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EVIDENCE IN CHIEF

UALTER LEUIS TEUTON

I am a consultant on economic problems relating to 

tho petroleum industry. I gave evidence for the 

Commissioner in the previous case and I confirm that 

evidence. I wish to add the following to the papers 

mentioned in Vol. 2 p.1:

Comparative Evaluation of Crude Oils, Institute

of Petroleum; November 1969 (with Dr P. H. Frankel 

*° as joint author). Locational Patterns, Growth

Trends and Prospects for.Oil Refining in Developing

Countries 

and Delivered Costs of Crude Oil to Petroleum Refineries

in Developing Countries.

United Nations Inter-regional Seminar on Petroleum

Refining in Developing Countries, Mew Delhi;

January 1973 (uith Dr P. H. Frankel as joint author). 

Throughout my evidence all references to Europa relate to 

20 the Europa group as a whole. The company structure of 

the group being outside my field of expertise, I do not 

feel myself qualified to give evidence on the legal ties 

between Europa Refining and Europa Oil. I shall therefore 

confine myself to the international oil industry and the 

pricing aspects involved in the ease.

Apart from the letter variations forming Exhibits 

to the Case Stated there has, in the period 1 April, 1965 

to 31 March, 1971 been no change in the contractual 

arrangements between. Gulf, Paneast and Europa and the 

30 1964 Agreements described, analysed and interpreted in 

detail in my brief of evidence at the 1969 hearings 

remained operative throughout thio period.
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Crude oil under the 1964 contracts;

It is convenient to repeat here uhat I said in 

evidence previously under this head (Vol. 2 p.38): 

"Having outlined the 1964 Agreements I should like to 

make the following comments:

(a) At the time these contracts were negotiated 

substantial discounts on the Middle East crude oils 

covered by the Gulf-Europa contract (Exhibit B) uere 

available to armslength buyers. Examples cf such

10 discounts are given in Table 3. This shows that the 

discounts generally granted at that time uere about in 

line with or higher than those granted to Paneast under 

the Gulf-Paneast arrangements (Exhibit B5). It is 

therefore inconceivable that Europa should have entered 

into a crude oil supply arrangement uithout a discount on 

the posted price at least in an indirect form. Such a 

discount in effect uas provided by means of the Paneast 

arrangements and this is substantiated by the fact that 

when direct discounts uero granted to Europa (Exhibits

20 81 - 4) the profit of Paneast uas automatically reduced

by the full extent of those direct discounts (Exhibit B6) 

leaving the Paneast profit to be shared between Gulf and 

Europa at a much reduced level."

In Appendix B attached I outline the general position 

of crude oil pricing over the years in dispute.

Taking the position under the 1964 contracts up to 

October 1970, the reported discounts to East of Suez areas, 

for Agha Jari crude oil, of 250 - 290 per barrel in 1965 

- 1967 must be compared uith the discount of 200 per

30 barrel on Agha Jari crude oil granted to Europa by Gulf

Exploration in »-.h* letter of March 16, 1965 (Exhibit B1/3130), 

uith retroactive '- April 1, 1964, and the increased
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discount of 250 per barrel granted in the subsequent 

letter of June 30, 1966 (Exhibit 84/3133). Correspondihg 

discounts uere applicable to the sale of crude oil by 

Paneast to Gulf under the terms of the Processing 

Contract (Exhibit B5/3134).

The important point to establish here is that until 

October 1970 no revision took place of these prices 

between Gulf and Europa, on the one hand, and Paneast 

and Gulf, on the other, but by 1970 reported discounts on 

10 sales of Agha 3ari crude oil East of Suez had increased 

to 390 - 510 per barrel, i.e. 140 - 220 per barrell 

higher than in 1965 - 1967.

Similarly, whilst reported discounts on Gach Saran 

and Kuwait crude oils 3,0Id to Japanese armslength buyers 

uere, respectively, 150 - 210 and around 150 per barrel 

in the period up to 1968, and thus in line with the 

discounts of 160 per barrel for both crude oils set out in 

the letter of March 16, 1965 (3130), discounts on these 

crude oils to Japan increased by 1970 to' 250 - 360 per 

20 barrel in the case of Gach Saran and to 220 - 280 per

barrel by 1970 in the case of Kuwait crude oil. Discounts 

on Kuwait crude oil to Indian refiners were even higher 

at 280 per barrel in 1968 and 360 per barrel at mid-1970. 

The letter of June 30, 1966 had increased the discount 

for Kuwait crude sold to Europa by Gulf to 180 per barrel, 

which discount also applied to the purchase of Kuwait 

crude oil by Gulf from Paneast. Again, no change in this 

price was made until October 1970.

Under the terms of Exhibit B5/3134, it will be 

30 recalled that Gulf supplies Paneast at posted price less 

15$. Thus, taking a posted price for Kuwait crude oil 

of $1.59 per barrel, Paneast bought Kuwait crude oil
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at $1.59 less 15$, or $1.35, per barrel but re-sold

the crude oil to Gulf at the same price as Gulf sells 

to Europa under Exhibit B, i.e. posted price as adjusted 

by the subsequent letters (Exhibits 81/3130 and B4/3133). 

Thus Paneast's initial pirofit of 240 per barrel ($1.59 

less $1.35) was reduced to 80 per barrel and then to 60 

per barrel.

This position remained unchanged until October 1970 

despite the price trends for the Middle East crude oils

10 in question, which are described in Appendix B. It is 

particularly important to bear in mind that reported 

discounts on crude oil persisted and indeed increased 

in terms of 0 per barrel in the period 1970 and 1971 

although in 1970 the competitive conditions affecting 

the oil industry were transformed as a result of the 

particular circumstances which prevailed during the 

second half of that year.

I nou turn to the letters dated October 31, 1970 

from Gulf Exploration to Europa Refining (Exhibit CS20)

20 and from Gulf Oil to Paneastern Refining (Exhibit CS23) 

which eliminated the previous crude oil discounts, which 

had been in effect since 1966, in favour of a percentage 

discount (15$) off the posted prices of the three crude 

oils specified in the Feed Stock Supply Contract 

(Exhibit B/3112). Although I will proceed to analyse 

the effect of these letter variations upon crude prices 

in the 1964 contracts I should emphasise that their 

effect on the profit earning of Pan Eastern has been minor. 

In the first place the letters operate only from October 23,

30 1970; that is, only for the last few months of the last 

six fiscal years in dispute, and secondly I have been 

advised that during that short period, there was only 

one shipment of crude (shipment No. 54). Indeed it would 

appear that in the calendar years 1966-1970 inclusive
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about 70/o of the feedstock supplies to Europa uere 

in the form of naphtha.

The effect of these letters of adjustment was to 

eliminate as from October 23, 1970 Paneast's profit 

on crude oil. Thus, the price at uhich Gulf buys 

back crude oil from Paneast uas, in accordance with 

Clause 5.01 of the Processing Contract (Exhibit 85/3134), 

adjusted to equate to the price at uhich Gulf sells crude 

oil to Europa, i.e. posted price less"15^, uhich is also 

10 the price at uhich from the outset of the 1964 arrangements 

Paneast bought crude oil from Gulf.

Had Gulf not acted by sending the letters of adjust 

ment of October 31, 1970, the increased prices paid under 

the contracts, follouiog the increase in the posted pricp 

of Kuuait crude oil to $1.68 per barrel uould have been: 

$1.50 per barrel - i.e. posted price less 180 per barrel

(Exhibit B4) for Kuuait crude oil sold.

by Gulf to Europa.

$1.43 per barrel - i.e. posted price less 15$ (Exhibit B5) 

20 for Kuuait crude oil sold to Paneast

by Gulf. 

$1.50 per barrel - i.e. the same price as paid by Europa

for Kuuait crude oil sold to Gulf by

Paneast.

In this event Paneast uould have continued to make a 

profit and this profit uould have increased to 70 per 

barrel on Kuuait crude oil, compared uith 60 per barrel 

uhich had been the case since 3une 1966.

In accordance uith the letters of October 31, 1970, the 

30 prices paid under the contracts, follouing the increase in 

the posted price of Kuuait crude oil to $1.68 per barrel 

became;
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$1.43 per barrel for Kuwait crude sold by Gulf to Europa;

$1.43 per barrel for Kuwait crude sold by Gulf to Paneast; 

$1.43 per barrel for Kuwait crude sold by Paneast to Gulf.

In this way, the price paid by Europa for Kuwait crude 

oil increased by only 20^ per barrel in the period post- 

November 14, 1970 compared with the price paid by 

Europa for Kuwait crude oil in the period from Oune 1966 

up to October 23, 1970.

Looking back to what would have been the case if

10 Gulf had not sent the letters of adjustment of October 31, 

it can be seen that in thfat case the price paid by Europa 

under the Feed Stock Supply Contract would have risen 

from $1.41 per barrel to $1.50 per barrel, an increase 

of 90 per barrel corresponding to the increase in the 

posted price of Kuwait crude oil.

Although Gulf is unlikely to have been certain of 

the extent and timing of the increase in the posted price 

for Kuwait crude oil as at end-October 1970, the new 

formula was probably designed to cushion the effects of

20 the expected increase in posted price on the price of 

Gulf's supplies to Europa.

The fact that by letters of September 20, 1971 (Exhibits 

CS23 - 26), Gulf found it necessary to adjust the prices 

paid under the contracts with retroactive effect from 

November 14; 1970 can be explained by considering the 

increase for Europa of 20 per barrel under the terms of 

the letters of October 31, 1970 in relation to the 

increase in Gulf's tax-paid costs of Kuwait crude oil 

with effect from November 14, 1970. As is shown in

30 Table 4 and explained in Appendix B Gulf's tax paid costs 

of Kuwait crude oil increased by 11.50 per barrel, as a 

result of the increased tax rate together with the increase 

in posted prices.
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As I point out in tho penultimate paragraph of

Appendix B, unless increases in tax-paid costs can 

be passed on to customers, the oil producing companies 

must absorb such increases themselves. With hindsight 

of the extent of the increases in tax-paid costs on crude 

oils following the increases in November 1970 and those 

immediately effective following the Teheran Agreement in 

February 1971 and foresight of the further scheduled 

increases in such costs set out in the Teheran Agreement,

10 it would have been surprising indeed if Gulf had not 

sought to readjust the contractual prices in order to 

cover itself in time against such tax-paid cost 

increases.

This would seem to me to.be the explanation of the 

letters of September 20, 1971 from Gulf to Europa and from 

Gulf to Paneast respectively. In accordance with the 

terms of these letters, the elimination of Paneast*s 

profit on crude oil was extended by virtue of an 

amendment (Exhibit CS23) to the basic terms of the

20 Processing Contract (Exhibit B5/3134) to revise the 

price payable by Paneast to Gulf so as to be in line 

with the changed circumstances and the new price terms to 

be applied to the sale of crude oil to Europa by Gulf 

and, hence, the buy-back price paid to Paneast by Gulf.

These new price terms were still expressed in relation 

to a discount of 15fa off the respective posted prices of 

the crude oils but incorporated the important feature of 

escalation with Gulf's tax-paid costs or "OPEC cost 

increases". The precise formula devised by Gulf was

30 illustrated in the table attached to Exhibits CS25 and 26.

The concept of perpetuating the discounts of 15$ 

of posted prices, but relating such discounts to the level 

of posted prices prior to November 14, 1970, is offset by 

the addition of all subsequent OPEC cost increases
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adjusted by 40$ of the difference between such OPEC

cost increases and 85$ of subsequent posted price 

increases. The foregoing percentages employed in 

this formula have presumably been arrived at on the 

basis of a- 15$ discount en the posted price (85$) and 

government take (royalty plus tax) of approximately 

60$ of profit (40$).

The effect of this formula uas to increase, uith 

effect from November 14, 1970, the price paid by Europa

10 to Gulf by some 20 per barrel, i.e. from $1.43 per 

barrel to $1.451 per barrel, thus enabling Gulf to 

recover an additional 20 per barrel of its tax-paid cost 

increase. Since the same price applied to both Paneast f s 

purchase and sale of crude oil there uas no profit on 

crude oil for Panaast. This in effect meant that 

from Gulf's point of view, tax-paid costs of Kuwait 

crude oil had risen by 11.50 per barrel, receipts from 

the sale of Kuuait crude oil to Europa had risen by 40 

per barrel and the elimination of Paneast's profit on

20 such crude oil uas a net saving of a further 60 per

barrel, representing a net disadvantage to Gulf of 1.50 

per barrel. Gulf thus in effect absorbed 1.50 per barrel 

of the increase in tax-paid costs of Kuuait crude.

Uith effect from February 14, 1971, the formula price 

takes account of the Teheran Agreement and the resultant 

increase 'in Gulf's tax-paid costs, thus raising Paneast's 

price to Gulf and Gulf*s price to Europa to $1.77 per 

barrel for Kuuait crude oil, or a total increase compared 

uith the pro-October 1970 position of 360 per barrel uhich

30 compares uith an increase in Gulf's tax-paid costs, using 

the OPEC Coot Increases in Gulf's oun table, of 410 per 

harrnl.
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Other Feedstocks and Petroleum Products under 1964 contracts^

As to these, I said previously (Vol. 2, p.39) 

"(c) The prices, covering related costs of crude oil 

and processing, at which naphtha and gas oil are transferred 

to Paneast of $1.46 per barrel and $2.00 per barrel 

respectively are prices at which spot sales mitjht take 

place or have taken place. I have no knowledge of other 

long-term contracts for these feedstocks being concluded 

at such lou prices and consider it unlikely that any have

10 taken place.

(d) The arrangements for the sale of finished products 

under the 1964 agreements are based on a similar principle 

to that of the 1956 agreements. Paneast selling to Gulf 

and Gulf to Europa at louest posted prices. Uhat" is not 

defined is the transfer price, covering costs of crude 

oil and processing, at uhich Paneast. acquires the finished 

products from Gulf and hence the Paneast profit on these 

products. I would, however, consider it unlikely that 

Europa's share of the difference between the buying and

20 selling price of Paneast would be any different from the 

discount obtainable by Europa on the open market. If it 

were otherwise Europa would presumably exercise its option 

to buy these products elsewhere. Hence the profit to 

Paneast can be expected to be, as before, such as to allow 

for a certain level of discount to Europa on the prices of 

the products supplied by Gulf."

Appendix C outlines the general position of products 

prices over the period.

It will be recalled that under the 1964 Agreements,

30 the price paid by Europa to Gulf for naphtha was set at the

posted price for Kuwait crude oil plus 20 per °API over 31 °API.

In accordance with the terms of the Processing Contract 

(Exhibit 85/3134), Gulf pays to Paneast the same price as
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Europa pays to Gulf, whilst Paneast pays Gulf $1.46 per 

barrel, escalating with the posted price of Kuuait crude 

oil. This meant that in the initial period of the

agreements the price naid by Europa, and received by
o 

Paneast, would have been $1.59 plus 700, assuming 66 API

gravity for naphtha, i.e. $2.29 per barrel. As long 

as there was no change in the posted price of Kuuait 

crude oil, Paneast f s price to Gulf of $1.46 uould have 

given Paneast a profit of 830 per barrel of naphtha.

10 This profit was reduced to 540 per barrel in accordance 

uith the terms of the let-tors of March 16, 1965 (Exhibits 

82/3131 and B6/3147) uhich, uith effect from April 1, 

1964, granted a discount of 290 per barrel on the price 

of naphtha to Europa and, hence, on the price received by 

Paneast from Gulf.

Throughout the period April 1964 - October 1970, 

the naphtha price to both Paneast and Europa remained 

unchanged. From the data regarding naphtha cargo 

prices f.o.b. Persian Gulf shown in Table 6(b) it is

20 clear that the price paid by Paneast of $1.46 per barrel, 

or 3v;-0 per U.S. gallon, was an unreasonably low one under 

normal conditions and explainable only by Gulf's particular 

need to sell light end products. In this connection I 

should like to refer to my earlier evidence 

with regard to the 1956 contracts.Although Gulf's position 

is now undergoing some change this was not the case at the 

time the 1964 contracts were negotiated. On the other 

hand, the price paid by Europa to Gulf was, even allowing 

for the fluctuations of the spot cargo prices shown in

30 Table 6(b), rather above what one would expect the

price of a long-term contract to have been in that period. 

This would clearly point to the fact that throughout this 

period Paneast constituted a vehicle to grant a price 

concession to Europa outside New Zealand.
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So far as gas oil is concerned, the price to Paneast 

remained also unchanged during the period April 1965 to 

October 1970 at $2.00 per barrel. In accordance with 

the letter of March 16, 19-65 (Exhibit 83/3132) the price 

to Europa varied throughout this period uith changes in 

the lowest posted price for 48/52 DI gas oil at Abadan., 

which in these years uas in the range of $2.65 to $2.94 

per barrel. The cargo prices shown in Table 6(d) 

indicate the availability of discounts on posted prices

10 of gas oil at various levels. It would therefore have 

been unreasonable for a major purchaser like Europa to 

pay the posted price for this product and the Paneast 

operation again clearly proves that such a price concession 

uas granted via Paneast. It will be noted that the 

selling price for gas oil from Gulf to Paneast of $2.00 per 

barrel, or 4f0 per U.S. gallon, is well below the lowest 

cargo price shown"in Table 6(d).

As in the case of crude oil, so also in the case 

of naphtha Gulf sent letters to Europa and to Paneast

20 (Exhibits CS19-and CS21), dated October 31, 1970,

adjusting the price with effect from October 23, 1970.

In accordance with the letters of October 31, 1970, 

Paneast's profit on naphtha was further reduced, to 340 

per barrel, by virtue of the fact that the direct discount 

to Europa was increased to 410 per barrel, and, hence, 

the price received by Paneast was similarly adjusted.

Before considering the effect of the subsequent 

letters of September 20, 1971, it will be of interest 

considering what would have been the effect on the contractual

30 price of naphtha if either the letters of October 31,

1970 had not been superseded with effect from November 14, 

1970 or if the previous level of discount of 290 per 

barrel had remained in effect in conjunction with the 

increase in the posted price of Kuwait crude oil of 90 

per barrel in November 1970.
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In the latter case, the price paid by Gulf to 

Paneast and by Europa to Gulf for naphtha mould have 

escalated in accordance with the increase of 90 per 

barrel on the posted price of Kuwait crude oil, which 

uould have meant a naphtha price of $1.68 plus 700 

less 290, i.e. $2.09 per barrel. The same price 

uould have applied to the purchase of naphtha by Gulf 

from Paneast, whilst the price paid by Paneast would 

have escalated by 90 to $1.55 per barrel. In this

10 way the profit earned by Paneast would have been 

preserved at 540 per barrel.

In accordance with the letters of October 31, 1970, 

the increase of 90 per barrel in the posted price of 

Kuwait crude oil would'have similarly affected both 

sides of the contractual price relationship of Paneast 

to preserve the latter's profit of 420 per barrel on 

naphtha. In this case, however, the price paid by 

Europa to Gulf for naphtha would have been $1.97 per 

barrel ($1.68 plus 700 less 410).

20 From this it appears that, envisaging the increase 

in posted prices in November 1970, Gulf granted Europa 

an increased direct discount on naphtha which, although 

it reduced the profit to Paneast, still cushioned 

Europa's naphtha price from the full effect of the 

posted price increase which would otherwise have applied.

The letters of adjustment of 20 September 1971 

should be seen in the perspective of the then known 

increase in Gulf's tax-paid cost which occurred on 

November 14, 1970; Danuary 1, 1971; February 15, 1971

30 and 3une 1, 1971 and a schedule of discounts applicable 

as of each of these dates was introduced to determine 

the naphtha price paid by Gulf to Paneast and by 

Europa to Gulf. The base price of $1.46 par barrel
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paid by Paneast to Gulf uas amended to escalate with 

OPEC Cost Increases for 31.0° - 31.9° API Kuwait crude 

oil plus or minus 40^ of the difference between increases 

in the posted price of Kuwait crude oil, above $1.59 

per barrel, and the OPEC Cost Increases. This formula, 

which was illustrated in the attachment to Exhibit CS26, 

adopted a somewhat similar approach to that applied to 

the- pricing of crude oils. But in the case of naphtha, 

this formula applied only to the price paid by Paneast

10 and the effect of the pri.ce adjustments was to preserve 

a profit for Paneast, although at a substantially reduced 

level.

It seems clear that in the case of naphtha, as in the 

case of crude oils, the letters of adjustment of September 

20, 1971 provided a mechanism whereby Europa should share 

the effects of Gulf r s increased tax-paid costs but for 

naphtha the full effects of such increased costs to 

Gulf were not passed on to Europa even over an extended 

period.

20 It is perhaps relevant to point out here that at

the time of the letters of September 20, 1971 the long-term 

outlook for naphtha prices was very uncertain. The 

displacement of naphtha for town-gas manufacture by 

natural gas in Western Europe was accompanied by a 

worldwide recession of the petrochemical industry, 

affecting the demand for naphtha for petrochemical feedstock. 

On the other hand, the potential demand for naphtha 

for the U.S. gas industry was more conjectural than 

probable. Similarly there was at that time some

30 uncertainty regarding the future growth rate of naphtha 

demand in Oapan. In these circumstances, it would not 

have been surprising for Gulf to agree in the case of 

naphtha to absorb a proportion of its increased tax-paid
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costs, particularly s.ince, as pointed out in Appendix B, 

the allocation of such tax-paid cost increases to 

individual products was not reflected in uniform 

increases of posted prices for petroleum products at 

the Persian Gulf.

