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EVIDENCE IN CHIEF

WALTER LEWIS NEUWTON

I am a consultant on economic problems relating to
the 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.%:

Comparative Evaluation of Crude Oils, Institute

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

as joint author). Locational Patterns, Grouwth

Trends and Prospects for.0il Refining in Developing

Countries

and Delivered Costs of Crude 0il to Petroleum Refineries

in Developing Countries,

United Nations Inter~regional Seminar on Petroleum

Refining in Developing Countries, New Delhi;

January 1973 (with Dr P. H. Frankel as joint author).
Throughout my evidence all references to Europa relate to
the Europa group as a whols. 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 0il. I shall therefore
confine myself to the international oil industry and the
pricing aspects involved in the eass.

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, Pansast and Europa and the
1964 Agreements described, analysed and interpreted in
deteil in my brief of evidence at the 1969 hearings

remained operative throughout this period.
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Crude o0il under the 1964 contracts:

It is convenient to repeat here what I said in

evidance 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) were
available to armslength buyers. Examplas cf such
discounts are given in Table 3. This shous that-the
discounts genetrally granted at that time were 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 o0il supply arrangement without a discount on
the posted price at least in an indirect form., Such a
discount in effect was provided by means of the Paneast
arrangements and this is substantiated by the fact that
when direct discounts uwere granted to Europa (Exhibits

B1 -~ 4) the profit of Paneast was 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 o0il pricing over the years in disputs.

Taking the position under the 1964 contracts up to
October 1970, the reported discouhts to East of Suez areas,
for Agha Jari crude oil, of 25¢ - 29¢ per barrel in 1965
- 1967 must be compared with the discount of 20¢ per
barrel on Agha Jari crude o0il granted to Europa by Gulf
Exploration in Ftha letter of March 16, 1965 (Exhibit B1/3130),

with retroactiv: =t April 1, 1964, and the increased
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discount of 25¢ per barrel granted in the subssquent
letter of June 30, 1966 (Exhibit 84/3133). Correspondihg
discounts were 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 Pansast
and Gulf, on the other, but by 1970 reported discounts on
sales of Agha Jari crude o0il East of Suez had increased
to 39¢ - 51¢ per barrel, i.e. 14¢ - 22¢ per barrell
higher than in 1965 - 1967.

Similarly, whilst reported discounts on Gach Saran
and Kuwait crude oils sold to Japanese armslength buyers
vere, respectively, 15¢ - 21¢ and around 15¢ per barrel
in the period up to 1968, and thus in line with the
discounts of 16¢ 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 td 25¢ - 36¢ per
barrel in the case of Gach Saran and to 22¢ - 28¢ per
barrel by 1970 in the case of Kuwait crude oil. Discounts
on Kuwait crude oil to Indiah refiners were even higher
at 28¢ per barrel in 1968 and 36¢ per barrel at mid-1970.
The letter of June 30, 1966 had increased the discount
for Kuwait crude sold to Europa by Gulf to 18¢ per barrel,
which discount also applied to the purchase of Kuwait
crude o0il by Gulf from Paneast. Again, no change in this
price was made until October 1970.

Under the terms of Exhibit BS/3134, it will be
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 B1/3130 and B4/3133).
Thus Paneast's initial pfofit of 24¢ per barrel ($1.59
less $1.35) was reduced to 8¢ per barrel and then to 6¢
per barrel.

This position remained unchanged until October 1970
despite the price trends for the Middle East crude oils
in question, which are described in Appendix B. It is
particularly important to bear in mind that reported
discounts on crude o0il persisted and indeed increased
in terms of ¢ per barrel in the period 1970 and 1971
although in 1970 the competitive conditions affecting
the 0il industry were transformed as a result of the
particular circumstances which prevailed during the
second half of that year.

I now turn to the letters dated October 3%, 1970
from Gulf Exploration to Europa Refining (Exhibit CS20)
and from Gulf 0il to Paneastern Refining (Exhibit CSZ23)
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 theses 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,

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 709 of the feedstock supplies to Europa wers
in the form of naphtha.
The effect aof these letters of adjustment was to
eliminate as from October 23, 1970 Paneast's profit
on crude oil. Thus, the price at which Gulf buys
back crude o0il from Paneast was, in accordance with
Clause 5.01 of the Processing Contract (Exhibit B85/3134),
ad justed to equate to the price at which Gulf sells crude
oil to Europa, i.e. posted price less”15%, which is also
the price at which from the outset of the 1964 érrangements
Paneast bought crude o0il from Gulf.
Had Gulf not acted by sending the letters of adjust-
ment of October 31, 1970, the increased prices paid under
the contracts, following the increase in the posted price
of Kuwait crude oil to $1.68 per barrel would have been:
$1.50 per barrel - i.e. posted price less 18¢ per barrel
(Exhibit B4) for Kuwait crude o0il sold
by Gulf to Europa.

$1.43 per barrel - i.e. posted price less 15% (Exhibit B5)
for Kuwait crude o0il sold to Paneast

by Gulf.

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

for Kuwait crude oil sold to Gulf by
Panesast.
In this event Pansast would have continued to make a

profit and this profit would have increased to 7¢ per

~barrel on Kuwait crude o0il, compared with 6¢ per barrel

wvhich had been the case since June 1966.

In accordance with the letters of October 31, 1970, the
prices paid under the contracts,.following the increase in
the posted pride of Kuwait 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 cruds
0il increased by only 2¢ per barrel in the period post-
November 14, 1970 compared with the price paid by
Europa for Kuwait crude o0il in the period from June 1966
up to October 23, 1970.

Looking back to what would have been the case if
Gulf had not sent the letters of adjustment of October 31,
it can be seen that in that 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 increass
of 9¢ 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
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 2¢ 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
Table 4 and explained in Appendix B Gulf's tax paid costs
of Kuwait crude oil increased by 11.5¢ per barrel, as a
result of the increased tax rate together with the increass

in posted prices.



10

20

30

7 10007

As I point out in the penultimate paragraph of
Appendix B, unless increases in tax-paid costs can
be passed on to customers, the o0il producing companies
must absorb such increases themselves. With hindsight
of the extent of the increases in tax-paid costs on crude
bils following the increasss in November 1970 and thbse
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,
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 respectivsly. In accordance with the .
terms of these letters, the elimination of Paneast's
profit on crude 0il was extended by virtue of an
amendment (Exhibit CS23) to the basic terms of the
Processing Contract (Exhibit B5/3134) to revise the
price payable by Paneast to Gulf so as to be in line
with ths changed circumstances and thse new price terms to
be applied to the sale of crude 0il 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 15% off the respective postad prices of
the crude o0ils but incorporated the important feature of
escalation with Gulf's tax-paid costs or "OPEC cost
increasses". The precise formula devised by Gulf uas
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 ths level
of posted prices prior to November 14, 1970, is offsat by

the addition of all subsequent OPEC cost increases
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adjusted by 40% of the difference betwsen such OPEC
cost increases and 85% of subsequent posted price
increasss. The foregoing percentages employed in
this formula have presumably been arrived at on the
basis of a 15% discount on the posted price (85%) and
government take (royalty plus tax) of approximately
60% of profit (40%).

The effect of this formula was to increase, with
effect from November 14, 1970, the price paid by Euroba
to Gulf by some 2¢ per barrsl, i.e. from $1.43 per
barrel to $1.457 per barrel, thus enabling Gulf to
recover an additional 2¢ per barrel of its tax-paid cost
increass. Since the same price applied to both Paneast's
purchase and sale of crude 0il there was no profit on
crude 0il for Paneast, This in effect meant that
from Gulf's point of view, tax-paid costs of Kuwait

crude oil had risen by 11.5¢ per barrel, receipts from

" the sale of Kuwait crude o0il to Europa had risen by 4g¢

ber barrel and the elimination of Pansast's profit on

such crude oil was a net saving of a further 6¢ per
barrel, representing a net disadvantage to Gulf of 1.5¢
per barrsl. Gulf thus in effect absorbed 1.5¢ per barrel
of the increase in tax-paid costs of Kuwait cruds.

With effect from February 14, 1971, the formula prics
takes account of the Teheran Agreement and the resultant
increasse '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 Kuwait crude 0il, or a total increase compared
with the pre-Odtober 1970 position of 36¢ per barrel which
compares with an increase in Gulf's tax-paid costs, using
the OPEC Cost Increases in Gulf's own table, of 41¢ per

barrol.
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Other Feedstocks and Petroleum Products under 1964 contracts:

As to these, I said previously (Vol. 2, p.39)
w(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
reépectively are prices at which spat sales might take
place or have taken placs. I have no knowledge of other
long~-term contracts for these feedstocks being cancluded
at such louw prices and consider it unlikely that any héue
taken place.
(d) The arrangements for the sale of finished products
under the 1964 agreemsnts are based on a similaf principle
to that of the 1956 agreements. Paneast selling to Gulf
and Gulf to Europa at lowest posted prices. What is not
defined is the transfer price, covering costs of cruds
0il and processing, at which Paneast. acquires the finished
products from Gulf and hence the Paneast profit on these
products. -1 would, however, consider it unlikely that
Europa'’s share of the difference between the buying and

selling price 6f 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 elseuhers. 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,

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

posted price for Kuwait crude o0il plus 2¢ per O9API over 31 9APIL

In accordance with the terms of the Processing Contract

(Exhibit B5/3134), Gulf pays to Paneast the same price as
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Furopa pays ta Gulf, whilsl Paneast pays Gulf $1.46 per
barrel, escalating with the posted price of Kuwait crude
oil. This meant that in the initial period of the
agreements the price naid by Europa, and received by
Paneast, would have been $1.59 plus 70¢, assuming 66 ®apI
gravity for naphtha, i.e. $2.29 per barrel. As long

as there was no change in the posted price of Kuwait
crude o0il, Paneast's price to Gulf of $1.46 would have
given Paneast a profit of 83¢ per barrel of naphtha.

This profit was reduced to 54¢ per barrel in accordancs
with the terms of the letters of March 16, 1965 (Exhibits
B2/3131 and B6/3147) which, with effect from April 1,
1964, granted a discount of 29¢ per barrel on the price
of naphtha to Europa and, hence, on the price recsived 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
clear that the price paid by Paneast of $1.46 per barrel,
or 33¢ per U.S5. gallon, was an unreasonably low one under
normal conditions and explainable only by Gulfl!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
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.



10

20

30

1. 10011

So far as gas o0il is concerned, the price to Paneast
remained also unchanged during the period April 1965 to
October 1970 at $2.00 per barrsl. In accordance with
the letter of March 16, 1965 (Exhibit B3/3132) the price
to Europa varied throughout this period with changes in
the lowest posted price for 48/52 DI gas oil at Abadan,
which in these years was 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
of gas o0il at various levels, It would therefors 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
was granted via Paneast. It will be noted that the
selling price for gas o0il from Gulf to Paneast of $2.00 per
barrel, or 43¢ per U.S. gallon, is well below the louwest
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
(Exhibits CS19- and £S21), dated October 31, 1970,
adjustihg 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 34g
per barrel, by virtue of the fact that the direct discount
to Europa was increased to 41¢ 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
price of naphtha if either the letters of October 31,

1970 bad not been superseded with effect from November 14,
1970 or if the previous level of discount of 29¢ per
barrel had remained in effect in conjunction with the
increase in the posted price of Kuwait crude 0il of 9¢

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 would have
escalated in accordance with the increase of 9¢g per
barrel on the posted price of Kuwait crude 0il, uwhich
would have meant a naphtha price of $1.68 plus 70¢
less 29¢, i.e. $2.09 per barrel. The same prics
would have applied to the purchase of naphtha by Gulf
from Paneast, whilst the price paid by Paneast would
have escalated by 9¢ to $1.55 per barrel. In this
way the profit earned by Paneast would have been
preserved at 54¢ per barrel.

In accordance with the letters of October 31, 1970,
the increase of 9¢ per barrel in the posted price of
Kuwait crude o0il would*have similarly affected both
sides of the contractual price relationship of Paneast
to presefve the latter's profit of 42¢ 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 70¢ less 41g).

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 nagphtha price from the full effect of the
posted price increase which would otheruise 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; January 1, 1971; February 15, 1971
and June 1, 1971 and a schedule of discounts applicable
as of esach of these dates was introduced to determine
the naphtﬁa price paid by Gulf to Paneast and by
Europa to Gulf. The base price of $1.46 psr barrel
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paid by Paneast to Gulf was amended to escalate with

OPEC Cost Increases for 31.09 - 31.99 apI Kuwait crude
0il 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
and the effect of the prige adjustments was to preservs

a profit for Paneast, although at a substantially reduced
level.

It seems clear that in the case of naphtha, as in the
cass of crude oils, thé letters of adjustment of September
20, 1971 provided a mechanism whereby Europa should share
the effects of Gulf'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 extsnded
period.

