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INTRODUCTION

The explocitation of the Mamirum TRP area on New Hancover
illustrates what can happen when the timber rights
purchased by the government ave rapidly expiring and
there 1is a rush to find a contractor, With the aid of
lawyer/consultant Miskus Maraleu an entirely
unsatisfactory contractor was found who, in conjunction
with Maraleu proceeded te deceive and deprive the
landowner company and the landowners of any real benefit
from the cperation. The smallness of the financial
return  to the landowners from an unusuwal and unfair
agreement was a disgrace and it was only made possible
because Maraleu betrayed his own pecple for financial
reward.

The fact that the Commission publicly expeosed these
matters finally resulted in the landowners getting a
fairer deal.

ALLOCATION OF RESOURLCE

In October 1974 TRP rights for a term of fifteen (15)
years were acquired over the area of 12,270 hectares
known as Mamirum on New Hanover Island, New Ireland

Province. A joint venture company ~ Palmatas Development
Company Pty Ltd was granted a 5 year Timber Permit -
commencing 1 March, 19753 over the area. The Joint

Venture was between H & C McArthur and a number of
landowners from the area. As a result of non compliance
with terms and conditions of the Permit DOF recommended
cancellation of &the Timber Permit. The Permit was
cancelled on 30 June 1976. Due to political pressure a
one vyear Timber f@Licence (Letter of intent) was issued
from 1 June 1976. The Company did not operate in the
area again and the Licence expired. Further attempts to
exploit the timber resource on New Hanover Island were
begun in 1979 through LAVONGAI DEVELOPMENT CORPORATION
PTY LIMITED which was attempting to launch a number of
development projects for the New Hanover people including
timber. There were difficulties with this company and a
scandal over tuna bait royalties.

In the result Mamirum Timbers Pty Ltd was incorporated on
the 28 February 1984 to apply for the Timber Permit over
the Mamirum area which had by then been abandoned. It
was intended to be a landowner company but the initial
shareholders were Posa Pilak, Alphonse Marius Bociat and
Gerard Sigulogo. S8oiat was the first Chairman and
Sigulogo was appcinted as Eecretary. By 22 March 1984
there were 9 directors, who theoretically represented 9
clan greoups and Muceih Musak was Manager. A sum of KS,030
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was cubscribed for shares by representatives of the
landowners but in fact no shares were issued. Instead
k3,324 of that money was used as payments to Management;
Sigulogo receiving ¥1,488, Kusak K1,200 and KE36 was paid
as wages. In evidence before the Commission Mr Sigulogo,
a former law student, described the failure to issue
shares as something he "overlooked" as Secretary. Due to
problems which had arisen a replacement Timber Permit was
allacated to Mamirum Timbers and the deadline to commence
cperations was June 30 1986. Mamirum Timbers had been
invelved in protracted negotiations with Groome (PNG) Pty
Limited to take on the job of contractor and the
replacement Permit was intended to facilitate the
conclusiaon of thaose negotiations. The Groomes
negotiations finally broke down, however, in about April
1986 leaving Mamirum Timbers under pressure ta find a

contractor and start cperating before the 30 June
deadline expired. On 30 April Alphonse Sciat approached
lawyer Miskus Maraleu for advice and assistance. Maraleu
was well gqualified for this task as he was a New

Irelander, a lawyer, Chairman of the Forest Industries
Council and principal of a timber consultancy company
ralled Metepikai Heldings Pty Ltd. Sciat specifically
approached Maraleu because of these qualifications and
Maraleu coac=ded he was aware that Soiat and Mamirum
Timbers relied heavily upon him.

LOGGING AND MARKETING AGREEMENT

Maraleu accepted instructions from Mamirum Timbers to act
as its lawyer in getting an extension of time to find a
contractor and commence operations. Maraleu discussed
the matter with Michael Cowan the Executive Director of
F.1.€C who introdured him to Francis Sia and his newly
formed company Malaysia Overseas Investment (PNG) Pty Ltd
(MDI) as a suitakle contractor for Mamirum Timbers. On
13 June 1986 Sia and Maraleu signed a letter of intent
which provided that MOI would act as contractor and also
that MOI would appoint Maraleu's company Metepikai as its
consultant. Acting now for all parties Maraleu wrote off
to Secretary Mamalai and Minister Divro seeking an
extension of time of aone month for Mamirum Timbers to

commence operatioms. He falsely and dishonestly gave as
the reason that Mamirum Timbers was having difficulty
finding a contractor. Surprisingly time was extended by

Secretary Mamalai until the 31 October a far longer
period of extension than Maraleu had sought.

From FIC fax and telex files it is clear that Maraleu
obtained Mamirum Timbers? letterheads for wuse in an
emergency and that he and Cowan both actively worked to
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ensure that MOI would be pre registered and approved as
the lcgaging and marketing contractor before the October
deadline.

At this stage MDI was a "two kina"™ company owned by
Francis Sia and his wife. On the 17 Octouber 1986 it

received pre registration by the DOF. All the normal
checks and procedures had been bypassed, including
referral to the pre-registration committee. Sia had

previcusly been involved with his brother Michael in
ancother Timber company, Santa Investments Pte Ltd but,
had even a basic check been run on MOI by DOF, it would
have shown that, although it was & foreign company, it
lacked the necessary NIDA approval to be involved in the
timber industry and that it had, almost literally, no
working capital at all. (This irreqular prevegistraticon
granted in October followed after a direction which
Minister Diro gave to the Secretary of DOF in May 1386.
On the 15 May Diro had received a letter on Santa
Investment’s letterhead signed by Francis Sia as Managing
Director of MOI in which scught preregistration for MOI.
Mr. Diro penned a nate at the foot of the letter .. DOF
Secretary Mamalai directing that pre registration be
granted (Schedule 1). On the same day as he directed
MOI's pre registraticn Mr. Dirc wrote a letter to Francis
Sia seeking donations for his political party for it’s
coming electoral campaign. He scught donaticons totalling
K117500 to be paid between May 1986 and 1 June 1387.
(Schedule 2)

MOIX was NIDA registered in respect of fishing and

wholesaling activities. In October it was pursuing NIDA
registration in respect of forestry activities but formal
registration had not been granted. Francis Sia knew of

this lack of registration but says he proceeded because
Mamirum Timbers as a local company wanted him to bring
equipment on site and as Maraleu told him it was not
illegal to do so  because he had lodged a NIDA
application. Maraleu denied giving such advice. Maraleu
and Sia each asserted the other was lying on this issue.
The sole business of MOI is it’s involvement in this
timber concession.

The pre registration was not followed up immediately but
was raised again in October at the same time as MOI was
seeking NIDA registration tc be invclved in the timber
industry. At that time Maraleu applied pressure on DOF
by falsely saying that the equipment was already in
place. In these circumstances DOF Secretary Mamalai
bypassed the Pre registration Committee and granted pre
registration within three days of receiving details of
the application. He then wrote to NIDA supperting MOI's
application to that Authority.
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MOI formally employed Maraleu as its lawyer and it
engaged Maraleu’'s firm Metepikai as its consuwltant on a

retainer of Ki,500 per month. Acting for both MOI and
Mamivrum Timbers,' despite the head on conflict of
interests involved, Maraleu drew up & logging and

marketing agreement on instructicons given to him by Sia.

Maraleu did not even have or check the provisions of the
new January 1986 Timber Permit but says he proceeded on
statements from Sigulogo and Kusak that it did not vary
materially from the Permit it replaced.

The agreement followed one of the two standard forms for
lmgging and marketing agreements whereby the contractor
(MOI> would receive a given perceaiaye of FOB price with
the balance being vretained by the permit holder (Mamirum
Timbers). Under this type of arrangement it is normal
for the permit holder to pay the FIC levy and the royalty
payments from its retenticn fee and for the contractor to
pay all the costs of locagging and marketing.
Reosponsibility for paying export tax varies from contract
.o contract. In this Logging and Marketing agreement
. mwn up by Maraleu at Sia’s instructicn the contractor’s
percentage was set at 79% (the top end of the scale) and
the export tax, together with FIC levy and royalties, was
te be paid from Mamivum Timbers 25X retention. Normally
the contractor would bear all other expenses of the

operaticn from its share. This agreement however was
very different and was drawn up by Maraleu in a way which
was mest unfair to Mamirum Timbers. In additicn to

paying the above mentioned expenses Mamirum Timbers was
to also make the following payments to MOI.

Logging charge K27 per m*®
Administration Charge K 6 per m®
F.0.B charge K 1 per m®

K34 per a®

In relation to these additional charges the evidence of
Maraleu and Bia was again in conflict. Maraleu said Sia
specifically instructed him to include these additional
charges and that he, Maraleu did not Wnow what they
represented. Sia said the charges were Maraleu’s idea;
that he engaged him (through Metepikai) as his paid
consultant at KiS500 per month and left the whixle question
of the logging and marketing agreement to Maraleu.

As lawyer acting for both parties Maraleu was now clearly
in an untenable and unethical pesition and could not
possibly advise both parties fairly. Without warning
Mamirum Timbers of the adverse and unusual conditians in
the Logging and Marketing Agreement he advised the
directors to sign quickly before the commencement
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deadline expired and they did. He claims that he later
suggested that Mamirum Timbers cshould get ancther lawyer
but by then it was toc late. He also claims that he told
Sia the agreement was conditional on DOF approval and
that there were problems in that regard.

Maraleu was alsc still acting for both =zices when the
Logging and Marketinag Agreement was later amended and
made even more unfavourable to Mamirum Timbers Pty Ltd as
although  the Administration Charge was reduced from K6 to
K4 per m®, the Logaina Charge was raised from K27 to K35
per m®. The total of these unjustifiable deductions
provided for in the Agreement was therefore raised from
K24 per m® to K40 per »®. (Whether the amendments were
ever agreed to by Mamirum Timberes was challenged at the
public hearing). Maraleu agreed that this K40 per m®
first charge on proceeds of log sales was unusual in a
75/25 percentage type agreement but scught to place blame
on the Department of Forests for not insisting on
amendment and permitting the agreement to operate despite
lack ofDOF approval of it.

The Logging and Marketing Agreement drawn up by Mr
Maraleu was unfavourable to Mamirum Timbers Pty Ltd in
other ways alsc. Under its Permit certain cbligations
had been imposed upon Mamirum Timbers Pty Ltd. These
included the construction of an Island Ring Road (which
Mamirum had no ability to construct) the provision of a
small sawmill and an obligation to fell a wminimum of
15,000m® in year 1 and 25,000m® per year thereafter. If
Mamirum Timbers failed to cut the minimum volume it would
still have to pay royalty on 1it. All of these
cbligations are normally passed on to a contractor and
should have been passed on to MOI  in the Logaing and
Marketing Agreement but Maraleu failed to do this.

(When Maraleu eventually forwarded the signed Logging and
Marketing Agreement to the Secretary of DOF for approval,

as required under the Tiaber Permit, appraoval was
withheld as it was considered to be toc unfavourable to
Mamirum Timbers. The Secretary insisted that the

echedule of payments be adjusted in Mamirum Timbers
favour).

The agreement was alsc conditional upon MOI obtaining
NIDA approval for forestry activites.

There was some disagreement between Sciat, Sigulcg. «nd
Kusak over the signing of the agreement and a belief it
would be reviewed after the first shipment. There is no
doubt Maraleu failed Mamirum Timbers very badly. He knew
of the reliance they placed in him and he betrayed their
trust in a most disgraceful way in favour of  his
"paymaster®” MOI.
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No one ever checked to find that the condition of MOI
gaining NIDA registration was not fulfilled.

As the 31 October deadline approached Sia made things
very difficult for Maraleu and Cowan by going to Malaysia
obliging them to send numercus, increasingly desperate,
telexes trying to track him down. Sia only returned to
PNG on 13 October. As it became clear that they would
cvershoot the deadline Maraleu, using Mamirum Timber's
letter head and eigning on it's behalf without authority,
wrote to the Secretary enclosing a Hastings Deering
receipt for K750 for freight charge to ship two
bulldozers to New Hanover. The receipt was not an
official form but was in handwriting and was falsely
dated 27 October 13986 giving the impression that the
equipment had been despatched even though, at that time,
st had not even been leased. The ploy warked and the
Secretary DOF, satisfied that genuine arrangements were
in pregress to commence the operation, refrained from
moving to cancel the permit. The equipment was not
leased at that date because MOI essentially had no funds
at all.

Funding Moi - “4n air of dishonesty”

The problem of leasing the equipment was not finally
resolved until 3 December 1986 when Cowan eventually
committed FIC to guarantee a shortfall of K20 000 which
enabled MDI to lease the equipment by a specially
arranged second presentation of a cheque drawn on the

Pank of South Pacific. In doing this Cowan clearly
exceeded FIC's powers under the Forest Industries Council
Act.

It has been possible to trace what subsequently happened
with regard to MOI's "opening capital” by setudying FIC
files and documents obtained by the Fraud Squad in raids
on Sia’'s house and office when investigating the
activities of his other business, Santa Investments Pty
Ltd. The loan arrangements involving FIC are dealt with
in the Commission’s Interim Report No 3.

The equipment was leased on 35 December 1986 with the
deposit paid by =a BSP cheque for K32,000 which left a
shortfall in MGI’'s account of K20,000 which F1C
guaranteed to pay by 31 January 1987. In early January
8ia had reached agreement with the Korean sales agent
8.J. Park, to whom he had promised the sales agency on
the first shipment, for an advance of K20,000. Park
found it difficult to send the money into PNG and asked
Cowan to advance it from FIC funds owing to him. When
the BSP called up FIC's guarantee on the 2 February a
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very reluctant Cowan deposited USD21,366 into Sia's
account. This money (representing K20,000) was brought
into PNG from FIC's American USD account. Whether part
of the deposit represents funds of FIC is still not
resclved. (gee Interim Report No. 3)

The 1lcan by Park of this K20,000 is rever referred to
again in MOI's bocks or in correspondence. In evidence
Gia said it had never been repaid. This raises the
possibility that it may have been repaid to Park out of
proceeds of transfer pricing devices (discussed below).

In addition to this k20,000 paid in by Park/FIC Sia
claims he alsoc put in K7,500 of his own money. The
balance of the working capital was arranged by way of
overdraft from the PNGBC Kavieng on the security of the
first log shipment. MOI (PNGY Pty Ltd thus commenced
cperations with virtually no capital and proceeded in an
attempt to pay for the whole ocperaticon out of the sale of
logs. This was completely contrary to naticnal forestry
policy regarding foreign companies, as they were expected
to bring in adeqguate foreign capital from ocutside PNG to
commence their operations.

Thus from his first involvement there was an air of
dishonesty asscciated with Sia’s activities.

It started with the highly partisan and suspicicusly
energetic support by Maraleu and Cowan of FIC. There was
the false receipt obtained from Hastings Deering and the
misleading letters written by Maraleu, some written
without authority on Mamivrum Timbere Iletterhead. There
was questionable Ministerial involvement in obtaining
immediate Forestry pre registration for MOI without the
normal checking precedures and then its application for
NIDA approval was based on false documents as the Logging
and Marketing Agreement submitted in support of its
application was not the one actually in force between the
parties. (The Agreement submitted to NIDA showed MOI
undertaking to do the various road works and community
benefit projects specified in the Timber Permit whereas
in fact MOI never did bind itself +to satisfy these
conditions). It’s opening capital was scraped together
by an unauthorised FIC guarantee and later by means of a
suspicious arrangement with 8.J.Park and the use of an
unauthorised FIC USD account. An unfair logging and
marketing Agreement was prepared by MCI's lawyer 1in
flagrant breach of professional ethics and he then
applied pressure to mislead Mamirum Timbers into signing
it in a hurry.
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As will now be seen the suspiciocus air of dishonesty
assaciated with the arrangement for MOI to exploit the
rescource was then confirmed by the way it carried out its
logging and marketing operation.

THE OPERATION

Sia in evidence admitied the firet two bulldozers arrived
in December 1986 and other equipment in February and
March 1987, well after the Octcber 1986 deadline.

Work commenced at Mamirum in  February 1987 and almost
immediately there was trouble. 1t was decided to
construct the log pond on the beach at Tabut Village. The
evidence is that some land was leased for K300 per month
and that it was decided to demolish the church and many
houses. MO1X promised that the village would be
repositioned and the Church and village would be rebuilt
by the Company. In fact this has still not been done and
when the Commissicn visited the area in September 1387 it
witnessed a scene of severe social dislacation. Logs
were stacked up on the tidal flats right in front of the
remaining village houses and the people’s access to their
cances was almost blocked off by long lines of dockings.
Fuel Storeage tanks and equipment were placed right in
the centre of the village. There was significant oil
pollution on the beach and in the water. . Failure to
vrebuild the village has been the cause of continuing
complaints and protests from the pecple. During one
protest police were called and several villagers were
arrested.

The commission made a brief inspection of the logging
operation by helicopter and studied DOF and [ rovincial
forestry officers’ reports. It then examined Mr Francis
8ia and other witnesses in public hearing. It is clear
that no attempt has been made to properly fulfil Mamirum
Timbers roading cbligations, to construct the sawmill or
to promote the agricultural development requivred by the
conditions of the Permit.

Under the Logging and Marketing Agreement MDI was obliged
to submit monthly reports to Mamirum Timbers specifying
amongst other things the volume and species of logs cut.
The conly reports made however were those supplied to give
details of logs scld after each shipment. This must have
made it difficult for Mamirum Timbers to monitor MOI's
performance; particularly its progress in felling the
minimum voclume of 40,000 m® by the end of 1987 required
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under the Permit. By December 1987 it had cut only
17,000 m® and it appears that Mamirum Timbers Pty Ltd is
liable to pay voyalties on approximately 23000 an® of
uncut timber.

Forestry Inspection Reports show that on the ground

aoperations were very unsatisfactory. Sia’s transparent
dishonesty and disregard of operating restrictions is
clearly illustrated by a telex at the outset of

cperations in February 1987 where he cpenly advises Park
of Hhis intention to cut undersized premium species trees
if +there is a market for them but asks Park not to
disclose this intenticn to FIC (Schedule 3)

MARKETING

Early in the coperation Sia persuaded the Mamivum Timbers
Divectors to allow a variation in the Logging and
Marteting Agreement tc a2ilow him to establish the letters
of credit for the first seven shipments in the name of
MOI rather than fesirum Timbers. He claimed this was
necessary to promote confidence in  the buyers who felt
cafer in dealing with a company they knew (MDI) but who
felt insecure dealing with an *Yunknown" 1local company
(Mamirum).

This is an unlikely explanation.

Firstly MOI was as unknown as Mamirum Timbers and as MOI
had no capital it needed to give local leasing companies
and banks (noteably Hastings Deering and PNGBC) some
assurance they would be paid on equipment leases and that
overdraft accommodation would be repaid. The form of
assurance required was estabishment of letters of credit
for log shipments which, when negotiated, would generate
the requisite funds.

A further explanation is that Sia required complete
control of the documents to enable him to set wup
machinery for tramsfer pricing as I am satisfied, on the
avidence, that he proceeded to do just that.

The first Shipment M.V Larix (May 1987):

After an abortive earlier arrangement (to ship on M.V.
Sarunta 2) the first shipment was loaded in May 1987. At
the date of it’s departure neither royalties nor export
tax had been paid. The letter of credit had been made
out in favour of MOI (PNG) Pty Ltd and the FOB price for
4720 m® was eventuwally shown as K284,236.12.

(8ia in fact overnegotiated the claim on this first
shipment very substantiaily and PNGEBC was obliged to
refund the amcunt t d2re  overnegotiation. MOl was so
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short of cash that it had already spent well in excess of
the true amount to which it was entitled and by having
been forced to refund the amcunt of the over payment the
PNGBC had inadvertently “lcaned"” MOI about K70, 000,00,

Sia assured PNGBC this amount would be caovered by an L/C
an  the next shipment which was established with PNGRC.
However, he then treacherously established the L/C from
the eventual buyer of that shipment with the Westpac Bank
leaving the betrayed PNGBC to sue MOI, aobtain an
injunction and, eventually to force payment ocut of MOI's
fourth shipment).

Accounting to Mamirum Timbers:

Under the unfair and dubicusly amended Logging and
Marketing Aagreement MOI was entitled to deduct from the
first shipment proceeds of K284,236.12 the following
unfair amcounts.

ITEM RATE AMOUNT
Lagging Charge K35 per m® 165, 125.43
pAdministration Charge K 4 per m™® 18,881.76
FOB Charge K _1 per m= 2500, 00

K40 per m® K186,507.13

g8ia charged Administration charges at K6 per m® and in
addition he claimed reimbursment of several charqges which
he claimed he had paid. These were for stevedoring,
deadfreight, demurrage and commission all of which should
thave been borne by MOI under the Agreement. He then
stated that the total profit on the first shipment
amounted to only K7,375.94 of which Mamirum Timbers 25
percent was only K1,843.99.

In his first accounting to Mamirum Timbers MOI (Sia)
claimed K237,774.30 as it's 75X share of the profits plus
reimbursement for expenses paid. He deducted the export
duty and FIC Llevy from the balance and then paid the sum
of K22,222.00 to Mamirum Timbers. This amount
represented it’s 25X =share of the profit, which he
calculated at K1,844.00 plus an amount it should have
passed on to the State as royalties. (The accounting is
detailed in Schedule 4 Part 1 and notes thereto).
Instead of paying the rovyalties however Mamirum Timbers
treated the whole amount as it's share of profits and
quickly spent most of it on management expenses as
follows: ~
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Sigulogo wages K 5,911
Kusak wages 5,424
Director’s Allowances 5,271
Board Meeting Expenses 1,026

(It seems no deductions were made from the wages for
Broup Tax).

To pay Mamivrum Timbers only k1,844 from an FOR price
received of Kz84,236 is absurd and shows the inequity of
the Logging and Marketing Agreement drawn up by Maraleu
as well as the additicnal greed of Sia who took off
unjustified expenses in addition to those improperly

allowed in the Logging and Marketing agreement. Sia
also neglected to pay the FIC levies which he had
deducted and used these funds as working capital. He

also did not pay (see below) the deadfreight and
demurrage charges which he deducted and, again, used
these funds as working tapital.

This original accounting was later ad justed in
circumstances described below. (The calculations are
shown in Schedule 4 Part 2).

A comparison of what Mamivum Timbers actually rveceived
with what it would have received under more normal types
of agreement is set out, in Schedule 4 Part 3 and with
what it would have received under the finally amended
December 1987 agreement with MOI is set out in Schedule 4
Part 4.

Sia’s original calculation of Mamirum’s share at

K1,844 compares with fairer methods of calculating as
followse: -

(a). K13,541.83 on readjustment (Schedule 4 Part 2)

(b). K27,497.42 on a 75/25 split with Mamirum
paying the export duty (Schedule 4 Part 3A).

(). K52,915.33 on a 75/25 split with MOI bearing export
duty (Schedule 4 Part 3B).

(d). K47,709.24 on the retention fee basis finally agreed
to in December 1987 (Schedule 4 Part 4).

When studying the files relating to this first shipment
certain telexes between Sia, Park and the Ghipping
Company vegarding a dead freight claim seemed to indicate
that 666m® more than the volume disclosed in PNG was
actually loaded. after very detailed analysis of all
documents and afler checking with Japanese and Korean
authcrities, it seems that there may be an innocent
explanation for what otherwise looked like an offence of
smuggling and sc L make no adverse finding on this matter
against the compamy.

12
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Soiat Challenges MOI:

At the time of the first shipment the Chairman of Mamirum
Timbers was Alphonse Marius GSoiat who was deeply
disturbed at the gross inequity whereby his company
received only Ki1,844 Ffrom an FOB price of Kz284,236. He
instructed lawyer Sebulon Watt to inquire of MOI but MOI
replied that the Managing Director of Mamirum Timbers
Micah Kusak had advised that Watt did not act for Mamirum
Timbers. (This is the first sign of a split in Mamirum
Management between those receiving a salary from MOI's
payments (KUSAK and the Company Secretary Gerald
Sigulego) and the honourary Chairman Sciat). At the time
Maraleu had pressed Mamirum Timbers to sign the Logging
and Marketing agreement it was clearly expressed that it
would be subject to review after the first shipment.
Sniat now tried to remegotiale but was copposed by Sia,
Kusak and Siguloge and other Board members did not
actively support Sciat.

One of the vreasons for him receiving no support from the
majority of Board Members may have been that they had
actually received fairly substantial perscnal benefits in
the way of directors fees and meeting allowances from the
first log sale.

In the case of BGerard Sigulecgo he also (later) received
tangible benefits in the form of a free return trip to
Singapore and approximately K2,000 spending money and a
watch for his wife. He received a written commitment
from 8Sia to assist with election expenses to the extent
of K2000.00 which Sia promised in July would be paid from
the second shipment proceeds. This aspect is further
dealt with below. gigulogo and Kusak were also claiming
back pay at the rate of K15,000 and K18,000 per annum
respectively totalling between them K123,730.

Eventually Sciat decided to use direct action to gain

justice for his people. He organised a landowners’
protest march and landowners and company representatives
squatted on the land. The police were called in and

several were arrrested. A restraining order was obtained
from the local Court toc prevent a repetition.

It was at this stage that Alphonse SBoiat briefed Henao
Cunningham lawyers to issue a Writ egainst MOI alleging.

(1). Numerous breaches by MOI of the Logging and
Marketing Agreement.

(2). Incorrect calculations of the moneys owed to
Mamirum Timbers.
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(3). Letter of Credit was in the name of MOl instead of
Mamirum Timbers.

(4). Failure by MOI to furnish reports required under
the agreement.

(5). Failure by MOI tco keep proper recards and to allow
access ta such records.

The Writ was issued in August 1387 in the name of Mamirum
Timbers Pty Ltd though commencement of proceedings had
not been approved by the Board. Henaco Cunningham also
sought and obtained an interim injuction which restrained
MOl from: -

(1). further breaching certain conditions of the
Logging and Marketing tgreement.

(2). continuing Logging cperations.

(3). removing or otherwise dealing with any Timber
products.

(4). performance of any further obligations under the
Logging and Marketing Agreement.

On 26 August this injuction was varied to permit 1lcgs
lying on the ground to be exported on terms that the sale
proceeds, less export duty, were paid into Court. The
order was further varied to allow the sale proceeds to be
dealt with upen terms that a sum of K11,411.28 was paid
inte Court. In chbedience to the varied corder the sum of
K11,411.28 received by MDI from the second shipment in
September 1987 was then paid into Court.

At this stage MOl was in a desperate situation with
another 1log shipment expected soon and yet the urgently
needed funds from the second shipment were frozen in the
bank by the Natiomal Court Order. The pressure on MOI to
renegotiate the legging and Marketing Agreement and to
begin to honour the terms of Mamirum Timber’s permit
conditions was now at it’s highest. Company Becretary
Sigulogo however, ¢(without Board approval) purported to
instruct Henao Cunningham to discontinue the Court
proceeding. He joined with Kusak to have Alphonse Boiat
remcoved from tke: position of Chairman and he was
replaced. The sewly constituted Board immediately after
Soiat’s removal alsc instructed Henao Cunningham to
discontinue the Naticnal Court Action. Notice of
Discontinuance w&es filed on 6 ODctober 1987. The sum of
over K11,000 howewr was retained in Court wunder the
terms of the Cour Brigr: but MOI had been "saved"” by the
released of the baimece proceeds of the second
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shipment.The failure by Sigulogo and Kusak to support
Sociat to force the issue of the agreement with MOI and to
force a fairer agreement is quite remarkable. They both
stated in evidence that they feared Mamirum was at risk
on the undertaking to pay damages which had been given by
Sciat to obtain the original injuction. Whilst I do not
diemiss such a concern ocut of hand I consider they acted
out of less pure mctivation. As previcusly described
each of them had procured a backdated employment contract
and stood to gain handsomely if the ocperaticn continued.
They were at risk if there was any prospect of the
coperatiocon coming to a halt. Sigulogo was additionally
compromised by Sia’s pramises to pay election expenses
and by the fact that arrangements were already wade for
his Singapore trip and the K2000 cash "spending money”.

One result of the Naticnal Court proceedings was that it
persuaded Sia to recalculate Mamirum Timber’'s share of
the first shipment by removing the unauthorised
deductions for stevadoring, dead freight and demurrage.
This increased Mamirum Timbers® share from ¥K1,844 to
¥K13,542. (The readjustment is detailed in 8chedule 4
Part 2).

MOI  sought and cobtained the consent of Mamirum Timbers's
newly constituted Board to defer payment of Mamirum
Timbers'share of the proceeds of the second shipment so
that MOI (PNB) Pty Ltd could survive. 8ia himself paid
K17,128.81 in royalties owing from the first shipment to
enable the second ship to depart because Office of Forest
was enforcing the requirement to pay rcoyalties before log
export was permitted.

The Second Shipment M.V Yue Hope: (August/September 1987)

RBefore this shipment was made in August/September 1987
there were previocis attempts to sell these logs through
Mr. Wong of Hindsi Timbers (Hindai is a related company
to Santa Investmerts and was it's 8Bingapore transfer
pricing vehicle) and through Mr. S8.J.Park of Korea. A
careful study of all correspondence regarding those two
proposed shipments again shows up Sia’s dishonesty: -

(a). it is clear that arrangements through Hongkong were
being put in place to transfer about UsD 10.00 per m® and
that about USD 13,000 of this was to be used to pay part
of the dead freight claim still cutstanding on the first
shipment. (Bchedale 5). (The vessel MV. Sarunta 2 was
originally arranged: for the first shipment but there were
ne logs for loading and e large deadfreight and demurvrage
claim resulted);
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(h). it is also clear that Sia intended to defraud the
Customs Branch on spare parts he was arranging to be
shipped. "please prepare a false inpvoice to Mr.Toyama so
that he not pay too much money for custom duty" (Telex 12
August 1987 Sia to T.P.Lee).

(c), when the forestry Officer Kavieng queried his price
as being below MEP Sia justified it by saying that it was
a long standing agreement made when the MEP was lower.
In support of his claim Sia wrote to the PFO on the 2
September 1987 saying, “  Regarding the price, the
contract was caonnitted earlier prior to pew dat:J price
on 24.7.87. We will send you a copy of the Letter of
Credit to prave it" In Sia's Letter of Credit File the
Commission found a patently altered copy of the letter of
Credit HK142022 relating to this shipment (Schedule 6).
The letter of credit was issued on 13 August 1987
(applicant YEH CHEONG TRADING COMPANY of Hong Kong?) and
the MWestpac coriginal document is dated 14 August 1987.
(Schedule 7)Y In the copy in Sia's file the dates have
been erased and "July® written in (This was confivmed by
evamination of the relevant Westpac file) (Schedule 6).
“his seems to involve the forgery of a document and the
ultering to DOF  of that forged document and 1 recommend
this matter be referred to the Commissicner for Police.

(d). A study of the documents relating to those two
proposed shipments show that the appropriate FOB price as
arranged was USD 89-98 per m® (Though a lower price was
to be disclosed in PNG).

Not much documentation on the second shipment is
available but it was probably organised by Wong of Hindai
though 6ia later negotiated directly with the buyer Ocean
Enterprise Co Ltd of Osaka Japan. Eventually the
Shipment consisted of 1639 logs with a volume of $997.538
m® for an FOB price of USD 78.00 aggregating USD 467,807
(K413,330.94). Ocean Enterprise Co. is not averse to
transfer pricing arrangements and was involved actively
in transfer pricing with Bruce Tsang (see Appendix 7 to
this Interim Report).

Accounting to Mamirum Timbers:

Sia gave his accounting to Mamirum Timbers on 135 November
(more than two months after the shipment) and had still
not paid Mamirum at the date of the Commission'’s December
hearing and was not in a financial pesition to do sc. In
this Statement Sia showed total income of K413,330.94 and
total expenses of K302,393.04 (including Royalties shown
"as paid" of K22,643.50). Sia made the deductions listed
in the statement and showed a total profit of K110,937.90
of which he calculated Mamirum’s 25X share to be
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of which he calculated Mamirum’s 25X share to be
K27,734.47. The split was made on the basis of the
unfair and unusual agreement with the dubicus amendment
Schedule.

The payment entitlements are as set wul in Schedule B8
Part 1. To Mamivrum’s calculated profit share of
K27,734.47 Sia then added the Rayalty figure of
K22,649.53 to give a total of K30,384.06. The Royalties
are, of course payable to the State and shown "as paid"
but at that stage they had not in fact been paid and were
not  paid until after the facts were discleosed by the
Commission. They were then paid out of the proceeds of
sale of the fourth shipment.

From this figure of KS50,384,06 Sia then made further
deductions which he had no authority to make, save
perhaps for Royalties.

There were: -

tra). Sia's estimate of an amount for
legal fees in the Naticnal Court
proceedings for which he gave no
details K3, 000.00

(b). B8ia’s travelling expense
(for which he had no details)
except to say (which is ridiculous)
that he had to make 9 trips to
Part Moresby for the Court case. K3,555. 00

(¢). Food, accommodation and taxi expenses
which he could not satisfactorily
particularise Ki,152.00

(d). Hiring of his boat by Mamirum
personnel K 730.00

(e). Cash to Mamirum Directors when in
POM, for the Court case when their
attendance seemed unnecessary K 120.00

(f). Royalty paid by MOI K17,128.81
(on first shipment)

K27,685.81

1f one disregards the Royalty payment which is payable to
the ©State, Sia showed Mamirum as entitled to a payment of
K48.66.
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of the first shipment and was included in MOI's payment
to Mamirum from that shipment of K22,222., Mamirum had
not actually paid that money to the State and MOI had
been forced to pay il later to clear the second shipment.

Even then, as 1 have said, no moneys were paid to Mamirum
or for additional Royalties uwuntil months after the
shipment as Sia and MOI lacked ¢the funds to make
payments. If the standard formula (even on a 25/75
splity was used the entitlements would have been as set
out in Schedule 8 Part 2 depending who bore export duty.

1¥f the formula in the Agreement finally signed with MOI
in December 1987 was used the entitlements would have
been as set out in 8Schedule 8 Part 3. The comparisons
available from the tables are cobvicus. Sia calculated
Mamirum?’s share at Kz27,734.47.

This compares with: -

(a)., K37,343.67 on a 75/25 split with Mamirum °
bearing export duty (Schedule 8 Part 24).

‘b)Y, K79,343.67 on a 75/25 split with MOI
bearing export duty (Schedule B Part ZRB).

(cd. KB86,714.71 on the retention fee basis finally put
in place (Schedule 8 Part 3).

Third Shipment - Don Antonio Botelho: (October 1987)

There are few documente available regarding this shipment
for which the Letter of Credit was established on 14
September 1987 and which lcocaded in October 1987. This
may be explained in part by the fact that Fraud Squad
Officers seized documents at the offices of 8Banta
Investments on 22 8eptember 1387 and at B8ia's Kavieng
premises on 16 Octeber, 1987. There appear to be no
relevant telexes among the documents seized by the Fraud
Squad and when the Commission required Bia to produce
relevant telexes of faxsimiles none relating to this
shipment were produced. In Sia's "Westpac Bank" file
however 1is a copy of the Letter of Credit relating to
this shipment. It is numbered HK 142374 dated 14
September, 1987 for an amount of USD 300,000.00 covering
about 3500 m®* on an FOR basis. The Applicant is again
Sia’s transfer pricing contact YEM CHEONG TRADING COMPANY
of Hong Kong and the notify party is NANYO KIGO LIMITED.
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A1l available documents here show the shipment was a part
shipment of 693 logs with a volume of 2574.136 m® for an
FOB price of USD 80,00 per m® aggregating USD 205,930.88.
The Log List, Log Summaries, Bill of Lading, Time Sheet,
Inveice and Export Entry all agree in this regard. The
recards of Westpac Bank show this is the sum claimed and
paid and that it canverted to K182,660.00 (and less bank
charges of K15.00 equals K182,645.00).

