title of Organization of Petroleum Exporting
Countries. Its membhors consist of the Government
represcentatives of the riiddle East, oil nroducing States and
Venezuelan, It is to use a convenient term adopted by
Doctor Frankel, a well knoun petrolews econimist, as a Trade
Union of o0il producing compenies, ;t had its origin in the

great upheaval which arose from the price cut of two cents a

‘barrel in 1960 vhich I have referred to earlier, The

protesting Stat:s tock a very strong view that as this price
cut would ceny them of revenues that they would impose
stricutres upon the producing compruies.  /And the form in

1
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which the strictures were

o
o

pr s to irruse a rigidity

for the futurc .n the posted price of crude 0il produced in

h

those protesting countrizs, The eflect of this of ccurse

was to frecze the tax taken on the 0il nroduced at the 50%

of the posted vrice regaraless of vhat might be from time 4o

L

T
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time tho actunl rialisetions if the noronl forces of compati
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morkets were to continue to applye  So that the crude posted
prices under this system were really tax reference prices?
Yes, the term "tax reference prices" appeared in the oil
lists,

What about market quotations for Persian Gulf
crude 0i1?  The posted prices are the only published prices
and they have been rigidly static ever since OPEC’'s
recomiendations were enforced by the Sovereign States were
adopted.

What about marikct quotations from Persian Gulf:
did they move, on crude? Therc are no market quotations,
The only price published is the postad price, Market
quoﬁations for products in Persian Gulf?  They are posted
and they do reflect from time to time changes in price.
Some fluctuations, On this mattery i1s therc¢ a term used in
the industry of upsiream profits and downstream returns?  That
is a term that has got into vernacular of the industry in
recent times.,  The traditional main source of 0il Company
revenuc and profits is the production and sale of crude oil.
find that is the upstream operation, Lt the other end of the
stream we have the ultimate downstrcam operation of marketinc,
From the standpeint of crude oil producer, everything beyond
the production of crude oil is downstream, From the
standpoint of the marketer, everything else is upstream,
Everything is upstream to wholesale price? Every function is
upstream. These are functions of refining,

fnd has the avallability ¢f these upstream profits
had any influence on marketing pressure or activities by
International companies?  Yes, very marked effecise  How
docs that operate?  Fiincipally in the drive for market
position in the downstream function of murketing. In the
early days, ooing back twenty or thirty years, that form of
competition in the marketing function led from time to time 1o

destructive price wars,  Therc has been a very sul.stantial
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change in philosophy since those old days and the competition
in the marketplace is n» longer characterised by price
centrol ~ rather the reverse, Great and lavish expenditures
by those who wish to penetrate a given market competitively,
In other words, instead of price cutting which is a tool
that has been long since rejected, the companies who have as
their main source of revenues unlimited facilities for
production of crude oil will attempt to dominate a market by
very expensive competitive activities which a less fortunate
company mzy not be able to match, Expenditure to get or
to dominate a product market? They do not now adopt the
price cutting of products in order to dominate the market?
That is a tool which haé been for long years abandonead,

Now coming to the narrative of your own éompany's
contracts for the purchase ;f gasoline. You mentionea the
Russian contract and then the 1935 Caltex contract? Yes,
What were the main terms of your Caltex contract in regard to
supply?  The supply provisions as to price were originally
established in the 1936 contract wherein Caltex agreed to supply
motor gasoline at the lower of the lowest current market
quotations for the nominated quality or specification as
published in the National Petroleum Mews, United States Gulf
of Mexico quotation, or Californian quotation for export,
whichever was the lowest,

With regard to the freightvarrangement on Caltex
contract? .That made a provision which was current in the
petroleum industry at that time, and it was the same provision
as was mede i the Russian contract and that was the adoption
of what was then known as a staging point principle, The
very substantial source of supply when the Russian contract,
whiéh was of Black Sea origin, was for New Zealand/Californian
export market. California in those early days was a very

substantial exporter.  /ind the Russian contract recognised

that an adjustment would & made on the cost of freight from

the Black Sea to liew Zealand 5 the equivilent cost of freight
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California to New Zealznd. Dy the time we nade the Caltex

contract in 1936 operative, operating from 1937, the Dutch
East Indies had become a very important supply source for
New Zecaland, And in the negotiations with Caltex they were
persuaded and agreed to accept for sup:;ly to Hew Zealand the
staging point of Dutch East Indics, ind a provision was
made in the contract whereby although my compony had the
responsibility of procuring its own chartered tankers,
adjusiments would be made from time to time on the actual
freight paid by us and the decmed rate of freight, or deemed
cost of freight had the products been shipped from the Dutch

East Indies,

IO _BENCH: Caltex made an allowance in their f,o.b, price at

their refinery to cover the extra cost of freight compared
with the {reight cos®t from the Dutch East Indies? No.  This
is not how it was handled at all, The inveice orice of the
products was the price in accordance with contract provislons,
that is the market quotation which in those days was in effect
only two market quotations = United States Gulf Area and
Californian export. The invoice price was the f,0.b,
auotation price at the lower of those placess The question
of freight adjustment was simply one of determining the
difference between freight actually poid and what would have
been paid had the same price been derived from the accepted

iy

staging point which fzr the purpcse of our contract was the
Dutch East Indies. Caltex gave us chegques or credits for
these adjustments,

prices but credit for
extra freight? Yes, Credit thct arose out of freight
contract with Caltex?  Yes. indt those are the broad terms
of the Caltex contract thzt ran from 1837 onwards?  Yese
One or two minor variations in the nassaye of time,

Then the contract term was rencucd at some point?

The first contract ran for fourteen ycars. up to 1951, /And
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then renewed to 1956, 1931 to 1956, terminating at the end of
1956, In 1952 while the Caltex contract was running, did
there emerge one brand service station war betweoen companies?
Yes. And where did this start? It broke out openly in
England, solo agreements, In England in I think 1951. It
was promoted originally by the Shell Group and the Standard
Oil of lew Jersey CGroup, The same war broke out in fustrelia
and New Zealand in 1952, being introduced simultaneously by
those companies or thelr related companies, Standard of New
Jersey as such were not in New Zealand but they had a 50%
interest in a company called Stanvac. At that time their
products werce Plume and /itlantic.  The Shell Company under
the name of Shell, and Stanvac Company under the name of,
I tHink, Plume, and certainly Atlantic., The techniques
which weie adopted called for great expenditure of capital and
involved very heavy marketing costs in various wayss, The
main elements of one brand, or as called in England Solo
Station activity, was to acquire cither direct ownership by
purchase of Service Stativns or by making large loans on the
security of the property, with exclusive dealing cantract,
by attaching to the same contracts irrevocable powers of
attorney in favour of the Company and many such devices,

In /wstralia for example, Shell and Stanvac wexre
marketing companies, also B.P.? Yes, lmpol?  Yes,
Sleigh and Purr Pull?  Yes, /nd Caltex (fustralia),

At that time /mpol Sleigh and Purpull were indeperdent
Australian companies?  Yes, indepcndent of overseas
companics, Same position as Europa in New Zzaland at that
time, Those /justralian companics had supply contracts each
of them with Caltex? Yes. /nd what action wos eventually
taken with regard to protecting those three Australian
independents from this Solo Station war?

COURT /DJIOURLED 1 jroms
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We were spraking about one brand service station war
and how it developed in Australia. These Australian
independent companies would have had to then try and fight
that war against the Internationals in Australia? Yes. And
was that your own position in this country as the only
independent company?  Yes. Did you take up this problem
with Caltex in 1952? Yes. And what were youxr discussions
with them? It came about in this way: I went to London
in early 1952 on ny way to New York, and quite fortuitously
I found that iir W, Bramstedt, the President of Caltex, was
visiting London from New York., He invited me to have a chat
with him and we discussed the One Brand War and he told me
that New York had decided to grant to-what were referred to
as the Caltex supply accounts the three Australian companies
and Europa - in Austrazlia and New Zealand facilities by way
of finance to assist them to defend themselves against the
attzcks on their service station outlets by the two companies
who had started this One Brand War. He told me that what
was in their mind was to grant facilities of finance by way
of permitting the supply accounts to deduct one cent per
gallon or 10% = the two figures were more or less the same

per cent. because at that time gasoline -~ the market quotation

was about 10 cents per gallon - 10% related to f.o.be price,

or one cent per gallon. He invited me to discuss the matter
in more detail with his company when I went to New York as

I had planned to do very shortly afterwards. How was 1t
proposed that these funds be used by the independent company?
That arose when I went to IMow York., I had a discussion

ﬁith the Chairman of the Board of Caltex, iir Howard Herron,
in New York,  HMr Bramstedt, Mr Pinckard and Mr Singleton
were then the top officers of Caltex. They discussed in
some general detall the way in which thg plan would be put

into operation.  They werce not propared to hand the cash
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over hut they were prepared {this was a rlan not an offer)
they were not prepercd to hand over cash but were prepared to
allow thcir supply accounts to short pay on invoice the emount
yet to be determined vhich would be say 10% of the value,
They were not prepared to allow their supply accounts to
have the uncontrolled administration of the funds which would
be thereby accumulateds In Australia, Caltex owned a
subsidiary named Martin Properties Limited and the proposal
was that the funds be handed into !iartin Properties Limited
and all proposed expenditures by the Australian Independent
Supply accounts would be vetied by i‘artin Properties before
the expenditures would be approvede The funds were to be used
for meeting the attacking companies, Shell and Stanvac, on
their own ground, Used to finance service stations or
purchasing stations?  Partly by one and partly by the other,
The cheracter of the war changed slowly as time went on. But
I would say partly by one in general and partly by the cther,
The funds would be paid into Hartin Properties who had
right of control? Exch of those supply accounts would take
proper steps in the view of Caltex to hold their retail
outlets and therefore their volune of tusiness which all went
back in terms of crude oil procuction to their parents, and
to some extent in this regard they 1ooked on their Australian
supply accounts as the alter ego of their own Caltex market.
At that time they also told me what they had in mind: from
time to time in accordance with accumulation of the funds,
they would require supply accounts to sian promissory notes,
That wzs whet they proposed in Australia; did they
raise with you vhat you wmight do in lew Zealand with Europa?
At that time tiey were not prepared te make any positive
proposals. They remarked that they had no such company as
Martin Properties Limited in New Zezland and as their finsl
decisions on a number of cuestions relating to the handling

of the Australinsn situstion had not been completely resolved
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they preferred to withhold making :ny positive proposals to

me. Then while you were in New York did you get into contect
with someone zcting for /mpol Sleigh in this problen at the
time?  Yes, at the Caltex office I was introduced to

Mr Garfield Harwick (1% UHITE OBJECTS).

You discussed with ir Barwick the problems from Ampol
Sleigh point of view?  Yes,

Then you did not take the matter further at that point
in New York? No, /nd then in New Z:-land were representations
being made to the Government in connection with this problem?
Yes. By Europa, and the Government of New Zezland to deal
with the matter passed the ibtor Spirits Distribution Act 1933,
which extensively restricted the activities of the overseas

0il companies in the acquisition of like interests in

(0]

service stations as it was going on in fwustralia,

The next ster was that you were in Sydney in 19547
Yes, In justralia on iy way to Europe and Hew York. 1
then discovered what rcecult had be:n obtained on the Caltex
proposals with the 4ustralian independent companies. 1 had
meetings with the iana2cuing Director of fmpol, o Valkley, and
the Vanzging Director of Pur Pull, ir Landon Smith.  They
confirmed to rae that they were now in rzceipt of, in onc case,
Mr talkley, one cent per gallon and Mr Smith szid 10%, but
both it happen.d were identical, 1 did noi meet the Sleigh

people because their head office is ti2lbourne, but I wos

given to understand that the same allowances and the same
plan was in operation witlh Sleigh,  Did they say on what
terms the monoy to 1> held? Yes, the money was to be

treated as loans with rather vague conditizns as to

e
~

obligaticn, an

7y for wepavoent,

el

When y

18

u went en tiiis trip, did you get to New York

]

=

and rzisc ageln with Caltox whethicr you could get the same

kind of concescion on yrouxr account in Mow Zoalond?  Yos, I

4

raised that quite vigorously,  The respsonse s ihat ¢s the
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New Zezlond conditions verc differont because of the Lotor
Spirits Distribution fct, Caliex would not make similar
gronts. You were protected by the legislation in this
country?  That was their idea. How far you were protected
is a differznt matt I would like to say that I felt a very
strong casce for askinsg for the zame treatment because we were
not by any means out of the wocd, Iiny way you were turned
down?  Yes.
I produce 2 copy of the /up2l published accounts for
the year ended 30th Soptemier 1952 in which raference can be
found to thils concessicn to Jmsnl,  (EXHIBIT RB) Statement
of /ccounts, page 15, item "Long Term Loan" - under Current
Liabilities - £227,500, /nd on page 12, there is a
statement - in the Directeors' fercrt - the early part refers
to acquisition of sites.
I now produce z copy of the accounts of /mpol for
1961,  (EXHIBIT C,) Balance Shest - "Issues of Paid Up
Capital™ page 18, Reference undor heading "Sugplementary
Information", paragraph 1. Iten zbo- ¢ that page 18,
3,000,000 deferred ordinaxry shares.
I now produce puklished accounts of H.C. Sleigh Limites
for the yecars 1953, 1904, 1655 and 1956, (EXHIBIT D 1-4),
In the 1953 accounts there is an item in the Balance Sheet
under heading "/pplication of Funds" Long Term Loan, In
the 1954 accounts £447,410; 1955 occounts £657,493; 1956
account -~  wipod out and transferred to defeorred shares
£742,340,  Chairman's leviey, first rage.
We now turn to the ¢pproaching terminztion of the
Caltex Supnly Jontract - dus 1o ewyire at the end of 19567
Yes, I think so,. I procuce as EMAIBIT E copies of Caltex
Suprly Contract. This is the criginal contract signed on
21st December 1936 at Vi llinzion, Caltex ey -cuted at Nascau
in the Lahicmas on 30th ifarch 1937, That contract was for
14 yoars in Lwo perinds - elght years with right of renewal

for arothor six voars, and then by oacrosronts of wxtension

'J
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through to an ultimate ex;iry date in 19356,
We nov: have to consider a new contract - you are now
at the point where you have to consider a new contract,  Did
you take up with Caltex the question in 1956 of starting a
new supply contract? Yes. You told us they would not run
to any of these fAustralian concessionsy any other points
they took regarding terms on which they would be prepared to
supply in future? There ware two other major questions.
One was the decision by Caltex not to extend into any new
contract from 1957 conwards, the basing points allowance on
freight, The Dutch East Indies, The view that Caltex took
was that the iiddle East/Persian Gulf area had now become the
world centre of gravity for export international trade, and
in particular the trade East of Suez, and which area had now
OT wWas emergind as 2 pricing area in its own right. That
provided they supplied us at the going Persian Gulf rates, there
was no longer any case for the old concept of a basing point
allowance on freightse On the current relative ~ or on the
indicated relative . prices ex Persian Gulf as against the
current refarence prices wiich were employed under the 51d
contract, ncmely, by that time the United States Gul{ and
Carribean, the loss to us of the basing point freight
allowance represonied a net increase in cost landed in New
Zealand, Furthermore, in the passaze of time between 1936
and the rencwal of our contract in 1951, we had be:n :ble to
persuvade Caltex that on the question of interpretation of
the terms of the contract in respect of price, United Stated
Culf of liexico, which was related to a given - specified
product ~ that hecause there wis srovisicn in the Caltex
contract to meet the quality of competitive gasoline, which
had slowly imuoved, we had argued thet while we were entitled
to the improved gasolinc wo were entitled still o the old
price index for the original gasoline. The effect of that
prosrzssively woe thot by 1956 by two separate negotiations

ve had oltained anreement thal os thic original pricing
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provision had disoppearzd nliogether, or the nomemclature
of that type of gas had disappecrad, we wore still entitled
to trecat it as the notional price, and we claimed on one
occasicn l/Bth of on:z cent a gallon and then subsequently
another 1/5tu, or 1/4th of one cent. Caltex pointed out
that they could no longer tolerate the force of such
argument anc I had o confess we were without argument on that
point. The net result :izs thercfore that we were faced with
substantial increose in actun] landed cost for tle future,
A fresh Caltex sup,.ly controet would be on worse terms than
the one you had before?  Yes, so we started to look for
other fields, > looked at the Gulf Oil Corporation. I
only looked at tha=. ilad you cver met them before?  Yes.
I had always regarded Clf as offering the possibility of a
potentially satisfectory relationshiy with my company; and
in 1944, 1945, the enc o7 1944 znc end of 1945, I had the
opportunity of meztine the then Choix of the Board of the
Gulf Corporation and through him neeting some of his senior
officers who told me that whilst they wore not at that time
in a position to supply products, they had in prospect vast
reserves of crude oil. Both in the liddle Eost, Kuwait and
in Venezuela in the Carrilcan, Thay raised with me the
question of estaklishing an oil rofirery in low Zealand;
and in the consideretion c¢f possibilitiess of such the head of
the Gulf Refincry Division in Pittsturgh, then a Mr

3

hustergeard, prepozred one ond then subsequently another
refinery project for esteblishing £ a refinery in lew
Zealand,  This was still 1245 I now produce the projects
they preparotd - there are threa projects actually,

(EXHIBITS Fl, ¥2 and Fz,) That 1s a project worked out in
details, with ~wzchianics and econsnics of setiing of a
refinery in low Zealand?  They are ccnventianai engineering
projects that go into great detail « just as ve had ) epar e

for the Mew Zealand rofincry,
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At thet same period, 1944/470, did you have a further
project which you had prepared for you by Bechtel-licCone doted
23rd April 1945 I produce that as EXHIZIT “las the second
project aimed at a smaller type of refinzry thon what the
Gulf projeact had contemplated? Yes.  And you did not
proceed with that in 1945? No, Vas there a reason for that?
The capital cost in relation to the volume which we had of
sales in New Zealand and the prcktlems of imielance in products
were serious obstacles, Imbalance in regard to higher and
lower grades., Gulf were most willing tc explore any possibility
of creating an outlet for their crude oil. It did not get
as far as the partnership proposal, but Culf{ had made it clear
they would he willing on terms to be agrced on if we felt the
project was viakle to assist materially in provision of
capitals Thes form of assistance was not gone into in detail
but they were ready to take a share of equity and to make a
substantial amount of funds available by wey of debenture
capital, To what extent at that time werec Gulf in the
marketing arez? At that time Gulf was regarded as a very rich
but very conservative ccocmpany. Outside of the United States
it had no merketing of its owne It disposed of its crude oil
from Venczuela and the :iddle East by sales tc other
international companies.  Other international companies at
that time were active in the mariciing field?  Other than
B.P. B.Pe were of a somewhat sinmilar chzracter to Gulf.

That is they weze also a crude oil xrich comueny ~ that is &
company wilch has more crude oil thun market -~ more crude than

1

it has a murket for either wy way of its own market or Ly

<

o)
R

of contracts wi=h other coirjanles. Gulf and B.P. were

soirething the seme in that recard and we had other

international comnanies who were crude deficit companies,

Y

They were bigger in market thaen they had crude oile  Vhat

u}

acout morketing product?  In 1944/45 1 thin® this is the case =

Gulf hed n omorket oticr than outside interrational compuny
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contracts except for one ~ other than one exception.  That
is they hzd in respect of their long term sales contracts
with othex intornational companies, reserved the off take
from refinery production derived from crude sold to those
companies of the fuel oil heavy ends. So that while they
had > light end market, they had already in 1944/45 a
substantial position in world affairs in fuel oile I should
perhaps explazin that the character of fuel oil disposal is
entirely different from the character of light end disposal =
fuel 011 disposal is largely by contracts for ships bunkers
to international shipping corpanies or to pover houses for
generation of c¢lectricity or other well locked up cantractual
poesitions,

That was your initial job in 1944/45, and then in 1954
did you renew cuntact with them with regard to pending
termination of the Caltex contract?  Yes, knowing the
consexrvative character of Gulf and not having any personal
acquaintance after a lapse of ten years, I arranged with a
friend to introduce me, and as a result of that friend’'s
introduction I had an invitation to go to Pittsburgh, the
headquarters of Gulf, in about liay or June 1954, June 1954,
There T wmet the Vice Fresident, tir Jack Faton, a ir ¥,
Blackledge who was senlor officer of CGulf's Crude 0il
Division, and a couple of technical peconle whose names I have
forgotten, Mr Paton was a bit cezuticus,  He said to me that
thelr relations with the other international companies was
such that thoy would want to look very carefully at the
treading on any one else's toes, I remember the phrase so
welle  But he was quite interested in the question of going
into matters - they were interestoed in a refining -~ setting
up o refinery in New Zealand,

The question of Europa's velume? ‘o looked at that
and that appeared to ko a substantial deterrent.,  The

}

thought was then raised "Could it 1ot be posuille for Gulf
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to supply us with a balanced feed stock which voula mateh
Europa'é market position",  This was not an unconventional
proposale It represented the purchase of what is called
spiked crude oil, thait is crude oil with an added mixture of
light ends.. The question wos reised = would liow Zealand
Customs Depariment have any regulations or taxes or duties wihich
would penalise the imortation of a spiked crude, and I
undertook on my return to New York to check with the New
Zeeoland office in New York the Customs determinaticns, I
found that there were no obstacles in the iy of bringing in
either spikec crude or in any varying degres of spiked ciude,
It had been arranged during my Fittsburgh visit thaot CGulf
officers would come to see me in liew York after I had cleared
this question, and I had a visit and = number of talks with a
Mr Clancy, ir Farivnan Clancy, wio was then a senier officer in
the Gulf Expert Crude Cil Divisicn, ena Pir Varren Roe, 2
refinery technician, "o discussed the question once again
of how this could be developed, =nd basically beceause our
volume wes still the deterrent it did not look zltogether
attractive. I had for a long time had thz strong notion of
getting into the refining business in New Zenland and 1 wes
reluctant to give up the project entirely., Was there any
mention of a refinery speration that might be done using a Gulf
refinery? Yos, this threw quite 2 new light on the possibilitizs
of getting into refining on a viable basis,  The idea was that
by using an overseas Gulf refinery where the economics of size
would make the project finazncially vizble, we could perhzps
get together. Anyholr, did you 2t that time have ancther
nroject d.ne for you regaxding a possible New Zealond
refinery?  Yes ~ we are spezking of 1954 -~ T wisled to be
as well infornzd as poscinle on this question of refining and
not to accent the views of one cumsuny only, and I commissioned
L CeSe Snodyrass, ~n oil refinery cuncultant enginecr of
Yashineton, D.Ce 1o prepars 51 me - refining rrojoct based

on Europa's neods in e Zealand,
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This is a copy dated 22nd September 1954 of that
project (EXHIDIT H).  An eight~poge project. What was the
result of your study of that? It was an independent report,
It showed that thaz capital cost would be high, and again the
economic viability was somewhat doubtful,

What was your next contact?  That was in February 19955
with Gulf, Mr Clancy and kr Roe came to sce me in New Zealand,
By this time they had progressed to the point where they wished
to pursue actively the progpositicn of engaging with us in a
refinery operation outside New Zealand, Did y»u know yourszlf
at that time the approximate margin that might be earned on a
refinery operation?  Yes. I had had the studies made which
were addressed primarily to capital cost, operating cost,
engineering projections for a refinery in New Zealand, 1
knew very well indeed what was the refinery margin in an
east of Suez opecration = that was about onc United States
dollar per bkarrel of crude. At that time. If Gulf and
Europa got into a refinery operation, whether owning a joint
refinery or wvhether paying a processing fee, what would be
the arrangement about the offtake from the refinery? The
off~tzke «~ Gulf of course had a rcady market for the heavy ends.
But east of Suez had nu market for the light ends, And
there appeared to be a high degrce of mutuality of intercsts
in Europa and Gulf joining tcgether in such an operation.
Prcfit sharing basis? That was discussed « the problem is
well known to be a very difficult complex one,  And I think
I might deal with that later. But basically the resoclutlion
between us seemad to beo that we went fifty/fifty for better
or for worse.

Following these discussions, did the matter reach a
further stagce o»f discuszion in Now Zealand?  Yes, to a staqe
where these twe Gulf officers wished ts go back and clear up
questions of policy on this project >f our getting togethei.

It began to lo k like somcthing which might w2ll materialisc,
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They went back to Pittsburgh.  And then whot happened? In
January 1955 I had o visit from i'r Frank kartin, a regicnal
Director of Caltex, and he was not a stranger., I had known
him for twenty years cr more and I told him that I had come to
the end of the tether in negotiations with Caltex and we would
not be doing business, after the expiration of the 1956
contract, This was subsequent 1o my discussions in the
United Stotes with Gulf but before the arrival of lessrs Clancy
and Roe in New Zealand, After Clancy and Roe went away, was
there further contact with Caltex?  Yes, Frank Martin reported
to New York what I had tcld him and I had a long cable from
either Bramstedt or - I think Bramstedt from Kew York to the
cffect that they would spare no effort to regain our busingss =
or to retain cur busincss.

The next thing was that I received a cable te say that
Alex Singleton, the Vice President in charge of sales of
Caltex, world wide, proposed to come to New Zealand to see me,
I prepared a file in which I have these cables and letters
regarding Caltex 1955 discussions, 1 prcduce that file,
(EXHIBIT I). In that file is & refercnce to I&r Singleton
who was 1> come to lew Zealand. He in fact came, The first
cablc was when Martin had reported to New York and it was
signed Bill Bramstedt, doted 3rd February at HNew York, Did
you when you saw Singleton in Mew Zezland indicate to him that
you had other negotiations under way? Yes, Did you say with
whom?  lic, nd did vyou mention the type of things you were
discussing? I was rather reluctant to, but due to the fact
that I had had twenty years of very pleasant association with
Caltex I felt I should give them an oprortunity for a further
chance, 1n spite of frustration of the recent negotiations in
New York, l!low did you describe to him the cther
negotiations? I told him thet we had in prospeet an overseas
refining proces=ing arrvangement,  You did not say with whom?

Hoe  He asked me {irudy with whom; I declined to sov. He
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alsc asked the terms and I declined to say. 1 told him
nothing more than just that we had tidis refinery processing
arrangement in prospect, Ls this file shows, eventually did
Caltex come across with a proposition to you?  Caltex in the
short time Singleton was here, he obtained authoxity from Hew
York to offer me an oversecas refining operation, and he obtained
in a cable the centents of which he relayed to me from
fuckland on 26th February the basic elements of the operation,
He must have been in touch with lew York while he was herc?
Yes, His whole time while he was engaged on this question.
The offer they put to ysu, was it the type of arrangement you
entered into with Gulf? It consisted of threc parts « bosic
proposals set out in telegram of 241k February,  There were
some missing clements in that that did not enable me to make a
complete evaluation and these were transmitted to me by two
cablesy one dated lst liarch from Bramstedt, New York, and the
other by 'phone from Singleten fron: Sydney.  The three
compunications gave enough information to make a study of the
economic and practical aspects of the pi:jecte
COURT ADJOUHIED 4 pem.

C/SE_RESUIED 19/2/69.

Last night we were discussing the 1955 Caltex
negotiation; the gist of the matter was that they made a
proposal to ycu which you got in telegram form?  Yes, Then
eventually did they alter that proposal?  They gave ne the
factual outline of the proposal in telegram form in a serics of
three telegrams, and as a result of my company's study of
the proposal it was acceptable to us. I telegraphed to say
that the proposal was acceptable and invited Caltex to send
cfficers to New Zealand tc conclude in documentary form the
agreement reached,  Three officers of Caltex came to New
Zealand to give effect, as I understood it, to the proposals, to
develop the centractual documents winich would emcrges I

was however cenfronted with on inpasse.  The leader of the
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group was a man who I had never previously met - the other two
one being the senior counsel of Caltex, senior legal counscl,
and the other being a highly accomplished accountant who
occusied the position of Secretary of the parent company - 1
discovered were enjoined not to speak. The leader of the
delegation endeavoured to persuade me to change the terms of
the understanding. I declined, What was the difference that
they now wanted you to agree to? The difference is not on

the files The leader of the delegation, /. Ernst, endeavoured
to persuade me that there should be another approach to the
disposal of the fuel oil which would be generated from the
refining operations contrary to the understanding embodied in
the exchaonge of cabklese  This would have had a very important
effect upon the division of profitability, e reached a
complete impasse and I brought matters to a head by writing a
letter to Mr Ernst at his hotel in Wellington enclosing cepiles
of the cables which in my view clearly establiched the
understanding rcacheds This is a file of correspondence;

the letter I refer to wos dated 28th /Zpril 1955,  (Witness
reads letter), (EXHIBIT I,)

Next day you cabled ¥r Bramstedt in New York and re-
stated the position and sald you had written to Ernst on that
matter? Yes., The letter is in the file, On 4th Kay
another cab.le from ycu to Bramstedt?  Yes, You then got a
cable back from Bramstedt on 6th May?  Yes. He wrote me on
27th lay sctting out the way in which he said this misunderstanding
had arisen. This is a letter from Bramstedt to me. (Letter
read). He there explained the errors they had made. /4lso
under the same date, 27th liay 1955, is an outline of proposed
future opercoting plan. They in effect proposed setting up
jointly owned B-hemas Company and were they therc dealing with
refining products in the same manner as Bramstedt had urged
to you? lo, The proposal was distinctly different from the

original proposale It followed the train of thoucht in his



10

20

30

Supréﬁe Cou?ét
ho. 2
Objectorts avidenc
Bede Todd -
exznination
letter of 27th ity? o, it did not follow that train of
thought. Did yosu agree then to what they proposed in their
outline operative plan? Iir Singleton made a special visit
to New Zealand and brought the plan with him and endeavoured
to persuade ne to accept it, I advised him that it wes
unacceptgble, and I wrete the subsequent letter of the 24th
June, In foct wzs the deal finalised with Gulf in the end
a better dezl than this Caltex proposal? Yes, And what
was the basic difference between the deals?  The method of
division of profit wos basically the same - setting up of a
50/50 Bahamas company to share equally the profits derived
from the project as set forth in the project statem:znt of
27th liay 1955, Caltex statement, But the material difference
was that whereas in the Gulf propositi-n as in the original
Caltex propositizn the zctual crude oil required to
mznufacture Europa's reguiremsnts of gasoline would be bought
processcd and sold in the revised Caltex prowesition, an
artificial lesser guantity of crude 2il would be »rocessed.
Their Gulf proposition was a better desl from Europa's point
of view? Yes., /nd it was realistic,
lis a result of that negotiation falling through, did you
have a neeting with some of the Gulf officers to discuss
their proposals? Yes. I had a brief meeting in Honolulu
which coincided with the movement of some Gulf officers from
Pitisburgh to Tokyo and we found Honclulu a convenient
meoting point,  There we confirmed generally the ideas which
had been discusscd in the February meeting in Mew Zezland,
and we pr:id particular attention to the problem of designing
a protection for the joint refining industry against what is
well known in tho industry as a refinecr's squeeze. I think
the simplest way to illustrate thaot would be to refer to the
tables which are shom in Dr Frankl's study of zcfining
profitability, This is a paper by Dr., Frankl and Valter L,

Newton, they are acknowledocdexperts in this field? I do
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not know if there is any such thing as an expert in this
field, They are acknowledged eminent economists ard writers
in this very complex fileld of o0il pricing. I produce that as
EXHIBIT J. This is a photo copy of a paper given to me in
London., To answer simply counsel's question (pencil notes
were on Dr, Frankl's own copy), Tables 1, 2, 3, 4 and 5 show
the refiner's margin - refinery margin in various acknowledged
refiqing areas., Table 1 relates to the United States east
of California area =~ a margin there of $1.08 at one date.
Looking at page 6, those are refinery margins for those years:
what is it that brings about refiner's squeeze? The
Venezuelan/Carribean table illustrates how in a certain area
the profitebility can ke squeezed, and what I was ccncerned
with was that if a similar situation arcsd and predictably
might well arise in east of Suez refining would be run
unprofitably rather than profitably, In the case of an
integrated oil company having its own resources of crude oil
production from which are gencrated - which historically
had been the main source of profits - what are referred to
as the upstrcam profits an oil producing company would not
necessarily reduce his operations because of the lower
profitability in refining because he would have recourse to
his main function = main and primary- function of producing
crude oile That is what he is particularly interested in,
So that he can afford to take the rough with the smooth,

And in the final analysis, if there is a loss in
refining he has rccourse to profits to support that loss.,
We adopted the philosophy that if we were dealing with a
major international integrated company we would be entitled
under the circumstances of a refiner's squeeze to obtain
some sort of protection as would be inhercnt in the
integrated compeny's own systems In thesc discussions did
you discuss this aspect with the Gulf people? This aspect

was discussed with the Gulf people earlier, It was
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discussed witl: Caltey prior to the Honolulu meeting and a
provision in the Caltex outline was made for some such
guarantee return in such circumstances., Iind it was agailn
discussced when I met the Gulf jieoplc in Honolulu,

Lfter you had had your discussions in Honolulu, what
was the next step in the Gulf ncgotiations?  The next step was
a Gulf grouyy came to New Zealand to put the arrangements into
documentary form,  These people were I Parkman Clancy, who
by then had been appointed to foreign crude oil co-ordinctor,
Mr Martin, of the Gulf International Shipping and Mr
Herbert Monning, legal counsel.

People you had scen in Honolulu prior to that were
Clancy, Martin and David Bonner, refinery technician,

They came to liew Zealand, and did they prepare draft
contracts when they were here? Yes, Were the drafts
finzlly agreed betwsen you all in llew Zealand at that time?
Yes., And what was the next step?  The next step was that
cn their return Mr Paton, Vice President, wrote and suggested
some small and inconsequential changes to the draft which
we agreed to, And did you go to Pittsburgh in January 19567
Yes, correct, /And was it there that you looked at
inconsequential amendments or had that been done? I am not
sure; I know we had agreed to them,

Then after you had these meetings at Pittsburgh, did
you go down to the Behemas?  Yes., The purpose of that
visit was throefold, Gulf informed me that they intended
to set up a wholly owned subsidiary company in the Bahamas
which would hzld their interests in our proposed joint
refining operaticons,  This company was also intended to
undertake world=-wide shipping operations, not to be
Jimited to our opcrations.  That was purely a Gulf function
but they had inf-rmed me of this arrangement, The sccond
purpose was before any company which would engage in buying

and selling of crude and petrsleum products could be
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registered in the Bahamas certain clearances would be
required from the United Kingdom Treasury and the United
Kingdom Ministry of Fuel and Power. I am not sure whether
the clearances from the United Kingdom Ministry of Fuel and
Power had not already been obtained, I produce a copy of
the written application made to the Control of Exchange at
Nassau with reference to setting up of the company dated 6th
March 1956 and signed by Mr Sands. The reply is attached
dated 9th March 1956 from Control of Exchange, and then
final permission dated 29th March 1956 from Control of
Exchange (EXHIBIT K).