For gas oil there uas no change to the existing 

contractual price relationships in the letters of October 

31, 1970. This meant that as a result of the increase 

of the posted price of Kuuait crude oil by 90 

10 per barrel on November 14', 1970 the price to Paneast for 

gas oil uould have increased by 90 per barrel and the 

Paneast for gas oil uould have increased by 90 per 

barrel and the Paneast profit uould have been reduced 

by a corresponding amount, from 64.60 per barrel to 

55.60 per barrel The subsequent increase in the posted 

price of Kuuait crude oil of 40.50 per barrel on 

February 15, 1971 uould similarly have applied to the 

Paneast price although the increase of 1.10 per gallon 

in the Abadan posted price for 48/52 DI gas oil uould 

20 have applied to the price received by Paneast from Gulf and 

by Gulf from Europa. This uould have resulted in the 

follouing:

3.108 $ per barrel for gas oil sold by Gulf to Europa 

2.495 $ per barrel for gas oil sold by Gulf to Paneast 

3.108 $ per barrel for gas oil sold by Paneast to Gulf 

0.613 $ per barrel profit fpr Paneast 

0,033 $ per barrel less profit for Paneast compared

with position prior to November 14, 1970 

0.462 $ per barrel increase in Europa gas oil price 

30 compared uith position prior to November 14, 1970

This position uas, houever, adjusted by virtue of 

the formula price for gas oil to Paneast introduced by 

the letters of September 20, 1971, effective from November 14, 

1970.
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The effect of the formula price, calculated in

the table attachment to Exhibit CS26 on similar lines 

to that applicable to naphtha, was to increase the 

price of gas oil to Paneast by 10.490 per barrel with 

effect from November 14, 1970 and by a further 0.750 

per barrel as from Danuary 1, 1971, thus consecutively 

reducing the Paneast profit by corresponding amounts. 

During this period, however, there uas no change to 

the Abadan posted price for gas oil.

10 Uith effect from February 15, 1971, when the posted 

price for gas oil at Abadan increased to $3.108 per 

barrel and thus Europa paid an increase of 46.20 per 

barrel, the formula price to Paneast uas increased by 

33.450 per barrel, to $2.4469, and the profit to Paneast 

increased to 66.110 per barrel, i.e. it uas not only 

restored to the pre-November 14, 1970 level, but in 

fact increased by about 1-^0 per barrel.

Appendix A is a summary of prices in relation to 

the letter variations of October 31, 1970 and September 20,

20 1971.
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APPENDIX A

KUUAIT CRUDE OIL

I POSITION PRIOR TO GULF'S LETTERS 
OF OCTOBER 31ST. 1970_________

Europa paid Gulf posted price 
($1.59) less 180

Paneast paid Gulf posted price 
($1.59) less 15$

Paneast received from Gulf posted 
price less 180

Therefore Paneast's margin

II INTERMEDIATE POSITION

A Letters of October 31st, 1970

(i) Prior to November 14th, 1970

Europa paid to Gulf posted 
price ($1.59) less 15$

Paneast paid Gulf posted 
price ($1.59) less 1.5$

Paneast received from Gulf 
posted price ($1.59) less 15$ -

There-fore Paneast's margin 

(ii) From November 14th, 1970

Europa paid Gulf posted 
price ($1.68) less 15$

Paneast paid Gulf posted 
price ($1.68) less 15$

10016
Appendix A1_

B

Paneast received from Gulf 
posted price ($1.68) 
less 15$

Therefore Paneast*s margin -

Variant: From November 14th, 1970 
if Gulf had not sent letters of 
October 31st, 1970______________________

*

Europa uould have paid Gulf posted 
price ($1.68) less 180

Paneast uould have paid Gulf 
posted price ($1.68) less 15$

Paneast uould have received from 
Gulf posted price ($1.68) less 
180

Therefore Paneast's margin,uould 
have been

S per bbl, 

1.4100 

1.3515

1.4100

0.0585

1.3515

1.3515

1.3515 

Nil

1.4280

1.4280

1.4280 

Nil

1.5000

1,4280

1.5000

0.0720
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Ill REVISED POSITION:
LETTERS OF SEPTEMBER 20TH, 1971

(i) From November 14th, 1970

Appendix A1 cont'd

100.1?
S per bbl

Europa pays GuJ.f formula price 

Paneast pays Gulf formula price

Panoast receives from Gulf 
formula price

Therefore Paneast f s margin 

(ii) From January 1st, 1971

Europa pays Gulf formula price 

Paneast pays Gulf formula price

Paneast receives from Gulf 
formula price

Therefore Paneast's margin 

(iii) Fjrom_JF ebruary^ 15t h,   197_1t

Europa pays formula price' 3 ' 

Paneast pays Gulf formula price

Paneast_,receives from Gulf 
formula price

Therefore Paneast margin

1.4510
1.4510

1.4510 

Nil

1.4585

1.4585

1.4585 

Nil

1.7682

1.7682

1.7682 

Nil

(a) applicable to 31° - 31.9° API 
Gulf table.

as per
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NAPHTHA (66° API) i 0 ft 1 ̂

I POSITION PRIOR TO 
GULF'S LETTERS OF 
OCTOBER 31. 1970 > per bbl

Europa paid GulF. posted pri.cie ($1,59)
of Kuwait crude pJUj^s 20 per API
above 31° API less. 290 = $2.00

Paneast paid Gulf $1.46 = 1.46
*

Paneast received from Gulf $1.59 + 700 - 290 = 2.00 

Therefore Paneast's margin = 0.54

II INTERMEDIATE POSITION

A Letters of October 31.1970

i) Prior to Nov e m b e r 14, 1 970

Europa paid Gulf posted price (11.59)
of Kuwait crude p 1 us 20 per °API
above 31 °API less 410 1.88

Paneast paid Gulf $1.46 = 1.46 

Paneast received from Gulf $1.59 + 700 - 410 = 1.88 

Therefore Paneast's margin = 0.42 

ii) From No v etnb e r 14 ,1970

Europa paid Gulf posted price ($1.68)
of Kuwait crude pius 20 per °API
above 31 °API less 410 = 1.97

Paneast paid Gulf S1.46 plus escalation with
posted price of Kuwait crude = 1.55

Paneast received from Gulf^Sl.68 + 700 - 41'0 = 1.97 

Therefore Paneast's margin = 0.42

B VARIANT: FROM NOVEMBER 14, 1970 
IF GULF HAD NOT SENT LETTERS OF 
OCTOBER 31, 1970______________

Europa would have paid Gulf posted price ($1.68) 
of Kuwait crude plus 20 per °API 
above 31 °API less 290 = 2.09

Paneast would have received from Gulf $1.46
plus escalation with Kuwait posted
price = 1.55

Paneast would have received from Gulf
$1.68 + 600 - 290 = 2.09

Therefore Paneast's margin would have been = 0.54
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III REVISED POSITION: | per bbl 

LETTERS OF SEPTEriBER 20, 1971 ————— "

i) Prom November 14, 1970

Europa pays Gulf posted price ($1.68}
of Kuwait crudg..plus 20 per API
above. 31 °API ^L^ss. 490 o 1.89

Paneast pays Gulf formula price = 1.565 

Paneast receives from Gulf $1.68 + 700 - 490"= 1.89 

Therefore Paneast T s margin = 0.325 

ii) Post. January 1st 1971

Europa pays Gulf posted price ($1.68)
of Kuwait crude plus 20 per OAPI
above 31 OAPI less 47.5 0 *= 1.905

Paneast pays Gulf formula price o 1.5725 

Paneast receives from Gulf $1.68 •*• 700-47.50 =» 1.905 

Therefore Paneast's margin = 0.3325 

iii) From February 15. 1971.

Europa pays Gulf posted price ($2.0925) a ' 
of Kuwait crude plus^ 20 per °API 
above 31 °API less 60.10 =. 2.1815

Paneast pays Gulf formula price a ' « 1.9069

Paneast receives from Gulf $2.0925 + 620
- 60.10 = 2.1815

Therefore Paneast r s margin a 0.2846

\ <5v*^ x/t f V
--• a ) applicable to 31° -.31.9° API |*aiTW as per

y ^>- — - ' Gulf table.



GAS OIL
I Position prior to 

Gulf's letters of 
OCTOBER 31, 1970

• Europa paid Gulf lowest posted pric.e 
(6.30 gal. 27.3.69) for 48/52 31 at 
Abadan

Paneast paid Gulf $2.00 escalating uith. 
Kuuait crude posting

Panuast received from Gulf lowest posted 
price for 40/52 DI at Abadan

Therefore Paneast's margin

APFENDIX A3
Ju U V •

S. Per b'bl

2.646

2.000

2.646

0.646

II INTERMEDIATE POSITION 

A Letters of October 31, 1970 No- change

(i) Prior to November 14, 1970 As'for I above 
(ii). From November. 14, 1970

Europa paid Gulf lowest posted price for 
48/52 DI at Abadan

Paneast paid Gulf $2.00 + 90

Paneast received from Gulf lowest posted 
price for 48/52 DI at Abadan

Therefore Paneast's margin

2.646

2.090

2.646

0.556

III REVISED POSITION:
LETTERS OF SEPTEMBER 20. 1971

(i) From November 14iT '1970

Europa pays Gulf lowest posted price for 
48/52 DI at Abadan

Paneast pays Gulf formula price

Paneast receives from Gulf lowest posted 
price for 48/52 DI at Abadan

Therefore Paneast's margin 

(ii) From January 1, 1970

Europa pays Gulf lowest posted price for 
48/52 DI at Abadan

Paneast pays Gulf formula price

Paneast receives from Gulf lowest posted 
price for 48/52 DI at Abadan

Therefore Paneast's margin

(iii) from Fobruory 15, 1971
Europa pays Gulf lowest posted price 
(7.40 gal. 15.2.71) for 48/52 DI at Abadan

Paneast pays Gulf formula price
Paneast receives from Gulf lowest posted price 
for 48/52 DI at Abadan

2.6460

2.1049

2.6460

0.5411

2.6460

2.1124

2.6460

0.5336

3.1080

2.4469 

•* 1 nan
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Appendix B Crude Oil

It was already apparent in the period prior to 1965 that posted 

prices for crude oil had ceaced to be indicative of commercial prices 

and that the latter were expressed in terms of a discount off the 

posted prices. Posted prices had indeed already become tax-reference 

prices for the calculation of the producer countries' revenue since 

the formation of the Organisation of Petroleum Exporting Countries 

(OPEC) had exerted sufficient influence to "freeze" effectively the 

posted prices of crude oil following the reductions in posted prices 

in I960.

This position vas more or less- maintained for a decade, with 

crude oils being generally available at increasing discounts off posted 

prices to annslength buyers and also affiliated companies. The levels 

of these discounts to araslength buyers of Iranian Light (Agha Jari), 

Iranian Heavy (Gach Saran) orid Kuwait crude oils are indicated in the 

Tables (la) i), ii), iii) and 1 V) i), ii), iii) ). Whilst there is 

sufficient published data available to provide reasonable evidence of 

the trend of discounts on each of the three crude oils to Japanese 

amvslength buyers, only Agha Jari crude oil has been sold at published 

discounts in other East of Suez markets, namely India and Pakistan, to 

arnslength buyers.

Published reports in Platt's Oilcram Price Service of Australian 

crude oil imports show f.o.b. values of crude oils by country of origin. 

From these it can be seen that Kuwait crude oi3. WUM being 'tiu)>p3.iod to 

Australian refiners in 19&9 arid 19'AA at uubtituatiul (liucoimta (tin 

average of about 30^ per barrel below the then pouted price of $1.59 during 

the first nine months of 1970)• Such imports would comprise a limited 

volume of armslength sales but would constitute principally sales to 

Australian refining affiliates of the major oil companies which would 

normally carry smaller discounts than sales to annolength buyers.

Before considering the levels of discount granted to Japon.it 

should be pointed out that, particularly in the earlier years, crude 

oil sales to Jopanece refiners were often tied in with the provioon of 

substantial loans on fuvouruole terms or other similar urr/mgementu. 

This particular feature of crude oil sulon to Japanese anr,.jlength -buyero 

wao refclected in the level of discounts on such nales which muut therefore 

be viewed in the context of the specific Japanese circumstances.

For West of Suez markets, published data arc available to indicate 

the trend of discounts on these three crude oila in tender offers to
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South America but little published data areaavailable to indicate 

levels of discounta to other West of Suez markets. It will be 

appreciated, however, that even whcr,e no evidence is available from 

published sources knowledge of the competitive conditions prevailing 

in the oil market in the 1960s confirms that substantial discounts on 

posted prices were in fact increasingly granted in crude oil sales both 

to third parties and also to the affiliates of the international oil 

companies .

The level of diocounts on anno-lenpth sales of Agha Jari crude 

oil to Japan increased from a range of around 25f£ ~ 29^ per barrel in 

1965 - 1967 to MS? - $li per barrel in 1969. In early 1970 the ranee 

narrowed to kQ£ .- 1*3^ per barrel and later that year discounts of 39^ - 

hQ£ per barrel vere reported. In the first five months of 1971 discounts 

of ^5i - 1*7*J per barrel were granted and these increased to kQ£ - J?l$£ 

per barrel in the second half of the year,

A roughly similar pattern for diocounts on salca of Gach Saran 

crude oil to Japan can be discerned, with discounts of . I$i - 21^ per 

barrel in the earlier years, rising to 27i^ - 32f? per barrel in 1969, 

ranging from 25i - 36£ per barrel in 1970, then .increasing to Ulji? - $2i 

per barrel prior to June 1971 and to 1)3^ - fli per barrel in the latter 

half of that year,

In the case of Kuwait crude oil, Japanese buyers obtained discounts 

of around \5i per barrel in the period from 196H to 1968. In 1969

discounts on Kuwait crude oil increased to 20^ per barrel. In 1970 

these were further increased to 22<f. - 2Q£ per barrel. In the first 

five months of 1971 a further increase to 25^5 - 32jf por barrel took 

place and the level in the second half of the year was again higher at 

around 35^ per barrel,

Evidence of discounts on sales of Agha Jari crude oil to arms- 

length buyers in India nad Pakistan in 19^7 ~ I960 indicates discounta
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in the range of Ho/ - 500! per barrel on on f.o.b. basis but discounts 

granted by major oil companies to such buyers vere at the lov of the 

range.

Published reports, in'Platt's Pricegram*, of the discounto 

gi-aated by the major oil company euppliers to their Indian refining 

subsidiaries in 1968 - 19&9 show a range of 'kli - 1*5^ per barrel for 

Agha Jari crude oil and 28?! per barrel for Kuwait crude oil. Similar 

levels of discounts on offers of Agha Jari crude oil by major oil 

companies to their affiliate, Pakistan Refinery Ltd., vere reported 

in Petroleum Intelligence Weekly in October 1968 and a discount of 

k$i per barrel was reported** in September 1969 for the sale of 

Agha Jari crude oil by Phillips Petroleum to the Cochin refinery 

in India.

In early 1970 the discount on Agha Jari supplied by the major 

oil companies to their Indian refining subsidiaries was increased to 

f? per barrel. Later in the same year the discount vac reduced to 

per barrel, reflecting the effect of an increase in the rate of 

tax, from 50$ to 55$, payable to the Persian Gulf producer country 

governments as from end-1970. The discount on Kuwait crude oil was 

similarly reported to have been 36/."per burrcl ub wid-1970 and 33/ per 

barrel in December, reflecting again the increased rate of tax***.

From February 1971 the discount on Agha.Jari crude oil to the 

same refiners was reported as .55^ per barrel and in June aa 59f£ per 

barrel, but 5M per barrel in July on the suppliers' contention that

* See Platt's Pricegram of 15.5.1968, 2»i.7.1969,^.9.196*9.
*•* See Platfc's Pricegram of ^.9.1969.

See Platt's Pricegraw of 3.2.1970 and Petroleum Intelligence 
Weekly of 7.12.1970.
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the price for thin crude oil was hardening*. The discount granted 

by Phillips Petroleum to the Cochin refinery vas similarly reported 

to have increased to 57^ per barrel of Agha Jari crude oil in April 

1971, from $%i per barrel a year earlier**. For Kuwait crude oil 

there vere no published reports of the level of discounts in 1971.

Public tenders to South American armslength buyers reveal that, 

calculated from a c. & f. basis, the discount on Agha Jari crude 

oil was from 3®i - 53t per barrel for deliveries in 1965 and 36$£ - 1*8^ 

per barrel for deliveries in the early part of 1966. Offers for supply 

in June - July 1966 showed die counts in the range of 32j£ - Vff£ per barrel, 

Vhe level of discounts for deliveries in 1967 on an f.o.b, basin vere 

lower, in the range of 31$^ - 39>- p,er barrel. More recent offers, made 

in December 1968 for delivery in the period 1969 to 1973/71* and in Juno

1971 for delivery in the third quarter of that year, were at discounts 

of It8j£ and 1+9^ per barrel respectively on an f.o.b. basis.

The relatively few offers of Gach Saran crude oil to Gouth 

America show an increase in the discount from around 30#f to around 

l*0j£ per barrel between 1965 and 1970. For Kuwait crude oil, the level 

of discounts offci'ed increased from 15^ ~ 30/ por bnrrcl in 196l»« In 

I960 in a tender to the Uruguayan ulutc refinery AN CAP for Kuwait crude 

oil for delivery 1969 - 1973/71* discounts of 29f* - 35^ per barrel were 

offered on on f.o.b. basis „*** Discounts offered to YPF Argentina vere 

20y! - 28f< per barrel in 1969, 29{* - 3W per barrel in 1970 end k6& - 

1*8|£ per barrel for delivery in the second half of 1971«

In the published record of hearings before the U.O. Genato 

Sub-Committee on Antitrust and Monopoly, in March/April 19^9 » evidence 

vaa given of the price at which Pctrobraa, tho Brazilian 'otata

* See Petroleum Intclliccnco Weekly 12. h. 1971 and 2.8.1971.
•X-K- See Petroleum Intelligence Weekly 12Jt. 1971*

Vhe range of 29^ - 35f( per barrel ic exclusive of cradit 
terms offered which represented a further discount of 30? - 
6$ per barrel on on f.o.b. basis.



25.

refining monopoly, purchased Middle East crude oil, including Kuwait, 

in 1965 and 1966. The price quoted there of $1.30 per barrel vould 

represent a discount of 2$i per barrel on Kuvait crude oil*.

At the same hearings I stated in evidence in respect of discounts 

granted to European armslength buyers:-

"On the basis of the published and unpublished information 

available, it can, however, be said that for the main Middle East crude 

oils the development of discounts on posted prices and the resulting 

effective prices to European destinations in armslength sales of 

substantial quantities has been approximately as follows:-

We have two types of crude here, Kvwait crude and Agha Jari» 

The following table shows that the effective crude oil price to 

European buyers of Kuwait crude has gone down from $1.65 a barrel 

in 1958 to in the range of $1.2** to $1.29 per barrel in the period 

1961* - 67.

Light Iranian crude, Agha Jari, has gone down from about $1.79 

to $1.29 ~ $1.3U per barrel. These are all f.o.b.-prices.

(in cents per bjxrrel)

m___Me.dium type (Kuwaj. t) ^ ___Light type ... r( Agha Jari)
Posted Effective Posted Effective

Year___Price Discount Price '._...._ PriceDiscount ^ Price

1958 185 20 165 201* 25 179
1959 167 20 11*7 186 30 156
1960-61 159 25 13J* 178 35 ll*3
1962 159 25-30 129-13H 178 35-1*0 138-lUs
1963 159 30 129   178 1*0 138
196l*~67 159 30-35 12l*-129 179 ^5-50 129-131*

i Posting transferred from Bandar Mashur to Kharg Island 
at end of 1965."**

* See evidence of Dr. John Blair, Chief Economist, Antitrust 
Sub-Committee. "Governmental Intervention in the Market Mechanism: 
tflie Petroleum Industry". U.S. Government Printing Office, Washington 
1969. Page 76.

** See evidence of Mr. Walter L. Newton, Pages 58-59 in above 
publication*
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An extension of the above table for the period 1968 - 1970

vould be as follows :-
i per barrel

Medium type (Kuwait) _ Light type (Ap.ha Jari) 
Posted Effective Posted Effective 

.Year ________ Price s t DiscoxmlL^^Prico ____ Price Discount Price

1968 159 35-^0 119-121* 179 50 129 

1970) 159 k° n? ™ 50-55

The circumstances of 1970, which led to an increase in the 

"posted prices of heavier crude oils (-Iranian and Arabian Heavy, Arabian 

•Medium and Kuwait) at the Persian Gulf in mid-November of that year and 

the Resolutions of the OPEC Conference at Caracas in December, which 

preceded what are generally referred to as the Teheran and Tripoli 

Agreements of 1971, resulted from a combination of factors. These are 

briefly enumerated since their impact was of immense significance 

for the future of posted prices and government revenues for the 

producer countries and for the future relationship of the oil companies 

to these countries.. It has, however, already been established that 

the East of Suez refiners continued to obtain substantial discounts off 

the posted prices, although the latter had been increased. Indeed 

discounts tended to' increase in terz&s of i per barrel.