As Sia was agein dealing through Yeh Cheong Trading Co.
of Heng Kong for a price more than USD10 below Park's
prices, and in view of Sia's known previous transfer
pricing arrangements through that company, I am satisfied
that Sia price transferred through Hong Kong on  this
shipment and that the magnitude of the transfer was at

least USD 10.00 per m®. 1 vecommend referral of this
aspect to the Commissioner of Police for further
investigation.

Accounting to Mamirum Timberss:

The following analyses and tables proceed on  the basis
the price was at the rate of uUsD 80.00 per m® disclosed
in PNB. Sia's only acccunting for this shipment is dated
25 November 1987, even though again he had not paid any
moneys to Mamirum at the time the Commission sat in
Kavieng in December 1987 and was not in a financial
position to do so.

In his statement Sia showed total income of K182,645.00
and total expenses of K131.197.26 (including Royalties
shown “as paid"” of K9,266.88). Sia made the deductions
listed in the statement and showed a total profit of
K51,447.73 of which he calculated Mamirum's 25X share to
be ¥Ki12,861.93. The split was made on the basis of the
unfair and unusual agreement with the dubious amended
Schedule. The payment entitlements are as set out 1in
Schedule 9 Part 1. Sia, in his statement, again adds
Royalties (payable to the State) to Mamirum's share.
Again they are shown "as paid" but were again paid out of
the fourth Shipment proceeds. From the true Mamirum
entitlement of Ki12,861.93 Sia then makes further
deductions as follows: -

19
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(a). an advance by Sia to Mamirum of kK 10,000,00

(b).. charges for pre mixed petral K 490.60
(c). charges for food raticons used by

the Pclice. K 195. 20

(d). charges for pre mixed petrol ¥, :88.00

K 10,773.20

The amount payable is thus K12,861.93 less ¥K10,773.20 aor
K2,088.73 with Mamirum also having the benefit of the

¥10,000 advance. Even then, no moneys other than the
advance were paid until after the Fourth Shipmeil and Sia
and MOI lacked the funds to make payments. If the

standard formula (even on a 25/75% split) was used the
entitlements would have been as <et ocut in Schedule 9
Part 2 depending on who bore export duty. If the formula
in the Agreement finally signed was used the entitlenents
would have been es set out in Schedule 9 Part 3. The
comparisons again are plain. Sia calculated Mamirum'’s
share at Ki2,861.93.

This compares with: -

(a). K17,355.39 on a 75/25 split with Mamirum
bearing export duty (Schedule 9 Part 2A).

(bY. K35,860.94 on a 75/25 split with MOI
bearing export duty (Schedule 9 Part 2B).

(c). K39,839.78 en the retention fee bacis
(8chedule 9 Part 3).

These figures in all Schedules would be increased as the
price used for calculations (USD 80.00 per m®) was a
falsely low price due to transfer pricing.

Fourth Shipment (Decemsber 1987)

At the time the Commission sat in Kavieng the fourth
shipment was in course of lcading. This coincided with
the public disclosure of the facts. The unusual
provisions and unfaivrness of the Logging and marketing
Agreement were disclosed: and admitted by Maraleu, as was
the wminiscule mature of the returns to Mamirum. It was
clear Sia was in an abslutely desperate financial
pesition and by having letters of credit for the first
three shipments established favour of M2I had wused the
Shipment receipts to service MOI's debts. Monthly log
returns had not been ™hles aince August 1987. Assessed
Rcyalties had noct beeropsaid te the extent of K 21,362.94

20



up to  August 1987 and up to November would have
approcached k35,000 and there were no funde to pay them.
FIC levies had not been paid and there were no funds to

pay them. The landowners Company Mamirum had not been
paid in full it's share of shipment proceeds - k22,000.00
had been paid on the first shipment and further

K11,411.28 had been paid into Court for that shipment.
Out of the second shipment only the arrears of rayalties
of K17,128.81 (on the first shipment) had been paid. On
the third Shipment only the K10,000 advance had been
paid. MOI had failed to fulfill Sia's promises to PNGBC
and that Bank had cbtained a Naticnal Court injunction to
seek to secure payment of the debt to it amounting to
over K70,000, 00,

There were numerous debts and no money. The whale future
of the cperaticn depended on the proceeds of sale of the
fourth shipment. In order to protect the State'’s
position regavding Royalties pressure was exerted by the
PEO and First Assistant Secretary (Operaticns) to require
(as is the legal requirement in any event) that monthly
lcg returns were furnished and assessed and that all
assessed Royalties were paid in advance of the vessel
being cleared. in order to reform Mamirum’s position it
was pressing to have Sia sign the usual "retention fee”
type Logging and Marketing Agreement prepared by the
Cepartment of Forests and to ensure moneys already due to
it from previcus shipments by MOI were paid. Pressure
regarding Royalties was possible because the Letter of
Credit for the fourth shipment contained a “red clause"”
(which allows some money to be drawn in advance). If the
PNBC agreed to a variation of it’'s injuncticon that "“red
Clause® could have been drawn upon to substantially pay
the Royalty arrvears. There was every indication the
PNGBC would so agree. With the prospect of "demurrage”
for shipment delays the scene was set to force Sia to act
reasonably. Placed under this pressure 8ia signed the
new Logging and Marketing Agreement and at the request of
Sia and Mamirum the Secretary for Forests permitted the
ship to clear on a promise to pay royalties arrears ocut
of the shipment proceeds. 1 have not checked how export
duty on the shipment was paid but as there were no funds
it is likely that an ordinary cheque was accepted and not
met until the shipment proceeds were received.

There dramatic events illustrated the results which flow
from many irregularities and in large part from the
failure by 6Governsent authorities to properly follow
ecstablished systems and procedures

The investigation into the Mamivum operation resulted in
one startling revelation. after ancther. There was a
sense of drama as the injustices were still occurring and
many of them were publicly disclosed for the first time
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at the public hearing in Kavieng. That hearing was a
lively one as several witnesses lied and then changed
their evidence under threat of perjury prosecution and
some (notably Miskus Maraleu) publicly confessed past
wrong doing. As things stood at the time of the hearing
there were winners who siwod to gain handsomely from
improper benefits and losers who were already suffering
substantial loss.

LOSERS
a. The Land Owners

The landowners were distinct losers. They used to own

the timber which is being felled. In exchange for the

timber rights which they scld tco the State they were
-tended to receive certain benefits:

(a). Under the Timber Permit they were to have a
subatantial Island Ring Road in their area,
with all the required bridges and culverts,
built at a rate «f Zkm in the first year and
S km per year thersafter and built to standards
specified in the Permit.

No road was constructed (except where it was
needed for logging coperations).

(b). They were to have a portable sawmill by April
1986 to process logs for local use.

No Mill was installed.

(c). They were to receive/royalties from Mamirum
Timbers. The royalty rate is K3.50 per a® on
non premiem species and from K4.90 to K12.50 con
premium species. They were to receive 25X of
those royalties after the TRP price of
K44,660.00 had been recouped four times over.
ie after total royalties of K178,640.00 had
been paid. (See schedule 10).

Royalty payment was delayed and the monay was
being used! to finance MOI’s operations.

(d). Their resource was to be logged on standardised
Timber Permit conditions designed to protect
them from environmental damage and it was to be
done in accordance with approved Forest Working
Plans anmt in accordance with accepted logging
standards..
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Logging Standards were bad and no forest
working plans had been submitted and epproved.

¢e). The product of their resource was to be
marketed according teo sound marketing practices
“"to establish the highest returns to the permit
holder”, Mamirum Timbers and as shareholders in
that company, they were entitled to expect
dividends if the company was profitable as well
as the ather benefits performed by the company
from those profits.

MOl indulged in transfer pricing of at least
Usp 0 per ®»® as a matter of routine and as a
result disclased a loss In PNG.

(f)>. They were protected by the fact that any
logging and marketing agreement signed
by Mamirum Timbers hed to be approved by the
Secretary of the Department of Forests "prior
to execution.

The Loggoing and Marketing Agreement was not
approved bty DOF.

I1f Mamirum Timbers failed to make a profit or failed to
carry out the conditions of the permit or to make
arrangements for them to be carried out then the
landowners would be the real losers.

b. Mamirum Timbers Pty Ltd

Although Mamirum Timbers was the permit holder it had
very little capital and no experience or capacity ¢to
tonduct the logging and marketing operation. For these
operations it depended entirely on it's contractor MOI
(and the benevolent supervision by DOF and the Provincial
forestry office). As well as hoping to receive it’s
agreed percentage of the FOB price obtained by MOI,
Mamirum Timbers had the legal obligation to carry cut the
vroading obligatioms under the permit and to pay royalties
to the Btate, the Preovincial Bovernment and the
landowner’s agents. It also had the duty to fulfill the
sawmill and other ohligations imprsed by the permit.

There is a condition in. the Permit which specifies that
the resource is %o be cut at a minimum rate of 15000 m*
in Permit Year One and 25000 m® in subsequent vyears.
There is an obligaticn upon Mamirum Timbers to pay
rcyalty on those minimum cut  levels if the minimum cut
level is not achieved. All these obligatiorns should have
been passed on tn MO! in the Logging and Marketaing



agreement. when the commissiocn conducted it’'s hearings
in December 1987 two years of the Permit pericod had
elapsed and cne year nine moenths remained.

The position was as follows:-

¢(a). The unfair Logging and Marketing agreement with MOI
(prepared by Maraleuw) ensured that Mamirum Timbers could
never make a profit.

(k). Mamirum’'s obligations were not passed on to MOI in
the 1leogging and marketing agreement prepared by Maraleu.
Although DOF refused to approve that agreement it still
formed the basis for the operation which was cccurring
despite that lack of approval.

(c). There was no Island Ring Recad construction (though
under the Permit 8 km should by then have been
constructed) and no portable sawmill. Mamirum Timbers
had no capability to construct the road and no funds to
buy the mill yet it still bears the legal liability. All
the landowners are likely to receive are temporary
logging and hauling roads with temporary bridges which
will rapidly disintegrate after logging ceases.

‘d), The minimum cut and damages cbligation was not
pessed on to MOI in the logging and marketing agreement.
At December 1987 a minimum 40,000 a® should have been
harvested yet MOI had only exported: ~

Shipment 1 4720 m*
Shipment 2 5997 n®
Shipment 3 2574 m*
13291 m®
The fourth shipment was of 3000 to 3500 m® making a total
cut of about 16300 to 16800 m®™. Mamirum Timbers |is
therefore liable to the State for damages (with no
recourse against MOI). Those damages even at the base

royalty rate of K3.50 per @m® would amount to about
K78, 750.

(e?. The resource has not been logged in the specified
manner and there appears to have been significant non
compliance with envirconmental protection requirements;
Forest Working plans have not been submitted or approved
and logging practices appear below acceptable standards.

There had been severe social dislocation and the people
were both angry and resentfuil and staged public protests
which were dispersed by the police at Sia's request.
Further demonstrations were prevented by a restraining
order.
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(f). The rejected unfair logging and marketing agreement
was &till in force, infact it had been altered to make it
even more unfair. Despite DOF’s rejection of it, and
despite Sciat's efforts and the case in the National
Court, Sia was still refusing to change it. Only when
this Commission focussed attention on it at a public
hearing, and because he was under pressure to clear the
fourth shipment, did Sia fiilly agree to sign a new DOF
approved agreement.

The 1loss to Mamirum Timbers can be clearly shown by
comparing what Mamirum was entitled to receive from MOI
under the earlier agreement with what it would have
received under the DOF approved December 1987
agreement: -

SHIPMENT ORIBINAL AGSRT LATER AGRY SCHEDULES
1 K 13,541.83 K 47,709.24 4 Parts 1 and 4
2 K 27,734.47 K B6,714.71 8 Parts 1 and 3
3 K 12,861.93 K 33,839.78 9 Parts 1 and 3

K 54,138.23 K174,263.73
K 54,138.23

K120,125.50

Difference

The figures tell conly part of the story. The position is
sven worse because the above figures are based on actual
FOB price received in PNG and that was not the full price
paid by the buyer. Sia admitted in evidence that he
arranged sales thrcugh Hong Kong but said he did that on
the buyer'’s instructions. I do not accept Sia’s evidence
as it is quite clesar that he sold through Hong Kong in
order to transfer price and that he was benefitting from
that transfer pricing.

(f). MDI was not in a financial position to comply with
the original agreement and to make prompt payment of the
scandalously low amcunts due. Mamirum had to wait until
the fourth shipment proceeds were received before the
funds-starved MOI could pay up in full and it did so then
only because the position had been publicly disclosed
before this Commission.

At the time of the public hearing it was depressingly
clear that Mamirum Timbers and the landowners were heavy
josers from this miserable operation.

c. The Btate

The State was also a distinct loser,

(a). It's NIDA rules which govern foareign participation

in commercial activity had been blatantly disregarded
with impunity.



(b, It's expressed 1979 Forest Policy had’ been
disregarded. This was a Log Export/Rocad Construction
type of operation. The foreign participant, MOI, was
irregularly pre registered, was a new company with no
"track record” and it had no financial substance.
Amazingly the road construction obligations were not
imposed upon it at all. It was permitted to cperate on a
blatantly unfair agreement without DOF Secretary’s
approval until forced by public disclasures to enter an
amended acceptable agreement.

(c). The State has lost revenue in the form of export
levy by virtue of transfer pricing and must have suffered
detriment in the company tax area by the loss of tax or
by excessive losses being brought to account for taxation
purposes and carried foreward. It suffered long delays
in receiving royalties.

d. Tabut Villagers

The lifestyle of these villagers has been severely
damaqed. Their peaceful beach front fishing village is
tow  the centre of a logging operation. Their church and
many houses have been destroyed; they are inundated with
foreigners and the alcohol they have brought with them;
their environment is polluted by fuel tanks, heavy

equipment, log offruts, necise and disruption. Their
trust has been abused and the promise to relocate and
rebuild their village was broken. For ¢this man made

disaster they were promised the sum of K300 per year.

e. Alphones Marius Soiat

Whatever may have been his motives I adjudged Sociat as a
genuine man with a genuine care and concern for his
people who was digsturbed when he wsaw them being
ruthlessly explcited. He was Chairman of Mamirum Timbers
and I accept that he signed the original logging and

marketing agreement (on Maraleu’s advice) out of
expediency and on the clear understanding that it would
be reviewed after the first shipment. When it was not

reviewad and he was dissatisfied with MOI's performance
he was prominent in organising the protest march and used
his own (unautharised) initiative to institute the
National Court preceedings. For his efforts in creating
circumstances where MOL would have been under pressure to
agree to Mamirum Timber's demands he was betrayed by
Sigulego, Kusak and his fellow directors and removed as
Chairman of Mamirum Timbers.
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WINNERS
a Miscus Maraleu

Maraleu as a lawyer, timber consultant, chairman of FIC
and a New Irelander was trusted and relied upon by his
peaple and they retained him as their lawyer and
consultant. From the beginning he created an impossible
cenflict of interest by acting as lawyer for MOI and Sia
and kaving his company Metepikai engaged as MOI'’s
consultant. Despite his conflict of interest, Maraleu
drew the unfair and unusual 1logging and marketing
agreement and prevailed upcn Mamivum Timbers to sign it.
As he admitted in evidence Maraleu’s conduct can only be
discribed as disgraceful. He disregarded the interests
of his own pecple who were his clients and served the
interests of his foreign paymaster. In the result his
pecple suffered while MOI and Maraleu benefitted.
Maraleu "won" at 1least a consultancy fee from MOI of
K1,500 per month. He therefore, not only had a conflict
of interest but he improperly benefitted from it.

I recommend that this aspect be referred to the PNG Law
“~ciety for examination of Maraleu’s professional conduct
as a lawyer. One worrying aspect of Maraleu'’s conduct
was that he confused his roles by acting sometimes as
*Maraleu the lawyer" and sometimes as "“Maraleu the
Consultant®. A lawyer cannot be allowed to hide his
conflict of interests by claiming to be an employee of
his own consultancy company for one party and lawyer for
the other party regarding the same or related subject
matter.

b Micah Kusak and Gerald Sigulogo

Both these men geve evidence that they had been involved
with the Mamirum Timber Area since about 1979. Their
original involvenent was apparently with Lavongai
Development Corporation. They said that until 1986 they
had met all relevant expenses from their own pockets but
wvere not able to quantiify those expenses or produce any
documentary evidence of what such expenses were. In 1984
they received tetween them over half the KS, 030
subscribed as capital for shares which were not issued.
It seems that when negotiations with 6Broomes were
proceeding well im 1985 expectations must have been high
because the Mamirum Timbers Board of Directors agreed to
enter employment contracts with both Kusak and Sigulogo.
Kusak’s centract (Schedule 11) was as Manager and
provided a base salary of Ki8,000 per vyear and other
benefits. Sigulegets contract (Schedule 12) was as
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Assistant Manager (managing Agricultural projects) and
provided a base salary of K15,000 per vyear and cther
benefits.

Each contract was backdated in it's effect to 4 March
1384 and was for a term of seven years. By December 1987
the base salaries due to Kusak and Sigulecgo under these
contracts would have aggregated K123,750.00, Both men
believed they were entitled to be paid.

In my view, the way the Mamirum project has operated,
there can be absclutely no justification for having two
full time employees paid at these rates of salary. When
the records of Mamirum Timbers are examined it is clear
such a situation was also not justified in the past and
the base salary accrued is ridiculously genercous for the
little work that has been done. Out of the payment for
the firet shipment Kusak received as wages KS,424.00 and
Sigulogo K5,911.00. when Alphorse Sciat’s action in
instituting Court prcocceedings threatened MOI's existence
and the continuation of it's operations both  Kusak and
Sigulogo opposed Sciat, had him removed and gave
instructicons to the lawyers which permitted the operaticn
toe continue and MOl to survive unscathed. They did not
seriocusly question 6Gia's accounting to Mamirum but
accepted it.

Their clear and jeint motivation was to obtain the mcney
which they believed was due to them and not +to place
their prospects of obtaining such money in jeopardy.
Their prospects could have been in jeopardy if for any
reason MOI ceased operations. In this regard both men
placed their personal financial interests above the
interests of the people they represented and in doing so
permitted the opportunity to extract a fair deal from mMOI1
to be lost. They knowingly acted against the interest of
Mamirum Timbers and the landowners.

c Berald Sigulogo

Berald Sigulego however, had personal interests
additional tc those of Micah Kusak. Sigulogo was
contesting the Kavieng Open Seat in the 1986 National
Elections, a seat he was successful in winning.

Chronclogically what occured was thiss -

(a). 24.07.87 8igulogn wrote to Bia that election
expenses are K2,9€0.00, details kept for
typing and thanking him for kind help
(Schedule 13).
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27.07.87 Sia acknowledged Sigulogeo’s letter
and asked for a copy of expenses and said “we
will be willing to assist you with K2,000
after the cowming shipeent” (Schedule 14)

In July 1387 the protest demonstration took
place and afterwards Sia wrote to the Premier,
Palice Commander and District Manager l.onking
them for their assistance (Schedule 13).

18.08.87 Sigulogo wrote to Sia on National
Parliament Ltetter Head referring to Sia's
letter of 27.07.87, attaching a copy of

hic electicn expenses and thanking Sia for
his kind assistance.

>0.08.87 The MWrit in the name of Mamirum
Timbers arranged by Alphonse Sciat, was issued.

21.08.87 Henao Cunningham obtained injuncticons
to stop MOI operating.

25.08.87 Siguloge telexed Henac Cunningham
from Sia’s telex machine that he, as Company
Secretary, authorised release of the Court
injunction as the lcg ship was approaching
(Schedule 16).

26.08.87 The Court crder was varied to allow
removal and loading of logs felled on

terms that the proceeds of sale (less

export duty) were paid into Court.

27.08.87 A Board meeting of Mamirum was held
(copy Minutes is Schedule 17) Sigulogo spoke
against the Court proceedings on the basis
that if DI could not locad the ship it

could cost Mamirum Timbers a lot of money.
The Board agreed to stop the Court
proceedings and Alphonse Sciat was ousted

as Chairman. 8igulogo stated his

intentien to Stand down as Secretary on 30
November and this was agrveed.

27.08.87 An extract of the Board decision was
prepared for Henao Cunningham (Schedule 18 ).

09.09.87 The Ccurt Order was further varied to
allow MEI to deal with the sale proceeds of

the secend shipment provided K11,411.28 was
paid intax Court.
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(1). In early September 1987 Sigulogo departed on a
trip Kavieng - Port Moresby - Singapore -
Thailand and return to Kavieng at Sia’'s
(MO1's) expense,

(m). 14.09.87 epproval was granted for Henao
Cunningham to withdraw from the Court
proceedings.

(n). 05.10.87 Siguleogo wrote to Sia (Schedule 19) a
letter as follows: -

“Dear Mr.Sia,

Firstly, I would like to thank you and your wife for
the privilege you bave given me to travel to see
Singapore. Then I had the gnlde) ._l.ance of bhaving
to go up to Thailarnd sgain. Very grateful indeed
for the fine opportunity.

As I discussed in detail with you about the project
at Mamirum and I assured you that you’ll continue to
operate as long as I am» a memnber of the Parliament.

The anly problem 1 have which is quite serious in my
own personal imvolvement with the company is that as
frow November 30th 1987, the little woney I get from
the Mamirum Timbers P/L will cease. This is to
avoid being caught by the Leadership requirements as
a meaber of Parliarsent.

1 woald like %o leave & proposal with you for
consideration. If it is possible to look at some
kind of paywest for me out of your admipnistrative
fund. 8s you know fFrancis, I have to have som»e
incentives to put wpy weight behind the operation and
at least I knaw I'» getting something out of it.
Therefore I would like to propose that you wake
provision for me for about K30,000 to be payable at
K3000 each shipment. This looks quite & lot but
comparing the amount of work put in during the
recent court rase, I would have made more during
those two weeats.

Please consiorr it and do discuss It wmith mpe.
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Once again, thank you for the trip and every
agssistance you’ve give me. Anyway, my Wife is very
grateful for the watch, you bought for bher. She
thank you very much for it.

Hith thanks.
Gerald Sigulogo”.

(k). 20.10.87 The Ombudsman Commission wrote to
Sigulcgo regarding this trip (Schedule 20).

(1) 19.11.87 Sigulogo replied to the Ombudman
Commission (8chedule 21).

d Moi and Francis Sia

The major beneficiary of the whole epiccde is MOI and
it’s alter ego, Francis 8ia.

They are still invelved as contractor in an operation
that should never have ccacenced. MOl  commenced this
~peration without NIDA approval, without a capital bace,
~ith irregularly granted pre registration and with
iinancial assistance through an illegal FIC guarantee
given by Cowan. The loan was repaid under pressure by a
further dubicus lcan froem 8 J Park through FIC’ United
gtates dollar acccant in which FIC's funds may have been
involved.

Sia compromised Maraleu and gained the benefit of a very
favourable logging and marketing agreement which imposed
few obligations amd a great deal of benefit on MOI. The
agreement was operative despite DOF rejection of it.

Sia accounted to Mamirum making improper and
unauthorised dedwctions in addition to the unfair
deductions allowed under the agreement and even then wi
thheld Mamirum’s “entitlement"” because MOI did not have
the funds. FIC Jevies. remained unpaid, royalties were
not paid and MOI was permitted to continue to operate
with leased equipment and inadvertently provided 1loan
accommodation from PNGBC. When the landowners staged a
peaceful demonstration: he called on the police to
disperse it and thanked them for doing so. When Court
action intervened he relied on the compromised Sigulago,
assisted by Kusak, to restore the status quo.
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MOI (Sia) bernefitted from transfer pricing and it
would seem the loan from Park (of K20,000)> and
deadfreight/demmurrage on the first shipment (of at least
USD10, 000) were probably paid cut of the proceeds. Sia
was alsoc dishonest in cther ways. it was not until
Sia’s activity was publicly disclosed in Commission
Hearings that he agreed to conduct himself) in a more
reascnable manner.

IMPROPER BENEFITS
Gerald Sigulogo:

Mr Sigulege's conduct in asking for money from Sia either
is, or comes perilcusly close to being, a criminal
cffence. At the time he wrote the letter he was &
member of the Naticnal Parliament who had previously
praved his allegiance to Sia and MOI by arranging the
withdrawal of court proceedings and the removal of the
Chairman of Directors of Mamivrum Timbers. For these
tasks he was handscmely rewarded. In the letter he seeks
a payment of K30,000 to be paid cut of shipment sales
proceeds. In exchange he expressly says (of the Mamirum
Project) " I assure you that you will continue to operate
«: laong as I am» a member of the Parliament”

Under Secticon 61 Criminal Code it is an offence for a
Member of Parliament to ask or to attempt to receive or
obtain any benefit for himself on any understanding that,

“his wote, opinion, Jjudgement, or action in
Parliament, or any Committee of the Parliament will

Ca). be influeaced by it”.

In view of the fart that Sigulogo asked for money from
Sia and at the same time assured him he will continue to
operate as long as Siguloge is a member of Parliament I
recommend that this matter be referred to the
Commissioner of Police to consider whether he should be
prosecuted for an offence under Section 61 (1) (a) of the
Criminal Code. In my opinion Sigulogo attempted to
create an understanding between S8ia and himself that his
vote, opinicn, judgment or action in Parliament wculd be
influenced by the receipt of the money.

Similarly, as a member of FParliament Sigulogc is a public
office holder charged with 2 duty under Section 27 of the
Constituticon. Under that Section he has a:
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“duty to conduct himself in such a way, bath in
his public or officiel life and his private
life, and In his associations with other
persons as not

¢a). to place himsel! in a position in which he
has or could have a conflict of Iinterests
or might be compromised when discharging
his public aor official duties,....

2. In particular....shall pnot use his office for
personal gain or enter into any transaction or
engage in any enterprise or activity that might
be expscted to give rise to doubt in the public
wind as to whether he is carrying out the duty
imposed by subsection (12.7

In view of that duty I recommend that Siguleogo’'s actions
be referred to the Chief Ombudsman Commissioner to
consider whether he should be charged with any leadership
nffence.

Finally, as a public office holder Sigulcgo’s actions may
alsc constitute an offence under Section 87 of the
"vriminal Code. That sectiocn makes it an offence for a
public office holder to corruptly ask for benefits on
account of anything done or to be done in the discharge
of the duties of his office. One of Sigulogo’s duties,
imposed by Section 27 of the Constitution was to refrain
from placing himself in a conflict of interest situation.
In my view he corruptly asked for money from Cia ©ON.
account of serving the interests of MOI while he was a

member of Parliament. He thereby created, or attempted
to create, a conflict of interests situation in violation
of his duty under Section 27 of the Constitution. 1

therefore rvecommerd that this possibility should also be
referred to the Commissioner for Police ¢to consider
whether to commence a prosecution under Section 87 of the
Criminal Code.

Francis Sia:

The evidence of Bia's transfer pricing is quite clear and
all profit obtained in ¢this way is improper benefit
within the meaning af the Commissicn’s terms of
reference.

The evidence, in relation at least to Bhipment Nc.i, is
sufficiently clear to warrant prosecution for criminal
offences and I recommend that this aspect be referred to
the Commissioner or police for his consideration.
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It alsoc seems that in  connection with the second log
shipment on M.V. Yue Yope he cobtained approval to export
by supplying a fraudulently altered copy of a letter of
credit to the Department of Forest. His conduct in
altering the document would seem to amount to forgery and
his presentation of it to Government cofficials would seem
to amount to nlterving the forged document.

1 recommend this aspect be referred to the Commissioner
of Police for his considevation.

Miscus Maraleu

The circumstances in which Mr. Maraleu's firm Metepikai
Holdings received a fee of K1,500 per maonth  from MOI
amounts, in my view, to an improper benefit to Miskus
Maraleu.

Friends of MOI

It is quite «clear that Francis Sia was willing to pay
politicians and public servants for “assistance™ from the
~nehore and offshare funds of Santa Investments and MOI.
1t does not follow that every person in authority who
arcisted MOl received some benefit from Francis Sia but,
granted his known vecord, suspicions are aroused. MOI
received a lot of assistance: -

(a). from Minister Diro over the pre registration.

(bY. from Maraleu as Chairman of FIC in an endeavour to
obtain approval for MOI’s operation.

(c). from Michael Cowan as Executive Director of FIC in
obtaining finance and guarantees.

(d). from 8 J Park the Korean agent in cobtaining a loan.

(e). from Forestry Dfficers, Customs Officers and Police
Officers over operational matters, clearances and in
quelling the demonstration on New Hanover.

My suspicions in relation to some persons are
strengthened by the fact that I have made findings of

fact that Diro sought substantial funding from Sia for
his political party (though ne swears he received none)j
that Cowan was dishcnest and seeking persconal profits
from his duties at FIC; that Maraleu did receive
penefits, and that 8 J Park was invelved with Francis Sia
in smuggling and transfer pricing (through S8anta
Investments). 1t is virtually tertain that all of those
peocple assisted 8i# in the expectation that they would
receive benefits from his illiegal offstcere funds once the
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transfer pricing system was in place or in the
expectation of some other benefits. Whether or not they
received the hoped for benefits has not been established
(except for Maraleu’s consultancy fee).

With regard to the other public officers, for lack of
evidence all that I «can say is that ¢their obliging
behaviour in helping such a man as Sia, with his known
propensity to give bribes, raises suspicions. It should
be noted in this regard that the Provincial Forestry
Officer (Myr Jack Masu) obligingly (and improperly)
permitted MOI's first three shipments to depart before
the payment of the royalties due. Custom’s officers must
have accepted MOI’s ordinary cheques (in payment of
expoert duty when clearing shipments (as there were no
funds for bank cheques). The police squad which gquelled
the disturbance on New Hanover at the end of July were
fed by Sia (but on Mamirum Timber's account) and on the
Sth August received from Sia additional "bonus”
sponsorship for their focothall team Tarakum of K1000 to
win the grand final. (Schedule 22).

Malaysia Overseas Investment (PNG) Pty Ltd:

As previously pointed out an air of dishonesty has
gurrounded MOI since the time it first applied for pre-
registration and the codour clings to everyone who seems
to be benefitting from it's activities. MOI should never
have been allowed to commence operations in the first
place and, once started it should long ago have been
suspended. In a very real sence liicrofore all benefits
which have been Teceived by MOI are improper benefits as
1 interpret my Terms of Reference.

CONCLUSING COMMENTS

On my findings Francis Sia and his company Malaysia
Overseas Investment (PNG) Pty Ltd have proved themselves
unfit for any form of invclvement in the PNB timber
industry. At the present time MOI continues to log for
Mamirum Timbers onr dew Hancover and is rumoured to be
lobbying for a confract tc operate on another area on New
Henover.

Francis Sia and ™07 sre also competing with Hui Ling
Enginsering Pty Lte ftfor the right to be contractor for
Pezrak Pty Ltd in Fonos Pue TRF. There is evidence that
the Provincial ¥Forests Minister Sialas Sabagas is
supporting MOI.
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J‘W MALAYSIA OVERSEAS INVESTMENT ( PNG ) PTY LTD. 2[5

O 7z ]
% S DATE: 15TH MAY 1986.
7
HE HONOURABLE MINISTER FOR FORESTS
P. 0. BOX WARDSTRIP
WAIGANI
Dear Sir. -

- - - - e T W G D W G W W G S S e -

I would like to tender my application for the Pre-registration with
your Ministry for Malaysia Overseas Investment ( PNG ) Pty Ltd which
was incorporated in Papua New Guinea on 14TH February 1984.

The company , Malaysia Overseas Investment ( PNG ) Pty Ltd was approved
by the Minister for National Investment And Development Authority

( NIDA ) on 16TH April 1985. Attached please find copies of the -
INCORPORATION CERTIFICATE and CERTIFICATE OF REGISTRATION with NIDA.

Enclose also find a copy of the company's MEMORANDUM AND ARTICLES
OF ASSOCIATION for your persual and retention. All activities are
listed in this memorandum of Articles that can be undertaken by
the above-named company.

I am seeking your assistance to get this Pre-registration 's
approval done as soon as possible.

Looking forward to your earliest approval. /
Thank you. I“‘ 5 M
you — N)Dﬁ M\M—-\w 14 ; .
o AL et
;2E444£7 ro O . )
Yours sincerely. jl IL M&I’ﬂ" ,% é




Schedule 2

ﬁg Brigadier General E.R. DIRO, CBE, O St].

b.0. BOX 322, PORT MORESBY, PAPUA NEW GUINEA. 00003"%

4@%;%%

15th May, 1986 CoT T v - M - -07,‘»\/%;

Mr Francis S H Sia
General Manager

Santa Investments Pty Ltd
PO Box 88
PQKPP[RESBY,

Dear Mr Sia, .

As you are aware, Papua New Guinea. s General Elections are scheduled for
March-Jun2 1987. As from June this year, no doubt, your office will be
flooded with requests for financial assistance. Two political parties
have already launched their fund raising programmes.

I an writing to seek your kind assistance in providing funding sipport

for my Party. I would like to point out that the laws relating to
donations to political parties do not set a ceiling for funding assistance
and I have felt at liberty to propose to you my budgetary forcasts for your
consideration, .

Oar budget is necessarily designed to mest our election strategy which
serves to return up to 20 members. Initially, there must be a major drive
to increase the numbers within the current Parliamentary Wing. .

This is necessary, in order to gravitate for bigger numbers in 1987. . We,
therefore, require an immediate cash injection followed by a planned
programme of expanditure up until the day of voting. From then on, post
election strategy commences where even greater injection of financial
effort is most crucial in s=oxing the required numbers. .

According to our budget forcast and besxd on our mutual desire that wa must
be victories at the coming elections we sincerely request your support

as follows:

a. Immediate cash grant K25, 000.00 '

b. 1st June until 31st December 1986 X 2,500.00 monthly

c. “1st January, 1987 cash grant . K50,000.00 . .

d. 1st June, 1987 cash grant K50,000.00 - ' k
This request is being submitted in the full knosledge that the Party ;

will serve our mutual interests and the interests of our people and the
nation as a whole. .

‘ O
Yours sincerely, \,\)

o

/ e TN T
E R Dm CBE, OSt\I) FAIM,'M? . B PP

™~ . .~ s PR
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ATTEN: MR. 8/J PARK
RE31TEMS FOR OPERN
WIRE ROPE----3-10 ROLLS BUT MUST BE CUT IN THE LENGTH OF 30 METERS
PER PCS.
RAFTING NAILS~-- )
8800

(s.
TIME 000.9 MINS

13536 FEB 12 1429 GA
80128437+
. DAIHWAT K28637AAS-HOOKS8~~-~ALL CANCELLED.

RE: LO6S

ABOUT 2,300 M3 OF LOGS HAD BEEN CUT UP TO TODAY.IT WIL BE ABOUT 6-600
M3 BY END OF THIS MONTH. ACTUAL FULL SWING CUTTING COMMENCED ON LAST
WEEK ONLY. B

SPECIES ARE A8 FLLOWS!-

MAJOR--=CAL.v PC.oTH+ TAUN-==--73%

OTHERS--~CELTISs LITSEAy CANARIUMy NUTMEGy WALNUTs QUANDONG--=-25%.
LENGTH--~=NININUN 10 METERS ABOVE

DIA.~=---==AVERAGE S0 CM ABOVE

VOLUME~--~-~AVERAGE 4 M3 PER PCS.