That letter from Mr Sands was a summary of the
contracts which were to be signed? Yes. After the receipt
of the consent contained in Taylor's letter of 29th March
1956 I returned to Pittsburgh and executed the necessary
contracts on the 3rd /pril 1956, The Case Stated contains
true copies of the following contracts ~ Petroleum Products
Sales Contract, Memorandum of /greement relative to New
Zealand Refinery, Contract of affreightment, Contract for
organisation of Pan-Eastern, Agreement re force majeur,
Pre~emptive Agreement, Option to purchase shares, Guarantee
of Performance of Contract,

Was there a particular advantage you secured under
sales contract with reference to sources of supply of
gasoline? There were several advantages. I do not
suggest these in order of importance, but a very material
advantage was that Gulf has the obligation to supply Europa
not from a designated source but from any source of Gulf's
or to be procured by Gulf. In other words, it was a
global obligation, Another substantial benefit under the
supply contract was that the provision for price of the
products supplied was related to the lowest price quotled in
Platts in either of th» mojor world pricing centres, namely

the Gulf/Carribean pricing arca, or the east of Sucz,
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Returning to global supply - does that mean if force
majeur in east of Suez they would have to supply from
Carribtean? Yes, or somewhere else, and if all their own
facilities by some curious condition were out of action, then
they had the obligation to procure from others. That of
course was a very material advantage. Also they were to
supply the whole of Europa's requirements and that again is
a very material consideration and not normal in the usual
long-term supply contract. The usual thing is a fixed
quantity per’ period. The buyer then takes the risk;if he
is over ordered he has to unload at his own risk and if he
has underestimated he must find another source, and this
under certain crises in the 0il industry which happen from
time to time could be a very onerous obligation if a fixed
quantity contract were entered into. What is meant by
Distress Cargo? It is a term wnich does not appear much in
current literature and the term does not imply what it seems
to imply. Distress sales in warehouses - dry goods - are
usually the result of fire, bankruztcy, situations of that
sort, The whole of the oil industry from well to consumer
is very highly geared, There is little margin in storage
facilities - certainly in production, that can be regulated.
But once o0il is produced above ground, it must be promptly
moved, Tank farm facilities, storage facilities, at export
loading ports are very small in relation to the volume of
movement,  Shipping has to be moved with great accuracy.
Co~ordineation. The same thing applies in refinery
operations. A typical European refinery would have about
five days' storag:s of crude oil. To illustrate, the New
Zealand Refinery which is geographically one of the longest
sea hauls of crude was originally designed for five or six
day crude storage. Today we have, because of our physical
difficulties, something like ten days' storage of crude

and/or feed stocks. Cn the products side ike storage is
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equally tight, And the margin of storage according to
location of refinery will vary quite a bit, but always in a
tight squeeze. The reason for that is that in a typical
refinery about 50% of the capital cost is related to storage
facilities, and if world wide the industry did not gear
itself to tight programme, the capital investment in
refineries could rise cstrenomically,

Use of the term "Distress Cargo" - a refinexry has to
keep going., A phrase used in refining industry "refinery is
a bicycle" has to keep running or it will fall over. And
what happens from time to time is that a refinery in say a
European complex may because of its rather rigid capacity
generate each of products from a barrel of crude - it may
find itself with a projected surplus of a particular product.
There is a highly sophisticated exchange practice petwcen
companies which helps to alleviate these unkalances, Where
mutual interests permit the cexchance to take place.s But
therc are times when a refinery wiiich may be one of the most
financially well placed companies in existence may have a
surplus of scme product which it simply cannct find a place
for; that surplus is a distress surplus, and ithas to sell
at a lower price to clear its tanks - won't sell regardless
of price, but is forced to sell, and price may find a
willing taker somewherc,  Otherwise unloading of that
quantity would not take place.

On this processing contrzct, is that the kind of
contract that is made in different parts of the world by
people who <o not have a refinery?  Yes, there are a
large number of processing contracts between all sorts of
parties. Some where a company will buy crude or feed
stocks and pay a processing fee to have them refined? Yes,
One example 1s f.C. Sleigh Limited, Australia? Yes, they
buy crude and have it processed by Austrolian Oil Refineries

Limited in which they have nc interest.



10

20

30

thoy tabke licht and

shswey that, but I belicve they h

their crude suplier, Caltex.

o

SIS

IO COUNGEL: E “IT L o= 1968 finnual

Limited which refers on tho back

arrangementsa it is correct tha

Zealond Refinery thc oil companic

agrecments with thet Refinery?

T\w 2y

prospectus of the

Y

on paje 8 descriiz:e the inlended

agrecment  (EX-Ib

H)

Now =zlout contrcct of A

hosvy?

7 Zealoand Rof?

¢0
Supress Court
N\j). 2
chbor's evidenc.

1 I 3
. L’O'
-

aohnatlion

-

Ob
B

3
i

1
v

I cannct accurately

ave some arrongements with

vl

Report

page to
t in the case of
s concerned have processing
the

Yes, I produce

Iy

nery Company Limited which

operation of the nrecessing

fireiuihvinent « you have there

1

the sccured provision thet the cost of freighl would not be
grastor than the deemed an-dan/Uew Zezland voyage?  Yes,
regardless of vmere the supplies may be leaded that the cost

would not ¢xcocd

reason for that is ti.at . wa

dan
predoninant source area Tor New
but in the caco

CONCETNe. i,

costs to licw

rate.

Then the proviciin for
Yes, that gave a celling to the ¢
was any excess over the AFRA rate

rate, the
sUs

i Yate vore higher thun

would ny @t the JFR/ rate, th

ERES

crediton to usy.ense aceount,

«

a

running cuspenss account which il

different p sver the

end result woulo only be o, at

Did you c.lculate it you thongh

deened Abodon/lic

Zzaland, Joadan s

the

siht

S

The

L
A-’y VLG

countrics

cead iha jbadan/low Zoaland

N

alicrnotive freight rate?

[

Tant, If there

st of fre

at any ti.c which was oy

JI‘ i

; that

would ke 1laced

vense account? Yes, if
¢ zlternrie rate, although

o difforence would
That wos intended to be =
n credit

Le or debit at

whole cuntract lern. The
the ond of the contract,

1 Furen.o micht carn undor



16

61

Sunreme Court
do, 2
Objector's evidenc:
B.J. Todd -
eravination

this freight contract as at 1955/567 Yes, This was a
contract with LEuropa so zny profit would be Europa's incone
in llew Zealand?  Yes.  Did you iry te make an estimation
at that time of what this might be worth to Europa over

the contract period? On the best of informaticn and advice
as to the expected trend of freighi rates, it appears at the
time we made the contract that Europe would derive over the
whole span of the contract a profit in the suspense account
of approximotely 1% nillicn pounds sterling,  That wes on
the assumption that there would not be a slump in tanker
freight rates On the aszumntion that freight rates at that
tine were hardonding after heving gone through a depressed
period, and on the assum:.tion of some future stability in
freight rates - that would fe a reasonable prediction,

LUISURNIENT

We have becn speaiing of your estimate of time of

Y

what profit might accrue o Europz under freight contract:

what haprened regarding freicht rates after 19567  The

0
(o]

tanker industry at some '2int in tlme wiich I can't say from

memery ran into a very soverce and rxolonged depression,

'

The tan hos rericds of very high profits and o

heavy depressicn,  Contrzr to expectation, freight rates
Lecrine heavily depressedes The result was thalt over the

-
)

actual currency of the 192¢ coitrzct the zmount to Europa's

croait at terrin-lion orF thoe contx

]

ct was approrinately
s 025,000 vrofit,  /ind this of course was
od-

incomz earnced Ly Luvrona and taw paid on it? Yes.  Just in

passing = this Gulf freight contrect was a heiter proposition

freliokt rate contract? At the
time of the yproposal it was obviously a better contract.
In comparicon with the nre~oxisting freight contract with
Caltex that exciced in 193672 Moo tot as good in the
calculgied »asulit, Caltex was not going to renow that
particular contract?  Thoy were not going to rencw the

'

rrovision for the besin. oonind cgiustaent,
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You did say that thoe adventege Eurona got was

global supply frcilitics for gemssline =~ also the product price
being lower of ihe lwo quotations vould =pply wiersver the
product was shirped from?  Yes,

Then there was provision in these Guli contracts
for payment Ly Pan Eastern the posted price of a specified
quantity of crude 0il?  Yes, the crniract sets that out.
Details of specifications.  /Aind toen did you also hove
agrecd devmcd ylelds from ooch bsrrel of crude in the form
of percentages? The contract sets out in the words
"docniod yield" what wes In ifact typlical and sccerted yleld
of the quoted crude oll in a stand-td 1:fining ouerution of
that sorxt, Gasoline at 25%, kerosen: 11%, distillzie 13%,
residual 40%,nrecessing lots 6%, Those approximete the same
gxperience we hove 1n the New Zeolond Rofinery for that
quality of crude.
hiee processing feo that wow agreed Lo
be pold « that was 47,5 united States cints por barrel of

crude oil delivered py Guliv  Yese  4nd you anlicipated o

gross reflner's rarcii of cne Uniied States doiler pexr borrel

crude, So that thoe cetimeted not refining margin to he

earned by Foir Eost would be approxd
entc per barrel of crude.  Thoce figures were In conformivy
with the normal ienrket guolalicrs ot that time?  They were a

rerlist

[=H

¢ expaession of the rrofitalilily based upon the
current price of crude oily cuiment cost of nrocescing, -rd
the current volues of the respoctive product yields,

Lo the proiacis as well zs having

percontage desicnated, yvou ‘1~o sad, did you noty a

3y oof cech product?  Yes,  For
ex~inple, gasoline was decemazd 70 octane 2nd the other products
had also de med quzlities?  Or deemed stondarcs of quality?

The cualily of gusoline wos determined at the then octane

rating which woe provided in Europa suply contr-ct, In
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other words, refining process wus to rafine to that octane -
that Europa roguived for its New Ze:zlond market.  The other
part of the question I canmot give an exact answer. 1 can
say thiss that thexe would be little room for any
flexibility.
Now then coming to the formula: was that set in
the form of trying tc sccure some pre~determined level of
profit from Pan Eastern? MNo, I would not describe it that
Ways I vould descrive it as bLeinn a provision to relieve
Pan Fastern from risiks which could arise, for excrmnle, from
a refiner's souceze, and to provide some sort of cow ensatory
rnechanism to recoonise the imbalance in profit contributions
to the refinery picccss, in the respective yields and ofi-
takes of moior gascline ond hoavier ends, Perhors 1t will
be seen from ry desciiption of the Caltex negotistions where
it was agreed initiczliyv that Europa would derive the whole
of the profits arising from the refininy of dgasoline and the
other party would take the profits from the hesvy c¢rnds - on

that very poinl negotiaiiosns rroke down. In th: joint

venture concept of this reflinery preject with Culf, it had to

o+

be recoridsad that basically Eurona waz conizibvting more
than half the poofit earned of the refiroly process due to
its offetoke of the gasclinc, lavertheless
practical clrcumstances of finling 2 contrzctuzl mutucl
ancomrodation between the }artics in & 50/50
in result Burcpa fell ihat i1 vas piorer that the re should
some protection agolnet arosion of
from circumstances culsice the production of gasolinc,.

ind tae formula provizicns were put forward to offer scme

sort of stabilityhln the overnil carnings to be sharad,
The farmwula is sot out in the Cose Statcd

(EXHIBIT 7h) - ornondisation contract. Third Schedu's on

page 3 are deemed percentages (Ferazr. i 5). Then at page 6,

paragrarh 608, quolivy specifir-tisns.  Then at page 7, net
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earnings which include formula,
Your estimcted net refiner's marging 52 United
States cents, that in your view could have Lecn affected by
factors outside your control? Yes. The object of the
formula was to act as a stabiliser if possible against the
depression of Pan Eastern carnings? It 1s a complex
question, Hnd the pattern of crude cil costs and product
valucs remained as they had been fer some considerable time
and had they remcinod whchanged or without matcrial change,
the formula weuld hove had no real 2ffect, The formula was
provided to offsct fluctvations which would adversely affect
the contribution which gaseline wos marning to the total
carnings of Fin Eastern,  With the liew Zealand refinery v

s
T

have vory gr.at problens of dealing with just this sane

guestion,

Lrwt o, the agroomoents with Gulf were then put into
operation and they began to operate accoriding to their terms?
Yes. Ves there in forill 1957 an extension of tine granted by

Gulf regarding the raoyments to ke made to Gulf under sales

contract? Contract Lot

i Culf Iran and Europa. I
negotiated with the Gulf peosle for more beneficial terms of
payments  The beciground of that was the competitizn in

maerkeling in How Zezlend was Lecoaming increasingly rigorous,

fnd one of the devolopiznts was a considerable extenslon of

credit Ly whnvlosalers irthis country to rotzilers, to
service stati-ns, Port of the continuation of the severe war

=

in marketing.,  Extre credit feocilitles were being given to
obtain the output, the favours of those stations, fnd I

put it to Culf that it was reasonable for them to make some
contriiuiion 1o this ;roblen and they agreed to give improved
credit terms agninst those provided io the oricinal contract,
Thatl agreement is conteined in o letter from Gulf with

X IBIT Al

Then moving along through 1957 and coniing to 1958,
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did you cbserve the leovel of Pan Eastern earnings and how
they were getting on in comparison with expectations?  Yes,
What wae that position? I suppose I can describe it as

like in meny other predictisne in olil industry, if
expectatisns were found to te considerably wrong, Profit

of Pan Eastern ~ there had devaloved in the value of crude wnd
products a marked reversal from the historical experience.
Crude prices actually increosed, Gasoline prices fell and

he middle and heavy ends prices incrcased, It was somethinrg
which was quite unprecedented, at least to my knowledge. The
provisiuue of the formula which were agreed to give a
protection against movements,; or adverse ovements of the

sort that misnt Lo expected from the historic pattern - the

provisions of the formula instead of helping had thoe reverse

to perfoma, I got in touch with Culf akout this, I vrote
to Mr Paton on 3lst January 1957 and raised the matter wit! him,

I produce iy file of corrsspendence which dealt with

nerotiztions thatl then tool place.  (RNHTSIT N). (Exhiklt
Bl4 in the Case Stzted).

Was the anticivated return of Pun Eastern cxpresced
in cents per gallon, 2.57 1o The vrofits of Pan Eazstern
is expressad in terms of eartings wiich can be related eithex
to the quantiiy 37 crude input wihich was estimated to be
about 50 cenis per barrel of crude « 4 barrels of crude aze
necescury to make one “arrel of gasoling ~nd there you
merifzcture one barrel of casceline with 2 profit in refining
operatinn, if yru relate half that viofit to gasoling, then

one burmel of gasoline yioics profit shich, as there ars
42 United States gallons in a heyrel, in térms ¢f gallons of
gasoline the roiurn is 2% conte per gallon,  That is the end
result of 1he flow of the ¢ .mputation, It would be wrono

to simply say that cacoline rokes 24 cents a callon profit,

Th

1de

s is the end resuit of the sam~ computation,
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at Marsdon Toint, BRut thot is not case at all, 1he

Refinoxy hns

particip=nt
and the por
There is no oy
product hac

eld for each

e

Y

and G2it o ig

B
LT Lagehyeen

e N AP R L N i
o PN =mantalrn 2nrn 1hS 0 YOIl s Wwhoey

genecration of profits
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Europ-fs uliinate inter-si in naphloa ard at t

"z
&
9]
-k
e
C
=
s
O
(9]

contwiacts were made theooo wic o

in 1004,

in

reallistica

But boceuce there ls an

another set of delerminations of valuos, nd a Galt

. N S S . T, 4 . 1% P - o~ L
sells crude 1o PoneDastern, Prne=fostein voys for

T

b
qu%tu

cvidenc

refining, sells nophitha bacl to Gulfl Subildiary ane Gulf
Suibsiadary sell to FEurora refining. Pan=astern males o profit

Is that worldh on a

»

posled prices - ton thing icsolved ilsold in the end, fnd

. Loyt Fa L O Y VN
one Tart g'.fta the Napathl fro

idiesry will have to sett’

]
1

Frn- orn? Y¢S, ‘i reszlis Lo Ve,

Do you know 1f it sells o Zurop~ gefining ot the some vrice

as 11 is nurchas.d I e stern?  The o L s
prefiv oon th-t transactions 15 e

L L A .y S s B r A - . " g
Is thot runnine ot the vresont tine on o favoura e g

o
oY}
o
ey
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P
o
-
o
!
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ot

Evaop ?  Yes, on o very fovour.

differcat from 1be old ane? The 1o one wos net bod. bt

to 3Jih Wowvenbes

on the

=y

F TN
DT SSEe8Snont 2

3lsv harch 19607 Yot :

an assesomornd

rate the freighl contract of 1064, g

. . o v aaa
Phore were at dhot tlie oo
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letter of Sth My 1955, This stntonent -~ "It is considered
that discounts off the postoed pricers are, ond have been at all
material times, cvailable on arms length long term sales."

s

R
Lo

Fay¥e

10 applic;ﬁ,

new irnform-t

and have received ro satisfaction, they have erid it is not

Fove you made o N in regard
prices nveilaile on long term salos?

no discounts gv-ilable vhen

Loom contrzets could e

g - g Lanen b
o rroducts Tor e

w
o

iy s . . -
establishing inoihe Iovsian Gulf ne ot 1659,
ey e o . - .
1087 and 1900, co thoy rely to posted nrices? Yoo, thot is
S04 Toole o,
N (A y -
i NP et
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Tables with regard 1o Refinery

Haredns (BEXHINIT J), Look of that Exhilllt enad could you draw
tho Couxt's atiention to soemz 2assages there?- Talkle 5 - the
authers of inis Paner have sbviously adopled the suue method

of zeseusing refinery profitahility as 1 referred to in my
eviderce on represcitations made by ro on behall of Pan-

Pasiern to Guli to amen. tha formulsz, 1 prorosed that the

eoripnsite barrel form of ostatlishing the profitslility be

10 adopted and T notice here

.

atiinnrs, that 1s Typical Yield Volunes,

They treat is as viciling proporilons of

thot barrel of the Individuwd poducts, wund then they caleoulato

oot . o e PR 4 .
el thoeo propoTtiions.

the market vo

1855 = total value ircu ong barrel of crude

.

products (Column 1), The rest of 11 1s loss, And the

ecditisn of those concosite {rocfione 2ids do

¢rude tlalien at the market qrice 1s $1.2C¢ leaving as slzied

20 dhat prices axe used in 10007 Footnotle shows nrices used
(a) quotations f.o.b, Abadon - orice per tarrel:s (b)) simply
a yicld « division of gasoline into aviation wnd notor,
Fraction of cvialion ¢-woline wvd fraction of motor gesoline,

Viold was 193 these {igures ada to 1G, {(c) wreaiis gosoline

s . '

inty o e SO o1 OO e A f IO e ame SONEEE P
nen wes octonies - 2070 al OO ondd of 79 octane, Letimatod,

! . AT I PR o .
(d)=(e) Tranizn Licht Crude Gl f.o.kb. Abodan, (¢) cost of
ciuce ¢il per borrol.

ol there?  Yes.,  This

,‘.
v

{

One or two naits of

20 text thot

incd product prices

-t 3. y ~ N AN - [ - = g 12 3 N
Ezst of o Yes.  Poge & of Teble D subheuding "Refining
= = - -t < P v “r - - A
Erst of Sucz®, 200N paragrapn e rolevent ona top part of

L Third onraoranh, fuinore have said top przi of third

paragraeph thet the reference to Tranion consortium - loss
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competition there than obtains elsovwhera,

Becins at ond of page 6 - "Also th

top of page 7 - sontence

sroducts availabl

is some political pressure towards meking

to countries in Indian Gcean area at prices lower thon are

quotecd”,

Then moving away fron that toplce and coming to
another document: 1t coie to your attention that there had
boen an 0il price enguiry in India in 1951 - te examine the

pricing involving various peotrolewn products in India. I

got o copy of that, Indiarn Gov:irrment Commit

1
b

sent away to

RERCIN I obtainced not the

presidad over by i
first the provace to it, then the scction dealing vith refi
producils, anc flnally ithe cuomary of conclusions and
recomr.ondations which included ciude oll and refined produc
I produce a copy of the Dawle Renort (EXGiRIT §) pirges 415
(inclusive),  Pege 126 is sumory to daie.  Referring to

the lact

cage of EXHIDIT S ohilch contoins at the botlom a

{

swanary of diwcounts which lhe Connittes thoughl ocught to b
adoptea afler lst /pril 19510 The filgure for gasoline is

5 on T 0ebe

. PN CRLS R D, 1T ... - N —y
OUUC L/ LWUoN el and e Dol

X1
[}
<.

)
&
[8)]
m

[

—r1
(o)
)

2 Report, are

1

thoy the three relcroices ynu have heen zble 1o fing where
deterindinatlion is made regarding posted prices for refined
products east of Sucz?  Yos - for compalzble ceviods o
perieds referred to in those reports,  Around 1954 1o 19£)

)

is the porier covered in those reports,

Furihies, you found some literelure that zefors o
the question wqcthex najor oil compmtes will price cut aga
each other? Yes. 1 procuce s puilication which is an
erticle by Mo Lociman of 1he imiversity of Ricsouri wihich ro
to o'l comparny masikotaing ol different places. I reofer to
(RUN) passadea waich T have marked, poacs 37 and 39 of 4le

4
t

pul.lication, (Geads then)e  These eve from zn article bv

y €}
O J
34
BRI S
OV R G

(SN
ore
2]

noy!

tac

©

ingt

PO,
QIS
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Mr Leeman,  He mentions the oligupolistewhich company is he
referring to? It is a2 well kviown word which zelatos 1o
scven Internstioncl oll coinponies - Royal Dutch Shells B.Pe
Company, Standard Oll o F Mew Jerscys Standard 011 of Mew York
(now known as Socony) Tevzcs Company, Standard Oil of

California and the Gulf 01l Company. Those are the seven,

]

firticle produced as EXHIBIT T,

Coming back to posted price for products - was there
an agreement made between Todd Bros, Limited ang Shell in
September 1955 for a joinl voniure in New Zealand?  Uhot was
that? Thet is a joint venture for exploration of oil in lNow

Zealand, This agrecment provided for sale of any crude thet

that joint venture? Yes,

s

might be extracted in pursusnce o
ind what was the price the Shell agreed to pay? It would e
preferavle if T explained thot the iypical joint venture
agreencnt In respect of exploration for and ultimate production
of oil gives cach party
undivided interest in oil &> produced, It is not a trading
company; 1t is o joint interecet; bul cach party derives title
at well head Jor his oun shcre for his own disnosczl,  This
perticulor venture kbecause Todd Drotners had no facilities for
disposal of its shar. of zny oil discoverzd it was agreed

~ s

thet Tod.! had the option to reguirc Shell to purchase from Todd

-t
cr

share of the oil produced. Vhat wes the price obtained

by Shell?  That is sel out in the zgrecment 2nd is the

posted price, Shell undertosk in poy posted price sf the
0il at the nornal source for tew Zezland's current oil

supplies with zny odjusiment wnich o

e}
e
O
Pl
&
o)
('V
(@]
o
m
f]_l

sary to telie
care of quality diifercncce z2nd ith on added value to cover

the cost of frelght from the rnormal supply source to liew

Zeoland, I preduce o copy of agresnent;  the provisions

are on page 25, (EX1IBIT U). Clouse 12, commencing pagce 25,

3
¢
r.L
@
&
-3
W
ot
w
p—
o
(—f.
b
&
0
8‘
(9]
b
D

J

3

tonether with statement of



10

20

TO -

S b ey nt AR

20 L0

2 DA 4-. .L -.~le..

income Pan~Eastern during year ended 2lst December 1963,
(EXHIPIT V.). Ite: there under Sharvcholders' Equity?
That figure is 3U.5.11,510,309 nlus net income for the year
totalling $14,000,000 odd, less dividends paid during the
year of $2,239,000, balance $12,400,510,  That was dividend
paid in that ysar. What waes the reason there for retaoining
earnings of Fan-Eastern? That 1s a policy established from
the early days of the operations of Pan-Eastern.s As I
have indicated earxliery we had never lost sight of the
possibility of transfer:ing our refining ‘nierests to New
Zealand Gulf as the other sharcholder co-operated in this
matter as they had always indicated they were prepsred to
come in with us on such a project. During every year of
Pan~Eastern's fiscal operations, during every trading vear,
it paild a dividend to each sharzic lder, and AiP's dividend
was alvas recorded annually frcem first yeor of receipt 1992
the liew Zealand accounts.  These dividends were always

rvetuined in cur income tax returns = A5 ano 1n Consolidated

Europa accounts

r\

UG It seems that the main assctis are moneys owing by
Propet and CGulf Iran? I have lo confess I am frequently
puzzled by balance sheets myself, I canrot explain thisg
I would nezd tine, Pan-Fastern would be owlng money to
Gulf Iran for purchases rather than the other way, 1 would
have thought?  There will be an explanation,

1

Gulf agreed with you to accumulale earnings, what

'as the obiect? The object was Ly retaining earnings the
possil:ility of vusing those relaired earnings in a further
refining venture « to estallish a refinery, And those
retained earnings were represented in forelgn exchange

United States dollars converted to sterling under the terms
of the agreement, So ihat did vou in ezch year retain
earnings in Fen-Eastorn to mect ihis conlingency?  Yes.

You sald yesterday the eventually it became
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N
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the Hew Zezland Covernment would

appavent thot

companies participating in & refinery in lew Ze

And would youo have to provide fuvnds for that?

vhat was lhe total oseinwio

Shell

{inery? estinete given by

Zealand Ke

7

Zealand Govoernm nt vhen

was £22,000,000

ihat the Covermment ther rovised the agreement

=11 companies participants S50 did

if you would have to find sams proportion of £2

Yes, fnd did you continue to retain some part
Eastern earnings in Pon«Eastorn to m
Yes, thern was at some later time the estimate

v -

of the lew Zealand refiner

y revised?  Yes,

1290 and iarch 2nd 199

poriod of betien laie

prolonted and difficult negotiations on the parx

agrecement, the estimati-n wrivten

estluated uced.

think
1962
Zealend Hefinery par

1

reh 1967

Agreement dated 51h entered

Co, Limited, Londony C:lifornia Toxas OL1 Coxpo

fhell Petroleun Co.

on l )\}‘3 ] 1
ont thet the

of firsi paragraph, "To tha il

gslimate prenaccd vy Shwll under

revised
cost

omount of Now Zoaland

s . .
proporiicnately adjuctod as the case

estinnted cost of the project o bo L12,000,000 excluding

cost o land but

housing fer oy po

b I T & e R 1 .
The Total or «neh Yevis o astinmg

Yiand 11

cost i land exceeds S05,000,000 the particd

want all

in the first place of

into rotlr

1ot

pants

Q f
(&l % )
Supreme Court
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Ovjector's
examination
the

evidenc

~land? Yes,
Y Se And

that bHew

to the New

50 as 1o nmoikoe
look ‘eﬂ as
2,000,0007? ,

of Panw

t that cexpenditure?

of the coct

During the

when thero wiie

ticivan

into the anrocme

ticirants
con BGP,
ration,
Linited end
ast sentence

1 £
SL 01 une

of land is grester ov less than £13,00 0,000 (then the

zeoland shall be

reornel,™  Clause (L) ~f 4,02 states

chiqall



cevier the positisn beloys comnittira the Reflne

procoed, "

At Rarch 1962 un estimatle of £18,200,000 in the
prospectus towards the end of 1962 there is an estimate of
just under £10,020,000, tut that exciudes land, £18,000,000
excluded land too. Vhat was the reeson for that alteration
to estimate? The origingllestimated 22 million was the
Shell estimate. Estin.te from Participants agreement was
also Shell estimate.  Shell had the responsibility to prepare

bids,. The

the project specificaticns end get conts
P f 4

—
w
o
o
ot
e
>
-
®
n

-
jat]
o
ck
=
O

kids that came in were much below Shal

Lie

figure which i given In the prospectus is in respect of the
id which wes accopted.  And of course there was not a bid

for the whole -« onc m2lor contract end then suppleosentary

contrasts.  So thzt in substance the estimate in
Participants! fAoreement wies a great deal nigher
controct prices, Vas the result therefore that your

compeny fs contributicn was not & proporilon of 422 million

~

bul a propertien of belween £9 amd £10 millions ociual

_)

contribuitlon was £914,0007  In shere capital, but in
addilion participants wunsertook to male loans to make
difference between share carital funds and advanced copital.
And in due course did you hring those retained earnings o7
Pen-Eastern inte the hands of Aui.Pe by way of dividend?

1 ’

Pelsined incomn was uliimztely pald out in dividende. Wa

53]
wn

that in Harch 18447 Yes, The aucounis would show it as
thats; it wmay nave Zeen eorliex,

fnd havinag been rald out to AJn 0. they found

i
o
[
te
=

<

in dug course to Europa Shavehol c:ro?  Undexr

o be pessed on by

~

deteriion Tax law at the iime they had
Eurose te its shareholders,  VWho paid 7/~ dividend tax on
dividends received from Europa,

Ana did you hove the agieoment with Guli
postpona 17 vou wishod poyrents on invelces Tor products up

to iho exiact o vour stvre of relained PeneBaadosrn



10

Supremne Colrt

No. 2~
Objector's evidenc
B.J. Todd -~
examination

earnings?  Yes, And hot o wos the advantage to you?  The
advantaye to Europa was that it made avellable in Europa!

circulating funds ithe emount of crodlt which Gulf agreocd to

givo, It gave Burops further liculddty in this compony?
Yes. find then Gulf wes secured because of your interest teo
AdlaPe in retained earnings of PansEanctern?  Yes, I now
produce as E¥HIBIT il three letltexs dzted 22 September 1960,
22 Septenter 19460 and 1 Ducember 1063, The fivst letter is
to Gulf Itan Trom Adle?; sccond lettor to Fon-Eastern from
AJdPe  third letter to suropa from Culf Iran.

Do yeu now nraduce o dcs of the Pon-Lastern
Trading iccounts for the years 1907 Lo 19657  (EVHIRIT Xj.
They are iniernal twading accounts of Paune-irstern, Thao
originals are in Pittshurih, T egaw a range of orlginal
These have come from Pittsbhuargiie iThey do not include
invoices, vouvchurs, eice, Ul are the bouk entries which
affect the rosults in FansEasioni

Turning noy Lo the Pociiic Trading end Transport

any. Exhilit 424 10 Case Stated:s ihis is i

agTeochiont between Nuropa and B.i¢ for the purchese of Gas
011, lichting keroscre and fuel oil, Agresment comnenced
on 17th Decenker 1901, The Agrecusnt to continue until
Hew Zoaland Eefinery came on stream or in obhicr events,
Then wes it part of the zrrvengenint thot you incurperated

bPacific Trading arnd Trancport Lisited which would earn a

~ T L Ny - ~ - PR T T b .
cormsission on lhe seles from 2.P, 1o Europa under the

thini 10, Based on whet? Dazscd i the feocbe vilue «

O
i)
¥ J
o
[893
40}
o
@]
]
)
il
o]
4]
(o]
e
@)
fans
jry
-
-

under letiter from B.V,., London,
dated 12th fpril 1962 Relevant nart « "I respect of
each delivery of gos 0il, lizhting kerosine and fusl oil

purchased and palid for !y Europa under the Suprly agrcement

~
on

. LA I . ~ e SN -
we chnll poy Lo you couriisaion .. Ldoracend 10 FJT0T,.

1y, - K PR T N -2 H
oymant 0f Uhe oenic ooy Dazion 5121 o ande
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storling ot vour rogistored office Sp Enoland and shall be due
and payable on demand not carlier than 60 days ofter the date
of each delivery by PP 1,%i. to fruspas under the Supply
farecment,”  How did this arrangoment to incorporate
At osome time prior to detes of the letters
I had discussions with B(P, Troding Company, lLondon, who were
agreeabie that their ilcw Zealand subsidiary should enter into
a supply controet with Europa tow Zeoland for the supply of
these products, They woera not agrecable that any discount
10 would beo grevtoed for the supply of these products into New

Zealond,  They were however agrecaeble to pay commissica to

wooampony of Buropa in Erngland.

Yhen wos FoTeTe Comoany incovrorotoed? It

incorporatod for thie puiposc, ind i1 is a wanlly ownod
subsidiary cof Europa? Yos.

They were not prepored €2 invoice into How Zealand

dizuovint,  Sc they poid commission to subsidiary
in London, Those were thelr own torms, Su thet by that
means the New Zealond ltianscctlons look place at posted

20 prices?  Yes. {irx “White objccts to leading questiosns),

TO FCle Whot 1 cen't undsastand: vy did Europa inccrporoate

ary TeT Te?  London wore not prepored to inv.ice
into Now Zealand et less th-n postod price, Fad B.P,

Trading London whe wore invoicing te BJP. N.Z. cgreed to

.

give Europa a comuissian they then would ke obliged in their
crnsular inviicos in respect of declosotion on those inviicaos
to discluose this diseount, /nd théy reguiroed a separate
corporete  entity so os to relicve thomselves of thot

situ-tione. I amospecking for what I think wos in B.Po's

Short ~diurnnonte
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1 produce as EXHIBIT Y proposal from B.P., London

contained in letter fuori dated 13th November 1962 referring

co supply of feed stecks for the proposed Vhiangarel refinery.
I put this in to show that apart from financlal returns under

Appendix B there is a proposed formation of a Bahamas Company

laTatss

which involves B.P, fomaing a 1007 Bahsmas subsidiary, and

then the Bahamas Com:any 1o be owned 50% by Europa interests

The other point I refer to is section 7 of the
General Terms and coaditizns of Sale - attached at the end
of the Exhibit -~ "Duties and Taxes", section 7. This rcads:

"(a) The amount of =ny new or increased taxes, duties,
fees or other similar crargss (hereinafter called "taxes"
which may hereafter be imposed or levied by any governmental
or local authority wpor the crude petroleum suppliod hereunder,
or upon the export, doiivery,s sale or use of such crude
petroleum, or upon the productlon, manufaciure, storage or
transportation thercof; or uwon any vessel or pipeline use
in such trarsrortation shzll, subject to subesection (b)
of this Sectiony be for the account of the Buyers,

"(p) ilo new or incressed taxes at any time imposed or
levied, as specified in sui-scctien (a) of this Scetion, ia
respect of any stage beiore the crude petrolcum in guestion
rasses the tankship's perranznt hose connection ot the loading
port shall be for the zcccunt of the Duyers unless and until

the Sellers notiiy the of such new or increased taxes.