At the same time it is relevant to analyse the background to 

the subsequent price developments of 1970 and 1971 in order to emphasise 

the fact that these developments were not a culmination of a general 

trend in prices but were rather the result of specific short- and medium- 

term factors affecting the political equilibrium in the relations between 

governments and oil companies, natoely:- 

i) the interruption in early May 1970 of the important Trans

Arabian Pipeline (Tapline) carrying Saudi Arabian crude

oil to the Eastern Mediterranean;
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ii) the imposition of restrictions on the levels of Libyan

crude oil production as from June 1970; 

iii) the unexpectedly high level * of oil consumption in 1970,

particularly in Western Europe and Japan; 

iv) the growing evidence of the extent of the U.S.A.'s failure

to develop indigenous sources of energy to keep pace with

the level of U.S. demand with the resulting need to increase

substantially oil imports from the Eastern Hemisphere over

the next decade; 

v) spiralling rates of inflation in the major industrial

coxmtries vhich affect the balance of trade of oil producing

countries; 

vi) the deviation from the traditional 50:^0 Agreement between

producer countries and oil companies in Libya in September

1970.

Whilst it can be seen that the particular events of 1970 vere 

wore directly related to conditions West of Suez, their impact vas not 

restricted to that area. Thus a shortage of short-haul crude oil for 

Western Europe means an increased demand for crude oil from the Persian 

Gulf, which is the only location of sufficient oil reserves to act as 

the buffer supplier for both East and West of Suez. With the continued 

closure of the Suez Canal increased demand for Persian Gulf crude oil 

for West of Suez substantially affected the balance of tanker demand 

and supply. In the particular circumstances affecting the tanker 

freight market in 1970 this resulted in a worldwide shortage of tankers 

and put a premium on short-haul crude oils.

The position in 1970 as described above was particularly 

favourable for the young revolutionary government in Libya to capitalise 

on the geographical and quality advantage of the crude oil produced 

there. Under the threat of further cut-backs in Libyan production,
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vhich would have had a moat seriouc effect on the ability of the 

companies to meet oil demand in the West of Suez area, the oil companies 

had to comply with the demands made »by the Libyan Government with regard 

to higher ptated prices. It was, however, not so much the higher 

posted prices for Libyan and, subsequently, other Mediterranean crude 

oils accepted by the oil companies in September 1970 as the increase in 

the tax rate above the traditional 50$ level which undermined the existing 

arrangements between oil companies and producer countries worldwide.

It was against this background that, in the first instance, the 

posted prices at the Persian Gulf were increased for the heavier crude 

oils, for which there was strong demand owing to the worldwide shortage 

of residual fuel oil at the time and the posted prices of which had 

been considered undervalued by the producer countries for some time. 

At the same time, the traditional 50:50 tax arrangements in Iran and 

Kuwait were breached in favour of a 55$ tax. rate, following the 

precedent set by Libya in September. The agreement between the Iranian 

Consortium and the Government of Iran, raising the posted price of 

Gach Saran crude oil to $1.72 per barrel and the tax rate to 55$, was 

reached on November lU, 1970. This was followed, effective from the 

same date, by agreement between the Kuwait Oil Company (B.P. and Gulf) 

and the Government of Kuwait to raise the posted price of Kuwait crude 

oil to $1.68 per barrel and the tax rate to 55#.

Pressure from other producer countries to obtain increased oil 

revenues was inevitable and the XXI OPEC Conference at Caracas resolved:- 

i) to establish 55# as the minimum rate of taxation applicable

to the net income of the oil producing companies; 

ii) to establish a uniform general increase in posted 'or tax

reference prices and to eliminate existing disparities between

such prices; 

iii) to adopt a new system of gravity differentials;
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iv) to eliminate the allowances granted to the oil companies.

The allowances referred to in iv) stemmed from an agreement 

reached in 19^5» vhereby the producer country governments were able 

to increaoe their unit revenues without any adjustment of posted 

prices. The basic mechanism adopted was to follow the longstanding 

Venezuelan example of treating royalties as a deductible cost for 

tax purposes instead of as part of the 50$ government "take" which 

was the way in which the 50;50 principle had, by mutual consent, been 

applied in the Middle East since the early 1950s. The allowances
•

referred to were in fact a method to introduce the new system by stages

and thus smooth the transition for the oil companies.

The Caracas Conference of December 1970 van followed by

negotiations between the oil companies and a team representing the

Persian Gulf member countries of OPEC, culminating in the Teheran

Agreement of February 1^4, 1971* The main terms of the agreement

comprised:-*

i) guaranteed stability for oil priceo und revenue paymonta to 

the six Persian Gulf producer countries for 5 years;

ii) an immediate increaoe in pouted priceo for crude oils at the

Pcroiari Gulf of yjf. por lmrr<:l., to bo njtjdu«r(l to 'iO Al'l arudo 

oil, with the posted prices of other crude oils being determined 

in accordance with a new gravity differential system of 0.15 

centD/bbl./0,l° API for crude oil of >40O API and below (with 

the exception of crude oils below 30° API gravity) and 0.2 centa/ 

bbl./0.1° API for crude oils of 140.1° API and above;

iii) an annual increase of 5(^ per barrel on crude oil posted prices

coupled with a further 2\% to compensate for worldwide inflation, 

such increases to be effective on June 1, 1971 suid January 1, 

for each of the years 1973, 1971* and 1975;

*to these the terms of the Geneva agreement of 20 Danuary 
1972 providing for changes in the value of the U.S. dolla 
in relation to certain other currencies have been added.
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iv) adjustment of posted prices for certain crude oils, including

Kuwait and Cach Saran, by on additional 1^ per barrel on the

basis of disparity claims; 

v) elimination of the OPEC allowances.

An immediate result of the Teheran Agreement was an increase 

in the posted prices of 3!*«0 API Agha Jari crude oil by 38^ per 

barrel (Table 2), of 31.0° API Gach Saran crude oil by hti,5t per barrel 

(Table 3), and of 31.0° API Kuwait crude oil by kO.^ per barrel (Tabie 

lj), with increased government revenvfe from Agha Jari crude oil 

representing 2.1.2i per barrel and from Gach Saran and Kuwait crude oils : 

27.8^ per barrel.

The earlier increase, in November 1970, of 9i per barrel in 

the posted price of Kuwait crude oil coupled with the higher tax rate 

had resulted in an increase in government revenue for Kuwait crude oil 

of 11.5f! per barrel indicated in the penultimate line in Table U. 

This increaoe in government revenue is reflected in the tax-paid cost 

Of the crude oil indicated in the final line of the Table, and this is 

ehown to be 11.5^ per barrel, corresponding to the 11.^9^ per barrel 

shown in the top line, under the heading of "OPEC Cost Increases", 

in the table attached to Gulf's letter to Europa of September 20, 1971 

(Exhibit CS25).

The terra "tax-paid cost" has become generally adopted in the oil 

industry since the Teheran Agreement of February 1971 to describe the 

production cost to the oil companies, indicated in Table U, line 6 as 

operating costs, plus total payments to the producer country government 

(Table 1|, line 10), As can be readily appreciated, any increase in the 

tax-paid cost of a crude oil will have to be absorbed by the producing 

oil company to the extent that such on increase cannot be passed on to 

the customer. Assuming operating costs remain constant during the 

puriod between 1970 &fld 1975- vhich is believed to bo a reasonable
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assumption, then increases in tax-paid coots become synonymous vith 

the OPEC Coot Increosen shown in Gulf's own table (Exhibit CS25)*t

There is one important qualification, however, namely that as 

from the introduction of the ncv API gravity differentials, in, 

February 1971, the Gulf approach, taking a crude oil of 31.0° - 31«9° 

API gravity no longer corresponds precisely to the more standard approach

of Table U, calculated solely for a crude oil of 31'.0° API gravity.

It must be pointed out, however, that the Gulf approach is in accordance

vith the terms of Clauses U.02 (a) and(b) of the Processing Contract 

(Exhibit B5/3131*}, which provide for escalation of the naphtha and gas 

oil base prices to Paneast with the posted price of Kuwait crude oil of 

31.0° - 31.9° API.

* Exhibit CS25 being .dated 20 September 1971 doss 
not allow for the effect of the Geneva Agreement 
of 20 3anuary 197,2.
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Appendix C Petroleum^Products.

Between 196U and 1970 demand for petroleum products Ea«t of 

Suez more than doubled, from 183 million tons in 1961* to 393 million 

tons in 1970 (Table 5). Over the oain« period overall refining capacity 

in the East of Suez area continued to exceed demand, although the 

margin by vhich refining capacity exceeds demand has been significantly 

reduced since the mid-1960s. Between 1962 and 1967 refining capacity 

in the consuming countries East; of Suez, vith the exception of East 

and South Africa, also exceeded demand in these countries but by 1967 

demand in Japan had begun to overtake defining capacity in that country.

The sustained growth of refining capacity in the Middle East 

has enabled the Persian Gulf to contribute an increasing volume of 

petroleum products exports to meet the growth, of demand in the East 

of Suez area.

Export sales of petroleum products from the Persian Gulf totalled 

over liOO million barrels (over 55 million tons) in 1969 compared vith 

330 million barrels (over 1*5 million tons) in 1965. Of these totals, 

in 1965 over 1Q% remained East of Suez and the rest was exported to 

West of Suez destinations but in 1969 exports to West of Suez had 

declined to less than 39 million barrels (5.5 million tons) leaving 

Aittle short of 90# of Persian Gulf exports of petroleum products for 

the East of Suez area.

Whereas in 1965, and 1959, the volume of Persian Gulf exports 

of petroleum products had been less than half of total exports from the 

Caribbean refineries, by 1969 Caribbean exports had declined to almost 

600 million barrels (around 86 million tons) and Persian Gulf exports had 

increased to a level two-thirds of the volume of the Caribbean. In 

1965 over 70# of total Caribbean exports of petroleum products, about 

700 million barrels (around 100 million tons) had been shipped to other 

Western Hemisphere countries and about 20# to Europe; the corresponding



figures for 1969 vorc almost 90/5 to other Western Hemisphere countries 

and about 1% to Europe. Of the balance of about 6% in 1965, about 

half (17 million barrels) went to East of Suez destinations, including 

New Zealand, and in 19o9 this volume was little changed.

Thus by 1969 the Caribbean export refineries vere orientated 

almost exclusively to supplying their adjacent markets and the Persian 

Gulf export refineries vere similarly operating for the supply of 

markets Bast of Suez.

In the period from 1965 to early 1970» posted prices for 

petroleum products remained relatively stable and, vhere fluctuations 

occurred, movements were confined within a comparatively narrow range 

(Tables 6 a), b) & c) and Graphs 7 a) - d) ')• Posted prices for 

gasoline (95 octane) at the Caribbean remaine'd at 9,7^ per U.S. gallon 

throughout the period and at the Persian Gulf there was a movement of 

less than Q.$i per U.S. gallon for this product. For naphtha there 

vas no posted price at the Caribbean but at the Persian Gulf a posting 

of ^.5^ per U.S. gallon was introduced in February 1966, Although this 

price rose to U.8^ per U.S. gallon in 1968, it had fallen back to it a 

previous level within a year.

No. 2 fuel oil posted prices ut the Caribbean fluctuated within 

a range of 6.3i - 7«3i^ per U.S. gallon, declining again to 6.5i per 

U.S. gallon in May 1969. The range of fluctuation for this product at 

the Persian Gulf was similar but the overall effect was a decline from 

7.1g( per U.S. gallon at the beginning of the period to 6.2^ per U.S.' 

gallon by March 1969.

The posted price of heavy fuel oil (Bunker C) at the Caribbean 

reamined at $2.00 per barrel throughout the period, whilst at tho 

Persian Gulf it declined steadily from $1.65 PC* barrel in 1965 to 

$1.1*0 per barrel by March 1969.
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With the exception of heavy fuel oil at the Peroion Gulf, the 

trend in posted prices of petroleum products in both areas, allowing 

for differences in crude oil yield patterns and variations in demand 

factors, was one of relative stability in contrast to the marked 

erosion of the preceding period. At the Persian Gulf, however, most 

products showed an overall decline in posted prices by the end of the 

period but the extent of the reduction, except in the case of heavy 

fuel oil, was limited.

In the period from April 1970* to end-March 1971 the posted prices 

of most petroleum products at both the Caribbean and the Persian Gulf 

increased (Tables 6 a) and 6 b)). At the Persian Gulf the posted 

price of heavy fuel oil increased by 10j£ per'barrel in October 1970 and 

by a further 30^ the following .February, raising the posted prico to 

$1.80 per barrel.

With these exception^ increaoes in posted prices for petroleum 

products at the Persian Gulf were delayed until after the Teheran Aeree- 

ment in February 1971- At that time the overall level of increases in 

posted prices for petroleum products at the Persian Gulf, on the basis 

of the yield pattern of refineries in tho area, wua roughly in lino 

with, or u little below, tho increuuo in thu tux--j>uir'l conlri of 

crude oils in that area. The actual increases applied to posted prices 

for petroleum products varied, however, both between different products 

ond between different oil companion, 'i'hua tho incrcuoo in the pooled 

price for naphtha f.o.b. Ran Tanura wan 2?.'i/ per barrel in tho caeo 

of Caltex but \2.§i per barrel in that of Esoo, arid that for korooeno 

vas 58.8^ per barrel in the case of Caltex but only 50.M per barrel 

in that of Kcso.

At the Caribbe posted prices of petroleum products, except 

heavy fuel oil (Bunker C), underwent some changes in the second half



of 1970, reflecting seasonal variationo and the supply and demand 

situation in the Western.Hemisphere.

In viev of the predominant importance of the Persian Gulf area 

in supplying East of Suez markets it is particularly unfortunate that 

no regularly published data on the level of discounts on sales of petrol 

eum proudcts from the Persian Gulf were available prior to the introduction 

of Platt's quotations of Persian Gulf Cargo Prices during 1967/1968.

Until it was discontinued at the end of 1966, Platt's Channel 

Port Index had provided an indication of the trend of discounts on 

petroleum products sales to armslengbh buyers at the Caribbean but no 

corresponding indicator of Persian Gulf discounted prices vas published.

Channel Port Index, vhich VAS first introduced in May I960, was 

calculated on the basis of the discounted f.o.b. products prices at the 

Caribbean plus the spot tanker freight from the Caribbean to North 

West Europe. Since Platts generally indicated the reason for each 

change in the Index, i.e. vhether it vas due to a change in the level 

of discounts or of freight rates, it vas possible to calculate backvards, 

by deduction of the freight element, in order to arrive at the discounted 

price for th<: )>art,icvilar product ut rmy ono (, im«>,

IThe trend of posted prices arid dincouuted priceu at the Caribbean 

during the period from April 1, 1965 until Channel Port Index vas 

discontinued in 1966 is shovn in the Graphs 7 &) ** d).

In replacement of Channel Port Index, Platt's began in January 

1967 to report regularly the discounted f.o.b. prices at the 

Caribbean (Caribbean Cargo Prices). The trend of these cargo prices 

for the various products is shovn in Tables 6 /a) and 6 a) i) vhich also 

relate these prices to the posted prices of the produclti in order to 

illustrate the range of the discount (or premium) on ouch sales. In 

the case of naphtha it vill be appreciated that there in no posted 

price for this product at tiho Caribbean. In the case of gao oil, 

Caribbean Cargo Priceo vere only reported by Platt's vith effect from 

November 1967.
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At the Persian Gulf corresponding cargo prices were reported 

by Platt's for naphtha and heavy fuel oil with effect from January 

1967; for kerosene vith effect from December 1967; for Ho « 2 ^ue 

vith effect from January 1968, and for gasoline vith effect from October 

of that year. Table 6 b) shous these Cargo Prices at the 

Persian Gulf on the same basis as Table 6 a) and for the Caribbean.

Since discounts on petroleum products sales .are not generally 

publicly announced it has not proved possible to find sufficient evidence 

from published data to illustrate the trend of discounted prices for 

petroleum products to ariuslength buyers at the Persian Gulf in the period 

from April 1, 1965 to the time of the introduction of the Platt's Persian 

Gulf Cargo Price quotations.

This absence of data to demonstrate a trend should not, however, 

be taken to invalidate the conclusion that, as indicated in my 1969 brief 

of evidence for the period J,o 1965. discounts continued to be available 

on such sales at the Persian Gulf during the period from 1965 until the 

Suez Crisis of 1967 when, following the closure of the Suez Canal in June, 

discounts were eliminated or a small premium was payable on all distillate 

products at both the Caribbean and the Persian Gulf. At the Caribbean 

a reduced discount was still available on heavy fuel oil during the 

second half of 1967* but at the Persian Gulf the range of selling prices 

for this product included a premium. In this case, however, the closure 

of the Suez Canal followed closely on a reduction of the posted price 

Of heavy fuel oil at the Persian Gulf from $1.60 per barrel to $1.50
•

per barrel in May 1967. Discounts of up to $0.10 per barrel were 

obtainable in December 19&7 on heavy fuel oil at the Persian Gulf and, 

after a period in which discounts of up to $0.1*0 per barrel had been 

obtainable, a further reduction of the posted price to $1.1*0 per barrel 

took place in March 1969.
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In the case of naphtha, at the Persian Gulf the elimination 

of the discount preceded the closure of the Suez Canal and in May 1968 

the posted price vas raised to ^«8^per U.S. gallon, at vhich level 

it remainOd until March 1969. It vas then reduced to U.5^ again, 

following the reintroduction of discounts of up to 0.3(£ per U..S. gallon".

The selling price of naphtha at the Caribbean firmed, folloving 

the Suez Crisis in 19&7» to 6.5i per U.S. gallon. By March 1968 it vas 

in the range of 5«5^ - 6«5^ per U.S. gallon, dropping to 5^ by June the 

folloving year. The subsequent increase to up to 1i per U.S. gallon 

in the autumn of 1969 vould appear to have resulted from specific 

circumstances affecting naphtha prices at the Caribbean and vaa not in 

line vith the general trend of products prices at that time.

The particular factors vhich led up to the OPEC Conference in 

Caracas in December 1970s folloved by the Teheran Agreement of February 

X971» c°n t)e discerned in the levels of discounts obtainable on armo- 

length sales of products at the Persian Gulf and the Caribbean reported 

in Platt's Cargo Prices during the fiscal year of 197Q. Whereas, at 

the Caribbean, discounts on sales of petroleum products - principally to 

North American markets - began to narrov or be eliminated in the second 

half of 1970» so that by the end of the year a premium vas payable on 

all main products, vith the exception of motor gasoline, at the Persian 

Gulf the level of discounts on most lighter products shoved an increase 

Of Q,^i - 0.5i^ per U.S. gallon during the same period, thus the discount 

on naphtha increased from 0,lj£ - 0.5^ per U.S. gallon. For No. 2 Fuel 

Oil at the Persian Gulf a premium of O.OJ?^ per U.S. gallon vas payable 

by November 1970 and for heavy fuel oil the range of the discount narroved 

to 0.20(f per barrel or vas eliminated, but no premium vas reported* 

At the Caribbean, on the other hand, heavy fuel oil of 2.2$ maximum 

sulphur content carried a premium of $1.00 per barrel at end-1970 and
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no discount vos reported for the higher oulphur (2.8$ maximum) grade.

Thus it becomes clear that the impact of the particular 

circumstances of 1970 was not reflected in the levels of discount for 

sales of petroleum products f?om the Persian Gulf, except in the case 

of fuel oils, and that lighter products, including naphtha, were 

unaffected. It may therefore be said that for East of Suez markets 

supplied from the Persian Gulf the indications of the circumstances 

prevailing in 1970 vere of a very different order to those affecting 

the Caribbean. The resultant increases of posted prices of petroleum 

products at the Persian Gulf in February 1971 to offset the increases 

in the tax-paid costs of crude oil at the Persian Gulf vere necessarily 

applicable but the existence of discounts on most major products waa 

not eliminated for markets supplied from the Persian Gulf.
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Table 6(a)

Caribbean Cargo Prices 1967 - End March 1971

10053
U.S. 0 per U.S. gallon

Gasoline 100 RON Gasoline 95 RON

Date Selling Posted 
(Sse Note) Price Price(Lou

17. 1.67
30". 1.67
1. 3.67

15. 3.67
17.. 5.67
18. 7.67
3.11.67

15.12.67
19. 2.68
7.10.68

20.10.69
9. 1.70
4. 2.70

10. 7.70
6.11.70

30.11.70
11.12.70

Date

17. 1.67
17. 4.67
14. 7.67
18. 7.67
8. 8.67

11. 9.67
9; 1.68

11. 1.68
30.' 1.68
29. 4.68
7. 6.68

28. -10. 68
17.12.60
2. 1.69

30. 1.69
26. 3.69
22. 5.69
30. 6.69
19. 8.69
20.10.69

7.5
7.8
9.2
9.0
9.5

11.2
10.2
9.7
9.45
9.0
8.5

8.5-8.75
8.25-8.5

7.25
8.0

9.5

Date

17. 1.67
18. 7.67
3.11.67

15.12.67
11. 3.68
22. 5.69
30. 6; 69
19. ,8.69
20.10.69
11.12.69

Selling 
Price

7.2
7.0

7.5

7.8

8.0
8.3
7.5
7.1
7.25
7.5
7.4
7.5
7.25
6,5

7.0-7.25
7.5
7.75

11.2

Discount Selling
0

3.7
3.4
2.0
2.2
1.7
Nil
1.0
1.5
1.75
2.2 .
2.7

2.45-2.7

Price

6.0
6.2
7.7

8.2
9.7

8.7
8.45
8.0
7.0

7.0-7.25

Posted 
Prico(

9.7

2.7-2.95 6.75-7.0

Soiling

5.6-6.0
6.5

5.5-6.5
6.5

5.5-6.5
5.5-6.0

5.0
6.0-7:0
5.5-7.0
5.0-6.5

Stove Oil
Posted 
Price(Lou) (

7.3

7.5

7.8

8.0

0

3.95
3.2

1.7
m

Naphtha

Price

Discount/
Premium)

0.1
0-.3

Nil

Nil

Nil
(0.3)
0.5
0.9
0.75
0.5
0.6
0.5
0.75
1.5

. 75-r1 . 0
0.5
0.25

6.25
Lapsed

Da to

4. 2.70
9. 3.70

10. 7.70

Date

3.11.67
11. 1.60
15. 1.68
30. 1.68
11. 3.68
29. 4. -68
7. 6.68
7.10.68

28.10.68
17.12.68
2. 1.69

30. 1.69
25. 3.69
16. 5.69
22. 5.69
30. 6.69
19. 8.69
20.10.69
11.12.69
4. 2.70

10.2

I Discount
Lou)

3.7
3. -5
2.0

1.5
Nil

1.0
1.25
1.7
2.7

2.45-2.7
2.7-2.95
3.45

Selling Price

4.
4.
5.