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
probabls. Similarly there was at that time some
uncertainty regarding the future growth rate of naphtha
demand in Japan. 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



10

20

30

14. 10014

costs, particularly since, 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 0il there was 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 Kuwait crude oil by 9¢g
per barrel on November 14y 1970 the price to Pansast for
gas 0il would have increased by 9¢ per barrel and the
Paneast for gas o0il would have increased by 9¢ per
barrel and the Paneast profit would have been reduced
by a corresponding amount, from 64.6¢ per barrel to
55.6¢ per barrel The subsequent increase in the posted
price of Kuwait crude oil of 40.5¢ per barrel on
February 15, 1971 would similarly have applied to the
Paneast price although the increase of 1.1¢ per gallon
in the Abadan posted price for 48/52 DI gas 0il would
have applied to the price received by Paneast from Gulf and
by Gulf from Europa. This would have resulted in the
following:

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

2.495

per barrel for gas 0il sold by Gulf to Paneast

0.613

$
3.108 § per barrel for gas o0il sold by Paneast to Gulf
$ per barrel profit for 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
compared with position prior to November 14, 1970

This position was, however, adjusted by virtue of

the formula price for gas oil to Paneast introduced by

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

1970.
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The effect of the formula price, calculated in
the table attachment to Exhibit CS526 on similar lines
to that applicable to naphtha, was to increase the
price of gas o0il to Paneast by 10.49¢ per barrel with
effect from November 14, 1970 and by a further 0.75¢
per barrel as from January 1, 1971, thus consecutively
reducing the Paneast profit by corresponding amounts.
During this period, houwever, there was no change to
the Abadan posted price for gas oil.

With effect from February 15, 1971, uhen the posted
price for gas o0il at Abadan increased to $3.108 per
barrel and thus Europa paid an increase of 46.2¢ per
barrel, the formula price to Péneast was increased by
33.45¢ per barrel, to $2.4469, and the profit to Paneast
increased to 66.11¢ per barrel, i.e. it was not only
restored to the pre-November 14, 1970 level, but in
fact increased by about 1%4¢ per barrel.

Appendix A is a summary of prices in relation to

the letter variations of 0October 31, 1970 and September 20,
1971.
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KUWAIT CRUDE OIL Appendix A1

POSITION PRIOR TO GULF'S LETTERS
OF OCTOBER 31ST, 1970 : $ per bbl.
Europa paid Gulf posted price
($1.59) less 18¢ - 1.4100
Paneast paid Gulf posted price
($1.59) less 15% - 1.3515
Paneast received from Gulf posted
price less 18¢ - 1.4100
Therefore Paneast's margin - 0.0585

INTERMEDIATE POSITION

A Letters of Octaober 31st, 1970

(i) Prior to November 14th, 1970

Europa paid to Gulf posted

price ($1.59) less 15% - 1.3515
Paneast paid Gulf posted

price ($1.59) less 15% - 1.3515
Paneast received from Gulf '
posted price ($1.59) less 15% - 1.3515
Therefors Paneast's margin = Nil

(ii) From November 14th, 1970

Europa paid Gulf posted
price ($1.68) less 15% - 1.4280

Paneast paid Gulf posted
price ($1.68) less 15% - 1.4280

Paneast received from Gulf
posted price ($1.68)

less 15% - 1.4280
Therefore Paneastt's margin - Nil-
B Variant: From November 14th, 1970

if Gulf had not sent letters of
October 31st, 1970

Europa would have paid Gulf posted
price ($1.68) less 18g - 1.5000

Paneast would have paid Gulf
posted price ($1.68) less 15% - 1.4280

Paneast would have received from
Gulf posted price ($1.68) less ,

Therefore Paneast's margin.would |
have been ‘ - 0.0720
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Appendix A1 cont'd

III REVISED POSITION:
LETTERS OF SEPTEMBER 20TH, 1971

(1)

(ii)

(1ii)

From November 14th, 1970

Europa pays Gulf formula price
Paneast pays Gulf formula price

Paneast receives from Gulf
formula price

Therefore Paneast¥s margin

From January 1st, 1971

Europa pays Gulf formula price

Paneast pays Gulf formula price

Paneast receives from Gulf

formula price

Therefore Paneast's margin

From Februarxr15th,-1971
Europa pays formula price(a)
Paneast pays Gulf formula price

Paneast,receives from Gulf
formula price

Thersefore Pansast margin

10617
- $ per bbl

- 1.4510
- 1.4510
had 104510
- Nil
- 1.4585
- 1.4585
- 1.4585
Nil

- 1.7682
- 1.7682
had 107682
- Nil

(a) applicable to 319 - 31,99 ap: grants as per-
Gulf table.
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NAPHTHA (66° API)

I POSITION PRIOR TO
GULF'S LETTERS OF
OCTOBER 31, 1970

Europa paid Gulf posted price ($1,59) o
of Kuuwait crude plus 2¢ per ~API
above 319 API less 29¢

Paneast paid Gulf §$1.406

Paneast received from Gulf $1.59 + 70¢ - 29¢

Therefore Paneast's margin

I1 INTERMEDIATE POSITION

A Letters of October 31,1970

i) Prior to November 14, 1970

Europa paid Gulf posted price ($1.59) o
of Kuwait crude plus 2¢ per “API
above 31 OAPI less 41¢

Paneast paid Gulf $1.46

Paneast received from Gulf §$1.59 + 70¢ - 41¢

Therefore Paneast's margin

ii)} From November 14, 1970

Europa paid Gulf posted price ($1.68) 0
of Kuwait crude plus 2¢ per “API
above 31 OAPI less 41¢

Paneast paid Gulf $1.46 plus escalation with
: posted price of Kuwait crude

Paneast received from GulF”$1.69 + 70¢ - 41¢

Therefore Paneast!s margin

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

Appendix A2

]

H

Europa would have paid Gulf posted priceo($1.68)

of Kuwait crude plus 2¢ per “API
above 31 OAPI less 29¢

Paneast would have received from Gulf $1.46

plus escalation with Kuwait posted

price

Paneast would have received from Gulf
$1.68 + 60g - 29¢

Therefore Paneast's margin would have been

16018

$ Qér bbl -

$2.00
1.46
2.00
0.54

0.42

0.42

2.09

1.55

2.09
0.54
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IIT REVISED POSITION: $ per bbi
LETTERS OF SEPRTEMBER 20, 1971

i) From November 14, 1970

Europa pays Gulf pos*ted price ($1.68
of Kuwait ¢rude.plus 2¢ per ~API

above. 31 OpAPI less 49¢ = 1.89
Paneast pays Gulf formula price = 1.565
Paneast receives from Gulf $1.68 + 70¢ = 49¢ = 1.89
Therefore Paneast®s margin | = 0.325
ii) Post January 1st 1971
Europa pays Gulf posted price ($1.68)
of Kuwait crude plus 2¢ per OAPI
above 31 ©9API less 47.5 ¢ o= 1.905
Paneast pays Gulf formula prics o= 1.5725
Paneast receives from Gulf $1.68 + 70¢~47.5¢ = 1.905
Therefore Paneast's margin o= 0,3325
iii) From February 15, 1971
Europa pays Gulf posted price ($2.0925) a)
‘ of Kuwait crude plus 2¢ per OAPI.
above 31 OAPI less 60.1¢ = 2.1815
Paneast pays Gulf formula price a) = 1.9069
Paneast receives from Gulf $2.092582 62¢
S~ 60.1¢ = 2.1815
Therefore Paneast®s margin = 0.2846

© ' ' . . N )
A\ .. a) applicable to 319 -/ 31,90 API %g%ﬁég as psr
Y\N>; — -Gulf table.
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I Position prior to
Gulf's letters of
OCTOBER 31, 1970

- Luropa paid Gulf lowest posted price

(6.3¢ gal. 27.3.69) for 48/52 31 at = 2.646
Abadan
Paneast paid Gulf $2.00 escalating with, 5 2.000
Kuwait crude posting.
Panvast received from Gulf lowest posted - 2.646
price for 48/52 DI at Abadan
Therefore Paneast's margin = 0.646
II INTERMEDIATE POSITION
A Lefters 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 = 2.646
Paneast paid Gulf $2.00 + 9¢ = 2.090
Paneast received from Gulf lowest posted
. price for 48/52 DI at Abadan = 2.646
Theéafare Panegast's mar§in = 0.556
'II REVISED POSITION:
LETTERS OF SEPTEMBER 20, 1971
(i) From November 14,1970
gg;ggaogagi ﬁg;gaiouest posted price for - 2.6460
Paneast pays Gulf formula price = 2.1049
Paneast receives from Gulf louwest posted
price for 48/52 DI at Abadan = 2.6460
Therefore Paneast's margih = v0.5411
(ii) From January 1, 1970
gg;ggaogggi ggégaiouest posted price for - 2.6460
Paneast pays Gulf formula price = 2,1124
PRt Raaa T P e
Therefore Paneast's margin = 0.5336
(iii) From February 15, 1971
%3?25a92§¥81g?%f7%§u32: zgﬁggdogr;geAbadan o= 3.1080
Paneast pays Gulf formula price = 2.4469

Paneast receives from Gulf lowest postéd price
for 48/52 DI at Abadan : = % anan



2t 1062

Appendix B. Crude 011

It was slrendy 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 cxpressed in terms of a discount off the
posted prices. Posted prices had indecd already become tax~reference
pricesvfor the calculation of the producer countries' revenue since
the formation of the Organisation of Petroleum Expofting Countries
(OPEC) had exerted sufficient influence to “freeze" effectively the
posted prices of crude oil following the reductions in posted prices
in 1960.

This position was more 02 less maintained for a decade, with
crude 0ils being generally available at increasing discounts off posted
prices to armslength buyers and also affiliated companies. The levels
of these discounts to armslength buyers of Iranian Light (Agha Jari),
Iranian leavy (Gach Sarsn) ond Kuwait crude oils are indicsted in the
Tebles (L &) i), ii), 1ii) and 1 ®) i), ii), iii) ). Whilst there is
sufficient puvlished data availsble to provide rcasonable evidence of
the trend of discountis on each of the‘threc crude oils 10 Japancge
armslengﬁh buyers, only Agha Jeri crude ¢il has been sold at published
discounts in other Easi of Suecz markets, namely India and Pokistan, to

srnslength buyers.

Published reporta in Platt's Oilgram Price Sexvice of Australian
crude oil imports show f,o0.b. valucs of crude oils by country bf origin.
From these it can be scen that Kuwsit crude oil wan Leing supplied to
Auwstralian refiners inA1969 and 1970, ab substantial discouuts (wn
average of about 30¢ per barrel below the Lhen posted price of $1.59 during
the Tirst nine months of 1970). Such imports would comprise & limited
volume of armslenﬁth sales but would constitube principally solcs to
Australian refining affiliates of the major oil companies which would

normally carry smaller discounts than sales to armslengih buyers.

Before considering the levels of discount grented to Japan it
should be pointed out that, particularly in the earlicr years, crude
0il sales to Japanese refiners were often tied in with the provison of
gubstantial loans on favouranle terms or other similexr arrangementil.
This particulur featurc of crude oil sales to Jupancse armslengbh -buyers
was refelected in the level of discounts on such nales which must thereloro

be viewed in the context of the specific Jupanese circumstances.

For West of Suez markeis, published data arc aveilable to indicate

the trend of discounts on these three erude oils in tender offers to
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South Amcrica but little published deta arcaavailable to indicate
levels of discounts to other West of Suez markets. It will be
appreciated, however, that even whene no evidence is available from
published sources knowledge of the competitive conditions prevailing
in the oil market in the 1960s confirms thst substartialdiscounts 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 discounts on ermSlength sales of Agha Jari crude
0il to Japan increased from a range of around 25¢ = 29¢ per berrel in
1965 - 1967 to k¢ - 51¢ per barrel in 1969. In early 1970 the ronge
narrowed to 40¢ .- 43¢ yper barrel snd lster that yeor discounts of 39¢ -
LO¢ per barrel were reported. In the first five months of 1971 discownts
of U5¢ - UT¢ per barrel were granted and these incrcased to k8¢ = 51¢
per barrel iﬁ the second helf of the year.

A roughly similar pattern for discounts on selcs of Gaclhi Saran
crude oil to Japan can be discerned, with discounts of, 15¢ = 21¢ per
barrel in the earlier years, rising to 27¢# - 32¢ per barrcl in 1969,
ranging from 25¢ = 36¢ per barrel in 1970, then increasing to Lld - 524
per barrel prior to June 1971 wnd ﬁﬁ.h3¢ - 57a‘per barrel in the latter
helf of that year,

In the case of XKuwait crude oil, Japonese buyers obtained discounts
of around 15¢ per barrel in the period from 1964 to 1968. In 1969

discounts on Kuwait crude oil increased to 20§ per barrel. In 1970
these were further incrcaéed to 22¢ ~ 284 per barrel. In the firsti
five months of 197l a further increcase to 25¢ - 32¢ per barrel took
place and the level in the second half of the year was agnain higher at
around 35¢ per barrél.

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

length buyers in India nnd Pakistan in 1967 = 1968 indicates discounts
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in the range of 40¢ = 50¢ per barrel on an f.0.b, basis but discounts
granted by major oil companies to such buyers were at the low of the
range.