From the date such notice is received by the Buyers the said
new or increased tozxes ghzll as zforesald be for the account

r

of and paid by the Zuycis wnless the Buyers forthwith notify
the Sellers that they elccl not to pay such new tax or taxes
ory in the case of any irsreased tax, the amount by which such

tax is increased. It the Buyers do so notify the Secllexs,

lhien, unless the Sellers cloct forihwith to Llake such now tax
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or taxes, or the zrount of incrense of any such increcsed
tax, for their own account, the Agreemeit shall torminate

with effect Ffrom the date on which the sald notice is recelved
from the Buyers. No duec or other charge on any tankship of
the Buyers at the port of loading shall be deemed to Le a tax
for the purpose of this sub-section (b).

“{c) ifny sums payable by the Puyers as aforescid and

paid by the Sellers for the account of the Buyers shall be

added to the price as herein stated of the crude petroleun
supplied hersunder and shall be roimbursed by the Buyers to

the Sellers,"

If further tax were imposed by onc of the iiddle
East Governments, for example, that is carried by you? Yes.
Under the terms of that vroposal.  That proposal ncver came
into force. But in Gulf contract wes there any similar

requirement that the buycer carrics the extra tax®  No,

In your evidence you covered a long period?  Yes,
fo far as revenue investigation is concerned, it did not
begin until 19632 I think ihat is about ihc tinc,
February 1963. /i you told us that the Inspector was il
Tyler? He was the Inspoctor in charge; he had assisianis,
Did he [lirst wake on enaulzy becruse 1t was neoted thoet /.00.Pe
had received non-assessable dividends from PunwFostern? I
do rot recall thats  Encuiry was made to Lir Smith, Treasurer
of Europa? VYes. Bul Mr Tyler saw vou in Februavy did
not? He cvaw me a nustbcr of timesy I can'™ rescell if I
saw him in Tebruarye  VWhen he caw you he askad you a nuabor
of questions, which were then discussed? V> had a number
of discucsli-ns and I am sure he asked guestions, I don't
know if 1t was ilhe othor vay round, These discussions
were with you and br ©.ith?  Yes.,  And both iir Sinith and

Mr Tyler took notes at the tine?  Mr Swmith took notes and I
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don't think i Tyler took any in my presence, 1 am pretty
sure on that. HNo notas at 2l1? 1 would think not, I

am sure he did not sit at a desk and take notes, or had a

pad on his knee, He may have made jottings, Mr Smith on
the other hand toolk notese. And he was investigating, Tyler
was, a number of aspects of the industry including system of
prices in operation? 1 have no knowledge of that.s Did he
not ask about prices in operation? Do you say you were under
the impression at that stage that questions were all relating
to Europa? 1 should think so,. I put it that the system of
prices in operatiosn was a matter which was discussed? In
general knocwledge of pricing concepts = the literature on
pricing, ycse And your views zn the subject? Yes,

The investigations - matter began in Februaxy; do you say
you were aware or not of general investigatiorn that went on
for quite a considerable perizd? Of the industry? I don't

think I was aware of eanything more then Europa being

questioned,  Speeking now of 1963 or throughcut? I was
endeaveuring 1o answer youxr gquestio In 1963 when Zurcpa

was being investigated I had no knowlodge of general
investigation >f the 1nduatryt I think from memory I
acquired that kn?wlcdge after the 3Zlst March 1965 when T knew
that other companies had recelivec axbitrary tex cssessmonts.
You mean that 2ll enquirics addressed to you up to then you
regarded as rolating o EBuropa?  Oh yose

Coming bocl te February 1963; ifr Tyler was shown
copies of the 195G cintract? lo, I don't think in February
1963,  Wes he in fact shmwn a copy?  Thet would be very
much later in the course -f his investigatins, I am
speaking i memory. If T cay he was shown contract in
February or ilarch would you disagree? I would like to
help my memory, if T could recail the date on which the
letter woS written by w: to the Commissionor. It wns 20th

March 1963, 1 wrote thet ot Mr Tyler's invitatizne  And
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had he been shown the 1955 contract prior to that? I don't
think so. The letter would record that, I am referring to
20th liarcht vyou don't think he had seen the contract at
that time?  (Letter EXHIBIT P), This letter to Commissi-ner
refers to =
"I understana that Mr B.H.C. Tyler has discussed with
you the investment of one of our subsidiaries in the Pan
Fastern Refining Company Limited and has reported to you
various questions ho has raised with us regarding a processing
contract bhetvieen that company and the Gulf 01l Corporation.
Mr Tyler roquested that wo supply the Department with copies

of this Agrecnent as woll as agreements Europa 0il (N.Z.)

Limited has with companics in the Gulf Group, He also

have 1o meke on varicus posints he has raised in connection
with Fan Eastern Refining Company Limited.

"As ir Tyler will have told you, though we had frcm
the beginning certain rescrvations as to cur position
rogarding a contract ketween Pan Eastern Refining Company
Linmited ana tho CGulf 01l Corporotion, belag both companie
which cre not domiciled in Hzw Zeelend and over which we have
no control, from the beginaing wo made avallable to him the
unsigned copy of the Agvecment which we held, Howcvery wa
feel, and 1 was pleased o understend from iir Tyler that you
appreciate this, that wo would be placed in a difficult

osition with the Culf Cil Crrporaztion and possibly in any
future relati nships with cther overscas interosts, if we
wore to hand over contracts which to say the least it may be
doubtful whether in law we are roquirsd to do so ot this -x
any Sther stagee  On the sther hond, we are mast anxious

to remove froi the beginning any doubt in: your mind regarding
the nature -f the contract in questinn,

"From ry discussi p with ir Tylor I realiscd thot for

a full epprociosticn of the ¢ ntrect it 1s necessary there
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should be a betior understending of the any complex
6f the oil industry, and at his request I have prepared the
attached memorandun which in the main is limited to
answering the questions ralsed by !Hir Tyler, and this memorandum
is submitted without prejudice. 5 understand that after
you have studied the memorandum there will be an opprortunity
to discuss 1t fully with you when I could fill in any gaps
which may have occurred to you,

Regarding tha cantracts, I was very pleased to
learn from iir Tyler that you sappeeciate the dolicate
position we find ourselvas in in our relations with the Gulf
0il Corporation and generally in respect of any future
possible overseos relationships, and that you assured us
throuch kr Tylsr that the coples of the agreomcnts which arc
attached hereto will be studied by yourself and scnior
officers but thet the papors will be roturned to us and no
copies taken. It ig understood that you reserve for
yourscli the right et o later date to claim conies subject
to our rights to ilhen trlic such vicw as cur legol position
may obtitle us to do, though I %rust you appr.ociate that we
expact that such will not be necessarye

"Flease let moe know when you should like to discuss
the matter ond 1 look forward te hearing from you.

Yours faithfully,
Bryan Todd

Docuronts and fienorendun per favour iiv B.H.C, Tyler,"

Tnzt letioer suugests that he had soon the contract?
Yes.  "Documinte and memorandun per favour"?  If I can
rely on memorys wo had the ulmost reluctonce to produce
documents which were between us and third partics.  And this
is why I mentionzd in my letter that we finolly decided to
assizt the Commissionir by letting him sce the documonts,
I would ihink it is most unlikely that ir Tylor had adeess

to those dociments prior to thils letler.  But I could bo
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wrong, I suggost that ik Tyler vead the contraects in yeur
office and then you at Lis request wrote the letter to the

i

Commissioner? I do not think that is correct. ‘Would
you agree that at the interview vhen you discussed that, IMr
Tyler raised with you a number of matiers arising out of the
contract? I think it is more correct to say arising out
of examination of Eurcpa's accounts,  Did he net raise with
you these matters = (1) the question of raturn on capital,
Februery 21517  Yes, he raisczd that question,  Return of
2% million on Pan=Bastern £50,0007?  Yos, he raised that,
(2) ALl agreements were enteored into on the sem: date?  Yes.
(3) That Pan-Fastern hed o limited business? I don't
recall that,
(4)  Thet Pen-Eastern had no refinery?  Yes,
(5)  That Gulf was the only susylier? T don't racollect
that,
(6) Thet Gulf did not enter into similzr cgraoments with
other people? Moo  If hie asked it T would be
n;'p~}lo of answering.
(7)  FPun=Fastern profits :ppearcd to be guarantecd 1
don®t rezollect that
To raise “hoso matters ho would necd To bave roed
the contract? I should not think so. I think that would

have emerged from his

<
s
=

cmination of the acccunts of Europas
Or in the sliernative he would not necessarily have had to
regd the documents to be ahle to esk those questions,  If he
said ho did you would not disagre.? 1 could not disagroce
In your reply to the matiors reiscd, did you say
Pan=Easicrn was a separete genuvine refining venturoe?  Yese.
Thoe difflculiy here is Lo onswer precisely the question. It
may have been no queostion ssked; may have been information
given by mo in discussion, Did you say no discounts were

allowed on nroducts os posted prices for products roflectad

the International markot?  This lenguage covors the effcct
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of what you said? I can't :nswoer it in that form, It
depends on whether woe wore discussing the period of 1996
or the contemporary period,

You are repeating what ycu sald yestexrday -
"] told him that to the kest of my knowledge and information
there was no such thing in 1955 and 1956 when I negotiated
the contracts."? That is quite true, Can I take it from
that that you say thot when spesking to Tyler in 1963
regarding discounts you limited those remarks to 1955/56%2
o What should I take from it?  Your cucstions ore
gifficult - we had a vewy general discussion and Tyler was
given rotl only very rendy access to all cur accounts but was

given the opportunity of talking freely,

TO_BENCH: Did these mailers emerge from the gonocral

discussions you had? It ary woell pe we were Clscussing in
same contexlt the 1956 p:riod and the 1963 period.  There
had been a greet chonce in world nmzikcel scene in that porlod.

So tne cuestion relating to the situntion in 18%6 - the

answer vould be very aifferent from 1952,

IO COUNSEL: Poriod belween 1956 and 1963 you nean thoere woerc

discounis?  Discounis on posicd nrices of crude oll in 1943
but not in 1936. And in reospect of products?  In iy

view at that time there would ne little or no discounting of
oroducts in 1963,  Ezrlier none whatovey -~ none in 1956 to
my knowladgo, none whetoveor, I am sure this is vhat 1
romarked lo Ly dyler of rw knowledge of the subject.

Would 1t be fr2ir Lo ey you gove him ne indiccotion of any
discounts on post:d prices on producis at 211 up to the timoe
you wore speaking? X think it is fair to say that as far
as Europa was concerned there would be little prospect of
getting discounts on posted prices, You made it clear in
whal you srid Lo him th-l discounis were just not aveilablo
and you were referrins Lo tho fhne vouw wore soosking -

February 19637  No, @ would think we were talking of the
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contractual position of Europa which related rack to 1955,
Did you nct yoursel!l say yesterday that you had referred to
discounts on spot shcrt fteim szles as the only kind of
discount? Yes, but I do not know if yesterday I gave =

In general scene, and this is where the ... To be fair to
Mr Tyler some misunderstanding could have occurrcd,

Is it right to say that you covered a number of

(%]

points in these discussions and set them out fully no doubt
in your discussions al quite considerable length? Mo,  Did
you in fact prepare a memorzndw:s which you have sunmarisinc
the views you cxpressed to iir Tylexr? No, I preparcd a
memorandum to answer six questions put te me by i1 Tyler
with a requast thet 1 base 1wy reply on these six noints -
he would like my reply on these points to be in the hands cf
the Commissioncr in I think two days (ilemorendum EXHIBIT P),
Points 1 and 2 you denl with together?  Yes.e  On 20th

ilarch 1963, Locking at page 4, 1

.
’

("_)

ot paragraph of passages
denling with 1 and 2 - "The foregoing section of this
nemorandum is for ih: purpese of establishing that market
quotations are the rosult of the interpliy of the laws of
supply and demand and comp:titive influcncos in a highly
diversifica industry."? Yos,  That and the 1cst of what you
say there is written as at 20th linrch 196372  Ch yose I
think thot in reference to roalitics that had exisen in Hopy
East situation.  Sponlking as at tho date of the munuranauc
And speaking generally over the industry rs o wholo? Yoo,
mphasis as o whole.

And in point 8 - thot is where discount questizn
was speciiically o-ic.d « you therc sct oul vour viow -

"tir Tylor hes ande ruferonce te the formula conteined in

the precessing contrnct,  Vhen the contr-ct wers made this

o
O
N
w
[h
o
-
[}

formula was included for the pursos. of cushioning the
cffcet of suhsteontizl price {luctuations cithow vay,™, In

the course of thot nomwrandin vou mcke no referonce tc

Snee
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existence of discounts do you? WMo, I don't see any. I
suggest that it confirms the view that you then expressed
that there were rone available? No,  You are taking this
whole discussion right out of context. Memorandum was
dealing with points raised by rir Tyiler, and raised in the
context of his continued sssertions that the Pan-Eastern
earnings were nothing but a disguised discount,

TC DEICH: But did you invite .ir Tyler to accept in these
general discussions that discounts on posted prices were not

10 availakle in regard to 0il? I om sure I would say not

avallable to Europa. 1 can bo sure I would say not
avcilable East of Suez. That was in accordance with my
tnowledge at thsat time.

/nd it would be that view particularly as set out

in your memorcondun which was submitted to the Cormissionc:?
demorandum went to the Comalssionor,  finything roported by
Hr Tyloer to the Commissicner would be the result of your
discussicns with lir Tyler? ©Oh noy, 1 do not accept *hat,
In reporting on what you sala ell Ir iacken had would be vour
20 memorzndum and what i Tyler reported to him? lio, 1 am sure

e lizcken hao 2 ancat see

AR The informotion on your vicws that ix ifcken
obtained could ke obtained only from the memorandun and
Tyler's xeport of your vicws?  Yes, hu had no moons of
obtaining other knowlidie of my views,

10 _COUMSEL: Poyond thot b had ne other information than rnis
officers had collectud? o,  You rcferred to lettier of
27th June [from the Comnlscioner 1o yoursolf?  Yos, Ho

mokes it clear deos ho not thet he hod olteined leg:ol

30 cdvice? Yos, ind 3t d1s also cluar that the materizl ke =nd
his advisers had boforc them wes the 1956 contracts, roport

from the Depaytment's officers and your memorondum and

represcntotions made by you nd

/

discusaians in Februnyy

Parch-/pril 19032 1 do not recnll the toxt of the lotter, it
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I do not thirl that is cor.ect at all. (Letter EXHIRIT F).
(Witness reads letter). Yo had avallable reports of hils
officers? Yes, And vould take those into account and
would take rmy memorandum into account, And yeu sald he would
also take into account my discussions with Tyler, And the
contractual documents =~ zred would reach the conclusion he
conveyed to me in letter of 27th June based upon these
factors., His letter dozs not say that. But he would have
those facts before the letter was written?  Yes, my melorandun,
the contracts and reroris, You now agrde with what I had
put 1o you = you agree that the 1955 contracts had to be
examined to understund the set up properly?  Yes. But
when you produced the 1926 contract you did net produce the
letter of variation at «11, dio you? At that time? I
think that is correct. You will agree that to get the
proper effect of the contzact it is necessary to see the
letter of variation? o, I should not think so.  But
certainly it is clear vou left the Commissioner and his
adviscers in ignorance of the existence ol the letter of
variation? I prefer to say there was no intention, I
left thom ignorant of the letter but there was no intentizn.
Js it not a foct and you agree that the letters
of vaxiations show how the formula proiit was varied to
bring the profit up tc the level of 2,5 cents per gallon?
The letter of variatlion would show the discouats on crude
vi:ich had the effect of ¢iving the xoturn to Pan-Eastonn
which was belter than the return witiout the crude discount.
It would pring Pan=tEastcin's profit to 2.9 cents? liot
entirely, because the letter agreemants were the result of
xtencive correspondence which gave 2n assurance of not less
than 2.5 cents, You mean B,1l4 corrcipondence in the Case
Stated? Yes that i- so, And wiiat you had said there and
what was said by Gulf representatives had not been produced
to the Inland Revenue Depazrytment?  No,  Because it had

no bzaring upon the roturns Tyler hod alzoady seson in our
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accounts, That is not my explanation of why they were not

produced. Do you weni to give reasons for nof produciny
that information? I *nink nonh-producilon wes because it
not occur to us, It was not listed in our documentary
contracts which were asked for and I do not think it
occurred to anyone. You in evidence vestarday spent a

[

considerable time explaining the importance of the

correspondence?  Yes,

did

Referring to 1963 ~ you had already in 1661 entered

into a contract with £.P. which provided for a discount?
B,P, - No, that is not so, Providiny for a concession?

No, a commnission, It provided for & commission, and bec

N

called a commission it should not he regarded as a discount,

do you say?  Yes, not a discount into New Zealand,  That
was the terms on vhich B.Pe offcred, Terms of B.P,

offer, Certainly ycu d’d not tell fr Tyler about that in

the year 19637  He mzy have scen it in the P.& T. accounts,

I cannot say 1f he saw them. If he says he did not, wil

you dispute it?  No,

And at that {imo in 1063 you had alrendy completed

another contiract with Gulf?  Yes, In 196272 Mr Tyler's

s

investigation was 1963.  In 1962 you had entered intc a
contract with Gulf ~ which I nww show you?  EXHIRIT 1,
That 1s the 1962 contract - will you agree that the 1962
contract provided for discount?  Yes. On cruas oll,

You did not inform I3 Tylexr of the existence of

contract? He was investigating o series of taz years that

had nothing to do with 1962. 7 did not disclose them - the

mutter never avose and T never disclosed thewn,
You had discussed discount question but did not

isclose this particular matter in any discuscion on

discounts?  Subject of the 1962 contract was never raised

by you?  No, I put it thut 1f the Conmissloner and his

advisers accepted the positicn as you had presented it, {h.uv
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could not have had the full information before them? I
do not agr.e with thot, I take it you suggest that these
various matiers from letters of veriation onwards were not
necessary for them to understand the position properly?
That is right.,

You told me earlier that at the time, February-
iarch 1963 when dJdiscussions took place, you were unaware of
any general investigation into oil industry? 1 said I was
ignorant. Very soon ufter that you were aware that a general
investigation was taliing placa? Hoy I don't think I knew
of any investigation uniil after 3lst larch 1965, I think
I said that earlier.  You have given evidence today akout
P.T.T, matters? Yes., Did y~u not moet Mr Tyler and

I

Mr Phillips in November 19647 T don't recollect that, If
they say you did and thot enguiries at that time rolated to
P.T.T. you would not diszuree? o, I accept that. I
toke it then thot at that time you would be aware cnzuliles
were still proceeding irnto these natlers affccting your
company? I think there wes cquite a little curiosity on
the part of some of ry stafl, They did not understand why
ir Tyler occasionally ¢ame back ~na ¢gave no reason for
further enguirics. You wiere aware he was coming back on
different occasions?  Yes, but he doclined to give any
raersons,  This wa after 10637 Yes. In the peried
Letoeon June 1953 and October/Novenbor 1964 these visits
would have pzen 1zking zlace? I could not say Yes or lio,
If he srys so, then I cccept it, But do you remember
meetiny ir Tyler and iy Phillips in 19642 No, I have no
recollection, Remember ary discussion at all regarding
P.T.T.? Ho. Do you recall thzt during that period,
October/Noventer 1664, irforuing b Tyler and iir Phillips
that new contracts witix Gulf had beon entered into?

Noeveaber, 1064, yes 1 do recall that. I remenber that

jo3

0CCasion, ot the date, out T reaember there was an
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occasion., If I say it was Povesior 1964 you would not
disagree? I accept ihz date as Movember 1904, At that
time you were fully aware enquiries were still afool into

the contracts you had with B.P. Gulf and so on? o, I don't
think I can answer that Ly = si-rlc Yese I had visits from

these cenilemcne  Sporadic visits up to then - but not to
me - to the compary,  hich would indicate a continued
interest in the company's affairs? Yes, exccplt tiey vere
left in the position no disclosure for the reason of the

10 sporadic enguiriess I knew inspecters were visiting very
occasionally. I knew tiiev were oficr information

HCHEON ADJOURREENT
have referred to letter of 27th Junc EXIIBIT F

in Case Stated ~ in the last sentence of the {irst paragrepn
that. lotter rofers to continued investigation?  Yes.  And
the point referred to Solicitor~Cineznl as stated there is ihe
validity of the contract? I had net read thot into it.
You wrote to the ifinister of Finonce and he replied, Lng
yvou replicd to ais leiier?  Yese  That matter - no fucthor

20 correspondence arising in the matlter of your ussessments = 1
regarded the correspondence as concluded.  /ndd next was
assessments at the end oF iarch 19557 VYes, dad yeu
yourself Lefore that letler seen the Commissioner? 1 don't
remember,  The letter iuplics that end it iy well be that -
I just cannot clexrly remember,

At this stzao I refer to the date on which various
documents were in faclt produced to the Department: do you
recall that you were asked in 7piil 1965 for 21l cosies of
all agreemcnts between Gulf Group ond your own cospony?

30 I think I wos oul of the couniry then, Noy I returned on
1st /April 1962 1 thirl, Shortly after that do vou rememier?
TO BEICH: Rescibor shortly after being asked for conies of

all the contracts with Gulf?  lot personally, but perhans

my company wWaSe
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TO COUNSEL: Tetier of 26th April addicssed lo you perscnally
(Letter read). Did you receive that? 1 do not remember it.
You appear to havz replied on 3rd May stating documents
would be supplied? Yes., Have you a file with these
letters on it? I don't think I have. In that letter you
said documents would he supplied etc.? Yes. On lith izy
1965 that undertaking was given and contracts were delivered;
but the contrects were sunplied without the letter of
variation? I do not know which contracts you are refersing

10 t0. 1056 and 1904 contracts?  You did not want conides

made - the new Commissioner wanted ...

—e

In Aoril 1965 the Comnlscioner asked for copies

3

of all conivacts relating to Gulf orcup and Pan~Eastern
Yes - and contracts were supplied. Contracts in 1926 onc
further contracts in 19642  Yes.  But in belween there was
a letter varying the formula of the 1956 controet? Thore
was a series of corre-roncence which reovlted in annu
letter agreements which has 231 been niven to the Court.
But in 1965 when the contrzcts were supnlied to the

20 Comimissioner, did you cuponly the letter finally varying the

formula? They were annunl letlerse. Vrere those supplicd?
é e

I cannot say,

NSEL: I opul to you theat contrazcts of 1956 and 1964 but

BRE e in e ik

letters of variation were net?  I{ you say they were not 1
accept thate On 17th May 1965 contract dociuients were

returned to you? On 17th Decenber 1965 you rece

assessments for years ondod 1959, 1961, 1962, 1063, 19647
I do not remember that Lut cccent its  On 16th Murch 1966
Mr Rathgern wrote to you = "On the 20 September 1965 one of

30 my officers returned to you the draft copies of the 1956
and 1964 series of contracts bobtweon the varizus Gulf
companies, the Eurcpa group and Pan Eastern Refining
Cgmpany'Limited.

N RSP B B SO S AN e g vy )
I {ind that these aguieonenls ave rocuired once more
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and I therefore make a fouimal request for access to the
signed copies of all these controacts, This request is made
terms of Section 13 of the inland Rovenue Department fct.”
That was reccived no doubt?  Yes,  On 25th jsaxrch Eurona
Treasurer roplied stating originals were overseas, is that
right? (Roads letter) Correct. You did not hove
original copies apparently?  Yus. I think they were what
they call conformed coples, Ve did not have the original
signed copigs. As far as letters of variation are concerned,
10 you had coples of those? HNo - those are between Guli and
Pan Eastern noi Gulf and Europa. /nd you did rot have copics
of them? We certainly received theme At that point of time

I can't say we dide  Didn't you yourself countersign these

e
—

letuens? Yes, but that wis overscas, I think in more coszo

than.pot the letter agreoments wore reached when 1 was
overseas ~ and letters betwgen Gulf nd Pan-tastlern would
be signed by me while thore; becouse they reculred exocoutl n
by other directors, ilay b2 occasicns whon letters were sent
to me in New Zealand anc signed. You signed letter dated

20 8th February 1963 (412 in the Casa Stated). 1t was sent to

you and you <igued that one hoere?

Pon-Lostern would have these letters? Yes.

s

But didn't you also have copies in Evrona office?  Copiles
vould be sent,  You vould have coples in Europs office in

Viellington?  Yes, but notl necessarily ot the time they wornc

signed.

igned from about 19959 on?  Yes. Snd 1

veosr,  Uoming ont. Europr fil: each

30 On 31st March 1966 oancther letter to Europa
asking for six copics of the original =  ".ee I would also
like to have cinfirmetion that the coplies forwarded

included all contracts or other documents amending the terms

theresi relating to thls matier to which the Todd group of



at 3lst Decomber 1955, and 3lst liarch 19567  Yes,  20th
December 1262. Variotle list of discounts over period from
1955 to 19597  Yes, If zccurately set out it indicates
that West of Suez area at that time there is evidence of
discounts as listed? I could not give an acceptance of
that, Tf this is a correct extract from Plati's Oilgram
would you .ccept them 25 correct? lNot as commercial
transactions - include sales 1o Government = they do not
represent commercicl going rates whotever,  4And 1 cannot

10 interpret the asterisl refcrence under date 12Uh December
1962 relating to soles in Germany in 1955 and 1955 - Platt's
Oilgram is a dally publication and T cann~t understand how
those came in under thzse dalos, I reject this as evidence
of comnzrcial saless I rcject that schedule as being a
record of commercial prices, I should say. I do not
regard thom as discounis = they arc prices t.. Governments

and prices to CGovernments are frequently negotiated on
ntirely non-comnercinl considerations and any such prices
could not be interpretcd zs commercial discounts,

20 You spocke of fmpol Sleigh and anuther company
yesterday: what period cid that cover? Uhal period did
this cover? This covercd the period 1952 onwards,  Uhen
did you first get to knuw there was some arrangement they
had? ¥ evidence shuws that in Londor in 1952 T was told
by lr Bramstedt that o vroposal of this sort was then Leing
given consideratisn by ths managemont of Caltex in MNew York,
fnd you went to Australia to talk to heads?  Ho, I talked
to heads of tws of them in Svdney in pussing, I was on nv
way to London. And got full story {rom them? I got

30 confirmation of whzt I had discussed in London with Lir
Bramstedt and further my discussions in New York with
manager of Callex in 1952 and my visit passing through

Sydney in 1954 confirmad those companics were in receipt

and had been in reccipt of marketing allowance which Caltex
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had discussed with me in 1922. The spccial nature of the
arrangement was strictly corfidential at that time, Was
there at that time 2 knowledge in market place that they

had a special arrangement: in the industry at that time

was there a suspicion that Australian companies had a special
arrangement? I would think not, That was 1954, ¥hat
period was covered by this special arrangement? Up to

about 19567  ltay go right until to-day. But you have no
knovledge of tne situation in late 1950s? leos Or in the \
sixties? MNo., Not as to this particular arrangement.

I heve some knowledge of other contractual conditions between
Caltex and Ampol for examples I asked that because of

what is reported in the Income Tax [ypnits in the Mokil

case -~ have you read that? R

Lide ve Fedeval Comiissioner of Tas
On page 145 « "Counsel further sald that the formicsicner's
case was that the prices chayced 7“5 the Tewpayer in respect
of the base stocks and finished oils used by the Taxpayer
during the four years in question, which, the Taxpayer had
purchased from Socony Msbil 0il Comwany Ince or from
Magnolia Peirolewn Conpany, were in any event in excess of
prevalling world prices and in excess of prices which the
Taxpayexr would have nald for those items, or for items of
comparable quality, if the Taxpayer had not been an affiliate
Standard~Vac.uun 011 Company or Socory Robll CGil
Company Inc,  Counsel furlher said that the Coniissioner
would tender, intexr alia, evidence relating to the prices at
which certain other Austrzalian oil comanies imrorted base
stocks and finished oils during the relevant period, and
relating to the quality of those base stocks and finished
oils which the Commissioner contended znd would scek to
prove were comparable in quality to the base stocks and
finished o0ils in,orted by the Taxpayer.”  You have not

hecrd of that?  From the terms used "Lase stocks and
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finished oils" without knowledse of the report I surmise that
relates to lubricating.

In this carly stage - I want to clear up (page 38
of the notes, line 25) you got th early Caltex contract.
I put it to you, I suygest when vou put in or pm duced
evidence of the first Caltex contrzct you spent some
considerable time speating of Dutch East Indies basing peint,
fs far as I can see theve 1s no raeference in contract to
basing voint in Dutch Eust Indies (EXHIBIT E, the contract)
it is the West Coast of Norih Americs as I rzad it? I can
help you (witness looks at contract), Do you think you are
wrong?  Clause 8? I said the basing point for Caltex
contract was deemed to be the Dutch East Indies. And T
should rzad sub~-paragraph (1) in .1iddle of page 27 which
says = "the provisions of this .rtlicle shall not apply in
cases where Goods ave sold and delivered at a loading port

in the Dutc¢h East Indies".

TO BENCIis Lbuve it says Los Jngeles?  Yes - the provision is

under subparagranh (2) on page 22 that the ... California lass
75% was the computed actual cost of freight from Dutch East
Indies, You mean Dutch I:st Indies was 744 loss than
California? Yes, Difficulty was when we wrote the contract

wns Europa's duty to charter & shios to uplift {he goods

s
o+
=
]
1

from the supply point, which in mo:st instances was Bahrein
Island, Persian Gulf, 'which was then a remoie source of
supply for [+ Zealsnd,  The California market was still in
existence and a lot of shipping meving from California

into Freific area, principally Japane.  So there was a well
establishiad chiarter markei for shipoing ex Californian

ports, But in fact most of the supplies, or a substantinl
quantity of them being brought in by the dominant competitoxs
in New Zealand, namely Shell and Sianvac, were coming from
Dutch Zast Indies.  There were no charter rates published

at all between Dutch Eact Indies end New Zeaxland,  Ships
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employed in those days in that service were owned by the

two companless Shell and Sianvaces  So that in crder to
establish realistic assessment of what would be the market rate
between Dutch East Indies and Nov Zealand only practical way
of assessing that was to take knawn market rates Californiaw-
New Zealand less appropriste deduction for voyace miles and
other considerstions such as turn around., So then as a

his formula was struck to establish

cr

method of convenience,

%]

ct

the rate between Dutcnh Zost Tndics and New Zecland, That

10 is why I read latter part First.

2.t Does that contract not provide that articles shall
¥ p

not apply where gcods ore sold at leading ports in Dutch

East Indies? If loaded in Dutch East Indies we vould
automatically in our charter get the honefit of that reduced
cost, Where wos oil in fuct coming from?  Principally from
Bahrein in Persian Gulf, /ind for that freight - still
notional freight on voyage from Los ingeles? o notional

freight on vovage from Dutceh East Indics,
G

TO priGiie Notional freight fici: Dutch East Indies equals
20 Californian freight minus 7.%7 Yes. That is froicht not

for carrying goods fram Veost Coast of Californi: but from
Bahroin?  Yes.

5.+ Varlations have been put in - these are coples

of the variations ~ viriations of 22nd January 12427 Yes,
I have it, Vhat was the effect of that variztion as of
22nd Jonuary 1940 « Gulf Coast for export quotations
replaced by fe.o.be ship at Gulf for domestic and exiort

Gulf Bulk ibtor Gnhsoline, less $,00125?  Yes, Letter

variation of 10th Jugust 19%4? Yes, Ihich resulted in
30 a freight contract?  Letter variation for freight rate?

I am rceferring to letter of 10th Jugust 1954, Does that
mean a freight rate wos to be the lower of ifinistry of
Transport minus 10¥ fcr the schedule voyage charter rates?

If you cannot help me on this, perhaps we c¢-n leave it
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over, I can help you on first point -~ the original
contract on page 4 provides that gasoline lighting kerosene
and power kerosene to be sold and delivered herecunder shall
be equal in quality to average of the best of the standard
non-gremium cléar gesclines or lighting keroscne or power
Kerosene as the case may be which are sold competitively in
New Zealand during the poriod of six months expiring 45 days
prior to expected arrival,  Sold competitively means sold
by these other four comnanies, Pricing provision in the
criginal contract was in case of gasoline under Article

2{a) of page 5 lowest current price in Haticnal Petroleum
News under either of following headings ~Gulf Coasti for export
shipment U.S. Motor Gasoline or Pacific Export for 400 c.p.
blend 65 octance and above. In the same contract the price
for gasoline scld and delivered suvizequent to June 30th

1937 shall be lowest currernt price quoted in Nalional
Petroleum News under either of following headings -~ Gulf
Coast for export shipping, United States Motor Gascoline, or
Pacific Export 55«55 United States iotor Cascline.  There
was therefore in the pricing provisi=-n a fixed index for
price where there wzs in quality provisions an obligaticn to
supply quality corresponding with best average of the others.
In the course of time tho quotation Gulf Coast for Export
Shipping U.S. Moter Gasoline wes deleted from the headings
published in National Petrcleun liews and Caltex proposed
that there should be substituted cnotlher quotation which was
currently recorded, and that was Gulf Coast Bulk Motor
Gasolineg 60-62 gravity 407 e.p. 59 octane, unlc:.ded,  Mow
what happened was that wnen Caltex made that proposal we
said "You have an obligation to adhere to your original
price provision and yeu have an obligation to meet improved
quality of others under the quality provision®. And we
argued successfully but as the original price index of Gulf

Coast for expoxt U.S. Cusoline hod gone, theoretically we
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were still untitled to the henefit of that, find by
interpolation we agreed ofter slrenuous negotiction that
Europa's vicw was corrcel and having looked at what prior
to the disappearance of U.S. iktor Gasoline index we found
next quality stage renycsentad an 1/8¢ difference - $00125,
Caltex accepted this loclic and for contractual purposes then
substituted the 400 e.r. quctation but recognised we werc
entitled to 1/8¢ differential. To pay 1/8¢ less. FWhen
two listed thot reprosented the difference in quotations
when the tws quotations were still publishede  They
perpetuated the price calculatinn in other words, Al that

point were you better off somewhat? Yes.

Gy oon to what harpened in 19547 That letter of

10th August 1954 ~ another letter of 12th /Jugust 1954

attached?  Two letters of 12th fugust 1954, That letter
Lo

appears te nrescrve tho frelght sdjustment you already hod

at the time you had this letter variztion? T had a

~h

falrly extornsive series o tlations invielving

[4}]

assignment of these freight contracts. I would prefor <o
study them, EXHIBIT Z (1936 Callex contracts
correspondeonce « 193¢ scnwards).