Gas
SelTTng 
Price

7.2
7.5

8.0-8.4
8.0
7.2
6.8
6.6
6.85

7.0-7.1
6.9-7.0

7.2
6.7

5.825
5.875
6.0
6,2
6,5
6,6

75-5.5
75-6.2
00-6.2

Oil (48-52 D.I.)
Posted Dlscoun' 
Price (Lou) (Premiurr,

7.2
Nil
(0.3)

7.5
(0.5-0.9

(0.5)
0.3
0.7
0.9
0.65

0.4-0.5
0.5-0.6

0.3
0.8

6.7
0.875
0.825
0.7
0.5
0.2
0.1



2.
10054

Table 6(a) - cont*d

_Date. Selling Posted Discount/ Date Selling Posted Discount 
Price Price(Lou) (Premium) Price Price(Loi) (Premium)

11.12.69
9, 1.70
1'. 5.70

10. 7.70
17. 8.70
25;11.70
11.12.70
4. 1.71

7.
8,
7.
8.

9.

875
0
75
0

8

9.
9.

9.

0
3

8

0.125
Nil
0.25
Nil

(0.5)

9.

1.
10.
7.

21.
30.
4.

3.70

5.70
7.70
8.70
8.70
11.70
1.71

6.5

6.4
7.375

lapsed 7.7
8.7'9.2

9.7

0.

0.
(o.

2

3
675)

Note; For posted prices, the effective date; 
for market prices the date of Platt*s 
Pricegram reporting them.



Table 6 n) (Contd..)

CnriVbcnnCar'TO Prices 196? - End March.1971

Date

17. 1.67 
30. 1.67 
16. a.6?
1. 3.67

15. 3.67
17. 5.67
2. 6.67

13. 7.67
28. 7.67
15. 8.67
16. 8.67
11. 9-67
11. 1.68
15. 1.68
30. 1.68
11. 3-68
29. 't.6s
7. 6.68
7.10.68

23.10.68
17.12.68
2. 1.69

30. 1.69
26. 3.69
16. 5.69
22. 5.69
30. 6.69
19. 8.69
20.10.69
11.12.69
'i. 2.70
9. 3.70
I. 5.70 

10. 7.70
7. 8.70 

21. 8.70
6.11.70 

30.11.70
II.12.70 

>i. 1,71

No. 2 Fuel Oil

Selling Price

6.2
6.0
5.8

5.5-5.65
5.55.25-5.5

5.0-5.5
6.3-6.6

6.6-7.0
7.0
7.3

7.8-8.2
7.8
7.0
6.6
6.5
6.75
6.9
6.8
7.0

6.5-6.625

5.75
5.7
5.75
6.2
6.5
6.'.

6.2-6.3
6.0
7.25

9.0

9.3

U.S. C" per U.S.

(0°F Pour Pt.)

Posted Price (Low)

6.3

6.6
7.0

7.3

6.5

7.5
8.5

9.0

9.5

Gallon

Dis .county/
(Premium)

0.1
0.3
-D.5

0.65-0.8
0.8

0.8-1.05
0.8-1.3

(0.3)-nil

nil-O.'i
nil
(0.3)

(0.9-0.5)
(0.5)
0.3
0.7
0.8
0.55
0.4
0.5
0.3

0.675-0.8

0.75
0.8
0.75
0.3
nil
0.1

0.2-0.3
0.5
(0.75)

(0.5)

(0.3)



Table 6 a)

Heaw Fuel Oil 10G5(

U.S. $ per barrel

Date

17. 1.67 
30. 1.67 
16. 2.6? 
15. 3.6?
17. 5.67
18. 7.67
3.11.6?

11. 1.68
29. 4.68
7. 6.68
7.10.68

28.10.68
17.12.68
7. 3.69

20.10.69
9. 
4,
9. 
1,

1.70
2.70
3.70
5.70

6.11.70
11.12.70

Posted
2^.JB^_Su 1 plKir max. 
Selling I)i amount/ 
Price (I'r

2.2/0 Sulphur max.
Se^Uuig
Price

1.60
1.55-1.60

1.55
1.55
1.50
1.60
1.55
1.50

1.47-1.50
1.47
1.35
1.40
1.35-

1.35-1.40
1.37

1.37-1.38
1.41
1.46

1.75-1.85
lapsed

0.40
0.40-0.45

0.45
0.45
0.50
0.40

*0.45
0.50

0.50-0.53
0.53
0.65
0.60
0.65

•Q. 60--0.65
0.63

0.62-0.63
0.59
0.54

0.15-0.25

1.60
1.55
1.65
1.60
1.55

1.50-1.55
1.50
l./jO
1.45
1.40

1.40-1.45
lapsed

3.05

0.40
0.45
0.35
0.40
0.45

0.45-0.50
0.50
0.6()
0.55
0.60

0.55-0.60

fi-9?)
3.00 1.00

Note: For posted priccH, tho effective date; 
for market prices, the date of J'1/ill'u 
Pricegraa reporting tliciu.



Persian GulfCar"p Prices 1967/8 - End March 1971

U.S. t porJT.S. r.

Date 
T£c$ Note)

7.10.68
28.10.68
27. 3.69
22. 5.69
10. 7.70
6.11.70

15. 2.71

Date
•*m~-*HMBM»

30. 1.67
3. 4.6?

29. 4,63
11. 5.68
7. 6.68

26. 3.69
27. 3.69
22. 5.69
19, 8.69
11.12.69
9. 1.70
4. 2.70
9. 3.70

10. 7.70
6.11.70

15. 2.71

Date

15.12.67
7.10.63
17.12.68
4. 2,70

10. 7.70
6.11.70

15. 2.71

11. 3.68
7.10.68

26. 3.69
27. 3.69
22. 5.69
4. 2.70 
9. 3.70
10. 7.70 
6.11.70

Gasoline 95 fton Gasoline 83 Kon
Selling Posted / \ Discount Selling Poslod
Pr ice Pr i c c ( Low) *" ' Pr i c e Pr i c c ( Lo w)_

9.9 7.3
9.0 0.9 6.0
9.5 0.4

9.6 7.1
9.5 0,1 6.0
8.5 1.1
8.0 1.6 6.5

10.3

Naphtha.

Selling Pricgc Posted Pricc(Low)

4.5
4.3-4.5

4.5
4.5

4.8
4.8

4.5-4.8
4.5

4.5
4.2

4.0-4.2
4.2-4.3
4.0-4.3
4.3-4.5

4.4
4.0

5.2

Kcrosinc

Selling Price Posted Price (.Low).

8,. 9
8.9
8.0
8.9
8.8
8.9
8.5

9.6

No. 2 Fuel Oil

6.4
6.4
5.8
5.6

6.2
5.6
5.5 

5.25-5.5

6^25

Discount

1.3

l.l

0.6

Discount

nil-0.2
nil
nil

nil
nil-0.3

nil
0.3

0.3-0.5
0.2-0.3
0.2-0.5
nil-0.2

0.1
0.5

PI R count/
(Preuiiun)

nil
0.9
nil
0.1
nil
0.4

nil
0,6
0.8

0.6 
0*t« { 

0.7-0.95
0.6 
(0.05)



Persian, GuH Carno Pinco^n 196 ?„- End

Table 6b)(Contd.)

Heavy

U.S.

Date Selling Price Posted Price (Lo^ DJB.cmint/~

	1.60
30. 1.6? 1.40-1.50 0.10-0.20
3. 4.67 1.35-1.50 0.10-0.25

11. 5.67 1-50
17. 5-67 1.35-1.50 nil- 0.15
18. 7.67 1-50 nil
3.10.6? 1.50-1.60 (0,10) - nil

15.12.67 1.40-1.50 »il- 0.10
19. 2.68 1.20-1.45 CO. 05-0. 30
7. 6.68 1.10-1.20 0.30-0 .-40
7.10.68 1.25 0.25

28.10.68 1.20-1.30 0.20-0.30
7. 5.69 1.10-1.20 0.30-0.40

27. 3.69 i' 40
22. 5.69 1.10-1.20 0.20-0.30
30, 6.69 1.15-1.25 0.35-0.25
19. .18.69 1.05-1.10 0.30-0.3520.10.69 1.00-1.05 o.35-o.'jo
9. 1.70 1.05-1.20 0.20-0.35
3. 2.70 1.00-1.20 0.20-0.40
6.. 3.70 0.95-1.15 0.25-^0.45

30. 4,70 1.00-1.20 0.20-0.40
10.7.70 1.30-1.40 nil- 0.10
23.10.70 1-50
6.11.70 1.30-1.50 "il- 0.20

15. 2.71 i* 80

* Quotation made no sulphur qualification initially. From 
28th October 1968 price range covers 2.5/» - 3»5# S max. 
material.

a) Posted prices are lowest posted at Bandar Mali-Sliahryilas 
Tanura/Bahrain.

Note:For posted prices, the effective dnte; for market prices, 
the date of Platt's Pricogram reporting them.



Table 6 cl 1005J

Pergian Giilf Pont c*d Prices

~ 1967/1960^'

a)

U.S. f? per U.S....gallon

Date

2.3.66
13.J4.66
n.7.67

Gasoline 95 RON

9.8 
10.0

9.9

Gasoline 83 RON

7.2

7.1»
7.3

23.2.66

26.5.65
3.3.66

15.5.67

26.5.65
2.3.66
27.6.66
15.5.67

27.6.66

Keroaene

0.6 
"0.8 
9.0 
8.9

Mo. 2 Fuel Oil

7.1 
6.8 
7.0 
6.8 
6.1*

Heavy Fuel Oil

1.65

1.60

U.S.,A ..per, barrel.

a) Loveot posted prices at Bandar Mah-fihahr/Hu.a Tonura/flahrciin

b) Determined in cose of each product by date at vhich Cargo 

Price quotation first introduced (ace Table 6 b))



10060
6 <!')

(U.S. ^ per gallon)

JY.tq

10.5.0'.,
C9.1/.C5
2.5 .6(5
l';.6.^S
9.';. 67
27.5.r/;
15.2.71

.
6.7 
C.o 
7.0 
6.8 
C.5 
6.5 
7.4

7.10.60

6.3.7U
10.7.70
6,11.70

6.0
5.3 
5. "6

5.25 
$.6

(U,.

a

6.6 

6,4 c-.a

1.15 
o.G 
0.15 
0.2

a) i'outod i-c'iccQ .-u?o la/oat posted c*t JiaULo? iKi
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ADDENDUM TO BKIJEF.OFJW U.L. NCUTON——— -- -
In view of the considerable discussion of freights 

and naphtha supplies in the course of Mr Todd's evidence 

I have prepared the following notes on these two topics 

giving the background situation during the years with 

which the case is concerned, as I see it. 

1. Background Note on Tho Tanker Market 1964-1971

Only a small proportion of the tanker fleet is ouned 

by the oil companies; in actual fact it is 35 percent.

10 The remaining 65 percent of the tanker fleet are the 

property principally of independent owners. It is 

houever a fact that something like 80 percent of the 

tanker fleet (the exact proportion will vary slightly from 

time to time) .is ouned or is on medium or long term 

charter, i.e. for more than 1 year to the oil companies. 

For practical purposes it can be considered that the oil 

companies either through ownership or through medium 

or long term charter h£ve operational control of about 

four-fifths of the fleet. The remaining 20 percent are

20 on charter for 1 year or less or are chartered on a 

single voyage basis. It is the last mentioned uhic h 

constitutes the spot market.

Uhereas the spot or short term market would tend 

to reflect the tanker demand and supply equilibrium in 

any particular loading area and at any particular point 

of time and would therefore show sharp fluctuations, 

medium and especially long term charter rates would not be 

greatly different from the cost-of building and operating 

a tanker of a certain size and earning a reasonable return

30 on the capital invested. Clearly at times of high or low 

freight rates medium or long term charter rates would 

also bo to sorno extent affected as the tanker owner could 

not leave his immediate earning prospects in the spot 

market out of account. The effect however would be marginal, 

e would become loss the longer tho charter of the ship.
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i U U b 0As the major oil companies have the greater part of 

their requirements covered on a company owned and medium 

and long term chartered basis the effect of temporary 

high spot rates in their overall average freighting costs 

would normally be fairly marginal.

Spot and sho-rt term tanker rates are expressed in 

terms of certain basic freight rates for individual hauls. 

In the period uith uhich the case is concerned ue had 

first the "Intascale" rate schedule uhich from 15 September 

10 1969 uas replaced by the Worldscale schedule. The basic 

freight rates of the Worldscale schedule uhich is amended 

from year to year to take account of changes in port 

charges and bunker costs are only marginally different 

from those of Intascale schedule. Charter rates are then 

expressed as a percentage or index of basis rates. 

Medium and long term charter rates are expressed on a dead 

weight per month basis as such contracts are made on a 

monthly hire basis of the vessel. These are, houever, 

easily converted into Intascale or Worldscale rates as the

20 case may be.
an 

In order to havo/averago freight cost indicator

for use in supply contracts the London Tanker Brokers
nou 

Panel at the request of Shell/calculates monthly an Average

Freight Rate Assessment (AFRA) for four size categories 

of ships:

1. General purpose AFRA 16,500 - 24,999 dut

2. Medium range AFRA 25,000 - 44,999 dut

3. Large range 1 AFRA 45,000 - 79,999 dut

4. Large range 2 AFRA 80,000 - 159,999 dut 

30 AFRA rates are a ueighted average expressed in

Intascale and Worldscale of all charters in operation, 

single voynga, short, medium and long term, uith the 

company ounor tnnnacjo included at the average of chartered 

tonnage. In this uay in tirneo of high spot freight rates 

AFRA is generally beneficial to the oil companies as thoy 

receive higher rates at AFRA ouing to the incidence of



the spot market on AFRA whereas the cost of operating. A 

their owned fleet remains unchanged. The attached 

Graph B shous that rates in the tanker market throughout 

the period with which the case is concerned were generally 

lou uith the exception of the second half of 1967 after 

the closure of the Suez Canal and the period from mid-1970 

until early 1971 when the cutting off of certain 

Mediterranean crude oil supplies increased the demand for 

tankers. It should be noted that the rates in Graph 8 

10 are expressed in sterling and therefore after November 

1967 the devaluation of sterling would have raised the 

level of sterling rates by the extent of the devaluation 

in terms of dollars. Dollar rates would not of course 

be affected by this and this is relevant so far as 

Gulf freighting costs are concerned.

It is inconceivable that Gulf should have offered 

Europa the alternate freight without being reasonably 

confident of being able to cover themselves at the rate 

laid down, i.e. Intascale minus 45 percent. It would

2° have been normal company practice having undertaken a 

commitment to supply Europa over a 10 year period to 

cover itself for a substantial part, probably not less 

than GO/o, of the shipping requirement to meet this cif 

supply obligation. If Gulf did not do so they have really 

no right to complain to Europa about this and they should 

have had ample opportunity to make the necessary ]ong 

term freight cover arrangement at low freight rates 

during the first three years of, tho contract. 

2. Development of Naphtha Market 19.6/4-71

30 There is no doubt that at the time the 1964 contracts 

uere signed there existed a general surplus of naphtha 

at the Persian Gulf which ic proved by tho fact that at 

that timn naphtha was being recycled into the reservoir 

in Saudi Arabia and also in other countries of the 

Middle East. By returning naphtha produced in their
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refineries at the Persian Gulf which 'was surplus to 

their requirements into the structure of the subsoil 

oil companies effectively saved the payment of royalty 

and tax on these quantities.

From 1966 until the second half of 1969 it can be 

generally considf3red that the posted price at the Persian 

Gulf about reflected the actual selling price of naphtha 

there, i.e. about 4%$ per U.S. gallon or $1.89 per barrel. 

In the second half of 1969 the price of naphtha at the

10 Persian Gulf came again under pressure from a renewed

surplus situation and short term supplies in cargo lots 

uere available at discounts bolou the posted price.

Following the Teheran Agreement of February 1971 the 

posted price for naphtha was increased in order to reflect 

the increased tax-paid cost of crude oil. Owing to the 

surplus situation which however existed for that product 

throughout 1971 discounts granted on sales of this 

product increased and in August of that year the discount 

for spot cargo sales reached a high level of 1.70 per

20 U.S. gallon giving a net price as low as 3.50 per U.S. 

gallon or £1.47 per barrel. It is not suggested that 

those extremely low spot prices were ever available for 

longer term contracts the price of which probably never 

went below the £1.68 - $1.89 per barrel range. It is 

however relevant that there was never a naphtha shortage 

during the period with which the case is concerned and 

there was particularly a renowod over supply situation 

in 1971 which led once again in Saudi Arabia to the 

recycling of naphtha back into the reservoir. 

30 It should be pointed out that it was on 20 September

1971 that Gulf issued its letters of amendment retroactively 

to 15 February of that ynnr which in tho case of tho

omnndmento relating to tho naphtha prico nro in thomoelv/oo 

n recognition of thn market trend for that feedstock at 

that timo.



1 0 ft 11QJL v U w t?Regarding the naphtha quality for Neu Zealand, 

although I have had contact uith both Government and the 

oil companies in Nou Zealand in my company's role as 

adviser to Neu Zealand Government on oil matters the 

question of quality of .naphtha uas never raised uith me 

by either Government or any of the oil companies uith 

uhom I have had contact before 1971.

The first time I became auare of a quality problem 

uas uhen Mr Todd visited rne in London in the autumn of 

10 1971 but this is beyond the period uith uhich the Court 

is concerned in this case. The only other evidence of a 

supply problem uith regard to the full range naphtha as 

compared uith. light naphtha uas indicated by Caltex uhen 

on 30 November 1970, i.e. about A months from the end
«

of six year period uith uhich this case is concerned they 

posted a price of Q.20 per U.S. gallon less for light 

naphtha as distinct from full range naphtha and they 

maintained such a differential uhich uas equivalent to 

8.40 per barrel from that date until 2 January 1973.
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MR RICHARDSON CALLS; 

WALTER LEWIS NEWTON (Sworn)

EVIDENCE IN CHIEF READ: [pp.10001 - 10070 inc.]

1 PM COURT ADJOURNED. 2.15 COURT RESUMED 

The first point of reference is in Mr Todd's brief, 

p.22, line 24, and p.45 lino 12 as to the allocation 

of costs between joint products and prices for

naphtha, gas oil and fuel oil? The problem of 

joint costs is one which has alxvays perplexed the

10 oil industry. In the case of finished fully refined 

products two methods have been adopted, one is the 

method which has been referred to by Mr Todd in 

evidence of allocating the overall refining costs on 

the pro rata to the value of the sales prices of 

the different petroleum products. Another method is 

to attempt a breakdown of the cost, which is to some 

extent possible insofar as when you deal with fully 

refined saleable finished products certain processes 

can be allocated to certain products. For instance,

20 reforming and cracking processes can bo allocated to

motor gasoline. Desulphurisation can be allocated 

to middle distillates and more recently when applied 

also to heavy fuel oil. In the case of the products 

with which we are however dealing, in the case of 

the feedstocks supplied to Europa, these feedstocks 

are not saleable finished products. They are the 

result of a topping operation which results simply 

in the breakup of the crude into its three main

components, and in that case the topping cost 

30 would be identical for all the products which would 

be produced out of this operation, i.e., on the 

processing cost in this case 20 cents per barrel. 

If these 2O cents are applied to fuel oil, for
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instance, on top of the cost of the crude oil, one

would ot the beginning... in 1965 have arrived ?t a

price for fuel oil of $1.55 per barrel. This, and

indeed also the price for fuel oil suggested by

Mr Todd of about $1.3R per barrel, is higher than the

price r.t which heavy fuel oil was sold on an arms

length basis at the persian Gulf for much of the

period with which we are concerned.