Published reportis, in 'Platt's Pricegram*, of the discounts
granted by the major oil company suppliers to their Indian refining
subsidiaries in 1968 ~ 1969 show a range of 41¢ = 4S¢ per barrel for
Agha Jari crude 0il end 28¢ pér barrel for Kuwait crude oil. Similar
levels of discounts on offers of Agha Jari crude 0il by major oil
companies to their affiliate, Pakistan Refinery Ltd., were reported
in Petroleum Intelligence Weekly in October 1968 and a discount of
45¢ 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
0il companies to their Indian refining subsidicries was increased to
51¢ per barrel. Later in the same year the discount was reduced to
Li¢ 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 barrel ab mid-1970 and 33¢ per
barrel in December, reflecting agein the increased rate of tax¥k##,

From February 1971 the discount on Agho .Jari crude oil to the
same refiners was reported as 55¢ per barrel and in June as S59¢ per

barrel, but 54¢ per barrel in July on the supplicrs' contention that

* See Platt's Pricegram of 15.5.1908, 2h.7.1969,4.9.1969.
) See Platt's Pricegrom of 4.9.1969. .
%% See Platt's Pricegrom of 3.2.1970 and Petrolcum Intelligence

Weekly of 7-12‘19700
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the price for this crude oil was hardening®., The discount granted

by Phillips Petroleum to the Cochin refinery was similarly reported

to have increased to ST¢ per barrel of Agha Jari crude oil in April

1971, from 8¢ pex barrel a year earlicr*¥, For Kuwait crude oil

there were no published reports of the level of discounts in 1971.
Public tenders to South American armslength buyers reveal that,

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

0il was from 30¢ - 53¢ pexr barrel for deliveries in 1965 and 36¢ = L48¢

per berrel for deiiveries in the early part of 1966. Offers for supply

in June = July 1966 showed discounts in the range of 32¢ = L7¢ per barrel.

The level of discounts for deliverics in 1967 on en f.0.b, basis were

lower, in the range of 31¢ - 39¢ per barrel. More recent offers, made

in Deceuwber 1968 for delivefy in the period 1969 to 1973/T4 and in June

1971 for delivery in the third quarter of that year, were at discounts
of k8¢ and L9¢ per barrel respectively on on f.0.b. basis,

The relatively few offexrs of Cach Saran crude oil to South
America show an increase in the discount from around 30¢ to around
LO# per barrel between 1965 and 1970. For Kuwait crude oil, the level
of discounts offered incrcased from 154 = 30¢ per barrel in 1965, In
1968 in a tender Lo the Uruguayun state refinery ANCAEP for Kuwait crude
0il for delivery 1969 ~ 1973/7h4 discounts of 29¢ - 35¢ per barrcl werc
offered on an f.0.b. basis.*¥¥ Discounts offered to YPF Argentina'were
20¢ ~ 28¢ per barrel in 1969, 29¢ - 3¢ per barrel in 1970 and L6 -
48¢ per barrel for delivery in the sccond half of 197L.

In the published record of hearings before the U.8,. Scnate
Sub-Committee on Antitrust and Monopoly, in March/April 1969, evidence

was given of the price at which Petrobras, the Braxilian ntate

* Sce Petroleun Intelligence Weekly 12.4.,1971 and 2.8.1971.
% See Petroleum Intelligence Veekly 12.4.,19T1. .
*¥¥ Phe range of 29¢ = 35¢ per darrel is exclusive of cradit

terms offered which represcented a further discount of 3¢ ~
6¢ per barrel on an f.0.b. basis.
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refining monopoly, pwrchased Middle East crude oil, including Kuwait,
in 1965 and 1966. The price quoted there of $1.30 per barrel would
represent a discount of 29¢ per barrel on Kuwait crude oil¥,

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

granted to European armslength buyersi-

"On the basis of the published and unpublished information
available, it can, however, be said that for the main Middle East crude
0ils 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, Kuwait 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 $1.24 to $1.29 pexr barrel in the peried
1964 - 67.

Light Iranian crude, Agha Jari, has gone down from about $1.79
to $1.29 ~ $1.34 per barrel. These ore sll f.0.b.- prices.

(In_cents per barrel)

Medium type (Kuwait) Light type (Agha Jari)
Posted Effective Posted Effective
Year Price  Discount - Price’ Price  Discount Price
1958 185 20 165 204 25 179
1959 167 20 b7 186 30 156
1960-61 159 25 134 178 35 143
1962 159 25-30 129-13h 178 35-40 138-143
1963. 159 30 29 ., 178 ko 138

196467 159 30-35 124-129  * 179 L5-50 129-134

i Posting transferred from Bandar Mashur to Kharg Island
at end of 1965,"##

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

would be as follows:-
¢ per barrel

Medium tvpe (Kuwait) Light type (Agha Jari)
Posted Effective Posted Effective
.Year Price  Discount Price Price  Discount Price .
1968 159 35-40 119-124 179 50 129
1969 ) 159 50 19 179 50-55  124=129

1st Half 1970)

The circumstances of 1970, whicﬁ led to an increase in the
posted prices of heavier erude oils {Iranian and Arabian Heavy, Arabian
Medium and Kuwait) at the Persian Gulf in mid-November of that year and
the Resolutions of fhe OPEC Conference at Caracas in December, which
preceded what are generally referred to as the Teheron and Tripoli
Agreements of 1971, resulted from a combination of factors. These are
briefly enumerated belm’Jtsx:'mce their &mpﬁct_was of immense significance

for the future of posted prices and government revenues f§r the
producer countries and for the future relationship of the oil companies
-to these countries. It has, however, alrcady 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 terms of ¢ per barrel.

At the sanme time it is relevant to analyse the background to
the subsequent price developuents of 1970 and 1971 in order to emphasise
- Yhe 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 politicel equilibrium in the relations between
governments and oil companies, nafely:-

i) the interruption in earl& May 1970 of the important Trans
Arabien Pipeline (Tapline) carrying Saudi Arabian erude

0il to the Enstern Mediterranean;
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2.

ii) the imposition of restrictions on the levels of Libyan

crude oil production as from June 1970;

iii) the unexpectedly high leveliof oil consumption ian 1970,
particularly in Western Burope 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

cowntries which affect the balance of trade of oil producing

countries;

vi) the deviation from the traditional 50:50 Agreement between
producer countries and oil companies in Libya in September

1970.

Whilst it can be scen that the particular events of 1970 were .
more directly related to conditions Vest of Suez, their impact was not
restricted to that area. Thus & shortage of short~haul crude oil for
Western Furope 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 snd Vest of Suez. With the continued
c¢losure of the Suez Canal increased demand for Persian Gulf crude oil
for West of Suez substantially affected the balance of tanker demand
ond supply. In the particular circumstances affecting the tanker
freight market in 1970 this resulted in a worldwide shortage of tankers
end 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 Libyen production,



26. 10023

which would have had a most serious effect on the ability of the

companies to meet oil demand in the Vest of Suez area, the oil companies
had to comply with the demands made sby the Libyan Government with regard
to higher pcated prices. It was, however, not so much the higher

posted prices for Libyan and, subsequently, other Mediterranean crude

oils accepted by the 0il compsnies in September 1970 as the increase in
the tax rate above the traditional 50% level which undermined the existing
arrangements between 0il compenies and producer countries worldwide.

It was egainst this background that, in the first instance, the
posted prices at the Persian Gulf were increased for the heavier crude
0ils, for which there was strong demand owing to the worldwide shortage
of residual fuel oil at the time and the posped 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 1k, 1970. This was followed, effective from the
same date, by agreement between the Kuwait 0il Company (B.P. and Gulf)
and the Government of Kuwait to raise the posted price of Kuwait crude
0il to $1.68 per barrel and the tax rate to 55%.

Pressure from othexr producer countries to obtain inereased 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;

2
| ol d
| ol
N

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 1965, whereby the producer country governmenis were able
to increase their unit revenues without any adjustment of posted
prices. The basic mechanism adopted was to follow the longstanding
Venezueclan example of treating royalties as a deductible cost for
tax purposes instead of as part of the 50% government "take" which
vas the way in which the 50:50 principle had,.by mutusal consent, been
applied in the Middle East since thq.eérly 1950s. The allowances
referred to vere in fact a method to introduce the new system by steges
and thus smooth the transition for the oil companies.

The Caracas Conference of December 1970 was followed by
negotiations between the oil compenies and a team represcenting the
Pexrsien Gulf member countries of OPEC, culmineting in the Teheran
Agrecment of February 14, 197l. The main terms of the agreement
comprised:— ¥
1) guoranteed stability for oil pricecs und revenue payments to

the six Persion Gulf producer countries for % ycars;

i =)
Y
~

an irmediate increase in posted prices for ervde oils at the
Persiun Guif of 35¢ per barrel, Lo be applied Lo Ko AL oruda
oil, vith the posted prices of other crude oils being determined
in accordance with & new gravity differential system of 0.15
cento/bbL./0,1° API for crude oil of 40 API and below (with

the exception of crude oils below 30° API gravity) and 0.2 cents/
Pbl./0.1° API for crude oils of 40.1° API and above;

an ennual increase of 5¢ per barrel on crude oil posted pricea

} 22
e
e
A

coupled with a further 23% to compensate for worldwide inflation,
such increcases to be effective on June 1, 1971 and January 1,
for cach of the years 1973, 1974 and 1975;

*to these the terms of the Geneva agreement of 20 January

1972 providing for changes in the value of the U.5. dolla
in relation to certain other currencies have been addsd.
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iv 5djustment of posted prices for certein crude oils, including
Kuvait and Gach Saran, by en 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 34.0° API Agha Jari crude oil by 38¢ per
barrel {Table 2), of 31.0° API Gach Saran crude oil by 40.5¢ per barrel
(Table 3), and of 31.0° API Kuwait crude oil by 40.5¢ per barrel (Table
4), with increased government revenue from Agha Jari crude oil
representing 27.2¢ per barrel and from Gach Saran end Kuwait crude oils .
27.8¢ per barrel.

The earlier inercsse, in November 1970, of 9¢ per barrel in
the posted price of Kuwait crude oil coupled with the higher tax rate
had resulted in an increasc in government revenue for Kuweit crude oil
of 11.5¢ per barrel indicatecd in the penultimate line in Table k.

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

of the crude 0il indicated in the final line of the Table, and this is

shown to be 1l.5¢ per barrel, corresponding to the 11.49¢ per barrel
shown in the top line, under the heading of "OPEC Cost Increases",

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

(Exnivit Cs25).

The term "tax-paid cost" has become generally adopted in the oil
industry since the Techeran Agreement of February 1971 to describe the
production cost to the 0il companies, indicated in Table 4, line 6 as
operating costs, plus total payments to the producer country government
(Teble 4, 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
o0il company to the extent that such an increase cannot be passed on 1o
the customer., Assuming operating costs remain constant during the

period between 1970 and 1975. which is believed to be a reasonable
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assumption, then increcases in {ax-poid cocts become synonymous with
the OPEC Cost Increesen shown in Gulf's own table (Exhibit CS25)%

There is one important quulification, however, namely that as
from the introduction of the new API gravity differentials, in
February 1971, the Gulf approach, teking & crude oil of 31.0° - 31.9°
API grovity no longer corresponds precisely to the more standard approach

of Teble 4, calculatcd solely for a crude oil of 31.0° API eravity.

It must be pointed out, however, that the Gulf approach is in accordance
with the terms of Clauses 4.02 (a) aﬁd(b) of the Processing Contract
(Exhibit B5/3134), which provide for escalation of the naphtha and gos
0il base prices to Paneast with the posted price of Kuwait crude oil of

321,0° - 31.9° API.

¥ Exhibit CS25 being dated 20 September 1971 doés
not allow for the effect of the Gensva Agresment
of 20 January 1972.
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Appendix C Petroleum Products

Between 1964 and 1970 demand for petroleum products Eart of
Suez more than doubled, from 183 million tons in 1964 to 393 million
tons in 1970 (Table 5). Over the pame period overall refining capacity
in the East of Suez arca continued tc exceed demand, although the
margin by which refining capacity excceds demand has been significantly
reduced since the mid-1960s. Between 1962 and 1967 refining capacity
in the consuming countries Easy of Suez, with the exception of East
and South Africa, also exceeded demdnd in these countries but by 1967
demand in Japan had begun to overtake fefining capacity in that country.

The sustained growth of refining cepacity 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 400 million barrels (over 55 million tons) in 1969 compared with
330 million barrels (over 45 million tons) in 1965. Of these totals,
in 1965 over T0% remained Fast of Suez ond the rest was exported to
West of Suez destinations but in 1969 exports to West of Suez had
declined to less than 39 million birrels (5.5 million tons) leaving
little short of 90% of Persian Gulf exports of petroleim products for
thé 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 expoxrts 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 TO% of total Caribbean exports of petroleum products, about
T00 million barrcls (around 100 million tons) had becn shipped to other

Western Hemisphere countries and about 207 to Burope; the corresponding
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figures for 1969 werc almost 90% to other Western Hemisphere countries
and about T¥% to Europe. Of the balance of about 6% in 1965, about
half (17 million barrcls) went to East of Suez destinations, including
New Zealand, and in 1969 this volume was little changed.

Thus by 1969 the Caribbean export refineries were orientated
almost exclusively to supplying their adjacent markets and the Persian
Gulf export refineries vwere similarly operating for the supply of
markets East of Suez.