You referzed at pages5d yosterday, line 28 to
the holdiing capocity of refinsries - 1 sujgest you have

L) ~
I

much under-cstimated sloraye capaciiy? I thought you might

say that, By knowledye is derived from nesoliations with

other oil comparies in the Vew Zealand Refinery Consortiun.
LY

There was strong opousitiion - denra: of storage

3

lexil

=y

LIy which Europs desized €0 see provided at Larscen

e

oint.  You were infowmod by those arguing against you

el

that storage was along the lines you had suggested, that

is five days? Yes, Although 1 add that I was well awsve
that bocause of certain abligati-ng fnwosed by French
Gnvernmeﬁt refinceios in France were r2quized to carry a

very large reserve of crude oy wilitary conciderations,
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Not only France that is thinking of military considerations?
What is hclding capacity at iarsden Point? T can't give
that, If ir Newton gives evidence you would expect him to
give accurate information on these matters? It would be
much tetter then mine I would think,

You recognisc him like Doctor Frankel as an expert
in oil economic questicns? | That is not easy > answer,
I understand br Newton is an expert in oil shipping.
Doctor Frankel is an expext on oil pricing. What they
will say I do not know,

You seid on page 38 of the notes at line 5w
"In other words instead cf price cutting which is a tnol
that has been long since rejected, the companies who have as
thelr mein source of revenues unlimited facilities for
production of crude oil will attempt to dominate a market
by very expensive competitive activities which a less
fortunate company moy not be able to match™.  You were
limiting that to interneti-nal coumpanies?  Yes who
basically determine pricing policies East of Sueze S0
ycu accept that it is not a correct generzlisation to say
that price cutting is a tocl of the past? 1 say my
statement is correct rggﬁrding internatiznal companics
wherever they are, Fims seelling t> enter the market do
use the wezpon and this would extend t2 internationals as
well? Do you accept that?  That is o question which
could involve muny interpretztions, I mean price cutting?
European market ~ although I zm net well informed regarding
it - has been gravely affected by discovery of large oil
reserves in Libya by large componies who are not
international and until the Libyan Government introduced
certain price degrecs an export price of Libyan oil these
newily crrived producers who were not international companies
and whoy had little or no pl-ce in the European market cut

the price of crude oil td force it into the market.  That
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is a well lnown fact of rogional significance,
I have n: inowledge of Hr Newton's knowledge of
price cutting, AHokrnowlodge of the nreas where 1t works?
1f he refers to Luropcen arcas which I understand are his
main areas, then I think his knowloedge would be correct.
Pege 33 top of the pase - you referred to =~
figures of Z cents a barrel are wrong ~ is that from what
you have »2ad?  Recollection of what I have rtoasd and what I
bolleve to be true. Watershed area « it is for an cxpert
to go into [incr aspect. What vou soy there es the positicn
in 1942-49 at which point watershed became the east coast
of United States? It oponds oo If 1t has t» do with

fuel cil narket I agrev, I think what I szid wos sufficient

to 1llustrate ~ to go ints more profzuml aspocts of

watershed you have to t-le inte acecount price of coal i

United States.  You agree with vhet I say on that subjoct?

.

I would not agre2 what you said or vhiat 1 ¢uid is preciscly

true wnder all circunstanceo, Hew Zealand is on watershed
between Coclbocen ~nd [dddle Exst? Yese  But I must qualify
that also. It hoopeas o be Ane waloershed in terms of soz
voyaaa distonce but with the twe recont dovelopronts whi
are impuetant, nwaely developmont of glent tanker which

)

cannot get passage through the Panomn Canal, the marine

]

wotershed n» longer coxists except frr employucot of
relatively small tankers which are possing out of the
picture except for occuasioneal transportatiosn of refinac
products,  There is a proposal for pipe line from Columbia
West Coast ports. The crulde o3l rricing structure in
Venezuela de different from ciddle East and goigraphical

valershed wiwen it comes to crude 211 is not 4he ¢eccocnomic

watershod, Hewr Zeoleand is not the eeornomic watershed of

tiddle East crude as acainst Venczuelan,
Vould this be right - would my obscrvation be

right about 1955/195% = fles Zealand is a watershed betweo

»
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East of Hugz and Caribbe-n? For what type of oil, Crude

Definitely not {or cruade. Gasolirc in 1935 I suppose when
smaller ilanners were <till cperating; ves, I think I would
agree

Did you in your understanding of nosted prices

M

equate them with actual market prices?  Page 27~ "Posted

prices = and also market guotations ~ arc the result of
the gatheriny of informstion from widespread sources,"
You are tolxing there of crmpilation by Platt's Ollgranm

staff, Pace 37 lines 12 - "Harket cuntations for
- 1

ducts in Persian Gulf?  They arve posted and they do

»

roflect from time to time choncos in price. Scme
fluctuations." I think I said crwde posted prices in
Persian Culf had becone tax reference prices because of
rigidity inpoced by Sovoroment,

1

o But cre not posied crude prices based on narke

guotations?  Ile longer in the Persian Gulf,

Nt \I,r A £ L

Farved oo list price as o nrivete price?

(L.‘

Q

Three = posted prices 7or crude, market auirtations for

<

products, on? list siod prices whilch 1y

fre

Slces -~ 1

i)
I

t—’

wnderstanding 1z were privately listed prices, not for
putlicotion, }oam sure e Navton wovld know more about
that than T do,

I ot At shertly ~ posted prices are the prices
et which ihe major companies zre willing fo sell to anyone
feoobe in cango lols?  Is that a general statorent?  In
the period we ave considering = 1956 crnwerde? s to crude
first? I belicv. that the posted price of crude was
generally the golog price of (i murkele Fooobe in 1956,
But I must qunlify the seonnd prrt of your mestion that
most companies are wiliing to sell That is not

necessarily so at all,

COURT ADISOUREED 4 nam,
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You have locked at Czltex contracts - remember we

were commenting on posted prices - I have referred to page 2

line 30 and the statement you mcde there - I refexr you to

oW

voucher for oilgrams = *this is the original EXHIBIT A,
fv pzesage on that EXHIBIT /A -~ read final paragroph
on first columr ~ "Following types of nrices are not for “open

A

spot™ transactions and therefore are not included in price

10 tables: Prices arvived at by discounts off a specified
priceg"markct date of shivment" picesy prices named in

contractss prices arrived at in accordance with arrangements
made prior to date of sale., Prices made to brokers, and
prices in intere-reflinery transactious, also are not
considered in the tebles cxcept as noted,”  That speaks

for itself, Do you wish to explain what you soid akout
market quotations relatino to posted prices? Yes, it speaks
for itself but reguires z good deal of explanation, all of

which I am not competent to give,s But I con illuminate the

"

20 question,  Platt's Cilgram is tho market refererce
publication which =11 oll companies use in thoir iransactions
and contractual relaticrohips,  For example, my own company
Europa has controcts here in New Zealznd for supnly of
lubficating oils nd w2 have two comp-nics in New Zezaland
with lubricating o1l blending plants 2nd our contracts are
based on the Platt's Ollgram prices, originazlly based on
Platt's Oilgran prices and then perpeivated by escalatizns
in supply piice in accordance with escalations shown in Platt's
quotztions, In otiher words, for the purpose of those
30 contracts Platt's is an Jjdeal wmethod of establishing
contractual long-term relationships reflecting at 211 times
the changes in market place which may occur from time to
time, It would be in my view -uite impossible for oil

industry in its wajnr operations worl! wide to conduct its
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business which is principally long term contracts without
the availability of some price reference source,

Othorwise the relationships between the buyer and seller
would be at all times on an ad hoc basis and there would
be no real contractu-l position at all binding the parties.
I gave a brief description of the term "distress" and term

"spot" in earlier evidence,

Regarding Caltex contract - EXHIBIT E and EXHIBIT
Z - I had referred to letler veriations and we had got to
letter variation of 10th fugust 199547  Yes, There is a
letter of Zugust 12th 1954 which deals with the Los

fngeles less 74% rate - the contract was renewed in 19497

I rather thought it was 1951, /At a time when there was no

e

evidenoc:

noition

right of renewal? Yes. Two documents dated 8th September

1949 which provide for the extension agrecment -~ supply
contract extended for 5 years to 3lst December 19562  Yes,
that is right. That is the main substance 1 think, The
freight concession and the direct discount on gasoline are
therefore brought forward ot that date?  Freight concessio
ves. Direct discount on gasoline in manner I described
yesterday - but I would not like it recorded that this is
direct discount on gasoline‘in relation to market price,

It is unrecleted to the market price, Then-there is letter
variation of the same date? Yes, in form of letter signed

by eee That provides does 1t not for an increase direct
discount on gosoline? Mo,  Of the kind T am referring to
is it increesse of direct concession in the Caltex contract?
It is = direct adjustment.

BENCH Is thot adjustment zan increase? i\ decrease from
the newly adopted pricé reforence heading. So as to
correlate the value to the value established in the
original contract. In effect it is a decrease in contract
price? Not guite that. Vorked out in money? No, the

contract price. Contr.oct price was s2t out in the

n
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Leing determined ~n description of

dasoline, Later that named motor

4 from market quotati:zns and a new

nemed gasoline was substituted for convenience and the price

cf the nev named ga

pricing value of the originol gasoline.  But what is th

soline was adjusted to conforn to the

o

effect of this letter of variations Its effect is that if

this had not been so stated we would have had an increase

in price of gasoline, This has saved us frm an increase

n price.

(=D

IO _COUNSEL: /4nd this

the old contract.

term adopting a nu

Yes, it is rot a ne

was a hew contract? It was renewal of

Becruse Isnt's it a now contract = now

Boer of provisinns of the old contract?

2y written controct. But the new

contract adopts a nuwiber of the provisions of the old

contract? Yes,
Assocloted is desir

Lgrecnent" so Lt is

And to add to that sencwal soys "WHERELS

ous of renewing and cxtondins said
o Z

voully e rencwel of the old contract.

!

You sry It did not incresce direct discount on

gasoline? It saved us from an increase in price. It gave

same effecl as earlier contract? Yes, Yous

7

position wos

no better under 1949 arrangoocit?  Truc., Rul in short was

the same? Yes,
cencessions to your

posted price per go

gstabliched thot it

Can you say what was the e¢ffect of the

compiny as e percentage »f gasolice

Ilon in 19492 1 con only say heving

perpetuated under the new contract the

same pricing as under the old contract it cannot be

suggested that it is o discount of any percentage of old

p4

contract or any contract, It is the same thing,  But

applying it as the

samz thing you c.n't answer my question

PR RS

cither?  That gquestion is not capable of being answered.

You say it is a spec

/i when

1ol orrongement with Colte:” Yes,

this contract w-s comnleted or about to

run out you were looking around for a now contract which
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would be better Lhan the one you had?  No, that is not so
at all. Cnily other party T talked to +as Gulf. On the
question of a supply contract for Mew Zealand,  Did you

net have any other discussions with any supply contracts at
that time with any other company? Not serious discussions,
What do you mean by sericus =~ were you in contact with other
Internationals? 1 think throughout the whole ¢f our
trading experience once we wore accepted in the Hew Zealand
market as a responsiile company there were many friendly and
tentative approaches from other conpsnies not necessarily
international butl poscikly .including international,  You
had no other dircct negotiations at this time for sup:ly

of any of your supplies in Mew Zealand market?  This is
1955/56 ~ it is geing back a long way and I am quite sure

there were & numer of companies who had indicated would

P,
,,_Ja
=
o
f-!-
C
o,
o
by
a5
.
o
wn
o
[
1

. never had any serious ...

=y

In those discussions at that time with other comnanies were
you ever offered a direct rekats? 1Mo, I canrot say - there
may have been some small companies I was not interested in
who nzy have @ade offer of some rebate but I have no
recollection of it,

Were you not offered a rebate of gas oil ry BF
in February 19567 I have no recollection of it, If I
indicate that I have information to that effect, would yocu
consider it miynt be richt?  If you have information 1
think it is 13lcly to be right.,  You would hsve to check
your files to sec the amount of that rebate in February
19567 I don't thin® T would have anything on the file,
B would be regarvded as a major company?  Very responsible
major companﬁ. Having reminded you of BP, do you think
there may heve Leen other cases of that kind? I have mo
record of that, But have you anything in your mind? MNo,

famonast papeis vou have produced dealing with

tenders there vicre three files = one dealing with Caltex, one
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with Shell and one with EF?  Yes, EXHIBRIT Y is one
tender., Shell and BF correspondence deals with 16607

I think it can be ldentified with {eed stocks for the New
Zealand refinery. Caltex proposals however relate to 19567
Yes, That is EXIRIT I, Look at the telegram 3rd
February 1955, first on file, sixth page of it - “Alec

will be coming to see you to further develop the basic terms
upon which a mutually satisfactory renewal of our contract
might be agreed uvpon having regard for your longltorm
interests and to the competitive offers you have at hand.

We have no intention of letting business go by default,

Your discussions with Frank have been useful in outlining
vour position as you know we had always planned that

final discussions would be had at top level and Pink could
be with you now if illness had not interfered with his
plans.  He would bLe deeply disturbed to feel that his
incapacity has plecec us at a disadvan®age.  Incidentally
he is getting along well and lalks of tzking 2 boat to Meow
Zealand in several wezks which of course if out of the
question. It is unfortunate that & date for decision

which originally was towards the end of ilarxch has suddenly
become advanced to & deadline of February 21 having due
regard for our past association and for our rresent
intentions and desires we feal confident you will give us
every reasonable opportunity to compete, You will hear
further from Alex, Zest Reooards = Bill Bramnstedt.®
What compztitive offers would he be referring to?
referring to the discussions I had shown on second page,
refers to Frunk.,  Thalt was a visit from ir Frank lartin,

a regional director of Caltex, which I told him that as a
result of the unsatisfactory nature of my discussions with
Caltex management in lew York in 1954, Caltex were going

to losc the business, Did you refer to competitive offers

in the plural? iloe  You hzd only told him about one
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matter - Gulf?  Had there boon competitive offers?

From Gulf yeg.  Any other offers? o, How idartin took
the mattery, I cannot speak for hime 1t relates to what
Martin rust have said to his mana-cment aiter discussions

with me,

e

What was keling sugoested by Caltex in thoe proposals
you had = included an actual refinery?  The time of this
telegram, nothina, I em speaking of time of the contents
the file? That file contzing all the docuacints you hava
produced o this su"j ol and covers the period dealing

with propossls thot Caltex made?  This file is a record of

ons,  Vhat exactly

l-'"

discussions which then beczne negotiar

was proposed?  The s¢t up had res.uinblances to the set up

§

which was leter ontercsd into with Gulf? Yos, It did

w
[y

hovever contocuplete an sctual refinery?  VYes.  With
graoter risk elonents than you have in the Gulf contract?
Yes. Profitability dopended on all the preducts -nd did
not hinge on gzsoline aslone?  Yes, That is in the

r

subsecuent proposal, Therc were tww =~ first one was to ¢ive
Europa the vhole of the profity whole of the refinery
proiits on motor gasoling, Second . ososal which was

offerad as first was in effect withdy vm was 50-50

profits,

JO D2EKCH Thet meant thnet you were {0 an extent increasing

Caltex shares becouce rrofits or gasoline were higher than
profits on hoavy oils?  Trocisely,

Cohe TProfitability depending on all products?  Yes.
And there was some limitiog guarantee to the oxtent of
having a fioor?  Yes. A guarante: of o floor profit,

You said this vas in two parts = the cecond part followed

opinicy that arose?  Yes,

T il Soecond part ves visit of Uhils difficult man to

low Zealand?  He offered alternative which ir Singleton

did not supnor?
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TO COUNSEL: And then you got a lettcer and with it a
proposal?  Not with it, 4 letter and a proposal that
did not ti¢ up? The letter explained vwhat in view of the
Prosident of Caltex was the difference of interpretation

and he arranged for Singleton to come out with a newly
prepared proposal.  That is the last one?  Yes, Ve did
not agree on that. That wae the one that was presentad
after you bad given Cultex reprosontative knowledge that
you had this kind of p sition from another company? llo,
What did happen?  Uhen Singleton came as a result of the
2larm which Martin had conveyed to New York, Singleton

ame to sec me ona I told him with reluctance - because I
did not convey to one company what another is offering -
because of our twenty-year friendship I disclosed to him in
February during his visit that we had a refinery pronosal
from another comruny, 1 did not name the coupany or any
of the tcrms, You gave no indication of the terms at all?
None whalever, Did you give nny idea of thoe concept of
the arrangeront?  None whatever, I limited iy
information und my disclosure to him that w. h=d 2 refinery
processing deal offercd to us and he put groat prossure on
ne to disclese detalls. I firnly declined to cive him any
information, Jit e came up with the Pahamas suggostion?
No,  This wrs Fchruary 1935, But there was a Caltex
Bchamas suggestiosn? . iy he como up with an carlier
ioposal « tha one wihich leter was withdraun,  Anongst
these arrangenionts was there a Yah=ias proposal?
Ultimately.  Yinel onc was ix Singleton on sccond trip to

Bew Zerland,  This was proposal prepared by Caltex Now

York for my consideration and contained Bahamas provision,
Thet was the lost proposal. It was the one which they
put up 1o match their comnetitor you had told them about?

I had not alsclosed in the slightest, They knew there was

a competitors As a result of that keowledas, wos this
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the final preposal thev put uwp?  Yes, without any prompting
from me or any detalls at all, If they got any details
they must have got it from another source?  If they

got any - it did not coms from me.

So in those circumstances you were nagotiating at that

o~

)y

time with Gulf? ‘s Keoping in touch, not negotiating.

-

27th May 1955 - the date of the Caltex proposals,  Summing
up the position - this was a time when you did not censider
you could get discounts on posted prices but you were
exploring possibilities of a satisfactory arrangement for
the future? VYeos, You said the negotiations with Gulf ~
you went in June 1954 Lo Pittshurgh? Yes, /nd you had

)

discussions there which you have related, and Gulf
representatives coue to Mow Zealand 1n February 19557  Yes,
hnd it sums vup te say that 1996 contracts evolved out of
your visit and those discussions in New Zezland in February
19557 Ry visit to Fittsburgh in 1954 and discussicons in
Mew Zealand,

I supmose =t this time you assessed yourself the

.

general situation of oil industry when you set out to find

a new contract?  Depends what you mean by assessede  You

v

._1.

would study general situstion before t:king on negotiations

with ony of the big corriznies? I continued to study

literature thet wo

w

aveilable throuchout the whole periosd,
always lookiny to problem of wonewal,  Were you aware at
that time there was a surplug of gasoline? It is difficult
to answer in that forme Vus not the situ-tiosn as far as
o1l products was coencerned cionged by re-opening of fbaden
refinexry in 19542  Yes, and can you tell me whethex you
were then aware that Gulf had & market for heavy ends but
gasoline surplus?  That is not correct., You did not
understand that to be the situation? I did not understand
it to bo the situation,  You said on peue 59 in evidence,

line 15, dealing with exciuage - "There is a highly
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sophisticated exchiage practice beltuoen companies which
helps to alleviete these unbalanczs", Tiihere mutual
interests pernit the exchange to take place", I put it
to you that very situation of Gulf at the time you
negotiated with it wes the situation you have there
described?  No, If the position is as I have said that
Gulf at that time h-d surplus of gasoline, would you agree
then that the situation was similzar to what you described
if not exectly the semo? o

I suggest to you that at this time Gulf w-s in that
position ~ you say it was not? I think it was nct,
There again you think it wes nct: do you ogree 1 Rewlon
would be in a good position to know the situation as to
Gulf's gasoline pasition atl this date? I hove ne knowledoo
of what he knevw,  You were a purchaser roxdy to obtain and
wanting to obtain grosoline and other liaht ends? YGs,
ind from the point of view of Gulf if as 1 have said Culf
had market for heavy ends and surpius c¢f gasoline, the
entering inte arrangeient with you was n ideal one?  If
those circumstances were prosent I would say Yes, You were
an estsblished marketoey in Mew Zealond?  Yes, find what
emount of gasolins were you prepar-d to take at that time?
thole of our market riguirements, aprroximately at that time
25 to 3 thousand farrcls o daye  Of gosoline,

In the circusstances that you referred to

yesterdoy and if Gul{ were in those circumstances, yau

N7 I

[g5]
9]
Q
@]
o)
[¢]
R

would expect Gulf to be raady to make
vould say it would be Lnwh unthinkalle and i1upossible to
procure : c.ncession from Gulf below the merket rate on
gasoline =~ posted rates  On the grounds you told us that
ro-one would vant to disturb the market?  Generally true.
But 1if you could achieve the s-me rosult by a different
means then the situstion wrs ripe for that to be done? Nos

Mot corroct,
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TO BENCH: I{ there were other means it would not disturb the
market = might be other means that would not distrub the
narket?  Yes,

TO _COUNSEL: The method ycu adopted of Pan Eastern arrangement
did not disturb the market?  The method Gulf and ocurselves
adopted did not disturb the market. Pan Eastern was pert
of that method? Yes. Do you know a2 writer on oil named
J.E. Hartshorn? 1DNo, "O0il Compgpenies and Governments™? I,
Page 157 - the passage I want to put to you is this =

10 "Independent customers fer crude have for a long time now
been able to gel significant discounts off Middle East and
even larger ones off Venezuelan posted prices, but in
addition they have leen able to secure less obvious
advantages., Finance has been forthcoming from the majors
for local refineries:; tanker companies whe are linked with
significant buyers of crude have found steadier employment,
at better than rock bottom rates for their vessels. Many
forms of special induccment have been devised ~ for
customers with bargaining power." - date of this is 1962

20 first edition? I think thet author has reported quite
knowingly of the situation in 1962, That passege referred
to "for a long time row® - would that go back for a long time
prior to 19627 I would be surprised. It depends on whzt
is a long time. To 1955/%6? I don't know what the author
refers to, Finishinj that off, is this & statement which
is accepted -~ if you are cvle to sell a barrel of gasoline
you are then in a position to sell 5 barrels of crude?

It depends =~ Gulf have verious crudes all over the world.
You could not generalise, Kapuni crude produces 50%

30 gasoline. indonesian crude produces about 45%, so you
cannot generalise., Persian Gulf produces about 19%
according to Frankel and Newton? That is light Irenian -
other crudes in Middle East such as Eiocene crude of about

28 gravity which would pro“nce less than 10% gasoline,
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Kuwait Gulf crude, is that ayproximate to Table 5?7 Table
5 relates to light Iranian crude and that was crude used in
our 1957 contracts and Table corresponds with our own
expericnce in Pan Eastern.

I have had maps prepared which show Venezuelan
area and Middle East areas and names referred to in the
Persian Gulf (Maps put in as EXHIBIT 3). The 1956
contracts ~ we have prepared a chart EXHIBIT 4, Dealing
with products - first, top chart is called /ctual and second
Notional. As far as ictual is concerned, the products
relating to Europa came direct from Gulf?  Yes, from Gulf
Iran. Payment went té Gulf direct? Yes., Credit went
to Pan Eastern as indicated?  Payments that went to Gulf
Iran were possed on as credit to Pan Eastern? I would not
think so.  /And then whatever went to Pan Eastern was then
divided 50% 50% ~ 50% to Gulf and 50% to Europa nominee,
LJ,P?  HNo this is guite incorrect way of stating the
matter. YWould you lock pleas: at the second part of the
chart and see if you =zgree with thet? First is said to be
actual = I disagree with that, ook at word Notionzl - is
correctly used, do you agree? I have to study the chart
first, I put to you my understanding of the position =
step 1 on Notional refers to sale of crude to Pan Eastern?
Yes, At posted prices. Then at step 2 it is notionally
returned to Gulf for processing? Either to Gulf or to a
refinery procured by Gulf, /At Pan Eastern's expense.

Then products are returned to Pan Eastern, Step 3?

Retuxned from the refinery to Pan Eastern - refining carried
out by Gulf but not necessarily at their.refinery? Yes,
Step 4 is sale of products to Gulf and Propet? Sale of
ex-refinery products to Culf and to Propet., Including
gasoline. /it posted prices? Chart says gasoline at
posted prices ... Thael needs o little qualification,

I accept thet for the purroses of the chart. Step 5 shows
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movenment from Gulf Ixran to BEuroga = no joinder between end
of red line into Culf circle because gasoline that goes to
Europa is not necessarily the same? Yes, that is right,
Gasoline that goes to Europa is not necessarily gasoline
that is returned to Guif and Propet?  Yes. It loses its
identity but we get gasoline of same guantity and the seme
guality. Then sales to Europa arc as set out «bove under
heading /4ictual?  Gasoline pocsted prices?  Yes. Sales

gas oll at posted : rices less 5 cents a barrel? Mo,

Pan Eastern/Gulf agreement only rotes for sale back to Gulf
Iran for onword sale thrvugh Gulf system of gascline,
EXHIBIT 4 poragraph 5,02, last sentence. Uzsn't the price
to be raid by Buropa for gns oil posted prices less 5 cents
per barrel? Yes, but that section is not related to
parallel operation in Pan Eastern,

IQ“REQQS: Is there not something in nrocessing conuract?

TO COUMSEL: Fan Iostern is concerned with gasoline?  With

crude 0il and refining gasoline,

SHORT ADJOURNENT
lowever the direct link bLetween Europa and Pen Eastern is
gasoline where both cucntity and quolity sold i Pen Eastern
to Gulf is identical with the amount sold by Gulf to
Europa? By Gulf Iron to Europae  You agree that under
the contraet paragreph 5.02 (EXIIBIT A) there is & direcct
discount to Europz under that?  Yes, direct discount of
5 cents ror barrel. But the position is under the Fun
Eastern arrangement thet EBuropa got a2 bhenefit which wes
tied directly to the cuantity end quality of its gasoline
purchases from Gulf? That is an over-sinslification,

The Fan Eastern/Gulf contr ¢t provided that ran Eastern

gasoling requirements only. The question of gas o0il price
under supply contract is another matter.  You have over~
simolificd when you said that Europa received the bensfit of

the =~
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TO_BENCH: fan Bustern buys sufficient crude oil from Gulf

to supply Europo's gasoline requirements? Yes, /ind buys

thot crude oil at posted prices? Yes. Then Peon Eastern

o

is under the clLligotion to refine that cil through
refinery? Yes, Sub-contract? Yes., Then the products
go back to Gulf Iran from Pan Enstern at posted prices?
Yes.  /find Gulf Iran then supplies the equivalent quantity
and quality of gasoline to Eurcpa at the posted prices?
That is an exzct swnnyy, And then Fan Eastern zs the
refiner makes 2 gross profit of the difference between cost
of crude ond sale of products less refining costs?  That
is ecorrect, And /il hns a half interest in Pan Eastern?

Yes,

TO _COUNSEL: You h=ve szid that you regard the Pan Eastern

set up as a refining venture?  Yos, No refinery in the
Bahamas?  No, Rolhins there excert a neme on o doox?

fin office - local directors and a secretzxry,  Lookkecping
and accounts are they done there?  Trading ~ccount under
terms of agrcement wAth Culf are carried out by Gulf I think
in Pittsburgh, I have seen them in Pittsburgh, In the
United States of viorici? 1 should think so.  You also
sald as to your thinking in setting w a refinexry in lleu
Zealand?  Yese  You acre2 it 1s normel to expect anyonsz
in refincry business to take a refinex's risk? ot
necessarily normzale You are elready « your comrany is

alrezdy in the lsw Z0-lond Refining Co, Limited as a

N

shareholder? Yes. ‘Where you hold = proportion of the
shares? Yes, A therefore 2 nrojortisn of the total
investment?  Yes,  In your Parn Eastern setup the amount
you have put into it is £30,000? Yes. Broadly speaking
your return is somethbing like 1,000%? I have not made a

calculation. 1000% per onnua?

TO _BENCH: In 1963 the incume of P'an Eastern was $2,720,000

roughly?  Yes. 200,000 c:pital -



127

Suprenc Court
No. 2

OLjector's evidene:

B

«J. Todd -
cro

sg-cuauinction
TO COUNSEL: On the year it appears to be 1000% profit?
You pointed out you are an independent company, certainly not
an internationnl? Yes., But thercfore your position needs
to be considered as an independent? Ve consider it so.
You rather put it this way - that you should be protected
as 1f you were an international? No I did not say that., I
say that we should endeavour to procure from international
some of the protection which the internctional himself
derives from the security and profitakbility of his crude oil
10 resources. That 1s subsidiaries of internationnl?  No
basically the internationzl company zs a whole that owns
crude oil as mainspring of profits, ind we regard ourselves
as the alter ego of 2 branch of an internetional ond would
expect the szninc protection under adverse conditions: that
would be availshle from upstrecrn profite of International,
Thai is suggesting y»u be treated as 1f you were an
internolinnal?  To get that type of jrotceciion,
TO TEVChe You feel th-t in your relationenip with Gulf you
should ke protected to o similar cxvent, protecticn of
20 similzr nature to protection Shell Oil M.Z. has from Royal
Dulch Shell?  Simnly, yes,
To covnsiTs o But therefore you neod to examine youxr position
claiming that you are a refinery enterprise? it is refinexy
sector of the industry, ves. ind as a cammarcial vontune

L)

one would expect you to take @ comnzreinzl risk? One in

commerce cannot avald taking a comacrcial risk, If

cormicrcial risk is ronoved by arrangement or arrangcments,

then the commercicl characleristics are really gone? Mo,

In lhis particular case, do you say you were taking

30 a commorcial risk?  Had we not had the risk minimised by

the protection of the forrula we would have been taking a

complete commercial risk. Do y:u say you are taking a

commercial visk in this caso under these agreement=?  Yes,

You took the stand in the negotiations with Gulf
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that it was lhe gssoline which produced profits in the
refinery and wanted to lie protected against adverse
conditions arising outside production of gasoiine? The
major part of profits in refining are derived from gasoline;
I accept the rest of your question, You were in fact
preserving for yourself the refining products from gasoline
and claiming to be isolated from the price movements of the
other products? I have to answer that rather dif ferently
from the way you put it, I cannot say Yes or No, In
so far as Gulf is concerned, we had to reach mutual accommoda~
tion on this problem and found a way of doing it, But the
way you put the question to me was that we had the right to do
these things., You had the right to discuss them? We had
the right to negotiate, But the effect of that would be,
however negotiated, that you would be isolated from two-
thirds of the products in both quantity and value? No.

Let me refer to your letter of 10th July 1958
(Bo14 of Case Stated) /ppendix B dated Sth December 1953,
In the second paragraph is value of coﬁposite barrels?
Yesy, 2,911, Gasoline is 1,024, That is one~third or 35%
of the total value? On that basis refining profit would be
one-third? That is value of the barrel, not profit,
These are values and not profits, But in your evidence
you said it cost more to refine gasoline than other products?
I don't know if I said that in evidence, but it is true,
You are mistaking values for rrofits, Take value and take
off cost? It does not emerge from this tacle, Is it
cerrect that you are isolating two-thirds vroducts in both
quantity and value? No, Would you agree that if what I
say 1s right a person sc isolated can hardly be regarded as
being in refining business in & commercial sense? Anyone
who achieves that position is a millionaire overnight.
That is a very unrealistic proposition and could never be

negotiated,
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Coming about to properties of refining venture -
the characteristics - in this case no stock of crude or
preducts owned by the enterprise? 0Oh yes, The Pan Eastern
buys crude and sells the products. That is the way you put
the ownership of stock? Yes, Nothing in your balance sheet
of Pan Eastern to show holding of stock? I think not,

Pan Eastern itself does not operate a refinery? It procures
the operation of a rafinery, It sub-contracts the refining,
It is a very normal thing. Opexrction performed by Pan
Eastern is “to arrnrnge for refining to be done? Yes, find
indeed that is in fact all it does, is it not? Yes. All
it does. /ind certainly does not tske risk of changes in

price in purchase of crude and sale of products? Ch yes.

TO BENCH: How long ~ it buys a guantity of crude?  Yes.

Over what period would it be holding that stock until s:zle
of products? It .ould be a matter of deys or under any
circumstances a brief period., Well not much risk of
fluctuation ip matter of days? No but I thought v White's
guestion ves are we taking any risk in the fluctwtion of
prices, Movement of prices from time to time., Isn't
there ordinarily desrite movements up and down a relation

between crude prices and prices of gasoline rarticularly?

\

No.  There can ke disparities, quite substanti-=l disparitic

4

.
Wouldn't you think it normal to expect Europa to
buy from its own noticnal refinery?  Thal could be quite a
normal arrangement, One would almost expect it if as you
hzve sald you vere wishing to inteyrate backwards into
refinery?  No, a2 nuaker of good practical reasons against
that.  You have already recorded them? No, I haven't,
Give me an example? I can give reason, The financial
effect of Evropa purchasing direct its rewuizements of
gasoline directly from Pan Eastern would be precisely the
same as the method jin which it does urchase its gasoline,

The rcason for Europa not buyine gasoline direct from Pan
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Eastern is based upon the principle which flows throughout
these controcts of aveilakility of products supplies to

Europa from global scurces.

TO HENCH: I think I understand arrangements with Gulf

Corporation and Pon Eastern up tc completion of refining,

but when Pan Eastern has these refined products, why does it
use Gulf Iran as an intcormediate for supply to Europa?  That
is the question I will endeavour to answer., The convenient
sources of supply to Europa may not be at the point of the
refining operations,  For exam:le, if refining is done in
fibadan and Pan Eastern up.lifts the supplies and sends direct
to Europa then there would be ne ressen why Pan Eastern
should not have a direct sales relztinnship with Europa.

But because of our globzl assurencaes from Gulf for supply of
gasoline it may well be and has keen that Culf elect to sup-ly
the gasolinc for Eurcga from a base quite remote from where
refining is done. So that Gulf huy back into thelir system
the quantity yroduced from P an Eastern crude and supply
gasoline of equivalent quality and cquantity from another

Gulf source. It would still be pessible for Pan Eastern

to do that but that would involve a very comlex set of naw
buying and sellin:; arrangements, W21l 1 do not follow

yet.

Pan Eastern buys crude oil and refines it at
tbadan?  Yes, Can't it advise Gulf Iran that it has so
many barrels at ib-cd:n? Yes, And instead ol labelling
those barrels with Europa labels, Culs Iran says "We will
label same nunier ond guality at znother place for Europa

and vie will take these!