Now the second point I want to ask you about, Mr

10 Newton, begins at p. 67 line I/1 of Mr Todd's brief

where he referred to the condition of prices in the 

world wide oil industry and then at p.69 line 17 

referred to the transformation of the industry from 

a buyer's market in 1964 moving soon thereafter 

according to the class of oil company feedstock 

required to e seller's market and then he concluded 

"and in more recent years to a market dictated not 

by buyer or seller but by the producing States 

themselves"? In relation to thrt I think one can

20 say that the oil industry was in a state of crisis 

in its relations with the producer countries from 

about the Spring of 1970 onwards. With the inter 

ruption of the supply through the Trans-Arabian 

pipeline in May of that year and the cut back in 

Libyan production by Government order in the summer 

of 197O, there was undoubtedly a supply crisis, and 

this crisis continued right through the period of 

posted price negotiations with Libya in the autumn 

of 1970 through the Opec conference in December 1970 

30 and the Teheran agreement in February 1971. There 

after and especially after the re-opening of the 

Trans-Arabirn pipeline in the early part of 1971, 

the crisis wa.s over at least for the moment. There 

was a renewed crisis in the second half of 197?,
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and again in 1973 over the negotiations over 

participation, but this is outside the period with 

which we here are concerned. The closure of the Suez 

Canal in 1967 resulted in a temporary tanker crisis 

until the disposition of ships could be reorganised. 

There was, however, no supply crisis at that time as 

production in Mediterranean countries, in prrticular 

in Libya, was greatly increased in that year and 

into 1968. I think I can therefore conclude that

10 there was only a supply crisis and a general oil

industry crisis during approximately the last six or 

eight months with which we here are concerned. 

The next point is in Mr Todd's cross-examination 

p.19 line 24, and Mr Todd said he rejected a charge 

of discounts on gas oil in the Carribean based on 

Channel Port index which you had produced in the 

previous case, and said it was completely inapplicable 

to east of Suez? The reason why Channel Port index 

was introduced into my evidence in the previous case

20 and again on p.30 of ray evidence in chief in appendix 

C, was that under the 1956 agreements the price 

applicable to supplies to Europe, was the lowest price 

in the Carribean or at the Persian Gulf, and, indeed, 

I believe that some shipments did in fact come from 

the Carribean. It should not be forgotten that 

distance rnd freightwise New Zealand is almost 

equidistant from both the Persian Gulf and the 

Carribean. I think I should add that quite apart 

from the name Channel Port Index price as quoted by

30 Platts were not European ex refinery prices reflecting 

supply and demand in Europe. They were calculated 

as I h?ve said in Appendix C of ray evidence in chief 

on the basis of spot cargo prices in the Carribean
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plus the spot ta.nker freight at the relevant time. 

Now the next point relr-tes to Mr Snodgrass's evidence 

and in his brief at p.8 line 28 end again in cross- 

examination at p.53 line 1?, Mr Snodgrass referred 

to arrangements at the Panama refinery? I should say 

that I have no detailed knowledge of the individual 

processing contracts at the Panama refinery. From 

what Mr Snodgrass has ssid, however, there is to my 

mind a major difference between operations at the

10 Panama refinery referred to by Mr Snodgrass end the 

Pan Bast contracts. The processing deals at the 

Panama refinery relate to a particular refinery. No 

doubt there are a number of companies having processing 

deals at that refinery and 1 accept that they do not 

necessarily get the yield which uould under normal 

circumstances be obtained fror. the crude oil process. 

Some offtakers undoubtedly get what I call deemed 

yields. They may a.lso only offtake part of the 

products, the remainder being the subject of exchange

20 arrangements and other adjustments. Nevertheless,

in my opinion these deals are in an entirely different 

category from the notional Pan East arrangement. 

Now the next point is in relation to again Mr Snodgrass 

p.54 line 12 and the answer he gave to the final 

question from His Honour? (read)?

^"A genuine ax-fining arrangement might be thought to be 
one in which a company carries on all its processes in all 
its technicalities, refining it into more sophisticated 
products? Perhaps a genuine refining operation is an 
operation that refines .... >,fc are talking about processing 
crude oil, tne responsibility for which is taken by a company
others 0"" reflne " ^ °ne ° f US refineries or hand " out to

I interpret Mr

Snodgrass's final reply, '« genuine refining deal 

would be either one in which a company processes rt
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its own refinery or arranges for such processing to 

take plpce <-t P. refinery ounecl by & third p-^rty. In 

my opinion neither applies to the role played by 

Europ? in P/jn Eastern.

The final point relates to the further cross- 

examination of Mr Todd this morning p.91 line 13, 

and you will recall that this wf>s by way of comment
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on your interpretation of the 1970 conditions that 

resulted in the better variations? Mr Todd's 

objections were to my interpretation of the application 

of the letter of 31st October 197O with effect from 

23rd October and the reason which in ray opinion led 

Gulf to issue those letters. Mr Todd also objected 

to my wording that this was a new formula which 

cushioned the effect on Europa. What I had intended 

to say by the words objected to by Mr Todd was and

19 should have probably hjatfc been worded in that wry, 

that the letter of 31st October constituted an 

amendment to the existing formula, the effect of which 

was to soften the price increase which was about to 

come, on Europa.

Mr Newton, ?t that time in October 1970, what were 

your expectations as to the future of posted prices? 

I think I must give a little bit more background of 

the conditions in the industry at the time, some of 

which I beliova should be fairly clear from the

20 statement I made in Appendix B. We must distinguish 

between three different fields in crude oil price, 

increases in the second helf of 1970 and the first 

quarter of 1971. We have first the Libyan insistence 

on posted price increases and high tax rates. The 

Libyan situation was settled in the first half of
-•dfcc-^ci,

November 197O. At that, time there w«?.s a. sharp 

increase in fuel oil prices, especially in the west 

of Suez area and in the western hemisphere. The 

Persian Gulf countries concerned, and in particular 

30 Kuwait and Iran and also Saudi Arabia had for some

time complained that the posted prices of heavy crude 

oil, including Kuwa,it crude oil, were too low and 1 

myself together with Dr Frankel was consulted by
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Iran on the comparative values of certain Persian 

Gulf crude oil as long ago PS 1967, and we at that 

time came to the conclusion that in relation to the 

lighter Persian Gulf crude oil the price of especially 

Kuxvait crude oil and Iranian heavy crude oil were on
A/CH/

the low side. I am mast talking of posted prices. 

'5Jhen in 197O the demand for heavy fuel oil increased 

and consequently there was an upward trend in prices 

for this product which plr.yed an important role in 

10 the yield pattern of Kuwait crude, the pressure

especially immediately following on the success of 

the Libyans in increasing their posted prices for in 

increase in the heavier Persian Gulf crude oil prices 

on the part of the producer countries was increased. 

In my mind there can be no doubt thpt in October 1970 

Gulf were fully aware of the fact that:-this was 

about to happen and this led me to the conclusion that 

they may well have taken that into account in issuing 

the letters of 31st October 1970. The Opec conference

20 to which Mr Todd in evidence this morning referred
s

came after the increase in the posted price4 for

Kuwrit and certain other heaviex Persian Gulf crude 

oils in the middle of November 197O and was the 

overture for the Teheran conference and the further 

all round increase of crude oil posted prices which 

resulted from it.

XXD BARTON; Mr Newton, how long have you been adviser 

to the New Zealand Government in oil mrtters? Since 

1966.

30 Have your terms of reference been general or have 

they been specific? They have been fairly general 

but have been principally concerned with the 

negotiations with the companies relating to the
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import prices of crude oil feedstocks and petroleum 

products. I have also been consulted on such ether 

natters as the potential expansion of the refinery, 

problems relating to Mpui gas, but these points 

were only raised from time to time.

Insofar as you advised the New Zealand Government 

on import prices, did that amount to tendering advice 

as to what are known as Bench Marks? I do not play 

a role in the negotiations leading to Bench Mark

10 prices. My principal role is to provide the New

Zealand Government with backbround information and 

to express an opinion on arguments in the course of 

the negotiations put forward by the oil companies. 

And are the arguments on which you ,-re asked to 

express an opinion arguments relating to Bench Marks? 

I would say that they would relate to Bench Marks, 

yes, because the Bench Mark prices are the agreement 

resulting from the negotiations. 

You use the word "agreement" but do you know that

20 Europe at any rate asserts thrt there has been no

agreement so far as it is concerned? The agreements 

which result are to the best of my knowledge and 

belief package deals ivhich arise as result of prolonged 

negotiations with a certain amount of give and take 

on both sides. 1 am however aware that Europa has 

a.lways stood a. little bit aside and considered their 

case to be different and somewhat special from the 

other companies partly beca.use of the substantial 

higher proportion of naphtha imports.

30 TO BENCH; You know that from within this litigation, 

this case, or the 1969 case, or take that stand 

outside this case? I have never been present at any 

direct meeting between the oil companies and the 

Government, I do however know from what I hove been
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told by some of the officials participating in these 

discussions that Europa hrve on occasions taken a. 

separate line.

TO COUNSEL; What is involved in this notion of package 

deals in relation to Bench Marks? It is that if for 

one reason or another one party, in order not to 

create a precedent on one or other of the different 

feedstock prices involved, say "if you accept my price 

for feedstock X, I am prepared to compensate you for

10 it by an adjustment of supplies of feedstock Y". 

Docs that also include taking into consideration 

freight? Over the last few years there has been to 

ray knowledge no major issue over freight between 

the Government and the oil companies, the freight 

formula in the most recent negotiations and if I 

remember correctly also in the previous round having 

remained unchanged. The freight is based on A.F.R.A. 

with <~n agreed proportion of the different A.F.R.A. 

which I (^escribed in my addendum earlier this

20 afternoon agreed between Government and companies. 

Do you accept that freight is an element going up 

to make the package deal? If I may put it differently 

freight is an element in the import cost of feedstocks 

into New Zealand. I believe the freight is largely 

based on A.F.R.A. having regard to the sizes of 

ships in which feedstocks are brought or can theor 

etically be brought into New Zealand I would say 

that in recent years the package has been more on 

feedstock f.o.b. prices than on freight.

30 But if freight is an element of import cost and

feedstocks are concerned with import costs, does it 

noiC follow that freight is an element of the package 

deal relating to feedstocks? It may hrve been in 

the first negotiations on Bench Mark Prices, but I
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do not think it hr s played a role in recent negoti 

ations because no change hns been made in the freight 

structure.

In the course of your professional experience, have 

you ever been involved in actively conducting 

negotiations for processing arrangements? Yes...I 

should add that this was mainly when I was in 

business myself before I became a consultant when 

both my senior partner Dr Frankel and I negotiated 

10 r. number of processing deals for companies with 

which we were involved.

When did you cease to be involved with this particular 

company and start in practice as a consultant? I have 

kept track of processing agreements by being involved 

in some negotiations indirectly which some of my 

clients had before conclusion of processing deals. 

I should add that I am also the adviser to independent 

refineries especially in the Mediterranean area who 

have a number of other companies processing at their

20' refinery.

Was the company you were concerned with the

Manchester Oil Refinery? Yes.

When did you cease with that company? 1955.

Have you been a consultant since that time? Yes.

Have you been involved with any negotiations with

the Gulf company? No.

You say in evidence in chief, p.l, that you confirm

the evidence that you gave at the earlier hearing?

I do.

30 Do you confirm the answers that you gave in cross- 

examination? Yes, I do.

And the answer that you gave to the one question 

put to you in re-examination, p.85, Vol. 11, line 16
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I think there that the learned Solicitor General was

recapitulating a question and answer that had been

put to you in cross-exrmination and you may not have

had the opportunity of rounding off your answer? I

recollect thrt.

Will you just read from line 16 over to p.86? I have

read that.

Can v;e go through this point by point ...p.85 line 24

"Europa and Gulf form a joint subsidiary - let it be 
called Paneast - which enters into a refining contract, i.e. 
a processing agreement - with a specific refinery either of 
Gulf or for that matter of another oil company. The joint 
company purchases crude oil from Gulf at let us say the market 
price, posted in 1955, a discounted price, today. Whilst this 
oil is being processed it remains the property of the joint 
company and the re;suiting products also belong to the joint 
company. The jonnt company then soils 'the gasoline to Europa 
and the balance of the products to a Gulf subsidiary at 
clearly laid down prices which would vary with development 
in world market conditions. This could be supplemented if so 
desired by exchange deals between Europa and Gulf or at least 
for the provision of 'these, and possibly some kind of letter of 
guarantee, not as to price but as to holding Eurpoa covered 
for supplies by Gulf."

"Europa and Gulf formed a joint subsidiary", they did 

thrt did they not? They did.

"Uhich enters into ... processing agreement", they 

did thrt? Yes.

"With a specific refinery either at Gulf or for that 

matter of another oil company", you say thay did not 

do that? I say they did not do thrt becu^Vse nowhere 

can I find in the Pan East contract a reference to a 

specific refinery or even a number of specific refin 

eries .

You do know the contract refers to Gulf refinery or 

a refinery to be procured by Gulf? Yes, but it does 

not refer to a specific refinery.

What is the magic in referring to a specific refinery? 

All processing deals I know relate to processing at



a specific refinery possibly for option of offtaking 

products at that specific refinery or at other 

specific refineries.

If the parties are concerned to have crudes or feed 

stocks refined and they enter into an arrangement 

for that process, how can it mrtter to thera where 

the processing takes place if in their contract they 

deal with their mutual rights and obligations relating 

to processing? To my mind any refining agreement 

(0 must relate to some specific refinery because it

must state where the crude oil is to be delivered and
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where the products can be received from the processing

of thrt crude.

So thot you spy merely to specify a Gulf refinery or

refinery procured by Gulf is not enough? To my mind

it is not.

Have you had an opportunity of reading the processing

contract recently? Yes.

Do you suggest th?t it is a sh?.m or mpke believe

piece of paper? I think I would be very careful to

10 use the word "sham". I would prefer to use the words 

"it is a notional arrangement" which is not actually 

carried out in practice. In particular and I said 

this in my previous evidence I do not consider th?t 

Europa is involved in the refining business, because 

the crude oil is supplied by Gulf and all the products 

go back to Gulf before a part of them are supplied 

to Europa.

But does th^t not take plpce pursuant to the contract 

between Gulf and Pan Eastern? That is the contract

20 between Gulf and Pan Eastern. Wh?t I am saying is 

there is no direct operational relationship between 

Europo rnd Pan E?st except through the Shell. 

But is it not the position that the crude oil is in 

fact refined and the obligation to refine it arises 

out of the processing contract? On paper yes, but it 

is an arrangement between Gulf and Pan East in which 

Europe is not operationally involved.

Is the crude not in fact refined? In order to obtain 

naphtha and gas oil the crude oil must be refined.

30 Now is that process not carried out in performance of 

an obligation on Gulf under the processing contract? 

Gulf has to process the crude.

Now still on p.85 line 28 "The joint company purchases 

crude oil from Gulf", just pausing there, Mr Newton,
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is that whrt happens under the 1964 contracts? Pan 

East purchases the crude oil.

Nov.' the rest of sentence "At let us say the market 

price ....today", what do you say about price in 

relation to the 1964 contracts? I have said in my 

evidence that it would be unlikely that Europe would 

not get a discount; with regard to the discount 

granted to Pan East, I said at the time and I say it 

again today it is not a particularly high discount 

10 but at that time it might just be acceptable.

Line 30 "Whilst this oil ...joint company", is thpt 

what hrppens under the 1964 arrangements? Yes, it 

is the property of Pan East.

And do the resulting products also belong to Pan 

East? In the first instance they do. 

Line 33 "The joint company...to Europa", of course, 

you say that is not wh^t happens here? Yes. 

"And the balance... laid down prices", "balance of the 

products to a Gulf subsidiary", is that what happens 

20 here? The whole products are so3d to a Gulf 

subsidiary, all of them.

"At clearly laid down prices...world market conditions" 

how do you link that with what happens in the 1964 

contracts? I consider that the prices at which 

Pan East sells to Gulf and Gulf then sold to Europa 

...1 refer to the Gulf group...Gulfex sold to 

Europa were in my opinion for prolonged periods 

higher than the market price.

Insofar as they varied, would it be correct to say 

30 th?t they varied with development in world market 

conditions? I would say they followed the trends 

of world market conditions, I would not say they 

followed to full extent as reflected by the mrrket.
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If we ore considering whether an agreement is a 

genuine processing agreement, why should it matter 

to xvhora the joint company that you have referred to 

here sells the products? In my opinion it is not in 

line with normal industry practice that Europa is 

supposed to be engaged in the refining business and 

yet neither supplies the crude nor directly offtakes 

the products. 

We come back-to my question, Mr Newton, why should

10 it matter to whom the products are sold after

processing? If it was the Gulf processing deal it 

would not matter.

Page 86 line 2, this is the final sentence of your 

re-examination, do I understand you correctly there 

to be adding merely a desideratum? I included this 

because I have a genuine symprthy for the desire of 

Europa to hrve a certain flexibility as to the feed 

stocks or products which they tcke under the supply 

arrangement with Gulf and, in particular, for Mr

20 Todd's desire to hrve security of supplies which for 

a company like Europa I entirely ,-gree is absolutely 

essential.

Now looking at the passage beginning half way along 

line 4 of p.86 "possibly....by Gulf", would you agree 

thrt the 1964 arrangements in effect give a guarantee 

as to supplies? Yes, I do, but if I may add, in my 

opinion there would have been or could have been a 

more direct way of achieving the same result. 

Now under the 1964 processing contract Pan Eastern

30 derived earnings from the purchase of crude oil, the 

processing of it and the sale of products? Yes. 

Arc those not processing arrangements? As I said 

before, they are processing arrangements with Gulf.
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By that do you mean between Pan Eastern and Gulf? Yes. 

Do you know or have you been present in Court when 

evidence was given about how Gulf administers on 

behalf of Pan Eastern the processing contract? I do 

not recollect that evidence.

Look at EXBT AA, you see there for just one year the 

papers relating to the administration of the Pan 

Eastern processing contract, would you accept that 

Gulf on behalf of Pan Essttern seems to be serious

10 in the documentation about the processing contract? 

I have never expressed any doubts about that. 

From time to time in your evidence in chief which has 

been read today, you have used the word "formula", 

it was accurate to use that word was it not in relation 

to the 1956 set of contracts? Yes.

And do you accept that in the 1964 contracts there is 

nothing in terms similar to the formula in the 1956 set 

of contracts? Not except in relation to products 

prices. I only referred to a formula because the way,

20 for instance, the naphtha price is calculated on the 

basis of the post price of Kuwait crude oil plus & 

gravity adjustment, less a discount, I v/ould in my 

experience describe it as a formula, it is a formula 

in that sense.

On p.2 of your evidence in chief, you refer to a 

passage from your evidence in the earlier hearing...

about 10 lines from the top the sentence beginning,
"This shows that the discounts generally granted at that 

time were about in line with or higher than those granted to 
Paneast under the Gulf-Paneast arrangements."

you are there referring to Table 3 I think...now I 

30 want to ask you about this Table...is it suggested 

thrt thir. Table covers all arms length sales and 

offers or only selected examples? They include, I 

believe, r. wide selection of examples but, of course,
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there are other transactions which have not become 

public knowledge. I therefore cannot say that it is 

a complete list.

Now would you plee.se look at Table 3 on p.Sfl of Vol.2 

of previous case, I would like to direct your attention 

to the fourth last example, that is 1964/65 Gulf the 

seller, Nippon etc. the buyer, end then go over to 

the discount column 15 cents per barrel, then the 

second lest one 1964/67 Esso to Idemitsu 14 to 16 

10 cents per be.rrel, and the last one 1965 Gulf to

Idemitsu 14 cent? »••'• ^~rrel... nov; would it not be 

the position th.- : ;,x" these contracts wou 1-3 e 

been concluded in their own special circumstances 

without knowledge of wh c".t was contemporaneously 

being negotiated with other suppliers or other buyers? 

Yes. I make an addition, these discounts there must 

be seen in conjunction with the very favourable 

large scale loans which were granted in the case of 

Nippon Mining for nine years, Ideraitsu for 10 years,

20 at very favourable interest rates which were well

below those at which money could be borrowed in Japan 

at that time. -.^ is taken into account tV«.^-r 

would greatly increase the discounts granted. 

Is that not true of most of the examples on p.58? It 

applied at tha.t time to very many sales contracts 

to Japan. I must, however, say that where the 

discounts are higher, in some cases relates to 

Japanese refineries in which the supplier had at 

least a partial share interest. For instance, the

30 highest discount were given to Toa Nenryo in which 

the supplying company hado50% share interest. The 

level of discounts will also vary according to the 

type of crude oil. 

4.30 EVENING ADJOURNMENT
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WEDNESDAY, 21st FEBRUARY, 1973 - CASE CONTINUED 

CROSS-EXAMINATION OF MR NEWTON CONTINUED;

Mr Newton, please turn to p.58 Vol. 11 of the previous 

case, you had indicated yesterday afternoon that 

where the discounts are higher in some cases that 

relates to Japanese refineries in which the supplier 

had at least a partial share interest, did the buyer 

in those cases also have a partial share interest in 

the refinery? We are talking here of a company, a

10 Japanese refining company, which is 50% owned by

Japanese shareho.'ders and in which the shareholder

in Stanvac, which was the supplier, also holds r

50% interest.

Do you know whether the buyer in any of those cases,

Toa Nenryo also had an interest in the refinery? The

buyer had an interest in the refinery, the shareholding

being as 1 have just stated.