In the period from 1965 to early 1970, posted prices for
petroleum products remained relatively stable and, where fluctuations
occurred, movements were confined within a comparatively narrovw range
(Tables 6 a), ) & ¢) and Graphs T a) -~ d) -). Posted prices for
gasoline (95 coctane) at the Caribbean remained at 9.T¢ per U.S. gollon
throughout the period and at the Persian Gulf there was & movement of
less thon 0.5¢ per U.S. gallon for this product. For naphtha there
was no posted price at the Caribbean dut at the Persian Gulf a posting
of 4.5¢ pex U.S. gallon was introduced in February 1966. Although thig
price rose to 4.8¢ per U.S. gallon in 1968, it had fellen back to it s

previous level within a yenr,

No. 2 fuel oil posted prices st the Caribhean fluctuated within
s range of 6.3¢ = T.3¢ per U.S. gallon, declining aegain to 6.5¢ 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 & decline from
7.1¢ per U.S. gollon at the beginning of the period to 6.2¢ per U.Se’

gallon by March 1969.

The posted price of hieavy fuel oil (Bunker C) at the Caribbean
reamined at $2.00 per barrel throughout the period, whilst at the
Persien Gulf it declined steadily from $1.65 pexr barrel in 1965 to

$1.40 per barrel by March 1969.
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With the exception of heavy fuel oil at the Persian Gulf, the
trend in posted prices of petroleum products in both areas, allowing
for differences in crude oil yield patterns end variations in demand
factors, was one of relative stability in contrast to the marked
erosion of the preceding period. A% 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 casa of heavy
fuel o0il, ves limited.

In the period from April 1970 %o end-March 1971 the posted prices
of most petroleum products at both the Caribbean and the Persian Gulfl
increased (Tables 6 a) and 6 b)), At the Persian Culf the posted
price of heavy fuel oil increased by 10¢ per-barrel in October 1970 and
by a further 30¢ the following February, raising the posted price to
$1.80 per bvarrel.

With these exceptiong increases in posted prices for petroleum
products at the Persian Gulf were delayed until after the Teheran Agree=
ment in February 1971. At that time the overall level of increeases in
posted prices for petroleum products at the Persian Gulf, on the basis
of the yield patterm of refineries in the aren, wus rougnly in line
with, or a little belov, the increuno in the tex-pnid contu of
crude 0ils in that arca. The actual incrcases applicd Lo posted prices
for petroleum praducts varied, however, both between different products
end betveen different oil companies. Thus thae increuase in the postod
price for naphtha f.o.b. Ras Tanura was 29. ¢ per barrel in tho cese
of Caltex but 42.0¢ per barrel in that of Esso, and that for koroscne
was 58.8¢ per barrel in the case of Caltex but only 50.k4¢ per barrel
in that of Ksso.

At the Caribbe posted prices of petroleum products, except

heavy fuel oil (Bunker C), underwent some changes in the second half
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of 1970, reflecting secasonal varictions and the supply end demand
situation in the Western.lemisphere,
In view 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 Persien Gulf were availeble prior to the introduction
of Platt's quotations of Persian Gulfl Cargo Prices during 1967/1968.
Until it was discontinued at the end of 1966, Platt's Channcl
Port Index had provided en indication of the trend of discounts on
petroleun products sales to armslength buyers at the Coribbean bubt no
corresponding indicator of Persian Culf discounted prices was published.
Chamncl Port Index, which was first introduced in Mey 1960, vas
calculated on the basis of the discounted f.0.b. products prices at the
Coribbeen plus the spot tanker freight from the Caribbesn to North
Vest Burope. Since Platts generally indicated the rcason for cach
change in the Index, i.e. whether it was due to a change in the level
of discounts or of freight rates, it was possible to calculate backwards,
by deduction of the Lreight element, in order to arrive at the discounted
price for the pnrticular product al any ona jwe, |
The trend of posted prices und discounted prices wt the Cariblean
during the period from April 1, 1965 until Channel Port Index was
discontinued in 1966 is shown in the Graphs T a) = d).
In replacement of Channel Port Index, Platt's begen in January
1967 to report regularly the discounted f.o0.b. prices at the
Caribbean (Caribvean Cargo Prices). %The trend of these cargo prices
for the various products is shown in Tubles G(a) and 6 a) i) which also
relate these prices to the posted prices of the produclu in order to
illustrate the range of the discount (or premium) on such sules. In
the case of naphtha‘it will be appreciated that there in no posted
price for this product at the Caribbean. In the case of gos oil,
Caribbean Carpo Prices were only rcported by Platt's with effect from

November 1967.
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At the Persian Gulf corresponding cargo prices were reported
by Platt's for nupatha end héavy fuel oil with effect from January
1967; for kerosene with effect from Deccmber 1967; for No. 2 Fuel 0il
with effect from January 1968, and for gasoline with effect from October
of that year. Table 6 D) shous these Cargo Prices at the
Yersian 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 toAillustrate the trend of discounted prices for
petroleum products to armslengta 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 deuwonstrate a trend should not, however,
be taken to invalidate the conclusion that, as indicated in ny 1969 brief
of evidence for the period }o 1965, discounts continued to be available
on such sales at the Persian Gulf during the period from 1965 until the
Suez Crisis of 1907 when, following the closure of the Suez Canal in June,
discounts were eliminated or & 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 éase, hovever, the closure
of the Suez Canal followed closely on a reduction of the posted price
of heavy fuel o0il at the Persian Gulf from $1.60 per barrel to $1.50
pex barrel in May 1967. Discounts of up to $6.10 per barrel were
obtainable in December 1967 on heavy fuel oil abt the Persian Gulf and,
after & period in which diacounts of up to $0.40 per barrel had been
obtainable, a further reduction of the posted price to $1.40 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 Cansl end in May 1968
thé posted price was raised to 4.8¢:per U.S. gallon, at which level
it remaintd until March 1969. It was then reduced to L.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, following
the Suez Crisis in 1967, to 6.5¢ per U.S. gallon. By March 1968 it was
in the range of 5.5¢ ~ 6.5¢ per U.S. gallon, dropping 1o 5¢ by June the
following year. The subsequent increase to up to T¢ per U.S. gallon
in the autumn of 1969 would appear to have resulted from specifiec
circumstances affecting naphtha prices at the Caribbean and was not in
line with the general trend of products prices at that tinme,

The particular factors which led up to the OPEC Conference in
Caracas in December 1970, followed by the Teheran Agreement of February
1971, cen be discerned in the levels of discounts obtainable on arms-
length sales of products at the Persian Gulf and the Caribbean reported
in Platt's Cargo Prices during the fiacal year of 197Q. Whereas, at
the Caribbean, discounts on sales of petroleum products = principally to
North Americen markets — began to narrow or be eliminated in the second
half of 1970, so that by the end of the year a premium was paysble on
all main products, with the exception of motor gasoline, at the Persian
Gulf the level of discounts on most lighter products showed an increase
of 0.4¢f = 0.5¢ per U.S. gallon during the same period, thus the discount
on naphtha increased from 0.1¢ - 0.5¢ per U.S. gallon. For No. 2 Fuel
0il at the Persian Gulf & premium of 0.05¢ per U.S. gallon was payable
by November 1970 and for heavy fuel oil the range of the discount narrowed
to 0.20¢ per barrel or was eliminated, but no premium was reported.

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

sulphur content carried e premium of $1.00 per barrel at end-1970 and
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no discount was reported for the Higher sulphur (2.8% moaximum) grade.
Thus it becomes clear that the impact of the particular
circumstances of 1970 was not reflected in the levels of discount for
gales of petroleum products fyom the Persien Gulf, except in the case
of fuel oils, and that lighter products, including naphtha, were
unaffected. It may thercfore be said that for East of Suez markets
supplied from the Persian Gulf the implcations of the circumstaences
prevailing in 1970 were of a very different order to those affecting
the Caribbean. The resultant increawves 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 ﬁere necessarily
epplicable but the existence of discounts on most major products was

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

Caribbean Carqo Prices 1967 - End March 1971

16053

U.S. ¢ per U.S. gallon
Gasoline 100 RON Gasoline 95 RON
Date Selling  Posted Discount Selling Posted Discount
(See Note) Price Price(Louw) Price Price(Low)
1.2 9.7
17. 1.67 7.5 3.7 6.0 3.7
a0, 1.67 7.8 3.4 6.2 3¢5
1. 3.67 9.2 2.0 7.7 2.0
15. 3.67 9.0 2,2 |
17..5.67 9.5 1.7 8.2 1.5
.18, 7.67 1.2 Nil 9.7 Nil
3.11.67 10.2 1.0
15.12.67 9.7 1.5 8.7 1.0
19. 2.68 9.45 1.75 B.45 1.25
7.10.68 9.0 2.2, 8.0 1.7
20.10.69 8.5 2.7 7.0 2.7
9., 1.70 8.5-8.75 2.45-2.7 7.0-7.25 2.45-2.7
4., 2.70 8.25-8.5 2.7-2.95 6.75-7.0 2.7-2,95
10. 7.70 7.25 3.95 6.25 3.45
6.11.70 8.0 3.2 Lapsed
30.11.70 10.2
11.12.70 9.5 1.7
Naphtha
Date Selling Price Dato Selling Price
17. 1.67 5.6-6.0 4, 2,70 4,75-5.5
18. 7.67 6.5 9, 3.70 4,.75-6.2
3.11.67 5.5-6.5 10. 7.70 5.00-6.2
15.12.67 6.5
11. 3.68 5.5-6.5
22. 5.69 5.,5-6.0
30. 6.69 5.0
19.:.8.69 6.0-7.0
20.10.69 5.5-7.0
11.12.69 5.0-6.5
Stove 0il Gas 0il (48-52 D.I.)
Date Selling ~—Posted Discount/ Date SelIing Posted Discourt
Price Price(Low) (Premium) Price price(Lou) (Premiun
7.3 7.2
17. 1.67 7.2 0.1 3.11.67 7.2 Nil
17. 4.67 7.0 0.3 1. 1.68 7.5 (0.3)
14, 7.67 7.5 15. 1.68 7.5
18, 7.67 7.5 Nil 30, 1.68 8.0-8.4 (0.5-0.9
8. 8.67 7.8 11, 3.68 8.0 (0.5)
11. 9.67 7.8 Nil 29, 4,08 7.2 0.3
97 1.68 8.0 7. 6.68 6.8 0.7
11. 1.68 8.0 Nil 7.10.68 6.6 0.9
30 1.68 8.3 (0.3) 28,.10.68 6.85 0.65
29, 4.68 7.5 0.5 17.12.68 7.0-7.1 0.4-0.5
7. 6.68 7.1 0.9 2. 1.69 6.9-7.0 0.5-0.6
28.10.68 7.25 0.75 30. 1.69 7.2 0.3
17.12.68 7.5 0.5 25, 3.69 6.7 0.8
2. 1.69 7.4 0.6 16. 5.69 6.7
30, 1.69 7.5 0.5 22, 5.69 5.825 0.875
26, 3.69 7.25 0.75 30, 6.69 5.875 0.825
22, 5.69 6.5 1.5 19. 8.69 6.0 0.7
30, 6.69 7.0-7.25 0.75-1.0 20.10.69 6.2 0.5
19. 8.69 7.5 0.5 11.12.69 6.5 0.2
20.10.69 7.75 0.25 4, 2.70 6.5 0.1



Date

11.12.69
9, 1.70
1. 5.70

10. 7.70

17. 8.70

25.11.70

11.12.70
4e 1.71

10054

2. Table 6(a) = contrd
Selling Posted Discount/ Dats Selling Posted Discount
Price Price(Low) (Premium) Price _ Price(loy (Premium)
7.875 0.125 9. 3.70 6.5 0.2
8.0 Nil
7.75 0.25 1. 5.70 6.4 0.3
8.0 Nil 10. 7.70 7.375 (0.675)
9.0 7. 8.70 lapsed 7.7
9.3 21..8.70 8.7
9.8 (0.5) 30,11.70 9.2
9.8 4y 1,71 9.7
Note: For posted prices, the effective date;

for market prices the date of Plattts
Pricegram reporting them.



17. 1.67
30, 1.07
16, 2.67
1. 3.67
15. 3.67
17. 5.07
2. 6.67
18. 7.07
28, 7.067
15. 8.67
16. 8.67
110 9067
11, 1.08
15, 1.63
30, 1,08
11, 3.08
29, 4,068
7. 6.68
7.10,68
23,10.08
17.12.068
2. 1.09
30, 1,09
26, 3.09
16. 5.69
22, 5.09
30. 6.69
19. 8.09
20.10.09
11.12,69
e 2.70
9. 370
10 5070
10, 7.70
7. 8,70
21. 8.70
6.11.70
30,11.70
11.12.70
e 1,71

Caribbean Cargoe Prices 1967 ~ ¥nd March 1971

Table 6 a) (Contd..)

U.S. ¢ per U,S, Gallon

No.2 Tuel 0i) (0°F Pour Pt.)