That is ~recisely what haopene,
But why the resale bacv to Gulf Irzn? It is simply a
matter that sim-lifies. Otherwise there would then have
to be another set of szle and purchase arrangemert s between

Pan Eastern and the other Gulf sup;ly source for Pan Eastern

to take title, to a different physical quantity fer shipment
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ord senbtence 10 the

+h
o
s
(an

Ty
o
~
()

re entiroely voluntary and 1o

to insist that

jof s

strictly codhered to in the manuer

the terms specified i the

say 1l was not

avlos makes it clea

«

was tald

trade term in internctional oil

oToendins shown in later coxres ondence
If T could find the letter it would be
214 groun) - the voint I

=

levter dated 4th September 1961,

I enclose pholostatls of the relevant corresyondence

1

Pan Eastern adiuctoent, this T think you will agree

G owill confizm to you that ihc

thz foon proposed by Gulf and is

Farbosn Claney, as T hove teold you,

- "You of course, understan

sed
ch
o<

IS

o~

v thoy wore not voluntary

T

B
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holds this viuw amd T will ke ¢lad fo have your

confirmaiion that any doubt you may have had is now resolved,®
fni¢ that letter wae written becatuse ol 2 meeting I had with

Mr Bonner in Singa.pore shortly befsore that date he advised me
that Gulf did n.t promose to continue to grant voluntacy

grude discount to Fan Zastern. He claimed thet the
arrancoasnt only related to the yoars in which it had becn

granted and would no longer be g1anted, A T exoressed

Q

LAY

disagreement with this intorpretction of the arrangements
made between Gulf end Pan-Eastern »nd on my return to New
Zealnnd I undertooir to set forth my views on this question
and the correspondince - valuntory crude discount which would
be granted from year to year,  So there wes soma doubt in
that as to whatl the arrangqinent really amounted o, I

take it there is no doukt in your wminl, from the jparagy-nh
you read, that grant wvas intended from correspondence? I

had no doubt,  That (lecount would be granted each year for

the term of the coniract?  On crude oil if nocossary - only
if necessary. Hot an undertaking to give a syecific
discornt or any diszcuunt un cnices wurranted i,

Cizcunslznces belin minhima 2,9 return,.

[(a
.
0
g
2
=
;
<
0y

)

p—_
S
N

alt
1

Tucning now o Burop /=1 conlract o
(EYHIBIT 424 end 20). This woe in respect of gas oil

kerosene znd {fuel oil. And ovhen wves the date it was enteorcd

inte? Comacnced on 12th Deconmber 13401, That was nonotiotoed

de

by you cersonally? ilol lhe agrosment T oam looking ot
Ho negetiated 1?1
negotiated the princiiles of the agresment in London. At
that time do you zgree discounts were available for jroducts
concerned? Ygérfor procucts concernod in this contract,
There were no struicht diséoﬁnts provided for in this
contract? Mo, none bocause not availalile for this sort of
contract,  They were avalilable for these produets - but

not at this tune for this tv.c of - I say they were
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~vailable for this type of product pul not for supply into
New Zeolzna, Yyt Beccuse of upsetting situation of this
end? Yes, internationcl comsanices could not upset their
pricess. For that rcason you had arrengement for a
comnission you say?  BP offered this arrangement for a
comnission,  You did not zgree it comes within the term

1
v

discount as understood in the industry? On no I think i

1is
when reduced te its reality is a discount ~ under another
Nane

Vhen you obtained that contrzct did you give Culf
the opportunity of matching that offer? No, because Gul{ did

not supply gas oil from any source to the New Zealand roquired

1

specification. d you given the opportunity to do so?

In 19%6 conmirict and T won'™ elaborale this « Gulf had an
obligation o su;.ly Buropa with gas ol) with limitation of
2000 in guantity of the casoline suplied ~ peragraph 11,01
of 1936 contract. The contrect lindted the gquantity of gos
0il that Gulf hed =2n okiigation to supply but dwmposed 1o

obligation on Eurcps to purchese it,  Quality of gas oil
available froum Culf was al the time of the exccution of iie
contract discovered to be inferior to the quality which as
standard in New Zealand,  and although 1 decided at that
late stage ot to interfere with the general drafting of the
contracts, thal we would only tzake an option to purchase

from Gulf «~ because it was in orave doubt whether it would ro

comerclally acceptable in Noiv Zealand, and in feet that
proved te be the case; 1t was not comaercially suited to
ov Zealand,  Uie did not toke the watter further with Gulf
when making this contract because Gulf was unable to susplys
Kow the contract £24 does not provido for
commission?  No, no cormissions  EXHIBIT A25?  Yes.
Provides for conmission to be prid to PJT.T.?  Yes, Ry
B,P, Tracing Limited, London.  The c¢ormission was pald to

PoT,T. for arrenging the contract? M"We wrlito to confizm
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.

on ug that, in consideraticn

that it has been

of your having procured thet Evrops C1l New Zealand Ltds,
(hereinafter referred to as "Europa™) enter inte the arrangoment
with BP (Kew Z2:land) Lide (hercincfrier referred to as "BP 11.Z.")
referred to in the second poragr-ph of this letler, wo shall
pay to you commission in cccordsnes with the provisions of the

third and fourth seragreaphs of this letter.

That is the way it is statad, but P.T.T. wes not

1
]
-

existence at time of contracl botveon Zurcra ond BP.? 1

think not, s theore alse freicht discount under this contract?
This is something on wikich my mosory 1s not very clear,  Second
page of the letlter? lLetter of 12th /yril?  Yes. I am not

sure there is a discount, T o propercd to cnll it a freioht
t H v

concession? part provides for o rale of freighi ruling
as determined oy TiLFI w« by reference to TALFL which was a
privete form of rale assessment cniloyed by BP Compony.

find the sccond nart apocars to deal with rote of freight orn

fuxl oil, I could not suy ther: is a discount,

TO BEHCHe Ordineiily rate of froight would be under B(3)?

20

—
@}
i
,Cj
U’\

30

Bul if that exceeds (.){(31) thore is a rebute? Whai T am
stuck with is gucstion = this sceme to relate to fuel oll z2line,
Is that correct, necause ot beoinning of ihat paragreph -

"In respect of cach delivery of gas oilg lighting kerosine =

said for by Euro,a under the Supply

/greement we chull oy to you commission calculated as

S

b discount granted

R PR S, “ .
L‘Lé ALoconwding to our one 1 rsig Iy

(I
L\"‘n

under crrangement with Fu7.T. cmounted at times to 5/= to 6/=
per tony say 300 to 10% depivling on dete of loading and port of
discharge altihough during certain pericds of contract it was
much less? Do you think that sounds about right?  Yes

being o discount on TALFI rates but whelher T.LFI rate is a

caunvetitive rate 1 cannotl answer, I think BT have droppred
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Yes, but rotes and nmode of construclion o

CrUndeaxit
TALFT subsequently.  AFRSL and TALFT purposes were tne same?

L)

the retes were

have sald is Luobasbly

different, But you thinh
accurate? T wiould awccept 1t as acouvrate,

Vikon tihis motter was discussed with rerresentatives
of Inland Revenue Depariment in 1943 and MNovember 1664
romomber it was put to vou that the existence of this clscount
s out of line with vwl:=at you had seid in 19637  Yes., But
you had not mentioned it esrlicr beccuse it was a kall for
the fead stock contract? fuount of the discount was a bait,
I looked on it, the cmeunt of discount, as a bait - for the
fecd stock contract.

Now going from that DP contract in 1962 you hac
these proposals with BP, «did you not,y that you hove put in?
Yes,  You would agrec with ne that what wes put v ot thaot

time 1 the proposal made Lo you was o direct discount

camouflaged through the Lehamas crazany?  On crude olly ves.
On presentation of Lhe proposals, the way proyosal was wrltton,

v there was an intendod discount

ssion throuvgh o

and both would be put through as

£,y

Ezhamas coi ahiye Is it vt a f-et th:ol undexr lhat roposel

]

you had the oprortunity to accept stroight discount {rom LEv

would like to sec the pojers, I have seen them a long
time ago. I have not beon throuch all the papers in the cuse,

Ynot you hove got thore is not PP procosal - 1v

al character,

Y

is an outlinc suigestc

(87
[
-
5
r{_
d:
&C‘

but in some conclderaile detail, Lo in 1962 you 1o fact
entered into a contract with Gulf - were you at same time in
1962 nrootiating with BF and Guli?  Me, not n.gotialing
with BP at all,  (EXIBIT Y). 1 ez not necotiating with
BF at «ll scaisusly I should soy, Rut you did discuss with
them a Bahsmas arrangement?  Noo  Didn't you 21k to them
Shout it? 0 Mo, I did not entexr iato zny serious

diccuvseion vith JP at ~11i, They vished to culult an offor




10

20

30

130
Suprene Court
No. 2
Objector's evidence
B.J. Todad -~
cross-examination
and I szid "“/11 right.  Submit 1tV
In 1962 you werce carrying out these negotiations with
Gulf? VYes. 4t that time discounts from both enterprises
were freely available on crude and rroducts? On crude
well known.  Products not woll known,  This contract in 1962
with Gulf was signec? Yes. /find not continued?  lNot
proceeded with; no transactions took place under it, Was
largely the seme as the 1964 contract? Largely. ‘thy did
you not proceed with the 1962 contract but enter into another
one? Principzl reason was that subsequent to entering into
the 1962 contract the Commissioner of Inland Revenue gave
the Eurona/Gulf/Pan Eastern contracts a clearanca on the 27th
June 1963,  find in the light of that clearance we felt that
we should conform in all respects if we could arranue with
the other jrarties to the Gulf Corporation to revise the
contracts to conform in character to the 1956 contracts,
The contracts were basically th. same, all of them, 1962,
1956, 1964, 1 am speaking in the light of 1963 clearance,
The 1962 set of cuntracts were basically the same cs the 1956
contracts which had been cleared for tax purposese  There
was however one differcnce which related to the offreightment
contract, Under 1956 contracts there was rrovision for an
alternate freight suspensc account which I spoke of earlier,
Yhen the 1962 contracts were being negotiated Gulf
Corporation recummended thet as Propet was now largely
engaged in shiping, world wide, and as Propot werc handling
all Europa's shipping it would ke a matter of convenience for
Gult to handle the ship ing of Europa's affreightment
requirements by Propet in aseociation with Pan Eastern,
This was the only ncjsr difference in pattern between the
1956 contracts and the 1962 contracts,  And when the
Commiscsioner gzve his clearance we felt it desirasble that the
1962 contracts should conform in all contractunl matters

with the pattorn of the 199¢ zuntracts, I went to Pittshurgh
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eaie Lime prior o 1A

the 1964 contracts with that

Pittshurgh o 10th i»rch 196
Yos,

Did you bring ¢
Not at thet time,
by me to New York and doposi

of solicitors in New York,

Gulf but ne uly sppointed os

in charge of re=-negsliction
countrices, came with ma to Hew Yori
that same niaht for Genevo £
conference with OFEC, I ha

of the Pan Fastern/Gulf .ro

I was not -ble to do -~ it xe

Bohamas - and he undertook

exccuted and thot he would o

oy ics

send to me conformed

was ¢onsiderable
Ha did howeveoer

Clj OS.

after or through his secreta

v York that cvening, that the Pun Eastern contracte nod

concluded shorxtly

any coplus of the contract.
later; 1 guess, You wore &
and discounts?  Yes, You

In 1964 iy Tyler and fix PhLil

mentioned thel yosterday.
had

enlered into o now €

also told thom you were

amount of the discounti?

B 1664 nd re-ne

confirm to m:

aftor 10th Morch

iy corpletend?

Susnraene

Object

N
-

3

-
[
~
(&

J.).J ]
(\‘,rofi\;gn

The afireigntiment cont

amenoment were execuled by ms

I‘acte

~
[i

n'y t e
<

Dﬂ-

Ca

wo N nta
-

o g

P 1...—.l~-L)1\./ 'J'-.’\’

ootioted that

And

in

4.  Executed by you en that date?

ples of the
ted in safe deposit

Elston

ulf's Middle Ea
on behalf of Gulf vi

Thatl

contract to new

th the

same evening and lelt

My cony of the signed controct was taken
with a firm
Law logal counsel for

st Co=ondinator,

OFEC

<

months!

or a siyewolks or two
J ertiusted to him the completion
ssing contract which of coursc

quired coertcin completion in the

n his zotlurn

of the 1964 contract.

N [T
ry shortly

1964,

I got them about th
awzre of arranfements
sald th-~t you did this
lins interviewed you?

ontract «ith Gulf?

guino beer to fmerica
Cruide discount,

disc

crude oil count,

Yes,

on my behalf to see that this vas

from OPEC Confercrnce

~nd there

I came back i

ree
made

to

Yes,

o

s

elay in actual receint of the conformed
thet very shorily

after T left him in

mantlhs

[N
o)
()
P

confor =

discuss

I told then

at this

Were there

; Zealond?

arsde

e

e

[RReEs,

i
bl
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in fact any further discussions to take place 2n crude
discount? Oh yes, Contract rtsolf set cut cwmount of the
discouni? On crude 01l vus, Mo, it sets out the price of
crude oil. As far as crude is concerned it makes provisions
for o 19% discount? No, it wnlies provision for posted price,
When you spoke to il Tyler and Ir Phillics on that
occasicng you did nst tell thoem zbout entering inte o contract
to conform with the 1956 contract? N, ind you made no
mention of any lctter of June 1253 that you hod recelved?
I would not remember, You sald the only difference between
1662 and 1954 was diiference as to freight?  Thot is 1o the
best of my wocillection the only differcnce, the difference
being in the contrezet of affroighitment. In the processing
contract (LXHIRIT 1) paragraph 4.03 you see in the middle of

the offective date of

«“
C
Ly ]

thot pavegraph ~("for exanple, a
this Contract the partics agree that the Las: 2mount pog
gallon for 93 R.0.le. iotor Gasoline and 83 R.O.GH. lotor

5o

Gasoline is 7.4 U.S. conts and 5,3 UeSe cents respectively)".?
Yes, That i not to Lz found in the 1964 contract?

Correct, I refer Lo BS, rooe 7 of Case Stated. You seo who
paragraph is the same bul thet is left oui?  Yes, 1T you
look agein al the 1962 paragraphs 4o you agree thot those tuo
armourits there set ont 7.4 and 5.3 revroesent a discount of

2.5 U.S¢ conts in each caze? Yes, [0 T to take it that vy
tock thot out so it wuld not he in your 1964 co.ntract? O
I think we agreed to anather «pproache Did you agree to the
other apprcach for the sume reassn?  ihat was the other
approach, do you know?  This was a very fringe [rovision in
the {red stock supply contract. Teo't it exactly the zesult
of the 1964 contract 2,57 Not quite, no. It is the end
resulty lsn't 1t? Noy not quite that,  The effect of this
is te rgrec on » base price which would then become the
reference price upon which Gnlf and Pan Eastern through

Joint consultetisn vwourld agree woon the nrice for 93 octann
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and 53 cctane,

Possing now to tha 16564 contractst T want to say
more about the jrucescing sontract. I wish to czll to your
attention provisicns of Article 4,04 of both the 1962 and 1964
contracts, When 1 a-ve evidence of changes in contract I
did net regord this as a2 moterial change at all from cur point
of view, But having 1cad it I realisod it was a considerable
change from Gul{'s roint of vicw. Gulf hrd earlicr than szich
become a little restless about he arrangement they had made fox
this assured minimum return on Pon Castern under 1956 contract -

was a little too goenarous,. /ol in the 1992 negotiations the

o

n Clause 4,03 woere precedent to the effective
|

[
’I)

provisions
provisions of Clause 4,04,  Gulf felt thel upon review they
were rather too ricialy comaitied by the inclusion of iho item
under 4.03(a) which is in brackets and which has Leen cucted,
/ind they suggested thal thoy would be mhre content with tne
provisione of 4,04 i{ {the rigidity in 4,03, oz the effect

thatl wight lead o rigidity in 4,03, snovld be deleted. Fooo
our point of view it did not moke much difference. Sy ainin

~ting conursct was verictinn in terns of

e

object in re-nugot

affreightuent provislons,

e
sy

Passing to the 1664 contracts « you nut them
5

yvesterday and dealt with thom. Y2 have prerared agoin e

chart which you can have o lotk ate (RYHIBIT 5),  Looking
at the chart, do ysu agree with everything in the l'oticnsl?

Under the 1964 procescing aryvangoment Motional arrangement,

Pan Eastern buys crude oil frowm Guif at - discount? Two

parte = Wianoarel ouwy 1y and sthor crwdes which are notionally
processed - "hiingarcel supply onamzs as crude to New Zealand?

Yes, But Pan Eastern purchascs that crude from CGulf at
discount and immcdiately solls it back ts Gulf ot posted
prices?  Under the contract. So Pan Lastern obtains

crude? On that chart,.

o
o

discount without doing anylhing to

It cannt be sald that i1s a refinery profit in any sonse? 1o,
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1 suggest the only reosonable explanation of theat is to give
Europa a discount on its purcheses for Whangarei? Yes. In
effects /part from situation in New Zealand exactly the same
result could have becn obtained by a straight discount? If
I could have arrdhged it with Gulf,

Pass from Whangarei crude tc other crude which is
referred to as B? Yes, Step 1, Crude notionally goes from
Gulf to Pan Eastern? Sale of crude from Gulf to Pan Eastexn
to produce feed stocks and refined products? Sale of crude
at a discount. Sufficient to produce feed stock and refined
products? There are no refincd products, Never have
produced any. But under the terms of the contract?  Only
if the parties agreed, It was provided for but never been
operated, /nd in fact the only function of Pan Zustern since
the VWhangarei with a small overlap when two contracts overlapped
one ahothe; - the sale of crude to Pan Eastern is solely for
manufccture of feed stocks, naphthz ond middle distillate.

(find refined products has never operated). /nd step 2 -
returns for refining? Returned for refining? Having been
refined the refined feed stocks and products go to Pan
Eastern? If feed stocks are red line, red line should start
on right hand side of Pan Eastern, Refining is done in Gulf
sphere and not in Pan Eastern? Oh yes, I sce; 1in actual
fact it is done by Gulf, Refinud feed stocks come to Pan
Eastern and resale to Gulf and Propet of refined feed stock
products? Yes. find the refined fead stocks and products are
equivalent in type and qualitvaith those that Gulf is
selling to Eurcpa Refining by only feed stocks. Last circle
on left should e Eurcpa Refining Company. Europa refining
receives Loth Whangarel crude, naphtha, everything,

There is nothing to be sold to Propet is there?

Oh yes., The other products froﬁ barrel of crude which are

not uplifted from Pan Eastern on account of supnly to New

Zealand, For instance, fuel oil and other distillates,
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crude coming inte Whangarel,

«

What you give a jioivre of i
aphtha and distillate arriving under B8? Yes. To follow
this: the 1956 contracts terminated when refinery came on
stream? Not quite, Period when refinery was operating at
low capacity due to maliunction, so for some time old 1956
contract overlapped the new 1994, and certain point in time
1956 contract was cancellcd hofore expiry date.  When did the
1956 contracts expire? I think easrly 1964, aboul ihe end
of 1964 I thinx, They have exjired? Oh yes, Do you not
procure gasoline cupplies at the prasent moment - since 19647
Mot recently, but somz {ime ages  Since terminatizn of 1950
contract?  Yes. Woren't they covered iy 1964 contract?  Nog
This wes very unfciiunate ¢xperlience in Evrops history.  Our
needs for gasoline coineided wich Isreeli/Arab conflict and we
were hard ;ushed to cet gas frem anyone,  And cinmilorly with
gas 2ile  And w2 had to go on the open market: A spot order.
> pald hioh jrices for» cargoes and fer the freight, Vo paid
top world price for a charter-luss of - against going rate ve
lost £120,000 on that periticulex shijment, Yhere Jdid you buy
ihis gasoline?  From Gulf and bought the gas 01l froum
Panznanien refinery,  Culf suyyplieo from the Caxiblean, I think,
This gasoline y.u got from gulf?  Yes. Noe noew
contract docunent on the subject? Moy woe oktained 1t under
the provisions of the supply centracte  Gulf demanded a premium
above posted rrice « it comes to wy mind now. Vo discovered
a provision in our 1964 ouiply contract that thoy would suprly
at posted wicos Tihat operated fur these supplies of
gasaline?  ror 21l gasslire you received? I think only
one cargy from Gulf, 1 think we bought some elsevhere. Did
you not receive o discount for this to Pan‘Eastern? Nc,
This is quite aistincet fxowe the rest of your arrangement
received no diccount?  Yes, We had no contract of
affreichtment and had to 1oy the going rate - I think I am

wrong in saying no eontract for affreighiment -~ we had one

-
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that provided wi pay godng rote and that was monumental -~
about 170 thousand pounds for an 18 thousand ten ship.
Now about paragraph 5,01 of the 1964 contract

(B5)., fm I right in thinking the sole purpose of that
paracraph in fixing a sale price for remaining products is to
double profit of Pan Eastern so that Europa as a 50% sharchollder
gets the full bencfit of the Pan Eastern profits on the supplies
purchased by Europa Refinery from Gulf Export at posted prices?
No. Your interprctation of that paragr:rh? = "... at the
same prices received by Gulfey under s-id contract.  All
deliverics of ecrude oil not procossed shall be made al the
loading port at which Pancest has received the crude oil
and all deliveries of the feod stocks and finished products
shall be made at the rcefinery loading ports at which such
products have been processed for Pancast".  /nd that in fact
is not the posted price? You say it is not =~ it wes at the
time of the contract?  Never in opcration of th. contrzet.

you agree it was at the time of the contract? No. It
wos never intended thaot nrice by Gulfex to Europa Refining
would ke at posted pricce notwithstanding formol provisions in
contract, Formel provisiosns in the contract were posted
price? Yes.  For those jroducts which had a posted price
Which means, docs it, th-t resale price from Pan Ezstern to
Gulf was reduced reotrospectively after the signing of tho 1964
contraclt? I think therz was one crude 2il cargo which was
reduced retrospectively,

YWoere the first cargoes paid for at posted prices?

0_COUNSEL:  But bocked at posted prices? I think first corgo
was booked at posted prices on understanding that
retrospective discount would be given before the time of
payment, I think the first whs 10% and later 173%.

COURT [DJDURNED 4 pum,
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COURT RESULED 24/2/69

XXM B.J. TODD (cxntinued)

When the Court rose we were speaking zbout gasoline
coming into New Zealand after 1956 contracts had expired.
Have you considered the matter since giving evidence, It seens
to me that gasoline continued to come in in the vears that
followed ~ through Europa? Oh yes - when the refinery was
malfunctioning, but that was before the 1956 contract terminated.
hat would be in 1964 ~ zalfunctioning? It continued beyond
1964,  Yhen was it that the Whangarel refinery came on full
streamn? No, it had « long history of difficulties, In that
period zfter 1974 did gasoline come in as if the terms of the
1954 contract had been cerried forward? Take 19657 It was
still having teething trouble in 1965. During that period
did gasoline come in in temas of carlier contract? Yes,
overlap of the two contracis, as I szid before, Flould you
look at this and identify =YHIBITS AlS, A2 - fivrst AlS of Casc
Stated ~ letter of 10th iuxrch 1964, which refers to termination?
Yes,  lNow A2 - termination of the supply contract?  Yes.
Then Al7 - lelter of 17th iarch 19667  Yes. Do you know
of any other correspondence which deals with termination of the
contracts? I do not recollect any. So we can suy that
looking at A 17, letter of 17th Harch 1966, does that in
granting the volume discount for 1965 assume the continued
existence of the 1958 contract? Well it says temporary
reduction in price would ap:ly to crude oil purchased and sold
in 1965 ~ second paragrayh, last sentence, The effect of
that was to provide 2% cents on guscline supplied in 19657
I would not put it quite that way, I would put that it gave
a crude discount of 0,35 dollars per barrel to Fan Eastern.
Having dealt with that -~ c¢lause 5,01 EXHIBIT B5 =
looking at 5.02 - sole rurpose of 5,02 was'to double the Pan
Eastern profits? Mo, I do not agree, Is it not the case

as far as 5,02 is concerned? MNo, It is to cquate = sale
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of other prouducls will eqvgte the profit made by .an Eastern
on the producte destined for delivery to MNew Zealand.  You
do not accept it as doubling? Not quite the way you put it,

Wiould you look at the second chart again (EXHIBIT 5)

1964 contract. Locking =t two secticns on Notional diagram -
rart 4 Whangurei crude provides for 15% of the sale of crude at
posted prices «wing into Fan Eastern? Correct. Again
looking ot other Crude B - broad result there is to give Pan

Eastern a profit which dapends on the purchases by Europa {rom

it, The operation of

<
—
—
kel
=
o
*
-

Culfex chiefly?  Yes, a vory o

5.0): operation is comr leted by the doubling provision in

the contract 5,02 - ecuating provision?  Equating of the prices
received by Fan Eastern for crude oil feed stock and {inished
products sold under rrovisions of c¢lause 5,01 and cost to

Fen Eastern of crude oil and feed stocks and finished jroducts

3

processad therefrom as determinzd under clause 4,

o3}

Pasoinog frxom thot to thic Exhibits Bl, 12, B3 enda
B6. Bl lctter dated 16th March 19607 Yeoo  Does that
provide for z direct crwrls discount?  Yes. /nd does B2 roiox

to direct nzplitha discount? Yoo, Simllaxrly B2 direct

1

gos oil discount? ilot quite so.  Ulistinction tnere is that

e

Gulf uscd a di

posted price irdex, which reduced the

fferen

!

COSTe Bosult of all those ~ ipeze wore automatlic deductisrns
in prices paid to lan Eastern which is evidenced by B6?
That 1s in accordance with the terms of the contract, In

terms of clause 5,01 of the coniract, and other.ise as you siy,

2
Coming back to Bl « the discount provided for is 1957 1
do not see 10%7, 16 cents a barrel? Yes., That is the

effect, is 1t not? Mo, TFretty close to 10%. In case of
Iranian light erude 20 cents. I understood nosted price wes
$1.60?  HNo, $1,5%. Vhy is it not 15%?  That is a very
interesting point. It was 15% « that was amnunt agreed?
No this 159 had heen agrecd between Pen Eastern and Gulf but

there 1s an interesting reason why it was not 2gre.d between
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Gulf and Europa., Comnletion of the 1964 contract, the

execution of it on 10th March.,  Mr Elston Law gave me on the

afterncon we both devarisd from Pittsburgh my executed copy

of the contracts otiicx than the Pan Eastern/Gulf contract
which had to be executed in the Bahamas - or some delay in any
case 1in exccution. He was proceeding in his role as mid-East
crude 01l co-ordinator the same evening to Geneva to a meeting
with OPEC = I think Geneva; 1t moay have been Teheran

He expected to be there for six wecks or two months and a
question of the policy which Gulf would adopt in invoicing
crude oil into Mew Zealand dirvect wryuld be to some extent
conditioned by the results of the OFEC negotiations, I gave
in my cvidence that no nrovision haod been mode in the supnly
contracts for any discount off pusted price. I agreed with
Gulf that this matter could kest be left for later delemaination
which was their wish, and in fact, on the undertaking I had

It

received from them that discount would bhe a trode d

e
[42]
O
Q
[
]
r-‘L

which they could live with, They were patticularly concerned
as being one of the largest crude oil sellers in the world
snd particularly with vast contracts for crude in Japan, not

ding the discount for inveicing

pe

]

to mske any deciczion regard
into New Zealand until the matter had been carefully exsiniizd
with all these consideratlions which lay bLulind the »roblens,
find thal is how the matter rested a2t that time then vas it
decided that the discount should be 1047 1 think from

nmemory that was decided at that further meeting I had in

)

would coincide with the - OFEC

[ N
PEN

Fittsburgh ~ I think

Conference was over and I went haclhy I think, It is haxd

to identify the trips, I fe2l pretty sure that the discount

negotizted was negotiated in person by me, You have no

record at all?  %Well if I could have more time to identify
discount letiecr, I am nowr looking at Bl « March 1965,

Yes, I vas in Pittsburgh at that time, Was it agre-d about

that time? Noy, in Fhech 1965 - I am sure of that., Yes, I
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return-d to New Zealand on the 20th korch 1965 and was
confronted with the surprising income tax letter. That was
not a very nice homccoming, llo other correspondence except
what we have got? No,

Mow about thc Caltex contract, 1956 (EYHIBIT 1),
Clause 45 of the iropcsal? Yes, It says there -~ "Present
discounts wond payments, including preemptive paymers, would
be discontinued",  You refer there to discounts? Yes.  Are
those the gasoline frelights? No word "discount" there I take
it to mean the 1/9th of a cent nor gallon price adjustment vhich
Caltex had sgreed as I sald ecarlier, by transposing the price
reference heading in I'tatt's Oilgram and which I said before

aid not amount t¢ discount but saved us from increase in cost,

But Caltex in course of time in their invoicing system might have

lost the thread of the history of that and very naturally
because it is shown as a deduction of 1/2 cents from published
price they might well hiave come wo think of it as a discount,
"and payments including precupiive payments"?  Feyments were

the basing point ~ freicht payments - which Caltex had been

]

granting in the pasts  As I have described earlicr.  Freight
is under word "payments" and concession on gessoline under
heading "discount",  Term “pre-ontive payments"?  The

strong desire of an international company when it makes a
controct is to be sure Lhat the fullest degree they cen achieve
te ensure that the buye£ will not sell out his enterprise

to a third party.  And there was such a pre-enptive agrecment,
There was such zn agreement with Caltex to that effect,

There was a similar preegmptive poayment arrangement with

Gulf? Yes, Under wnich half ¢ million pounds was in fact
paid?  Half a million U.S. dollars was paid by Gulf, In the
Caltex case was anything paid?  VYes, Similar amount?  No,
much less, It was paid to the shareholders of Todd
Investments, In case of Gulf it was pald to BEurops,

Looking now at po.agreph 26 of the scme proposal -
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"These processin: profits would under present conditions enable
the Bahamas Company to ey you the sterling equivalent of
about $623,000 and $5637,000 net for 1955 and 1957 respectively
after applicable New Zealand taxes."? Yese Did the proposal
you there had before you assume that Euroa would pay New
Zealand taxes in its sharc of profits? No, I think it is a
com lete errer onr the art of the Caltex author,  You do not
think they could have assuned there would be taxcs payable in
Yeow Zealand?  Yes ~ and the figures I suggest 1llustrate
otherwise. Very clecarly.

Reyarding BPy I asked you on Friday (page 135
line1Q of loles of Lvidence) - "When you obtained that contract
did you give Culf the oprortonity of matching that offer?"and

you replied "Ho becouse Gulf did not suoply gos oil from any

1

source to the llew Zealand required specification.”  This is
19617  Yes. That is in A24 of the Cose?  Yes, This
contract also cealt with lighting keroscene and fuel oil? VYes,
I want to know whether you had given Gulf the wpportunity
provided for in the contract in respect of the other products?
In resgpect of fuel oil Buropa has ne storage facilities in
New Zeal~nd for fuel oil, and the contract made with BP

was 1o draw fuel oil fron their slorage in Hew Zezland -~ ne
nmeans of Eurcpa entering fuel oil markol unless it had access
to another comr tny's sioros, It would have been pointless -
did not regard it as covered by paracgrach 11,02 EXEIBIT A2

I suppose strictly yes ~ but in relationship wo had with Gulf
they knew the positione They had no kerosene to offer and we
had no storage facliitles. In the 5P file = tender proposals
1962 (EXIIBIT 6) - 5 om not clear wha: is in tho Exhibits,

In that file there weve other lettexs = see what those are?
Yes, Merger proposals are they not?  Yes, Those related
to 1959? No, letter dated 18th Novenber 1999 porsonal and
confidentlal letter.  They refer to that time?  Written ot

that time but they refer to the future, Agree they provide
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for discount or cominission to the Todd interests in ruspect

of crude purchasgs? Paje 2 of letter of 18th November?

That is right. But "whereby a rate of discount or commission
would be payable in respect of o sroportisn of the total crude
acquired by the Holding Company" « Holding Company I think is
the joint BP/Europa merger comgpany. Method by which
comnission would be payahle is set out in the appendices, T
think, Written at the end of the year 1959.- The sentence
says "In addition; however, it would be the intention to enter
into a special fgreement with yourself" - what about that
expression? I think this is a private and confidential
letter - he 1s opening the way for further negotiations by
myself in respect of what could be done in this holding
company. I put it to you Todd interests rather than some
other entity? No, the holding companys the BP/Todd merger,
Next letter of 30th MNovembor 1959 - looking at the illustraticn -
says "Clearly the figures included in these examples are
conjectural and are put forward for illustrative purposes
only. Equally the examples, as you sees both are based upon
the assumption that the total market in the example year 1964
is met from imported crude o0il or charge stock refined in the
projected refinery". First illustration, peragraph 4 =
"Crude quantity to earxn discount for Todd's account"?  Yes,
finything you want to add as to what kind of discounts? MNo,

I don't think se.  Except again the proposal for whatever it
was worth had very serious contingent liability under secticn 9
of the general terms and conditions for c.i.f. sales of crude
petroleum, namely that the buyer assumed all the risk of

“"any new or increased taxes, duties, fecs or other similar
charges (hereinafter called "taxes") which‘may hereafter be
imposed or levied by any governmental or local authority upon
the crude petroleum supplied hereunder, or upon theexport,
delivery, sale or use of such crude petroleum, or upon the

oroduction, menufacture, storage or transportation thereof, or
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upon anhy vessal or pinceline used in such transportation,
shall, subject to subsecticn (b) of this Section, he for the
account of the Buyers," (Section IX(a) - General Terms and
Conditions for C.I.F, Scles of Cruue Petroleum ~ EXHIBIT 6),
hnongst the papers groduced there was a draft
dated 1955 of which this is a photostat? Do you recognise
that, dated 29th September 1955%?  This is one of the many
drafts we had in negotiatine here in o Zealand with Gulf,
the series of coniracts which were eventually rcached in 1956,
those draft would ihis be - prepared by you?  Gulf prciarcu
all the drafic. This was ororarcd in llow Zealand?  No, I
think they brought a whole series of drafts with {hom and
they were discussed in lew Zealand and a lot of negotiations
before agreement was reached. I would think this draft was
brought by them 1o New Zealand, Woula you look at paragraih
7.01 under PAYH:ET?  Yes.  That provides for 1,91 dollzrs
per net barrel of crude oil in New Zealand?  Would that be
posted price in fact et that time? That I believe wos posted
price at that tinmce. In that draft it was suggested that the
figure pex net borrel of crude should be 1,91 dollars? No,
I think the draft wos in error, It was never contomplated
to have fixed price for ten ycars, In conformity with all
long term coniracts the price woeuld gscalate in accordance
with movements of Platt's Oilgram, i carly drafting this is
simply reference to the then current price - Processing fee is
47.57?  Yos, dWnich you did retain in the contract as
constant?  Yes, quite a good deal of negotilation regarding
that, In ithis dreaft under paragraph 7.03 it provides
that edivstment be made in :rocessing charge by further
payment oxr rcfund as may be required whon actual volume and
yield figures are available at the end of the year? Yes, that
is so, " oo 5o that the net carnings of Bahama cn each
barrel of gasoline during the contract period shall equal

twice the sum of the following” = the following is the
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formula?  Yes, Comtarative plcture ~ under contract if you
look at A7, pasragreph 6.04, Third Schedule page 5 processing
contract - that pavagraph provides for adjustments in the
Contract? «~ ",,. subject to such adjustment upwards or
downwards as shall ensure that the net earnings of PAN-
EASTERN (before deducting administration expenses and income
tax in the Bahama Islands) shall be as determined in
accordance with Paragraphs 7.01 and 7,02"%  Those are the
net earnings., On looking at your reports to your shareholders
there is only one report I have seen in the 1957 report which
refers to the long term contrect - entering into long term
contract with Gulf - this is in your produced papers, fourth
paragraph draft processing contract EXHIBIT 7, Report to
Shareholders of Europa 1957 EXHIBIT 8 - and 1956,

It is the 1957 report only that there is a
reference and this reads - YA long term contract entered into
with the Gulf Oil Group became effective towards the end of tha
financial year. Gulf is one of the world's largest
international 0il companics, with widely dispersed crude «il
resources, and it is felt that this connection will prove tc
be of substantial benefit to the Company."