If that is so, would the buyer derive r benefit by

reason of his interest in the refiner's margin? The

20 jointly owned refining company buys crude oil from

the supplier and resells the products to the#Japrnese 

affiliates of the supplier. The prices for crude 

oil supplies are agreed from time to time and the 

selling prices to the Ji-.panese marketing comppny off 

the suppliers are fixed and escalate on the basis of 

certain escalation clauses which are related to 

market trend indicators.

Now, referring to the loans which are mentioned on 

p. 50, you hrve indicated that ther.e were at very

30 favourable interest rates below the rate at which

money could be borrowed in Jrpan...is it not, however, 

a question of looking at the cost of the loan to 

the supplier? I have reason to believe that at that
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time the international cirjor oil companies could 

borrow money at interest rates well below those 

ruling in the Japanese market and certainly no higher 

than those granted by themselves on the loan to 

Japanese refineries.

Now on p.2 of your evidence in chief about line 1O, 

you have a sentence which begins "This shows that the 

discounts... arrangement", now thr.t was 24 cents a 

barrel, was it not? It was 15%.

10 And in cents per barrel would that be 24 cents? That 

would be 24 cents a barrel at that tine. 

Now in relation to Europa Refining, would you accept 

thct the 120 days' credit that was available for 

payment approximated 4 cents to 5 cents a barrel? No, 

it was at thr.t time general industry practice to 

grant 90 days' credit. Therefore the additional 

credit which Europa obtained was only 3O days' credit, 

which is-worth approximately 1 cent per barrel. 

Still looking at the position of Europa Refining, 

20 would you accept that the value of the alternate

freight credit would be about 17.25 cents per barrel 

over the period with which we are concerned? There 

is no doubt in my mind that the alternate freight 

had a value for Europa. As I said in my previous 

evidence, I would not claim thrt Europa could have 

gone into the chrrter market and arranged long term 

freight for the transportation of its supplies at 

interscale less 45%.

Including the figure of 17.25 cents rs you have 

30 quoted, I assume that this has been calculated on 

the basis of the difference between the A.F.R.A. 

freight rc.tos and the alternate freight divided by 

the number of barrels supplied. Is thrt correct? 

I believe, however, and I do not. challenge the



10088

calculation which you hnve given, that if Gulf had 

made arrangements at the time the 1964 agreements 

were concluded for the long term charter of ships s. 

company of the size of Gulf could hr.ve obtained 

transportation for the supplies to Europa, if not at 

interscale minus 45, at a rate not far above it, 

whether employing charter tonnage or tonnage owned 

by themselves at that time. Therefore, although on 

the basis of the calculation made the benefit when

10 compared with A.F.R.A. rates was 17.25 cents per

barrel, the »st to Gulf could have been considerably 

less .

But are we not here considering the benefits to 

Europa Refining? If vie look at it solely from Europa 

Refining point of view arid comparing it with A.F.R.A. 

then the benefit would hr>ve been as you hrve stated; 

although, however, Suropa Refining could not as I 

said before, have chartered at interscale minus 45, 

I believe that even Europa Refining, although not

20 able to chrrter at as good a rate as Gulf, could on 

a long terra -••rrangeraent basis probably have done 

better than .F.R.A.

But the fact of the matter is there were the workings 

out of the actual contractual arrangements between 

the parties? Yes.

Please turn to p. 54 of Vol. 11, this relates to 

west of Suez, but the question I want to ask first is, 

was the actual contract price in these examples the 

selling price C.I.F. column? In the examples given 

30 the actual price was the C.I.F. price where given. 

In some cases...in the cases on that page it was 

the C.I.F. price and the freight rate assumed in 

the Table by myself is that at which for the period
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of the offer in question on the basis of the freight

market at the time, I believe that transportation

could have been obtained.

Then using those two factors, you derive the discount

on the f.o.b. price which is in the column under

that heading? Yes.

Have you taken the C.I,P. cost to Europa Refining at

the alternate freight rate and then deducted from

th?t C.I.F. the A.F.R.A. rates as approved by the

10 New Zealand Government to arrive at the assumed

discount to Europa Refining on an f.o.b. basis? I 

have not done any calculations on that basis. 

Why have you not considered thnt necessary or helpful? 

Because, as I mentioned earlier, I believe that the 

freight concession of the alternste freight, having 

regard to the circumstances in the freight market at 

the time the deal was done, was not as great as the 

differential between A.F.R.A. end the alternate 

freight. I would have had to apply the freight rate

20 at which I believe a charter could have been made for 

the duration of the Europa contract on the same basis 

as I have done in Table on p.54 to which you have 

just drawn my attention.

Now in the evidence in chief which you gave yosterdyy, 

there is a Table 1 (B ) ( iii ) ,is thpt an updated table 

giving the same basic heads of information as the 

table on p. 5/1 we have just been looking at? Yes,

it is a continuation of that table for the period

^j^ 
with which Imjur case is concerned.

30 Are not many of the sales west of Suez to Government 

owned or controlled buyers? Yes.

What relationships do the examples of sales west of 

Suez to such buyers have to the situation we are 

concerned with in this case?
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are examples at which arras length buyers and 

whether the refineries are State owned or privately 

owned, they are still arms length buyers, i.e., sales 

taking place outside integrated oil company operations 

and as such these sales are representative of the 

arras length market at the time. They reflect the 

competitive state of the market as nost of these 

purchases if not all of them hrve taken place as 

public tender. 

10 Please turn to p.2 of your evidence in chief, the

last line of the quoted passage

"leaving the Paneast profit to be shared between Gulf 
and Europa at a much reduced level."

reduced from what,

Mr Nev;ton? The previous level before the letters 

of amendment were issued.

Did not the first letter variation on the-16th Ilarch 

1965 establish the level of profit retroactively 

from 1 April 1964? Yes.

How then could there be r reduction? It was a. reduced 

level as compared with the.basic agreement as

20 originally contracted.

Well did Pan Eastern ever earn at the higher level? 

Not in practice.

Then in the next short paragraph dealing with Appendix 

B, you deal with the general position of crude 

pricing, beginning at p.21, and I want to cone to 

that now, if I ra?y...in the first sentence on p.21, 

you say commercial prices "were expressed in terms 

of a discount off the posted prices", was it not the 

position that commercial prices v.'erc all expressed

30 in terns of dollars per barrel as such? Frankly I 

do not see the difference, but in nany contracts 

the price to be paid was in any case a dollar price, 

but in many contracts the price was expressed at that
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time in a cent per barrel discount off the posted 

price, this for the reason that at that time many of 

the contracts still had escalation clauses based in 

changes on posted prices , and this ensured that if 

the posted price went up or down the cent per barrel 

level of the discount would remain unchanged. 

Now paragraph 2 on p.21, what is the relevance of the 

trend of discounts to Japanese arms length buyers to 

the Europa Refining situation? The discount level,

10 and in particular the trend in the level of discounts, 

is relevant because Japcnese refiner constitutes the 

biggest r.rras length m?rket in the erst of Suez area, 

an arer in which Europa is also s buyer. 

But the situation of the Japanese buyers must be very 

different from the situation of a New Zealand buyer? 

Their volume is considerably greater. Also in the 

case of Europa the purchase is not mainly crude oil 

but large quantities of nr-phth.-»., to thrt extent there 

is certainly a difference. I was therefore particul-

20 arly careful to point to the relevance of the trend 

in discount rather t&an to the absolute level. 

When we corae in the next line or so to India and 

Pakistan, are we not concerned with buyers in a 

country where political pressures largely govern 

questions of price? Perhaps this is correct, in the 

most recent period since about 197O/71 when, for 

instance, the Government of India has gone so far as 

to lay down prices for foreign exchange purposes 

which did not reflect fully the increases in tax

30 paid coats which have been passed or. by the companies 

to refineries in other countries. Before thr.t period 

hoxvever, and that is the main period in which this 

case is concerned, I believe thr.t the prices in India
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can be compared to Bench Mark prices in New Zealand, 

that is, they were basically prices negotiated between 

oil company and Government.

Turning to p. 25 you repeat a passage of your evidence 

before the Senate Sub-Comraittee and it related to 

discounts to European arras length buyers, once again 

what is relevance of thrt to the New Zealand situation? 

It is that these discounts relate to crude oil f.o.b. 

Persian Gulf which are also supplied to New Zealand.

10 In practice what I believe is relevant again here is 

the trend in discounts rather than the absolute 

level.

Now reverting to the main text of your evidence in 

chief at p. 4 I think thc-re nay be here, Mr Newton, 

sorao typographical error, but I do have sorae difficulty 

with the paragraph which begins "I now turn to the 

letters dated October 31", do you have the Case Stated, 

you sec on third line you refer to C.S.23, so look 

at that please...now t n ^t is definitely not a letter

20 dated 31st October? No, September 20th.

Is it not C.S.I9 you are talking about? Yes.

You would have no objection if the end of line 3 it

is altered to C.S.19? I apologise for that error

(correction made).

Coming to p.5, paragraph in the middle,

"Although Gulf is unlikely to have been certain of the 
extent Gnd timing of the increase in the posted price for 
Kuwait crude oil as at end-October 1970, the new formula was 
probably designed to cushion the effects of the expected 
increase in posted price on the price of Gulft s supplies to 
Europa."

you know that from time to

tirae letter variations were signed by Gulf and by 

Suropa Refining and also by Pan Eastern, have you 

read Mr Todd's evidence or heard hin giving evidence



(oo CJ;L A

about the negotiations leading up to these various 

letters of amendment? Yes.

Do you not accept that these letters were the outcome 

of negotiations between Gulf on the one hand and Mr 

Todd on the other?
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When I wrote my brief of evidence in London I had 

not yet had the opportunity to hear whet Mr Todd had 

to say about his negotiations with Gulf at that point 

of tiae. I could, therefore, only draw my conclusions 

and my interpretation of these letters on the know 

ledge that was available to jae at that time. I, of 

course, accept Mr Todd's evidence that he had negoti 

ations with Gulf at that time. I however, still 

cannot help feeling that the reason vihy Gulf were 

10 prepared to issue those letters at that time and why 

Mr Todd's n« iations were successful at that point 

of time were ror the reasons which I have given here 

and which I further analysed yesterday xvhen questioned 

by counsel of the Crown.

Well, coming to p. 8 about two thirds of the way down 

the page, the last sentence of paragraph

"Gulf thus in effect absorbed 1.5<(: per barrel of the 
increase in tax-paid costs of Kuwait crude."

"Gulf must

in effect absorb 1.5 ....Kuwait crude"? Yes. 

Now would you turn to the Case Stated EXBT C.S.25, 

there is a tt.b.•;-••, . nexed to that exhibit... looking

20 at column 6 in that Table would it be correct to

say that for the period from November 14, 197O, to

December 31 in that year, the amount absorbed was

1.5 cents? Yes.

And from January 1 to February 14 it was 2 cents?

Correct.

But is it not also true to say that thereafter Gulf

did not absorb any part of that increase? This is

correct so far as Gulf's net position is concerned.

Now in relation to this period the letters of variation

30 dated 2Oth September 1971 were retroactive to 14
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thnt during the period from 14 November 1970 to date

of the letter variation invoices to Europa Refining

were marked "provisional"? No. Perhaps I may add that in 
that period of uncertainty as to the exact amount of 
increase in tax paid costs most companies took the pre 
caution to mark their invoices as "provisional" at that 
time
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l "

So it would not surprise you if" that were done here? 

No.

Now talking about questions of uncertainty, I would 

like you to look at some material appearing in Platts 

Oilgram Price Service for 13 March 1959 in which 

under the heading "London Economist Sees Further 

Decline in World Wide Crude Price", you are quoted 

as making a projection which relates inter alia to

10 Persian Gulf crude prices, I would just like you to 

look at this, first page bottom right and it goes 

through to next page?

This relr.tes to my evidence, indeed, it is part of it 

to which I mr.de reference in Appendix B, p. 25, at 

p.26 of my evidence in chief. The analysis mp.de at 

that tine was based entirely ori an economic analysis 

and did not ?,nd could not take into account the 

politic?,! developracnts which have taken place since. 

It should be noted that the date of that evidence

20 was before the revolution in Libya which completely 

upset the political relatio.-- between oil companies 

and producer country Governments

Now the projection in the Platts Oilgrara Service was 

based or subject to some assumptions which are set 

out there, is that correct? Yes.

One related to the Suez Canal and the other related 

to whr.t is described as Pro-rationing, is that 

correct? I assumed at that time that there would be 

no measures taken to interfere with the competitive 

30 forces operating in the oil industry, i.e., that 

there is no attempt by producer countries to pro- 

ration crude oil production. This is xvny I refer 

to' Libya, because the Libyan revolution led to pro- 

ration ,th.?.i is restriction of crude oil production
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in that country. It has since been followed in some 

other producer countries, for instance, Kuwait. 

Now p.9, paragraph 1, from your earlier evidence, you 

speak there of prices at which naphtha and gas oil 

are transferred to Pan East, do you accept that those 

prices, as you described them, are more accurately 

described as costs of production? Mr Todd has in his 

evidence now stated that they are costs of production. 

I, however, do not believe that this is more than a 

10 fine point of difference, because as the Pan Eastern 

profits are doubled these are in effect the f,o.b. 

buying prices of Europa, after taking the Pan Eastern 

profit into account.

Would you look at the last sentence in that first 

quoted p?ragraph on p.9

"I have no knowledge of other long-term contracts for these 
feedstocks being concluded at such low prices and consider it 
unlikely that any have taken place."

v;ould you not accept that

if they are at what you describe as low prices, it 

must be because the figure mentioned represents the 

cost of production? As I mentioned yesterday when 

20 questioned by counsel of the Crown, on the problem of 

joint costs of products 1 considered the distribution 

of the processing costs of 2O cents per barrel over 

the three products which Gulf would obtain in breaking 

up the crude oil as very arbitrary and I believe that 

whether the $1.46 or the $2.0O is a true manufacturing 

cost is something about which oil experts and refining 

experts could argue about for a very considerable 

time. 

Do you accept that from Gulf's point of view and in



its documentation $1.46 was apportioned or appropriated 

to naphtha? I have not seen the invoices of Gulf 

to Pan Br.st but if, and I believe it would be very 

relevant how they are worded...



10096

Would you plee.se look at EXBT EE, Mr Smith has already 

given evidence and produced that docuiaent, Mr Newton, 

I would like you just to look in the second half of 

page under the heading "Product" "Naphtha" and then 

"Unit cost" $1.46, would you accept that from Gulf's 

point of view it was treating nr.phtha as having a unit 

cost of $1.46? It is a cost invoice, this does not 

prove in any way that it is manufacturing cost. 

Did Pan Eastern ever pay Gulf $1.46 for naphtha? 

10 According to the contract they should have.

Didn't Gulf charge Pan Eastern for the cost of crude 

and the processing fee? It charges the cost of crude 

and the processing fee, the amount of the fee is to 

the best of my knoxvledge and belief not laid down in 

any of the agreements.

Do you accept it was 2O cents a barrel? From the 

invoice I have been shown I have no reason to assume

otherwise.
•££&&, 

Now, p.10, in the middle of the page ttee^e is a para-

20 graph that begins

"Throughout the period April 1964 - October 1970, the 
naphtha price to both Paneast and Europa remained unchanged. 
From the data regarding naphtha cargo prices feO«b» Persian 
Gulf shown in Table 6(b) it is clear that the price paid by 
Paneast of $1.46 per barrel, or 3%$ per U.S. gallon, was an 
unreasonably low one under normal conditions and explainable 
only by Gulf's particular need to sell light end products."

now you say in the middle of that

paragraph "the price paid by Pan East of $1.46 per 

30 barrel was an unreasonably low one under normal

conditions and explainable only by Gulf's particular 

need to sell light end products", once again I ask 

you, is it not explainable because the $1.46 you 

refer to was the manufacturing cost? As I said 

previously, even the invoice to Pan East refers to



a unit cost and not a manufacturing cost. 
Later on in the same page you have a sentence

"On the other hand, the price paid by Europa to Gulf was, even alloy/ing for the fluctuations of 'the spot cargo prices shown in Table 6(b), .rather above what one would expect the price of a long-term contract to have been in that period. This would clearly point to the fact that throughout this period Paneast constituted a vehicle to grant a price concession to Europa outside New Zealand."

h.?.ve you taken into account when
expressing that opinion the substantial benefit 
received by Europa Refining under the ancillary

affreightment contract, the alternate freight credit ? I believe I have already said what I have to say about the relation of the
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affreightment contract and f.o.b. prices and what I 

said on this point in relation to crude oil would be 

equally applicable to naphtha.

I want you to look at this problem for a moment from 

Gulf's point of view, and the negotiating position 

of Europa...under the contracts of 1964 was Gulf not 

supplying nrpntha which can be described as premium 

naphtha? Does the 1964 contract give a specification 

of the naphtha to be supplied.

10 Perhaps if you accept it was a premium naphtha? I

cannot comment on that without seeing the specifications 

Look at Vol.Ill p.3129? It was whrt I believe can 

generally be described as a full range naphtha as 

distinct from a light petro chemical, but it was on 

the basis of A.P.I, gravity of 65.3, not an 

exceptionally heavy naphtha. A heavy naphtha could 

have had a gravity as low as 62, and I believe that 

throughout the contract the gravity has been in the 

range of 65 to 67 A.P.I.

20 Well, did you hear Mr Todd give evidence or did you 

read his evidence about the attitude of Gulf to the 

Bench Hark situation as reached with the New Zealand 

Government and the other oil companies? I heard 

what Mr Todd said.

And did you hear him say thct in the overall concept 

of cost and freight price the overall delivered price 

for Europa Refining was a low one? I heard Mr Todd 

say that.

Would it have been - possible for Europa Refining to 

30 have put the pressure on Gulf to riake a further 

reduction? I believe that at certain points of 

time in the contract that may have been possible. 

Well, if Europa Refining had been able to press Gulf 

into reducing the f.o.b. clement, would it have had
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any answer to a request from Gulf to raise the 

freight element? I believe that Gulf might have had 

a case at ler.st for cv temporary freight increase at 

the time the Suez Can;.-. 1 was closed when certain 

Governments did allow certain Suez Crnal surcharges, 

but this would have nainly applied to European 

countries where the additional costs of going round 

the Cape instead of through the Suez Canal was 

substantial. The case would hr.ve been far weaker

10 in the case of shipments to New Zetland.

Insofar as freights may have been raised and f .o.b. 

costs reduced, would not the position from the 

economic point of view have been the same to Gulf 

as it was before any such change? That all depends 

on the extent of the reduction of the naphtha price 

and/or the increase in freight.

But is it not the position thpt from Gulf's point 

of view the components, if you like, of f.o.b. and 

freight were regarded as components of one package?

20 Gulf nay have looked'at it in that way. However, 

if we look at the naphtha price to Europa e£s shown 

in Appendix A, which for the greater prrt of the 

period with which we rre concerned was $2 per barrel 

which was the price to Europa of 66 A.P.I, per 

barrel for naphtha, and if we take the Bench Mark 

price...no, if we take the Persian Gulf posted price 

during most of that period at 4^ cents per gallon or 

$1.89 per barrel, there is still a difference of 

11 cents per barrel, which I believe is greater

30 than the difference between the alternate freight 

and the freight at which Gulf could have chartered 

on a long term basis to supply Europa throughout 

the period of the contract, 1964 or 1965..admittedly 

the difference would not be very great.
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Now p. 11, about line 1O or so "It would therefore 

have been unreasonable for r major purchaser like 

Europa", is it correct to describe Europa as a. "major 

purchaser"? Yes, among smaller arms length buyers 

Europ? was a major purchaser, taking the overa.ll 

volume of Europe, it wr.s not a major purchaser 

compared with Japanese buyers.

With whom are you comparing it? With independent 

importers, with independent arms length buyers of 

10 petroleum products from the persian Gulf.

Where- are these independent arms length buyers, in

Europe? In Europe, countries like South Africa, or India but

I admit the word "major" would apply to the overall

purchase* of Europa and not to gas oil in particular.

Still on p. 11, paragraph 3, could you help me here,

I hrve some difficulty with it, will you read that

paragraph? (read)

In' accordance with the letters of October 31, 1970,
, 0 ^ Paneast's profit on naphtha was further reduced, to 34$ per 
<0 barrel, by virtue of the fact that the direct discount to

Europa was increased to 41£ per barrel, and, hence, the price
received by pane as t was similarly adjusted."

No'v will you turn back to paragraph 2 on p. 10 and 

read that please?

with th K reduced to 54vh PC* barrel in accordance
ffi/^ .n^Alf^ ^X * ° f MarCh 16 » 1965 (ExhibitsB2/3131 and B6/314/) which, with effect from April 1, 1964, 
granted a discount of 29<f per barrel on the price of naphtha 
f o°pa and hencc » on the Price received by Paneast from

There is something wrong here, you

ere quite right... it should be 42 cents, not 34 cents 

...it was clear from Appendix A (ii). 

Thrt is Appendix A (ii) on p. 18? Yes.



No iv p. 12, second paragraph you say

^"In accordance with the letters of October 31, 1970, 
the increase of 9<j: per barrel in the posted price of Kuwait 
crude oil would have similarly affected both sides of the 
contractual price relationship"

the question I want to

put is, did it in fact effect both sides similarly? 