Selling Price

Posted Price (Low)
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Date Posted
Price

17. 1.67 2.00
30, 1.67
16, 2.67
15. 3.67
17. 5.67
18. 7.67
3.11,067
11, 1.68
29, 4,08
7. 6,08
7.10,68
28,10.08
17.12,68
7+ 3.69
20,10.69
9. 1.70
k, 2,70
9. 3.70
1. 5.70
6.11.70
11.12.70

Table 6 a) (Contd..)

Heavy Tacl 0il

U.S. § per barrel

2.8% Sulphar max.

Note: Tor posted prices, the effeclive date;

for market prices, the date of Plall'y

Pricegram reporting theum.

-/
2.2 Sulphur max,

Selling Djscnuntf Selling Discount/
Price Prewiun Price
1.60 0.40
1.55-1.60 0.40-0,45
1.55 0-115
1.55 0.45 1.60 0.40
1050 0.50 1055 0.’}5
1.60 0.40 1.69 0.55
1.55 0.45 1.60 0.40
1.50 0.50 1.59 0.h5
1.47-1.50 0.50-0.53 1.50-1.55 0.45-0.50
1.47 0.53 1.50 0.50
1.35 0.65 1.50 0.60
1,140 0.60 1.45 0.55
1435 0.05 1.50 0.60
1035“1.’10 0.60"‘0.65 1.’10“1.’15 0055"‘0060
1,357 0.63 lapsed
1.37-1.38 0.62-0.063
10’11 0.59
1.40 0.54
1.75-1.85 0.15-0.25
lapsed 3.05 gl-ﬂsg
3.00 1.00



Table 6 D)

- . 1005
Persian Gulf Carro Prices 1967/8 = Bnd March 1971 J

U.S. ¢ per U.8. pallon

Gasoline 95 Ron Gasolinec 873 Ilon
Date Sclling  I'osted ) Niscount  Sclling Posled Discount.
5o Note) Price Pricc(LowSL Price Price(Lov)
9.9 73
7.10.08 9.0 ' 0.9 6.0 1.3
28.10.68 9.5, 0.l
27. 3.69 9.6 7.1
22, 5.69 9.5 ' 0.1 6.0 1.1
10. 7.70 8.5 1.1
6.11.70 8.0 1.6 6.5 0.6
i5. 2.71 10.3
Naphtha
Date Sclling Price Posted Price{Low) Discount,
ll-s
30, 1.67 L3015 nil-0,2
3. 1,67 he5 nil
29. 4.03 ‘ 4,5 nil
11, 5.08 4,8
7. 6.08 4.8 nil
26. 3.69 §,5-4.8 nil-0,3
27. 3.09 4,5
22, 5.09 L5 nil
19. 8.69 .2 003
11.12.69 L,0-~1.2 0.3-0.5
9, 1,70 L2035 0.2-0.3
hy 2.70 h,0-4.3 0.2-0.5
9. 3.70 o3-4,5 nil-0.2
10. 7.70 ik 0.1
6.11.70 4,0 0.9
15. 2.71 He2
Kerosine
" Date Selling Price Posted Price{Low) W‘—
' (Premiuy
8.9
15.12.67 8.9 nil
7.10,68 8.0 0.9
17.12.68 8.9 nil
l}o 2-70 8.8 0‘1
10. 7070 809 nil
6.11.70 8.5 0ok
15. 2.71 9.6
No. 2 Fucl 0il
6.4
11. 1.068 6.4 nil
7.10.68 5.8 0.0
26. 3.09 5.0 0.8
27, 5.69 6.2
20, 5,09 5.0 0.6
e 2,70 5¢5 0.7
9- 3070 5025"'505 007"‘0;95
10. 7.70 5.0 0.6
6.11.70 6.25 (0.05)



Date

Gammshoa——

30, 1.67
30 Iic67
11, 5.67
17. 5.67
180 7067
3.10.67
15,12.067
19. 2.68
7. 6.08
7.10.08
28.10.068
70 3.69
27. 3.09
22, 5.09
30, 6.69
19,.18.69
20,10.69
9. 1.70
3. 2.70
60 03070
30. 4,70
10, 7.70
23%,10.70
6.11.70
15. 2.71

Persian Gulf Carco Prices 1967 < Iind March 1971

Table Gh){Contd.)

Teavy Tuel 0131%

Selliny Price

10’10"1 . 50
1.35-1.50

1.35-1.50
1.50
1,50~-1.60
1.10-1.,50
1.20-1.45
1.10-1.20
1.25
1,20-1.30
1.,10-1.20

1030"1q t'O

U.S. 8 per barrel

Posted Price (Low)

1.60

nil

Discount
Premun

10958

(0,10) ~ nil

nil- 0,10

(0,05-0.30

0- 30"0 .['10
0.25
«20-0.30
0. 30"'0 0
10’10
0.20-0,30
0,15-0.25
0 ] 30‘-00 35
0.35-0.h0
0 . 2()"‘0 . 35
0.20-0.40
0.25+0.45
0.20-0,40
nil- 0,10
1.50
nil- 0.20
1.80

* Quotation made no sulphur qualification initially.
28th October 1968 price range covers 2.5% = 3.5% S max.

material.

From

a) Posted prices are lowest posted at Bandar Malh-Shalr/Ros

Tanura/Bahrain.

the date of Platt's Pricegram reporting thew.

Notes:TFor posted prices, the effcclive date; for market prices,



- Date

2.3.66
13.h.66
11.7.67

23.2.66

26.5.65
343,66
15.5.67

26.5.65
2.3.66

27.6.66
15.5.67

27.6.66

Q)
b)

Toble 6 ¢) 13@

a)

Persian Gul? Posted Prices

1965 - 1967[196@?3'

U.S. ¢ per U.5, £2l1l0n

Casoline 95 RON Casoline 83 RONW

9.8 T.2
10,0

Tok
9.9 T.3

Naphthn
4.5

Keroaene
8.6
8.8
9.0
8.9

No., 2 Fuel Cil

7.1
6.8
7.0
6.8
6.4

Heavy Fuel 0il

U.S. $ per dbarrel

1.65
1.60

Lovest posted prices at Bondar Mah-Shahr/Ras Tonura/Bahrein
Determined in case of cach product by date at which Cergo

Price quotation first introduced (sce Tavle 6 b))

L

 oFate)



Lowant Costel cvise Ghg o) (457592 W T.)
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- (UeSe £ per gollon)

Lo iootine
fel
10,5464 Go7
SDebehh 60
243,65 TeO
15.0.56 6.3
DeeGT Goh
37-5..)9 6&3
1242471 14

Culf Soxco Prices Caz G4 (G52 3,1.)

e,
¢
3
=
-
ra
‘e
piod

Sy
(Uele & pde gullon)

Jata Jollin e Yelce S Jented Telce ) (10e)  Digcount/(irenium)
_ Gal

Te10.03 G.0 0.6
T 5 . 3 (e
22.':‘0':"‘ ‘JoG 694 (—o{)
Jele(0 VoY Vel
V 603.'{"\} 50-":" 1.1:}
10.7070 5’b Vel
6ell (D 0429 0el1H
1401.71 60' 7,1 G¢2

o) Powted prrices arn lowest posted ot Bendar laleelhaix/
Lan Zoaura/saticain.
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ADDENDUM _TO BRIEF OF MR W. L. NCWTON

- 1806

In view of the considerable discussion of freights

L

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

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. Backaground Note on The Tanker Market 1964-1971
Only a small proportion of the tanker fleet is owned
by the 0il companies; in actual fact it is 35 percent.

The remaining 65 percenﬁ of the tanker fleet are the

property principally of independent owners. It is

howsver a fact that something like 80 percent of the
tankor fleet (the exact proportion will vary slightly from
time to time) is owned or is on medium or long term
charter, i.e. for more than 7 year to the oil companies.
For practical purposes il can be considered that the oil
companies either through ouwnership or through medium
or long term charter have operational control of about
four-fifths of the fleet. The remaining 20 percent ars
on charter for 1 year or less or are chartered on a
single voyage basis. It 1s the last mentioned uhich
constitutes the spot market.

Whereas 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 reasonabls return
on the capital invested. Clearly at times of high or low
freight rates medium or long term charter rates would
also be to some extent affected as the tanker ownér could

not leave his immodiate earning prospects in the spot

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

&' would become less the longer the charter of the ship.
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As the major o0il companies have the greater pa
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 short term tanker rates are expressed in
terms of certain basic freight rates for individual hauls.
In the period with which the case is concerned we Had
first the "Intascale" rats schedule which from 15 September
1969 was replaced by the Worldscale schedule. The basic
freight rates of the Worldscale schedule which 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, however,
easily converted into Intascale or Worldscale rates as the
case may be,

In order to havo/sseraga freight cost indicator
for use in supply contracts the London Tanker Brokers:

now

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

AFRA rates are a weighted average expressed in
Intascale and Worldscale of all charters in operation,
single voyage, short, medium and long term, with the
company ouner tonnage includod at the averages of chartered
tonnage. In this way in times of high spot freight rates
AFRA is generally beneficial to ths 0il companies as they

receive higher rates at AFRA owing to the incidence of
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the spot market on AFRA uvhereas the cost of operatingl()gfév
their owned fleet remains unchanged. The attached {)/
Graph 8 shows that rates in the tanker market throughout

the period with which the case is concerned were generally
low with the exception of the second half of 1967 after

the closure of the Suez Canal and the period from mid-13870
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

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 beoing reasonably
confident of being able to cover themselves at the rate
laid douwn, i.e. Intascale minus 45 percent.' It would
have been normal company practice having undertaken a
commitment to supply Europa over a 10 year period to
cover itself for a substantial part, prabably not less
than 80%, 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 long
term freight cover arrangement at louw freight rates
during the first three years of the contract.

2. Development of Naphtha Market 1964-71

There is no doubt that at the time the 1964 contracts
were signed there existed a general surplus of naphtha
at the Persian Gulf which is proved by the fact that at
that time 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
0il companies effectively saved the payment of royalty
and tax on these quantities.

From 1966 until the second half of 1969 it can be
gensrally considered that the posted price at the Persian
Gulf about reflected the actual selling price of naphtha
there, i.e. about 4%g per U.S. gallon or $1.89 per barrel.
In the second half of 1969 the price of naphtha at the
Persian Gulf came again under pressure from a renewed
surplus situation and shkort term supplies in cargo lots
vere available at diséounts below 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. Ouwing to ths
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 1.7¢ per
U.S. gallon giving a net price as louw as 3.5¢ per U.S.
gallon or $1.47 per barrel. It is not suggested that
these oxtremely low spot prices were ever available for
longer term contracts the price of which probably‘never
went belou 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 rencued over supply situation
in 1971 which led once again in Saudi Arabia to the
recycling of naphtha back into the reservoir.

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 year which in the case of the
amendments relaling to theo naphtha price are in thomselves

a recognition of tha market trend for that feedstock at

that time,.
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Regarding the naphtha quality for New Zealand,
although I have had contact with both Government and the
0il companies in New Zealand in my company's role.as
adviser to New Zsaland Government on oil matters the
question of quality of wnaphtha was never raised with me
by either Governiment or any of the oil companies with
whom I have had contact before 1971.

The first time I becams aware of a quality problem
was when Mr Todd visited me in London in the autumn of
1971 but this is beyond the period with which the‘Court
is concerned in this case. The only other evidence of a
supply problem with regard to the full range naphtha as
compared with light naphtha was indicated by Caltex when
on 30 November 1970, i.e. about 4 months from the end

of six year period with which this case is concerned they

‘posted a price of 0.2¢ per U.S. gallon less for light

naphtha as distinct from full range naphtha and they
maintained such a differential which was equiualent to

B.4¢ per barrel from that date until 2 January 1973.
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MR RICHARDSON CALLS:

WALTER LEWIS NEWTON (Sworn)

EVIDENCE IN CHIEF READ: [p;el0001 = 10070 incs J

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 line 12 2s to the allocation

of costs between joint products end prices for

naphths, gas 0il and fuel 0il? The problem of

joint costs is one which hes 2lways perplexed the

oil industry. In the case of finished fully refined
products two methods have been zdopted, one is the
method which hzs been referred to by Mr Todd in
evidence of 2llocating the overall refining costs on
the pro rata to the vezlue of the sales prices of

the different petroleum products. Another method is
to sttenpt » breskdown of the cost, which is to some
extent possible insofar #s when you denl with fully
refined sslesble finished products certain processes
can be allocated to certain products. For instance,

reforming and cracking processes cen be allocated to

motor gasoline, Desulphurisstion cen be allocated
to middle distillates and more recently when epplied
¢lso to heavy fuel oil, In the cese of the products
with which we are however dealing, in the case of
the feedstocks supplied to Europes, these feedstocks
are not salezble finished products. They oare the
result of ¢~ topping operation which results simply

in the breakup of the crude into its three ma~in

components, and in thet cerse the topping cost

would be identical for all the products which would
be produced out of this operation, i.e., on the
processing cost in this cese 20 cents per barrel.

If these 20 cents are applied to fuel oil, for
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instance, on top of the cost of the crude oil, one
would at the beginning...in 1965 have arrived 2t a
price for fuel oil of $1.55 per barrel. This, and
indeed also the price for fuel o0il suggested by

Mr Todd of about $1.38 per barrel, is higher than the
price a2t which heavy fuel o0il wzs sold on an arms
length basis a2t the Persien Gulf for much of the
period with which we are concerned.