{MANY TAUNs CAL.s N PENCIL CEDAR OF YHE BIZES OF 45 CM N 48 IN DIA
{WHICH WE DO NOT CUT. BUT I AM THINKING THESE SPECIES ARE HAVING
:GOOD MARKET N INTEND TO CUT N PLS LET ME KNOW IF THEY ARE ACCEPTABLE
.JO OUR CLIENTS. WE NEED UR URGENT REPLY S0 MAY HELP ME TO B0OOST
VERY HIGH PRODUCTION PER HACTRE.

DO NOT CONVEY THIS INFOR. TO FIC.

1 WLD LIKE TO COMMENCE SHIPMNT BY END OR PRIOR TO END OF THIS MONTH
FOR TOTAL VOLUME OF %:000---6+000 M3. OF COURSE THIS WIL FULLY
DEPEND ON WEATHER COND.

PLS ARRANGE CLIENT N SHIPMNT SLH’NT DELAY. FULL L/C OPEN TO BANK
OFPNG+ OF SOUTH PACIFIC LTDs» BOROKO BRANCH. PAPUA NEW GUINEA 1IN
FAVOUR OF MESSR MALAYBIA OVERSEAS INVESTMENT (PNG) PTY LTD. P.O.
BOX 236> KAVIENG. NEW IRELAND PROVINCE. PNG. B .

UR REPLY SLH'NT BE LATE N LATEST NOT LATER THAN END OF NEXT WEEK
1.E. BEFORE 19/2. - . S :

RDGS s - S

FRANC1S SI1A LT

1 JUST RETURN FROM N/HANOVER CAMPSITE.
daaca
TIME 003.9 MINS
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Schedule 4

FIRST SHIPMENT
PART 1

(15 MAY 1987) - INITIAL ACTUAL BREAKUP

Logginhg charage 165,215. 43
Stevedoring 4,720,441
Dead freight 21,849,214
Demurrage 3,392.289
Administration 28,322.646
FOB charges 2,500,000
Commission . 4,242,330
737 of profit 5,531. 99 Kz237,774.30

Necessary Expensesg

Export Duty 22,360.96
FIC Levy 1,014.89
Royalties 21,241.34 K 44,617.83

Mamirum Receipts

29%4 of profit 1,843.99 K__1,843.99
Kz84,236,12
Notes

1. In Sia’s letter of S5 June 1987 to Michael Kusak he
says Kz20,378.01 is allowed for estimate of Royalty
and FIC levy. The FIC figure of K1,014.89 remains
constant so he must have reduced the estimated
Ropyalties to K19,363.12. On this basis the profit
would increase by K21,241.98 less K19,363,12 or
K1,878.86. This adjustment was made but profit
shares were not recalculated; Mamirum was juat paid
K20,378.01 plus K1,843.99, i.e. Kz22,222.00,

2. Though Sia claimed the stated amounts for demurrage
and dead freight, these may not be true figures in
fact. The evidence suggests a much lower sum may
have been negotiated.

3. Export duty of K22,360.96 was based on the FOB
price which was below MEP and was later increased
by a further K3,056.35. :



Schedule 4

FIRST SHIPMENT
PART 2

000040

(November 1987 READJUSTMENT OF BREAK-UP)

MOl Receipts
Logging charges 165,125.43
Management fee i8,881.76
FOB charges 2,500.00
75%4 of profit 40,625.49

Necessary Expenses

Export duty 25,417.91
Royalty 17,128.81
FIC Levy 1,014,89

Mamirum Receipts
294 of profit 13,541.83

K227,132.68

K 43,561.61

K 13,541.83
Kz284,236.12
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SIAWOOD NE94927
AUTO LINE TEST PASSED

03910 MAY 16 1134 GA
03914 MAY 146 1134 GA
MAY 16 1223 @
S1AWO0D NE94927

BO: SIAWOOD NE94927
FM: HINDALl, SIBU

RE: H1467 16/5/87

RE! SARUNTA 2

RYT1S CONTENTS ALL NTD» V UNDERSTD VSL WINCHES 2 GANG OUT OF ORDER N
WATER/FUEL 1S SHORT BUT U MUST UNDERSTD VSL ARRIVD LDE PRT ON

1/% N SAIL ON 14/5 BECOS U HV NO INFMATN TO US/MSTR N FURTHER

V UNDERTD LOGS STILL NOT AVAILABLEs DUE TO HEAVY RAIN N vV ALSO
CANN’'T COMMUNICATE WITH U EITHER BY PHONE OR TLX. V FULLY

UNDERSTD UR SITUATN N PLS ALSO UNDERSTD OUR SITUATN.

2. IN ORDER TO SETTLE THE DEAD FRT/DEM MONEY WH1CH SHIPOWNERS
CLAIMG AMTG USD75,000 V WIL DO OUR BEST TO NEGO N NIMIZE THE
CLAIMS TO SHOW OUR WILLINGNESSs V STRONGLY RQST U TO TT REMIT
USD10000/- TO THE SUMUTOMO BANK LTD.s DAINIs TOKYO, USD A/C
NO. 5041 FAVOURG NANRIN TSUSHO CO. LTD.» TOKYO. PLS CFM N
ARANGE REMIT ON MONDAY.

RGDS NSWONG+
BOTRAD MA72018¢0
SIAWO0D NE94927VVVC
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09704 MAY 21 1330 6A
8472018+

BOTRAD MA72018
SIAWOOD NE949270
BOTRAD MA72018

21/5/87

ATTN: MR NSWONG

TKS YR TLX YDAY N TDAY; FRAHCiB 18 GETTG BETTER BUT 18 STILL VERY
WEAK.

REGARDG THE USD10,000/-» 1°VE GONE TO BANK THIS A.M. TO FILL UF
APPLICATION FORWARD TO THE NATIONAL BANK IN PORT MORESBY H@ FOR
REMITTANCE APPROVAL. ONCE 17 18 APPROVED THE ABV-MENTIONED AMT WILL
BE AUTOMATICALLY TRANSFERRED FM SHIPPER’S A/C TO THE RECEIVER'S
BANK A/C IN TOKYOs JAPAN AS INSTRUCTED.

THE AMT EXCEEDG KSD0/- WL NEED TO BE APPLIED FOR PRIOR TO REMIT'CE
IN PNG PARTICULARLYs WHICH 18 VERY STRICT IN FOREIGN CURRENCY EX-
CHANGE CONTROL.

THE SARUNTA 2 WANTED TO RUSH BACK TO RABAUL FOR FRESH WATER N FOODS

THEN PROCEED TO EAST COAST NAMATANAI FOR LOADING 3000M3 ROUND LOGS.

1T 1S VERY UNFAIR TO CLAIM FOR USD73.,000/- BY S/0WNER. THIS CLAIM IS
BASED ON WHAT PRINCIPALITY???

RGDS H.SIA n

S1AWOOD+RE0RRA
TIME 002.6 MINS

R e ]

- e —— - . S - ——— v T———a




09997 JUN 10 1136 GA
86472018+
BOTRAD MA72018

S1AW00D NE949270
BOTRAD MA72018

10/6/87
ATTEN 1 MR. WONG N.S.
RE: US$ 10000 REMNCE

THE NATIONAL BANK HAS TURNED DOWN OUR APPLICATION DUE TO LACK
OF DOCUMENTS SUPPORTING.1T IS DIFFICULT AND STRICT IN FOREIGN
EXCHANGE CONTROL.BUT 1 AM STIL WORKG ON THAT MATTER WITH THE
CONSULTATION WITH MY LAWYER HERE.

REGARDING THE ROUND LOGS FOR KWILAs THERE 18 STOCK IN BURNS BROTHER
LOGGING CO.s IN VANIMO. HEVERs THEY HAVE LONG TERM BUSINESS WITH A
BROKER DOWN IN AUSTRALIA. WLD U PLS CONTACT HIM N GET THE INFOR.

FROM HIM. THE PARTICULARS AS FFLWS:-

MR. RON GIBBS.,

ADDRESS: QUARTER ENTERPRISES P/L

P.0. BOX 83y ROUND CORNERs N.S.W. 2134y AUSTRALIA.
TEL: 02-6%49251 N TLX: AA70996 QARTEX

PLS COME BACK TO ME IF YOU DO HAVE DIFFICULTIES.

" SORRY 1 JUST COME BACK FROM PORT MORESBY TODAY N DELAY REPLY 1S
REGRETTED.

DUE TO LAST WEEK HEAVY RAINs WE ONLY HAVE STOCK AT THE BEACH CLOSE
TO 1,800 M3. I AM GOING TO THE.CAMP THIS WEEK-END. PLS WAIY

UNTIL 1 COME BACK FROM THE CAMP TO GIVE YOU MORE DETAILS ABOUT
VOLUME N ESTIMATED TIMG FOR THE SHIPMNT.

MY PHONE 1S AGAIN OUT OF ORDER DUE TO RAIN YDAY.
PLS KEEP ME IN TOUCH BY TELEX.
THKS.

KIND REGARDS,
FRANCIS SIA

a0eoa
TIME 003.7 MINS
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S1AWO0D NEF4927
AUTO LINE TEST PASSED

Y JUN 30 2118 @
S1AWO0D NE94927
TRAVLEX NE22243

ATTN FRANCIS SI1A

JAPANESE BUYER ACCEPTED 3000M3 LOGS AT AVERAGE PRICE
USDS0 M3 FOB WITH 100% MEASUREMENT GUARANTEED LOADING
DATE 1%-20 JULY 1987.

WE HAVE INTRUCTED BUYER OPEN LC BASED UPON DB4/M3.
BALANCE D4/~ TOBE DEDUCTED AGAINST SARUNTAZ DEAD
FREIGHT/DEMMURAGE. SINCERELY HOPE YOU WILL AGREE. VSL'S
NAME NLC UNDER ARRANGING WILL ADV LATER.

OPLSE CFM OVERALL.
NS WONG

TRAVLEX NE222432828
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16961 JUL D1 1530 GA
NP

o

SI1AWO0D NE94927

AUTO LINE TEST PASSED
2/7/87

ATTEN : MR. WONG N.S.
RE: M.V. SARUNTA

MAXIMIUM COMPENSATION FOR THE ABOVE VSL SLD’'NT BE MORE THAN
US$10,000.

LOGS FOR THE COMG SHIPMNT MUST BE US$90/ M3 N D87 FOR OPENG
L/C. POSSIBLE ARRANGE BACK TO BACK L/C FOR D80 TO PNG.

WEATHER IS QUITE OK. EXCEPT YDAY N TODAY RAINING LIGHTLY.
PLS CFM THE ABOVE.

RDGS
F. SIA

31332 JUuL 02 0834 GA
8472018+
BOTRAD MA72018

SIAWO0U NE949270
BOTRAD MA72018

2/7/87

ATTEN : MR. WONG N.S.
RE: M.V. SARUNTA

MAXIMIUM COMPENSATION FOR THE ABOVE VSL SLD'NT BE MORE THAN
US$10,C00.

LOGS FOR THE COMG SHIPMNT MUST BE US$90/ M3 N D87 FOR OPENG
L/C. POSSIBLE ARRANGE BACK TO BACK L/C FOR D80 TO ONG.

WEATHER 15 QUITE OK. EXCEPT YDAY N TODAY RAINING LIGHTLY.
PLS CFM THE ABCQVE.
RDGS

F. SIA

agaena
TIMF 001.3 MINGQ . -

-
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1677737
ATTEN : MR. WONG N/S

RE: M/V DAEYAND

- ————— - - . —an

PLS SUPPLY THE FLLG DETAILS URGENTLY:-

1. NOTIFY PARTY N ADDRESS

2. BUYER’S NAME N ADDRESS

3. DISCHARGING PORT

4. L/C OPEN FROM HK TO PNG AT US478 PER M3. TOTALUSS 154+000/2,000M3.
%. CORRECT SPEELLING FOR ‘’PTE’’ SHOULD READ ''PTY’’

PLS SEND BY TELEX ON THE ABOVE MATTER LATEST BY TODAY.

RDGS s
F. SIA.

22952 JUL 16 120% GA
. 8472018+
BOTRAD MA72018

S1AWO0D NE94927
QYXUXIV

ATTEN : MR. WONG N/S

RE: M/V DAEYAND

- — T

PLS SUPPLY THE FLLG DETAILS URGENTLY:-

1. NOTIFY PARTY N ADDRESS

2. BUYER’S NAME N ADDRESS

3. DISCHARGING PORT

4, L/C OPEN FROM HK TO PNG AT US$78 PER M3. TOTALUSS$ 154,000/2.,000M3.
5. CORRECT SPELLING FOR ’’PTE'’ SHOULD READ ”PT;"

PLS SEND BY TELEX ON THE ABOVE MATTER LATEST BY TODAY.

RDGS»
F. S1Aa.30Q0a
TIME 001.4 MINS
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‘fﬁiﬁigﬁ%'
ﬁi’%{f?@ﬁ“% FDAMN Timber Sendiricn Berhad

oy habor B e Froe T flox 1197 Sbho, Sarawak, Fast Maayain Tel 322301 & 332677 (5 Lines) Cabla BO"IAD! Yelee MA 72018

Cur Key: Dalt'l7ChJUIy’1987
Your Rey:

THE MANAGING DIRECTOR
BATAYSTA OVERSLAS INVESTMENT (FNG) PTY. LTD,,
CAVIERRG,

ATTN: MR FRANCIS SIA

B ot i e T L L e e e e " o et e e

T T TN M8 ek e e o A ed et e e vy Y L e e e trs 0 om0

V ERCLOSE HFREWITH THE TLX EXCHANGE COPY N STATMNT
CF A/C QF SARUNTA 2 AMTC USDA1887.,74 FR UR REF N
ATTN, ¥ HV TRIED OUR BST TO NEGO THIS MTTRS MANY
VIMER. CHARTERER/SHIPG STIL INSIST THEIR CALCULATN
{BASD UFON THE SHIPG TRADING IN JAPAN) IS CORRECT .,
KHDLY ADV UR OPINION N V WUD DO BST TQ RQST THEM
RFRUCL SOME AMT N SETTLE BY INSTALMNTS.

UR EARLY RFPLY WIL BE APPREC,

RCDS NSHONC«




Our Ke/:

Your Kef:

)N
AN TEnlep 8
R o Ry T ooy e 5 Panl Matapag Tel
:

WNG/EL/B7

Milayelan Oversens
P. 0. BOX 236,
Favieng lew lreland Provinca,
Papun New Guinea,

ITnvest.ment

Attention: Mr. Francis S$ia

Dear Sirs,

Enclosed herewlth please find
of tL.V, "SARUNTA 11" shipment

for your necessary reference.

000050

Soncrion Bemmé

AT E ATSIVAG bines) Can e BOTRADE Tolex MA 72018

Date +25th August, 1987

(PNC) Pry. Ltd.,

Laydays Statement
dated 1st May, 1987

Meanwhile, kindly remit at least US$10000/-

te Tokyo for settling purvt of

the demurrage

8z soon as possible, otherwlse we are also

facing difficulties,

Your ce-opantion on the above
appreciated,

'banking you,

-«

Yours faithfully,

AL~ e e A
R Y]

G NAI SUNG

Encl,

matiéer is much

AV L O FRS ARE SURSLCT TOTINAL CONFIRMATION




LAYDAYS STATEMENT 000051

Date,
Svnme oF Vsl "SARUI.‘TA—II" tver Na 10 ) Part THREE ISLAND' KISEM& .KQNOS
Chastereis  RANRIN TSUSKHO Co., LTD, Cargo. P,N,Gs ROUND LOGS

Poodoy

e ";X.!gl.’x’ﬁ.ﬁ(: o per Cip daied 450 M3 per W.‘a"i:.SHE)(. .. ULV,
QUANTITY: 794 s, 1,914,013 M3 . .
Poovters Alloaea 4 RN 06 e 0B Muntaes ( 4,25336 ‘ Days)

Arteed gt Three ls, Tnee May 1, 1687 Hour  10:18
Berthed (YT o Hour
NIR Teaderncd Teyte Bay 1, 1987 flour 10218
WA el "o May 2, 1987 Hour 06:30
Loy Toae Comaened 1300 Heowge
Comnenced Dure Howe
Capleredd RRETN ] Hour
Pavtoe b ops fia1 . ) o
NI ! ) -: 1oy Tome i tas Ve fay P
e ‘ . L7 IR . Alowed { [ Q| Cavaef o { 0ad
e RIS | TERTARY NINTRRY
T e | boo- - —— S T
May 1 ’ Fri . 10:18 Arrived THREE ISLAND (Public Holi#‘ay) !
2 Sat [13:00 L/T Commenced. | 0-11-00, ; 0-11-00
! :
3 Sun 0=00-00 ‘ 0=-00-00
A Mon  WAITING FOR LOGS. | 1-00-00 1-00-00
Tue | " ; 1-00-00 ' 1-00-00
Wod " | 1-00-00 ’l 1-00-00
i
7 Thu . " - | 01905 | 2-00-00 '
'19:05 L/T Expires, ! e
Frs  WAITLNG FOR LOGS. ' 1-00-00 ‘
Sav " | 1 1-00-00
1 Sun . l 1~00-00
11 Mon " : 1-00-00
12 Tue oo E 10000
13 Wed ! » | 1-00-00
14 Thu  13:00 Shift to Rabaul. ’ i 1=00-00  DEM. 7-04-55 ... 1.
15 Fri 19555 Bhift to Kimelw. | . 1=00=00
6 Sak  10:3D Arrived Kisels. , 1-00-00 ’.
: - : !
17 San ¢, : 1-00-00 |
1\ Mon : | 1-00-00 |
H ! 1 ) N
19 Tun 15:00 Completed Kisela. i 1-00-00 1
. ] 1
20 wed 0 06:K Arrived Xonoa, ! 1-00-00 I
21 Thu | | | 1-00-00 |




Nt ul Vet

Charterery

Pare Fondine
R I Ly

(\'\ ) Ner

oper Cop oo

LAYDAYS STATEMENT

0000;..

Date,

) 'ory

Cirgo,

Loviime At ey [BETES Vivun Mingtues ( ' Days)
Arnived Dae - Hour
Regthe ot (RRTIN . Hour
VR O Tendo e Ve - Howr
YONIR A e Date ~ Mour
Ly Tame Compmeneed Pt o
Ve d [ige ~Huour
tompiotod Do Hour
Lavtime T apey Ian Haur
T ”T Py oo ; ST T "J)‘ f e " Lay Vg [[ Lay o
Dy ! ' Hegind Mowed Lo ed ) Savedd or ot
; Woek ; n oM, ‘ [N TR | Do
| Foa T — e Y AT
May 22 Fri 02100 Cempleted Konoa. { ’ 1-00--00 ,
: i
23 i Sat f i ‘ 1-00-0) ! -
] ) )
24 Sun ! : ‘ 1-00-~00
25 Mon  '18:00 Doeuzents Completod, 0-18-00 DEM,10-18-20 ... 2,
f . 4-06-05 22~-05=00 DEM, 17-22-55
, oo mnes . :
)
+ DEMURRACGE: ~ | .
L. 7-04-55  (7.20486 d/8) ¥ $2,000,~ pér day = Us$14 409.72
2, 10-18-00 (10.75000 d/n') 1 $2,200,~ pér day = US323650,00
! ’*’otalt USSBG|'059-1Z
' ' VWVYVYVVVYVYVYY
| :
! .'
? PDOWA LINE CO., LTD.
; e (fd..-«—
'S c.;‘;,. ” Y
‘ ~ - i ,.".’:’ ’ i 4‘:@, /jw’,(:f‘%.’w- j’)
i e .
; | ]
. ; ‘ i L’\ﬁ}umuc! of Buwndse Inpt.
; ’ |
! ! i
| i {



ochedule b
821 PNG

amc \gfestpac Bark-PNG-Limited [ 05g 1
BRANCH > 0 BOX 77  E3RT MORESBY Phone No 1, T ‘°311{)()()f;§)

i
i
3
g
v e
3
c

5

boasng Rank Namber E¥ 142720
IRREVOCABLE DOCUMENTARY CREDIT bacd 13 SUIX 1487
lssued By A4V OF AMERICA NT AND SA Applwant  yog CHEQONG TRADTTZ T RANY
ANTY FEICE ’ HONGKORG
iz Ameanl 135,480,020-00 FCR ST DRED AND EIGHTY
EGH TEQUSAND, D20LL.2C UULIZT .TATES CURRENCY
¢ ARTAVEITY TTTASFAS TNVESTMERNT
c( (7 ) =37 T, PO 33K 236,
! SAY_ YT YY TRELAND PRCVINCE Shipment ne laser than 20 SFFTRVCER 1567
H SADUA I WIIYRA This Crednt expures on 05 OCTOB R :'135?
2
;
Dear Sir(s). (Please foltow instructiens marked “\™)

We advise that a Documentary Credit as detarled herain has been extablished in your fasour 1 you are unable to corply exacthy with the terms
and conditions. kindly inform us immediately Creditis avatlable by means of -

Your drafts i duphicate drawn at STRET FOR FILL TT/OICT VALUE

on YEE CTEECTT TR..0I.T 00 TANT HMOITTONG

Enfaced "DRAV UNVDIR BALN OF AWERICA ST A¥D 8A, ROWGFOSG, TRSEVOCABLE DOCUMERTARY CREDIT
Accompanicd by the following documents in duplicate unles otherwine stated

SIGNED COM:"3CIAL INVOITE IN OUADRUPRLICATE

LOG LIST IL TRIFLICLTRE

TIME STFE=T I L
PULL SET CLIAYN GY 33ARD 3CZAN BILL3 OF LADISG FLUS Tw0 NOR-NEGGTIABLE COPIZS TO ORDER OF
SHIPPIR ZL- 7 LuDOPSED SAPIE

FRCOIGET COLLECT AND SOTIPY OCZAY ZNTERPRISE CO LTD WO 6=1-501 3~-CEOMZ MIFAMI SENBA
MIWAMT. 7] C3AKA 542 JAPAN

IHSURMACT TO 3T EFFECTED 3Y BUYER AT DESTINATION.

Revisiwon) International Chamber of Commerce Publicauon 90,

ARCUT €,0uv -3 OF P.N.G. ROUND LOG3 FOB P.7.G. POPT(S)
SPECIAL CONDITICHS.
CHARTER FAPTY 3/L ACCEPTABLE

TI 3L YING CFe4Te OUTSISE FONT YONG ARE ®OF BINIFICIARY'S 2
USD20-C3 WITL 35 CHARGID T2 BINEFICLAPY BY L/C OPENING 2ANK FOC
THAT COLTAZYM DISIRIPANCY(IIS).

"AS THIS DOCUMENTARY CREDIT WAS RECEIVED BY CABLE fOUR ATTINTION IS DIRILTI ps. |

PARTICULAR TO ARTICLES 12(b) AND'18 - UNIPORM CUSTOMS AND PRACTICE FOR DOCIENTARY CREDITS
(1963 REVISIGH) I.C.C PARIS (PUBLICATION NO. hoo}."

JFFLIE COPY,

BIE43F TORWARD DOCMENTS IN ONE COVER TO THE ISSUTLZ BANH BY REGISTERZD AITTIAIL UPON
3ZCET?T SF DOCUMENTS DRAWN Iw CCMPLIANCE WITH TERMS ANT CONDITIONS OF TELS CREDIT THE
T530TNT 3ANK SHALL REMIT THE PROCEEDS TO THE NEGCTIATING BANK IN ACCORDANCE WITH THEIR
INSTEUITION.

I Docurmesis must be presented within Jdays from the dute of msuance of the Bills of Ladsng or other shipping documents

Despatch Shopment from Taking n charge at PAPUA WEW SUTIITA -

SurT Paru.al Shipments Tramh pments

© JAPANESE PORTS PERMITTED "1 x0T PERVITTED

THISCREDIT IS ADVISED WITHOUT ENGAGEMINTON OL RPARTENCEPT WHERE IT IS ISSUED BY OR CARRIES THE CONFIRMATION
OF WESTPAC BANKING CORPORATION

stherwise cxpressly stated this ducumentary sredit w subject 10 Umform Customs & Practice for Documentary Credits (1974

eete L Gl B e e e el et mvt s mime i v e it MO &AM



y credst o subject 0 Umform Customs & Pracuce for Documentary Credits (1974 Revison) International Chamber of Commerce Publnation 2%

ly stated this Joc

e eap

000054

Schedule 7

FOR USE ONLY WHIEN € Re3HIN ARE RECHIVED IN TULL BY CABLL TELEX - REFFR RULL 10402

e Wfestpac Bank-PNG-Limited [0 IR
BRANCH P O BOX 77 PORT MORESBY Phone N 14 AUGUST | 1987

IRREVOCABLE DOCUMENTARY CREDIT m‘“’“l‘;‘;‘u";'usgxlggoez ’

lssued 8y BANK QF AMERICA NT ARD SA Applwam YPH CHEONG "RADING COMPLNY
MAIN OFFICE HONGKONG
ST SEORGES BUILDING s -
HCRGKONG

Amoum JST.80,000-00 FOUR HUNDREZ ART ZIGHTY

NE THOUSAND, DOLLARS UNITED STATZS CUTIENCY
€ MALAYSIA CVERSFAS INVESTMENT . ’
; (PNG) PTY LTD, P © 30X 236,
. KAVIENG ¥EW IRELAXD PROVINCE Shepment ne lesct than 20 SFPTEMBER 1987
H PAPUA NE¥ GUINEA e Credst cvprn o 0S5 OCTOBER 1987
2
v
Dear Surts). {(Pleane follow invirmsm marhed ~X7)

We advise that 3 Documentary ( redu 2 detasked herom lan heen extabinhed 1 \owr favour I sou ame saable W comply eaactly with the terms,
and conditions. Xmdly inform us immedrascly ( roda s naslable ™ mcams of- /

Your drafis n dupicate drawn a1 SIGHT FOR FULL IXVOICE VALUE

on YEH CEECNG TRADING COMPANY 3CSGKONG

Enfaced "DRAWN UNDER BANK OF AMERICA NT AND SA, HONGKONG, IRREVOCABLE DOCUMENTARY CREDIT
Accompamed . the following dixumcats 1n Jupin e sakes oihcrane seted RUMBER B.'K-lk2022 DATE> 13 AUGUST 1987'-
SIGNED COMMERCIAL INVOICE IN QCADRUPLICATE /

LOG LIST iIN TRIPLICATE
TIME SEEET IN TRIPLICATE

FULL SET CLEAN ON BOARD OCEAN 3ILLS OF LADING PLUS TWO NON-NEGOTIAZ_E COFIES T ORDii OF
SHIPPER EILANK ENDORSED MARKED

FREIGHT CCLLECT AND NOTIFY OCEAY ENTERPRISE CO LTD NO 6-1-501 3-CIZTME MINAMI SZINBA
MINAMI-KU 0SAKA 542 JAPAR

INSURANCE TO BE EFFECTED BY BUYER AT DESTINATION.
COVERING.

ABOUT 6,000 M3 OF P.N.G. ROUXC LOGS FOB P.¥.G. PORT(S)
SPECIAL CCNDITIOKS. '

CHARTER PARTY B/L ACCEPTABLE

ALL BANKTNG CEARSES OUTSIDE AC¥C KONG ARE FOR BEXEFICIARY'S ACCT A "ISCREPANCY FEE COF

USD20-00 WILL BE CEARGED TO BEXZFICIARY BY L/C OPENING BANK FOR EACH SET OF DOCUMERTS
THAT CONTAIN DISCREPANCY(IES).

"AS THIS DOCUMENTARY CREDIT WAS RECEIVED BY CABLE YOUR ATTENTION IS DIRECTED IX

PARTICULAR TO ARTICLES 12(b) AN '18 - UNIPORM CUSTOMS AKD PRACTICE TOR DOCUMENTARY CREDITS
(1983 REVISION) I.C.C PARIS (PUBLICATIOR O, 400)."

’

| Documents must he preenied withea dass S the Jute of cauanse of ti Bills of Ladwg or ather shippog documents
Despaich Shipmest from Taking in charge ot PAPTA NEW GUINEA Paruat Shipmenns Tranchipmente
JAPANESE PORTS PERMITTED NOT PERMITTED
o
[y

THISCREDIT IS ADVISED WITHOUTENGACEMNTONOFRPAREENCEPE WHIRE ITIS ISSULED BY C& € \RRIES THE CONFIRMATION

OF WLSTPAC B»\\Aé,\G CORPORATION
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Schedule 8

SECOND SHIPMENT
PART 1

ACTUAL NOVEMBER 1987 BREAK-UP

MOI Receipts (Kina)

Logging charges 209,913.83

Management fee '23,9390.00

FOB charges 2,3500.00

75% of profit 83,203.43

319.607.26

Necessary Expenses

Royalty 22,649.39

FIC levy 1,289.47

Export duty 42,050.00 65,989.06
Mamirum Receipts

28% of profit 27,734.47 27,734.47

K413, 330.79
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Schedule 8

SECOND SHIPMENT
PART 2

COMPARISON WITH 75/23 SPLIT

A If Mamirum bears export dutys -

MOI Receipts (Kinaj
75% of gross FOB of K413,330.94 309, 998. 21
Mamir eipt

25% of gross FOB
of K413,330.94 = K103,332.73

Less Expensest

Royalty 22,649.59

FIC levy 1,289.47

Export duty 42, 050, 00

Total Expenses 65,3989.06

Mamirum nett receipt 37,343.67
K413,330.94

B If MOI bears export duty:

MOI Receipts 267,948.21

Expenses 65, 989.06

Mamirum Receipts 79,393.67

K413,330.94



The gross FOB price was K413,330.94

Schedule 8

SECOND SHIPMENT
PART 3

000057 _

COMPARISON WITH DECEMBER 1987 AGREEMENT

for a shipment of

5,997.538m® i.e. a rate of K&8,91676884 per m3.

(1)
(2)
(3

(4)

Royalties

FIC levy

Retention fees:

10% FOB up to KS50.00 pey m®

i.e. K5.00 x 5,997.538 = K29,987.69
0.9 x (K18.91676884 x

5,997.338) = KS6,727.02

Contractor?’s fee

Or put in different forms

MOI Receipts

Contractor's fee 302,677.17
Less Export duty 42,050.00

Mamirum Receipts

Expenses

(Royalties, FIC levy, Export duty)

(Kina)

22,649.59
1,289.47

86,714.71%
302,677.17

K413, 330.94

260,627.17

86,714.7

65, 989. 06

K413.330.94



0600058 _

SCHEDWLE 9

JABLE 3 - THIRD SHIPMENT

PART 1

ACTUAL NOVEMBER 1987 BREAK-UP

MOl Receipts (Kina)
Logging charges - 90.094.76
Management fee 10,296.54
FOB charges 2,500.00
75%4 of profit 38,585. 80 141,477.10

Necessary Expenses

Royalty 9,266.88
FIC levy 533.43
Export duty 18,505.69 28, 305.96

Hamirum Receipts

25% of profit 12,861.33 12,861.93

s o o o o o ooy e o o
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Schedule 9

TABLE 3 ~ THIRD SHIPMENT

PART 2
COMPARISON WITH STANDARD 75/25 SPLIT

A If Mamirum bears export dutys'
MOI Receipts (Kina)
75% of gross FOB of K82,645.00 = 136.983.75
Mamirum Receipts

25% of gross FOB
of K182,645.00 = K45,661.23

Less expenses

Royalty 9, 266.88

FIC levy 533,43

Export duty 18,505. 65
Total Expenses 28, 305.96
Mamirum nett receipts 17,355.29
182,645.00

B If MOI bears export duty:

MOI Receipts 188,478.10
Expenses 28, 305.96
Mamivrum Receipts ‘ 35,860.95

. oo i soom Soits cones s boe W corme

B i e T
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Schedule 9
TJABLE 3 — THIRD SHIPMENT
PART

COMPARISON WITH USING DECEMBER 1987 AGREEMENT

The gross FOB price was K182,645.00 for a shipment of
2,574,136 m® at a rate of K70.33330453 per m3.
(Kina)
(1) Royalties 9,266.88
(2 FIC levy 533.43
(3) Retention fees
10% FOR up to KS0.00 per m3
i.e. K5.00 x 2,574.136 = 12,870.68
50% of excess above K50 per
m® 0.5 x (K20.95390453
%x 2,574.136) = 26,969.10 39,839.78
(4) Contractor’s fee 133,004.91

Or put in different form:
MOI Receipts
Contractor's fees

Less Export duty

Mamirum Receipts

Expenses

(Roxalties, FIC Levy,

K182, 645. 00

133, 004.91
18,505.65 114,499.26
39,839.79

Export duty) 28, 305.96

K182, 645.00

10



Schedule 10

LIV I VR S

PRESS RELEASE

STATEMENT: ROYALTY PAYMENT MAMIR(M TRP

‘

The Secretary of the Department of New Ireland Mr E Silachot has responded
to previous Chairman of Mamirum Timbers Mr Alphonse Marius Statement over

royalty payment to the landowners of Mamirum TRP, saying that:

1.

a;

Mamirum Timber Rights was fully purchased by the State in 1974 at a sum
of K44,660, total purchased price.

Payment was made to the landowners in a form of a lump sum (Instalment)
payment, K4,466 paid every year until final payment was made in 1984. '

This K44,660 total purchased price has to be recouped 4 times by the
State which means a total of K178,640 royalty share to the Provincial
and National Government must be fully recovered by State before flow-on’
payment to the landowners may cammence. -

From the timber operations in Mamirum TRP so far, State only had recouped
K28,814.87. Another K149,825.13 is still yet to be recouped. Therefore
further payments to the landowners cannot be made yet.

Tetary

- DEPARTMENT OF NEW IRELAND



,__PMMHQHM F/LE

MAMIRUM TRP

000062

ROYALTY  PAYMENT

1. Mamirum TRP was purchased in 1974.
The payment to the ILnadowners was made in a form of a lump sum
(instalment) payment, the sum of K4,466 paid every year. In
1984 the final payment was made which adds up to K44,660 total
purchased price.
——

2. The K44,660 total purchased price has to be recouped 4 times by
the State which means a total sum of K178,640 had to be reached
before flow — on payment to the landowners may commence.

3. Since commencement of operation up till now a total of K28,814.87
has been recouped by State. Another K149,825.13 is yet to be

recouped.