There is nothing in that report or any other indicating a
backward integration intc the refining busincss? MNo, And
no reference to the very profitable venture ~ Fan Eastern?
No reference in reports to sharcholders? I agree., The
general reference I think if one has "eoen through all our
Directors' Reports one will be impressed with their brevity.

Setting out of your own comrany - diagram of Todd
Group of Compsnies? I agree with this, as far as I can say

at the moment {(EXHIBRIT 9).

REXMs There was put to you as EXHIBIT 2 some examples

of product prices, 1955/1959? Yes. You did say that
nunbers of sales were expressed to be military organisations?

Yes, Would youni now look at EXHIBIT 2 and see if you can
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identify the other types of kuyere that arc mentioned?
The Exhibit is headed "Ecompl:s of Ammslength Sales and offers
of Petroleum products 1957-1959",  /nd heading of Column 1 is

"West of Suez" and therce are a number of sundry references

to types of petroleum products, quantities, and names of the

B

buyer, the seller and the - ip which the transoctions -
You have got buver descriilod as Nilitary; another buyer
described as Cannl Company, Panama?  Yes. What is that?

United States Covernment ocwned, a corporation that operatcs

the Fanamaz Zone and is responsiivle for all operations within
the Zone, Those sales to military or canal comcany are all
Government sales?  Yose Do you regerd Goverrment sales as
a reliable guide to market sales? No, special contracts -
entirely non-commcrcial character.,  Only oilhoer roference are
German cumpanies, unnured?  Yes,  That scens to be very
curious under heading 1262 but scems to refer to some
transactions which teok nrlace in 19%% and 1956 -~ Platt's
Oilgram is a merket pricing organisation which ¢ives aay by
day informatlon - there must be somcthing veiy odd as far as
German sales are concerncd,

Something arosc zbout the retaining of on Eastorn
profits in Pan Eastern - contemplation of a proposed refinery
venture in New Zoaland?  Was that possible accumulation of
earnings there a thing vou had in mind in negotiations with
Gulf contract? The whole of the profits were not retained -
dividends were puid cvory year. But there vas a substantial
retention of profits and that was to accumulate overseas
funds 3in anticipation of Culf and oursclves at scme time being
a~rle to cnynge in 2 Mew Zealand Refinery which wos the
initial project on which the Gulf/turora nenotiations
commenced.  The result would be 1f it got to stage where you
and Gulf had started a refinery here you would have sterling
exchange already avallable?  Our share of it,

You sald something in cross=cxamination about the

[

14

{

I8

ol
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Guli/Shell contract, but you did not explain what it was,

at the time when you were first talking to ir Paton you said in
evidence that he did not want any deal that involved stepping
on someone else's toes? Correct, in 1954, 1Now did you
become aware at some stage of this Gulf/Shell agreement with
regard to crude oil productien transportation refining and
marketing? I became aware later, This was Gulf/Shell
agreement you referred to in cross~examination?  Yes,  Just
briefly, what is the effect of thot agrecment?  The

Gulf/Shell agreement - I srid earlier that Gulf is a crude

rich company. Rut the Gulf/Shell agreement provides for, in
effect, a partne:ship between Gulf and Shell which starts with
1ifting crude oil out of the ground, All the profits which
are derived from the cruds oil produced in terms of the
contract are shared betvwren the two companies, Shell does nox
sell crude to Culf in oxdir.xry commercial concept.

DENCH ¢ Does this relate to whole production of crude by
both Gulf and Shell?  To the extent 1Lt Gulf/Shell/Muwait

contract relates only to Kuwait, At the time contract was

signed minimum guantity Chell hed to take was 550,000 barrels
per doy.  And those quantities heve groun considershly since,
The agreenwnt therefore proviced for shurin. of the productien
of the o0il and then it went downstresm to sharing in the
profits of transportation and 1 suppose possibly the lcsses,
the profits in refining, and the profits in marketing wherever
in the vorld that Kuwait oil moved to, larketins of all
products derived from that ihrait oill, At the present time I
understand that the contract which ic very voluminous includes
47 world wide refineries and the markets in thosc countries
where refinerics are locateds  For example, the agreement
comprehends the Kuwait crude which Shall place in the New
Zealand Refincry and cimzrohends th-ot that share of Shellts

m.rkoting profits derived in New Zealand related to thot

qusntity of crudes  So when you found out about this, did
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you presuile thai = Il became clear to me the nce ning of
Paton's remark ahbout stepping on other people'’s toes,

SHORT ADJOURGGERT .

Gulf/Shell agrecment -~ there 1s a reference to it

in 11 C.T.B.R. (Case 53), paragrapi 76 = "Although the
international “mujors"™ were entitled to share in proguction

from the various areas in proportion to thelr holding in the
operating companies, the arrangenonts werce flexible encugh

for the offtake to be varied, Illustrating inter-group deals
in crude oily B.P, conirected to sell large quantities of Kuwait
and Iranian crude to Jersey and [obil and Gulf OiLl entered

into a long term arrangoment for tho supply to Shell of large
quontities of Ku: it crude.  In the Gulf-Shell agreement no

price was fixed hut Sholl agrecd to share with Gulf the net

marketing.™  You inew oi the agreement lony before this

judgment came out?  Yese  And is there also reference to

same agrecient in it Hartshoeen's ook at page 1637  Yes.
You werce asked some questicns by kir White as to

!
whether the formula did not glve you some guaranteed return
and also whether crude discount variations did not give you
some guzrantced retuini?  Just for the purposcs oi clarity -
how did the notion of the formula arise In your dealings with
Gulf 0i1? The notion of the risk in a refining operetion
arose through my concult=tion with Mr Snodgrass wism I have
referred to, Mr Snodgrass 1s an independent refinery
consultant, e had prepzred the project of Scptember 1634,
But he waorned me that refining could be a risky business and
that T w>ould be wise in tr_sting with any crude producer to

get some sort of wrmanvement which could mininise that risk,.
I would be wise to negotiate along those lines, Also looking
at that Caltex 1955 file (EXHIIIT I) (phone conversation

1/3/95) « is that along the same lines as the risk in the

refiner's operctions?  Yes, thal was the xesult of my
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late February 1955 and his scknowledgement that there could be
grounds for proscing for some degres of protection ageinst
that risk, Then when you cam2 to deal with Gulf, what was the
position 1if you never had a formulza for any agrecment with
regard to refinince margin?  Risk would be solely ours, It
would be Pan Eastern's, Could Fan Eastern have got inte a
loss on refining operations?  Yes. It was potentially
possible, In the Caribbean at that moment refineries wore
making a loes.  So whal in effect was secured Ly the

formula - what effect wes the formula goinu to have on the
refinery margin?  Contrary to the Solicitor-General's
suggestion to me thet the formula wes o guarentend return, the
formula provision in the 1¢56 contract did not elininate the

risk of Pan Lastern muking o loss. There was still present

-~

notwithstanding the fymmule a risk of loss,  The effect of

the fermula provision wrs however to reduce the element of

loss xisk and likewliseo on the othor side o it

+h
D
oy
(14
2
el
©
]
o

reduced the profit potential, the profit potential on 2
conventional refiner’s margin. To summerise, it wes a
stobilising provision, stabilising or snubbing influence on
byth sides + loss and profit sides,

Then to conclude this ~ by the lime you were
negotiating with the Gulf on foriula revision, in 1958/59, 1054,
were crude discounts becoming availsble at thot time? At
that time I did not kiow theore were crude discounts wvailable
in 1957 and 1953, I heve since learnad that crude discounts
wore beginning to become available to hichly sophisticated
buyers, By that I mean weople who had knowlodge of world

events in the oil indusiry and dealing with. those events day

by dave

You referred to bir Haitshorn's book: did you
read that book in the wochkeend?  Yes, I stated I had not scen

it, I have read it in tho wooke-ond, Does he in effect
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confirm what ysu werc saying about reluctance of internationzal
companies to get into price cutting of products? Yes, Also
confirms the position of Gulf as a crude rich company.
ind the fact that internationals will compete for products
markets by different ways he explains but not by price
cutting? Yes, 0il company exchange deals = in general how
does that work? Oil company exchange occupiled a very large
staff of each oil company. The exchanges run into
innumerably complex arrangements, Basic purpase of exchanges
are to adjust the geocgrephical imbalaonces of supply and demand,
of variocus products, beginning with crude and down through the
whole producis, There is great mutuality of advantage to be
obtained by oil companies on exchanges.  And that does not
necessarily mean that exchanges are limited to the
internationals = the seven sisters, It is much wider in its
scope than that, For example, in Zustralia there are a
number of refineries located oround the perimeter of Austreli-,
Each owned by o different company., By means of exchanges the
individual marketing companies in one State, e«gs Western
fustraliay, will draw all their recuirements from B.P,
refinery company,  And in turn for example B.P, will draw
1ts Quecnsland requirements from ALFOL Refinery.  /Znd having
mentioned those - that is the situation on exchanges throughout
fustralia in refinery. Saving is in transportstion, In
International scene there may be other advanteges, such as
exchanging a crude oil of a specification which one company
needs in a locality with znother crude oil which the other
company needs ecxch having discovered a crude unsultable to
itself, 1 think it is sufficient to say that exchanges
are a very big feature of the oil industry. And in the case
of Gulf product sales contract is it correct that Gulf
actually supplics gasoline? Gulf Iran supplies Europa with
Shell Gasoline Qnder an exchange arrangement between Gulf

and Shells  First shipnent cane from Abadan and in course
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of contract only one othexy shipment from Ab-adan, For a number
of vears rest came from Shell rofinery at Curucao and in later
years and for mojority of the contiact periad from the Gulf
refinery at Puerto Delacruze, Venezuel: The sale to Pansast
of Gulf Iran gassline would allow Gulf Iran to buy that or

1

any other gasoline provided it met the requirements of Europa

and complied with the quality in the contract, Ly
The Solicitor-General asked you at top of page 87

whether or not the gas oil costs provided under

O

paragraph 5.02 of the Salus Contract wos not a diroct discount
to Eurcpa of © cents a barrel - would you explain how that
came about? I think it was not a discount. Whon the contrac

J

ans in Mow Zealond had reached a certoin point towards
}

L(‘
(-.-
i
r*r
e

ney
conclusinn of the Jdravting, it wis ascertained that it wos
unlikely thot Gulf would be able n fact to furnish Euviopa vith

the quality of gas 0il reculred lo meel hiew Zealand compotitive
g ¢ } f

specitications,  The Gulf provssed that they would meet this
situation by offerine o price adiustiment - compensatory price

adjustiment., Jo owere nowever not satisfied o be coumitted
to toking this dousiful gas oil regardless of price adjustment,

B

/ind as the contract shows nogotiation on thils cuestisn ended
by our taking «iv opiicn only for this quontity of gms oil
but no obligntion to buy, In fzet quintities you got fron
Gulf wcre they in fact inforior? Yes, they were infericr
coppetitively and because of ithe cxchanoe arrangerments Europo
had with other companics in Jiew Zealarnd other connonies
refused eventually to nccept this gas il Into thelr storage
-nd maerkeling faeilities,  This wase 2 negotiated « it wos
offered as a qu-lity adjusinent.

You woere askerd about there being any particular
reoson for the 50-50 noture of the venture with Gulf? A
very simple renson for that ~ neither of us were prepared to

concede a majority control to the other.

One finzl point -~ .ni 17th orch 1964 the retained

297
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earnings were poid out by P Eastern end on 24th March 1964

16 wWe Know Burops shorchnlders palid

(&)
-t
[T
~
‘-
=
0]
o
1
[}

vere pald out
ox of 35% of those dividends,  Mow if vou hed knoun
in sdiarch 18%4 thet the Commilssinnor's decision of June 1663
vould ke revevsed, would y ou hoave paid out the dividends and
incurred the dividond tax?  Individuals would incur dividend

toxn? /nsier s nd

)
s
N
H
o
924

ifianaging Director of the compony

wun there wos o tex 1lability on share of Pan
Eastern's profiis neither ¥ nor any diieatsrs could have

reluonsad those profits in thol: entiyely or dividend

DUCDOSES .
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L am the treasurer of

Europa Cil and also a director of that cumpaony. I an
secretary of 4.4.P. /[lso, rcgarding Europc Refinings, I am
secretary and directer,

It was in February 1903 that the Inland Revenue
Department first saw ycu with regarcd to enquiries zbout Pan
Eastern cond other reloted motters? Yes, /fnd did you at
aifferent times have discussions with v Tyler, the inspector
engaged on the task? Yoo, A b Fhillips also an inspector
and a & Kennerley?  Yes. Also wore you present from time

to time at discussions with Mo Tyler and iir Todd? Yes, /nd

now and then Doctor Lau was also present? Yas, You touk =2

note as you went along of the poionts that transpirod? Yes,.
Th were first o note of my own talks and a note z2lso of

the discussions which lir Todd was cingaged in. In the case where

I had discussicns with inspectors on rny own I recurded notes

4~

after the discuszions had Leon conletod, In the cise of

N

discussions with tr Todd present cnd at times Doctor Laug T

to k notes oo the discussivns prococdud, Mr “yler kept notes?
Hoyg he took no notes at the time,

Co lir Tyler's first two visits he discussed with
you Pan Eastern?  Yes, true. and did you hand over fo him on
the 20th February 1963 the Fan Eastern contracis snd associated

> s

contracts?  Yes, Conlracts in the Case Stated of 3rd /pril
1956 with Gulf?  VYes, find Yan Erstern »ccounts were also
handed over on the 20th February 1963, What you gave hin were

FPan Eastern accounts fox vesr endod 31st Docember 19617

J

Yes, File would contain accounts for other venrs as well,
ind to the accounts for year ended 31st Decemboer 1961 were
atteched fLuditors!' statemcent by Frice Waterhruse?  Yes,
Together with a note attached by Frice Viaterhouse?  Yes,

I producz accounts 1961 I showed to Fir Tyler with other

documents attached,  EXHIBIT /v,  The auditor's note,
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last paragraph reads :=  "Voluntary price reductions on crude
oil have been granted to the cuurany by Gulf Iran Campany,
Prisr to 1961 the offcct of such price reductions wes recorcded
in the year subsequent tu the year of sele; however, price
reductions relating to crude oil purchased in 1961, as well
as in 1960, have been reflected in the 1961 acccunts,"

Did i Tyler take these accounts away to some other
part of the bullcing for the purpose of study?  Yes, e
did he sce you loter in the day and give back the accounts
and also the contract he had bheen inspecting? Yes. Did he
ask any questlon of you with regard to the crude discounts
which appearcd in the 4Luditor's statement and which also
oppeared in the statement of income attached to the balance
shzet? No,  Now when he hod returned nccounts =i the
centracts, did he make any coanznt to you at all?  Yes. He
asked me in connection with the accounts were there any

K

supporting papcrs. I told him iher. were processing stalemsni:
Yy Tylexr then asked for two coples of each of the accounts, the
processing statements ~nd tha contracts, I asked him did he
have zuthority for this, and he quoted the appropriate sectiusns
of the Inland Revenue /ct, I askad iidm also what was the
purpose of his requiring these conies. He replied to the
effect that he wouvld lay his cards on the table and he

regarded the contracts as a discount arrsngement. e Tyler
¢aid that this was his viex at that time and not nccessarily
that of the Departmont or of the Comnissisner. I told hin

T had no authority to c.mily with his request for copies,

with you ecbout Fan Easiern and also one when ir Tocdd was
present?  Ya2s, So thal 2t 20th February he had some back-
ground - had contracts and had the Pan Eastern accounts? Yes,
On the following day the 21st February 1963 there
wis a mecting between Mr Tylcr, :x Todd, Doctor Lau and you?

Yes, + was present also, At this meeting were 21l the
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views on Pan Eastern arrangoment discussed by each side? Yes.

Report (EXHIRIT BB) put in by consent, I produce this

typescript note 1 prepared on 25th February 1663 vhich summarises

discussions with Mr Tyler from his first visit on 13th February

t5 the last phone ¢2ll with him on 22nd February 1963. I
also produce (EXHIBIT CC) a note I prepared of discussion
between Mr Tyler, Mr Todd and mysclf on 14th liarch 1963,

This was also an exchange of views »n the way Fan Eastern
earnings ought to be regarded, ind although there were one
or more talks belveon the partics betwesn those dates, do the
documents EXﬁIBIT BB and EXHIBIT CC really contain the basis
cf all discussicns that took place at that time? Ves.

LT YT Y TN T L 6T
LUNCHES ZJCURN =N

=

.
In February/i=rch 1963 there would have been one
or two more discussicns but the notes produced cover all the
points raised betwesen iir Tyler «nd the Companye Wis there
in due course submitted to the Commissioner a Momorandun of

963 (BXHIBIT P)? Yes. Was there

L8
O
o
$—
A

Mr Todd dated 20th iar
some particular date by which Mr T&ler wanted discussions
terminated and submissions mace?  Yes, he wished to finalise
investigation at latest by 3lst March 1963, /nd he teld me
this wns for the purpose of, if deemed necessary, issuing =
protective assessment, s nd then on the 29th /pril 1963
you sent to the Cormmiscl nor the letter EXHIBIT K? It was
sent by Mr Todd.

Just lookin: at EXHIBIT BB of 25th February 1963,
at page 1, first paragrerh, 3t reads: "In some such
matters I will know no more thon Mr Tyler himself ~ not
present at any ncgotintion - not in my present office at time
of signing of contracts - have only working notes in my
possession)  VWnere is P.E. Refinery? (I do not know ~ it
has the right t» use Gulf Refinery I understand).”
working notes therg referred to relate to extracts fron
Fetroleum Froducts Sales Contract and the contract of

affreightmaent, I had sufficient handwritten notes from iy



10

30

j.\'tu.a ‘-" t"n e
exsainstlion

redecesser on the frormula contained in the contract to enable
me to check the invoices coming from Guif Iran and the Pan
Egstern accounts which we receivoed. The position was T used
to use the formula and involces and my information to make my
own check of what Pan Eastern carnings cught to be in & given
year, If any variation between your estimated Pan Eastern
profit and ¥zn Eestern sccounts, would you take that up with
Gulf?  Yes. Were there any disputes or arguments from time
to time on that matter?  Yes there have been., I cannot recall
any exact dates, Arcumonils about details of accounts?  Yes.

Looking at page 2 of EY{IBIT BB halfway down
paragrzoh - "I have summarized as best I can remember the
various points of vicw (not necessarily in order) as follows:"
Sumnarised means whet? I took notes of the interviews as they
occurred but even at the best of times my handuriting is rot
all T would desire; and heving taken these notes ot
conversation speed I hud some difficulty subsequently in
deciphering them, Put with the notes beside me I did make
ihis summary.
Then turning to page 2, ncar the bottom of paragreph
1 = "hx Tod) referred to the very low cost of acquiring
say a half interest in Iranian Oil Vells - a Producing Ventur. -
in such case would 'w Tyler suggest that the Froducing profit
a discount to he brought to 1Tz, This is obviously

a note 1 have condenscd tod much,  Obvicusly hr Todd would

t refers not to cost of acquiring the

fto

not say this and I think
welly but to the cost of lifting the production, I don't
think anything was szid 2bout low cost of acquiring the well.

brge 6, under heading "Genoral" twe thirds of the
way dovm - does thet refer to freight contract?  VYes it must,
Further reference is to freight rate. Staging point
reference,

During ir Tyler's discussions of February/March

1963, did he refer at ony time to proposed New Zealand
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refinery? iMMr Tyler did refer to the Mew Zealand Refinery
but I am not sure from memory whether it was the February-
March period or later, But in respect of the New Zealand
Refinery, did he understand the companies would have to bring
in either crude oil or feed stocks? Yes, Did he ever raise
any question with you in say 1963, 1964, as to how Europa
proposed to bring in feed stocks? Yes. When was that? 1
think it was some time after June 1963 when Mr Tyler called
and asked to sce that part of the 1956 oogtract which dealt
with a New Zealand Refinery., Could you find this in the
contracts?  EXHIBIT A3 »f Case Stated, That was the
agrcement he asked about aftér June 1963? Yes. He wanted
to see how this agreement tied in with our supply arrangements
for the New Zealand Refinery, I did not really tell him
anything, He recad it and nz said that he saw that it did
not so provide, He thought it made provision for supplies
into the refinery? VYes,.

I see from your note EXHIBIT BB that on 2lst
February there was some discussion with regard to the New
Zealand Refinery? VYes, 4nd (page 3 of EXHIBIT BB para, 1)
Was Mr Tyler's investication in 1963 cencerned with as far as
you know future profits for New Zealand Refinery or with
existing profits in Pan Eastern? It was concerned with
existing profits from Pan Eastcrn, I do not know up to what
years he was investigating - he wanted to finalise by 3lst
March 1963,  fpart from that query scme time after June 1963,
with regard to the 1956 contract, did you get any other enquiry
after say tlarch 1963? No, I don't recall any enquiries
until a long time after March 1963, Until when?  From
memory towards.the end »f 1964 and in early 1965, It was
November 1964 that he enquired about the feed stock contract
with Gulf for New Zealand Refinery stock? Yes. So that
would involve a Pan Eastern enquiry at that point of time?

Yes,
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Over the coursc of 1963 and up to March 1965,
was Mr Tyler and/or ir Phillips enquiring into a great number
of different aspucts of Europa operatiwns?  Yes, there were
a very great number of different enquiries, I preduce a
schedule of differcnt matters that they consulted me about,
(EXHIBIT DD). The list is rot necessarily exhaustive, /nd
could you estimate the numbers of separate visits or phone
enquiries from say February 1963 to March 19657  Yes, There
were in excess of 80 such enquiries, either personal visit cor
phone enquirics.,  And did you in the course of that period
produce to the Depertment quantities of documentary material
of all kinds? Yes. Is it right to say there were thousands
of documents, rcceipts, hended to them? Yes literally
thousinds, Did the company comily witlh every request made to
them for documents and information?  Yes,  Vhen bt Tyler
asked you for a certain ducunent >r docuncnts wes it his
practice to tell ysu why? No, Did he encourage discussion
as to motives? No otner than at the time of his request to
have produced tw> copics of «the Gulf Contract and accounts,
when he t21d me that in his view inoy constituted a discount
arrangement I seldom if ever got any explounation from him as
t~ the purpose >f his enguiry. Or the reasons for it.  Even
though I asked questions on nurner:us occasions, You are on
quite friendly terms with him?  Indecd, on first name temms,
The enquiry was conducted in a cordial atmosphere. But he
would make thesc cogquests but would not say why or discuss
wiiot he wanted?  Correct.,  /ind you say you would examine
his request and whatever it wes you would immediztcly make it
available? That is so,
Now moving to somothing else - some questions were
asked this morning by idr Yhite and you looked at the record
at lunch time ~ regarling ony purchases of gasoline from
Gulf after the New Zealand Refinory begon to operate?  Yes,.

Now what was the last purchase from Gulf under the 1956
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contract? /4 shipment of gasoline which loaded in Povemkber 1900.
Under A2 of the Case Stated dated 10th March 1964, it says
this ~ "This will confirm our agrocecnent that the said contracts
shzll be considered terminated by mutuzl agreement between us as
of the last day of the calendar quarter focllowing the calendar
quarter in which the Refinery at Vhangarcl, New Zealand has
come on full stream, as detcrminad by you and notified to us,
The termination of said contracts shall be without
prejudice to the enforcement by either of us of any accrued
rights and okbligations thercunder as of the effective date of
teraination",  As at November 1966 had you notified Gulf of
Refincry being on full stream in accordence with the terms
of Exhibit £2? Mo, So you were stili buying and treating
vourselves as buying unier the 1956 contract up to November
19657  Yes., /ind can you tell us when it wes that the
Refinery was finilly accepted by the Refinery Conpony as ceing
on full strean? It wos in the third gquarter of 19606, So
it would not be operating ir. 1964 - was there another
purchase of gasoline after the end of 1966 made by Europa on
spot basis?  There wos a purchasc of gassline mode by Eurcna
of Gulf in October 1967 which was purchased in texmis of the
1964 contract. That was a transaction which Mr Todd
regretted in his e¢vidence?  Yes,

I now produce as EXHIBIT EE statements shving
egaivalent 1 half Pan Eastern profits as a percentage of
f.o.be value of gasoline shipnonts inported by Europa for

periocd 1956/63,

TO_ZENCH: Third column is on besis of contract formula?

On basis of formula but with crude oil voluntary discounts
agreed by Gulf, So on right hand side aré percentages ~
if as lir Tyler says the half Pran Zastern profits ought to
constitute discount, then figures on the right which run ué

to 3°% would be the discounts?  Yes,.

i

I now produce (EXHIBIT FI') Table "Comparison of

a0

OOt e

">
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Refining targins® showing movement of refinery margins on these

controcts before and after the signing of the 1656 contract,

TO _BENCH: nre these the actual quarterly results of Pan
Eastern? No, the results wirich would have lFeen obtained by
applying the formula.

TO_COUNSEL?: Column 1 is the refinery margin as it wuld be on
posted prices 1953/59 - to the end of 1959,  Then that is in
accordance with the contract texms?  Vell the contract

provided the formula. Leaving the formula out? Yes,

10 TO BENCH: How do you get the mzargin without using the

formula? The figuwes in Column 1 are derived by comparing

LaaY

47

2o

cost of crude oil at posted price plus refining feoe o
cents with the value of the products which are produced from
refining, And figures mean that for each barrel of crude
processed there is a refining margin of for exemple in 1955,
September, 55,2 cents U.,S. Going down 1957 - difference
between margin earned there and what you get >n fomnula.
1955, September,
You would calculate these figures « with regard
20 to your column 2 - what level of crude discount do you take
into account?  For the whele of 1958 and 1929 discount of
15 cents per barrel except for March 1959 when no discount at
all has been applied, Reason is that up to fizarch 1959 the
posted price of crude oil was $2.04 per barrel and in March
1959 it reduced to $1,86 per barrel. At thot point of time
you would not expect sellers to he selling under recently
reduced posted price?  Correct,  The first period 1955 into

is wr

1956 is before any sctual Pan Eastern operati:ns?  Yes,
Before any contract with Gulf? Yes, That came in in
30 April 1956,  Column 3 de-sls purely with contract formula
and does not bring in extra concessions made annuzlly?  No,
IO _COUNSEL: I now produce as EXHIBIT GG Table to show quantity

of crude oil which Gulf wes able to get rid of per day in

terms of our contract with Gulf,
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TO_BENCH: Where does this information come from?
Calculation defived from gallonage of gasoline.
TO COUNSEL: Now about Pan Eastern trading accounts =~ did

you examine those when copies were brought here from U.S.?

I examined them-enly very generally; I did examine one month,
that of December 1963, in detail. GCould you see that they
followed the same pattern ~ took one month as an example?

Yes, Without details of figures, in what manner are they
constructed? Cn a monthly basis they show first the purchases
of crude oil by Pan Eastern. Secondly, the payment of
processing fee by Pan Eastern. Thirdly, sales of gasoline
produced by Pan Eastern to Gulf Iran. And fourthly, sales

of other products produced by FPan Eastern to Propet. That

is the general pattern of the month's transactions recorded in
the accounts, Each quarter there are further entries to
adjusf the sales of finished products made by Pan Eastern in
the monthly accounts at what I will call a regular exchange
rate to the quarterly official exchange rate, Purpose of
that -~ on a monthly basis the entries are recorded but the
exchange rate applicable to those purchases or sales is not
known until the end of the duarter. When correct exchange
rate is known an adjustment is made tc the monthly entries,
And then in addition you have the annual result? Yes,.

vhich is merely adcumulation of quarterly earnings that have
been established - and then to the extent required the ecarnings
will be adjusted by a crude oil voluntary discount? Yes,

Granted by Gulf Iran to Pan Eastern? Yes,

TO BENCH: How is it that Pan Eastern has no overhead?

There is some and it is reflécted in the accounts, Does
not seem to come in anywhere in the annual accounts? There
are expenses in the Bahamas, not very much, It is possible
those accounts might show interest income on bank deposits
less miscellaneous expenses of $85, There are Directors'

fees,
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Accaants (EYHINIT 7) 4ho 1962 qnerunte - foliing
Decoadbon 19 w I now produce as EXHIEIT B omy writien suimary
of the Decomber 1963 trading accounts,

In that

characteristic month

accounts

have locked at the other yo

vou say although

pat

ern?

Yes, 21l conform Lo

rarticular mo

in the trading

)-4

¥ L
S T

Pan Eastern?  Yes, cxcopt for ihe errors. You
ars contained in Lhe Exhilit and

Sone

2o

o

you hove not d them they follow the

R
Lo the same

pattern,

I have bosan oasloyed by Buropa Grg

since Cotolwy 1931, You said vou are ¢ Divector of Europo
011 and burepa Refining?  Yeoe Do vyou have in omind the

pening paragrarh of EXITRIT BB w» sumory of colcng you
d early in 1903 with o Tylar?  Vos, He o ashod you a
guestion there about incou and you nald -

*In some

such mattoers

than e Tyler hiseetf79

Yes, Ving this on his fivst visit to you? Y00 Is it
correct then that befowe 1963 you self did not know vorsy
such 21 511 about the Por Eeclern srrangemenis? Corxect,
2 I cuppose shareghoiders in tnis cowyny Burops knew evorn less?

T think that is right.

Imon did you first krow of the existence of the
cables ~d corresponddnce retwecon Fuovoeps and Gulf - in 1653
and 195% Lixhitit Bid of the Cace Stated? I cunnot answer.

I don't knov,

isit to you

percentage

'v’""- «

it before or ret

in 19637 T would say About what

torn would Zuropa have oxpocled arcund 193

aQe I L dd J
1936 on an investmont of £50,0007%  Thol would depend the
rature of in? investmont, Vinet ould o the oesdinum roturn e

30 you as treu

that sort of

1

clear

serey e
SO0

I

However, for

good security

surer of I

et

Furcpa would oxpect from an investment of

money? At that tims - I ghonld make it

- 1N [
I\‘;flz,dx)b

A

T and not

RANFAN

i~t treasure 2d a circctor 2t that time,

Buropos to invest such o osum it would reqguire

~1e/
{da

and T would say anad Is that

2



boefore or after tax? Bodore. Is the pesition su far ~s the
payieant of the additionasl Lo assessed s concerned that by

arrencencnt with the Comdssioner nothing has yet benn pald?

Is the Cormlssionor wiiving penzlties 1f it

to be pald? Iodon®™ laxy - oweldld ot yet,

. YA
od'i at poge L1206 tines 15

stern hao sn offico in the Dzhanas and

thal it had direciors and o

10 a fiom of laowyers in the Bohemne?  Yes, Wy there onc

directer viho wac a wmentos of that law firm? Yes. Am I right
.

that no rent was cver paid ror tho use of thoe léwycr's

office by Fan Baslorn? T cannot c.oy. According to the

rn

SR N FIES FO, ey
stonn did il oever et any

L ATy T TR .
{\'\‘-‘12‘ 1/.4.:)..7‘..,“‘»4'})';1'.;) D eMe

4
L

(/2/09)

Just bofore the recess yesterday I had acked vou o

p=3
Ry
o
st
-
3
L
e
o

ceording te bulznce sheet of Pan Fastern, i

o

e ever at any stage hold olzeks 0f 01l wo you said Noo Tz

o
-
o]
<
o]

y

there ony indiciation in records tha
diving any year held any stochs of 0il? Na, Ur
processing cuntract was crude dcliverod Lo the refincsy at the
sule rish of GUIf? Yoo, Ui
ves tho caude processed ol the sxle risk of Guli? Y@z
nosoy? Yose

Were all pracucits takon by Gudf ot thoe refl

int 1s Culf Tran?  Gulf Iran for gasosline and

™

NI Is thers any indiczi/on in Pan Eastern recoris that
R N, a2 S PP N ey g S 3 A . -
30 at any time Pen Boctern coned wwy taenglile assets? o

stern incur any ricrmal comnercizl liabilities other

than to CTulf? No o« ciher than for expenses in th

(v}

2o

Bahamas, {s = measure of those exnensos the 585

o)

georded for the 1661 year? That is o voery emnll amsunt =~ and
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in cuzch yenr the amount: hove Lcen

east double thot -~ “hiich is still

aall

Where necessary In the caninistration

finance divideond Layments?

that when Pon Ensterr roguired monay

I understand

the moneys wore made availaile to Pan

debtar Propet Company.

by Pro

2t under accounts recelvablo,

sf Pan |

Ezctern by

Is the p

Propet injected money inte Pan Eastorn vhen

i
L5t
(2 39

cash to pay dividends? Yes,

<

of the Pan Easiern adminlisization £

simyly a lelcer hox with the siuniiic.n® paper work

~

by Gulf in the Uniled Stovos?

statulory records »i the ¢

shar h lders® moctings were held

sccounting records wer. preparcd snd kept by Gulf,

(]
it
-~

United States? For nceounting

[g¥]
o

y-

1956 and 1964 contricis as far as I

v
o

>

~<
vl

Povosome guozstTions acoud

Exihibite to Cane Sloted - Trdcessing

ihe 195G processing

I d.nt't

and inc

be

pote

Ll

rarans Couet

T 3

biloe el

(‘)‘i"\ Levrm oo b A AT et
L0 INERTORVECH ol ~ SR PRGNSR A S 44 1
SR
e law e A
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fna this reducoed the

Eestern did Gulf

sul may

range to at

oant,

from the

accounts

ancguns ovling

61

tinsn thet

's to make dividend payments

Usn Eastern's

Pan Eastern neseded

a

nrchinery

O

LASLEIT

suppdicd by Guli to Fan Fastern specificd?

clause 2,01 (7).

r

v?  Clause 2.01 does not o oclfy

Could the crude ¢ome fron eny source chosen

w

Whintovoer the Ly e or source of th
posted prices Iranian cyude 01l ex
Later there wwis o cre.

initially.,

crude discount- (Clause 4.01).

a specified refinery? Mo, llas that

1

crude, wo

Dar

1

[EICRRIRANDA

)

t

given

N

ontract

£
A

ate

o

19

Y

2T

faix

that the

think so,

dircctors

Summary

- Y
A

tahemas was

In terms

poper wori invalved was it virtuelly all done in the

rrovisinns in

b

(\L

~ e

a

Conoernad,

[T I
e Ui X

5

e of crude to e

Iosk at

dal do you

v Gulfs Yes,

vodid for at

voluntery

Was crude to be processed

Yese Is there any recnid in the Pan LBastern document-tion

R ST . )
cyoo of crudo,

to show whal tyr-e of crude was oppropriated to the processing

c¢ontract? MNo

Is there any record

tho Pan Eastern

left completely to Gulf?
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docunontatisn to show whire the ciude was processed?  Rot in
the documentation that T have scon, Vors Fan Cactern's crudes
and products ever physically identified to your bnowladge?