Now the second point I want to ask you about, Mr
Newton, begins at p.67 line 14 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 mrrket in 1964 moving soon theresfter
according to the clrss of oil company feedstock
required to 2 sellexr's merket and then he concluded
"and in more recent years to a merket dictated not
by buyer or seller but by the producing States
themselves"? In relation to thrt I think one can
say thet the o0il industry wes in a2 stete of crisis
in its relations with the producer countries from
about the Spring of 1970 onwsxrds, With the inter-
ruption of the supply through the Trans-Arabizn
pipeline in May of that yeear 2nd the cut back in
Libyan production by Government order in the summer
of 1970, there was undoubtedly a supply crisis, and
this crisis continued right through the period of
posted price negotiations with Libys in the autumn
of 1970 through the Opec conference in December 1970
and the Teheran agreement in Februsry 1971. There-
after and especially after the re-opening of the
Trons-Axrebisn pipeline in the early pert of 1971,

the crisis wns over 2t least for the moment, There

.was & renewed crisis in the second half of 1972



10

20

30

10073

and agein 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 o temporary tenker crisis
until the disposition of ships could be reorganised.
There was, however, no supply crisis at that time as
production in Mediterranean countries, in perticular
in Libya, wes greatly increesed in thet year and

into 1968. I think I cen therefore conclude thet
there was only a supply crisis and a general oil
industry crisis during approximotely the last six or
eight months with which we here 2re concerned.

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

p.19 line 24, and Mr Todd s2id he rejected » cherrge
of discounts on gas 0il in the Ccrribesn based on
Chennel Port index which you hed produced in the
previous cese, and seid it wes completely inapplicable
to east of Suez? The recson why Channel Port index
was introduced into my evidence in the previous case
and zgzin on p.30 of my 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 Cerribezn or at the Persieon Gulf, and, indeed,
I believe thrt some shipments did in fsct come from
the Carribean. It should not be forgotten that
distance #nd freightwise New Zealrnd is almost
equidistent from both the Persisn Gulf a2nd the
Carribecn. I think I should 2dd that quite apart
from the name Chennel Port Index price cs quoted by
Platts were not European ex refinery prices reflecting
supply and demand in Europe. They were calculated
as I heve said in Appendix C of my evidence in chief

on the bnrsis of spot coargo nrices in the Carribean
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plus the spot tenker freight at the relevant time.
Now the next point relstes to Mr Snodgrass's evidence
and in his brief at p.8 line 28 2nd again in cross-
examinestion at p.53 line 12, Mr Snodgrass referred
to arrsngements 2t the Panmrme refinery? 1 should say
that I hrve no detailed knowledge of the individuel
processing contracts a2t the Panama refinery. Fron
what Mr Snodgrass has said, howevex, there is to my
nind a major difference between operations at the
Paname refinery referred to by Mr Snodgrass end the
Pan East contracts. The processing deals at the
Panama refincery relate to 2 periicular refinery. No
doubt there are » number of compenies heving processing
deals at thrt refinery and I sccept that they do not
necessarily get the yield which would undexr normal
circumstances be cbtained fror. the crude oil process.
Some offtrkers undoubtedly get whet I c211 deemed
yields. They may also only offtake pvert of the
products, the remainder being the subject of exchange
arrangements and other adjustments. Nevertheless,
in my opinion these deals are in an entirely different
category from the notional Pan East arrangenmnent.,
Now the next point is in relation to again Mr Snodgrass
p.54 line 12 and the answer he gave to the fingl
question from His Honour? (read)?
its technicalities, refining it into more ;Ophi;igéaigda 1
products?  Perhaps a genuine refining operation is an
operation that refines ¢4... ife are talking about processing

crude oil, the responsibility for which is taken by a company

which can refine it i - . :
e n one of its refineries o i
others," s or hand it out to

I interpret Mr

Snodgrass's fins1l reply, » genuine refining deal

w s . .
ould be cither one in which 2 comp~ny processes ot



ijts own refinery or arranges for such processing to
take place #t & refinexry owned by & third p-rty. In
my opinion neither applies to the role played by
Europa in Pan Eastern.

The final point relates to the further cross-
examingtion of Mr Todd this morning p.91 line 13,

and you will recall that this was by way of comment



1o

20

30

10075

on your interpretation of the 1970 conditions that
resulted in the better variations? Mr Todd's

objections were to my interpretation of the ezpplicetion

of the letter of 31st October 1970 with effect from

23rd October a&nd the reason which in my opinion led
Gulf to issue those letters. Mr Todd ~lso objected
to my wording that this was a new formula which
cushioned the effect on Europa. What I hesd intended
to say by the words objected to by Mr Todd was and
should have probably e been worded in that weay,
thet 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 Europ-~.

Mr Newton, 2t that time in October 1970, what were
your expectations as to the future of posted prices?
I think I must give 2 little bit more background of
the conditions in the industry at the time, some of
which I beliavz should be fairly clear from the
statement I made in Appendix B, “We nmust distinguish
between three different fields in crude oil price.
increases in the second hzlf of 1970 and the first
quartexr of 1¢71. We have first the Libyan insistence
on posted price increases and high tax rates. The
Libyan siturtion was settled in the first half of
Novembex 1970, At théﬁ?@ﬁ%e there was a sheorxp
increase in fuel o0il prices, espccially in the west
of Suez area and in the westexn hemisphere. The
Persian Gulf countries concerned, and in prrticular
Kuwait and Iran and also Saudi Arabi» had for sone
time complained that the posted prices of heavy crude
0il, including Kuwait crude oil, were too low and I

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

Gulf crude o0il as long ago as 1967, and we at that
time came to the conclusion that in relation to the
lighter Persiesn Gulf crude 0il the price of especially
Kuwait crude o0il and Iranian heavy crude oil were on
the low side. I am éggvtalking of posted prices.

When in 1970 the demand for heavy fuel oil increased
and consequently there was an upward trend in prices
for this product which played an important role in

the yield pesttern of Kuwait crude, the pressure
especially immedirtely following on the success of

the Libyans in increasing their posted prices for in
increase in the heovier Persien Gulf crude o0il prices
on the part of the producer countries was increased.
In my mind there can be no doubt thet in October 1970
Gulf were fully zware of the fact thati-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
to which Mr Todd in evidence this morning referred
cane after the increase in the posted priceg for
Kuwrit 2nd certain other heavier Persisn Gulf crude
0ils in the middle of November 1970 and was the
overture for the Teheran conference and the further
all round increase of crude o0il posted prices which

resuited from it.

XXD BARTON: Mr Newton, how long hzave you been adviser

30

to the New Zealand Government in oil mrtters? Since
1966,

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 2also been consulted on such cther
matters as the potential expension of the refinery,
problems relesting to Meui gos, but these points

were only raised from time to time.

Insofar as you zdvised the New Zealrnd Government

on import prices, did that amount to tendering zdvice
2s to what ~re known as Bench Marks? I do not play

2 role in the negotirtions lezsding to Bench Mark

10 prices. My principal role is to provide the New
Zealand Government with backbround information and
to exﬁress an opinign on srgunents in the course of .
the negotirstions put forward by the oil companies.
And are the arguments on which you rre asked to
express an opinion arguments relating to Bench Marks?
I would say thet they would relate to Bench Marks,
ves, because the Bench Mark prices are the agrcement
resulting from the negotirtions,

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

20 Europe &t any rate rsserts thrst there has been no
agreement so far as it is concerned? The agreements
which result ore to the best of my knowledge ~nd
belief prckage deals which arise »s result of prolonged
negotistions with & certoin amount of give and take
on both sides. I am however awerxe that EBurope hes
always stood 2 little bit aside and considered their
case to be different ond somewhat specirl from the
other comprnies partly because of the substenticsl
higher proportion of naphtha imports.

30 T0_BENCH: You know that from within this litigation,
this case, or the 1969 case, or take thst stand
outside this case? I hesve never been present at any
direct meeting between the 0il comprnies and the

Government, I do however know from whrt I have been



TO

10078

told by some of the officiols psrticipating in these
discussions that Europa hcve on occasions taken a

separate line,

COUNSEL: Whst is involved in this notion of package

10

20

30

de2ls in relotion to Bench Marks? It is that if for
one resson or snother one party, in order not to
creste & precedent on one or other of the different
feedstock prices involved, sry "if you accept my price
for feedstock X, I anm prepared to compensate you for
it by an adjustment of supplies of feedstock Y",

Does that ~lso include tcking into consideration
freight? Over the last few years there hcs been to
my knowledge no major issue over freight between

the Governnment and the o0il compeonies, the freight
formula in the most recent negotiations and if I
remember correctly also in the previous round hesving
rempined unchanged., The freight is based on A.F.R.A.
with on ~agreed proportion of the different A.F.R.A.
which I described in my addendum errlier this
afternoon sgreed between Government and compesnies,

Do you a~accept that freight is »n celement going up

to meke the peckage dexl? If I may put it differently
freight is an element in the import cost of feedstocks
into New Zealend. I believe the freight is largely
based on 4A4,.F,R.,A., having regard to the sizes of
ships in which feedstocks are brought or can theor-
eticrlly be brought into New Zesland I would say
thet in recent years the prckrge has been more on
feedstock f,o.b. prices then on freight.

But if freight is on element of import cost and
feedstocks are concerned with import costs, does it
no® follow that freight is an elenent of the package
de~1l relating to feedstocks? 1t may hrve been in

the first negotiations on Bench lcork Prices, but I
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do not think it hes played - role in recent negoti-
ations because no change has been made in the freight
structure.

In the course of your professionzl experience, hrve
you ever been involved in actively conducting
negotiations for processing arrangements? Yes...I
should add thst this was mpainly when I was in
business myself before I became » consultant when
both my senior partner Dr Frankel and I negotiated

o2 number of processing deals for companies with

which we were involved.

When did you cease to be involved with this perticularx
conpeny and start in practice as a consultant? I have
kept trock of processing agrecments by being involved
in some negotiations indirectly which some of my
clients hnd before conclusion of processing desls,

I should a~dd that I zm also the adviser to independent
refinerices especially in the Mediterronesn area who
hrve a number of other compsnies processing at their
refinery.

Was the compesny you were concerned with the
Manchester 0il Refinery? Yes.

When did you cease with that company? 1955,

Hrve you been a consultant since thot time? Yes.
Have you been involved with any negotiations with

the Gulf company? No.

You say in evidence in chief, p.1, that you confirm
the evidence that you goave at the eanrliexr hearing?

I do.

Do you confirm the answers thst you gave in cross-
exenination?  Yes, I do.

And the answer thrt you gave to the one question

put to you in re-examination, p.85, Vol., 11, line 1%
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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-exzmination and you mzy not have
had the opportunity of rounding off youx answer? I
recollect thrt,

Will you just read from line 15 over to p.867 1 have
read that.

Can we go through this point by point ...p.85 line 24

"Europa and Gulf form a joint subsidiary = let it be
called Paneast - wiich enters inte a refining contract, i.e.
a proccssing agrecment - with a specific refinery either of
Gulf or for that matter of another oil companye The joint
company purchases crude oil from Gulf at let us say the market
price, posted in 1953, a discounted price, todays Whilst this
oil is being processed it remains the property of the joint
company and the rosulting products also belong to the joint
companys  The joint company then sclls 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 conditionse.  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
guarantec, not as to price but as to holding Eurpoa covered
for supplies by Gulf,"

"Europa and Gulf formed 2 joint subsidiary'", they did
thet did they not? They did.

"iJhich enters into ... processing agreement', they
did thrt? Yes.

"With a specific refinery either at Gulf oxr for thaot
natter of another oil company!", you say thay did not
do thet? I say they did not do thrt bec&%%e nowhere
can I find in the Pan East contrsct o reference to a
specific refinery or even a number of specific refin-

erie

«

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 rclate to processing a2t
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a specific refinery possibly for option of offtaking
products &t thet specific refinery or at other
specific refineries.

If the prrties are concerned to have crudes or feed-
stocks refined and they enter into an arrangement

for thet process, how can it mstter to them 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

must relate to some specific refinery because it

nmust state where the crude o0il is to be delivered and
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where the products can be received from the processing
of thst crude.

So that you ssy merely to specify a Gulf refinerxry oxr
refinexy 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 that it is & sham or meake believe
piece of paber? I think I would be vexry careful to
use the word "sham"., I would prefer to use the words
"¢ is o notional arrangement™ which is not actually
cerried out in practice. In perticular and I szid
this in ny previous evidence I do not consider thet
EBuropa is involved in the refining business, because
the crude o0il is supplied by Gulf and all the products
go back to Gulf before a paxrt of tﬁem are supplied

to Europa.