Schedule 11 000063
THIS AGREEMENT is made on 26" sz/.dg; ' 1985

BETWEEN: MAMIRUM TIMBERS PTY LIMITED a company incorporated
% in Papua New Guinea of P.O. Box 31, KAVIENG, NEW IRELAND
PROVINCE. Papua New Guinea (hereinziver cailed “the
Emplover') !
PND MICAH KUSAK o P.O. Box 31. KAVI=NG NEW JRZLAND

PROVINGT fhercinafier called “"the Manaser !}

W{IEREAS the Empleyer is desirous of employing a persor 1o manage anc sudervise
all Its business operatisns (lereina‘ter called “the Busincss') and the Manager is

willing to serve n such capacity s.aject 1o the falinwing terins ang congitians -

MOW 1. & HUICIRY RORUTD as tallows-
i othe Loard means the Doard of Directars of the Management Co*rpany“
i‘ NATURL ARG DEMICH OF SERVICE \
(i} Tas Enaployer will emnisy the Manage and the Aenzvee wiil serve the

Toant e as Munape - the Business
rony Folm,h 12IA '
it <o of Marh 139
N . L RSN . PO T M » ¥ e oA e v - B P H -
ot Sucit war hier dale ot vinoi hls enmpl yinenit gy (¢t rinated as

¥
r

heraanslter provided

() S jest tu the provisions of any law in force {rorm time to wune in
Papua New Guinea the Manager shall w.rlc 2it sozh hours on all sich

doys as ey be necessars toe properly €40 his duties here'n

(3)  The Mapager shall devote himsel{ exclusively to the Business and shall
personally attend theretc at all times during the hours of worlt
specified ahove except in the case oi illness cr accident in whilh case
he shall furnish to the board of directers sich evidence theres: &s they

mav require



000064

MANAGER'S RESPONSIBILITIES AND POWERS

The Manager shall to the hest of his ability supervise and control all

activities of the Employer. and all employees appointed bv the Employer and

in the exercise cf his respansibilities and powers, he shall -arry ocut the

instructions of the Employer, take his direction from the Board for the

[

performence of his duties under this Agreement

\

(a'

)

(©

(d)

(e)

SALARY
() Tne Manager's saiary shall be at the rate of Eighteen Thousand Kina

(K18,000.00) per annum payable foirtnightly in arrears, the first
payment or a propocrtion thereof to be paid on or at a reasonable
time after the first shipment of export log by the Employer.

At the expiration of 12 menths from the commencement of

emplovment the Employer shall review the salar: of the Manager and his
periormance of the obligations in his part contamned in this Agreement
during the preceding 12 months anc rmay at the consent of both parties

award an increase in salary.

SICK LiiAVi

Ta WMonasers shobo 2t oany time be provened by jllnoss or accl fane
oo oproforming nue dundes he shall notily the Empioyer as soon as
precticacie and if required he shali furnisn the “rapizyer with evidance

satisfactiry 1tc it ot such incapacity and the cause thereoi.

Suhiect to the Employer »eing satistic? as t> the reascnableness of any

a.senze from gutiss caussc by iliness or cccilent the Mannger sha'l be

L.

granted sick leave cn the conditions set cut hercunder

The Manager shall be entitled to seven (7) days sick leave per bi-annum
It shall nct Le necessary for the Manager tc furnish a medica!
certificate in cases where the perind of absence throigh iilness <dyes not

exceed 14 days.

The mavimum amount of leave per bisannum which shall be granted in
a-c rdacce with (&) above shall be thr2e days per bi-annum.
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() Notwithstanding anything elsewhere contained in this Clause the
Mznaze- shn!l not be entitled to payment for absence occasioned through
lilness or accident in respect of which Worker's Compensation is payable
or through injury sustained by him outside the scope o1 his employment
caused or contrinuted to by his own negligence, fault or omission or by
his particidatizn in a sport or games in respect ol whith he received

any payment by way of fee or nonus.

ACCOMMODATION

The Employer shall provide High Covenant accommodation to the Manager, his
wife and their children at a rental of Fifteen Kina (K15 00) per fortnight The
Emplayer shall pay =1l maintenance and service cha-ges assoniated with such
ancommodation other than:-

(a) electricity charges; and

(t water and sewerage charges

TRAVEL AND ALLOWANCES

The cinpicyer shal: pay travelling and camping allowences when the Manager
srpcals cithin and aatzide <he Peovinze wnie: ino the Sarfoomanace ot his
fon~tisns under this Acrcement  The said ailowances shall be eeisrminec by

the 20er4d

HOUIDAYS

In acdition to any statutory hulidays, the Manager shall be entitled to take three
weeks holiday in each period of twelve months Birer the date of this Agreement

at a time= to be aporoved by ithe board of directors

COMPASSIONATE LEAVE

Where the Manager can provide the Employer with satisfactory evidence of the
need for it, the Manager shall be entitled in addition to his holidays to fourteen
days compassionate leave with pay in any period of twelve months Anv
further compassionate leave with or without pay shall te in the abstiie:
discretion ot the Cmployer.

s aavd AR
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TERMINATION OF EMPLOYMENT

(1) The Manager may resign his empioyment hereunder upon giving the
Employer three months written notice of his desire to do so but no
such notice shall be given before.

‘

(2) If the Manager shall fail or neglect to comply with directions or
restrictions given or imposed by the Board of Directors of the
Emplover and shal! net remedy such failure or negiect forthwith upon
beinz given notice In writing by the boara so to do. or if in the
opinion of the board he shall have for a period of not less than three
months failed to discharge his duties hereuncer satisfactorily, or if he
shall become unable through physical or mental illness to discharge his.
duties hereunder, or if ne shall be coavicteu & anv criminat offence,
the hnard may forthwith by written notice terminate his empioyraent

hereunczr

(3} The employment oi the Manage: hereunder wili terininate eutornatically

upon t--~ winding up of the Employer for any cause

(4) In case the fianager shall die during his emnloyment hereunder the

bl DU, ay N v e PR Y RN - g ~ - M Wt -1
TraLdart osnall oo U5 degal persinalore covsentiiives he silar

ravable harevnder on a oroporticnaie basis ~o to nis death and shaull

have no liapility to pav the saiarv ihereafter.

NON-DISCLOSURE

The hanager shzli not during nis employment hereunder or thereafier except

in the proper course of his duties as Manager disciose to any person whe:nsoever
ar; informaticn relating tc the Employer or its customers or any trade secrets
of the Employer of which he snaii become possessed.’

NON-SOLICITATION

The Manager shall not during 'is employment hereunder or thereafter eiiher
on his own account or for an- other person. clan, group, firm or compan;
solicit, interfere with or endeavour to entice awav from the Employer any
person, clan. group. firm or company who at any time during or at the date
oi the tcrmination of his employment hereunder were customers c¢f ot in the
hahit of dealing with the Emplover.

W e

. e DA

A ORI

>



PPN ol o

13,

14,

15

16.

I 000067

NON-COMPETITION

1) The Manager shall not during his employment hereunder be concerned
or interested directly or Indirectly except as manager of the business '
In any trede, business or activity similar to or in corpetiticn with
any trade, business or activity oI the Employer.

‘

(2} The Managsar shall not at any time within years ram the termination
>f his employment hereunder either solely or jointly with or as agest
for any other person, clan, groun, f{irm or company directly or
indirectly carry on or be engaged, concerned or Interested in carrying
on within a radius of four kilo metres any *race, business or activity
similar tc or in cormpetition with anv trade business or activity carried
on by the Employer during the period of his employment hereunder.

INDEMNITY

(iy Tne Empioyer shall take out a policy tor personal accident to ccver the
Emplovee up to the valie of Thirty Thousand &2 (K39,000 20) du-ing
the period of his emplovment.

—~~
Y]
~

AL tne commencement ot the Agreement, the dmpivyer shail tak= out

W has N L e e b iaey - P L. U A - D S
Vooele ey O ameasatinn 28 .E’.‘\:Htif 5 tar Worirs O HI“T.:-(". R T

-

1228 1o cover the employee.
VARIATION

Th2 *erms and conditions of this Agreemen* may be varied by written
agreement petween the parties

ARBITRATION

,

Svery dispute or difference arising hetween the parties with regard to this
Agreement or the duties and powers or liabilities of either party or with
regard tc the construction of any clause hereof of anything herein contained
whether during the continuance of this Agreement or upon or after irs
termination oy act of either party hereto or otherwise shall be referred =
arbitration in accordance with the provisions of the Arbitration Act 1951 or
any statutory re-enactment or modification thereof for the time being in force

and for this purpose this clause shall be deemed to continue notwithsiarding the
terminarion of this Agreement.

s e b
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17 SUBST!TUT&)N FOR EXISTING CONTRACTS

This Agreement Is in substitution for any previous service agreement (ora! or
written) between the Employer and the Manager which shall be deemed to
have been terminated by mutual conscnt as from the datc hereof.

/

18. NOTICES

8D Notices to be given under this Agreement to the Manager may be
ddlivered to him personally or posted tosuch place of residence as may for
the time being be provided for him by the Employer.

(2) Notices to be given under this Agreemnt to the Empin:er may be
delivered or posted to its registeres cince for ihe iime being or
otherwise given in the manner in which documents may be served upon
the Bmpicyer o virtue of the provisisns of the Act under which the

Emolover is incerroraied.

3) Any n-vice posted in accordance with the foregoing provisions shzll be

deeined ‘t> have peen received on tne sevenih da after it was pousted.

=

- - B A wepe o - W - Lt . N -9 . - . T e P
[ OWITNTSS THITRTOF che Eclocer ant e Rlenyo T 2o ed s A cocement

cn the dey and year first hereseiore written.

THE COMMON SCAL of “
MAMIRUM TIMBERS PTY LIMITED
was heret: affixed by order of its Board

affixed to docu
Campany.

SIGNED by
in the preeence oi

BB PE IR LI LRI RIIRITNECINAAIROL S
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THIS AGREEMENT is mafe on 1985
p) 2-&F
000069
: €
BETWEEN: MAMIRUM TIMBERS PTY LIMITED a company incorporated

in Papua New Guinea .f P.O. Box 31, KAVIENG, NEW IRELAND
PROVINCE, Papua New Guinea (hereinafter called "the
Employer!) ‘

AND: GERARD SIGULOGO of P.O. Box 31, KAVIENG, NEW IRELAND
PROVINCE (hereinafter called "the Assistant Manager')

WHEREAS the Employer is desirous of employing a person to manage its
Agricultural projects as part of the activities of the Employer (hereinafter called
"the Business") and the Assistant Manager is willing to serve in such capacity
subject to the following terms and conditions -

NOW _IT IS HEREBY AGREED as follows:-
1. “the Board" means the Board of Directors of the "Employer",

2. NATURE_AND PERIOD OF SERVICE

(1)  The Employer will employ the Assistant Manager and he will serve the
Employer as Assistant Manager .of the Business;
from 4th March, 1984
until 4th March, 1991
or such earlier date on which his employment may be terminated as
hereinafter provided.

(2)  Subject to the provisions of any law in force from time to time in
Papua New Guinea the Assistant Manager shall- work all such hours on
all such days as may be necessary to properly fulfill his duties herein.

(3)  The Assistant Manager shall devote himself exclusively to the Business
and shall personally attend thereto at all times during the hours of-
work specified above except in the case of iliness or accident in”which
case he shall furnish to the board of directors such evidence thereot
as they may require,
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ASSISTANT MANAGER'S RESPONSIBILITIES AND POWERS

The Assistant Manager shall to the best of his ability assis: the Manager
appointed by the Employer in the exercise of his responsidiiities and powers.
He shall carry out the instructions of the Manager, take his direction from
the Manager for the performance of his duties under this Agreement.

SALARY

(1)  The Assistant Manager's salary shall be at the rate ol Fifteen
Thousand Kina (K15,000.00) per annum payable fortnightly in arrears,
the first payment or a propoertion thereof to be paid on ot at a
reasonable time after the first shipment of export log by the
Employer.

(2) At the expiration of 12 months from the commencemert of employment
the Employer shall review the salary of the Assistant Manager and his
performance of the -obligations in his part contained in this Agreement
during the preceding 12 months and may at the consen: of both parties
award ah Increase in salary.

SICK LEAVE

(8}  The Assistant Manager shall at any time be prevented dv illness or
accident from performing his duties he shall notify the Employer as soon
as practicable and if required he shall furnish the Employer with evidence
satisfactory to it of such incapacity and the cause thereof.

(5)  Subject to the Employer being satisfied as to the reasonableness of any
absence from duties caused by illness or accident the Assistant Manager
shall be granted sick leave an the conditions set out hersunder.

(c)  The Assistant Manager shall be entitled to seven (7) days sick leave per
bi~-annum,

(d) It shall not be necessary for the Assistant Manager to iuwnish a medical
certificate In cases where the period of absence through iliness does not
exceed 1% days.

(e) The maximum amoun* of !eave per Si-annut whizh gha’i e grasesrd 'n

j’z;

3
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(f)  Notwithstanding anything elsewhere contained in this Clause the
Assistant Manager shall not be entitled to payment for absence
occasioned through illness or accident in respect of which Worker's
Compensation is payable or through injury sustained by him outside
the scope of his employment caused or contributed to by his own
negligence, fault or omission or by his participatién in a sport or
games In respect of which he received any payment by way of fee or
bonus.

6. ACCOMMODATION

The Employer shall provide High Covenant accommodation to the Assistant
Manager, his wife and their children at a rental of Fifteen Kina (K15.00)
per fortnight, The Employer shall pay all maintenance and service charges
associated with such accommodation other than:-

(a)  electricity charges; and
(b) water and sewerage charges,

7.  TRAVEL/ALLOWANCES

The Empioyer shall pay travelling and camping allowances when the Assistant
Manager travels within and outside the Province while in the perfarmance of
his functions under this Agreement. The said allowances shall he determined
by the Board.

8. HOLIDAYS

In addition to any statutory holidays, the Assistant Manager shall be entitled to
take three weeks holiday in each period of twelve months after the date of
this Agreement at a time to be approved by the board of directors

9. COMPASSIONATE LEAVE

Where the Assistant Manager can provide the Employer with satisfactory
evidence of the need for it, the Assistant Manager shall be entitled in

addition to his holidays to fourteen days compassionate leave with pay in any
period of twelve months. Any further compassionate leave with or without pay
shall be in the absolute discretion of the Employer.
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TERMINATION OF EMPLOYMENT

(1) The Assistant Manager may resign his employment hereunder upon
giving the Employer three months written notice of his desire to do so
buf no sueh notice shall be given betfore.

(2) I the Assistant Manager shall fail or neglect to comply with directions
or restrictions given or imposed by the Board of Directors of the
Employer and shall not remedy such failure or neglect forthwith upon
being given notice in writing by the board so to do, or if in the opinion
of the hoard he shall have for a period of not less than three months
tailed to discharge his duties hereunder satisfectorily, or if he shall
become unable through physical or mental iliness to discharge his duties
hereunder, or if he shall be convicted oi any criminal oifence, the board
may forthwith by written notice terminate his employ‘ment hereunder.

(3) The employment of the Assistant Manager hereunder will terminate
automatically upon the winding up of the Employer for any cause

(4) In case the Assistant Manager shall die during his employment hereunder
the Employer shall pay to his legal personal representatives the salary
payable hereunder on a proportionate basis up to his death and shall
have no liability to pay the salary thereafter.

NON-DISCLOSURE

The Assistant Manager shall riot during his employment hereunder or thereaiter
except in the proper cousse of his duties as Assistnat Manager disclose to any
person whomsoever any information relating to the Employer or its customers

or any trade secrets of the Employer of which he shall become possessed.

NON-SOLICITATION

The Assistant Manager shall not during his employment hereunder or thereafter
either on his own account or ior any other person, clan, group, firm or company
solicit, interfere with or endeavour to entice away from the Employer any
person, clan, group, firm or company whn at any time during or at the date

of the termination of his employment hereunder were customers of or in the
habit of dealing with the Employer.
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13. NON-COMPETITION

(1) The Assistant Manager shall not during his employment hereunder be
concerned or interested directly or indirectly except as manager oI the
Business in any trade, business or activity similar to or in competition
with any trade, business or activity of the Employer,

(2)  The Assistant Manager shall not at any time within years from the
termination of his employment hereunder either solely or jointly with
or as agent for any other person. clan, group, firm or company
directly or indirectly carry on or be engaged, concerned or interested
in carrying on within a radius of Four kilo meires irom any trade,
business or activity similar to or in competition with any trade
business or activity carried on by the Employer during the period of his
employment hereunder.

14. INDEMNITY

(1) The Employer shall take out a policy for personal accident to cover the
Employee up to the value of Thirty Thousand Kina (K30,000) during the
period of his employment.

(2) At the commencement of the Agreement, the Employer shall take out
~ Workers Compensation as required by the Workers Compensation Act
1958 to cover the employee.

15. VARIATION

The terms and conditions of this Agreement: may be varied by written agreement
between the parties.

15. ARBITRATION

Every dispute or difference arising between the parties with regard to this
Agreement cor the duties and powers or liabilities of either party or with
regard to the construction of any clause hereof af anything herein contalned
whether during the continuance of this Agreement or upon or after its
termination by act of elther party hereto or ntherwise shall be referred to
arbitration in accordance with the provisions nf the Arbitration Act 1951 or
any statutory re-enactment or modification thereof for the time peing in
force and Ior this purpose this clause shall he deemed to continue
notwithstanding the termination of this Agreement,
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16. SUBSTITUTION FOR EXISTING CONTRACTS

This Agreement is in substitution for any previous service agreement (oral
or written) between the Employer and the Assistant Manager which shall be
deemed to have been terminated by mutual consent as from the date hereof.

17. NOTICES

(1) Notices to be given under this Agreement to the Assistant Manager may
be dellvered to him personally or posted to such place of residence as
may for the time ieing be provided for him by the Employer.

(2)  Notices to be given under this Agreement to the Employer may be
delivered or posted to its registered office for the time heing or
otherwise given in the manner in which documents may bLe served upon
the Employer by virtue of the provisions of the Act under which the
Employer is incorporated.

(3) Any notice posted in accordance with the“ioregoing provisions shall be

deemed to have been received on the seventh day after it was posted.

IN WITNESS WHEREOF the Employer and the Assistant Manager have exacuted
this Agreement on the day and year first herebefore written.

' THE_COMMON SEAL of

MAMIRUM TIMBERS PTY

LIMITED was hereto aifixed by order
of Its Board of Directors we certify -
that we are the proper officers of the
said Company by whgm..ar_in whose

N

be affixed to A&

g/
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in the presence of
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MALAYSIA OVERSEAS INVESTMENT (PNG) PTY. LTD.

P.0) Bnx 236, Kavieng, Noew Ireland Province. Papua New Guinea
Schedule 14 o1: 1: 87 000077

Deex QGeandd S,

¥Yarlismentary Nomber for Keavieng Open,
Hlew 1reland Frovince.

RE 3 FERSONAL FINARCTLL ASSISTANCD

Thank you for yarr lettor dated 24th July, 1987 and the oantents of the letter
s notod with {hem,

Tleane euprly 4o us A copy of your expenses,
de will be willing to aosist you with K 2,000 after the coming shirments
Thank youe |

Yourd falthfully,

ané_a Sia s
S e S

I'onaging Di::eotor; -




MALAYSIA OVERSEAS INVESTMENT (PNG) PTY. LTD.

P.0O. Box 236, Kavieng, New Ireland Province. Rapua New Guinea

Schedule 15 et July 1987 000078

The Fremior

I're Teodi Anim

Yer JImclond Trovinee
Kavieng.

1% dear Iremior,‘

Ris A WOPD F " THIK YoU "

On Vebalf of #he Comremy rx) #he Mnngemont Stoff, we would like to rry a big
" Adenls you M do yo md your Oeveamment for spen'ing trevondoun of youe
voluable +ima in iroming out the disputes smd problems ingligeted by Alphones
I'ariupy Father Dovid, A, Williors, some political losors and many othor misled
Paople living around Ugelik Island, Metrekasing, Moikenonom and other TEHP

<%

ercifle

Ls a foreign Contractor, we are awnrded Meminmm Timbers TRP comcecsion of
Tow Tanover Island, and wo will follow and £bide the Tuloz and oonditiong A
sot domn by both 1o Iational and Provineicl Goverrments. : ‘

e vil1l give our full suppact to you amd oerry ocut mare develomment to the _
Trovince amd the Inlmid,

Lant tut not leant, our loyalty mx sincerity to you and :our Govormment
ramaing forevers .

Thenk yeu Fremier amd all your Ministerial and Deprrtmontcl Bteffe
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MORNEAT NEA24L92 0000 (J
SIAMD0N PERLG270 : .
HORNEAD NT4A24732

o -

z25/8/87
ATTENTION :- MR. BRYAN PRIESTLY
AS FER TELEPHONE CONVERSATION WITH MR. BRYAN PRIESTLY ON 25/8/87.

1. 1 GERARD SIGULOGO-SECRETARY M.T. AUTHORISES HENAO CUNSSING-
HAM N €O TO RELEASE COURT INJUNCTION AS PER MOI N MT TIMBER

OPERATIONS AT TABUT AS THE LOG-SHIP IS MOVING INTO THE AREA
RIGHT NOM.

2. SUCH ACTIOM WOULD ASSIST REDUCING COST OF DAMAGES BY
MAMIRUM VTIMBERS P/L. :

WITH THANKS,
GERARD SIGULOGO

BOX 31 s KAVIENG.N.I1.P.
rannn
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.’ BOARD MEMBERS PRESENT :-* ' '

: i. " Peter Lam
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schedule 17

»

MAMIRUM TIMBERS PTY

\~-.o
000 180 el

LID

BOARD OF DIRECTORS' MEETING

PRER

gggggz ' Provincial'Governmentltobby Rdémi*%~*“
DATE: = 27/8/87 .

2. Anania Pasjin- 'n
" 3. Herman Ngumﬂkiutes :
4. Ravalpak Buka
. Lais Kuak
. baniel Siriwan‘ \
Vilvilau‘Posopilaﬁ o S
. Silawin Joseph
. Aiphonse Mariue - éhaiimon'

ABSENT
Salatiel Patduik _

Malpo Joseph
OFFICERS PRESENT

Mlcah Kusak - Manager
. '_-‘*’\

Gerard ngulogo - Secretary"

OFFICERS OF PROVINCIAL GOVERNMENT

Ferdlnard Smare - Hxnxster for Commerce ;;l{{~

e -

Joseph Kuaisombz - Bu51ness Development Offlcer ,V'“f;

Peter Wapela - Forestry Offxcer.fff{ .,;T ;
OBSERVERS A.;:"-{-i~o;;-ﬂ jﬁai‘ A

Gerard Kasik - 0ngalik Village

Johii Lapan - Noipuos village

PRAYER

Siaman - Mr Alphonse Marius i askim

miting long wanpela.prayer.

mi - Gerard Sigulogo long

opim
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miting.

.. 10. - MINIT BILONG LAS MITING

* ~Motion SR ST

‘meating bilong namba 16/6/87,

Motion

i orait tasol. . S ‘ ; 3%
vilavilau/Ngumakiutas ._“f%'ii i
Olgeia iorait S "';;'fd ép'% |

' o DR e ST R
‘Manager - Micah Fnsak i redim tupela leta na bodmembas itok " .*".~

. ‘.g\-‘: :':‘%x_— oL e ;:_::::.,.Q;.;__ .. .t
) LT NIRRT T
T ’ | 00008t -

VELRAY e

Mr Alphonse Marius i tok yumi gat guorum pinis na miting imas

_stat. Fmi itok welkam lens ol Bod membas na itokim ol sapos Oli’ﬁ#

gat sampela hevi orait oli mas autim ol dispela hevi long dispel

a 7
as

Mr Vilavilau imov bai dispela mitiné itokoraitim hiﬁitxiiléﬁéﬂc
vilavilau/Lals
_Olgeta iorait

BISNIS IKAMAP LONG MINIT BILONG LAS HITINC

a) Logging and Marketing Agreement ""-fkf RN

Long dispela toktok Mr Micah Rusak itokim miting olsem ..
despela agrimen istap pinis long Forestry ma oli wok . " %7
stretim bihain bai oli bringim ikam bai kampani ilukluk long
en. Mr Marius itok ino hamamas long Forestry long oli slow -
tumas long bringim dispela agrimen. T R PR AT

~Peter Lam imoa olsem bai yumi lusim dispelalagrimen lon§ hanﬁlgig'

bilong Forestry Officers bai oli pinis wok long en na bringim ... -
ikam kwik long kampani. o ) S e

Peter Lam/Vilavilau - - e ‘.fjlf:f;;?fﬂii;ﬁ =
Olgeta iorait . _f  L .‘“:.;555=1'ff; SR

Motion

vilavilau imoa olsem dispela bod i tokoraitim bisnis bilong ﬁi@itf

behain dispela tupela leta iken kamap taem yumi toktok long
wok bilong Gerard Sigulogo na Micah Kusak. Ibin nogat moa

leta ibin kamap. . .

-

ACCOUNTS .
Mr Micah Rusak ikliaim long olgeta bodmembas olsem ol accounts
istat long 1984 inap nau istap pinis long han long kampan§ akaunter
long Rabaul. Sapos akaunten iredi im pinis orait iken bringim
ikam long dispela Bod miting bilong lukluk long en na tokorazt}m.
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“bilong mani tete long hal bilong ol Bg@memhas. ER

. Long toktok long dispela kot ol Bodmembas ibin askim Hrvﬁ; h;ri&s.t

~ kampani na kontrekta iet bai i mas stretim ol hevi istap namel
. ot : e 2T Ty

-
.
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' x
Hr Marjusii askim Mr Kusak sapos inap long stretim liklik pxksa}7

e Uy U I ey

o

i/ Kusak itok - nogat olgeta ripot bai kamapusapnggk?hépeh.
/ipinisim wok bilong en, - Lo T Sl s

Motion

ra ; wes 2L

Mr Vilavilau imuv bai disbela Bod i 6rai§ long larimhdlgétag
toktok tilong moni bai istap inap ripot 1kamilong akaupten.v

Vilavilau/Peter lam o7 )
Olgeta i orait . . s _:“} fi;;igﬁi
TOKTOK LONG KOT (COURT INJUNCTION) SRR

- .. . e . 0t
~ B . - e~ - e .
" b3 U
-

long husat tru i tokim em long go putim dispela kot?.:

S,

Mr Marius itok em ol landowners ibin tokoraitim em. - et
Mr Lais i askim Mr Marius we stap minit bilong dispela landonwers
miting na bilong wonem yu no bin laik kam pastem na kisim :
tokorait long ol Bodmembas. . -

Mr Anania Passingan itok olsem em ino save long wénbeia‘ﬁifihé T
yumi long Bod ibin holim bilong tokoraitim wanpela kot. E:-Jgj;;::
Mr Marius i singaut bikpela igo long Bodmembas na itok oli néé&ﬁc
save long wanpela samting. : B A

Mr Gerard Sigllogo ikliaim olsem Mr Marius iet i sainim ol pepa :
long kot aninit long naem bilong Mamirum Timbers Pty Ltd na tu =~
sapos MOI ilusim bikpela long dispela sip bai kampani bilong .. 0.
yupela bai baem bikpela moni tru. T O R A ra SOp

e =
e

o . e T U
Mr Vilavilau itok yumi mas stopim dispela kot na ol offisas bi

long yumi olsem oli istatim pinis.

Motion . o R

. . . LI N
L d -

Mr Vilavilau i muv olsem dispela Bod miting ino bin tokoraiti &
Mr Siaman (Alphonse Marius) bai i kirapim dispela kot. . Na Bod ~~:-
i tokorait olsem bai oli noken baem moni igo long Lawyer (Henao .-

Cunningham) ibin holim dispela kot. Na Bod i tokorait bai i askim :
Lawyer (Henao Cunningham) inoken go het long dispela kot. - "

.. Vilavilau/Anania Passingan .
. Olgeta i orait _ *
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————
1

i) Director -

Em toktok long senisim Mr Joseph Malpo
Moipuos village. ' o o

Mr Micah Kusak itok bai Mr John Lapan ikamap olsem ;aﬁpéiééfi

Bodmemba bikos Mr Malpo iet ilaik pini;.1qng_stgpflong-§§£?e;
Cee e e P T R o

Bod of direkta. R - S5 S -

N3

Ibin gat planti toktok ibin kamap; long John Lapéh olsem """
wappela bodmcmba. e O e

Motion ' ' ,'.“'qu. L

Peter lam imuv bai dispela Bod miting i oraitim Mr John Lapan .
i kamap wanpela memba bai kisim ples bilong Mr Joseph Malpo s
na Bod i tokorait tu bai Mr Malpo bai ibringim wanpela leta
ikamap long Bod long toksave long pinis bilong em. -=iig %

Peter Lam/xgvalpak | ;~:' ‘ R e
Olgeta i orait o

ii) Chairman

AP

Long dispela taiem Mr A. Marius ikirap na i askim Bod of
dairekta bai em igo autsait na igo na ino laik sindaon . ..-
long miting. . . : L e

oIN
P > T et i",*é: o
C gLt e g 2T

st ey

Motion ' S R
A——— ' 2 SRR

Mr Vilavilaw i muv long diépela mitiﬁg i tokorait bai‘éhéirméhvf‘
Marius igo aut long dispela miting na Mr Siriwan (Vice - Chairmar
bai i ronim miting. o ’ e R R

-, N B e . cT - LT 0

ety

B Vilavilau/Ngumakiutas . =~ . : -;'52' o
Olgeta i orait T S I e
Long dispela hap taem Mr Siriwan ikam na kisim sia né'ikolim’gig
nomineisen bilong nupela siaman. . 'iiﬂ?‘:“ x TRt A

<«

Nomineisen

1. Mr vilavilau - Anania/Petethahf.ff”“‘

. . e C . S ) A “ e - c “‘~"—.~):- “'rl." Fig
Em Anania i nominetim Vilavilau na Peter Lam i sekoni

2, Mr A. Marius - Ngumi/Viiavilau . R
Em Mr Ngumakiutas i nominetim Marius na sekon em long .
Mr vilavilau. ' ' : o S e

. ™~

. ,gption
Mr Anania Passingan imuv long nomineisen iklos

A. Basgingan/John Lapan

-

Ve T et Lo

" Olgeta i orait
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' Orait dispela el-ksen ibin kamap long sekeret balot na tupela
ofisa bilong Provncial Gavman ibin lukautim.

Hupela Siaman

1. Nr vilavilau Posopilakh- 17 . '_:f' - f‘_‘,i_j':
2. ' Mr Alphonse Marius - 2 N

) Dlspela miting ibxn tok hamamas long Hr V11av1lau olsem nupela
- siaman b1long kampani nau. - '. S ;LT. ﬁ~. :.;,,
Mr Peter lam itok orait bikos siaman blpo, nau tasol i askxm Q{;{
strong yum1 bai em i mas stap 1et long sia inap kot ipinis. - _.

Mr Kavalpak ito¥ ncogat em :Mr Marins inoken stap moa long 51aman k
bikos ino save }laik wok bung wantaim ol offisa bileng kamproi .-~
na nambatu em igo kamapim kot hia ma ino kisim tokoralt long
yumi .

'Mr Lam i tok ken, iorait olpela siaman (Alphonse marius) imas -
pinis long nambawan de bilong September 1987 na nupela siaman = ..
(Vilavilau Posopilak) bai imas istatim wok bllong en. ..o
Motion - | |

Peter Lam i muv olsem dispela Bod of Dairekta i tokorait bai
yumi appointim nupela siaman bai em kisim wok bilong en long
1st September 1987.

Peter Lam/Silawin
Olgeta i orait

16 . KAMPANI - SALIM OL MAN BILONG MATIK LORG XOT

[}
4

Motion T e ST
Mr Lais i muv olsem dispela Bod i oraitim Manager - Micah Kusak
na tupela Bodmembas long go long Port Moresby na sanap makxm
kampani loéng dispela kot.

) Lais/Kavalpak
Olgeta i orait

17. AFPOINMEN - MANAGING DIRECTOR

Motion Lo : I IAf?*\;f;;;“

Lais i muv dispela miting bilong Bod itok orait bai Mr chahtmf
Kusak i kamap olsem wanpela Hanagxng Dlrector bilong Mamlrum =
Timbers Pty Ltd - . Sl

L .- . - R T

Lais/Ngumakiutas
Olgeta i orait

12.° NOTICE .BILOI'G F1I'IS WOK -~ SECRETARI MT

Mr G. Sigulogo i givim toksave bilong en bai em i pinis olsem
Secrotary bilony kampani long namba 30 November 1937.

Mr Siriwan itok em i bikpela samting tru na yumi olgeta ibin
lukim pinis bikpela wok bilong Mr Sigulogo yumi olgeta iken
tok tenk yu long en behaien sapos em pinis tru.



'19. FORESTMIL - TRAII'ING

EETRT - S T 8T - ,0360353'—:_*;5

Mr Peter Wapela (Forest) em,i tok behain iet, yupela ol Bod
imas lukluk gut na kisim wanpela man save bilong wokim ol
Aispela wok bilong yupela. oL

‘Motion - - - - e, ST PR ‘,: .& - 1, JA ST et

Mr Lapan i muv long ol Bod of Dairekta i tokoraitim dispela '

[

tripela mun bai G. Sigulogo- istap wantaem kampani inap em ipinis - :

ER XY

_long namba 30 dei bilong mun Novemba 1987.. .. ..
'iiaééh/Kavalpak’ 5—"3f13;??3’{{13€;
-Olgeta i orait . AR R

lotion

Peter Lam i muv long dispela Bod of Dairekta i tokorait T
long Mr Vincent Pasinganvung na Kaiga Bunpalau bai tupela igo

kisim skul long opratim Forestmill. Bod tu i tokorait bai o
kampani iet i baiem olgeta expenses bilong tupela.-“-,ﬁimﬂﬁ;

Peter Lam/Anania Passingan .. - PRI

GENERAL BISNIS =~ . R o

B ST

Gavman - Bodmemba - MT Mr Kuaisombi itokim bod mitiﬁg olseﬁnzsf‘g

igutpela bai kampani imas gat wanpela gavman man istap longléq;f;

Bod of Dairekta.

Daitekta RKos - . o : - oy L

. . SR TERRL L i AN

Mr Ruaisombi itok ken bai oli statim wanpela kos-né‘oli laikfﬁ_ff
.tru ol dairekta imas kamap long dispela kos. - . ' . e

L

Motion ‘?
Mr Vilavilau i mav bai Bod of Dairekta i lukluk long tupela ;';fi}:;u
tingting hia na mekim disesen long en long narapela miting. SRS
“ ‘Vilavilau/Ngumakiutas N o
. Olgeta i orait -
- Miting i klos 5:00pm L "é i

GERARD SIGULOGO . - - , -- ., . ) .
Company Secretary Co R
Mamirum Timbers Pty Ltd
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RESOLUTION OF THE BOARD OF DIRECTORS OF MAMIRUM TIMBERS PTY LTD L1"YJTED

-

- onh the Court injunction against M.O.I.
it was resolved on the 27/8/87

asi-

nphat, this Board did not authorise and endorse Alphonse

Marius Soiat - to instruct Henao Cunningham Lawyers' to take
M.0.I to Court and that this Board withdraws those instructions
completply it further resolved that Henao Cunningham Lawyers
discontinue the action completely forthwith and that the company

MAMIRUM Timbers will not pay for legal expenses t
Lawyers". '

o Henao Cunningham

-

Moved by Vilavilau/seconded by Anania Passingan

Voted 7 for and 2 against

r‘mco

FCRETARY
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OMBUDSMAN COMMISSION
OF
PAPUA NEW GUINEA

Ex /g

TELEPHONE: 259955 P.0.BOX 852

[ .

, BOROKO

_I Date: 20 October 1987APUANEW GUINEA

Gerard Sigulogo, MP Our Reference:L. 904/56n

Member for Kavieng Open Action Officer:
C/- National Parliament Designation:
Post Office
L— WAIGANI _l Your Reference: <
Date:

Dear Mr. Sigulogo

RE:

OVERSEAS TRAVEL

The

Ombudsman Commission has been informed that you undertook

an overseas visit in early September 1987 and returned from
Singapore in late September.

The
the

Members of the Commission in their endeavours to enforce
Leadership Code expect and require leaders to advise the

Ombudsman Commission about trips taken within Papua New
Guinea or abroad pursuant to Section 12 of the Organic Law
on the Duties and Responsibilities of Leadership; and there-
fore request you to furnish the following information in
detail for consideration:-

The reasons for your travel.
The itinerary of the whole travel.