The letter of October 31 st ««»-. /?/<? Gtft^^ 

It did...wrs there any reason for spying "would 

\Q have", rather than "did"? No.

Page 13, last sentence of the first paragraph on 

that page

"But in the case of naphtha 5 this formula applied onl^f 
to the price paid by Pane?ast and the effect of the price 
adjustments was to preserve a profit for Paneast, although 
at a substantially reduced level."

are you there implying that if EXBT C.S.26, 

which you had just been dealing with in previous 

sentence, had not been given effect to, Pan East
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would not have made a. profit at all? "Because it was 

the formula applied only to the price paid by Pa.n 

East....previously".

Yes, but my question is, are you implying that in the 

absence of the C.S.26 arrangement Pen East would not 

have made a profit at .nil? I have not made that 

calculation rnd I would hrve to make a calculation 

to give you a definite yes or no.

Are you within the physical limitations of time and 

10 circumstance to make such a. calculation? If I am

given permission to do it during the tea. brer.k I'll

be glad to do it. 
11.32 COURT ADJOURNED 11.52 COURT RESUMED

Have you been a.ble to arrive at any conclusion? On 

the basis of ray calculation if I ha.ve understood 

the question correctly, and therefore I repeat it, 

would Pan East have made a profit if the letter of 

20th September 1971 had not been issued on naphtha.. 

20 was that the question.

Yes, thft is the question. On that basis the profit 

of Pan Eastern on naphtha would in the period from 

February 15, 1971 as compared with Appendix A (ii) 

(iii) have in fact been greater than indicated in 

the Appendix just referred to. It would h<*>ve been 

41.25 cents a barrel.

Still on p.13 about 6 lines from the foot of the 

page, dealing in that paragraph with the long term

outlook for naphtha prices and you say
30 "On the other hand, the potential demand for naphtha 

for the U.S. gas industry was more conjectural than 
probable."

was it not, however, at that time,

this is September 19^1, well known that ga.s supplies 

in the U.S.A. were becoming more and more inadequate 

and that naphtha was being considered as a feedstock 

for gas plants?
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Yes, certainly, but before thpt could be put into 

pr?ctice the so called synthetic gas plants in the 

U.S.A. to use the naphtha would h rve to be built 

and they could not be constructed and be rerdy before 

approximately 1975. Furthermore, it would have been 

necessary to amend the U.S. import regulations in 

order to permit the import of npphtha for. that 

purpose, rnd until that hpd taken plrce it was 

unlikely that any capital investment in such synthetic

10 gas plants would be made in the U.S.A. In fact the 

import regulations have not yet been amended to make 

this possible up to this point of time. 

Are you aware of ,? conference known as the Energy 

Conference held in Washington D.C. in September 1971? 

Not in detail...I was certrinly not present and have 

not read the p?per.

Now ?t the very foot of p.13 and at the top of the 

next page you deal with Gulf agreeing in the c?se of 

naphtha to absorb a proportion of its increased tax

20 paid costs, would you refer to the Tables annexed to 

C.S.26, and prrticularly Table No.2 relating to 

Kuwait naphtha, this is similar is it not to the 

Table thrt 1' put to you earlier annexed to EXBT C.S.25? 

Correct.

Does this Table too not show thnt for the period 

from 14 November to 31 December 1970 it was 1 cent 

thrt was absorbed, and from January 1 to February 

14, 1971, it was 1.5 cents that WPS absorbed? Yes, 

but if I mry say th t?t this is of course a. trivial 

30 amount.

And that thereafter no part was rbsorbed by Gulf? 

Correct.

Page 14 about two thirds of the way down, you have 

an inset which sets out certrin results; the second
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one relates to gas oil sold by Gulf to Pan East, under 

whet provision of the processing contract was gas oil 

sold by Gulf to Pan East? I do not know the exact 

reference in the exhibit, this table is based on the 

letters of amendment, it was also in my previous 

evidence if I may turn to that.

Now p.16 in Appendix A, you refer under the heading 

of "Intermedirte Position" B to "From November 14, 

1970, if Gulf...1970", do you now accept that these 

10 letters of variation were not unilrterally sent by 

Gulf without the knowledge of Europa but ES the 

result of negoitations between Gulf and Mr Todd? I 

have said before thrt if Mr Todd says thst he had 

negotiations with Gulf ft that time I accept his word. 

I also repeat, however, that the reason why these 

negotiations were successful from Mr Todd's point of 

viev/ may have been because Gulf knew whnt was coming 

in the way of posted pricing.

What is the purpose of setting out in this Appendix 

20 the situation th?t might have prevailed if certain 

things had not happened when, in fact, we know they 

did h?ppen? Just as a matter of interest, of no 

particular importance.

Now p.10 "Naphtha 66"..we looked this morning at 

p.3129, the schedule which shows an A.P.I, gravity 

of 65.3...is there any reason for the 66 here as 

distinct from the 65.3? The reason why I took 66 

A.P.I, is that on the- basis of actual shipments 

received 66 A.P.I, was I am advised over recent years 

30 a typical average. I should say here that a variation 

of 1 degree A.P.I, or even 2 degrees A.P.I, in 

the supply of a feedstock is generally accepted in 

the industry as being within the operational tolerance.
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Now I want to come to this question of naphtha pricing 

which is dealt with in the supplementary addendum to 

your evidence, it begins at p.3, you say at p.5, 

first paragraph

"Regarding the naphtha quality for New Zealand, although 
I have hod contact with both Government and the oil companies 
in New Zealand in my company's role as adviser to New Zealand 
Government on oil matters the question of quality of naphtha 
was never raised with me by either Government or any of the 

10 oil companies with '/horn 1 have had contact before 1971."

I gather

from what you said in evidence, yo -'ere not present 

at any of the inter-departmental ̂ rii>-~ ^ings about 

bench marks? No.

And that you have been the consultant or adviser to 

the New Zealand Government in relation to pricing 

over a period of some years? Correct. 

And would that include the question of pricing of 

naphtha ? Yes.

20 As an expert advising the Government why would the

question of quality of naphtha hr>ve to be raised with 

you before you considered it? I don't quite follow 

the question.

Well, ought you not as the adviser or consultant to 

the Government to have been aware that this was a 

question that might be germaine to the question of 

naphtha pricing? In my role as adviser to the 

Government of New Zealand I would take the initiative 

if I felt that there was ?, problem of which the

3o Government may be unaware irrespective of whether the 

Government had raised it with me previously or not. 

I would draw their attention to any oil industry 

developments relevant to New Zealand. The reason 

why this was not just a problem of naphtha quality



was not raised earlier was that in the overall 

industry-wise naphtha demand and supply situation 1 

did not think that there was a problem I am equally 

sure that if this had been rarde a serious issue 

between the oil companies and Government, Government 

would have raised it with me or one of the oil
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companies in New Zealand with whom I have met

informally from time to tirae.

Now when the naphtha prices were fixed for Bench

Mark purposes were they made retroactive? That depends

sometimes the negotiations dragged on relating to

one particular year until well into the middle of

that year and I believe I am correct in saying that

the 1969 negotiations continued into 197O end then

an agreement was m?de covering the whole period from

10 the beginning of 1969 to the end of 1971.

I would like you to look at a letter than you wrote 

on 4th January 1972 to Mr Todd headed "Naphtha 

Pricing" (EXBT II)? I am aware of that letter. 

At the tirae when thrt letter was written there was 

a question as to its confidentiality I take it? Yes. 

But subsequently the consent of the then Minister 

was obtained to removing the characteristic of 

confidentiality? You will appreciate that this letter 

is part of a series of correspondence between myself?

20 and Mr Todd. Mr Todd came to see me in London in

September/October 1971 and informally discussed with 

me the naphtha problem. Much to my surprise Mr Todd 

then advised nie on his return to New Zealand that he 

had reported his interpretation of our conversation 

in London to the Minister, although it hrd been 

understood between us that the discussion was an off 

the record one. I did not agree with the inter 

pretation Mr Todd had placed on the discussion which 

I had with him in London, and I therefore wrote

30 this letter, which has now been given as an exhibit, 

to Mr Todd to put the record straight. At the end 

of the correspondence it was Mr Todd who asked me 

whether I had any objection to the full exchange of 

correspondence being made available to Government
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and the other oil companies involved in the negoti 

ations. I replied th? t as an adviser to Government 

it was not for me to say but that if Government had 

no objection I was agreeable.

And did Mr Todd advise you that Government had no 

objection? He did, and the whole correspondence I 

believe was given to Government and also to the 

other oil companies.

This letter of 4th January was written at least in 

10 part to put the record straight, at least from your 

point of view? Yes.

You sent copies to the Minister and to Mr Datsun 

who v/as officer of the department with whom you had 

high level meetings? I sent copies to the then 

Minister and Mr Datsun because Mr Todd had also sent 

copies of his letters to me to them. 

Now p.1

"I have held the view, and am still of that opinion^ 
that so far as 1971 is concerned there was and is a case for 

2 O an increase in crude oil prices. There is evidence that in 
the case of other fixed price contracts crude oil prices 
were raised by the amount of the increase in government take. 
Admittedly the evidence with regard to naphtha and other products 
is thin, partly because the market is a much smaller one."

it is

that last sentence, does that sentence accurately 

convey your thinking now as well as at the time you 

wrote the letter? Indeed, but I think it must be 

read in conjunction with the remainder of that 

paragraph.

3 0 "The available evidence from market reports is, however, 
that^whereas some products such as fuel oil, at least 
initially, absorbed the full increase in tax paid costs and 
more, the price in the market for naphtha actually weakened."

that 

is the context you say it should be read with?
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Yes.-I should explr-in that those oil companies who 

were selling fuel oil were during most of 1971 getting 

returns on thr.t product compared with the period 

before the Teheran agreement which were higher by 

more thrn the increase in the tax paid costs of crude 

oil. They were therefore, on balance not losers if 

the nr.phthr, did not take the full increase in the 

tax prvid cost of crude oil. Indeed one corapr.ny 

only increased its posted price by the equivalent 

(0 of 29 cents per bcrrel of naphtha whereas the increase
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in tax paid costs on crude oil was over 40 cents per

barrel.

Just look briefly at p.35 of your evidence in chief

in which you deal with the Channel Ports Index, is

it the position that that index related to a

fictional situation? No.

Was the index dropped by PlDtts Oilgram Service at

some stage? I believe it was dropped in 1966.

What was the purpose of the index while it operated?

10 The purpose of the index was to show at what price 

products could be brought from the Carribean to 

Europe, this being a guide to the potential 

competition in Europarn mrrkets from that area. I 

hrve reason to believe that when originally conceived 

the idea of publishing this index was inspired by 

Esso .

So was its purpose not to inform the Carribean 

suppliers of what they would need to do to meet the 

situation disclosed in the Channel Ports Index? It

20 was not showing Carribean suppliers as to what to do 

in order to compete in Europe. It wrs rather the 

reverse. It was to tell European refineries at what 

price Carribean supplies would compete with them. 

Isn't that just looking at it from the European 

suppliers' point of view? It is looking at it from 

the European refinery point of view, but it is still 

of relevance insofar as by breaking up the Channel 

Port Index into f.o.b. and freight component, it 

gives an indication of actual market prices for 

30 petroleum products in the Carribean at any one 

particular point of time.

Do you personally know of the reason why the Channel 

Ports Index was dropped? I do not know, but my 

own interpretation would be thrt the demand for
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petroleum products in Europe was by 1966 almost 

entirely naphtha out of European refineries and there 

fore the import from the Carribean and possible 

competition from that area had become negligible. 

Now on p. 30 of your evidence in chief, the last 2 

lines, and running on to p.31 you say

"Assuming operating costs remain constant during the 
period between 1970 and 1975, which is believed to be s 
reasonable assumption} then increases in tax-paid costs 

IO become synonymous with the OPEC Cost Increases shown in 
Gulf's own table."

what 1

would like you to consider, Mr Newton, is whether 

that is a reasonable assumption in view of the rampant 

inflation of costs and continuing deflation of 

currencies? The rampant inflation of costs was 

supposed to have been taken care of by points (iii) 

the last paragraph on 29 of my evidence in chief,

"An annual increase of 5$ per barrel on crude oil posted 
prices coupled with a further 2^ to compensate for worldwide 

•n /-, inflation, such increases to be effective from [certain dates]11

As for devaluation of currencies this is something 

which hr.d not been taken into account in the Teheran 

agreement. It was therefore the result of further 

negotiations between the oil companies and the 

producer countries which culminated in the Geneva 

agreement to which I refer in a footnote on p.29 and 

on p.31 which supplements the Teherrn agreement, and 

which provides for changes in posted prices in the 

event of changes in the value of the U.S. dollar 

\Q against other currencies. This agreement will not 

again become effective.



\o\o-j A

Just reverting to Mr Todd's evidence ,-,bout crisis in 

the industry to which you referred tn your orr1 

supplementary evidence yesterday, I think you have 

said that there was basically no crisis of supply 

until the end of the period or near the end of the 

period with which we are concerned in this case? Yes. 

But is it not the position that since the establish 

ment of Opec in I960 the international oil industry 

has been in a state of crisis?
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There have been intermittent discussions between the 

oil companies and producer countries, in prrticular, 

in 1964/65 over the question of whether royalties 

should be prrt of + he tax or should be regarded ss 

an expense. I think, however, it would be wrong 

to consider those earlier discussions which took 

place against a background of a very considerable 

crude oil surplus to have taken ploce under conditions 

of crisis. It was only when as ?>. result of the 

10 Libyan development in the second half of 1970 and the 

subsequent nore heated negotiations with certain 

threats being mrde by the producer countries thrt 

one can speak of there hcving been a crisis affecting 

supplies.

Does your evidence not shov/ how vital it was for a 

company in the position of Europa Refining to have 

contractual security of supply? I have never denied 

this, either in my previous evidence or in this. 

And what when lir Todd was negotiating the contracts 

20 which we know as the 1964 contracts, he had to

reach an arrangement in the light of the situation 

as he then saw it? I agree that he had to reach an 

arrangement which would give him maximum security 

of supply at reasonable cost.

And you would not suggest, would you, that he should 

be able to forecast developments in the industry 

throughout the whole of the period of supply? I 

don't think anybody could.

Do you accept that Europa Refining has over the 

30 period in question bettered the Government Bench 

Marks relating to the landed cost of feedstocks? 

I would hr-ve to see the landed cost on the basis of 

Bench Mark Prices and agreed freights spelled out 

and calculated over the period in order to give a
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yes or no r.nswer and compare them with landed prices 

paid by Europn.

I show you EXBT V, Mr Newton, now accepting that for 

the moment? I think it would be irresponsible of 

myself if I accepted these global figures without 

seeing details as to how they have been arrived at. 

Well, just looking at those figures, and evidence hr.s 

been given about them by another witness, it does 

show the global figures that the value of supply

10 contract prices for f.o.b.'s and freights is a little 

lower than the value at the Bench Marks for f.o.b.'s 

and freights, does it not? This exhibit shows it, 

but I would want more detail as to how it hrs been 

arrived &t.

You have been adviser to the New Zealand Government in 

relation to Bench Mark negotiations for several years? 

Yes.

V.'oulcl you be aware, as adviser, of any suggestion that 

Europr. hat! not bettered the Government Bench Marks?

20 I have never been concerned with the position of 

individual companies.

Have you been informed? 1 have not been informed 

either.

V/ould you not be likely to be informed if one of the 

companies had not met the Bench Marks? No, there is 

no reason why I should be.

You said earlier you were advised of arguments that 

may be put up by the companies and your opinion on 

those arguments requested by tte Government? In the

30 course of actual negotiations the Government would 

seek my opinion on particular arguments. They 

would, however, not necessarily tell me, nor is there 

any reason why they should, if one or other of the
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companies had not met the Bench Mark prices. 

If one of the companies argued that it was in a 

special position, would you not be informed of that 

argument in order to comment on it? I might be, I 

might not be.

Is the position that you have not heard it suggested 

by anyone that Europa Refining has failed to meet 

the Government Bench Mark? I have not been told 

that.

12.50 COURT ADJOURNED



ROBERT THOMAS PHILLIPS state: loin
I am Director of Administration and Accounts, 

Inland Revenue Department, Wellington. As a Special 

Inspector 1 was involved'-with the investigation of the 

Europa Group.

The Company Section of the Uellington District 

Office was considering the question of whether the 

Department should tax exchange profits shown in 

Europa Refining's accounts for the year ended 31 March 

10 1S58.

Uhile discussing this matter uith the Examiner, 

Company Section I noticed that Europa Refining's 

accounts for the period 31 March 1965 to 1968 made 

no reference to the purchase and sale of refinery 

feedstocks.

As a result I wrote the letter dated 10 3anuary 

(already produced as Exhibit 9) uith a copy to Mr Mahon.

As no reply had been received and in view of the 

pending Supremo Court case against Europa Oil I called 

20 at the office, of Europa on 23 January 1969 to obtain

the information requested in my letter. I interviewed 

Mr Smith ami took nutus of tin; t;h.i.|jinnnt conoorning thu 

Denmark Gctty. Following thu interview I prepared a 

report which I produce as an Exhibit.

In the course of the interview Mr Smith told mo 

There was no written contract between Europa 

Refining and Europa Oil"for tho feedstocks 

Europa Refining sells to Europa Oil and no 

invoice was issued. 

30 . Y| UJ first ontriuu in thu accounts recorded

feedstock purchases from Gulf Exploration in 

April 1964. The accounts comprise a ledger 

which records separately in respect of each 

shipment from Gulf, the f.o.b. and freight costs. 

Uhen those costs oro finalised Europa Oil's account 

in Europa Rofining I s books is dobitud with tho



total coot of the shipment. ! fi *»•*• " J.
The debit in. Europn Oil's account is cleared 

by a payment uhi'ch equals the cost of feedstocks 

purchased by Europa Refining. Europa Refining 

therefore breaks even on each shipment. 

In the absence of any uritten contract there is 

no precise time at uhich the property passed and 

to avoid any difficulty over ownership in the 

event of loss by fire, the feedstocks uare 

10 insured under a policy uhich treated either

company as owner*.

I traced through several shipments in Europa Refining's 

books of accounts uhich shoued that Europa Refining pays 

Gulfex and Propet for feedstocks and freight respectively 

120 days after the loading date .of the ship from funds 

held in a London Bank account. Europa Oil made advances 

to Europa Refining for theso shipments about the time 

the ship uas loaded. These advances uere remitted 

overseas for deposit at a trading bank in London uhera 

20 approximately the equivalent of NZ$2 million uas held 

permanently on deposit.

The details I took- concerning the "Denmark Getty" 

expressed in N.2. currency uere:

F. 0 . B . (a) Light, distillate £105,429.16. 1
(b) Middle distillate 114,650.14. 8 £300,080.10.9

Freight Freight on (a) 52,963. 5.10
Freight on (b) 26,680. 6. 2 79,643.12.0

£379,724. 2.9

Harbour Improvement Rate 6,329.15. 0 

30 Insurance 942.14.11
Supervision 10. 0. 0 7,202. 9.11

£307,006.12. 8

This total figure of £387,006.12.8 uas charged to 

Europa Oil current account in Europa Refining's books.

This shous that Europa Oil uas charged uith the 

landed cost of the "Denmark Gotty".



3.

1011
I produce the Pan Eastern "Expected Profit" Statement 

prepared by Inland Revenue Department for the years 

ended 31st December 1965 to 1970 inclusive.

The "profit expected/' is the profit of Pan Eastern 

uhich Europa Refining or Europe Jii could have calculated 

in respect of supplies from Gulfex.

Set out each year in the statements under the 

respective headings for Naphtha (L.D.), Gas Oil (Fl.Q.) 

and Kuuait crude are the difference between the prices 

IQ paid by Pan East for feedstocks and the prices 

received on sale.

Shoun as purchase is the price paid by Pan Eastern 

to Gulf under para. 4.02 of the processing agreement. 

Shoun sales is the price paid by Europe Refining to 

Gulfex under the Feedstock Supply Contract.

The cost of purchase is specified in each case under 

Clause 4.02 of the processing agreement uhile the prices 

under the Supply Contract could bo calculated from prico 

references published daily in tho publication Platts 

20 Oilgram.

Tho profit could bo i:al<;ijj a i,ml by /ip|j.). yirnj Llm 

difference in these sots of prices to tho Volumes 

shipped.

Tho "profit expected" is this profit doubled in 

order to give offect to paragraphs 5.02 and 5.03 of tho 

processing contract.
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2 P.M. COURT RESUMED

ROBERT THOI1AS PHILLIPS (Sworn)

EVIDENCE IN CHIEF READ: [pp. 10111 - 10113 inc.]

XXD BARTON: How long h.-vc you been director of

Administration Accounts? Something over two yer.rs. 

Immediately before that had you been acting as 

Specialist? No, I had been acting PS Chief Inspector 

for the previous twelve months. 

And before that had you been Specials Inspector? Yes.

10 Over what period have you been closely involvdd in 

a consideration of the tax liability of Europa Oil, 

the objector? I think from March 1965 to more or 

less the end of the previous hearing, so from 1965 

to early part of 1969.

In the course of your association with the Inland 

Revenue Department have you had occasion to investigate 

tax position of closely linked companies? Yes. 

Have you considered the position where one person is 

the Managing Director of several closely linked

20 companies? Is this other thrn Europa. 

Generally? Yes, I have.