But does that not take place pursuesnt to the contract
between Gulf and Pan Eastern? That is the contract
between Gulf and Pan Eastern. Whet I am saying is
there is no direct operational relstionship between
Europa ond Pan Enrst except throuvgh 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 poper yes, but it
is an arrangement between Gulf and Pan East in which
Europa2 is not operationally involved,

Is the crude not in fact refined? In order to obtain
naphtha and gas 0il the crude oil must be refined.
Now is that process not carrxied 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 pnusing there, Mr Newton,



10

20

30

10082

is that whrt happens under the 1964 contracts? Pan
BEast purchases the crude oil,

Now 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 ny
evidence that it would be unlikely that Europc would
not get 2 discount; with regard to the discount
granted to Pan East, I said at the time 2nd I say it
again today it is not a2 particulnrnxly high discount
but at thoat time it might just be acceptable.

Line 30 "Whilst this 0il ...joint compeny", is that
whrt heppens under the 1964 arrangements? Yes, it
is the property of Pan East.

And do the resulting products ~1lso belong to Pan
East? 1In the first instance they do.

Line 33 "The joint company...to Europa", of course,
you sy that is not wh»t happens here? Yes,

"And the balance...laid down prices", "balance of the
products to a Gulf subsidiary", is that wh~t happens
here? The whole products are sold to 2 Gulf

subsidiary, all of then,

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

how do you link thet with wh:it heoppens in the 1964
contracts? I consider that the prices at which

Pan Eoast sells to Gulf and Gulf then sold to Europa
.+.I refex to the Gulf group...Gulfex sold to
Europa were in my opinion for prolonged periods
higher then the market price.

Insofar as they varied, would it be correct to say
that they varied with development in world market
conditions? 1 would say they followed the trends
of world market conditions, I would not séy they

followed to full extent as reflected by the merket.
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If we are considering whether an cgreement is a
genuine processing agreement, why should it matter
to whom the joint company thet you have referred to
here sells the products? In my opinion it is not in
line with normal industxy practice that Eurona 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
it mertter to whom the products are sold after
processing? If it was the Gulf processing deal it
would not matter.

Page 85 line 2, this is the finr1l 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 sympothy for the desire of
Europa to hrve a certain flexibility zs to the feed-
stocks or products which they tcke under the supply
errengenment with Gulf and, in p:srticularxr, for Mr
Todd's desire to hrve security of supplies which for
a compsny like Buropa I entirely rgree is absolutely
essential,

Now looking 2t the pcssage beginning half way 2long
line 4 of p.B6 "possibly,...by Gulf", would you agree
thrt the 1964 orrangements in effect give 2 guearantee
as to supplies? Yes, I do, but if I may add, in my
opinion there would have been or ctould have been -
noxe direct way of achicving the scme result.

Now under the 1964 processing contract Pan Eastern
derived earnings from the purchcse of crude o0il, the
processing of it and the sale of nroducts? Yes,

Are those not processing arrangements? As I said

before, they are processing arrengements with Gulf,
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By that do you mean between Pan Eestern 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 sc¢e there for just one yesr the
papers relating to the administration of the Pan
Eastern processing contract, would you zccept that
Gulf on behalf of Pan E&ttern seems to be serious

in the documentation about the processing contract?

I hrve 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 wes it not in relation
to the 1956 set of contracts? Yes.

fnd 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. 1 only referred to a formula because the way,
for instance, the naphtha price is cclculated on the
basis of the post price of Kuweit crude o0il plus a
gravity adjustment, less a discount, I would in my
experience describe it as a formula, it is a formule
in that sense.

On p.2 of your evidence in chief, you refer to a
passage from your evidence in the earlier hecring..,

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
want to 2sk you about this Table...is it suggested
thst this Toble covers all arms length sales and

offers or only sclected examples? They include, 1

believe, & wide selection of exemples but, of course,
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there are other transactions which hesve not become
public knowledge. I therefore cannot say that it is
a complete list,

Now would you please look at Table 3 on p.58 of Vol.2
of previous case, I would like to direct your attention
to the fourth lzst example, that is 1964/65 Gulf the
sellexr, Nippon etc. the buyer, and then go over to
the discount column 15 cents per barrel, then the
second lrst one 1964/67 Esso to Idemitsu 14 to 16
cents per barrel, and the last one 1965 Gulf to
Idemitsu 14 cents r» “-vrel,,. now would it not be
the position th:. ~I these contracts wouli e
been concluded in their own special circumstances
without knowledge of whet was contemporancously
being negotiated with other suppliers oxr other buyers?
Yes., I mcke &n addition, these discounts there must
be seen in conjunction with the very favourable

large scnle loans which were granted in the case of
Nippon Mining for nine yeecrs, Idemitsu for 10 years,
at very fovourable intexrest rates which were well
below those at which money could be borrowed in Japan
at thrt time. -i~- is taken into account thi:
would greatl& increase the discounts granted.

Is that not true of most of the exawples on p.587 It
applied at that time to very many sales contxacts

to Japan. I must, however, szy that where the
discounts are higher, in some cases relrtes to
Japancse refineries in which the supplier had at
least 2 parxrtial share interest. For instance, the
highest discount were given to Toa Nenryo in which
the supplying company had o 50% share interest. The
level of discounts will 2lso 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 2re higher in some cases that
relates to Japanese refineries in which the supplierx
had 2t least 2 partial share interxest, did the buyer
in those cases also have a partial share interest in
the refinery? We are talking here of a compeny, a
Japanese refining company, which is 50% owned by
Japanese sharelolders and in which the shareholder

in Stanvac, which was the supplier, also holds o

50% intexest.

Do you know whether the buyer in any of those cases,
Toa Nenrvo also hed an interest in the refinery? The
buyer had an interest in the refinery, the shereholding
being 2s I have just stated.

If thet is so, would the buyer dexive o benefit by
reason of his interest in the refiner's margin? The
jointly owned refining company buys crude oil from
the supplier and resells the products to thepJapcnese
affilinrtes of the supplier. The prices for crude

0il supnlies are agreed from time to time and the
selling prices to the Japanese merketing comprny off
the suppliers are fixed #nd escalatc on the basis of
certnin escalation clazuses which are related to
merket trend indicntors.

Now, referxing to the loans which are mentioned on
p.58, you herve indicated thsat these were at very
favourable interest rates below the rate at which
money could be borxrowed in Jcpan,..is it not, however,
a question of looking at the cost of the loan to

the supplier? I herve reason to believe that at that
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time the international mejor oil compenies could
borrow money &t interest rotes well below those
ruling in the Japenese merket and certainly no higher
th-rn those granted by themselves on the loen to
Jevanese refineries,

Now on p.2 of your evidence in chief about line 10,
you heave 2 sentence which begins "This shows that the
discounts...arrangement!", now that weas 24 cents a
barrel, wes it not? It was 15%.

And in cents per barrel would thrt be 24 cents? Thet
would be 24 cents a barrel at thest tine.

Now in relation to Europa Refining, would you accept

‘thzt the 120 days!' credit that was available for

paymnent approxin~rted 4 cents to 5 cents a barrel? No,
it was at that time genersl industry practice to
grant 90 days! credit, Therefore the additional
credit which Europa obtained was only 30 days'! credit,
which is worth approximately 1 cent per barrel.

Still looking a2t the position of Europc Refining,
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 alternste freight

had ¢ velue for Buropa. As 1 said in my previous
evidence, I would not clsim thst Europs could have
gone into the chrrter market and arrenged long term
freight for the transportation of its supplies at
interscale lecss 45%.

Including the figure of 17.25 cents ¢s you hsve
quoted, I ~ssume that this has been ceclculzted on

the brsis of the difference between the A.F.R.A,
freight rites and the alternste freighf divided by

the number of baoarrels supplied. Is thet correct?

I beliecve, however, and I do not ch:llenge the
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calculation which you have given, that if Gulf had
made arrangements at the time the 1964 agreements
were concluded for the long term charter of ships a
company of the size of Gulf could hcve obtained
transportation forxr the supplies to Buropa, if not at
interscale minus 45, 2t a rnte not far above it,
whether employing chexrter tonnage or tonnage owned

by themselves at thet time. Therefore, although on
the basis of the calculation made the benefit when
compared with A,F.R,A, rates wes 17.25 cents per
barxrel, the st to Gulf could hsve been considerably
less.

But are we not hexe considering the benefits to
Europa Refining? If we look at it solely from Europa
Refining point of view and conpasring it with A,F.R,A,
then the benefit would have been 2s you hrve stoted;
although, however, Europa Refining could not as I
scid before, have chartered ¢t interscale minus 45,

I believe that even Europa Refining, ~lthough not
able to chrrtex at as good & rxate 2s Gulf, could on

a long term =»rrangement basis probably have done
bettex thanf F.R.A,

But the fact of the matter is there were the workings
out of the actual contractual arrangements between
the pexrties? Yes.

Please turn to p.54 of Vol, 11, this relates to

west of Suez, but the question I want to ask fixst is,
wes the ¢ctual contract price in these examples the
selling price C,I.F, column? In the examples given
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 a2nd 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 digcount
on the f.0.b. price which is in the colunn under

that heading? Yes.

Have you taken the C.I,F, cost to Europa Refining at
the alternate freight rate and then deducted from
thest C.I.F, the A, F,R.,A. rates as approved by the

New Zealeand Government to arrive at the assumed
discount to Buropa Refining on an f.o.b. basis? I
have not done any calculations on that basis.

Why have you not considered that necessary or helpful?
Because, as I mentioned earliexr, 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, and the alternate
freight. I would have had to apply the freight rate
at which I believe a charter could have been maode for
the duration of the EBurxopa contract on the same basis
as I have done in Toble on p.54 to which you have
just drawn mQ attention,

Now in the evidence in chief which you gave yesterdyy,
there is a Teble 1 (B)(iii),is thet an updated table
giving the same basic heads of information as the
table on p.54 we have just been looking at? Yes,

it is a» continuation of that table for the period
with which ééﬁ% case is concerned.

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
Sucz to such buyers have to the situation we are

concerned with in this case?
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Ti¥®y are examples a2t which arms length buyers and
whether the refineries are State owned or privately
owned, they are still arms length buyers, i.e., sales
taking place outside intecgrated oil company operations
and as such thesce sales arc representative of the

arnms length market ot the time. They reflect the
competitive state of the maritet as most of these
purcheses if not all of them have taken plzce as
public tender.

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 Newton? The previous level before the letters
of amendment were issued.
Did not the first letter variation on the-16th March
1655 establish the level of profit retroactively
from 1 April 19647 Yes,
How then could there be o reduction? It was a reduced
level &s compared with the.basic agreement as
originally contracted,
Well did Pan Eastern ever earn at the higher level?
Not in practice.
Then in the next short paragreph dealing with Appendix
B, you deal with the general position of crude
pricing, beginhing at p.21, and I want to come to
tha#t now, if I msy...in the first sentence on p.21,
you say conmercial prices "were expressed in terms
of 2 discount off the posted prices", was it not the
position that commercial prices were all expressed
in terms of dollars per barrel as such? Frankly I
do not see the difference, but in nany contracts
the price to be pzid 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 clzuses 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,
and in particular the trend in the level of discounts,
is relevant because Japesnese refiner constitutes the
biggest arms length merket in the esst of Suez area,
an arez in which Buropa is also 2 buyer.

But the situation of the Japanese buyers must be very
different from the situation of a New Zealand buyer?
Their volume is considerebly greatexr., Also in the
case of Europa the purchase is not meinly crude oil
but large quantities of nsphtha, to thrt extent there
is certainly a difference. I was therefore particul-
arly careful to point to the relevance of the trend
in discount rather t&an to the absolute level.

When we conme in the next line or so to India and
Pskistan, 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 1970/71 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

paid costs which have becn pzssed on by the companies
to refineries in other countries. Before that period
howevex, and that is the main period in which this

case is concerned, I believe thrt the prices in India
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can be comparcd to Bench Mark prices in New Zealsnd,
that is, they were basically prices negotiated between
0il company and Government,
Turning to .25 you repeat a passage of your evidence
before the Senate Sub-Committee and it related to
discounts to European arms length buyers, once again
what is relevance of thet to the New Zealand situation?
It is thot these discounts relate to crude oil f.o.b.
Persian Gulf which are also supplied to New Zealand.
In practice what I believe is relevent again here is
the trend in discounts rather than the absolute
level,
Now reverting to the main text of your cvidence in
chief at p.4 I think there may be here, Mr Newton,
sone typogrephical exxor, but I do have some difficulty
with the paragroph which begins "I now turn to the
letters dated October 31", do you hove the Case Stated,
you see on third line you refer to C,5.23, so look
at that please...now that is definitely not a letter
dated 31st Octobexr? No, September 20th.
Is it not C.5.192 you are talking about? Yes.
You would have no objection if the end of line 3 it
is altered to C,5.19? I apologisce for that error
(correction made).
Coning to ».%, paragraph in the niddle,
"Although.Gulf is unlikely to have boen certain of the
ZS:??E iigdzlzi?gﬁzfazhinéngrease in the posted price for
a ~October 1970, the new formula was

probably designed to cushion the effects of the expected

increase in posted price on the price of Gulf's supplies to
Europa."

you know that from time to
time letter variations were signed by Gulf and by

Burops Refining 2nd also by Pan Bastern, have you

read Mr Todd's evidence or heard him giving evidence
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about the negotiations leading up to these various
letters of amendment? Yes.