The flight details including the E.T.D. from Port Moresby,
stop-over ports and E.T.A. at your destinations.a.q tiec e «

Who funded your travel?
Which hotel/motel did yoa stay whilst abroad?

How were these hotel bills funded (we réquire copies of
such bills please)?

Full particulars of people, companies and/or individuals
you stayed or dealt with.

Full particulars of any gift you received whilst abroad.

e eed/2
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9. Any other matters you may wish to inform us.

We thank you in anticipation.

Yours sincerely

C MAINO AOAE
CHIEF OMBUDSMAN
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C/- P O Box 130,

Kavieng. NIP.

22nd October, 1987

The Chief Umbudsman Commissioner,
Ombudsman Commission

\ P.O. Box 123,

% KONEDOBU. PNu.

Dear Sir,

RE : ELECTION GIFTS

.1 am furnishing to the Leadership Section what could be regarded
% as election gifts for the purposes of declaration.

[ A
&

The ioliowing are:-

A B e

“ (1) CLEMENT TONG donated K200.00 towards my campaign
’ fund.

- {2) MORGAN SEETO donated K203 to the fund.

{3) KAMESCO donated £20.00 to my campaign fund.

B
% ,

I hope this could clear the way as I lcarned of late that a declaration
" on the above shoula be made.

Thanking you in advance.

" Yours faithfully, *

. ..ﬂmm....‘.’....

"~ GERARD SIGULOGO MP.
/ KAVIENG OPEN

S

ESCTN RS Tl oy L
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P.0. Box 236, Kavieng, New Irelard Piovince. Rapua New Guinea 00009‘3
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Dear Gir

This serves to inform you that if our Rugby Team Taxiam ocan win the FINAL
mame, we Wwill ppensor anoiier Iina 1,000 to tho Clube

Tlcare inform nll o dear plerers to try their top r-111 to '14110 all their
corpetitorns Ve win' 1o res bt our tetn gote the tops

Thon't youe

Yourn faltefully y-—

\y/.ncia Sia \_____’/
ptim—
lianaging Pirectors
T e e
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INTRODUCTION

The Commission's initial involvement with Tabar LFA was
gquite dramatic. Irregularities in the LFA declaration
had been noted 1in hearings in Port Moresby and according
to DOF files no operation should have commenced. During
the Commission's first week of sittings in New Ireland it
received information that equipment had been landed on
Tabar Island and operations had commenced. Provincial
Forestry officers had no knowledge of what was happening
despite the full-time presence of an officer on the
mainland at Konos who had no (other) active project in
his area.

On Sunday 13 December 1987 the Commission and medila
representatives accompanied Mr Johnson Mantu (FAS
Resource Development DOF) travelling by helicopter to
Tabar Island to assess the position. After overflying
the Tabar Island coastline (seeking to 1locate an
unloading point) and then the forest area, a bulldozer
was seen through a break in the forest canopy, clearing a
road. On closer inspection a camp was located and the
party landed at the camp site. Initial inspection
disclosed a camp with three sleeping dormitories and a
road under construction. Further inspection showed that
over 2 km of road had been bulldozed and disclosed other
equipment hidden under the tree cover including another
bulldozer, two front end loaders, a tow truck, a powerful
generator and a large shipping container holding snigging
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cables, chain saws, axes, spare parts, tool kits and
other 1logging equipment. Evidence was taken on the spot
from the Camp Manager Harry Phillopo of Llyir Island and
a Hong Kong citizen WAT KWONG WAH. Two other Hong Kong
citizens were located named LAM TAK MAN who claimed to
speak no English and CHUNG CHIEN MAN who was too i1l to
speak at all.

As a result of these discoveries 1 decided to made a full
investigation of the apparantly 1illegal attempt to
exploit Tabar 1Island timber. Hearings were therefore
conducted 1in Kavieng and Port Moresby with the result
that the operation stopped, the equipment was removed and
some time later that equipment was advertised for sale.

The 1investigations showed that there had been blatant
disregard for, and abuse of, forestry policy and
legislation. There was evidence that the Tabar operation
was linked with widespread corruption involving the
Premier, a provincial minister, lawyer/consultant Sebulon
Watt and the timber company Santa Investments Pte Ltd.
To understand the significance of "“behind the scenes"
activities regarding the Tabar Island resource involved
studying some evidence regarding the Rasirik Suralil LFA
application which had been processed by the National and
Provincial governments more or 1less contemporaneously
with the Tabar application. In particular it involved
studying the files of Santa 1Investments Pte Ltd where
records of what appeared to be correspondence from, and
payments, to Premier Robert Seeto were discovered. The
documents are evidence that these payments were related
to the allocation of two timber resources in which Santa
was to be the logging and marketing contractor. The two
timber areas concerned were Rasirik Suralil LFA in West
Coast Namatanal and Tabar LFA. I directed that all
avalilable records relating to both these areas be
studied.

2
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As a result of that study information was extracted from :

DOF and Provincial Forestry office flles and £from the
files of Sebulon wWatt and other sources.

¢

From these records it was possible to construct a
chronology of events relating to Rasirik Suralil and
Tabar LFAs which shows the activities of Premier Seeto,
Provincial Minister Sampson Gila, Sebulon Watt, Francis
and Michael S8ia (of Santa Investments Pte Ltd),
Provincial Secretary C. Rangatin, DOF Secretary Mamalal
and National Ministers E.R. Diro and P. Torato
(Schedule 1).

When this chronology of events (as disclosed in the
files) 1is studied it provides further evidence that
Premier Seeto was, firstly, asking for and receiving

payments from Santa Investments Pte Ltd for giving his "

support for the declaration of the Rasirik Suralil LFA
and for the dealing between the Santa sponsored Sopathin
Development Corporation and for the logging and marketing
agreement between Sopathin and Santa.

Secondly, it provides evidence that, during those
continuing negotiations, Provincial Minister 8ampson Gila
joined 8Seeto in seeking and receiving payments from Santa
in return for supporting the declaration of the Tabar
LFA, and for supporting the dealing between Tabar Timber
Development Corporation (TTDC) and the landowners and the
logging and marketing agreement between TTDC and Santa.

Although the two LFAs involved separate timber areas the
applications and approvals and the secret negotiations
and payments involved the same parties and overlapped in
time. The true significance of what happened in relation
to Tabar can only be understood if the activities in
relation to Rasirik Suralil (which preceded and then

3
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4

continued on after the Tabar application) are also taken
into account.

For this reason although this Appendix is devoted to
Tabar LFA, some detailed description of, and comments
about, Rasirik Suralil LFA are 1included in the text.
Relevant correspondence between Premier Seeto and Santa
Directors Francis and Michael slia is 1included as
Schedules 2-8 and this aspect is discussed in some detail
undexr the heading "Improper Benefits" below.

BACKGROUND TOQ TABAR LFA
The Tabar Island group, consisting of Simberi, Tatau and
Tabar 1Islands, lies offshore to the north of Konos in
Central New Ireland. Exploitation of the timber resource
on the Tabar group was very largely an initiative of
Sebulon Watt (a New Ireland lawyer and timber consultant)
and his consultancy companies, Niubils Enterprises Pty
Ltd and Byron Consultants Pty Limited. He was assisted
in his initiatives by £former New 1Ireland Provincial
Government Minister Sampson Gila who 1is himself from
Tabar.
The Tabar group had apparently been forest surveyed in
the early 1970's but no exploitation followed. In 1983
another survey was conducted on Tabar 1Island. The
report, quite importantly, noted the peoples' wish to
exploit their timber area, but concluded that on the
results of the survey:
*the area be considered under one of the small
scale timber business ventures such as would
operate under NTA or the Private Dealing
Ordinance. The reason being that there is very
little resource available to cater for a larger
scale timber development that would really
benefit the people of the area. An

establishment of a forest mill sawmill would be
recommendable".
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In 1984 a patrol visited the Tabar Group and a similar
view was expressed. It was said that New Ireland would
soon run out of timber resources and that the outer
islands were the reserve which would serve Eo supply sawn
timber for the Province's domestic needs. Assistance to
supply a "small portable forest mill" was suggested.

Tabar Timber Development Corporation Pty Ltd (TTDC) was
incorporated on 19 July 1985. It was formed as a land-
owner company with 1landowners as directors and share-
holders. The shares were held by clan representatives in
their own names but they were understood to hold the
shares on behalf of their respective clans. The company
was formed to promote the exploitation of the Timber
Resource and to manage the "“development" expected to flow
from that exploitation. Provincial member Sampson Gila
was a director and held a share on behalf of his clan,
the Natitau.

THE SANTA CONNECTION
Apparently the procedures to gain approval to exploit

Tabar commenced on 10 January 1986 when a receipt was
issued for an undated LFA application. The proposed
Tabar LFA was referred to by Premier Seeto when he wrote
to Santa seeking benefits on 23 January 1986 (see
Schedule 4) and the application was actually dated 24th
January. It was discussed by the Provincial Government
in accordance with normal New Ireland practise and on
26th February the PEC resolved to support TTDC LFA
application £or Tabar. Oon 27 February 1986 the PFO
Kavieng forwarded the LFA application, the proposal and
the PEC decision to the DOF. The size of the LFA to be
declared was stated as being 4890 hectares but there was
no map and the area was not defined by any metes and
bounds description.

Acting S8Secretary Kari opposed the application but on
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2 April 1986 Provincial Minister Sampson Gila visited
Minister Diro pressing for the exploitation of Tabar
timber. On 24th April, Sebulon Watt's consu}tancy company
Niubils Enterprises Pty Ltd was incorporated and Santa
Investments was, by then, definitely interested in Tabar
timber and its lawyer had rewritten the Wwatt prepared
Logging and Marketing Agreement. On 28th April the
Dealing between TTDC and the landowners was signed and
the Logging and Marketing Agreement between TTDC and
Santa was signed (but dated 29th April). Provincial
Secretary Rangatin issued the Certificate of Authority on
the same day, without any investigation whatsoever. (The
certificate had been prepared by Watt who brought it to
his office as he and sampson Gila were about to fly to
Moresby with the LFA application and the other documents.
Gila assured him it was 1in order.) All these documents
were addressed to the Minister by a Niubils letter dated
28th April. On the same day Seeto wrote to Michael Sia
requiring, amongst other things, that 5% of the FOB
price to be received from the Sopathin and Tabar

operations should be paid to the Peoples Progress Party
(Schedule 7).

Before and during this same period there had been exten-
sive dealings between Wwatt, Seeto, Santa Investments and
Minister Diro over the declaration of the Rasirik Suralil
LFA and the Dealing between Sopathin Development and the
landowners and the Logging and Marketing agreement be-
tween Sopathin and Santa. Large sums of money were being
paid out by Santa to Sopathin, Seeto and Watt during this
process. (See chronology Schedule 1 and the "Santa
Correspondence® Schedules 2-7). Rangatin had also issued
a certificate of authority to cover the Dealing in that
area once again without any investigation.

On Sth June Minister Diro purported to assent to the
Tabar Dealing although the LFA had not yet been declared.

6
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Oon 9 June 1986 it is recorded in Niubils Corporate
Register that a Board Meeting of Niubils was held at
which Watt, Seeto and Gila were present. Gila was elected
Chairman of the Board and Seeto was apbointed as a
Director. It 1is evidence of the close relationship of
the three in connection with these timber applications
and Mr Watt was unable to offer any innocent explanation
for that meeting.

By 10 September 1986 Santa had commenced funding TTDC
(as 1t had previously done for Sopathin) and it advanced
TTDC K1,200. Then, on 14th October, Secretary Mamalal
briefed Minister Diro on the Dealing which Mr Diro had
already signed. Mamalal pointed out that the LFA had not
yet been declared and that no plan or description of the
area had been provided. Although Mamalai's clear duty
was to advise the Minister to defer approval, he advised
the Minister to communicate his approval of the
Declaration to the applicants so that formal documents
could be prepared for his signature. DOF sought a map of
the area from the PFO Kavieng and on 28th October Santa
sent its proposal to DOF 1indicating that it wished to
commence roadworks in November.

Oon 1l1th December Mr Torato unexpectedly replaced

Mr Diro as NMinister for Forests. Meanwhile there is
strong documentary evidence that Santa was paying out
large sums of money to Premier Seeto. Watt also was
seeking K2.00 per m3 from S8anta's share of the Sopathin
log sales in payment for Niubils' bill for negotiating
Rasirik Suralll for Santa. Santa also was making large
payments to a person referred to in its files by code as
"Lucy".

By 30 January 1987 Sampson Gila had come into a a source
of 1income which enabled him to apply his savings to pay
K4,800 deposit on a K48,000 house which was to be

7
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financed out of virtually his whole Provincial pPolitical
salary. (His explanations for the source of his payments
and everyday living expenses was unbelievable - see below
under "Improper Benefits".)

on 2 March 1987 Minister Torato finally signed the Tabar
LFA declaration over an area of 24,688 ha. (more than 5
times the size of the area originally requested) and the
LFA declaration was published in the gazette on 19 March
1987. The Dealing and the Certificate of Authority
referred of course only to the landowners of the original
4890 hectares (and not even alil of them were

represented).

THE LOMBDA CONNECTION

By this stage however Santa had lost interest in
exploiting the limited resource on Tabar (possibly
because its Sopathin operation had commenced) and Watt
was hnegotiating, on behalf of TTDC, with Lombda Pty Ltd
to take on the role of contractor. (Lombda had been
involved as a contractor for Leytrac in the Kamdaru area
of Namatanai District - see Appendix 5 to this Interim
Report.) These negotiations lasted from May ¢to
September 1987 and were complicated by the fact that DOF
kept pointing out that Lombda did not have the necessary
NIDA registration nor experience in the timber industry.
In any event, while those negotiations were continuing,
it appears that Wwatt had already decided to become
involved as the contractor himself through his (by then
inactive) company, Byron Consultants Pty Ltd. The
application for approval of Lombda was allowed to wither
and Mr watt found a financier and set about restructuring

Byron Consultants.

Ascertaining the true facts began with the visit to Tabar
island on 13 December 1987 and proceeded as outlined in

8
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the Introduction to this Appendix. Having discovered an
illegal operation in action and bhaving 1interviewed
witnesses on Tabar 1Island, I returned to Kavieng and
immediately summoned Sebulon Watt. When 'he commenced
giving evidence he was not aware that the Commission had
flown to Tabar Island.

The early part of Mr Watt's evidence was evasive about
the true ownership of Byron Consultants and about the
nature of the operations which had commenced on Tabar.

He said that he incorporated Byron Consultants on 10 May
1983. The directors and shareholders (each of one K1.00
share) were Sebulon Watt, David Carpenter and Silamita
Tangurin. Byron Consultants had operated some years
before but Watt said in evidence that he had ceased using
it and now wused Niubils instead. He swore that Byron
Consultants was owned 50% by himself, 40% by his wife and
10% by David Carpenter. When acting for TTDC on the LFA
application, the Dealing, and the agreements with Santa
and Lombda he said that he had used Niubils.

Watt sald that when negotiations with Lombda ceased he
drew a logging and marketing agreement between TTDC and
his own company Byron Consultants and had it signed.

wWatt stated that the agreement had not been submitted for
DOF approval but that Byron Consultants had not started
operating yet. He said that steps had been taken by the
company to obtain finance and that he had asked the
financier - Benson Lee of Port Moresby, who is an
Australian citizen, to put forward a proposal and
background material for NIDA application for his
consideration. He said no proposal had yet been put
forward, that 50% equity in Byron Consultants was now
owned by Benson Lee and that he was aware NIDA approval
would be required. For this 50% interest Lee would
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provide all the capital and had already provided K19,000
of which K14,000 had already been spent on expenses.

Watt said that he was aware Benson Lee had suppllied a
bulldozer which had been landed at Tabar to do roading
work and to £ill in a swamp while the proposal was being
presented to NIDA and DOF. Byron Consultants was to
supply the staff and he had sent Harry Labob (the
proposed general manager of operations, also known as
Harry Phillopo) and three employees to 1land the
bulldozer. He said he had instructed TTDC directors to
construct a logging camp and build workers' sleeping
guarters.

After he was told that the Commission had just visited
Tabar he reluctantly expanded on his evidence to some
extent but still denied knowledge of what was happening
on Tabar and he swore that he did not know of Suben (PNG)
Pty Ltd. He expressed surprise that there was logging
equipment on Tabar. Under cross examination he admitted
that he knew all about the equipment and in fact helped
load it onto the barge in Rabaul.

After an overnight adjournment Watt sought leave to tell
the whole truth 1if he could be guaranteed he would not
face perjury charges over his previous evidence. I
granted that request but commented publicly that, as a
lawyer, his conduct before the Commission amounted to
disgraceful conduct and a gross breach of professional
ethics.

In summary, the £final version of Mr Watt's evidence was
that he had entered an agreement with Benson Lee and June
Kong to finance the Tabar operation. They agreed on
condition that Elias Vuvu and Peter Au should become
involved also and thelr group would hold 70 per cent of
the equity 1in Byron consultants and the existing
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shareholders, Wwatt, his wife and David Carpenter, would
retain 30 per cent.

In anticlipation of this restructuring the'equipment was
purchased/leased in Hong Kong and sent to Tabar with his
full knowledge and participation. He had given
instructions to commence 1logging as soon as possible and
to have 2500 m3 of 1logs ready to ship out by January,
1988.

wWatt conceded he had made payments to Sampson Gila
totalling over K4,000 between September and November
1987. These (he said) were for 1labourers' wages,
transport, "directors' allowances" and for landowners'
meetings. (These were in addition to a sum of K2,000 he
had given to Gila on behalf of Michael Sia - as to which
see under "Improper Benefits" below).

Watt agreed that the operation had no chance of gaining
legal approval and that he had created false expectations
in the landowners and positioned the equipment in order
to force the government to accept the operation once it
had commenced. Even at the time of the public hearing no
applications had yet been made for NIDA or DOF approval
for this operation.

In making this 1nvestigatidn, evidence was taken from the
following witnesses:
On_Tabar JIsland:

Harry Phillopo (Labob).

A PNG citizen who described the 111ega1 use
of Asian labour and the environmental damage.

Wat Kwong Wah
In Kavjeng:
Chris Rangatin (former Provincial Secretary)

8ampson Gila (former Provincial Minister for Works)
Sebulon Watt

11
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In Port Moresby:

Benson King Fai Lee
Managing Director of Suben Pty Ltd which is a
foreign company owned equally by himself and
his PNG wife but controlled by him.

June Kong (Kong Wai Fan)

Elias Vvuvu:
Director of the Post and Telecommunication
Corporation who was to be figure-head Chairman
of Directors with a 5% share of the equity.

In Port Moresby the Labour Department records and the
files of Pannell Kerr Forster, Accountants, were also
produced.

With the exception of Elias Vuvu, Harry Phillopo and
possibly Mr Rangatin, all the other witnesses 1in this
investigation 1indulged in deliberate evasion and false
testimony from the witness box. After fully considering
their changing testimony and after studying the documen-
tary evidence I make the following findings of fact:

Sebulon Watt promoted the idea of exploiting the Tabar
Island timber to the Australian citizen Benson Lee. Mr
Lee and his Papua New Guinean wife each own 50 percent of
Suben (PNG) Pty Ltd. ‘Mr Lee agreed to help circumvent
the 1labour laws by recruiting expatriate staff for Suben
PNG Pty Ltd which had previously leased a service station
near the Islander Hotel. He obtained Labour Department
approval in mid 1987 for Lam Tak Man and .Chung Chien Man
to enter PNG as Workshop Manager and mechanic for his
defunct service station but with the intention that they
would work in the Tabar operation.

Suben Pty Ltd was to be shown as a 65% shareholder in
Byron Consultants but in fact 30% would be held "by
gentleman's agreement" for foreign interests who would in
fact finance the operation and provide the machinery.

12
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The foreign interests were June Kong (Kong Wal Fan - also
known as Amin) and Hop Fat Trading Co of Hongkong. June

Kong wundertook to put up the cash for initial expenses
and to buy the machinery from Hop Fat Trading Co. Hop
Fat agreed to sell the equipment in Hongkong on credit.
In return June Kong and Hop Fat Trading Co were to be
undisclosed holders of 30% equity 1in Byron Consultants
held for them by Suben Pty Ltd as part of its 65 per cent
shareholding.

Elias Vuvu was brought into the deal for 5 per cent of
the equity in order to present Byron Consultants as a
company with a respectable chairman as its figure-head.

Thus at the time of the public hearing into Tabar LFA the

true equitable ownership of Byron Consultants Pty Ltd
was:

Elias Vuvu 5% Chairman of Directors
Sebulon Watt's Group 30% for providing the cor-
(Mr and Mrs Watt and porate vehicle, legal
David Carpenter) advice and political

contacts and for nego-
tiating the contract
with Sampson Gila and
TTDC.

8uben Pty Ltd 65%

(foreign Company)

Divided as follows:

35% Mr and Mrs Lee for help in managing
finance and for help
in circumventing the
labour and NIDA laws.

30% between June Kong for accepting respons-
(foreign citizen) ibility for providing
commencment capital.
and Hop Fat Trading Co for providing equip-
(foreign company) ment on credit.

After the equipment was purchased in Hong Kong it was
shipped to Rabaul then loaded 1into a barge for Tabar
Island. It was offloaded on the wrong side of the island

13
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which meant that far more roading was necessary to gain
access to the timber and at one stage an attempt was made
to construct a road across a swamp. Although Harry
Phillipo had been recruited as operations manager in fact

Wat Kwong Wah took control and used the other foreigners

as his operators.

The foreign ownership, 1lack of experience, lack of
finance and lack of NIDA approval and DOF registration
meant that the whole operation was illegal and, 1if
forestry policy was properly applied, it had no chance of
obtaining the necessary approvals. For this reason all
those involved deliberately decided to commence the
operation 1illegally before even seeking approval. Their
hope was that if the local people could see the operation
had commenced they would support it and make it
politically impossible for the National Government to
stop it. When the operation was planned Premier Seeto
and Provincial Works Minister Sampson Gila were known to
be supportive. Both had received payments from Santa
Investments when it was seeking the contract. Gila had
received further cash payments in connection with the
Byron Consultants operation. Some of this cash was used
to "gris" (sweeten) the landowners and directors of TTDC.

After this whole situation was exposed, operations were
halted, the equipment was removed from Tabar and, later,
advertisements were placed in the press for sale of the
equipment with the contact disclosed as June Kong.

The glimpse of the Suben bulldozer though the break in
the forest canopy revealed a completely illegal operation
in progress on Tabar Island under the very nose of the
Provincial Forestry inspectors. My follow up
investigations then revealed a history of illegality and

14



000108

policy breaches which has been described above 1in
connection with two of the three proposed contzaétors,
Santa Investments Pte Ltd and Byron Consultants. The
parties who remained constant throughout 'were Sebulon
watt (acting as a lawyer or through his companies,
Niubils Enterprises Pty Ltd and Byron Consultants Pty
Ltd) and sampson Gila as a director of TTDC, a provincial
Government Minister; a director of Niubils and as a
landowner.

The following comments will relate specifically to Tabar
LFA but will point to some similarities which occurred in
relation to the Rasirik Suralil LFA which was being
allocated and exploited at the same time and 1involved
many of the same parties. (The Rasirik Suralil comments
are typed in italics).

A \R , EAL ] E ATE O] }
The system operating in New Ireland is that any
application for an LFA declaration 4is submitted for PEC
endorsement before being forwarded to the DOF and that
the PEC support for the declaration is conveyed to DOF
with the application. Under the Forestry (Private
Dealings). Act the Minister for Forests must consider
various prescribed matters and come to a decision. The
LFA declaration is only effective on and by virtue of
publication in the National Gazette. The prescribed form
of application must define the area to be declared.

Then before the dealing is approved there must be a
Certificate of Authority by the Prescribed Authority that
the persons signing the Dealing represent all the
landowners of the declared area.

The procedures for approving the Tabar operation were
incorrectly applied from the very beginning to such an
extent that everything done was illegal and the result
was a travesty of justice. The causes of this situation

15
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seem to have been a combination of pressure applied by
corrupt politicians in an attempt to earn bribes from
Santa Investments, dereliction of duty by grossly
negligent (and possibly corrupt) public servants and an
overbearing willingness by Minister Diro to grant
approvals outside the framework of the legislation,
desplte (1n some cases) strong and correct advice from
his department.

Thus, wunder corrupt pressure f£from Premier Seeto and
Sampson Gila, Provincial 8ecretary Rangatin granted a
Certificate of Authority without investigating whether
the persons named in the Tabar Dealing included
representatives of all the landowners. Under corrupt
pressure from Provincial Minister Sampson Gila, Minister
Diro 1ignored cor}ect departmental advice and signed his
approval to the dealing agreement with Santa before the
LFA was declared. After disgraceful advice from
8ecretary Mamalal, Mr Diro indicated he would approve the
LFA declaration for 4,890 ha. despite the absence of a
map or a proper description of the area.

When the LFA was eventually declared by Minister Torato
it was for 24,688 ha. although neither the Certificate
of Authority nor the apblication were ever amended and it
is quite apparant that many landowners were not
represented.

The defects render the declaration and .all subseguent
dealings invalid. The defects moreover are substantive
defects going to the very basis of the ownership of the
.resource and the consent by the owners to its
exploitation.

The comparison with the declaration of the Rasirik
Suralil LFA is interesting. That application was, as DOF
advised Minister Waka and as Minister Waka advised
Sopathin, defective as it also originally contained no
map or definition of the LFA area. Minister Waka stood
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Schedule 4

FIRST SHIPMENT
PART 3

(COMPARISON WITH STANDARD 75/25 SPLIT)

If Mamirum bears export duty:
MOl Receipts
79%4 of gross FOB of K284,236.12 = K213,177.09

Mamirum Receipts

25% of gross FOB of K284,236.12

Less Expenses

Royalty K17,128.81

FIC Levy K 1,014.89

Export Levy K25,417.91

Total Expense K43,561.61
Mamirum nett receipt K27,497.42

K284,236.12

If MOI bears export duty:

MOI Receipts K187,759.18
Expense K 43,561.61
Mamirum Receipts K $52,915.33

K284, 236.12
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Schedule 4

FIRST SHIPMENT
PART 4

COMPARISON USING DECEMBER 1987 AGREEMENT

The gross FOB price was KiB4,236.12 for a shipment af
4,720.441m®; i.e. at a rate of K60.2138391 per m=.

€1) Royalties K 17,128.81
(2) FIC Levy K 1,014.89
(3) Retention fees:

104 up to KS50.00 per m=
i.e. K5.00 x 4,729,441 = K2Z3,602.205

S04 of excess above
KS0.00 per m® 0.5 x
(K10,213891x4,720.441) = K24,107.034

K47,709.24
(4) Contractor’s fee K218.383.18

K284,236.12

or put in different form:

MOI Receipts

Contractor’s fee 218.383. 18
Less Export duty 25,417.91

K192,965.27
Mamirum Receipts 47,709.24
Expenses
(Royalties, FIC Levy, export duty) K 43,561.61

g K284,236.12
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his ground however, despite clear pressure from Premier
Seeto, Provincial Secretary Rangatin and the P.F.0, and
accepted DOF advice to withold declaration.

with the change of National Government Premier Seeto
(allegedly then compromised by Santa Investments)
pressured Minister Diro who apparently reconsidered the
application and despite the defect (which DOF failed to
point out to the Minister) decided to make an LFA
declaration. Premier Seeto was advised on 12.02.86.
Subsequently Secretary Mamalai advised Minister Diro that
the declaration was in order.

The declaration was then sent to the Government
Printer without being signed by the Minister (on
06.06.86). Minister Diro, ignorant of the true facts,
authorised commencement of operations in a telex to
Premier Seeto. The error made in June was detected two
months later by DOF and eventually corrected.

Another similarity with the Tabar LFA was that in
the case of Rasirik Suralil the dealing (dated 14.02.86)
was signed before the LFA declaration. Though Provincial
Secretary Rangatin referred the application for
Certificate of Authority for investigation, he in fact
issued the Certificate only a few days after the
application was made and (as the PFO Kavieng pointed out
to him) before any investigation was undertaken.

Minister Diro purported to assent to the dealing
before the LFA declaration but after he had made the
decision to declare and authorised operations to commence
in a telex to Premier Seeto.

As indicated above Minister Diro was not properly
briefed in these respects by DOF who must bear
responsiblity. Neither the DOF nor Minister knew of the
situation regarding the Certificate of Authority.

B EVIRONMENTAL CONSIDERATIONS

Like all small tropical islands Tabar no doubt has a
delicately balanced and fragile physical environment.
I1ts few fresh water streams and 1limited deposits of
fertile solils are required to support a small population
of subsistence gardeners and fishermen who also grow
vegetables for sale on the mainland.

There 1is no evidence that these physical and social
environmental gquestions were ever put to, or considered

17



000111

18

by, the Minister when the decision to declare the LFA and
to approve the scale of harvesting was being considered.
The secret operation which later commenced, was already
in the process of causing very substantial'environmental
damage when stopped 1in its first few days by the
Commission. As the equipment had been dropped on the
wrong side of the island the bulldozer was commencing to
clear a much 1longer road than should have been necessary
and its very first task was to try the difficult and
environmentally devastating task of f£illing a mangrove
swamp. . The £1illing task was then abandoned and the road
re-routed around the swamp leaving the first attempted
road and swamp filling abandoned.

Inadeguate consideration of the environment seems to have
been a feature of LFA's declared on New Ireland.

C RESOQOURCE ASSESSMENT

Decisions were taken to permit exploitation of each of
these two areas under the Forestry (Private Dealings)
Act. In each case it does not seem that any proper
resource assessment was made by the DOF though there |is
some evidence (unverified) that 8anta Investments
expended funds for survey in Rasirik Suralil and that
Provincial Forestry staff and Santa Investments carried
out some survey work on Tabar. The lack of proper or
thorough survey is of serious concern if PNG's forest
resource are to be harvested on a "sustained yield basis"
and 1f the DOF and Minister are to responsibly assess
what rate of extraction should be permitted and the
duration of permitted exploitation. it is a matter of
elementary 1logic that if a plan for exploiting the
resource 1is to be approved the commercially harvestable
resource must be sufficient to allow the approved rate of
extraction for the approved number of years. 1f the
policy is to insist upon sustained yleld forest
exploitation the rate of extraction should not exceed
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that at which the forest can be replenished by natural
regeneration or reafforestation.

With  Tabar LFA all the indications from Provincial
surveys were that a large scale logging operation could
not be sustained and a small local milling operation was
recommended to supply sawn timber for domestic
consumption 1in New Ireland. pespite this, the "approved"
Dealing was for a term of seven years with a maximum
permitted harvest of 55,000m3, all of which was permitted
to be exported in log form. All the evidence which came
before me was that commercial exploitation of the Tabar
resource was of very dubious viability and that there is
no concelvable way the resource could sustain a seven
year project at the maximum permitted cut rates. Under
pressure for large scale development the possibility of a

smaller more appropriate development by the people
themselves was not even considered.

In the Rasirik Suralil LFA the "approved" Dealing
was a gain for a term of seven years with a maximum cut
of 55,000m3 per year this involving a resource of
385,000m3 to sustain the operation. A subseguent survey
showed a resource of only 110,000m3 which would only

sustain operations for two of the proposed seven years
{Schedule 8).

Additional resource was thus sought and this request
provoked a "letter of intent™ from Minister Torato which
created terrible problems in the Napanta Nubiu LFA (as to
which see Appendix 7 to this Interim Report).

D LOGGING AND MARKETING AGRREMENTS

Normally Dealing agreements and Timber Permits reguire
the prior written approval of the Secretary DOF to
logging and marketing and management agreements.

In the case of both Rasirix guralil and Tabar the
agreement with Santa Investments was signed about the
same time as the Dealing. <vhe Rasirik Suralil agreement
was only approved on 17.09.86 py the Secretary DOF. It
had gquite clearly Dbeen signed without approval by the
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Sopathin Board as it was only on 26.09.86 (according to
Sopathin board minutes and after explanation by Watt
supported by Premier Seeto) that the Sopathin board
accepted the agreement. The Secretary's approval and
Board approval almost coincided with the first 1log
shipment and it is clear operations commenced before
approval was given.

Though the 8anta Investments and Lombda 1logging and
marketing agreements for Tabar were submitted to DOF,
neither was approved. At the time the Commission sat in
Kavieng 1in December 1987 no other logging and marketing
agreement had been submitted to DOF for approval and yet
an operation had already commenced.

The fact that operations can commence before approval of
the 1logging and marketing agreement has frequently left
the landowner companies with a very unfalr agreement
drawn up by lawyers working for the contractor. This was
the case in both Rasirik Suralil and Tabar LFA's and is a
sad reflection on the DOF and its Minister.

SECRET OPERATION ON TABAR
This operation by Byron Consultants involved several

breaches of Policy:

(1) Firstly, Byron Consultants had previously
been operating as a genulne national company.
In preparation for the Tabar operation however
it was completely restructured and control was
taken over by the foreign company Suben Pty Ltd
which, in turn, was a "“front for foreign
financiers". ‘

The fact that even an approved national
company can be "hollowed out" in this way and
its ownership changed from within without
external sign, is a standing weakness in our
system of monitoring the sultability of
participants in the timber industry.

(11) The company which in fact began
operating was controlled and managed by persons
who had no track record or experience in the
timber industry and it was neither pre-
registered with DOF or approved by NIDA.
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(1i1) The true nature of the operator was
not made known to the landowners or the T.T.D.C
(nor of course to DOF). Throughout, it posed

as the comparatively familiar Byron Consultants
Pty Ltd which was believed to be wuhder the
control of the "trusted" New Irelander Sebulon
watt.

(iv) Byron Consultants and its £financlal
backers were in blatant and deliberate
violation of the laws and regulations governing
the employment of foreign workers. Qualified
PNG operators were being stood aside to enable
the employment of (less skilled) foreign
operators.

(v) The operation commenced before approval
for the logging and marketing agreement was
sought. This had been drawn up by Sebulon Watt
acting for both TTDC and Byron Consultanrs.
watt had an acute conflict of inrerest but did
not advise TTDC to seek independent 1legal
advice.

IMPROPER BENEFITS

Generally

The documents studied during the Tabar LFA investigation
disclose prima facie evidence of very substantial
benefits being regquested by and given to Premier Robert
Seeto, Provincial Minister Samson Gila and Sebulon Watt
(personally or though his Consultancy company Niubils).
To understand the evidence it has been necessary to
examine the records of Santa Investments Pte Ltd and the
correspondence between its directors Michael and Francis
8ia, Premier Seeto and Sebulon Watt in relation to
Rasirik Suralil and Tabar LFA. '

During my investigations into these matters I worked in
close cooperation with the Commissioner for Police and
his officers and as a result I delayed the Commission's
public hearings into these aspects to allow the police to
examine the evidence without the publicity which
accompanies the Commission's public hearings and to allow
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him to decide what charges to bring and against what
persons.