Mot to oy knowledgoe, Boferring te these detuils T have asked
about, was the resson they weie not recorded thot they were in
foct irrelovant? If I take your cuostion correctly you say
the crude oll used and products vroduced were irrelevant,

No = you sald type »f cvude was never identified in recorndo,

the source never iontificed, the rafirery n-tlonally used wacg

never ddsatifl

od = and iho crude ond nroducts thornselves

« I suageet %2 vy thot 2all thuse detalls

falr 1o say that 31 Pan Eastern nooted o do wes to zpply the
fommla in the procossing conlract 1o & speeifiod guantity of
crude? It would dn thatl in oxder to determine the awmount of

refinery cavrinng, fired from ot dld It deducet the cost of 2

specifiled gurontity of ciude? o i1 docs not vork quite thal
VaYe Perhinps youv could oxilain 30 the deteils T have asked

aboutl and wviden ore nol roonrded in ban dastern -~ if they are
televant oYy oare they ol in recoride? The 1ecoxds which I
have saen are not compqlaete recordo, Ghesoare ihe end result

accounting records, I heve no knowledge inel this is so, but

in order to moke ihose entrics in accounling rocords which

st be viuchors consicdonuent notes and the

1ike to gupporil them, Could the specificd gquantity of crulc

to Le processed be sraiven al by pnltinlying by four the

nusber of harrels of gasoline su plicd 1o Eurya?  Yes,

So that gives you the guantity of crude?  Yos. Is the

price of thot erude siuly dolemuined by applyin: clause 4,01
subject to any voluntary discount? Yes, s the processing
fee static at 47w cents ~er boryel of crude?  Yos, Was

that not 211 the inforwotion that was needed to apsly the

formula prafit?  That s 211 that 1s nocded to caleulate

the formula crofit, vos,
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vwher i1 never fnew what crude it had boughl or where 1t wos
rofined?y 1 don't know that it did oot know what crude wos
brught or whexe it wes refined,  These detzllis are noi
disclosed in the records vwhich T hzve seen.

BENCHe Vell whe wnes there to know?  The percon who had

access tz vouchers and other base recheds in Gulf erganisation.

That would e a CGulf officer,

o
_".
1]
=]
5
-
Y
5
el
=

I1 is the claim of Europa that Pan E:

1 .

refining business - in the light of the infonaciion of Fan
Unstem recurds avallable o Buropa, how can you say that Pan

.

Eastern was in the refining business?  Whon Durcpa never knew

]

what crude Pan Enslern had bought? O where it vas refined?

T ihink perhaps 1f feasible I coulld answer thet by glving e

R S I, 3 A WL 4t . e ey
Lacioround e ony undersvoniing of theso rofinery processes,

St e e e 4o U
T o fomilizr Jith the Ve Yooland redivery zccounting svaton,

M Todd hias soid in evidouce thet this s o con

LEOCESS And thot thore s no ddentification ¢f cash of {he

porlicipating companics crude ol or

ocd stocrs, The Abadan

. vorot PR e T i lamed oon oy A .
refirery which yrocessss T ounderst-n! this Iranian crudae,

referred 1o in these ¢ niraclsy hus ¢ cap-city of sexmething

and Hricesszes o nunhber of different tyvres of crude, The
only v.y in which I would be able te sct up ion Dastern's
gecounts 1f I had that resooncinility oould be ot the time
gasoline was rmrocossed for Pan Eaciern, or for sile by Pan
Exstern, would e then to detorming the amount of Irznion

~

crude requinod, the vield of products in accordnnce with

clcuse 5,01 of this contract, the gricessing fee noy-bley and

I would then make simultancous purchase and sale @nd
processing fee entries, I think that procedur: can be
recuonciled with what haprens in the New Zealand refinery.
That meane this ~ that you know Lo nusber of

barrels of gasoline that Furoa goley, multisly thot by four
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andd tabe trot notional conount of crude 0il?  Yese niel that
is cherced at formula in thoe eccounts?  Mell the crude is
charaed = Gulf crarae far thot amount of crude »n that formula,

rnd the rrocessing fee is wlso charged at tn. contract rate?

Yes, tultislying the nunler of barrsls of gascline by four?

"

Yes. Vo gyet the crude process?  Yos.

Jnder the oontracts thanmselves, did Ven Eestern
pvay for the transportation of crude from the
te whercvor it was refined? Thone is no such chrrgo, Was
this cost met 'v Gulf? If there wos such o cost, yec, Viauld

the effcct be to reduce the sale orice of crude 1o I'an Eastern

@S on all fe0ele basis? Yoo,
Viell of CGulf were delivering czule to the rofinciy, it
really eruntod f.ocbe rates o colefe Tates? Yoo, i)
understanding however is that - I hove no resl hnvwledge -

is thal /Abadan refinewy would bo pirocessing

1 there would probably Le o frans ort
tronceport costs somawiioce? ooy Lo oa g ipe line frowm
refinery « I am n-v sure on this,

of crude oll) <u1d to

PIL-EASTERN herounder shall be deliveraed by GULF ot
sole risk and expense™? VYes.  Does the contract therefore
envisoge that Gulf would incur costs in getling this crude

rrices tu o refinery?  Yes. Gulf

L

which 1t sclls at posted

are ohligated to do thilse

TO_BENCH: Even if 1t goos Fy pipe line, isn't there o charge

for each crude oil comrany using that pipe lin: for refinury?
I can’t answer but I thirk analogy is that if instead of
going to o rofinery it went £ a ship there would also be a
pine line chnxge to o shiyp- but posted price is f.0.b. at end

of the pi e line =« from fizld t~ ship lasing jetty or wharf,
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TO GO Did Culf have pover to dolecate the rofining of

Pan Eastern’'c crude? Clauze 5.017 Yese So far as records
show, did it ever delegate? I don't know.,  The reccrds do
not shovs,

“Turning to the volume discounts (EXHIBIT A9 of

Case Stated) does it provide & volune discount for 1958 of

20 cente per barrel? VYes, Doz AlO provide a

~ g ..

discount of 9 cents for 19597 Yess  And tutning to All
does i1 yrovide a <imilar discount of 13 cents for 198072

10 Yes. .. Did these velume discrunts bear any relation at all

with actual discounts on crude granted over that period in

the narket? I have no knovicdge of vhat actual cis counts may

have been granted in the markat, Is the position 1h:t these

'-
i

y

lizcounts were such as wos reovired o achicve the coreed
goal of 2.5 cents por gallon on Europa's ¢gnsolin. supplies?
Yese  vlould you lease turn to the 1964 feed stocks suprly

)
i

contract (EXUIAIT B). Thore secm to re two ges oile jrovided
for in 1he contract — one in Clause 3.00 | cae 3, and the
other clause 4.01 rage 5 = Yes. Ts the first a {red stock?

20 Yes, And is that a row gas 0il? It is norheps more correct

referyed to in clause 4,01 g yofiped preduct? Yese Is

thare a considerable difforence in quality ond uganili

s

between ‘he twe gas o0ils?  Yes. Firsl gas 0il in clause

w

.01 reauires further redining btefors it is suitakle for
concumytion or utilisation in the naviaty -Is there
accordingly a signisicant difference betuween the cwrent
posted rrice of a refined gas oil and the v-lue of the feed
here is a differenca I kelieve,
30 I don't know whethicr it is subst-ntial,

TC_2ENCH:

td

f 3.01 had to be through znother rrocess it would

be substantial? I am not surz,

10 _COUNSEL: tould you leolr ot clauese 7,01 paragrajh (d),

et rrovides for the jwichose price by Europz of
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Y& i le the ¢us 0il noferred to

Gas 0il, o refined qgns 0il? I
donti know, sy infowmatios is that it 1s & refined gas

oil, and if we accenwt that ior the moment, reference in (d)
"for gas cil, irrespoclive of grovity or the ;ort of loading,
the lowest posted price far 53/57 D.I, Gas Cil, f.o,.b.

Abadan, lrar, as repcrtod in Platt's 27 lgram under the heading

(",

dle Tost snd Far Eesl Hofined Froducte Iri

exproscad onoa ooy bareod bLasie, whlor ls in offect on the
10 date the tanker comaences o load;"? Yes, Why would
Lurona refinine pay 41 its {e.d stock gas oil at posted

prices for rofined gas oil? I was not involved in any

negoliations to do with the contracts, I cennot answer thet,
would you now turn 1o the rocessing Contract (Hxhinit BS

Case Stated) Clause 5,00, Clause 5,01 we imov awilies the

1

resale price ol crude 71 Pan Esstern to Guli to the su-nly
price fiem Guliex lo wops Refinding. ls it ordinery tusiness
rractice to hove a covsowayls sale parlces subjech to variailion

.

by two outsids partics? I find the quostion difficult - in

20 ordinary busincss transacltions provaibly not - bt this is
refining operalicr. In this ooer-tion 1 do el really sce
anything unusie:l in it, Yoo hiove ho  lot aiont refine:'s

how the verizas coniracis come to e cigned 2t vosted prices

vilin ihe understandin, that iater discounts would be arrangod.

I think what he sald 1s ithe answer 1o your cuestio

ol
L]
w
@]

.

these contracts must 2t all times be read suzject to the later

30 Is the positien in rosiecl of the crude that was

sold by Pen East to Gulf and equivalent in suantiiy te crude

1
[
[}

by Gulfex to Europn this the position - the contract
originally nrovided for a 15% profit to Fan Eastern which when

doul-led whuld give Euro a the equiv-lent of a 15% discount
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155 which vins on crude oil only

Has thot profit then doubled
under clause 5.0 or clause 5,03%  Yes, Did Europa then
effoctively through Fan Eastern got the {ull 1947 Actually no.
Because of the letter variation?  Correct. Following the
letter variation, did Europs aet that oxact 15% partly through
a direct discount?  And the Lalance throuoh FPen Enetern?

That is the net e¢fizct on

Turn to cl-uce that show that

1

the naphtha and ¢os il jrices rre irrespective of gravity o

he refinery loading port? Yes, Does it follow that the

price paid Lecars no oo o thz quality or souice of those
feed stocks?  Coxreoct,  Undar 1the feod stocks supply
contract are

Refin'ing for

«chedulcs?

csked about cract specificsiinns, hese speciiications In
1

the controct axe tyics)l ond 1 undercsiana that what is

reccived is in accordince wilb the iyrical specid

ications.
It may not bLe eunct, For ex-m.le, the API gravily of

ot out in the schedule Lo ths contracts as

e
w
wn

naphtha

0
-
-

65,3 wherea think shipments recrived heve gone up to aboutd

67, Are there rany grades of nophthas and ges 0ils apart
from those spceificd in the schedule? T understand thoere
arca Can you say why no siecification of such standards in
the processing contrect?  Noo I coan't caye  Would you agree
that the processing c-ntroct was concerned wilh the end rotuarn
to Fan Eastern desired by Llhe parties?  Only zs one aspect.
To the extent that no standards wexre specified was it not the
sole aspect? lice Vould you plense =yplain your views on
this?  Processing contract provides for the purchase by

Fan Eastern and processing of crude and feed stocks,. The

result of this operation is a nrofit to Pan Eostern - that

is whot I mean,

1y
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Look ag-.in at clauvse 4.02 BS, paragronh (a) at

foot of nuge & - under thot provision was the crude required

I

-~

ote; +.th

.-

for rrocossing into o berrel of noshiha logether

rrocessing and other cheroes to cost Pan Eiostern $l.46 with

1oNG0es?

o

an adjustment escalating with the

one hundred

Yes, In its records did Pan Eastern =ascsume thet

of

bazrz preduned 16 barrele of nophiin?

¢l

o
pe)

srude

Something like 6 of cruds for 1 of naphtha?  Yese  Have you
ever been zble to buy & Laorrels of any crude and heve it

answer this

oy,
LA(,:?'

refined intoe hiho for $1,467  Perhaps 1

woy - when processed & berrels of crude make 1 barrel of
nophtha and other producis,  So far os cost to an Lastern
was concerned did it noil poay $1.40 for those 4 barrels plus

"

.\\IO v

~

5
/s
s

processing Lalo nuphtha it

4

barrels of crude, ot the rice for the pexticular crude,

Mot gpeciiied in so meny words in the contraci,  Tne

resulting vreducts fxom Lrocessing orole are soldl by ian

Eostern Lo Gulf and this overation results in s profit to Fon
20 IV put what does it poy for the 6 barrels of crude?

of 15%. Pes boxrcl
O 1f you 1

clouse 4 agaln -~ is

I= ¢l

Gulf equivalent in

- e

o read

No, I do not

~
o

30 two lines on page 47

crude olls purchas
petroleum rraqvcts"?

products and not feu

v

I

Se

4,027 "The

old by Gulf to I

it thet wo

sosted rrice of £1.5¢ less tne discount
? Yos, per bairel.

2ol cars fully ol Lo provicd ons of
there any reforance to the payaent by

irices icr lho crude involwoc? Yoo

ause 4.0l concerncd solely with crude

an Ezstern then resold by Fan dostern

quontity to the crude supplied to curoepna?

Vould you look at the

[

’
.

last

Yese Docus that say "Payment for

hercunder kut not manufactured into

e

Yese That would refer to finished

d stocks, ovld you look now at clause

arount per barr 1, f.o.l. refinery londing
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port, {(including the cost of the crude
thoreof ond 11 other sutininss ™ Yes, ind doos that not
include in the cost of crude © barrcls where one kbarrel of
nevhtha 1s swriied?  Nog T do not read it thot way.

In the Pan Easiern rocords heas o charge under
clausc 4,02(d) ever Leon made by Culf to ban Eestern?  As
caxt of the {totel chirgos wode by Suli to Pun Easlern, ves,

Is the position this, thet when there was a supnly of crude

hat ol bastern

ks
H
O
D
I
—
jou)
Q
-t
o}
ot
o
=
by
[
-~
o
)
<
&
@
NN
Ld
o
=
&)

wie charged at tho posted price for barrels of crude involved,
sesuming 100 horrols of cxude would prodace 16 bairels of
naphtha, wes there then a jproccscing fow charged?  Yes,

ts Fan Faslorn? Yog,

Lad was
So em T ricnt thot uwndor son Lestern recsuds there was no
atlernt to charge iIn relailon o naphihic a base price of
$1.46 por borrel edjustel »o o auvided in clausc 4,027

1 1 N

S T ' R B L L v i e - 1. N D R
WLt WoS ot COErger Lo ran }T',?.‘SJ(-GIn as such but _LL Yio8

1

includzd at the cosl of 5142 por barral in the coel of crude

)

and the processing =id Ly Pen Fasicun, Pernq o 1 ocould

comments cost of crude recalred 1o proeduce tho nophtha and
the processing feo on thoet cuvantity of ciude added together
give a toulal cost of roduction ex siucks, The amaunt of
naphtha produced and ihe zmount o

at a cost of production »f 21,40 yor barrel ~na §2

rer barrel
respectively,  The value of the nophtha and gos 211 is zdded
together and comcored with the totael cost of cruse and proces:aing

bl

fee, Differonce is 1he cost of producing the zd’itional

middle and heavy voducts from this crude, The naphtha and

gas 0il which cost Fan Costern to nroduce $1,46 ond $2

respectively is then sold by Fan Easicrn at the ; rice provid
in the contract, The additionsl products procduced are s3ld
by Fan Exstorn to produce a profit zquivalent to tht received

on the sale of naphtha and gas oil. Was there any authoriiy

under the contract for chaveing o vrocessing fee of 20 cents
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Lrans

por barrel? I think it is dwplicit in ithe oo

booe cost of crude il after alinuving

$1.35. A fec 0Ty

makes the cost producing from cach barrel of

The cost of procvcti is 51,46 and

on of narbitha

Vot e IO T TOC B 08 VO R O ¢ -
have beon bold thoey Coll wer

supply ges oll,

.

should be acceplod instesd of = quantitative 11

thet there couid be an ceumiiic tenalty

I vrddcrstand thils was strack on basis th

weighted disprosoriionately agains

ih~ proportion of

J

" R
the exiactod reaivenents

gas oil and naphtha, These yra, ortions wore

one boeryel of gos oil 1o 4 larrels of noph

1

produciog one/fitth 2f a Lorrel of niddle 2istd

the T4 20 conts of

COST I

of naphitha tho cost of which fe¢ Jlo40 i trprox

40 cents ond $1.16 o) Lo 51,55 viich is

cost of the crude oil and the yrocese]

You told us wheot was aone wnder iho

fon Bestern ~ turning now to clauce D.02,

L

relationshin between the iue of th

PR DI S DO .
il r.r,’Lc’.L},G A

products =nd tho omount Loyaplc forx

Yes, I have loshed at whis cuesti o, IS

the pric g are cuite ol

market volue. Salus kack by Pan Eastern t> Gu

take on exomple from 100 barrols of crude

> rofin

stock and products.  Europo thok 211 except on

Under clause 5.02 would the value of that one b

agree but thatl never Was the positio

hrppens,

of each barrel of crude taken by Eurcpo

for rcemnining preducts?  Europn would take the

for 15 per

In the noootintinns it vms agr

lueing

th

far 23

L

-...’\ 'l

trct, The

cente is

2d, This

[$}]

»

cride $1.5

the cost of

e reluctont to

mitation on ga

at processing

t Lhe gas oil

¢

of Hurona of

to bo

The

¢t of
llate dividing
4/5ths

matzly 31,16,

y the

contract by
re

PIRG4S
Y

o orerliding

ase to Fhaodr

1,

et into feed

e barral,

arrel have to
I would

n that the more

vhole of the

Lo A
un."fi T

a~d that there

[

2

the less wes avallable
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naphtha, part of gas oli, small art, and none of the heavy ends,

Proportisns were known in cdvence bubt 1 think {rca Oulf's point
of view there would never be any chance of thelr being left with
one barrel, Am I corrcet that the value to be put on

remaining products variod with the propsriion of the hbarral

of crude taken by Europa?  Yes, but there wes little variation.
Were the romzining prodvets under cliuse 5.02 over identified

as Lo tywe in the Fun Eastenn rocords? L thin: they were

only identified as micddle distillate and T think ithe word

used is "residual'. L ate, part only going to
Europe. Gos 0il is in midile distillate category = I reorrcud

them s the same thinge Was it unnecessayy to idoniify then

because the ohject of clause .02 was to d-ouble the Pon

(\

Eastern profit?  They must bhave Laon 1dcntified_hecause I'an
Enrstern sold then - thoy are not idontified in any vecoxd that
I have seen. Vhatever thelr idernitity, did Fon Eastern got
the amount necessary to double the profit? Yes, 1his

L3

question of doubling its rrofit wmoy be 2 fine polnt but it doe:
not double its profit., The effect of clause 5,02 is £ make
available to Ton Exstern o nrofit equivalenl te thzoi which it
earns on the naphtho and gas o1l selese  That is from the
other sales Pan Eastern doubles its profit on the nophtha

salas? Correct,

u'{\r H

N

auld you look at clause 5,03 of ths Frocessing
cntract, 1964 (EXRIBIT BS of the Case Stated).,  Under what
circumstances would 1t be necessary to invoke thet doubling
provision? I would think in the circumstances oy suggested
that is where there was left only say one barrel. Would noat

clause 5,02 cope with that situation? I would think it would

be unreal,

10 _BENCH: But would 5,02 crpe with it?  Yes, it could cope

with it,

s "huld 5,03 have to be invoked if Europaz had taken
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crude only during the peri.d?  Yes,  Had the crude rofined
in New Zealend?  Yes, o bituld 5,03 have to ke invoked if
Europa had taken «ll refined feod stocks and products?

that wut if theoretically that

Europn 1s unable to do

hanpenad, yos. For all of Eurspz refinery's purschases under

the 1964 contracts, are there two prices, first what Eurona

pays Gulfex ant sccond wh-t Fan Enstern pavs Gulf?  Well,

as I understand it, Pan Eastern docs not poy Gulf o1 Eurcpa

purchases, Lre they parcilel coniracts?  Yese Does Europa

get through Pan Zastern an amount cqual to the diffcerence

between the two sets of prices?  Yes, that is the effecl.
Looking at EX@IBIT X (box of Pan Eastern accounts)

js therc in respoct of the month of Hovemkber 1644 a voucher 11/1

datoed Novembor 19th, 19647  Does voucher 11/} for ilovembor

1964 at vage 3 record in respcct of date 19th Noverber 1964

o sale of Kuwalt crude Letwe-n Pan Eastern and Culfex at

$1,59 pcr barrcl?  Yes. Docs voucher 12/3 for December 1564

at page 6 record a sale of crule {f1om Fan East to Frorel ot

$1.43 per burrel?  Yeos.  And ig that shown as a revises

voucher?  Yese  Comparing the two, does there seem to be

o)

revision of the first voucher roferred o7 Yose Is the
socarnd voucher statod to hove besn rogistered in December

19647  Yes. Each voucher has tws dotas, formal

=

sgietyntion
in centrel Culf zecords I resume is tho seeond dite? 1 do
not know, Is the difference in price botwern these two
vouchers 1€ cents per Lavrsl?  Vos,  Does lhen this secand
voucher record a discount of 10 per cent. on the crude which
was cquivilent to the direct discount obtained from Europa
Refining fr-om Gulfex?  Yes,

ir Todd said in cross-eXamina£ion (page 147 1line
2U) - "ihen was it decided that the discount should bLe 1099
I think from remory that was decided at thoat further meoting I
had in Pittsburgh - I thirk it . uld coincida with the OFEC

Conference vins vver znd I went btack, I think. It is hard t>
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identify the trips. I feel rretty sure that the discount
Y ! ! )
negotiated wis noo tiatea 1n person by me. You have ns
recora at all?  Well if I c¢.uld have more timg io identify
the discount lettor. I am now looking ot Bl, ifarch 1965,
2 9
Yes I was in Pittoburoh ot that time. dos it egrend akont
that time? Nog in loreh 1065 - I a sure of thzt," The
’
voucher you have seen refers to discount of 10% -s having been
recorced as of Hevember 12th -nd reagisterced in Decembor 16647
Yes, Do vou agre. that i Todd must hove been wr-ng when he
10 stated the discount wes Fiwcd in {bhrch 18657 ho, I think

1

the voucher thot we just lookad at is a pre-~printzd form and

it has on it pro-erintoes the woxrds "Registered in', The

discount of 16 certs was 2greca to in a letter catod 16th

»

Parch 1965, (ViIq11 B1), 'With effect from Z,ril 1, 19064 ,.."

1

(s2cond sentence, paracrzch 2). I would take from the voucheos

vic hove evamined, in spltc of the fact that it shows roenistere:
December 1957, ithat vsucher is retlros octively giving effect
to this letler,

TG _BENCH: Thot is that although it hus ihis date on it it

20 was nol mode out 1111 subseotent to Farch 16th, 196572 Yes

it secms i-nzast's boaks wmoy have beon kop

i

t oLon over that

You say we cannot rely on dates recorded in

In general T think we could r.ly on them but it
seems to me thet this 1s self evident thot this wes made nut
retrospectively,

TO_BENCH: In the light of Bl the vouchers which show
registrati-n in December 1904 must have beon made out sussequent
to HMarch 19657, Yes, Or during ilarch 1965,

30 1D COUNSEL: Is the othor possibility that betwecen first voucher
of Novembier 1964 and the second registerod in December 1964
the discount w:s agreed uwpon?  Not in the light of my
knowledge; 1 cannot say whether that is right or wrong,

It is a possibility but not in the light of my knowledae,
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In cach quarterly stateu.nt by Pen Eastern is there
a factor adjustment?  In respect of prices?  Yes, For
exomile, 1n voucher 1/2 for Januory 1964 relating to last
quarter of 1963 is therc at page 4 a cslumn headed “/djusted
rrice" and then in Lrackets 1.016240?  Yes,  How was this
adjusting factor in ©rn Eastern vouchuers arrived at each
quarter? T think the metier is cx laincd in the paper wnich
was produced yesterdey covering the December 1963 accounts but

. nonth by nonth basie the Fan Ezstern accounts

]

briefly «n

”

10 record purchases of crade and precessing fee and sales of
products, Those ir.nsactions {rom the three m nths >f any one

quarter will show a profit to Fan Eastern.  That profit is
then cowpared with tho formula profit, ind an adjustment is

rice of kerosene residuvzl and distillate,

i

made to the selling

to

—

ropet su that the (uirtorly profit in van Eastern
accounts is ecaqual to the frrmule  rofid, This is provided
in the contract, aned wgs lhe ratls of first set ¢f selling
prices to rices needed o get thé foraula wroril, the
adjusting faocinr in ihe voucher?  Y&s in thic case 1019 -

20 an addition of 1% in other wordse  This adjusting factor

thot apprars guerterly was simply 1o produce a cesigned rosult

and had no business roality? It nroduces the fermula result,

next to volume discountss in each year the

fatn]

discount ic a round nunbor of cents ox half cenls per barrel of

crude?  Yes. jow waos that figuro crrived 2t? I can only

say how I chochked the figure. The forrmula profits disclosed

in Pan Easlern acecounts were cemsnred with a calculation of

profits equiv-lent t. 27 cents jper gallon of gosoline,  The
difference if such czlculation rroduced a greater profit was

30 then divided by the number of barrels of crude processed
during that year, ond the result is so many cents discount,
In that calculation would you have ended with a number, a

large mmboery of decimnls Instead f -n excct number o1 cents

por barrel? Yes, And did Prn Dastern and Gulf simply stick
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to cents and holf cents iowing that whot was under sne yvear
would bo over the next and would belonce out? 1t appears to
me that that is so.
You told us how this volume discount was arrived
at: wns it necessary to have the culex flguring recorded
in EXxHINIT X to produce » pre-arronged profit? I cannot
agree with the term "pre-arvanged profit", Till the ~ctunl
results were known it wae not nossible to determine whether
the cruie discount is reruired or not. Would it not be
possille simly to arrive at a profit for Fan Bastern of 2,5
centd per geollon on Eurc.a's gnenline and then double it?
No, pbecause 'on Eastern profits nrise from very bricfly

purcheses of crude =ng stles of

[

vroaducts, It 1s necessary

then t: hsve accounts recording those trensactions and
processing fces. /ot it it wore possible to simely multiply
quantities of gasolinc Ly % cents thal exercisc does not
produce profits, Dovs it produce the sqrme amount of profit
as the aritlunelic follawed by ' Eastern? Yoo,

Under the 1964 controct, did VFan Eastern end 1.
viith a profit which gove Europa through Ion Eostern the expecto!
profit on its jpurchzszs?  On feed stock purchasel?  The
term "expected profit" worries me 2 bits il gave the profit in
accordance with the ciriract,  That could be caleulated os

sarallel

you s~id earlier sim:ly by comparing prices under o
contracts, the feed stock supply contract on the one hand ond
processing contract on the other?  Yes, but the calculatior
does not produce = profit,  The purchases and sales did?
Yes. Calculation hod i» be based on purchases and saloss

In its recording did ion East strictly follsw the

1956 processing c¢ontract? As far es I know it did, yes,

Look at EXHIBIT A7, liocessing Contrcct, Clause 6.04, page 5
does it record that ihc rrice 1o be pold by Gulf for kexosene

residuzl is ihe lowest posted Caribbean and
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Far Egst refined products prices? Yes, Turning lo clause
6,08 ~ for pricing jpurposes is the quality of the products

as set out there? Yes, Did F:n Eastern in fact adopt

fode

Caribbean posted prices for those rroducts?  If I upderstand
the question correctly it relates to products sold by Tan
Eastern to Gulf undc 5,04 and were they the prcducts as set
out in clause 6,08, From memory from Fan Eastern accounts,
the accounts show kerosenz distillatle and residuzl but do not
recall them showing the spocifications set out in clause 6,08,
My information is that instesd of the distillate qualily in
6,08 Fan Eastern used Mo, 2 fuel? Instead of distillate

43/47 D.1, gas oil? I cannot comment on that, 18y

oY)
4]
@
a
.
(8]
(o)
(92
~2
kel
jo3)
3
T3
o)
oy
o
N
i3

nrice b

information too ‘s that the
was Abadan not 1he Curibbean? I comment ... Do you know

if that is rioht? I do nol krnow. The price in accordznce
with clovse 6,04 to be paid by Gulf is subject to adjusiment
upwards or downwsras so the price recorded in the accounts I
would think would not be either Caribbean or Abadan or in fact
any quoted source referencc. Is your answer that vhatever
itd not affect the position becouss
the returns were ihen cdjusted by the formula?  Yes,

In its recordiing under 1964 contracts, did Pan
Eastern assume a onc pser cente processing loss in the refining
of crude? Yesy I think thel is right,

Do you know from your examinaticn of Fan Eastorn
records what Projet did with the remziring products? o,

I show you voucher 1/2 for January 1963 relating
to last quarter of 1962 (EXHIBIT X). At page 3 does it show
sales of middle and heavy producls from “an Eastern to Fropet
totalling one million nine hundred and forty four thousand
five hundred and fifty two dollars? Yas. At page 5 does
it show sales of the products in question by Fropet to Gulf

Iran for $1,774,9627 Yes,  If that is correct, if my

Ohlestorts evide oo
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arithmetic is right, on that transacticn Propet lost 316945907
Correct, My informaiion from records is that Propet's

share of the Pan Eastern nrofit for that quarter of 1962 was
$169,590? I cannot agree on that, If that information is
correct, does i% show that in that quarter Propet lost on the
resale of remaining products the exact amount it gained for
that quarter through its shareholding in Fan Eastern? If
your calculation is correct, it would appear to show that,

TO BENCH: If that is correct, does that mean that it in
effect gave its profits frém Fan Eastern to Gulf by a
reduction in the price Gulf was paying for the products?

Yes, Gulf Iran,

TO _COUNSEL: Does your answer depend on value of those
remaining products at that time? No, I.do not think so.

If figures shown me are correct, they record what actually
hapj;ened -at those values,

TO_BENCH: Propet sell to Gulf at an artificiol price
irrespective of true value? I don't know if I can answer
that., The difficulty is that I do not know what true v:lues
are. First a sale by Pan Eastern to Fropet which uppears
from the voucher to be slightly in excess of the posted price
at that date. And then there is 2 sale by Fropet to Gulf
Iran at a lesser price, I am not sure which price could be
questioned. But it appears in any case that Pronel pays
Pan Eastern a certain price and then in reselling to Gulf
Iran 1t discounts that price by the amount of Propet profits
for the period? That appears to be so,

JO _CCUNSEL: According to my information the records of Pan
Eastern in respect of 1964 show no less than five different
prices having been recorded for crude under the Pan Eastern
arrangement?  Would that surprise you? It would, yes,
Rather than take up time, I would like to check during the

luncheon adjournment, I don't think we have a copy of
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the accounts to check

Now about the intervicws you were involved
with Mr Tyler in 1963t  did lir Tvler compare his notes of one
interview witl, you to see lww they corresponded with yours?

7, KN

It is familior,hut I capnol really recall, AL the

interviews themselves we have it from iir Todd on page 91 of

the Notes that lir Iyler msy have made jottings hut he did not
sit at a deck, would you agree with that?  Yes, Would you
look at EXHIMIT BB, at coe 2, fourth paragraphe You refer to
having summarised varviouvs joints of view; do you still have
the original notes of that interview of 21st Tebruary? Do,

It was my practice to dictete notes as soon asz possible and
not keep originail then, I took a note at the 1ime and then
dictaled this swanary to my typlsl from the oxiginal notes

i

and then degireyed the oricoinal notes, In your eviacnce

e

yesterday {rage 162 line 2 ) referring to EYHIRIT BE « "I

produce this ~onete T jxerared on 25th Februsyy

1963 which sumraclses discussions with bMr Tyler from his

first visit on 13th Fobrunxy to the last phone ¢21l with hin

on 2¢nd Febiuwary 1963" « is 4t falr to say ths se

wn

memoranda (F RIT B3) wen prepared from your recolleciion o
at 25th Februsyy of the vorisus interviews you had had with
Mo Tyler u to that time? No.  The interviews which I had
vith Mr Todd present I took notes of at the time, Intervsiews
with iir Tyler and nYS;]f alone I made notes after the
interview, thy did you ncod to prepare a summary if you
already held notes of those earlier interviews?  For the
informaticon of Mr Todd primsrily because my handwritten notcs
were indecipherable to anyone else. Were coples of the ian
Eastern accounts sup;ylied to the Commissioner by Associated
Motorists in iarch 19677  Yes, from meimory. I think that is
ricghtsy they were su» lied, These two documents under cover

of separate letters from A....P. Co. Limited to the Commissioner

evidance
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dated 2nd inzch 1967 aind 29th farch 1947 (EWIIBITS 10 and 11):
are they Pan Eastern accounts for 1901 to 1965 and for 1959
and 19607?  Yes, Viould voeu lock at EXUIBIT AA - are cover
note and auditor's rcpnrt missin' from set cun lied 1o
Commlssioner in ilarch 19572 Yes, look at belarce sheet in
two sets; does the role that apicars on Balance Sheet in
EXHIBIT Al amyear in the other balznce sheets? No. Can you

explein uhy Commissioncr should so2 part only of the account

o

with the nole omittsd?  Ouission from what was oupplied to

the Commissioner is Frice Yaterhouse audit certificate ond note
to the financial staienmen® and in the typed vory of the
Balance Sheet su-nlied to the Comrlesioner therc has besn
omitied a note which readse: "The note to the financial
statement: is an integral ot of the stalenenis and chould
read in conjunction thore Ath,” Thoet note wes also omlited
from the coples senl to 1he Comilesioners As to why this
vas done 1 cannot really answer. I assume it did not scenm
impertsnt a4t the time,

But must have kezn done dalivcerately? ot

alonce Sheals would nave boeen

w

necessarily. Coples of

to a typist who was sinmily as<ed to cupy them in lhe same
form, but possinly she wns told hecause it did not sowem
inportont rol to copy the audit note.  Somzone must have teld

the typist?  That would be me, but I can't recall it,

Further this 1661 year is ihe only vear in whicn the accounts
were audited, Tone of the other vears were audited,

EXHIBIT A5 - the 1961 audit.