Do you not accept that thesce letters were the outcome
of negotiations between Guif 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 what Mr Todd had
to say about his negotiations with Gulf at that point
of time. 1 could, therefore, only draw my conclusions
and my interpretation of these letters on the know-
ledge that was available to me at that time. I, of
course, accept Mr Todd's evidence that he had negoti-
ations with Gulf at theot time. I however, still
cannot help feeling that the reasson why Gulf were
prepared to issue those letters at that time and why
Mr Todd's n#.  iations were successful at that point

of time were for the reasons which I heve given here

and which I further analysed yesterday when questioned

by counsel of the Crown.

Well, coming to p.& 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 nust
in effect obsorb 1.5,...Kuwait crude"? Yes.
Now would you turn to the Case Stated EXBT C.5.25,
there is 2 tzbi: . nexed to that cxhibit,...looking
at column 6 in that Table would it be correct to
say that for the period from November 14, 1970, to
Pecember 31 in that year, the amount cbsorbed was
1.5 cents? Yes,
And from January 1 to February 14 it was 2 cents?
Coxrecct.
But is it not also true to say that thereafter Gulf
did not absorb any part of thet increase? This is
coxrect so far as Gulf's net position is concerned,
Now in relation to this period the letters of variation

dated 20th September 1971 were retroactive to 14
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November 1970, were you informed or do you know
thart 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
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

in
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were . an . e,
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
Oilgxram Price Service for 13 March 1969 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
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 relates to my evidence, indeed, it is part of it
to which I mode reference in Appendix B, p.25, at
P.<25 of my evidence in chief, The analysis made at
th~t time was based entirely on an economic analysis
and did not 2nd could not take into account the
political developnents which hove taken place since.
It should be noted that the dite of theat evidence
wes before the revolution in Libya which completely
upset the political relatio .s between oil compeanies
and procducex cCountry Governments

Now the projcetion in the Platts Oilgram Service was
bosed oxr subject to some assumptions which are set
out there, is that correct? Yes.

One relrted to the Suez Cancl and the other related
to whrt is described as Pro-rationing, is thot
correct? I assumed at that time that there would be
no measures taken to interfere with the competitive
forces operating in the o0il industry, i.e., that
there is no attempt by producexr countries to pro-
ration crude oil production, This is wny I refer

to Libya, because the Libyan revolution led to pro-

ration s,thot 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.%, 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 thzt those
prices, as you described them, ore more accurately
described &s 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 &
fine point of difference, because as the Psn Eastern
profits arxe doubled these are in effect the f.o.b.
buying prices of Buropa, after taking the Pan Eastern
profit into account,.

Would you look at the last sentence in that first

quoted pesragraph on p.9

"I have no knowledge of other long-term contracts for these

feegstocks being concluded at such low prices and consider it
unlikely that any have taken place."

would you not accept that
if they arc at what you describe as low prices, it
must be because the figure mentioned represents the
cost of production? As I mentioned yesterday when
questioned by counsel of the Crown, on the problem of
joint costs of products I considered the distribution
of the processing costs of 20 cents per barrel over
the three products which Gulf would obtain in breaking
up the crude o0il as very arbitrarxy and I believe that
whether the 51.46 or the $2.00 is a true manufacturing
cost is something about which 0il experts and refining
experts could argue about for z vexry considerable
time.

Do you accept that from Gulf's point of view and in
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its documentation $1.45%6 was apportioned or appropriated
to naphtha? I have not seen the invoices of Gulf
to Pan Bzast but if, ond I believe it would be very

relevant how they are worded,..
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Would you please look at EXBT EE, Mr Smith has already
given evidence and produced that document, 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 ncophtha as heving a unit
cost of $1.467? 1t is a cost invoice, this does not
prove in any way thet it is monufacturing cost.

Did Pan Eastern ever pay Gulf %$1.45 for naphtha?
According to the contract they should have.

Didn't Gulf charge Pan Eastern for the cost of crude
and the processing fee? It chaxrges the cost of crude
and the processing fee, the amount of the fee is to
the best of ny knowledge and belief not laid down in

any of the agreecments.

o

Do vou zccept it was 20 cents a barrel? From the
invoice I have been shown I hrve no reoson to assune
otherwise.

AL,

Now, p.10, in the niddle of the page thwee is a para-

groph that begins

“Throughout the period April 1964 - October 1970, the
naphtha price to both Paneast and Europa remained unchanged,
From the data regarding naphtha cargc prices feoebs Persian
Gulf shown in Table 6(b) it is clear that the price paid by
Paneast of §1.46 per barrel, or 33¢ 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 sav in the middle of that
tast of 51.46 pex
barrel wos an unreasonably low one under noxrmal
conditions and explainable only by Gulf's particular
need to sell light end productis™, 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
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a unit cost and not a manufacturing cost.

Later on in the same page you heave a sentence

YOn the other hand, the price paid by Europa to Gulf was,
even allowing for the fluctuations of the spot cargo prices
shown in Table 6(b), rather above what one would expect the
price of a long~terns 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."

hz2ve you taken into account when
expressing that opinion the substantial benefit
received by Europa Refining under the ancillary
affreightment contract, the alternate freight

i i lready said
edit ? I believe I have a :
giat I have to say about the relation of the
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affreightment contract and f.n.b. prices and what I
said on this point in relation to crude o0il 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 Buropea...under the coniracts of 1964 was Gulf not
supplying nsophtha which can be described as premiunm
naphth~? Does the 1964 contract give & specification
of thc naophtha to be supplied.

Perhcps if you accept it was a prewmium naphtha? I

cannot conment on that without seeing the specifications.

Look at Vol.IIX p.3129? It was whot I believe can

generally be described n~s a full range naphtha as
distinct from a light petro chenical, but it was on
the basis of A.P.I. gravity of 65,3, not an
exceptionally heavy naphtha. A heavy naphtha could
hove had a gravity as low as 62, and I believe that
throughout the contract the gravity has been in the
range of 65 to 87 A,P.X,

Well, did you hear Mr Todd give evidence or did you
read his evidence about the attitude of Gulf to the
Bench Morxrk situation as reached with the New Zealznd
Government ond the othexr o0il compenies? 1 heard
what Mr Todd said,

And did you hear hinm say that in the overall éoncept
of cost and freight price the overall delivered price
for Buropa Refining was a low one? I heard HMr Todd
say that.

Would it have becn- possble for Europa Refining to
have put the pressure on Gulf to make 2 further
reduction? 1 believe that at certain points of

time in the contract that moy have been possible,
Well, if Europa Refining hnd been able to press Gulf

into reducing the f.o.b. element, 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
& case &t lecst for & temporary freight increcse =t
the time the Suez Canzl was closed when certain
Governments did allow certain Suez Crnal surcharges,
but this would hzve mainly applied to European |
countries where the ~dditional costs of going round
the Cope instead of through the Suez Canal was
substantial. The case would heve been far wezker

in the case of shipments to New Zealand,

Insofexr os freights may have been raised and f.o.b.
costs reduced, would not the nosition from the
economic point of view have becen the same to Gulf

as it was before any such change? Thnat all depends
on the extent of the reduction of the naphtha price
and/or the increase in freight.

But is it not the position thet from Gulf's point

of view the components, if you like, of f.,o.b. and
freight were regarded as componcents of one prackage?
Gulf nay have looked at it in- that way. However,

if we look at the naphtha price to Europa &2 shown
in Appendix A, which for the greater pert of the
period with which we zre concerned was 32 per barrel
which was the price to Europa of 6% 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 birrel, there is still = difference of

11 cents per barrel, which T believe is greater

than the difference between the alternnte 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 1¢65..admittedly

the difference would not be very great,



10

30

10099

Now p.11, rbout line 10 or so "It would therefore
hsave been unressonsble for ¢ mejor purcheser like
Europa", is it correct to describe Europs as & '"mejor
purcheser"? Yes, among smeller arms length buyers
Eurows was » major purchaser, trking the overall
volume of Europa, it wes not » mejor purchaser
conprred with Japsnese buyers,

Yith whom are you compesring it? With independent
importers, with independent arms length buyers of
petroleum products from the Persian Gulf,

Where sre these independent »rms length buyers, in
Europe? 1In Burope, countries like South Africa, Or India but
I sdmit the word "major' would apply to the oversll
purchases of Europs and not to gas oil in parxticuler,
$till on v.11, paragraph 3, could you help me here,

I hrve some difficulty with it, will you read that

nexcgranh?  (reed)

In" accordance with the letters of October
Paneast's pr?fit on napntha was further reduced?l;olgzg’per
barrel, by ertue of the facl that the direct discount to
Europa was 1ncreased to 41¢ per barrel, and, hence, the price
received by Pancast was similarly adjustede®

Now will you turn brck to paxagreph 2 on p.10 and

rerd that please?

. ;;hii profit was reduced to S54¢
w ¢ texms of the letters of March 16 196 ibi
: t = S A 5 (Exhib
82/3i3l and.36/3l4/) which, with effect f;om Aprél 1, i§24
g;aguiSAf d:;cgunt of 29¢ per barrcl on the price of naphtga
o pa a ence, on the price received by Paneast from

per barrel in accordance

There is something wrong here, you
are quite right...it should be 42 cents, not 34 cents
...it wes clear from Appendix A (ii).

Th~t is fppendix A (ii) on p.18? VYes.
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Now p.12, second prrograph you say

."In accordance with the letters of Cctober 31, 1970,
the increase of 9¢ 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 ~ffect both sides similaxly?
The letter of October 3lst W&, /9/C ci,
It did...wes there any resson for saying "would
O have', rather than "did"? No.
Prge 13, l~st sentence of the first paragraph on
that perge
wput in the casc of naphthay this formula applied only
to the price paid by Paneast and the effect of the price

adjustments was to preserve a profit for Paneast, although
at a substantially xreduced leveld"

are you there implying thet if EXBT C.S5.26,
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 ot all? "Because it wes
the formulas applied only to *the price peid by Pan
East....previously",

Yes, but my question is, are you implying that in the
absence of the C.S5.26 psrrengement Pen Esst would not
have mede 2 profit 2t 2117 I have not mede that
calculetion #nd I would hrve to make ~ czlculation
to give you a definite yes or no.

Are you within the physiczl limitations of time and
circumstence to make such a calculation? If I am
given permission to do it during the tea brezsk I1'11

be glad to do it. _
11,32 COURT ADJOURNED 11.52 COURT RESUMED

Have you been able to arrive »t #ny conclusion? On
the basis of my calculastion if I have understood
the question correctly, ond therefore I repest it,
would Pan Erst heve mede 2~ profit if the letter of
20th September 1971 hed not been issued on naphtha.,
wes that the question.,

Yes, th:st is the question. On that basis the profit
of Pen Eastern on nephthez would in the period from
Februcry 15, 1971 as compered with Appendix A (ii)
(iii) have in fact been greater than indicated in
the Appendix just referred to. It would hove been
41 .25 cents ~ barrel.

$till on p.13 zbout 6 lines from the foot of the
prge, dealing in thet peragraph with the long term

outlook for naphths prices and you seoy

"On the other hand, the potential demand for naphtha

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

wes it not, however, a2t theat time,
this is September 1971, well known thst gas supplies
in the U.S.A. were becoming more and more jnadequaote
and that naphtha was being considered rs a feedstock

for gas plants?
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Yes, certeinly, but before thst could be put into
prrctice the so called synthetic gas plants in the
U.S.A. to use the nephtha would have 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, inport regulations in
ordexr to permit the import of nephths for that
purpose, and until that had tzken plrce it wes
unlikely that #ny capitel investment in such synthetic
gas plents would be made in the U.S.A. In fact the
import regulations have not yet been azmended to make
this possible up to this point of time.

Are you swere of 2 conference known 2s the Energy
Conference held in Washington D,C, in September 19717
Not in detsil,..I was certeinly not present and heve
not rcad the peper,

Now 2t the very foot of p.13 2nd at the top of the.
next pesge you desl with Gulf agreeing in the cese of
nophtha to absorb & pronortion of its incrensed tax
paid costs, would you refer to the Tables annexed to
C.S.25, and perticulayrly Table No.?2 relating to
Kuweoit naphthea, this is similexy is it not to the
Table thot I put to you earlier annexed to EXBT C,S5.257
Correct.

Does this Tesble too not show that for the period

from 14 November to 31 December 1970 it was 1 cent ks
thst was e2bsorbed, and from January 1 to February

14, 1971, it was 1.5 cents that wss absorbed? Yes,
but if I mry say thet this is of course a trivial
amount,

And thort thereafter no part was cbsorbed by Gulf?
Correct.

Page 14 about two thirds of the wesy down, you have

an inset which sets out certein results; the second
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one relates to grs 0il sold by Gulf to Pan East, under
what provision of the processing contract wes gas oil
sold by Gulf to Pan Erst? 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 thet.

Now p.16 in 2Zppendix A, you refer under the heading
of "Intermedi-te Position" B to "From Novenber 14,
1870, if Gulf...1970", do you now accept that these
letters of voriation were not uniloterally sent by
Gulf without the knowledge of Europa but as the
result of negoitations between Gulf and Mr Todd? I
hzave szid before throt if Mr Todd says that he had
negotistions with Gulf =zt that time I accept his word.
I also repect, however, that<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>