As 1is noted in the chronology (Schedule’l) there are
currently 27 police charges pending which relate to
various alleged payments to Robert Seeto. Those charges
also involve the 8ix letters which are Schedules 2 to 7.
These letters are alleged to have been found in police
raids pursuant to warrant at the premises of Santa
Investments and are alleged to be in the handwriting of
Robert S8eeto. All of those charges allege corrupt
pratices against Michael 8ia, Francis 8Sia and Robert
Seeto in connection with New 1Ireland-forest resources.
The two Sias have been committed to the National Court
for trial on the charges. The committal proceedings
against Robert Seeto however were discharged for want of
sufficient evidence in January 1989. The Public Prose-
cutor, with the two S8ias committed for trial will have to
consider an ex officio indictment against 8S8eeto so that
all three are brought to trial together. In these
circumstances although those matters fall squarely within
the Commission's terms of reference I have refrained from
further investigation into these activities of Premier
Seeto and the Sias. To 1investigate further could be in
contempt of the Court dealing with those criminal charges
and could possibly interfere with the fair trial of the
three men. The existence of such evidence which has led
to criminal charges and to committal £for trial must
however be of the gravest concern.

There are other matters disclosed by the records of Banta
Investments which “cry out" for investigation touching
its timber operations in New Ireland and Gulf Provinces
and generally (see Appendix 3 to this Interim Report).
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These include:

(a) the advances to Sopathin Development
Corporation and recouping those advances;

(b) the role of Sebulon Watt and his companies
Byron Consultants and Niubils Enterprises;
the advances to Watt and his companies and
the accounting for and recouping of those
advances;

(c) the role of the person (who ls identifiable)
code-named "LUCY"; the advances to "LUCY" and
the accounting for those advances to "LUCY";

(d) Payments apparently made to or on account of
National politicians, Provincial politicians,
Labour officers, a NIDA officer, a Trade and
Industry Officer, Customs Officers, Forestry
Officers and a Ministeral staff officer by
Santa Investments.

(e) The advance to Tabar Timber Development
Corporation of K1200 on 10 September 1986.

The true facts surrounding the Niubils meeting of 9 June
1986 also need to be investigated. At that meeting
Robert Seeto and Sampson Gila were appointed as directors
and decisions were made about Tabar and Djaul LFA's and
about some Provincial Government matters (including
shareholding in Bruce Tsang's company Nationwide
Consultants - see Appendix 7 to this Interim Report).

1 rxefrained from having these additional matters publicly
investigated by the Commission also to allow an unhin-
dered opportunity for the police to complete their
investigations. Those 1investigations aré now complete
and no further charges are proposed at this stage. The
Commission is thus theoretically in a position to pursue
these matters.

There are practical difficulties however as documents are
still held by the police as "exhibits" necessary to
prosecute the criminal charges against Seeto and the Sias
and there are grounds to believe that the payments to
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watt and to "LUCY" relate to the 1letters which are
Schedules 2 to 7. It is therefore difficult to pursue
these matters without the possibility of interfering with
the due process of the criminal law. '

There 1is also 1little point in summonsing the persons
concerned to give evidence until the offence of
committing perjury before a Commission of Inquiry 1is
written back into the law., 8o far as the first three
matters are concerned the position, as shown in
chronology (Schedule 1) is this:

(a) 8opathin Development Corporation advances

The records of Santa Investments show the following
payments to or on account of Sopathin DC:

pate Voucherx Description Amount (Kina)

07.04.86 8P 13/4 - 400.00
01.05.86 SP 1/5 Alr Ticket-Mr Wwatt 223.00
01.05.86 8P 2/5 Loan 1000.00
01.05.86 8P 3/5 Loan 200.00
20.05.86 8P 64/5 Cash advance 195.00
20.05.86 8P 64/5 Air ticket 500.00
13.06.86 8P 48/6 Cash Advance 1000.00
04.07.86 SP 15/7 Cash Advance 1063.00
05.08.86 8P 14/8 Advance 730.00
05.08.86 8P 14/8 Advance §.W 2000.00
09.09.86 SP 15/8 Advance 5000.00
29.09.86 SP 23/9 Advance 5000.00

13311.00
29.09.86 8P 96/9 Ag.Trust Fund 5403.17
10.12.86 8P 8/12 Ag. Trust Fund 8484.47
10.12.86 8P 9/12 Retention fee 35,683.47

(b) 8Sebulon Watt/Niubils advances

The records of Santa Investments show the following
payments on account of wWatt/Niubils:
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Date Voucher Description Amount (Kina)
12.08.86 8Sp 36/8 - 400.00
29.08.86 SP 105/8 Advance 600.00
29.08.86 SP 106/8 Advance 1,000.00
11.09.86 8P 37/9 Advance 890.00

15.09.86 8P 53/9 T/T - cash advance 3,000.00

29.09.86 spP 97/9 - 4,513,117
10,403.17
29.04.86 8P 98/9 - 12,268.177
29.09.86 S8SP 99/9 - 600.00
14.10.85 8P 35/10 Advance 5,000.00

10.11.86 J 25/11 Company Mess
Allowance 600.00
10.12.86 P 6/12 Royalties 11,697.36
10.12.86 P 7/12 Retention 8,484.47

10.12.86 P12/12 Forest
Compensation 2,738.60
16.12.86 P28/12 - 500.00
52,292.31
(c) "Lucy"

The records of Santa Investments show the following
payments to or on account of "LUCY":

Rate Vouchex Description Amount (Kina)
02.09.86 8P 10/9 Advance 6,000.00
06.10.86 SP 13/10 T/T allowance 4,000.00
07.12.86 J 16/11 Payment of A/c (TT) 2,730.00
10.12.86 P 4/12 Cash advance 6,943.00
17.12.86 P44/12 Cash advance 20,000.00
28.12.86 J106B/12 Payment of A/c on

behalf of you 35,000.00
28.13.86 J106C/12 Payment of A/c on
behalf of you 2,500.00
29.12.86 P 69/12 Payments of A/c
(motor vehicle) —3:000.00
80,173.00

All these payments appear to relate to Santa Investments
activities
stated above, be

whole

on New Ireland concerning timber and should as
thoroughly investigated;
history of the Rasirik Suralil LFA.
be fairly done

(which they have

explanations.

to be

heard and to

as should the
That can only
by giving affected persons an opportunity

not had)

offer
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Sampson Gila

Sampson Gila was and is the Member for Tabar in the New
Ireland Provincial Government and was Minister for Works
in the Robert Seeto Government. He comes from Wang
Village on Tabar Island.

The letter attributed to Robert Seeto (Schedule 7) says
Gila “already collected 2 Cabbages last time"™ anad
requests a further 3 Cabbages. ("Cabbage" refers to
K1,000.) The Commission had other information Gila had
received at least K2,000.00 from Santa Investments and
that the K2,000.00 had been passed to him through Sebulon
watt.

Mr Gila was asked to produce his bank records and d4id so.
Records of his purchase of the property Lot 15 Section 10
Kavieng from the National Housing Commission (Schedule 9)
were also produced.

Mr Gila first gave evidence that he had no other source
of 1income than his salaxry as a wmember (previously a
Minister) and that his total savings were about K5,000.00
which had been 1invested in interest bearing deposit with
PNGBC. He conducted one passbook account with each of
PNGBC and Westpac. He said only his political salary
went 1into the PNGBC account and that his copra, cocoa and
market produce money went into the Westpac account.

Mr Gila said he supported a wife and five children - two
schoolchildren in Kavieng (in grades five and six), one
schoolchild at boarding school in Rabaul and two children
undergoing tertiary education.

He said the deposit on the Kavieng property of K4,800.00
took the whole of his IBD savings and that the monthly
payments of K540.00 cawe from his salary and proceeds of
sale of his produce.
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At the time he first gave evidence his December 1987
payment was overdue and the balance in his PNGBC account
was K178.08 (after the salary due on 4 Decémber 1987 was
credited) and in his Westpac Account was K171.18 (after a
deposit of K160.00 on 11 December 1987). He said he was
waiting £for some copra to arrive to provide the balance
for the K540.00 payment and agreed all his money would
then be gone.

Gila could see the difficulty which was confronting him
and said he had additional income of:

(a) K470 per month from copra

(b) K40-60 per month from cocoa

(c) K50-60 per fortnight from fishing

(4) K80.00 per fortnight from kaukau

(e) K180.00 per week for watermelons from June to
September each year

He was later cross examined on this income and struggled
pathetically to justify his earlier evidence of income
which was clearly just not true.

He was then asked about the following deposits to his
PNGBC passbook account:

24/09/87 K1,035.00
25/09/87 K1,500.00
01/10/87 K1,000,00 K3,535.00

He said this was received from Sebulon Watt and sent to
pay the labourers "who cut the bush and built the house.
It was not my money".

His passbook shows against these deposits he only
withdrew the following:

25/09/817 K1,500.00
25/09/81 K1,000.00
15/710/87 K1,010.00 K3,510.00

The passbooks also show his salary of K290.58 per
fortnight or K581.16 per month was barely covering the
house payments.
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It 1is quite clear Sampson Gila was absolutely dependent
on the Tabar timber exploitation progressing promptly,
that he was in anticipation of receiving benefits from
that exploitation and that he had gambied on those
benefits in buying the Kavieng property.

Over Santa Investments Gila said he had had no discussion
over election campaign assistance but then added:

"But Sebulon Watt gave me some. Whether it
was from him or Michael Sia I don't know."

Gila admitted receiving K2,000.00 from Watt in cash for
the 1986 Provincial election and that Watt handed the
money to him personally. He agreed he was a Provincial
Minister at the time and that he was active in seeking a
timber project on Tabar.

When he came to give evidence Watt had three attempts to
explain this occurrence.

First he said:

®"The money was given to me in a white envelope
by Michael 8ia of 8Santa Investments with
instructions to hand it over to Mr Gila. 1 was
only doing my job as a friend of Mr Gila".

After being warned about perjury Watt gave his second
account:

"The moneys given by Michael 8ia - K2,000.00.
I drew out cash and gave it to him (Gila) at
Westpac".

Overnight Wwatt had time to think and told me the next
morning he would 1like to tell the truth and would do so
if no proceedings were brought for perjury. This time he

sald:
"The money was paid to me by Mr Michael Sia to
Niubils account at Wwestpac. I withdrew it in
the middle of December (1986) and I handed it
to Gila",
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1 have great trouble accepting the evidence of either
watt or Gila. watt's statement that he gave the
K2,000.00 to Gila in mid December 1986 1is’inconsistent
with the letter dated 12 November 1986 attributed to
Robert Seeto (Schedule 7) which clearly says K2,000.00
was already collected for Gila and asks for a further
K3,000.00.

It is clear however Gila received at 1least K2,000.00
through watt from Michael 8ia of Santa Investments. It
is egually clear that the money paid was related directly
to Gila's influence and efforts 1in connection with the
Tabar timber resource and was paid to assist Gila's re-
election to the Provincial Assembly. 1 have no doubt
Gila knew both that the money came from Michael Sia and
that it was to "buy" his support.

The receipt of such a benefit by Gila was plainly
improper.

FOOTNOTE - HISTORY REPEATS ITSELF

Notwithstanding public disclosure in Kavieng of all the
above irregularities, the New Ireland Provincial Govern-
ment "closed |its eyes" to all the problems about
irregularity of the LFA declaration, deficiencies in the
dealing (with at 1least five clan leaders not Dbeing
parties to the Agreement), deficiencies in the
Certificate of Authority {no investigation) and
deficiencies in the purported approval of the dealing
(assented to before the LFA declaration) and on 29 August
1988 endorsed a new logging and marketing agreement
between TTDC and Tovutogu Business Group Inc.

The deficiencies were clearly pointed out by Secretary
Komtagarea who advised TTDC by letter of 11 November 1988
(8chedule 10).

By 15 November 1988 Minister sabagas wrote to Minister
gtack referring to new Dealings and a new certificate ot
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Authority and recommending Assent. The problem of
defects in the LFA declaration were again simply lignored.
At the same time Provinclial Secrerary Tomon was pressing
for approval of a "new" Logging and Marketing Agreement
(Schedule 11).

As late as mid February 1989 no assent appeared to have
been given to the “new" dealing and no approval appeared
to have been given to the Logging and Marketing Agreement
but history had repeated itself (despite all the same
defects) and an operation was underway. This time it had
gone further however and not only had an operation been
established but 1400m3-1800m3 of logs have already been
cut. .

The Commission has received evidence (very consistent
with Mr Tomon's 1letter) (Schedule 11) that strongly
suggests that the Tovutogu Business Broup is a "front"
for 1its so-called financier PACIFIC RIM HOLDINGS. Search
of Pacific Rim Holdings shows its directors and
shareholders are Ian Raymond Shepherd, David Wong Cheak
Hang and Mary Nash Hong Nee and its registered office is

Second Floor, Credit House, Musgrave Street, Port
Moresby.

Messrs Shepherd and Wwong are directors of Santa (PNG)
(see Appendix 3 to this Interim Report) and Mrs Nash was
an employee of Santa Investments. The registered office
is Santa's office. Mr David Wong 1is arranging the
equipment and spare parts and paying the wages.

What will now happen is clear. The landowners and TTDC
have an operation “on the ground" and will soon (if they
have not already) have a "sponsored" delegation on the
Minister for Forest's doorstep, with Provincial
Government support, demanding that this totally illegal
endeavour be "legitimated" so that it can continue to
operate.
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SCHEDULE 1

Events Relating to Tabar LFA  and Rasirik
the Records of Santa Investments

Pty Ltd and other Documentary Sources.

21.07.84

16€.09.84

20.11.84

15.01.85

16.01.8%

24.01.85

11.03.85

21.03.85

0E. 06. 80

07.06.895

07,06, 85

ML T

i)

ki
-

Sopathin Development Carporation (Scopeathin) was

incorvporated.

Sopathin Chairman Martin Liu writes to Fremier
Seeto asking him as Premier and local Member to
endorse a request for an LFA Declaration over
the West Coast Ares.

Premier Seeto advises Provincial Minister
Sianot of formation of "Sopathin”" Development
Corpovation and INSTRUCTS a forest rvresaurce
survey and to make application for LFA
Declaration of West Coast Namatanai.

Application for Declaration of LFA 1s signed by
Sopathin Chairman MARTIN LIUL

Applicaticn for Declaraticn Rasirik Suralil LFA
is lodged with PFO Kavieng.

Meeting of landowners and Sopathin at Pakinsela
Village (attended by Premier Seetco) rescl el U
request Declaration of Rasirik Suralil LFA.
The vote was said to be 102 to 14,

PEC submissicon for Rasirik Suralil LFA is
prepared.

New Ireland PEC resclves to support Rasirik
Suralil LFA Declarvation.

Premier Seetc writes to Minister for Forests
pressing for Declaration of Rasirik Suralil
LFA.

PFO Kavieng telexes DOF asking for answer on
Rasirilk Suralil LFA Declaration.

Premier Seetc telexes DOF asking for answer on
Rasiribk Suralil LFA Declaration.

Canta Investments Cachbook Entry
"Curvey Expsnses for Mussau and Namatanai

projects PU 21/6 K5,000.007.

IOF telephones: FPO Kavieng ashbing for a map tao
atcaumpe- ni, application.



27.06.835

04,07.8%

19.07.85

05.08.80

14,08.85

26.08.85

At this

appointment of
“"gquthority"
(Private Dealings)

Provincial Secretary Rengetin telexes DOF
cseghking answer on Rasiraik Suralil.

PFO Kavieng writes foy
Rasiril Suralil.

to DOF enclosing maps

Secretary Malalai instructs preparation of a
Minute to the Minieter advising egainst
Declaration of Rasiribk Suralil.
Tabar Timber Development Corporaticon (TTDOD
incovporsted.

wWas

Santa Investments Cashbook Entry
"Philippine Airline (H¥rs R.5. Pom -
Pomd EBPY /7 K&40.00".

#({This is the subject of Police Charge

Taipei -

Noo 1)
Santa Investments Berners] Ledger Entry
"Entertainpent (REY Ji1/E8 KI45.0C".
*({This ie the subject of Police Charge No 20
Secretary Rangatin telexes DOF ceeling progress
on Rasirvik Suralil LFA Declaraticon.

DOF draft letter arnd brief for Minister Wahka.
The draft is a letter to Premier Seeto (with a
copy to Secretary Rangatind advising Rasirik
Suralil LFA applicaticon is defective and that
no further LFA Declarations will be made until
after the Forestry legislation is amended.

(The draft letter was based on DOF advice to
the Minister in written briefs).

It seems clear this letter was signed by
Minister Waka and sent some time later but the
date was not changed.

Premier Seetc telexes DOF asking for "latest"
on LFA Declaration.

stage DOF was concerned at regularising the
the New Ireland Provincial Secretary as the
the purposes of Section 7 of the Forestry
Act.

for

In November 1985 the Government changed and My Divo replaced

My Waka as Minister

0z.,12.85

for Forects.

Premier Seeto writes to Minister Divo refevrring
to Minieter Wala's letter of 26.08B.86; says
Minicster Waka's decicsion was wrong and aske
Mimister Diro to vecournzider the malte:.

' 000125
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6. 15,85

GE5.01.86

06.01.86

OE.01. 86

10.0G1.86

10.01.86

17.01.86

23.01.86

24.01.86

1. 02,86

10,02.86

12.02.8€
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Santa Investments Gerneral
“Eptertainment RE New
¥(This 1¢

Ledger Entry
Ireland J9/32 K400.00".
the subject of Police Charge No 320

Sebulon Watt writes to Premier Seeto referring
to previcus discuesions saying he is glad to
have been asked to provide legal services to
Sopathin and enclosing a copy of a proposed
consultancy agreement.

2/1
(Entertain Premier

Santa Investments Journal Voucher JV
"Ent. Kwanturny Village Rest.
New Ireland) K&4.00",

#({This is the subject of Police Charge No 40

Santa Investments writes to Sebulon Watt
accepting an aoffer by Watt on behalf of
Sopathin to be Sopathin's Mameging and
Mar keting Agent.

Premier Seeto writes to Francis Sia seeking
berefits. tSchedule 20

Receipt was issued in Kavieng for Tabar LFA
application.

Premier Seeto writes to Framcie Sia seehing
payment of AVIS account. tSchedule 32

Santa Investments Cashbook Entry "Naematanai
West Coast (Surveyd PV I7/1 KBOO.00".

Premier Seeto writes to Francis Sia referving
to successful discussions during which Minister
Divo promised approval for S LFA's including
Rasirik Suralil and Tabar. Seeto seeks
berefits. (Schedule 4)

Application for declaration of Tabar LFA is
dated.

PFO Kavieng telexed DOF asking for advice on
the Rasirik SBuralil LFA Declaration.

DOF advised PFO Kavieng of Minister’s decision
to declare Rasirik Suralil LFA.

DOF advised Premier Seet: that Minister Dira
had reconsidered the Pzsiribk Suralil
application and decided to declare the LFA,

The letter asted thst & proper application and
dealing be submitted. Apparently Premier Secin
had reqguested the recorsideretion.



12.02.86

18.02.86

195,02.8¢6

21.02.86

g, 02,86

24.02.86

25.02.86

27.02.86

27.02.86

02.032.86
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Santa Investmentes General
“Entertain RHE - PU X772

Cachbook Entry

lLedger Entry
£1,000.00" and-
"Payment to RHE PV IZF/IF KI1,000".

Premier Seeto writes to DOV acknowledging
letter of 12.02.86.

Sebulon Watt writes to Secretary Rangatin
seeting & Certificate of Authority for Rasirik
Suralil LFA. Dealing deted 14.07.8¢6.

Secretary Rangatin tells PFO Kavieng of
application for Certificate and asks for an -~
investigation of cwnership and preparation of a
submiszicon for the Provincial Management Team
and Pravincial Executive Council.

Santa Invesztments Pty Ltd submit Rasivik
Suralil proposal and draft Logging and Market-
ing Agreement to Minister Diro, saying they
understend LFA approved in principle, and
reguesting proposal be considered with the
Application and Dealing being separately
submitted by Sebulon Watt.

Dealing between landowners and Scopathin Devel -
opment is dated and so, QUITE AMAZINGLY, is
Secretary Rangatin’'s Certificate of fAuthority.

Premier Seeto writes to Santa Investments
thanking them for copy proposal advising it
will be screened and that Santa will be advised
of PEC decisian.

New Ireland PEC resclved to support Tabar LFA.

FFDO Kavieng writes to Secretary Rangatin refer-
ring to Memo of 21.02.82 saying, "However, your
regquest to prepare a submission to PMT and PEC
if to enable you to issue Certificate of
Authority then it is of no effect because I

bel icve you have already issued a Certificate
aof Authority”. He advises investigatio,. wall
be conducted and proposal evaluated.

PFO Kavieng submits Tabar LFA application, and
receipt and PEC decision to DOF. The applica-
tiocn i1s for an undefined area of 4830 hectares
on the three Tabar group islands. He azis for
maps to define the area to be declared.

Sebulon Watt submits Dealing for Rasiral

Suralil to PFO Vavieng for submiession to PEC.



04,032.86
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04,03, 86
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14.03.86

02, 04,86

04,044,886

04.04.8¢6

05.04.86

07.04.86
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w

A/Secretary Kari refere to Tabar LFA documents;
does nat faveur rvrecommending declarvration and
instructe a letter to PFO Kavieng end brief to
the Ministery adviceing DOF will not recommend.

Santa Investments General Ledger Entry
"Payment to RE - &SP 3/8 KI,000.00" and
Santa Investment Cashbool Entry

"Payment to R Sesto §P 3/3 KI1,000.00”7.
*{This it the subject of Police Charge No S

Minister Diro writes to Secretary Mamalai
enclosing Santa proposal for Rasirik Suralil
and seeking DOF views and recommendations.

Santa Investments write to Watt asbing for
advice on Sopathin’s LFA application and
present status of the Dealing.

Entry "Survey Expen-

Santa Investments Cashbool
= EF IT7/8 KEI1,000.00",

ses (Hest Coast Namatanaild
Sampeon Gila visits Minister Divao asling for a
Timber Authority for Tabar.

Forestry Officer Toubu briefs Secretary Mamalai
that the Minister wishes to declare Rasirik
Suralil LFA to allocate to Sopathin Develaop-
ment. The LFA application has been lodged with
the Minister. "The LFA spplication was

lodged by Prempicsr of New Ireland who is leading
a delegation to POM".

Santa Investments General Ledger Entry "Cash
paid to RS - 8P 12.4 K1,500.00" and Santa

Investments Cashbook Entry in the same terms.
¥(This is the subject of Police Charge No 6)

Premier Seeto makes his
ment” to Santa, i.e.
(Schedule 52

"Conditional Regquire-
seeks benefits.

Sebulon Watt (through his other consultancy
company Niubils) writes to the Minister for
Forests enclosing in respect of Rasirik
Suralil, the Dealing, the Certifi.. .. of
Authority and the Logaing and Marketing
Agreement between Sopathin Development and

Santa Investmenle Pty Ltd.
Sebulon Watt (through Niubils) wratese to PFO
kavieng €ending copy of Rasarik Suralil Dealinag

and Logging and Merleting Aygreement.



07.04.86

15.04.86

24.04.86

28.04.86

28.04.86

28.04.86

28.04.86

28.04.86

28.04.86

01.05.86
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Santa Investments Cashbook Entry
"Sopathin Development SP 13/4 K400.00".

Secretary Mamalai instructs evaluation of
application for declaration of Rasirik Suralil
LFA.

Sebulon Watt's consultancy company NIUBILS
(NIUBILS ENTERPRISE FTY LTD) was incorporated.

PFO Kavieng sends a copy of the Rasirik Suralil
LFA application to DOF (as DOF was having
difficulty locating the original).

Dealing between Tabar landowners and TTDC in
respect of proposed Tabar LFA is signed.

Secretary Rangatin RUITE AMAZINGLY signs the
Certificate of Authority in respect of the
Dealing over the proposed Tabar LFA.

Sebulon Watt (through his new consultancy
company Niubils) writes to DOF enclosing in
respect of Tabar LFA, the Dealing and the
Logging and Marketing Agreement between TTDC
and Santa Investments Pty Ltd (the latter is
dated 29.04.86).

Secretary Mamalai sent Export Licence applica-

tions of the same date from Santa Investments
for Vailala and West Ccast Namatanai conces-—

sicns to his inferiars and notes:

"On the latter I’ve advised F. Sia that until
LFA Declaration is done, no logoing”.

Fremier Seeto makes a request of Santa seeking
benefits (Schedule 6). The benefits sought
include the payment of 5% of FOB price received
from both the Sopathin and Tabar operaticons.
The payment was to be made to the Pecples
Progress FParty.

Santa Investments Cashbook Entries as follows:
“"Sopathin Development — Airticket for Mr Watt
SP 1/5 K223.00".

"Loan to Sopathin Development Corp P/L 2/5
K1,000.00".

"Loan to Sapathin Development Corp P/L 8P 2/5
K200.00".
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the Mirmister
Ragivil Suralil

from
Wwith

recelves
07.04. 86

Secretary Mamalail
Nuikiles letter of
documents.

Secrelary Mamalal reqguests appraizal ot Dealing
and Lmgoing % Marketing Agreement for Rasiril
Suralil seeking epproval before LFA Declaration
made.

The Department of Prime Minister writes to DOF
enclosing a copy of & letter from Michael
Singen where he refers to Premier Seeto’s rule
in West Coast Namatanai and saye rapid declara-
tion of the LFA is politically motivated.

Santa Investments BGeneral Ledger Entry
"Entertainment (Kayumand &P 5475 KE,000.00"
Santa Investments Cashbook Entry

"Cash paid to Kayoman EP S3/5 KE,O00.00M.
*(This is the subject of Police Charge No 72

and

Santa Investmeris Cashbook
"Sopathin Development -
Cash HAdvance KICR0 .00 SP &4/5 KI1I55.00
Gir Ticket K I85.00 SP s4/5 KIIs5.,00"

Entry

Santa Investments Cashbook Entry  "Erter-
tainment Nawatanai Project SP S2/5 KI,000.00".
#{This is the subject of Paolice Charge No 8)

Secretary Mamalai instructs DOF staff to
evaluate Rasirvik Suralil documents by 27/05/86
as Minister was told LFA documents will be
ready by then.

DOF appraisal of Rasirik Suralil documents is
completed and revision of the Logaging and
Marketing Agreement is recommended.

Declaraticon of West Coast LFA (Rasirik Suralil)d
is shown as being signed by Minister Diro.

Secretary Mamalai sends Tabar Dealinags, Logaing
and Marketing Agreement and Certificate of
Authority to his inferiors for evaluation.

Secretary Mamalai sends Rasirit Suralil LFA
Declaration to Minister and advises that Dec-
laration end Dealing are in ordey but that Log-
ging and Marketing Agreement requires revision.
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Santa tments General Ledger Entry
"Eptertainment - Kayupan - &P 13/6 - KZ,000.00"
and Santa Investmentes Ceehbook Entry in the
same tevmg.

¥(Thie is the subject of Police Charge No 9

DOF sends Rasirib Suralil LFA Declaration to
Government printer (but nothing happens as the
document ie not zigrned by the Minister).

Francice Sia telexes Micheel Sia in Singapore
concerning & log shipment from Gulf Province
and adds: "Rer Premier's wife has received &
cheque but she cannot cash out the money.
No something on this matter”.

Mirister Diro purports to assent to Tabar

Dezling tdate ZB/0Z/8e).
& Board Meeting of Sebulon Watt's company
Naubile wae held at which Watt, Prendier Rabert

CSeeto and Minisler Sampson Gila were precent.
At this meeting Gila was elected Chaivman of
The Board of Directors and Seeto wase elected a
divectar.

The meeting moved to ask Santa to advance
kS, 000 to Niubils on account of Sopathin
Development Corporaticon.

Santa Investments General Ledger Entry
“Entertainrent R.5. S5F 32/6 - K1,000.00" and
Santa Investments Cashbook Entry in the same
terms.

¥ (This is the subject of Police Charge Noo 100

Santa Investments Cashbocock Entry "Sopathin
Development P/L Cash Advance SP 48/&6 K500.00".

Watt telexes Santa saying Sopathin Board
recolved on 20.06.86 to give Santa 14 days to
move machine to Rasirik and are very concerned
about slowness in starting operations.

Santa Investments Cashbock Entry "Sopathin
Development P/L Cash Advance SP 15/7 Ki1000.00".

Watt writes to DOF confirming he acts for
Sopathin and will in due course send a revised
Logging and Marketing Agreement.

Sapathin obtainge guotes from Ela Motore for two
Toyota Hiluw vehilles.



21.07.86

23.07.86

31.07.86

01.08.86

01.08.86

04.08.8¢6
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Qopathin writes to Santa Investments agthoris-
ing deduction of KIZ.00 per m3 from retention
funds to pay Niubils conmsultancy fees.

Premier Seeto t

"Pleo -
for Fore
in princ
firm by
ahsad an

d <o

N
Bme

Karvemot LFAY .

Premier Seeto t

elevwes Santa Investments:

g therefore

s

given his assent and sppr
2 p=. Cowuld yo
neoe operations on Rasirik

plexes Santa Investments:

“RASIFIK SURALIL

Pleass b
coanfirme
signed o

LF&4. A

"I wisgh
for tihe
as & LF#A
document

Printer for gazettal.
9

e advised that Raxiraihk/Eurslil

copy

to confirm

socuments

af

of are

fis telex ars follows:

is
d by the Minister for Forests and

for declaration

o

&

d that the National Hinister

)

"~ Ed

&
telephone today and would con-

99

ax

thet I did sign documents

DNeclaration of the Rasirik Suralil area

a few weeks ago. Following that the

S We

re

forwarded to the
However,

garettal has yet to be made.
Qive my assent to the Dealings submitted {o me.
In accordance with the above,
objection to operations being commenced in the
said area”.

Weet Crast LFA (Rasirik

Government
to date

such

In addition

I have no

I did

Suralil) Declaration in

gazette in Naticnal Gazette No 45 at p 637.

Santa Investments Cashbock Entry

"Motor VUehicle Expenses

and RS &P &/8 KBO.CO".

Santa Investments Personnel Ledger Entry
EP 7/8 KBOO.OOM
and Santa Investments Cashboaok Entry
"RE - Advance SP 7/8 K800.00".
*#(This is the subject of Puolice Charge Noo 113

“"(Kayuman

) Robert Seeto Advance

- Car Rental Fee for SH

Watt writes to Santa Investments asking for e
cash advance of K1,062 to keep Sopathin Office
auing for Auagust.

Santa Investments Cashbook
"Gopathin Developmpent Corp P/L Ay

k1,065,007

Advance

S.Hh.

Entriex

a e

sr

14/

and "Sopathin DPevelopr:ont Corp PJ/L

&P

158 K7T20.00".



05.08.8¢c

i
1]

Q6. 08. B&

O, 08, 86

11.08. 86
12.08.86

12.08.86

15.08.86

22.08.8¢6

26.08.86

29.08.86

01.03. 8¢
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10

Sarta Investmente Personnel lLedager Entry "Kayou-

manp) Robert fecto - Ldvance &P 1778 N&E,006.00"
and Sante Invesitments Cashbook Entry

"Cash Adwvance R.&5., &P I7/8 K&E,000.0C".

*¥(Thiz is the subject of Palice Charge No 100
Martin Liw writes to Santa Investments authar-
ising deduction of prelimirnary costs for
ectablicshment fees, consaltancy fees, travel

and out-of-pocket expenses aggregating
K10,044,70 from e _l_ontion moneys due to
Sopathin on the firet shipment.

Santa Investmente Personnel Ledgery Entry "Kayo-
man) FRobert Sesto - Advance J 178 Ki1,000.00".
#(This is the subject of Police Charge No 132)

Santa writes to Premier Seeto advicing it is
epeling an extension of activity from NIDA to
encompass Razirvib Suralil and seeling telexw to
Mr Oda of NIDA to confivrm Provincial Government
approval.

Secretary Mamalai submits Declarvretion of Rasirik
Suralil to Minister Diro esplaining it was not
published earlier becaunse the copy sent to the
Government Printer was not signed by the
Minister.

Santa Investments Cashbook Entry
"Sebulon Hatt SF 36/8 K400.00".

Minister Diro signs Rasirik Suralil LFA
Declaratiaon.

Rasirik Suralil LFA Declaraticn submitted to
Gavernment Printer.

Santa Investment Perscnnel Ledger Entry "(Kayu-
mand Robert Sesto - Advance - J5/8 K&0.00".
¥(This is the subject of Police Charge Noo 149

Premier Seeto televxes DOF enquiring about Tabar
LFA which he sayes was to have been declared.

Santa Investmente Cashboolk Entries
“Mr Watt - Advance BFP 105/8 K&500.00"
Mr Hatt - Advance §FP 108578 KIOO0.0Q”.

Santa Investments Personnel Ledger Entry
"(Rayumand Robert Scecto Hotel fee and

Air passage (heviong Pomd Ji/5 K415.00".
¥(Thie ie the eubiject of Police Chavge No 150



10.039.86

11.0'3, 26

15.039.86

17.03.86

]
kg
@
@
M

T

Santa Investmentes Personnel lLedger Entry
"uoy - Acdvance £P 10/5 K&E,000.00" anq.

like entry in Sarnta Investments Cashboaol,
Sebulon Watt writes to Santa Investments with
Sopathin’s September cash-flow and asks for a
funding advance.

Santa Investments Cashbook Entry "Sopathin
Developnent Carp. ARdvance 5P 259 KZ,000.00".

Santa Investmerts Cachbocok Entry “"ddvance Tabar

Timber Development Corp. SP 87/% K1,200.00".

Santa Investments Personnel Ledger "(Kayuman)
Robert Seeto for 3 air ¢_-!._'. POM/RAR/KUS
J23/%, J21/9, JET/® for a total of K&471.00".
¥(These are the subject of Police Charges

Nos 1e, 17 anmd 18

Santa Investments Cashbock Entry
"Wiubils Enterprises 5P 37/ FES0.007,

Tanta Invesinentse Percscannel Ledger Ertry
"Rayuras} Robert Secto, Payment of 4/c¢
Niubils Enpterprise) &P 58/9 KZ1.,000.00"

and Santa Investments Cashbook Entry "Niubils
Enterprise (Keyuman) 5P 28/9 K1,000.00",
¥(Rhis is the subject of Police Charge No 19

Santa Investments Cashbcalk Entry

"T/T to
Scbulon HWatt:

Cash Advance SP 52/% K3,000.00".

Secretary Mamalia writes to
ment Corporation advising Lo
Agreement is approved.

Sopathin Develop-
gging and Marketing

Secretary Mamalai briefs Minister Dirc on New
Ireland:

(a) RASIRIK SURALIL

Appraval to declare the LFA was given by

the Minister’s Office in June 198¢ and a
Dealing was assented to at the same time.
The LFA Declaration has not been garetted.

A Logaing and Marketing Agreement was
recently approved by DOF. "Operations in

17

the LFA are now Iin progress”.

000134

11



Ze. 09,86

29.09,.86

06.10.86

1}

th) TAEAR

e

The Department is processing documents
which wi1ll be forwarded to the Minlister
for necessary ctopcsidersation, sppraval and
assent.

In September 198t the firet log shipment ise
made from Rasirik Suralil LFA aboard M.V.
MITCHELL.

Sopathin Board Minutes for this date vecord:
"The Agreement was explained by the lawyer
CWstt?) and it was discussed by the directors
and additional campents and cxplanation by the
Premicr on the Logoing and Harketing Soreempent
resulted in the Agreement being accepted by the
directors.”

Santa Investmente Cashbook Entries
"Sopathin DPevelopment Corporation - Aduvance SP
RE/E KE,000.007.
"Sopathin Agriculture Trust Fund EPPEE
ME, 0227, (Thie is the fund of KZ.07 per m3
cver the shipment volume of KO701.587 m3),
"Niubils Enterprise SP 97/%9 KA4,522.27".
"Nivbils Enterprise SP 88/8 KI2,268.77"(This is
royalties or at least in part for royvalties)
"§. Watt SP FR/F Ks500.00M.