JICHEON ADJOURIL ENT .

[

During the adjeourrnment hove you examined the

’

prices for crude recorded in Fan Eastern records in 10647
Yes, And do you confirm that five different prices are
T

recorded? I confirm there are five different prices relating

two different crudes, ond two different contracils, I
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show you a doctnient included in DXEHUBIT

Far Eastern Refinery Co. Limited fin-ncizl statement Decenbes

3lst, 1963, Doos this document conizin balance
profit and loss summary and operating revenue and purchases
schedule for Pan Eastern for the 173863 voar? Yoo, thuld

you look at the revenue nccounts, Is ihoepe any reference

)

to volumno discounts in tha accounts? Ne identifiakle

o
o
{

reference to volume discounts,
You have in wmind EXHIRIT A4 accounte of Van
Eastern for 19612  Yes, Do you zgrec that a cursory

examination of those wccoonis by anyone investigeting the

e

possildlity of diccount would invite question as to the voluw

2

¢4

1

discounts there referred to?

bt

should think that wnvons

dicconnts would be almost cortaln Lo enquire

inevost]
about the discounts discloscd in the ncocounts, and referred
to in the note to the accounts

Is there any refcrence in the notes (EYHIBIT B2) of the latoer

interviews beolween My Tyley and o Tedd

voluwne discountis? 10,

You soid ix Tyler saw oo
on the 20th February?  Yes. Wes it the following day that

he had this lone intervicw with L Todd, Doctor Lau ond
- ¥

yourself?  Yes, During thot

(42}

pressirg his discount arvgunent?  Yes, Hed he bnown that
voluns discount had been granted to Pan Exstler, would you
not have expected him to relse it at that inlovview? M
Tyler was pressing discounts on | roducts.  The accounts

o

disclosed volume discounts on crude, I would have expected

4

him to raise the guestion of what the accounts disclosed,

Do you have a note of any reouest by br Tyler for
details of sales jurcheses and refining fees of Pan Eastern
for the 1957/19%2 years? Requests being made late Harch

19637 I connot recall any such recuest, I should probably
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have to refor to ny own

Assuming he made such a zemvest at that time, hed he known of

the exictence of volume discounts, would you have exvocted
to ask about the volume discounts at that same time? I do
not really know what to expect that v Tyler might have asked

for.

1

Viould you refer to EXIBIT BB, lo k gt page 2,

parcgraph.  Your note does not identify viich year's

QYRS

2

S8COoT
accounts were given to M Tvler?  That is correct, for does
it identify which ¢2t of accounts fox a partlicular ycar was

glven to hin?  That is correct. Cr how muich of 2 set of

i
—3

secounts was handed lo hix TN Hould you look at EMHIDTT 11,

Fon Eanitern aceounis {or years ziged 3let Docemnber 1959, 16460,
Accounte Yor 1957 consist onlyv of a Lolonce sheet? Ves, Is
there any muntion in thot balance sheet of volume discounts?

1

Noe v Tyler will scy thot he considered 1t inconreivable

have beon gliven any arcunent which included nzference to
digcoont withoul actively pursuing the cuestion, Is it
you ohovad hin s set of accounts ox part only,
such s¢ a balonce shooty that had no reforence to volume
discounte? I consider ihalb thet is rnetl poscibles You ave
now relying on the recsllection prompted Ly this note on page

2 of EXHIBIT BB?

.
t

accounte, 2 would not Lave hrown of voeluns discounis?  Noy,
he would not,

‘lould you look at page 3 of EXAIBIT 23, foot of
2r outlincs a discussion and on my way homa
in car with o Tylier", dhere 4id you drive lir Tyler? I
did not Arive him. Vere you in the car? i, fm I correct
that on the matter covered in paragranh 3 you are relying
partly on sacindhand informeti-n alven to you?  Yes,

information given by Mr Todd. Am T goinag too far in suggesting
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somation of vecolleccion of you and v Todd

these notes wre o
anc Doctor Lau?  Yes vou are: they would not contlain the

[

the result of thoe three

:111 in’tk;‘_':?"JiG'y\’S crae any

nd you made note ot scme of

those intexviews on e gpot end suingtimes aflter interviow

o e e
ConsLIUuC

from your owii nutes in part?  In sall parts except the

breacketed poragraph referring tc the car discuscions Ang

3 [ i T - -1 oyt ey T
s a cumaary of whew b Todd told you loter?

Yes, it was also at ihe discussions put discussed further in
the car. The part sioout the car 1s what 'y Todd teld me

artorvands,

TO COUMSET: Question of tho accounts vou showed D Tyler.

In the light of -thic questions asked and answered in Lhe last

{ew minutes, o you aoree you ¢ould be wrong in saying ih-t

he recelived the 1041 zccountis? T am oculte satisfied Lhe file

reludea the 1941 accountis, Did oyou glve

]._.

I azve to e Tyler !

I gave it o hin in

it to him to look 2t at the intoervi:
my office; he tool it Lo aencther room =llocated for his use
and cveturned it loter in the-day,

In your avidence in c¢hie! {(page 120) you were
asked aboutl encvizice nade of yoou by i yler and bin Phillips
in March 1963 (line 25 paga 1300 - "ipart from that quory scme

time after Juns 1963, with regard to the 19956 contract, did

oh 196372 No I den't

you get any other enquiry after say
recall any enguirico until a Jong time ofter March 1963

‘L,-‘t

Until when?  From mamory ~rds the end of 1964 and in
early 1965."%.,  Can you tell us mure about that one query you
there menticned scme time after June 19637  The query which

I recall was a request by v Tyler to have another look at

the 1955 Gulf contracts. He had itcld me on the phone before
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cailing on me that hz wished i sze thet part of the contract

which is called "Memorandun of Agresment relative to New

February 1964
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Zooland Refin

Mr Tyler obtained frem you details of purchases ans earnings

of TFan Lastern for years up to 3lst December I am sormy,

I can't recall, I know such figures were given but canaot

really rocall ihe dates.  Can you recall whether
1963 Kr Tyler obtained from you sume deiails as o geographical
source of Furow, supniles? [ can szy no more than thot it

hes a fomili vou recall whether or not in

e
C)
-3

L3
~
<
&
py

—

October 1953 Fx Tyler made some cnguiry of you concerning tanken

-

freights? T recoll nony such enquiries from ir Tyler wno

wlly but cannot ogein recall tho celes. Did you

from Lir e

1

thrt any such encuiries reloted to Europz's

assune ot the

shipments?  No T assumnd they xelated to
shipments. Ar Todd told ve he was not awvare until aftor

March 1965 that the investicotion extended 1o eoiber oil
1

commanies; when &id you firot hnow the enoulzy extended

beyond your conpany? It is difficult to put a dute; but

knew much earlicr thon orch 1985, I might hove known in 1963
Duiing 1952 ant 1954 did you koep bir Todd informed
as to the progrecs of the investlgations by the Tnovectox?

Yes, king at EXHIHIT FF, is column 2 cuite unxne
the wctunl arrangoments betwesn ran Eastern and Gulf? It is
unreleled in the senﬁe thol the figurcs are derived from ox
calculated on different wasis to that used in the contract.
eep that Exhibit and =lso lo~k at EXHIBIT Bl4 to Case Stated,
Appendix B to letter of 10th July 1958 - inmediately below

the graph ~ in your column 2 EZHIBIT FF - is that to the same
effect as colizan 2 on fppendix B?  But using Gain per barrel
¢rude in vour column 2 as comparcd with Gain in cents ver

gallon gaszoline in /Arpendix B?  From headings th-t appears

to he 50, In EX-IRIT GG vou have used factor of 335 days in
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in the year for the refining operaticn; does this allow for

) EX

a two months shut down of refinery overy two years?  No,

30 days per annuas; 60 doys for two years,  On the
caleulation I have allowed 30 days per annws for shut down,
I am not sure physically whether it chuts down once a year or
once every two years.

During this hecuring there hos been censiderable

in this Fan Eastern

~

speculatlion »bout the objocts of Gulf

arrangement. I procduce to you a document from L¥H
miich is ai internal Gulf memorondum dated 10 Seplember 1959,

{rom o Mr Pearson in Ditiskurgh to a e Comphbell at How York?
Yes, EXHIBIT 12 - does peragraph 1 of this iemorandum
read ¢ "A review of Pan Dastcrr's firancial situation
indicates that the formula for determining FPan Lo

. .

earnings 1s not generciing income equivalent o ap

ts per galion of ¢asoline purchace by LEuropa @3 wags

intended. Aocordingly, Gulf has offered to arcuont Fan

Eastern's carnings by granting o 20¢ per barrel volume discount

vy

on Pan Lastern's 1958 crude purchases of 4,402,257 barrels,

Thie amounts to 5830,454."7  Thet 1s whal it reads, yes.
REXi:: Mr Tyler will deny he saw the 1661 sccounts

apparently ~ were they as at Februoxny 1963 the latasi Fan
Eastern accounts?  Yes, So that bacause the 1962 accounts
would not be finalisced till Decouber? Yes, You said
yesterday on this point (page 160) - "ix Tyler's first

two vislts he discussed with you Pan Zostern?  Yes true,
And did you hand over to him on the 20th February 1963 the
Pan Eastern contracts and zssociaied contracts?  Ves,
Contracts in the Case Stated of 3xd April 1956 with Gulf?
Yes, And Pan Eastern accounts were also handed over on the
20th February 1963. What you gave him were Pan Eastern
accounts for year ended 3lst December 19617 Yes. File

would contain accountls for other years as well. And to the

accounts for year ended 3ist December 1961 were attached
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with a note attached ~ Ly Frice afoerhouse? Yes,
you say other accounis were attached as well; whal was the
file you gave hin?  Accounts were contained in a red manilla
file, honded to e by my predecessor when he left of fice,

Did it contain Pan Eastern accounts from 195% orvisvds? 1
cannot ke sure of that, I have it in mind thav there weirae
one or more of the cavlier yzaers alssing,  But this causen
no problem Fecause the accuunts are cwmlative, I am sur:
it contained the accovnts for 1961,  This 1s because from iy
memory I made a comment to !i Tyler thal cven a firm such ac
Price Waterlcuse makes mistzkes in that the first note o
financial accounts which they prepaied contained reference tn
a procassing acrvesineyt betwoen Gulf and Europs: instead or
between Gul{ and TFapn toslern, Frice Wotcrhouse later

to *the accodns, That was the note tc

correcled thair nele
the 1961 accountc, Whern was 11U corrected? Some lime in
1962, You mentionzd vhis ©o i Tyler? Yoo, it oany rate

Py

the ...

20 TO Z2ENCH: Price Wzicrhouse have an office in lew Zealanc?

30

f
%

I do not Knowe Thig wvas dne 0VerseasS,

10 COUNSEL: EXHIDIT 20 1s your sumnary dated 25th Fehruaxy

1963; it refers to the points ralsed by Ilr Tvler on page 2

of the summary ~ that ithe Interview with iir Todd and yourself -

second point he raised in your susnary ls large ezrnings
against caritale Third polint is small dividend in relatizn
to earnins, vould vou take 1t from that he had read the
accounts you had given him the day before? Yes, He must
have drne so.  You say he took these accounts away to a rounm,
and returred them later in the day?  Yes.

Now did the Lepsrtment ask for those accounts
again in 1963? I do not think they were asked for until

very much later; they asked fory, T think verkally on the

A b gmen ¥ oo o b g
TONLNT TG Uiy LU0
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phone, aboutl details of ths earnings, just the amounts of
carnings of Fan Easteri For what purpose did they make that
enquiry?  They did not t<1l me, Yhen they made thelr amenced
assessnent in 1965 they would have tc know Pan Eastern

garnings in order tc describe thoa as 'Cost of purchzses of
Europa disallowed'? Yes. How did they find cut the amounts?
They asked per phone, This assessment is here?  EXIIUIT E

of Case Stated - proportion of ccsts disallowed commences in

1960.

.-L.
EYy

‘This figure in 1960 year, £424,027 - dJdoes that
agree with the half of Pan Eastern profits for that year?

It is hard to answer; Initially the Department proposed to
include a disallowence of purchases in the assesswent of one

half of Fan Esctern earnings fur twelve months ended 31st

3

J,

December 1959, in the asscvssment for the year cnding 3lst
March 1950,  Subsewwenlly the Department agrecd t
calculation of Pun Eastern earnings 7or twelve months erded
3lst liarch 1960, I am not sure whother the first assecsmant

included zmended Fan Eastern Tigure or the or
g

to that qualification the awiouni included in amended
assessments are half of rFun Ecstern profits,

They got first assessmenl in just befom 3lst
farchr 1065 - then vhen 2 bitv inore lelsure - and 1o get Man
Eastern earnings described as Cost of Purchases allowed, they
rang you up? Yes. Bul at some point in time they did rite
and ask for the earnings. Thoy did not seem to want the
accounts to make the assessments in 19657  Yes,

With regard to i Tyler investigating other oil
companies, you said you thought you knew in 1963: about what
time in 19637 I am just not sure, T do not know just now
whether I got this informatlon from Mr Tyler or fromn the

other corpanies,  Did he ever disclose to you that he w:cs

searching Europa's files for somzthing to hang on other
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commanies? Mot in su mony words thot I recall, But at times

I did get that impressivn, You said multiple enquiries abou
tanker rates, Platt's Oilgram? Yes, Aird similar
enqguiries? Yes. And this was after the clearance letler
of June 19637  Yes,

Doctor Richardsen asked you about iir Todd's
evidence asbout his knowledge of other cempany enquiriess wha
Mr Todd said was "I thirk from memory I acquired that
knowledge after the 3ist :arch 1965".  You think he would be
wroiig? I can't say he was wrong, but I knew and presumably

he did,

You vwers asxed this morning about scrding Fan

Eastern accounts to the Dopartment in 1957 1 think Yes,
29th March 19567 and 2nd iarch 1967 And-you said in answer

ve

His Honour that you would have been the person to tell the
typist not to type the audit ceriificale and the reference to
it?  Yese ¥What is the position when financia’ accounts are
sent to Revenue Authority? Do they custemsrily contain

audit certificates? I belicve they do not customorily

t

t

to

coptain them unless they are actually typed onle the accounts,

You were ashed guesticns anoul Pan Eastern

yesterday =~ it wes put to you that “on Rastern did net have
any tangiblc assets? It hzs debtors wiich are tangible
assels
Doctor Richardson made reference perhops
mistokenly o injecting money by Fropet to Pan Eastern.
What 1s the correct description? Pan Eastern oblained a
chegue from Propet in settlemenl of part of amount owing Ly
Propet sufficient to enzble it to nay the dividend desired,
You were also asked about Fan Eastern not showing
stocks of oil on hand, Assuming that a refinery wss rTun on
the basis thal Pan Eastern could buy say 132,000 barrels of

crude oll 'and have it stored in tanks scmewhere for a few

-~
\.»:vw
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months, and then eventually the oil is piped or transported to
the refinery, refined and then assume that Pan Eastern then
stored the producte for another few months, if they worked like
that would you then expect Pan Laotern to show stocks on hand
of crude and products at the bolance date?  If it operated
that way I would; but it doesn’t,

TO BENCH: Europa wanted so many barrels of gasoline at a
certain date and placed an order,  Gulf were asked to supply
enough crude to make cquivalent gasoline and Gulf phoned or

10 cabled a refinery to refine some crude 0il?  Yes, It was
never ir. Pan Eastern's hands, elther crude or products?

No, Pan Eastern never held stocks cither of crude or

products,
TO COUNSEL: Any customors crude oil 1s never identifiable as

such? No, this is in case of MNew Zealand Refinery,
Are there occasions at the HNew Zealand Refinery wheroe your
company is entitled to products being manufacturad when it doos
not have at that time crude oll actually going through the
Refinery? Yes, it has hapucned on several occasions even

20 when apart from crude geling through Europa would not have
stocks in the Refinery in storage.  You would be drawing on

N

other companles' stocks?  Yes, or vice versa. Scme js
deemed to be Europa's?  Yes. But not one of the companies
that participate weuld have an identifiable paxt of the crude
going through the Refinery at any time?  They would not,

You were asked about Gulf's liabllity to transport
crude oil to the Refinery? Yes. ¥as that the understanding
that ~ was it as a practical consideration in your mind ever
thought that Gulf would be 1lifting crude from the production

30 and taking it to sume distant refinery? No. But if the
adjacent refinery were out of action then the contract
provided that Gulf may have to do that., They had a

continuing obligation to surply.
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It was put t2 you by Doctor Richardson that the
1964 contract c¢ould or did require Europa refining to pay

posted prices reloting to refined gas oil in payment for feed

stock gos oily has thal aver happensd?  Gas oil which is fexd

a rafinery; ond s such it is a refined product, I
understand that it iy be marketoble in that form in some
countries but not in tiew Zealand,

The suaqestisn basced on clause 5,02 of BS ~ it
was sugoested thot that wes a guestion of simply doubling the
earnings? 1 recall that, In effect 1s thot 5.02 really

a limitation on Feon Faslern carnings?  Yes, it is a

ation as T vead it in favour of Gulf,  Europr wns

I

limi

lifting the nashtha which was 6% of what coces out of the

barrel of crude? Yez,  And then what proporiion of ges oil
comes from kRavrsl of crudn? Y9 Fuel 0il 96 oxr 56%, Pt

is the lose cn this sort of tefining vnly about 14 as oppuscd

to 6% in full refining?  Yes Lbls Lo so because this is what
I think U Todi called o touring plont 0f thuse
percentages Burcpu gets nouhineg?  Yes, 211 of it,  bBul oniy
aboul 3% of gas 0il?  VYes, protebly slightly nore, belowcen

3 and 4, All tho rest goes to Propet?  Yese  iow the cos
0il is a profitable item? VYec. Valued highly in its posted
price., So if the whole of this operaztion went to lan Eastern

N

at market prices then 2arnings of AJLE, would be higher?

Yes, earnings of Pan Zastcrn would be much higher and
consequently 4. s share,  So that there 1s a limitation
there which mzans that the price of Propet's offtake would

not be market price but limited tc equalling the profit gencrated
on the part pickcd up by Europa? That 1s so. It is an
equating provisinn?  Yes, but limited also.,  And Gulf makes
furthar profit on this subsequent disposal by Propet?

Yes, That is 50,
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AFFIDAVIT OF LOULS J, MeCORD (put in by consent)

I, LOUIS J. McCOrD, of Pittshburgh in the Commonwealth of

Pennsylvania in the United States of America make oath and

say as follows:tw

1o THAT I am an officer of the Gulif 0il Corporation, a

corporation existing under and by virtue of the laws of the

Commoniiealth of Pennsylvania in the United States of America,

that T am an Assistant Secretary of the said Gulf 0il

Corporation and am duly authorized by such Corporation to make

this affidavit,

2, . _THAT exhibited heroto are:

(a) A book marked "A" and containing, marked as indicated,

the following documentss

Al Contract for organization of Pan-Lastern Refining Com:any
Limited dated the 3rd April 19%6 between Gulf 0il
Corporation and Fuiopa 0il (N.Z.) !lliited with First
Schedule (ilciorandum of Associziion of TFan-Eastern
Refining Company Limited) Second Schedule (Articles of
Association of Fan-Lastern Refining Company lLimited) and
Third Schedule (Processing Contract between Gulf Oil
Corporation and Pan-Eastern Refining Company Limited).

A2 Contract of Affreightment dated the 3rd April 1956 batween
Gulf 0il Corporation and Europa 0il (N.Z.) Limited,

A3 Aygrcement of Assignnent dated the 15th October 1996
between Gulf Oil Corperation and Propet Company Limited.

A4 Letter dated the 15th Cclober 1956 from Gulf 0il
Corporation to Europs Oil (N.Z.) Limited guaranteeing
performance of Propet Company Limited under the Contract
of Affreightment,

A5  Petroleum Products Sales Contract dated the 3rd April

1956 between Gulf Iran Company and Europa Oil (N.Z.)

Limited,
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A7

A8

A9

Al0

A1

Al2
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Al6

Al7
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(continued)
Letter Agreement dated the 11lth April 1957 between Culf
0il Corporaticn and Europe 0il (I1.Z.) Limited amending
the Petroleuwn Products Sales CTontract by extending timec
for payment,
Agreement relative to bMew Zeszland Refinery dated the 3rd
April 1956 between Gulf Iran Company and Europa 0il
(14,Z2.) Limited.
Preo-emptive Acrcoment dated the 3rd April 1956 between

imited and Gulf 0il Corporation.

e

Europa 0il (M.Z.)
Deed dated the 3rd Zpril 1956 between Tod Investments
Limited and Gult 01l Corporation.

Agreement. dated the 3rd April 1956 between Gulf Iran
Company and Europz 011 (M.Z.) Linited relating to right
to rescind Petroleum Froducts Sales Contract,

Guzrantee dated the 3rd April 1956 ketween Gulf 01l
Corperation and Evropa Oil (N.Z.) Limited,

Letter dated the 24is fugust 1959 from CGulf 01l
Corporation to Pan~Eastern Refining Company Limited

advising temporary crude oil nrice reduction,

—

Lett=r dated the 30th fugust 1960 from Gulf Cil
Corporation to Pan«frncicrn Refining Company Limited
advising temoorary crude oil price reduction

Letter dated the 30th June 1961 from Gulf Oil
Corporation to I'an-[ustern Refining Company Limited
advising tempozafy crude 0ll price reduction,
Letter dated the 12th March 1962 from Gulf 0il
Corporation to Pan-Eastern Refining Company Limited
advising temporary crude oil price reduction.
Letter dated the 8th February 1963 frem Gulf Oil
Corporation to Pan-~Eastern Refining Company Limited
advising temporary crude oil price reduction.
Letter dated the 21st February 1964 from Gulf 0il

Corporation to Pan-E.ctern Refining Company Limited

A

1

e
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advising temporary crude oil price reduction.

Letter Agreement dated the 20th Octeber 1964 frem Gulf
0il Corporation to Europa 0il (N.Z.) Limited medifying
the Contract of Affreightment with regard to four
consecutive clean product voyages.

Letter dated the 3rd Farch 1965 from Gulf Oil Corporation
to Pan-Eastern Refining Company Limited advising
temporary crude 0il price reduction,

Letter dated the 17th :larch 1966 from CGul{ 0il
Corporgtion to Pan-Eastern Refining Company Limited
advising temporary crude oil price reduction.

Letter dated the 12th March 1967 fzom Gulf Cil
Corporation to Pan-Eastern Refining Company Limited
advising temporary crude oll price reduction,

A foldor marked "B" and conteining, marked as indicated,
the following documentst

Reorganization Agrecment dated tho 27th December 1962
between Gulf Ol11 Corporatiog and Todd Participants Linitcd,
Letter Agrocment dated the 27th December 1962 betvcen
Gulf 0il Corperation and Todd Participants Limited as to
indemnifying of Fan-Esstern Refining Company Linited,
Letter Agreement dated the 27th December 19627 between
Gulf Iran Company anc Europa 0il (M.Z.) Limited
terminating the Peltroleum Products Sales Contract and the
Memorandum of Agrcouent Relative to New Zealand Refinery
both dated the 3rd April 1956,

Letter Agreement dated the 27th December 1962 belween
Gulf 01l Corporation and Europa 0il (N.Z.) Limited
terminating the Contract of Affreightment and Guarantee
Agreement both dated the 3rd April 1956,

Letter Agrecment dated the 27th Decomber 1962 between
Gulf 0il Corporation and Pan-Eastern Refining Company

Limited terminating the 1956 Processing Contract.
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B6  Letter dated the 27th December 1962 from Culf Oil
Corporation te Burepo 011 (W.Z,) Limited concerning tic
exercise of rights under sub-paracraph (b) of Faragrapl X
of the Contract for Organization of Pan-Enstern Rcfining
Company Limited.

B7 Procecssing Contract dated the 27th Decenmber 1962 betw:zen
Gulf 01l Corporation and Pan-Fastern Refining Company
Limited.

B8  Feedstock Surply Centract dated the 27th December 1962
betwecn Gulf Expleration Company and Europa Refining
Company Limitad,

B9  Contract of Affreighiment dated the 27th December 1962
between Fropot Compony Limited and Europa Refining
Cot.rany Limited,

B10 Backhaul letter agreenent dated the 27th December 1962

D

between Freopet Company Limited and Durcra Refining

(..

Comnany Limited,
Rll OCuarantec dated the 27th December 1962 between Gulf Cil

Corvoralion and Europns Refining Company Limiteds
s IS i 1

(¢) A hook marked "C" and containing, marked as indicated, the
following documentes

Cl  Contract for organization of Pun-Eastern Refining Company
Limited dated the 3rd qpril 1956 between Gulf Oil
Corporation znd Europa 0il (N,Z.) Limited.

C2  HMemorandum of Association of Pan-Eastern Refining Coinany
Limited.

C3  Articles of Association of Pan~Eastern Refining Company
Limited,

C4a Letter Agreement dated the 10th March 1964 between Europa
0il (M.Z.) Limited and Gulf Ixran Company terminating the
Petroleum Products Sales Contract dated the 3rd April 1956,

C4b  lLetter Agroement dated the 10th March 1964 Letween Europa

0il (N.Z.) Limited and Gulf 0il Corporation terminating
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the Contract of Affreightment and the Guarantee Agreement
dated the 3rd April 19956,

Letter Agreement dated the 10th March 1964 between Pan-
Eastern Refining Comrany Limited and Gulf Oil Corperation
terminating the Processing Contract of 1956,

Letter Agreement dated the 10th ifarch 1964 between Europa
il (N.Z.) Limited and Gulf Oil Corporation concerning

the exnzrcise of rights “inder subw-paragraph (b) of

Paragraph X of the Contract for Organization of Pan-
EasterA Refining Company Limited,

Processing Contract dated the 10th larch 1964 between Gulf
0il Cozporation and Pan-Eastern Refining Company Limited,
Feedstock Supnly Contrsct dated the 10th Mzrch 1964 between
Gulf Exploration Company and Europe Refining Company
Limited.

Contract of Affreigiinment dated the 10th ilarch 1964 between
Propet Comcany Limited and Europa Refining Company Limiteds
Ancillary Agreement deted the 10th March 1964 between Guls
0il Corporation and Europa Refining Comvany Limited,
Backhaul letter Agreement dated the 10th karch 1964 betreen
Europa Refining Compeny Limited and Propet Company Limited.
Pre~cmptive Ayreement dated thie 3xd April 195¢ between
Europs 0il (il.Z.) Limited and Gulf 0il Corporation.

Deed dated the 3rd Aprill 1956 bolween Todd Investments
Limited and Gulf 0il Cerporation.

Guarantee dated the 10th karch 1964 betvoeon CGulf 01l
Corperation and Europa Refining Cemcany Limited,
Reorganization Agreement dated the 10th fiarch 1964 between
Gulf 0il Corporation and Todd Participants Limited.

Letter Agreement dated the 10th March 1964 between Gulf

0il Corporation and Todd Participants Limited as to
indemnifying of Pan-Eastern Refining Company Limited.

Letter dated the 16th March 1965 from Gulf 0il Corporation
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to Pan~Eastern Refining Company Limited advising temporary
price reductions on Kuwait and Iranian Crude Oils, gas
0il and naphtha,

Letter dated the 1Ath urch 1965 irom Gulf Exploration
Company to Europa Refining Comporny Limited advising
temporary price reduction on naphtha,

Letter dated the 16th liarch 1665 from Gulf Exploration
Company to Europa Refining Company Limited advising
temporary price reduction on Kuwalt and Iranian Crude
Oils.

Letter dated the 16th iaxch 196% from Gulf Exploration
Company to Europa Refining Comuany Limited advising
temporary price reduction on gas oil,

Letter Agreement dated the 16ih March 1965 hetween Gulf
0il Corporation and Todd Participants Limited recording
consent to the reductions evidenced in the letters
marked Cl5 to 18 inclusive above,

Letter Agreement datled the 30th June 1966 between Gulf
Exploration Company and Europa Refining Company Limited
making addiiional temporary price reductions on Kuwait
and Iranian Light crude olls,

Letter dated the 30th June 1966 from Gulf 0il
Corporation to Pan«-Eastern Refining Company Limited
advising additional temporary price reductions on Kuwait
and Iranian Light crude olls,

Letter Agrecment dated the 30th June 1956 between Gulf
0il Corporation and Todd Participants Limited recording
consent to the reductions evidenced in the letters
marked C20 and C21 above.

A folder marked "D" and containing, marked as indicated,
the following documents:

Letter dated January 30, 1959 from Propet Company Limited
to Europa 0il (N.Z.) Limited regarding freight invoice

deferment,
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10

D6

D7

B3

Petrol Co.ltd, regarding wvoting
& Ri

from Fan-Eastern Gofining Cumniany,

7T

Letter daved Decenter 1, 1000 from Gul{i Tran Comveny to

Europa 01l (11.2.) Limited co »ight

involices,
Letter dated Docembar 1, 1960 from Pan-Eastern Refining

'

mpany, Lindted agrecing to act in accordance with tho

termns and conditlons of ihe letter agreement of

,L
[}
ok
]
"L
v
e

i

September 22, 19060 from L:soclsted Motorils
Bastern Relining Coanany Lindted,
Letler dated harch 22, 16967 from Gulf Iran Comparny to

Europa 011 (11.Z.) Liwited forminating the Potrolouws

Lotler Agr

1
o]

ment doted October 4, 1963 belween Culf 0il
Corporation znd Inreps 011 (W Z.) Limited regarding the
discharge of CGulf's ohligation stipuletdd in paragrept. 10
of the Pre-cnptive agrecmont,

Leitor Agresmont dated foreh @y 1964 Lotween Todd

Participants Livdited and Gulf 01l Corporation lermin:iting

the Beoro: Lion Ageeoment of December 27, 1962 ond
s L e v, ! e I g
the Letler Agreooment of the same duile concerning

ubscription to shares in I'un-Ezstern Refining Compeny

Comyany and Eurepa 011 (N.7.) Linited terminating Letter
Adreement of Docember 27, 1962 regarding the Petroleun
Products Sales Contract, dated April 3, 1956, and the
Memorandum of ‘areoment relative to New Zealand refinery .
dated April 3, 19%6.

Letter Agreement datzd March 9, 1964 between Gulf Oil

Corporation and Pan-Eastein Refining Companv, Limited

terminating the Frocessing Centract between the parties



N
[

doted Decosber 27, 1982, and the

Lettor Agrecmant belweon Guli 01l Corporation ani Pane

a

Easterr: Refining Company., Linited dated Decenber 27

u
ok

1962, regarding the termination of a Processing Contra

made betwesn the parties in 1956,

D10 Letter Acreement reh 9, 1064 hotween Gulf 01l
Corporation and Europa 0il (71.Z.) Limited terminating a

Letter Agrecorent dated December 27, 1962 regarding the

ternination of the Controot of Affreighlient ond Guarantee

and the

hgresvent of April 3,

1

=t

elter Agreemont of Decermbor 27, 1907 regarding the
exercise by Gulf Oil Corporation of certain rigils under
the Contract for Orgarnirzation of DMan-astern Hellning
Compeny s Limited dated April 2, 1956,

D11 Letter Agrecment dalcd farch 9, 1964 photween Propot

and Fus ng Compeny Limited

tormincoting lhe Contenct of AWffrelghiment, detoed Docembor

27, 1962, and ihe Lolier Agrecment reogarding bookhoul

crensportation, dated Decomber 27, 1007

ol Letter forecement dated I

Lxploration Conpony and Euvopa Refining Comp:iny Limited

terminating the Feod Stock Suviply Contx

v

,J

D13 Lettsr Agreement doled Mareh @, 1964 botween Gulf 011
Corporation and Europa Refining Compeny Limited

o

terminating the Guarantee f-reement of Decenbor 27,

Qe THAT dn my capacliy as Assistant Sccroetary of Gulf O1l
Corporation I have access to those files of the Corporation
in which are kept the contracts to which Gul{i 01l Corporation
and 1ts subsidiarics are parties, and having examined those
files T am able to say that to the best of my knowledge the

above~mentioned contract:

paragraph 2 hereof ara

true and correct coples of the controctual documents which are
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or at any time hove been in force between Gulf 011 Corporaticn
and its subsidiaries, or any of them, on the¢ one part, and
either Pan-Eastern Refining Compenve Linmited or Europa 0il
(11.Z,) Limited, Todd Irwosimants Limited, Europa Refining
Compeny Limited arnd Todd Participants Limited and their
subsidiaries, or any of them, or wuny person acting directly or
indirectly on behplf of any of them, on the other part, as
reflected in the files exemined by e,
4e_ THAT +to the kest of my knowledge from my examination of the
files referréd to in paragraph 3 above no other contractual
documents have at any time beon entered into between Gulf Cil
Corporation, Fropot Company Limited, Gulf Iran Company and
Gulf Exploration Coxnpany, or any of them, or any other subsidiz.v
of CGulf O11 Corporaticn, with any company or person acting
directly or indirectly in any wsy on behalfl of ecither Pan-
Bastern Refining Comoany, Limitsd or Europa 01l (N.Z.) Limitesd.
Todd Investments Limited, Fuicpe Refining Cunpany Lindted and
Todd Farticipants Limited, or any of thim, or any subsidiazry
of any such comranics,
e THAT the documante detalied in sub-poragraph (b) of
paragiaph 2 hereof vucre nover weted won by the parties
thereto and were superseded Ly the documents detuiled in

sub=parzaraph (¢) of paragraph 2 hereof,

also exhibited hereto and mozked EY to EB3 inclusive

axe true copies of the accounts relating 1o the trading
operations of Pan-Eastern Refining Company, Limited for the
year of 1963,

Te THAT copies of such trading accounts for the years 19%7
through 1965 have been sent to Mr Bryan Todd and I confirm
that such copies are true copies of the original trading
accounts of the said Pan~Eastern Refining Company Limited

for the yoars stated.

Ho Compniesioner of the Supreme Court of New Zealand
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