In those circumstances is it usually your experience 

to find formal contracts between the component 

companies in the group? I an getting concerned 

about discussing things in terms of the Secrecy Act. 

Yes, there are normally.

Whore the managing director of one company arrives 

at a decision concerning that company and another 

company of which he is managing director, has it 

30 been your experience that a note or memorandum

records the decision? I can't answer that. The 

circumstances to which I refer concerning contracts 

are those concluded between an overseas parent
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company and the New Zealand company and in those

contracts the directors are quite different. So far

as contracts between a New Zealand company and either

its sister company or subsidiary company I don't

recall ever having seen ?ny.

Did you know the business of Europa Oil to be th;*.t of

marketing petroleum products? I did.

Over period from 1964 did you know where it got its

petroleum products from? Yes I did, its supplies 

10 in more than one shipment was fron Persian Gulf, but

I think there were also supplies from the Carribean.

Where did it get its finished products from? From

the New Zealand Refinery.

Look at EXBT NO. 9, that is a letter you wrote? Yes,

I wrote that.

And the hearing tn the Suprenc Court in the first Court

was shortly to take place at the time you wrote the

letter? V7ithin three weeks or so.

Is it a fair inference from what you seek in parc- 

20 graph (a) that you did not yourself know the answer?

We didn't know, we were uncertain, thc>t is why this

letter was sent.

And you sent a copy of the letter to Mr Mahon, then

counsel for Europa Oil? I did.

Have you had an opportunity of reading a copy of

Mr Smith's memorandum dated 23rd January 1969? Yes,

I have.

Recording what took place when you visited him? Yes.

I show you EXBT HH, you see in the first paragraph 

30 of that note Mr Smith refers to something that you

said about an explanation received by the Crown Law

Office fron Mr Mahon? Yes, I see that.

Does that accurately state the position? I don't
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the actually recall having said this. I don't hr>ve it

ted 
recorded in ny notes. It could well have been another

reason for having this matter tidied up. I just

don't recall the question. loss

toWould you accept thrt the question when property 

passes in goods is a rartter that worries lawyers 

perhaps as rauch as anyone else? Yes, it is important 

but the otvnership passes after all.

Do you accept it is a legal problem? I think it is. 

10 Now on p.2 of your evidence in chief today line 7,, 

you are there recording wh.^t Mr Smith told you, you 

say that he said '

^"In the absence of any written contract there is no 
precise time at which the property passed"

Yes I did.

What did you understand by thr-t? The precise point 

at which ownership changes.

Was that consistent with what Mr Smith records in the 

first paragraph of his note thrt the property in the 

crude oil passes to Europa Oil in the refinery? I 

see some distinction, but I record the question as 

being at no precise time whereas if the crude oil is 

20 sold to Europa Oil in the refinery it places some 

bounds on the transactions.

But it still leaves uncertain the precise time within 

those bounds? Yes. 

You go on to sny still p.2

"and to avoid any difficulty over ownership in the 
event of loss by fire, the feedstocks were insured under a 
policy which treated either company as owner."

did you call for the 

insurance policy? No.



Did you ask any questions about the scope of the

insurance policy? Not that I recall, I accepted

Mr Smith's explanation.

Did you accept the policy covered the risk of loss

by fire in the refinery? I would really like to see

the policy, I just don't know.

You are recording what Mr Smith told you about
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difficulty in the event of loss by fire, whet did 

you understand that difficulty to be if it did not 

relate to fire in the refinery? I don't know whether 

I applied my mind any further at the time, but no 

doubt I was looking or thinking of in whose possession 

and ownership the feedstocks would be. 

And if the feedstocks were in the possession of 

either company, does it not follow frora thct as a 

reasonable interpretation of what Mr Smith told you 

10 that the risk passed at some stage in the refinery? 

Not necessarily so.

If the risk passed before the petroleum actually went 

into the refinery, what would the problem be? If it 

was destroyed by fire while held in the refinery 

tanks.

But at that stage it would have pnssed over the ship's 

rail? Yes, it would have. 

If you still have Mr Smith's note EXBT HH, in front

of you, look at the fourth paragraph, last two lines

2-t? "so Europa Oil must come into the picture before products 
are produced in the Refinery."

do you recall Mr Smith saying anytning

like that? I can't just recall those words, but if it 

is recorded I accept that.

Does it not also follow from that thet Mr Smith 

was explaining to you that at sorae stage in the 

refinery Europa Oil must corae into the picture? At 

some stage in the refinery, yes I think that is 

possible, but it may still have bought feedstocks. 

30 Who, Europa Oil? Europa Oil.

Now if Europa Oil bought feedstocks, why would Europa 

Refining be wonting to apply for a licence under 

the Motor Spirits Distribution Act (not proceeded 

with).
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Carrying on at p.2 of your evidence, little over

half way down,
"These advances werd remitted overseas for deposit at a 

trading bank in London where approximately the equivalent 
of NZ$2 million was held permanently on deposit."

is it not the position that each

advance remitted to a trading Bank in London was 

uplifted at the expiration of 120 days after lording 

of the tanker to which the advance related? That 

over-siiaplifies it, the moneys held represented the 

total cost of shipments within the 12O days' period 

and insofar as the cost of one shipment went into

10 the Bank account, another went out the other ae<l 

for payment to Gulfex, but this left a permanent 

pool of funds.

Coming nov; to p. 3 of your evidence, and looking at 

your exhibit 27, you see that erch of these pages 

is headed up "Pan Eastern Expected Profit" for a 

particular year? Yes.

Was crch of them prepared before the beginning of 

the year in question? You mean by the Tax Office, no. 

Is "Expected" a foir description? Expected means

20 Expected by Europa Refining rather than expected by 

the Tax Office.

But these have' been prepared by the Department with 

the advantage of hindsight? No, they have been 

prepared recently but they could have been prepared 

shipment by shipment at the time the volumes of 

feedstocks were loaded on to the ship..sorry, at the 

time the quantities loaded were known to Europa 

Refining. 

Let us look at the situation at the commencement of

30 one of these periods, would it be known at thrt date 

what volume of crude oil would be processed in the 

ensuing year? At the beginning of the year, no. 

Would it be known at the beginning of the year what
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the cost of crude oil would be to Pan East throughout 

the year? No, because it was tied to posted prices. 

Would it be known wha u the selling price of production 

would be throughout the year? Not at the beginning of 

the year, nothing would bo certain.

Ho>; would you go about calculating the expected profit 

for year ending 31st December 1973? At the point of 

time at which the quantities of naphtha were lor.ded, 

I would take the difference in respect of each

10 barrel lorded, the figures $1.46 being specified in 

the processing contract, end the price definf.v3 i-n the 

supply contract being the price of Kuwc.it crude plus 

whatever cost may apply under the escalation clause. 

I would obtain the price of Kuwp.it crude from Platts 

Oilgram Service which we receive daily, and so far as 

gas oil is concerned I would compare the cost price 

of $2.0O as defined in the processing contract and 

corapare that price with th?t quoted daily for 48/52 

Diesel Index which was the price reference specified

20 for gas oil under the supply contract which, of

course, was the selling price by Pan East under the 

processing contract.

Are you not really then taking the situation as at 

the date of loading ec'.ch tak^ker and then working 

out the profit in relation to that shipment? Yes. 

Would you accept that at the date of ordering the 

shipment Europa Refining became obliged to pay for 

it? Yes, I think that is in the contract too. 

Why hr.ve you not taken that date for the date of 

30 determination of the profit? I don't think that 

generally they are meterial, these drtes, because 

the posted price of crude oil may remain the same 

for two or three years and I think the posted price
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^1 
of 4P/52 Diesel Index being the price reference for

gas oil would change more than tivo or three times 

per year.

But you wouldn't know that at the date when the 

order was placed? The Tax Department would not know 

the date at which the order was placed but we did 

know the date at which the ship loaded. 

I suggest the reason why the Department did not take 

the date on which the order was placed was that on 

10 that date, nobody, not even the Department, could 

calculate the profit to Pan Eastern? No, but they 

would be 95.99% chance of it being right. 

Always right? Not always.

99.99% over the whole period? On the basis that the 

prices stayed the sarae for two years several days 

would be unlikely to inake any difference.

But is not the position that nobody knows the day or
rfv\f-'r 

the hour when there b^ be p. change? 1 can only say

this, that in respect of the previous hearing I 

20 prepared all the profit expected statements on the 

basis of prices applying on the loading date and in 

each case they came to exactly the ultimate profit 

shown in American dollars in the books of Pan East; 

over that period there must have been something like 

4O shipments and this particular point did not apply 

in any of them.

But there again you were preparing this material 

after the event? Yes.

Now p.3 paragraph 3 you speak about the difference 

30 between the prices paid by Pan East for feedstocks

and then the next paragraph shown as purchase is the 

price paid by Pan Eastern to Gulf under paragraph 

4.02, did Pan Eastern pay those prices? You mean 

pcy in cash, no, not generally, they were by journal
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entries.

Now p. 3 last paragraph, I would just like to say the

question by qualifying the question of payment, I

want to say that if you buy goods you can either pr.y

for them by cash or settle on the 20th of next month

or have then contraed against raoney which may be

owing to yon but all these I consider to be different

methods of payment.

Well did Pan Eastern pr.y Gulf for, shall vie say,

10 naphtha $1.46 by journal entry or in any other way 

at all? I think the best thing to do would be to 

let me look at an exhibit in the big box EXBT AA, 

whrt seens to happen is the crude is purchased in 

the summary statements.

They show the cost of crude $1.35 and that there will 

be a refining fee, processing fee, 20 cents per 

barrel? These papers show this, which, of course, 

is quite in conflict v;ith the contract. 

So you suggest that Gulf has been wrongly interpreting

20 the contract? I say they could place whatever 

interpretation they saw fit in these papers. 

Now still on p.3 of your evidence, last paragraph

you say „_
ine profit expected" is this profit doubled in order to 

give effect to paragraphs 5.02 and 5.03 of the processing contract."
I do.

I want to put an absolutely elementary question to 

you, when you double sooething you usually end up 

with an even number? That is normal. 

Know any other way? Unless you have decimals, no. 

How do you explain this very minor matter that in 

30 the Pan Eastern statement of processing profit you 

occasionally have an odd number? Perhaps we have 

rounded off 50 cents and doubled that figure. 

It doesn't matter what you round off whenever you 

double you must have an even number?
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Would you jur.t point to some figure. 

Yes, the lest item "Statement of processing profit" 

ends up 839, the year 31st December 1968, ends with 

odd number, same for 69, how do you reconcile that 

with doubling? The profit that ends with 838 is 

Department's calculation, whereas Pan Easterns is 

839, perhaps our arithmetic is better than theirs. 

That is the way they did it? That is end result. 

Can you point to any provision in the contract which 

10 uses the word "double" or "multiply twice" or 

"doubling"? No, but the effect is the same. 

Are you thinking of pcragraph 5.02? Yes. 

Does that paragraph not refer to other production? 

It does, but it is an unknown quantity and an 

unknown price and no reference to r processing cost 

to arrive ct the predetermined figure in paragraph 

5.02 and in my opinion that ir> doubling. 

Is the effect of cl.5.02 not to determine the price 

at which the other production will be sold? Yes, 

20 but so as to guarantee to Pan East a return equal to 

our first profit calculation.

You do not record in your Tables here those sales? No. 

Why not? Because they are unknown as to volume and 

unknown as to the price and unspecified in the 

contract.

Do you know whether such sales, the srles of these 

other products, were actually invoiced by Pan 

Eastern? They are shown on the summery statements 

comprising volumes estimated by Gulf.

30 Mr Phillips, you are still with the Department are 

you not? Yes.

I put to you a letter dated 13 November 19*>2 from 

the Solicitor General to the Solicitors for Europa 

No. KK Oil (EXBT KK) please read that letter? (read)
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"I refer to Mr Richardson's discussion with Dr Barton*

"The Objector's contentions are, of course, that the 
Commissioner was wrong in disallowing as a deduction the 
amounts in dispute, and that s.108 has no application. 
The Objector has emphasised that it was Europa Refining, 
rather than, the Objector ? which entered into the 1964 
contracts.

"If the Court upholds these contentions, it is likely 
that the Commissioner will have to give further 

/Q consideration to assessing Europa Refining for the same 
amounts s

"I therefore think it desirable at this early stage of 
the present case to advise you of the possibility of 
Europa Refining being assessed should the Commissioner 
fail against Europa."

RXD RICHARDSONi Mr Phillips, at the time your interview 

with Mr Smith concluded on 23rd January 1969, what 

was your understanding as to whet particular 

petroleum commodities Europa Oil purchased from 

Europa Refining? The feedstocks.

What was your understanding of the meaning of "feed 

stocks" at that time? Well, it was semi-raw materials 

that had to be processed through the New Zealand 

Refinery before they could be sold on the market. 

Now you were asked some questions as to the time 

when property passed and in relation to insurance in 

particular, can you say anything as to the risks of 

spillage or fire at the time feedstocks are passing 

from ship's tanks to refinery tanks? No, I dont know,



BRYAN DAVID KEN?.! F RLE Y states i ^4 *? & 
JL .»• a.*j> at

I am a Survey Leader in thn Pay Research Unit of 

the Department of Statistics, Ucllington.

for cloven years up to March 1969 I worked for 

the Inland Revenue Department. I uas involved for some 

time uith the investigation of the Europa Group.

During the investigation it uas brought to my notice 

by the Companies Section of the Department that Europa 

Refining showed a capital reserve of £28,32'] in its 

10 balance sheet for the year ended 31 March 1953. A nots

to the balance sheet explained that the reserve represented 

the exchange difference on funds held overseas at date of 

devaluation of New Zealand currency and still held at 

balance date.

A letter uas written to Europa Refining asking for 

details of the exchange profit. The reply detailed the 

funds held overseas and explained that they originated 

from interest earnings on deposits held overseas. As 

on the face of it the company appeared to have no overseas 

20 transactions. Mr P.H.3. Nota from the company section 

and myself interviewed Mr N. K. Smith the company's 

secretary, on 20 November 19GO.

It uas my regular practice to take notes at an 

intervieu of this kind. In this case I subsequently 

prepared a report and I produce a copy as an exhibit. 

I do not have the original notes of intervieu but having 

been used for the preparation of the report they uould 

not have been required any further.

In the course of the interview Mr Smith explained 

30 that Europa Refining Co. Ltd uas incorporated on 17 Duly

1962 primarily to purchase and hold Europa Oil (N.Z.) Ltci's 

shares in tho N.2. Refining Co. Ltd. Uhen the refinery 

came on stroarn it uas intended that Europa Refining uould 

carry on tho refining businoua and soil refined products 

to Europa Oil. Houovor, flobil opposed the application
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for a uholesalo licence which meant that Europa Oil 

itself was forced to proc'ess the crude through the 

I\I.Z. Refinery. As Europa Refining uas named as the 

purchaser in the contracts uith the Group's suppliers 

Gulf, Europa Refining had to purchase the feedstocks and 

then sell them to Europa Oil at cost.
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BRYAN DAVID KENNERLEY (Sworn)

EVIDENCE IN CHIEF READ: [at pp. 10123-10124] 

EXAMINATION IN CHj. EF CONTINUES; 

Mr Kennerley, I am going to read a passage of 

evidence of Mr Smith and ask for your comments, 

p.13S line 25

"I was present at Plenary meetings on 23 June 1968 and 
1 July 1968 between Oil Companies and the Government 
Interdepartmental Conrriittee on the Oil Industry at which 
meetings Mr B.-D, Konnerley representing the Commissioner of 
Inland Revenue stated th/vt subject to confirmation with the 
Commissioner he was able to commit the Commissioner to the 
bench mark levels and would let us know if the Commissioner 
did not accept. No notification was ever received that the 
Commissioner did not accept the bench mark levels,"

Yes, I made a statement at the

beginning of the first plenary meeting between 

company representatives and officials of Government. 

The statement concerned the position of the C.I.R. 

at the conference. My recollection is that I had 

clearly in mind that the Bench Mark applied only to 

the international companies and the statement was 

nic.de in this context. Indeed, the international oil 

companies were assessed under s.20 whereas Europa 

Oil was assessed under s.lll and s.100 on an entirely 

different basis. I have since h.td the opportunity 

of refreshing my memory by referring to ray report 

of the negotiations and this report confirms my 

recollections. 

0 XXD BARTON; Have you had an opportunity of reading

the memorandum prepared by Mr Smith, EXBT GG, dated 

20th November 1968 relating to your visit and Mr 

Nota's to Europa Oil's office? Yes, I have. 

Did your visits take place either on that day or a 

day or so earlier? It took place on the same day.
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And your note EXBT 20 is prepared almost six weeks 

later is it not? That is correct...! always made 

a practice when I interviewed a person to take 

sunmary notes at the time which were immediately 

elaborated when I got back to the office and from 

this document I prepared a full report.

TO BENCH; You say elaborated? I took notes of what 

people said, and these notes were filled out in long 

hand when I got back.

TO COUNSEL: Those basic notes no longer exist? I would 

say they probably exist, but I left the Department 

in 1969 and all my records of 11 years v;ere despatched 

to vaults in the Ford Building p.nd I have not been 

able to find them.

Do you agree that the main purpose of this visit 

related to natters other than the problem of passing 

of property as between Europa Refining and Europa 

Oil? Yes.

Would you look at paragraph 5 of your note EXBT 28, 

second last sentence, that says "As Europa Oil is 

bringing 2 or 3 shipments into New Zeal&nd", is that 

a correct statement of those shipments that Europa 

Oil brought them into New Zealand? I don't under 

stand the question.

Is that a correct statement that it was Europa Oil 

thrt brought shipments into New Zealrnd? Look, I'm 

sorry, I an not familiar now with details of the 

contracts, so I could not answer that one way or 

the other.

Did you see any shipping documents to see who 

actually imported these cargoes? I did not. 

On the same note, paragraph 4
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"luiropa Refining Co.Ltd, was incorporated on 17 July 
1962 primarily to purchase and hold Europe Oil (N.Z.) Ltd.'s 
shares in the N.Z. Refining Co.Ltd."

now did Mr Smith not say to you that on incorporation 

Europa Refining took the shares in Nev1 Zealand 

Refining Company Ltd or soue such words as that? 

This interview took place in 1968 and I am sorry, I 

can't recall exact words of what either Mr Smith or 

I srid, this is just a recording of my recollection

| ^) of whrt wfcs said at that tirae.

You also say here that the shares were to be held...

that Europa Refining was to hold Europa Oil shares... 

New Zealand Refining Company Ltd", first sentence in 

paragraph 4, what did you understand by that, to 

hold as trustee or agent? No, New Zealand Refinery 

were to hold shares in Europa Refining Company Ltd, 

no, Europa Refining Company were to hold the shares 

in New Zealand Refining Company. 

It would hold Europa Oil's shares? No, I don't think

"}^> I meant that, the significance is Europa Oil is the 

parent company.

Parent company of what? New Zealand Refining...! 

can't actually recollect the situation really, I may 

be wrong, it is a long time since I h^ve been into 

the Europa Oil, Europa Refining Company affairs. 

And paragraph 5, why bring the word "Todd's" into it 

at this stage? Presumably that was the trend of the 

conversation, that is how I understood the report 

from Mr Smith.

3O Well could your note of 6 January 1969 not hrve bee"

drawn up on the basis of several pieces of information 

only one of which was the information that you gleaned 

from Mr Smith? That is possible, in fact it is the



10129

case, because I did ask our legal people their 

understanding of devaluation issue and this influenced 

the recoronendation which I would have mr.de to the 

District Commissioner. 

You say

"So to enable thc< Todd's to generate overseas funds, Europa 
Oil pays Europo Refining for a shipment in New Zealand currency 
as soon as the risk passes? ite. when the finished products 
pass the intake end of the tunkers hose at the port of

i n delivery." 
{ v

Yes.

Then you go on to say"W.hen the finished products 

pass...port of delivery", just take the last natter 

first, what is the port of delivery you have in 

mind there? 1 couldn't spy I'M afraid. 

You arc referring to finished products? That is whst 

the report states. 

Have you a clear understanding what finished products

mean in oil industry? Just from knowledge working 

2.0 there for seven years.. in Tax Department on tax 

cases that is.

Now the next sentence..no, last sentence in that 

complete paragraph

"As Europa oil is bringing two or three shipments into 
New Zealand every 120 days this means there is over $2 
million permanently lodged in London banks on fixed deposit."

did Mr Smith say that to you, do you 

know? I wouldn't have written it down unless it 

was communicated to ne.

Might you not have deduced it? It is very hard to 

say at this stage, but as far as I aai concerned, 

I would hrve thought this would h?ve come out in the 

interview.

Is not the position that at the end of the 12O days 

period the money that had been remitted to London
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would be drawn on to pay Gulfex? So I understand it. 

Just looking at the interview as a whole, Mr Kennerley 

isn't it a fair statement to s~y th,-. t the arrangements 

between Europa Refining and Europa Oil played a very 

minor part in this whole interview? Without them 

they wouldn't have the capitrl reserve of $28,000 

and the interview wouldn't hrve taken place. 

But the arrangement between Europa Refining and 

Exvronev Oil played a minor part? They were ?. part. 

You do not now have a clear recollection of what 

passed between Mr Smith with you and Mr Nota on the 

property passing at that time? No.

EVIDENCE FOR CROWN COMPLETED