Santa Invesiments Personnel Ledger Entry
"(EKayoman?) Robert Seeto - Cash advance -
&P 10079 K1,000.00" and
Santa Investments Cashbook Entry
"Kayuman SP 100/% KI1,000.00".
*¥(This is the subject of Paulice Charge No ZOD

Santa Investments Personnel Ledger Entry
"(Kayumand Robert Seeto - Hotel charge Inv.
15979 Islander Hotel SFP 122/9 K340.30" and

Santa Investments Cashbook Entry

"Islander Hotel SP 122/%9 K240.30".

¥(This is the subject of Police Charge Noo &1)

Santa Investments Perscnnel Ledger Entry "Lucy
T/T to Lucy: Allowance SP 12710 K4,000.00" and
Santa Investments Cashboal Entry

“Lucy SP 12/10 K2,000.00".



14.10.8¢&

14,10, 86

14,10, 86

There is
reading:

1£.10.86

28.10.8¢

07.11.86

000138

Secretary Mamelai briefe Minister Dirvo on Tabar
LFA. The biief points ont that no plan of the
area or boundary desciption is available and
saye this is being puresuwed but will cause de-
lays. The Dealing is seid to be in order. The
bried then proceeds in guite STARTLING terms:

"Plegse consider the attsched
and if you are satisfied in
tion and &5 you have signed
recommended, for formality,
cate your approval aonp the Dec
company and your assent on
you effecting a formal Declagration. To this
effect, and ax irndiceted above, Jocournsnts are
to be prepared and this, wpon finalisatior will
be impediately forwarded to you to effect for-
mal Declarat:zr. Hereafter TTDHC t

ired sccordirgly on the approval of
Declarsation snd your assent on 5

lication
wing Declara-
lings, it 1x
U COomRmUni -
on to the
the Dealirngs, upon

Moy
5
pu
1
3

e R
1]
Qs

P N ]
~ D
oo
ook

13

f
2 N
'

b

can
- - . e e em £
the Dealings..”

It concludes saying amendments to
and Marketing Agreement with Sarnta
will be promptly concluded.
notes this brief

the Logging
Irvestments
Minister Dira

"Approved" and signs it.

Sfanta Investments Personnel Ledger Entry
"(Hayumand Robert Secto - Advance chegue 490694
5P 34710 Ki1,500.00" and

Santa Investments Cashbook Entry

"Kayuman Advaence 8P 34/10 KI1,500.00".

*¥(This is the subject of Police Charge No 220

Santa Investments Cashbook Entry "Niubils En-
terprise Pty Ltd - Advance SP 35710 K5,000.00".

a pencil note in the Cashhoct

these two
"Single Entry with care.

Cancel . ”

.
b

entries

DOF write to PFO Kavieng saying it seems the
Minister will approve Declaraticon of Tabar LFA
and seeking a map of the area to be declared.

Santa Investments writes to DOF enclosing Tabar
proposal and ashing for an early response as
landowners wieh roadworks to

commence
Navember.

in

Santa Investnente Personnel Leduer Entiy
“"Lucy. Payment of Hcoct <T/7 FAII/8ED
K2,750.00".

20

Jissil



10.11.8¢6

12.11.86

Z€6.11.86

10. 1.

r.‘-'
jny]
(0]

.

¥, 12,66
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Santa Investments Personnel Ledger Entry "Kayu-
pan Robert Secto Cash Hdvance J2&H/I11 KICC0.007.
¥(This it the subject of Prlice Charge No JEACT N

The voucher alsn shows o "Company Mess Allow-
ance for Mr Watt Ks00.00" and notes "to the
shove-namsd person for Ootober allowance”.

Premier Sseto writes to Santa Investments
cseeking henefite. {Echedule 70

Santa Inveztments Persaornnel Ledger Entry
"ekayuman! Robert Seeto. Charge for 285 picces
of sawn timbher Jel/11 KI150.00".

% (This is the subject of Police Charge No 240

Santa Investments Personnel Ledger Entry
"¢Kayuman? Robert Seeto Cash Advance chegue

1657514 P 11717 KI0O,000.007. (tThere 1T a
similay - .. S Canta Investments Cashboolk )

¥(This is the subject of Police Charge No 250

In December 1986 the second log shipment is made
from Rasirib Suralil LFA aboard M.V. EASTERN
GRACE.

Santa Investments Cashbook Entriese as follows:

“lucy - Cash Advance P4/1Z2 K5, 942,00
(There is alsc a Santa Investments Perscnnel
Ledger Ertry in the same terms.)

“Niubils Enterprise - Royalty for M.U. ERSTERN
GRACE P&/12 K11,8%7.26"

(This represents base royalties of K3.71 per m3
for the shipment volume of 4242.238 m3.0

“Niubils Enterprise Retention fee for M.V.
EASTERN GLORY P7/12 K8,484.47".

(This represents a retention of KZ.00 per m3
cover the volume shipped.)

"Sopathin Development Pty Ltd Hgriculture Trust

Fund P 8/12 KB,484.47".

(This represents a fund of KI.00 per m3 over
the volume shipped.)

"Sopathin Development Pty Ltd Retention fee for
MU, FASTERN GLORY P9/10 KE,484.977.

(This represents a retentaion of KI.00 per m3
over the volume shipped.)

"Niubils Enterprise - Forest Compensation

Frr/zl2 PI,755.00"7.



11.12.86

16.12.86

17.12.86

~1.12.86

25.12.86

25.12.86

Z8.12.86

28.12.86

Z1.12.80

TweKayumsr! Fobert Seeto

7

000135

Minister Diro ceases to be Forestes Minister and
ie replaced by Minister Torato.

Santa Investments Cashbook Entry
"Niubils Enterprise Pty [td PIG/IX KEQQ.00".

Santa Investments Personnel Ledger Entry

“lucy - Cash Advance PF4/17 KZ20,000.00".

There ie & Santa Irnvestments Cashbook entry in
the same terms.

Ganta Invectments Gereral Ledger Entry
wEptertainment for Kayuman - §. HArrow
K100.007.

Jra.12

Sebulon Watt writes to Santa Irnvestmentis
(M.Sia) eeeking deducticn of K2.00 per m3 from
Sopathin Development Coarpore*ion and payment of
that sum to Niwbils. (Watt this was for
his KI2I,000 bill for neaoctiating the concession
Wwith the National and Provincial Governmente;
drawing the Dealing and drawing the Logging and
Marketing Agreement.)

GaAYE

Santa Investments Personnel Ledger Entry
3 - Air Ticket for Hang

Hesiu Chin Inv. 9008 J7®/12 KI,448.00".
¥(This is the subject of Police Charge No 26D

Santa Investments Perscnnel Ledger Entry
"CKayuman) Robert Seeto - Air Ticket for Sesto
Junior Inv. 8028 J80/12 K725.00".

¥(This is the subject of Police Charge No 272

Santa Investments Personnel Ledger Entry
NLUCY - Payment of Acct on behalfl of you
JI0ER/ 12 K35,000.00".

Santa Investments Personnel Ledger Entry
niYCcy - Payment of Acct on behalf of you
JI10EC/ 12 K2,500.00".

Santa Investments Persconnel Ledger Entry

nLYCY - Payment af Acoct (motor vehicle)d PE9 /12
K2,000.00". '

There ie a Santa Investments Cashboob Entry
"lucy P&R/1Z K3,000.00".

Santa Investments Perscnnel Ledger Entry
"(Kayumand Robert Secto - Cash Advance fron
Michael Sia JIZ6R/1Z2 KZZ2,000.00".



97.01.87

30.01.87

10,02.87

0. 03.87

05.032.87

13.03.87

=1.03.87

01.05.87

L -

000139

1e

(Palice enguiries indicate that this entry does
not appear to relate to any payment to or oon
account of Robert Seeto.)

DOF writes to First Legizlative Counsel with
F196-200 draft Declaration of Tabar LFA saying
the Minister has decided to declare the LFA.

In January 1987 the results of the election of
the New Irveland Provincial Government were
declared.

Sampson Gila agrees to purchase Lot 15 Section
20, Kavieng, for K48,000.00 and pays deposit of
kK, 800, 00,

SQopathin writes to Minister Torato seebing ex-
tenzion in Fast Coast Namatanmai on the grounds
that surveye chow the West Coazt will cut out
after two of the ewpected seven years.
(Schedule 82

Mirnister Torato signe Tabar LFA Declarvation
cavering 74,688 ha., less certain government
land.

DOF writes to Government Printer c<eeling
publication of Tabar LFA Declaraticn.

Tabar LFA Declaraticn published in National
Gazette.

Minister's Evecutive Officer enquires about
Tabar LFA Declaration.

Sebulon Watt faxes to DOF proposed Logging and
Marketing Agreemer . Lztwsen TTDC and LOMEDA.



Schedule 2 °

Coral Sea Hotels (Letter Head)

6/1/85
Rec. 9/1/86

Dear Francis,

As reference to our discussion this morning in regards timber Development
in my electorate on the West Coast Namatanai, and including the national
timber company of the Peoples Sopahatin Development Co-operation.

I as Member for West Coast I have also Supported Mr. Watt invitation
acting on behalf of the land owner to invite your Company Santa
Investment to be the management company for Sopahatin.

I have the confidence, when the Dealing agreement is finalised, the
ventures should be benefited to the Peoples and Your Company as whole.

] also would like to ask you that, as prior to past discussion my Party
would be most important with a support from your Companies could assist
the Party for the coming election, thats I believe there is no problems at
all.

I am also would like the following request be considered immediately :-

(1) 2 vehicles be made available, one for Party and one
for SOPAHATAN that can be deducted when the operation
started.

(2) Sapohatin should be given a cash advance for administration
and meeting expenses.

(3) Mr. Watt should be assisted with vehicles and Cash advance,
that also be deducted as administration when timber operation
commenced.

(4) 1 am also would request you to help me with 10 cabbages
presently I required 7 cabbages, because the one for Australia
did not tested as good, with the one for Papua New Guinea
produced. Please confirmed with me, your assistance would
be highly appreciated.

(5) The most important when the project is going a head, the top
priorities on the West Coast would be agriculture on hybrid
cocoa, my government is encouraging the people very heavily,
which will be in line with my Government Policies.

000140




I would be appreciated, if you could have those Cabbages before I return
back to Kavieng.

Once again 1 have the confidence the project would be successful through
your management.

Cheers & Regards,

ROBERT SEETO

000141
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Schedule 3

000144
Coral Sea Hotels (Letter Head) ‘

10/1/86

Dear Francis,

There are still about 7 apples to be given to AVIS Hire Car for last year, ’
when I was in Goroka Meeting. John Thomas has kept the vehicles |

I'll be appreciate if you could settle the amount of apples at AVIS. 1 have

instructed John to brief you, and you early action would be highly
appreciated.

AVIS did concern now and no longer releasing their vehicles because they
are waiting for me and John to give the apples. !

Cheers & Regards,

ROBERT |
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Scedule 4

0001456

Kavieng
23/1/86

Dear Francis, !

Just a short note, things went well and successful during the Minister
visit. | have advise to declare 5 LFA including the West Coast.

The area are, Anir Island, Lihir, Tabar, Kabil and my West Coast
Minister has been given the green light for all that 5 LFA.

The outstanding area, Mussau, Danfu and Ugana, he has ask me to give a
litde bit more time, before he tabled his decision, he has verbally giving

the assurance of favourate answer towards Provincial Government
recommendation.

Please Francis arrange, 5 Cabbages for me to collect when I arrive in

Moresby on the 30th Thursday. would like to collect on Thursday and
some for Mr Watt also.

Wife departing on 1/2/86, I require the Cabbages for her to take it back

to Taiwan, 1 cannot delay my project, because its important for me and
the Party for the election.

You better advise MICHAEL to move fast, the Assurance I have given to
you in words, is as good signing of the agreement.

Minister has mention to me your High Commissioner has ask him to give
you a project in New Ireland.
Please get all arrangement finalise on Thursday.

Regards,

ROBERT SEETO

e A el

g
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000145
SARLER 35 a0

Schedule 5

CONDITIONAL REQUIREMENT - 5/4/86

PERSONAL

(1)  Salaries K1600 per month payable fortnightly in
CASH - not banking possibly collected.

(2)  Require 1 vehicle after 2 shipment of logs.

(3)  7.5% Commission on FOB Price every shipment,
commission payable direct to overseas bank.

PARTY FOR PFP

5% Commission every shipment on FOB CASH payable to Kavieng Branch.
CASH ADVANCE K6000 for S/Hand action sale vehicle in Kavieng
immediately. New vehicle later on

SOPAHATIN

Require immediately 1 Diesel Vehicle Toyota, 2 tonner truck, Cash advance

of K2000

WATT

1 New vehicle immediately Sophahatin will provide that comes out the
company. Deduct from log shipment. Cash required immediately K3000.

NOTE: Francis see if you can at least K300
give it to Martin Liu for his travell
to-night.

The condition base on our discussion this morning with Michael.

Regards,
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Schedule 6

Kavieng 000150
28th/4/86

Dear Michael,

I am glade that you have recovered back from your sickness, and I hope
everything should be fine again, especially with your health.

Regarding your previous decision, when I meet you in Port Moresby,
reference to the term and condition of timber concession Rasirik/Suralil,
advising you to assist the Peoples Progress Party and myself. The main
important I required 2 vehicles as I stated one for Sebulon Watt, and other
one for Sapohatin to assist their movement. Presently theres no access
transport to Mr. Watt and Sapchotin.

Here the following items which I required your assistance :-

1. Required one new vehicle for Sapahatin Development
Co-operation to assist Board of Directors.

2. One new vehicle S. Watt Super Hilux Double Cabin
4-Wheel Drive Diesel.

3. Peoples Progress Party required 5 Cabbages for
auction sales, 2 vehicles Second hand next week for
election.

4, Peoples Progress Party 5% FOB price both SOPAHATIN
& TABAR LFA.

5. For myself as Previously written to Francis to advise,
my condition has laid very clearly.

6. The most impertant that all your machines must start
immediately, aad I hope the first shipment, should be
going out at exd of May. I have sent a telex to the
Minister for Forest to give his assent immediately.

7. Please give at least 5 cabbages with Mr. Watt to bring
so that I can obtain the request I made for the Party.

Yours faithfully,



- s
B - o aﬁf[Zf&
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Schedule 7

Moresby
12.11.86

Dear Michael,

I wish to request the following matters as prescribe as form of
Assistance from your Company to me and the party for Coming Provincial
Election already started. On the 10/11/86, and will be finished on the
14th/1/87, following after that the National Election commencing in March
and finishes off in June.

Here the following request listed below :-

Party

1. “1 Four Wheel Drive Vehicle
1 Out Board Motor 25 HP.
Cash advance of 10 Cabbages, URGENTLY

2. Minister Samson Gila TABAR

Request additional 3 more Cabbages, already collected 2 Cabbages
last time, this is the final request for Election

Self Personal

3. (a) Request 50 Cabbages as a form of Loan for 12 months,
be deposite and obtain interest every month shall
return back to you after 12 months.

(b)  Request 8 Cabbages ready in Singapore, wife

will collect on her way to Taiwan next month
departing Moresby on 10/12/86.

4, Favourable Return

I will release 2Aditinnal concession on FEast Coast Namatanai
immediately, which your nompany will have 3 Areas operated .
West Coast Namatanai, Tdar and East Coast Namatanai. I'll be
appreciate to discuss grivately with you before I go back on
Thursday, and neve some of those item finalised.

Regards

000153
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“Sopathin Developwient C . pty. lwiited.
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K AVIENG
NEW IRELAND PROVINCE

our aer; ML :MN

YOUR REF . PAPUA NEW GUINEA

10 February 1987 TELEPHONE 942249

The Honourable Mr Paul Torato, MP

Minister for Forests

Ministry of Forests

P 0 Box 5055

BOROKO

" My dear Minister
WEST COAST LFA EXTENSION TO EAST COAST NAMATANAI, NEW IRELAND
’ We write to request your kind consideratisn for our application
for an extension to our existing West Coast LFA for the
follcwing reasons -

(a) Our current permit allows an annuzl cut of 55,000M3
over 7 years, unfortunately we have just completed
a full timber survey of the West €oast LFA and there
is only less than 110,000M3 commercially available
timser for harvesting. This will only last us at =. ~
two years instead of the permitted 7 years.

(b) We have already committed our contractor a substantial
equipment and infrastructure supply to cater for a
production cut of 55,000M3 for 7 years (subjected to
good weather condition).

(¢) The East Coast LFA of Namatanai, New Ireland (subject
to this application) is approximately 30,000 hectares

. of mixed timber stands which we estimate to have

approximately 275,)00M3 and can sustain about 5 years
"logging operations.

(d) In principle the landowners in the East Coast are
related to the West Coast LFA and have agreed to the
extension to be given to our company.

Your earliest consideration would be appreciated to enable us
a long term planning.

Yours faithfully
SOPATHIN CEVELOPMENT CORP. PTY LTD

MARTIN LUI
Chairman o7 Board of Directors
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APPLICATION FUR PEXCLLI  gpopss -

To the Miniszer foe . - -
P.0. Box 5033, ) *
3CRCKO, 2NG. - T

SOPATHIN DEVELCPMENT CORPORATICN PTY LTDY P‘.O. BOX & , PORT-

T MORESBY - — , :
hereby applies foe 3 permit under the Forestry Aa MMM o hm:sd.
subject o that At 20d the q‘?*!mm Tade thereunder, over a wrea of x~~'unm!y — T

30,000 trown nl\(est &u*EaSt Coa ‘S\AT  NEW IRELA™

(2 plan of which areas acrompanics this 1pplxcnm) in accoedinge with e ..owing aacen
Soccies of timber applied for.__S5€€_Letter to Forests Minist=r & map enclosed

Specics of for=t produce other than tmber ipplied for Rattan : o

Quantity proposed to be Zken inaaally 55 .000M3_subjected to weather condition-

A -

Sawmiils (if 0y) propesed ' e ereczed: NUMBFR- laor lenlts o -
x.oc.mon - Rasirik/Namatanai

CAP «c:ry_l...(l’Q.Q___.w r.oc INPUT PER AMVUBL

W‘xzrﬂmber:nhnida'ognm b.cwn‘moaot:x\mumber
Round log ard scwn tinmber

Whether foeest procuce foe a;wtlor ol we EXPOTY. & T --31 lga
Period (aot axweding tea peus) for which permit dearei_LLsﬁ_Vg_r_‘) vIaas

Period withia which opesations ' Se ommenced 1 _(oOne) YTARS SR §
dpsinxion=forsi Dnetondrer Cm ey tEier ver e netana, .

Durd s PORT MORESBY.  u: A day of LI - t

Recmived /N9
Recrio No

Coedit 0

Guve Jnot——,0153/2200.—4.77.
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11 November 1988
Vr Msris Memengah =3

Chalrman of Director ) 153-16-p
Tabtar Timber Developgzent ”f:£§;;>
Corporetlion Pty Lta :

" P O Bosx 52

KAV IENG
New Jreland Province

Dear Mr Memengah
NON APPROVAL - LOCGING AND MARKETING AGREEMENT

1 refer to your undated Logging and Marketing Agreement
between your company and Tovotugu Agriculture and Business
Group (inc) which was forwarded to this Office for approval as
required under Clause 37 of the Dealing assented on the Sth
June, 1986 by the former Minister for Porests Mr Ted Diro.

1 have mot considered your company's Llogging and Marketing
Agreenent for approval because 1 conglder it to be mull and
vold because the Pealing is invalid for the resson that it was
assented to priot to tke declarstion of the Local Forest Area.
The Dealing as | said was assented to on the Sth June, 1986
whilst the area was later declared s Local Forest Area on the
2nd March, 1987, The reverse process should be the case,

There 1s also no record of ¢ Certificate of Authority befng
issued prior to the assent wss given to the Dealing.

The Minister wiil be requested to consider the 2nd March
1987declaration null void as the Decleretion ~dId not
specifically cover the area (4890 hectares) Initially applied
for by {out com:iny. Instead ® total area of 24688 hectares
wis declared whith covered the whole three (3) islends of the
Tabar GCroup of !slende - Tebar, Tatau #nd Simberl.



¢¥
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2.

In the event that the 2nd March 1287 declaretion {8 revoked,

your compary's epplicsticn for a 4,890 hectares will be
recommended for consideration by the Minfster for declarat{on
€9 LFA, It is strongly requersted thst you deflne both by map
end description of the area as this was not provided in the
original application,

On declaratfon of the new sres I would &dvise that you
ccusider subm{tting a new Dealing for Minfsteria)
censideratioc snd epproval and & Logging end Morketing
Agreezent to the Secretary for Forests gpproval, Untl] these
are submitted snd approved there should not be &ny logging
operation on thke i{slands,

Yours sincerely

/)

M KORTAGAREA

Secretary

€.c. Minister for Forests

€.c. Provincial Minister for Forests

C.C. Assistant Secretery for Forests

c.C. Chelrmsan of Directors
Tovutugu Agriculture and Business Group (inc)
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DEPARTMENT OF NEW IRELAND PROVINCE
office of the secretary

. A
‘4 PO ROX i03

/().d / A'«/’ KAVIENG NEW JRELAND PROVIACE
Date:
( g{) Our Reference:
The Secretary ! J ‘

, Acticn OQfficer:
~artrent of Forests /‘ Destination:

; ¢ A

&REKD% @ //{" L;jc‘:r}?effrenre: "/x ’ Vs

, /// 7' /«/“71 PAe V5, A
‘\)/ Tl 4 "“ //’/ 7/ 4'{ /

Logging and Marketing Agresment - T& Tinter {)ovebp*mt Corporation ad u:wuLogJ ))’ 2
Business Grouwp. 7S

I write to advise you that Tabar Tinber Developrent Corporation and Towutogu Business
Group have now executed new Loggmg and Marketing ﬁQ?‘ES"B'It This follows an advice r

fron your office that the previous agrearent (LMA) is null and void on technical grounds. /
7,

/

it was further adviced that the dealings was assented to before the actual declaration of
Tabar LFA. This technical problen on the date of actual declaration and assentment has
invalidated the previouss agrestent between the two parties.

As you are aware the PH has endorsed the 1M which was sent to you together with the PEC
decision. The PEC desision No. 65/8/88 still remain to effect the newly exacuted LMA to
satisfy the dealings now before the Forest Minister for his assent.

Secretary, for further clearification 1 wish to advise also that Towutogu Business Group

is a local company. Some local people of fram New Hanover got together and formed Tovutogu.
As, the Managing Director, Mr. Peter Soi, is an experience logger, the company held
discussions with TTOC and executed the LMA to harvest .and market tinber resources of Tabar.

Following PEC's endorsevent of LMA Towutogu has approached number of financiers, mcludmg
Hui Ling. Finally it &as secured a K1.6 million loan fram Malaysia. Mr. David Wong who is
involved in Koiari Twmbers is the financier.

Tovutogu has also entered into a loan agreament with the financier on the terms and conditions
for lending and repawmert. It is purely tusiness avangament between Towutogu and its
financier and does not &ffect local company's (TTDC) share of proceeds. Unfortunately a

copy of their financizl agreament is not available for enclosure.

Tovutog: has already archased equiprents {1ist attached) at the cost of about K300,000.00 soon
after tr PEC's endomament ad loan arangrent. 1L is also in the process of finalising
vk pemits, elc for e loying three (3} overseas expertise as mechanic, surveyor and a cam
maNager

— Ferwrnk ne G111 Ex 264
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I believe the chairman of TTDC and his delegation will be traveﬂing to Port p

e X bresby to meet with
you and the Mirister for Forest on thic msiter. As you can S€e, my secretary, the '}Va-},mrs of
Tabar have waited patiently for both Govermments to Properly screen and give its final approval

before any operation can camence,

In Tight of what I Fave already said I seek You ad your

Ministers assistance in considering the
respective documents submitted and suesequent aporoval. g

I Mook forward to receiving your response in due course.

..L}.m ! S
’17}‘ Atrinistrative Secretary .

.€. Provincial Minister for Econamic Services

-=istant Secretary
Forests
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MACHINES DESRIPTIONS

BOUGHT (AT TRBAR NOW)

1 x D7 (Dozer) - w'th much
1 x D7 (Dozer) - with rip

2 x 6 (Dorer) - with winch

+ 1 x Skidder

1 x Tipper truck
1 x Daihatsu

8 x 030 Chairsass

NOT YET PROHAE

1 x Bucket Loader 979

1 x Log Loader %66

1 x Jinker 6 x & D Nissan
1 x Toyota LfCruiser Ute

1 x 19 Footer Dinghy

1 x 25 W Dutboard Motor

1 x MW Malo (workboat)
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Bough from channel Tirbers

NTE: Apart from bwo D6 from Kaut, all other machineries are new machines from Hasting

Deering, Lae.




D RS P 1T !

NVES NTS ITED

INTRODUCTION
CORPORATE BACKGROUND

Hindal Timbers Pte Ltd

Santa Investments Pte Ltd

Foreign Registration in PNG

Foreign Corporate Interrelations

Local Company - Santa (PNG) Pty Limited
Local Corporate Interrelations

Local Agencies

OUTLINE OF TIMBER ACTIVITIES
CONTRACTING FOR AHIA DEVELOPMENT
Logging and Marketing Agreement
Performance
Marketing for Ahlia - Transfer Pricing
CONTRACTING FOR ANGUS {(PNG)
CONTRACTING FOR SOPATHIN DEVELOPMENT
PROPOSED CONTRACTING FOR TABAR TIMBER DEVELOPMENT
CONTRACTING FOR DAHANAMALIT
FINANCIAL POSITION
General -
Tax Position in PNG
Company Tax
Group Tax (PAYE Deductions)
IMPROPER BENEFITS

CONCLUDING COMMENTS

000163

10

14

17



000164

INTRODUCTION

The activities of Santa Investments and its
corporate assocliates remains to be dealt w}th in detail
in public hearing before the Commission. The company and
those associated with it thus have yet to be afforded an
opportunity to answer allegations agalnst them and to
explain what seems to be clear documentary evidence. The
essential difficulty in dealing with the questions which
this company has to answer and which should be reported
upon is that 1it's PNG principals, at relevant times,
Michael 8ia (Sia Sung Chuang) and Francis Sia (Sia Sung
Ho), presently stand charged and committed for trial in
the National Court on:

(a) One count of cheating and defrauding the

landowner timber company Ahia Developments
Pty Limited.

(b) One count of cheating and defrauding the
State of export duty on a log shipment.

(c) Twenty seven counts of corruptly offering
payments to former New Ireland Premier
Robert Seeto in connection with timber
activities in New Ireland Province.

Relevant documents are held by the police in
relation to those charges and committal proceedings have
only recently been concluded against Robert Seeto.

Wwith the police 1investigation concluded, for the
moment, and the subject matter of the charges pending
trial clearly defined, it is now possible to make final
preparations for a public hearing regarding this company.

In the wmeantime as Santa Investments and 1its
corporate associates are actively seeking further
involvement in the PNG timber industry, it is
appropriate to report on some aspects at this time.
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CORPORATE BACKGROUND

(a) Hindaj Timbers Pte Ltd ,

Hindai Timbers Pte Limited is a company incorporated
in Singapore on 28 October 1971. A Singapore company
search as at 24 August 1987 disclosed:

Directors 1 S8ia Sung Chong
2 Sia Sung Chuang @ Sia Sung Chong -
Managing Director
3 8ri Siswani
4 Vvong Lay Ngee
5 Lew Chin Hwa
6 Wong Nai Sung
ecret 1l Lee Seng Suwi
2 Lee Seng Hua
Shareholders
1 S8ia Sung Chuang @ S8ia Sung Chong 500,000
2 8ri Siswani 250,000
3 Sia Sung Chong 180,000
4 VWVWong Nai Sung 180,000
5 Lew Chin Hwa 180,000
6 Hindai Timber S8dn Bhd 120,000
7 Chua Keng Loy Roy 100,000
8 Wong Lay Ngee 15,000
Reaistered Office

10 Anson Road # 34-08 International Plaza (0207)
Auditors Lee Seng Chan & Co.

(b) Banta Investments Pte Ltd

S8anta Investments Pte Limited is a company incorpor-
ated 1in Ssingapore on 19 September 1981. A Singapore
coOmpany search as at 24 August 1987 disclosed:

Pirectors 1 Hii Yu Kun
2 Sia Sung Chong

3 8ia Sung Chuang @ Sia Sung Chong -
Managing Director

4 Lloyd Roger Ling
Secretaries 1 Lee Seng Suwl

2 Lloyd Roger Ling

3 Lee Seng Hua
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Shareholders
1 Hil Yu Kun 1,175,000
2 Hindai Timber Pte Ltd 1,000,000
3 S8ia Sung Chuang @ Sia Sung Chong 700,000
4 8Sia Sung Chong 250,000
5 Chua Keng Loy Roy 200,000
6 Yong Seng Lem 150,000
7 Hii Buil Foom 150,000
8 Hu Yu Siang 100,000
9 8ia sung Ho 100,000
10 Kui Chiong Kuon 60,000
11 Msiao Yi Shiung 55,000
12 Giam Kim Soh 40,000
13 Lloyd Roger Ling 10,000
14 Yu Chuen Teck 10,000

istered O e
10 Anson Road # 34-08 International Plaza (0207)

Auditors Lee Seng Chan & Co.

(c) Foreign Registration in PNG

Hindai Timber Pte Ltd was registered as a foreign
company in PNG on 28 September 1981. The relevant
declaration was made by Sia Sung Chuang i.e. MICHAEL SIA.

Santa Investments Pte Ltd was reglistered as a
foreign company in PNG on 28 March 1983. The relevant
delcaration was made by its agent Sia 8Sung Ho - 1{i.e.
FRANCIS SIA.

(d) Foreign Corporate Interrelations

As 1is plain from the August 1987 Singapore Company
searches there is a close relationship between Hindai
Timbers Pte Ltd and Santa Investments Pte Ltd. They
share:

(a) Common directors in S8ia Sung Chong and Sia Sung
Chuang (MICHAEL SIA).

{b) A common managing director in 8ia 8S8ung Chuang
(MICHAEL S8IA).
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(c) Common secretaries in Lee Seng Siwi and Sia
Seng Hua.

(da) Common shareholders in Sia Sung Chuang (MICHAEL
S8IA), Sia Sung Chong and Chua Keng Loy Roy.

(e) A common registered office.

(f) Common auditors.

(e) Local Company

Santa (PNG) Pty Limited was incorporated on
19 November 1986 in circumstances described below.
Search at 27 February 1989 disclosed:

Directors 1 Hiit Yu Kiing
(identical with Hii Yu Kun)

2 8ia Sung Chuang
3 David Wong Cheak Hong
4 Ian Raymond Shepherd

gecretary Ian Raymond Shepherd

Shareholders 1 8Santa Investments Pte Ltd 99,998
2 8ia Sung Chuang 1l
3 1Ian Raymond Shepherd 1l

Reaistered Office 2nd Flooxr, Credit House,
Musgrave Street, Port Moresby.

(f) Local Corporate Interrelations
Ssanta (PNG) Pty Limited is clearly a wholly owned
subsidiary of Santa Investments Pte Limited.
Francis and/oxr Michael 8ia also appear ¢to be
involved with other companies in PNG including:
Bisini Investments
Chimbu Lodge
West Gulf Marine
Amanda Investments

Karina Service Station
Malaysia Overseas Investments (PNG)

but only the last seems to have any direct involvement in
the PNG timber industry.
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(g) Local Agencjes

Santa Investments was involved in timber and also in
PNG's other problem industry - £fishing. It was local
agent for a Thai fishing company CHAINAVEE FISHERY CO.
and 1its principal WANCHAI SANGSUKIAM. This company had
two vessels fishing in PNG which were held by the
Fisheries Department and the Taxation Office and later
released. This relationship of Santa Investments is very
relevant to improper benefits (dealt with below).

QUTLINE OF TIMBER ACTIVITIES

As far as 1is known, the timber activities of the
Santa group are confined to Gulf, Central and New Ireland
Provinces.

At first Santa 1Investments sought involvement 1in
1984 with a 1local landowner company Ahlia Development Pty
Limited in the vVailala area of Gulf Province.

Later 1in 1984 it sought involvement with the local
landowner company Mussau Timber Development in New
Ireland Province (see Schedule 4 to this Interim Report).

These early efforts in New 1Ireland falled however
when, to 8Santa's surprise, United Timbers (PNG) Pty
Limited became contractor to Mussau Timber Development.

It wultimately became contractor to Ahla Development
in Gulf Province and began exporting 1logs from that
concession area in April 1986. Its operation was
terminated less than a year later and its machinery and
equipment was conveniently shifted (by ariangements with
Michael Cowan of FIC - see Interim Report No 3) to the
Bonua-Margarida - Gadaisu area of Central Province. 1It
logged there as contractor to Angus (PNG) Pty Limited
until that operation was terminated. 8Since that time it
has retained this machinery and equipment at Gadaisu and
has 1lobbied to be appointed contractor to Maisi Trust - a
landowner company - in the West Gadaisu Timber Rights
Purchase Area. Whilst its failed efforts in the Papua
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region were still proceeding Santa continued its interest
in New Ireland, supported by the then Premier Robert
Seeto. It sought involvement in:

‘

(a) the Danfu Extension Area through the local
company Kamdaha where it again failed (see
Appendix 6 to this Interim Report).

(b) the Rasirik Suralil LFA in West Coast Nam-
atanal where it succeeded in becoming
contractor to the local company Sopathin
Development Corporation (see Appendix 2 to
this Interim Report).

(c) the Tabar LFA in the Konos District where
it succeeded 1in becoming contractor to
the local company Tabar Timber Development
but the project did not become operational
(see Appendix 2 to this Interim Report).

(d) the Napanta Nubiu LFA in East Coast Namat-
anai where it succeeded in becoming con-
tractor to a breakaway group of landowners
- Dahanamalit for which it became contrac-
tor (see Appendix 7 to this Interim Report).

It has also been lobbying for support to becbme

involved in the (previously abandoned) Central New
Ireland timber area.

CONTRACTING FOR AHIA DEVELOPMENT

Logging and Marketing Agqreement

Ahia Development was granted a five (5) year timber
permit from 1 October 1985, Ahia originally entered a
five (5) year marketing agreement with Santa in May 1985
and a subsequent five (5) year Logging and Marketing
Agreement with Santa on 5 September 1985. The latter
was a "retention fee" type agreement with Ahla's returns
increasing according to FOB prices obtained for 1log
sales. Royalties and FIC levies were to be deducted from
FOB proceeds; Ahia was to retain its "retention fee" and
the balance was to be paid to 8Santa, which was to bear
export duties.
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santa had clear obligations to obtain the best
avallable prices.

Performance

The logging operation at Vailala ended after
approximately twelve months when operations were
suspended and Ahia purported to terminate the agreement
with Santa. This operation should be investigated 1in
detall because:

(a) Santa controlled Ahia‘'s finances and it is
likely there were irregularities 1in 1its
accounting to Ahia.

(b) Timber permit conditions were not fulfilled.

(c) There 1is evidence that most of Ahia's
receipts benefitted directors rather than
the landowners.

(d) There are outstanding royalties, yet ship-
ments were permitted contrary to forestry
policy (See Interim Report No 3).

a i r ia - a 4 icin
puring 1986 Santa disclosed exports of an aggregate
8887 1logs with a volume of 32,055.069m3 on behalf of Ahia

in seven shipnents. @11 shipments were made through
its related company Hindai Timbers Pte Limited to six
Korean and one Japanese buyers. Four of the shipments

were at below minimum export price (by 13.8%, 1.8%, 12.1%
and 6.9%) and three were above minimum export price (by
6.5%, 13.1% and 20.2%). In aggregate 1986  exports were
at 0.8% below MEP.

The only 1987 shipment was a "salvage" shipment of
2,588.576m3 through FIC which 1is detalled in Interim
Report No 3. This was sold at 14.8% above MEP.

Two of the charges against Michael Sia and Francils
8ia relate to the second shipment of Vailala logs by
Ssanta on MV "Ocean Star". 8Santa disclosed export of 1478
logs with a volume of 5790.243m3 for an FOB price of
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UsD260,560.94. It is alleged Santa in fact exported 2162
logs with a volume of 8,463.281m3 for an FOB price of
UsSD430,988.20. The police case is based on verified
documentary evidence.

Both men have been committed for trial on these
charges, which means a prima facie case has been found
for understating exports on this shipment by 684 1logs
with a volume of 2,673.038 and understating the FOB price
to Ahia and the PNG authorities by a masslive
USD170,427.26. There is thus evidence of transfer pricing
by Santa (found sufficient to justify criminal trial) on
this one sale through 1its related company Hindal of
UsSD170,427.26. The charges allege that by this conduct
Ssanta defrauded Ahia of its proper retention fee and the
State of its proper export duties on this log shipment.

The Commission has also obtained destination end
invoices for two other shipments and one other part
shipment of logs by Santa through Hindai from the Vailala
resource during 1986. All other end 1invoices obtained
from the same source have been admitted as genuine and
there 1is no reason to expect these 1involces are not
genuine. 1f they are genuine (as seems almost certain)
they are evidence of further 1large scale transfer
pricing. ’

As detailed below Santa has accepted 1large scale
understatments of log sales income during 1986 for tax
purposes.

CONTRACTING FOR ANGUS (PNG)

Santa's performance as contractor for Angus is dealt
with in part in Interim Report No 2 and to the extent of
FIC's involvement in Interim Report No 3.

Santa's 1logging as contractor for Angus was charac-
terised by careless. and haphazard logging practises with
unplanned operations seeking pockets of valuable
rosewood. The operation was conducted on poorly
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constructed roads and resulted in wastage and
environmental damage of significant proportions.

With Angus failing, S8Santa set up its own tradestore
and occupied the pastor's house in Sabiribo Village (when
the pastor was absent) as its site office.

Significantly, when Mr Parker became Official
Manager of Angus in February 1987, Santa accepted without
question a very substantial reduction in 1its 1logging
contract price and then, with John Kasalpwalova,
concocted various schemes to gain financial backing for
Angus so0 as to bring Parker's management to an end.

These schemes falled; the Permit in favour of Angus
was cancelled and Santa then set about seeking a more
direct involvement in exploitation of this resource area.

G NT

Part of the history of Santa's efforts to obtain
rights as contractor for Sopathin and Tabar is dealt with
in Appendix 2 to this Interim Report. It involves among
other things the 27 charges against Michael and Francis
Sia for corruptly offering payments to former New Ireland
Premier Robert Seeto in connection with timber activities
in New Ireland Province.

By December 1987, when the Commission studied New
Ireland operations, Santa had abandoned 1its involvement
with Tabar but was contractor for Sopathin in the Rasirik
Suralil LFA. It was known at the time that 8Santa was
logging 1illegally for Dahanamalit in Napanta Nubiu LFA.
The 1logs from this enterprise were seized and disposed of
by the State. The operation was "legitimated" at a much
later stage in 1988. The details of this operation
appear in Appendix 7 to this Interim Report. The
Commission studied the marketing of Santa from Rasirik
Suralil LFA in 1986 and 1987.
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During 1986 8Santa exported two shipments from
Rasirik Suralil aggregating 2016 1logs and 6,943.825m3
through Hindai Timbers; one each to a Kprean and a
Japanese buyer. The prices were 18% and 6% respectively
above MEP. From the Ahia experience where
Santa transferred price through Hindai Timbers, one could
reasonably surmise there was transfer pricing on these
two shipments.

During 1987 Santa exported 8987 1logs with an
aggregate volume of 31,066.948m3 in ten shipments. One
shipment was sold through FIC and all others to Sumitomo
Forestry Co Ltd 1in Japan through its Hong Kong Company.
The FIC shipment was sold at 17% above MEP and those to
Sumitonio at prices 19%, 22%, 15%, 17%, 18%, 1.3% and 27%
above MEP with two shipments at 2.9% below MEP. In
aggregate 1987 shipments were at an average price 9.05%
above MEP.

FINANCIAL SITUATION

The general financial position of Hindai Timbers Pte
Ltd and santa Investments Pte Ltd is not known. Company
searches show that in August 1987 the 1latter had
registered company charges aggregating S$1.5 million in
Singapore. Santa Investments had substantial disclosed
operating 1losses in each year of operations in PNG (see
below).

In November 1986 a Malaysian heavy machinery company
U.M.W. (8arawak) 8dn Bhd succeeded 1in registering a
Judgment in PNG against Santa for a sum of K1,517,272.10
(M§3,437,000 plus interest). The amount was said to
represent the unpald sale price of 14 Komatsu heavy
machines and accessories, payment for which was overdue.

Attempts were made to collect the debt by execution
and by garnishee notice.

In this context there appear significant changes in
Santa's marketing with letters of credit changing to the

10
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names of the 1landowner companies (Ahia and Sopathin) and
the 1local company Santa (PNG) Pty Limited being hurriedly
incorporated. These steps seem like devices'to avold the
Judgment but the matter was compromised and the
proceedings to enforce the judgment were discontinued.

Tax Position in PNG

Preparatory work on the marketing practices of Santa
Investments and on its wages practices was carried out by
the Commission with assistance from Mr Roe of the
Taxation Office. Whilst the resultant calculations were
known to me, Mr Roe, due to secrecy provisions in the tax
legislation, was not able to disclose the financial
results to me.

To ascertain the financlial position 1 summoned the
company and Group Tax records of Santa from its Tax
Consultant. The position is as follows:

A Company Tax

1985

In 1its original return (which was its first return) Santa
Investments claimed a loss of K251,440.16 for tax
purposes.

The Taxation Office disallowed certain deductions and
assessed a loss of K160,983.

Santa Investments through its tax consultants made
detalled representations asserting an allowable 1loss of
K533,637.

The Taxation Office reappraised the position and finally
allowed a loss for tax purposes of K521.120.

1986

In its original return Santa Investments claimed a loss
of K630,849 for tax purposes.

The Taxation Office added undisclosed 1income (from
transfer pricing) of K1,273,024 and disallowed deductions
of K503,021 aggregating K1,776,045 and thus assessed a
profit of K1,125,196.

11
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Santa Investments through its tax consultants made
detailed representations asserting an allowable 1loss of
K1,050,125. The representations asserged that the
undisclosed taxable income (from transfer pricing) should
be reduced by K410,241 because of additional allowable
expenses and by K37,383 because of a calculation error to
give aggregate undisclosed income (from transfer pricing)
of K825,400.

The Taxation Office reappralsed the position and finally
allowed a loss for tax purposes of K277, 344.

() I A JANUAR 1
After these (later) adjustments were made and agreed the
accumulated losses of Santa Investments to 31 December
1986 were accepted by Santa Investments and the Taxation
Office at K798,464.00. No appeals or objections have
been lodged.
Very significantly 8Santa Investments had on its own
figures (accepted by the Taxation Office) admitted
additional wundisclosed income (through transfer pricing)
of K1,235,641 of which gross income (after deduction of
allowable expenses of K410,241) the sum of K825,400.00
was brought to account for tax purposes.

In 1987 santa Investments opted to operate through Santa
(PNG) by means of Santa Investments hiring equipment to
Santa (PNG) at commercial rates. Original tax returns
were filed on this basis. This decision was later
altered and the equipment was transferred to Santa (PNG)
as at 1 January 1987 and amended tax returns were lodged.
1981

In its amended return Santa Investments was shown as not
trading and lodged a "NIL" return.

Its accumulated 1losses as at 31 December 1987 thus
remained at K798,464.00,

In its amended return Santa (PNG) was shown in its first
year of operation to have incurred a 1lo0ss of K875,576.

12
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These returns have yet to be assessed by the Taxation
Office.

POSITION AT 1 JANUARY 1988 ‘

In three years of operations Santa Investments and its
subsidiary Santa (PNG) have not paid one toea in company
tax and between them claim accumulated losses for tax
purposes aggregating K1,674,030 which are available to be
carried forward as losses. Any future profits would thus
have to exceed K1,674,030 before a toea in company tax
was payable,

B GROUP TAX (PAYE DEDUCTIONS)

Initial persual of 8anta records by Commission staff
indicated that tax instalment deductions were not being
remitted to the Taxation Office and that part of
expatriate employees' salaries was being paid out of PNG
and not disclosed to PNG authorities.

With this evidence the Taxation Office undertook a
thorough investigation of the Group Tax position.

In the result Santa's records show the following amounts
(which were unpaid) were assessed and paid as additional
Group Tax and penaltlies:

Kina Kina
1984 Additional Group Tax 9,925.02
Penalties 5,955.00 15,880.02
1985 Additional Group Tax 44,404.32
Penalties ‘ 27,761.00 62,165.32
1986 Additional Group Tax 71,930.24
Penaltlies 8,309.00 80,239.24
1987 Additional Group Tax 97,898.01
256,182.59

Plainly, 1in view of Santa's trading results, these moneys
were not disclosed and not paid so that they could be
retained as working capital. '

13
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IMPROPER BENEFITS

Whilst the operational and marketing activities of
Santa Investments; its preparedness to understate income
and avoid group tax liabilities and its pr;paredness to
exploit landowner divisions (as in Danfu Extension TRP
and Napanta Nubul LFA) are of great concern, these
matters are dwarfed by the enormity of the evidence which
exists in relation to improper benefits conferred by
Santa. That evidence is found in documents obtained in
police raids on the office of Santa in Port Moresby and
in the system of financial books - wvouchers, cashbooks
and 1ledgers - maintained by Santa as well as some limited
evidence given by witnesses before the Commission.

In Interim Report No 1 I touched upon the
discoveries involving 8anta in part. 1In particular 1
referred to the first two criminal charges mentioned
above; to payments to or for a 1large number of
politicians and public officers totalling approximately
K165,000 and I referredto Mr Diro seeking substantial

political campaign funds from Santa. Mr Diro gave
evidence admitting the request but swore that he did not
in fact receive any funds from Santa. The payments

alleged to have been made to or for the benefit of former
New Ireland Premier Robert Seeto have resulted in
criminal charges being laid.

The payments to Sebulon watt (or his company
Niubils) and to the person codenamed "Lucy" are detailed
in Appendix 2 to this 1Interim Report but are not yet
explained.

The payment to former Provincial Minister Samson
Gila 1is also dealt with in Appendix 2 to this Interim
Report and partially explained.

The "offer" to a former Executive Office of a
Minister for Forests over allocation of the Mussau Island
resource is documented in Appendix 4 to this Interim
Report.
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Mr Diro gave evidence of Santa's support for the
late Sir Iambakey Okuk and the National Party in times
gone by. Even if such support was given I can £ind no
timber "nexus"™ with it and that aspect has not been
investigated.

This still 1leaves to be explailned cashbook and
ledger entries which suggest moneys were expended in 1986
alone for the benefit of:

(a) A former National politician and former

National Minister £from Gulf Province
(on a number of occasions)
(b) A former Premier of Gulf Province (once)
(c) A former National politician and former
National Minister from New Ireland Province
(twice)
(d) Provincial politicians from Gulf Province
(once)

(e) Migration Officers (twice)

(£) Customs Officers (sixteen times)

(g) A NIDA Officer (once)

(h) Forest Officers (six times)

(i) A Labour Officer (once)
{j) FIC Officers (twice)

There 1is also clear documentary evidence that the
person described in (a) above at the time he was a
Minister wrote on Ministerial letterhead seeking further
funds from Santa (bringing the aggregate "borrowed" to
K4,000.00) and that a former Gulf Provincial Minister
sought K5,000.00 from 8anta to fund his campaign in the
1987 Gulf Provincial elections.

Finally there is clear documentary evidence that
Santa, by means of payments (corroborated 5y its cashbook
as to one such payment) and by means of a "set off" of
debts with Chainavee Fishery Co. funded the 1987 election
materials of a major National political party to the
extent of over USD50,000.00 and that contributions of
significant sums were made to other candidates 1in the
1987 National elections.

These matters are of significant concern and of
direct relevance to the Commission's terms of reference
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but I take the view that no person should be publicly
named regarding such serious charges unless he can be
given an early opportunity to offer an explanation. At
this stage, while I am struggling to meet a deadline to
present the Commission's final report to the Prime
Minister, I am unable to give those persons that
opportunity to explain.

CONCLUDING COMMENTS

Unfortunately through 1lack of time and other
circumstances 1t has not yet been possible to make a full
investigation 1into the Santa Group. The matters which
are reported upon here however are based on very clear
and very strong documentary evidence. 8anta is convicted
from 1its own tax records of transfer pricing in excess of
K1,000,000 and of evading group tax to the extent of over
K250,000 (including penalties). It 1is also convicted
from 1its own records of conducting a deliberate campaign
of bribing politicians and officlials for its own
corporate goals. Its directors face criminal charges in
relation to official corruption, £fraud and smuggling.
Its 1logging techniques are unsatisfactory, it has a
proven reputation for cheating the 1landowner companies
for whom it 1is contracting and it has been guilty of
failing to pay royalties.

In 1its PNG operations up to 1 January 1988 Santa
has, by its own ineptness as an operator, made such
losses that it has avoided paying any company tax and has
accumulated losses to offset against future profits
exceeding K1.6 million. On this record it would be hard
to Justify approving any further operations by the Santa
group.
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INTRODUCTION

Mussau 1Island lies to the North of the New Ireland
mainland. It has a population of approximately 5,300 and
a valuable timber resource consisting almost exclusively
of Pencil Cedar and Calophyllum. A permit was issued to
Mussau Timber Development Pty Ltd (MTD) on 22 April 1985
after a good deal of controversy.

No investigation was made by the Commission of the
acquisition of timber rights but it seems clear from
other evidence that there would have been "absentee
owners" vho did not sign the TRP documentation.

The position was summarised by Secretary Mamalai to
Minister Diro in a brief in January 1986 as follows:

"The previous Minister for Forests (Lucas Waka)
issued a *Conditional Approval' for
commencement of operation by the above company,
vith effect from 1 January 1985, with a company
known as United Timbers Pty Ltd to be engaged
as Management/Marketing Agent. This decision
caused considerable dispute at Provincial
level, partly due to the lack of consultation,
and the preference by some Mussau people to
establish an alternative 1landowner's company
wvith Santa Investments to be engaged as
contractor. By this stage, howvever, 1legal
requirements allowed little scope to manoeuvre,
and there was little choice but to allocate a
Permit to Mussau Timber Developnent as
originally planned by the Minister. A Permit
of 5 years duration, commencing 1 January 1985,
wvas accordingly issued, and the matter is now
closed, and the project operational"”.

ALLOCATION OF RESOURCE

It seems clear that there wvas quite a bitter struggle
betwveen the United Timbers interests (represented by -
lavyer Rod Patterson), and the Santa Investments group
(vith Francis Sia and lawvyer Ian Shepherd).
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Both companies submitted proposals for the area and after
initial screening the New Ireland Provincial Government

recommended Santa Investments.

f

In late 1984, the struggle between the two landowvner
groups with their rival companies reached significant
heights. It would seem from documents obtained in police
raids on the offices of Santa Investments that during
this critical period Stephen Raka, Executive Officer to
Minister Waka, saw the opportunity for personal reward in
supporting Santa Investments. He apparently telexed
Santa on 29 November 1984 regarding a Toyota utility and
making a "regquest". No copy of that telex was located.
Santa Investments replied by its letter of 12 December
1984 (Schedule 1) indicating that the request would be
met "when our timber project at Mussau keeps off the
ground". Mr Raka pursued his request in a further
letter of 19 December 1984 (Schedule 2) where he
described his role in allocation of fhe Mussau resource.

In December Ian Shepherd prepared an informal report
for Francis Sia in which he said, wvhile speaking of an
area in the Gulf Province where Santa eventually became
involved,:

*Incidentally, I got the impression that
Forestry staff held a dim view of Santa's
intentions in PNG. It seemed that this wvas
because we had made attempts to 1log in New
Ireland at the same time as the Vailala project
vas being 1looked at. It is apparent that
Forests do not l1ike developers to be interested
in more than one province. I sincerely hope
that our adventures in Newv Ireland have not
prejudiced our chances in Vailala®.

0f the Mussau project he said: -

"on the Mussau project, I had a call from (Rod)
Patterson yesterday, who threatened to take out
an injunction to restrain your attempts to
»influence" the directors. He claimed that
Julius Chan and Noel Levi wvould be contacting
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you in this regard. He seemed to suggest that
if we gave up Mussau he would arrange for
another TRP in New Ireland for us. Patterson
seemed obivious to the fact that our proposal
vas the best and did not seem to know that it
vas our second option and not the first that
was accepted. I am inclined to doubt anything
that this man says ..."

The point of decision was reached and despite Santa's
hopes and the recommendation of the Provincial Government
Minister Waka decided in favour of United Timbers.

Oon 4 December 1984 Minister Waka wrote a "letter of
intent" to the landowner company Mussau Timber
Development (MTD) foreshadowing issue of a Timber Permit
on terms set out in the letter and also purporting to
approve the agreement between MTD and United (Schedule
3). He also authorised commencement of operations. The
letter was signed, accepting the conditions imposed, by
MTD Managing Director Terry Girlre one day later.

The furore which resulted caused Minister Waka to review
his decision on 26 February 1985 (Schedule 4) after
earlier representations from Premier Seeto.

By 19 april 1985 Minister Waka decided to permit opera-
tions to prodeed and so advised MTD (Schedule 5) and
Premier Seeto (Schedule 6).

It is interesting to note, in view of what occurred, that
in his letter to MTD of 19 April 1985 Minister Waka said
of United that "due to the demonstrated managerial and
financial capacity of that company, (the _Logging and
Marketing Agreement) will give a fair and reasonable
return to both parties".

Some few days later on 22 April 1985, Minister Waka
signed the Timber Permit in favour of MTD. The permit -
vas prepared within the constraints of the conditions -
laid down by Minister Waka in the "letter of intent".
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Operations then commenced and continued until the second
half of 1987 when MTD and United became 1locked in

arguments and National Court battles which sawv United
discontinue operating on Mussau Island. ‘

CORPORATE AND LEGAL BACKGROUND

(a) Mussau Timber Development Pty Limited (MTD)

Tamekala Logging Pty Limited was incorporated on 12
August 1980 wvith three West Mussau Islanders - Terry
Girire, Rinl Balang, and Kore Kirirl as first directors
and shareholders. In October 1984, the company resolved
to change its name to Mussau Timber Development Pty
Limited. The change vas registered on 20 December 1984.
Further shares were allotted - one each to a total of
eighteen (18) individuals in June 1984 resulting in a
total of twentyone (21) shareholders each holding one
share. By April 1985 the directors were Terry Girire,
Mailon Are, Ronivan Balanga, Nathaniel Belo, Joseph Boto,
Samuel Smithy and John Taili. 1In 1986 Rova Kinamara was
added as a director and Prashant Shastri became company
Secretary (he was also Secretary of United). The company
has all the appearances of a landowner company where each
clan group or village has one share held by its
representative and where the Directors are selected to
represent different areas.

(b) United Timbers (PNG) Pty Limited (United)

This company was incorporated on 17 August 1984.
The first substantive shareholders vere SOEMANTRI
BATARANATA (6500 shares) and SOEKIMAN ADMOSUDARJO (3500
shares) both men being shown as residing in Singapore.
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Roderick Stuart Patterson

was Secretary until replaced by Christopher John Coady in
March 1985. In June 1985 Prashant Shastri became an

additional Secretary.

In July 1985 Samuel Piniau became

a further director and in November 1985 Mr Coady wvas

replaced by Randhir Varma as a Secretary of the company.

(c) Advisors
At all material times until the 1987 court battles

both MTD and United had:

- the same lavyers - Kirkes
- the same accountants ~ Touche Ross & Co.

- the same consultant

- PNG Porest Resources

They also had in and from 1986 the same Company Secretary

- Prashant Shastri

(d) Timber Permit

The Permit was granted to MTD for a period of five

(5) years.
(1)

(1i)

(iii)

(iv)

(v)

It required:

construction of 35 km of roading (at an
export rate of 3900m3 of logs per km)
and up grading of 37 km of roading (at
an export zrate of 1950m3 per km)
according to a time program and
specifications scheduled to the Permit
and maintenance of roads constructed.

a minimum cut of 20,000m3 per year and
annual maximum cut of 60,000m3 with
an export maximum of 58.000m3 per year.

a portable sawmill with 2000m3 .per
year log input capacity.

timber stand improvement by line plant-
ing and opportunity planting according
to a Schedule which is left in blank.

an agriculture trust fund contribution
of K1.50 per m3 controlled by MTD and
to which Mussau people could seek
access.
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On the marketing side there were standard clauses
requiring the employment of sound marketing practices to
establish the highest return for MTD and other clauses
requiring that the best arms length prices be obtained.
The Logging and Marketing Agreement with United which
Minister Waka had approved vas specifically recognised
and no alteration to it was permitted without the
approval of the Secretary DOF.

(e) Logging and Marketing Adreement

The agreement (dated 13 December 1984 and drawn by
Kirkes who were acting for both parties) appoints United
sole contractor for MTD.

The agreement recites that the shareholding of
United is controlled by United Kalimantan Timber Pte.
Limited of Singapore which has experience in logging and
marketing.

The agreement 1is in the standard percentage split format
vith United receiving 65% for its logging and 5% for its
marketing and MTD receiving 30%. MTD is obliged to bear
royalties, export duty and FIC levies out of its 30%
share.

United is also obliged to ‘employ a qualified SEALPA log
grader.

In terms of marketing United is obliged to:

- promote and extend sales to all potential purchasers
- obtain orders
- obtain the best prevailing prices

SCOPE OF INQUIRY

The Mussau basis of operation and actual operation wvas
not studied in detail. This was due largely to the then
current National Court proceedings and to the remoteness
of Mussau Island. Relations betwveen MTD and United were
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obviously not good. During a period of expressed
landovner discontent three of United's bulldozers were
burnt (allegedly by landowners) and the landowners felt
cheated on marketing - this feeling ledl to court
proceedings and finally to MTD terminating the agreement.
United withdrew its equipment rapidly for fear of attacks
on it by landowners. The inquiry focussed on United's
marketing because both DOF and FIC vere convinced United
had been cheating by selling at undervalue and by falsely
downgrading logs and because MTD contended it was cheated
by logs being s0ld at undervalue and being undermeasured.

The inquiry set out to examine these aspects.

M SQU

The resource composition of Mussau Island is unique and
in marketing terms this is very significant. It has been
said for many years that PNG logs are regarded in the
market as comparable with the mixed light hardwoods from
Malaysia and other earlier exporting countries in the
South Seas Log Market. This wvas the explanation for the
price differential between average prices for PNG 1logs
and average prices for Sabah and Sarawvak 1logs. It wvas
said PNG prices should not be compared with those
obtained for the homogeneous species which comprise the
bulk of Sabah and Sarawvak exports but with the rump of
exports from those resource areas vhich are the 1lower
priced mixed light hardvoods.

In his report AaAshenden (1983) tended generally to
confirm this market conception of PNG log exports. He
explained that with regular, consistent and wmajor
supplies of one or two species (as seems to be the case
wvith 8abah and Sarawvak logs) a producer could command
premium prices because little or no sorting of species
vas necessary and he (or the importer) could sell direct
to large plymills, veneer mills or sawmills. Ashenden
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showved quite convincingly for the Japanese market that
vhere there is a diverse species mix, the logs are

directed through a different market structure to the
homogeneous species mixes. In short, mixed specles logs
are sold into a wholesaling structure where they are
sorted into smaller marketable lots for specific uses and
distributed into sub markets where uses for those 1lots
are established and species accepted. This wvholesaling
sorting process involves a number of steps and a chain of
organisations wvhich are both traditionally and
financially interrelated. The cost of the sorting and
distribution process and added profit margins constitutes
a substantial part of the end buyer price and thus, by
virtue of market forces, imposes 1limits on the price
which the Japanese trade buyer, who imports the logs from
PNG to Japan, will pay for mixed species logs.

(FIC has done some analysis work on PNG log exports which
tends to suggest this conception of PNG logs has been
exaggerated and that the substantial part of a shipment
volume, from New Guinea 1Islands at 1least, tends to

consist of a less varied mix of species than previously
believed).

The fact that there is a better market in Japan for more
homogeneous parcels of logs is important for the Mussau
Island resource as it consists of only two species -
Pencil Cedar and Calophyllum. Ashenden found both of
these species Vereé Very wvye]j] gknown and accepted in the
Japanese market !9‘ vere well regarded. High prices are
thus avail.bl'j1?g§;%§9th Species. Mussau Island 1logs
should thus b‘}@?%?‘
;|

to plymills, ' ﬂ‘ﬁl M11s @nd sawvmills and not through
the wvholesal} %?’t$¥" #!begna'

;20 be 4019 at premium prices direct
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MINIMUM EXPORT PRICE (MEP)

The Minimum Export Price arises wunder the Exports
(Control and Valuation) Act and is the minimunp price at
wvhich given grades and species of logs may be exported
from PNG at a given point of time. The MEP is fixed
periodically after discussions betveen DOF, FIC and the
Department of Trade and Industry and is fixed according
to species or groups and according to grade (in
accordance with Sealpa log grading rules).
The process of fixing MEP involves tvo basic steps:

(a) ascertain the market price by virtue

of export prices from PNG and known end
buyer prices.

(b) discount the market price by about 15%
to enable the producer with the poorest
gquality resource and poorest species
mix to sell at or above the MEP fixed.

There are two clear defects in the system. First the
fixing of a market price will be falsely 1low to the
extent PNG export prices are regarded if those export
prices are falsely low by virtue of transfer pricing.
Second the discounting concept, whilst assisting the
poorest gquality exporter, provides a mechanism and
encouragement for producers with a good quality species
mix and a good resource area to transfer price.

Quite clearly MEP is fixed having regard to the mixed
species prices - 1i.e. the lowver prices for mixed sales
parcels and is not fixed having regard to parcels which
consist only tvo species and thus command premium prices.
Given the foregoing sales prices obtained by United for
MTD should be very substantially above MEP.
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UNITED'S MARKETING FOR MTD

I UIR

United's marketing was examined against this'backgzound
of resource composition and MEP.

The examination began with United being sent a standard
gquestionnaire and requested to provide marketing tables
for the 1986 and 1987 years. The answers vere verifled
by statutory declaration. The relevant questions and

ansvers in the questionnaire wvere as follows:

"c. X ur

Explain in short simple terms the procedure by which you
negotiate sales of your logs.

(1) UT (PNG) HAS HAD LONG MARKETING ASSOCIATION WITH
MITSUBISHI CORPORATION OF TOKYO

(11) AT EACH SHIPMENT MITSUBISHI WAS GIVEN FIRST OPTION
TO PURCHASE

(111) IF THEIR PRICE WAS ABOVE MEP AT THE TIME,
APPLICATION WAS MADE FOR EXPORT LICENCE

(1V) IF LICENCE WAS APPROVED (AS IN ALL CASES!) THEN
STATE ASSUMED TO BE IN AGREEMENT WITH SALE"

"D. ir k

By what means or method do you decide whether the price
obtained is a fair market price for a shipment or
part shipment?

AS TRADE INDUSTRY & FORESTS CONTROL LICENCE AND AS BOTH
SIT ON MEP COMMITTEE TO CONSIDER CURRENT MARKETS THEN -
IFP LICENCE IS APPROVED PRICE MUST BE FAIR AND REASONABLE"

"E. o t u

Do you have a relationhip with any person or company
which was a purchaser of logs from you in 1986 or
19872 Yes/.
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If yes, supply full details of such relationship; eg:

- Member of the same company group;
- Purchaser or his company group supplies financial
assistance (giving details); ,

- Long term sales and purchase agreement.
MITSUBISHI CORPORATION HAS LONG TERM PURCHASE AGREEMENT
M.C. PROVIDES FINANCIAL ASSISTANCE AT TIMES THROUGH
"RED CLAUSE" IN LETTER OF CREDIT"

"I. E.P.

(a) Explain in short simple terms the relevance to you
of MEP in relation to your log sales.

MITSUBISHI IS KEPT AWARE OF MEP LEVELS THEN THEIR
OFFERS ARE ALWAYS IN LINE WITH THE MARKET VALUE
EXPECTED BY PNG GOVT.

(b) Did you, in 1986 or 1987 sell logs below the
prevailing MEP? /No.

I1f yes:
(i) did you obtain dispensation? /No

NOTE - ONLY SHIPMENT 13 FROM MUSSAU WAS BELOW MEP
- THIS WAS ARRANGE BY DEPARTMENT OF FORESTSI"

"J. Letter of Credit

Are letters of credit for your sale of logs to overseas
buyers routinely established in the name of, and
with the bankers of, the PNG producer company? /No.

If not, then why?

MITSUBISHI OPENS LCs TO UNITED TIMBER (PNG). THIS
WAS AGREED TO BY MUSSAU TIMBER DEVELOPMENT BECAUSE
THEIR FINANCIAL & MANAGERIAL CAPACITY WAS UNKNOWN
TO MITSUBISHI." ’
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The marketing tables for 1986 and 1987 were provided and
are Schedules 7 and 8 respectively. Those tables show

that all eight (8) shipments in 1986 were sold at exact
MEP prices and that the first two (2) shipments in 1987
vere at less than expected margins above MEP. DOF
marketing section then intervened and eventually sold the
fifth 1987 shipment and the court disputes arose by that

time.

Close examination was obviously required. There wvas

a clear close relationship between United and Mitsubishi
Corporation including £inancial assistance; sales were
made to Mitsubishi Corporation only and United considered
itself free to invoice out of PNG at exact MEP prices
because it considered that was the price the Government

regarded as a fair and reasonable price.

EXAMINATION OF RECORDS

(a) Invoiced prices
The United operation in Mussau 1sland began in 1985

and two shipments were exported during 1985. United's
result of the court

een (16) log shipments

operation ceased in 1987 as a
proceedings and after a total sixt
had been exported. The DOF log export files for these

shipments were examined.

In the two 1985 sales and eight 1986 sales all

invoices were by species and by grade at exact MEP

prices. This lead to DOF attention being focussed on
United (as detailed below). The first 1987 shipment was
sought to be made by United at exact MEP prices but DOF
intervened and forced the price by species and by grade
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to exactly USD3.00 per m3 above MEP. The second 1987
shipment was again scrutinised by DOF and prices again
fixed by reference to MEP at fixed margins per m3 above
MEP as follows: ’

Pencil Cedar - peeler grade USDS.00 above MEP
- 881 UsD8.00 above MEP
- 882 UsD7.00 above MEP
- 883 UsSD6.00 above MEP
Calophyllum - peeler grade USD7.00 above MEP
- 881 UsSD7.00 above MEP
- 882 UsSD6.00 above MEP
- 883 UsSD5.00 above MEP

Oon the third and fourth shipments in 1987 though United's
invoices show the MEP prices by species and by grade
(wvhich is odd) the sales prices are "across the boargd"
prices for each of the two species well in excess of
earlier prices.

At this point United's marketing role ends.

(b) Letters of Credit

Letters of credit for the two 1985 shipments and
first 1986 shipment vere not able to be obtained. The
letter of credit for the second 1986 shipment was a
transferred letter of credit from Mitsubishi Corporation
wvhich had been transferred through Hong Kong. The
letters of credit for all other United shipments form a
clear pattern.

They are all established by a Hong Kong company
Sheng Kee Enterprises Co Limited and they are all clearly
back to back letters of credit. The notify party to be
shown in the bill of lading is Mitsubishi Corporation,
Tokyo. The transfer pricing structure is quite clear.



' 000194
14

The true buyer Mitsubishl Corporation establishes its
letter of credit to Sheng Kee Enterprises which then

establishes its own letter of credit to United. United
invoices Sheng Kee which then reinvoices ‘Mitsubishi
Corporation. Mitsubishi Corporation pays Sheng Kee the
true price of which the invoiced price from PNG |is
remitted to PNG and the balance is retained in Hong Kong.
A Hong Kong company search of Sheng Kee Enterprises was
obtained but does not assist as the shareholders and
directors all appear to have Chinese names.

(c) Grading

After the allegation of wundergrading, detailed
analysis of 1log grades according to invoices were
prepared and working tables created on a shipment by
shipment basis. From these working tables a grading
summary vas compiled for each shipment (Schedule 9) and
year by year summaries were compiled (Schedule 10).

The tables disclose a clear pattern. There is

plainly correct grading on the first shipment in
September 1985, significant undergrading from December
1985 to May 1986, absolutely heavy undergrading from July
to December 1986 and a return to more acceptable grading
levels in 1987.
The reason for the change in early 1987 is quite clear.
United received detailed attention from the Provincial
Forestry Office, was found to be severely undergrading
and vas given a wvarning that unless logs were graded at
acceptable 1levels the grader's certificate was in
jeopardy (Schedule 11).
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A simple comparison of United's grading on a

shipment basis (Schedule 9) and the model provided
(Schedule 11) illustrates the magnitude of the
undergrading. Undergrading has a very serious financial
impact, particularly wvhere a marketing agent sells at MEP
prices.
This is illustrated by reference to a relevant selection
of MEP data from September 1985 to 1987 (Schedule 12).
Thus if a pencil cedar log is graded SS3 but should have
been graded SS1 the MEP price differential is 1in the
order of USD20.00 per m3. The same undergrading for
calophyllum yields a differential in the oxrder of
UsSD10.00 per m3. If a marketing agent undergrades in
this way and sells at MEP he is significantly
understating the MEP value of a shipment and thereby
being permitted to export at far less than the true value
of the log shipment.

After f£inding evidence of clear abuses and cheating
by United the Commission then examined the action taken
by DOF and FIC.

ACTION BY DOF AND FIC

(a) Under grading

FIC, which was on the eve of 1its 1launch into
marketing, began querying MTD in August 1986 on the July
and August 1986 shipments where about 80% of the shipment
was graded SS3. DOF at the same time asked the PFO to
check the position. The consultant to MTD and United,
Peter Connell of PNG Forest Resources, replied that
"genetic butt sweep" affected calophyllum and produced
short logs and that the operation involved cutting over
earlier cut areas.
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(b) te ase

In December 1986 careful attention beggn to be
directed to the Mussau operation by DOF with a call upon
MTD as Permit holder to make an offer of logs to the
State for sale through the State Marketing Agent - FIC,
pursuant to State Purchase Option obligations in the
timber permit. Attention was then focussed on the price
levels obtained for recent shipments which DOF asserted
vere wvell belov market prices obtainable. By 9 January
1987 DOF was beginning to get ansvers from United
(Schedules 13 and 14) vhich vere considered
unsatisfactory.

By mid January FIC Jjoined DOF in the assault on

United and Acting Secretary Kari advised United that its
explanations vere not acceptable (Schedule 15) and
demanded a State Purchase Option offer from MTD (Schedule
16). After considerable debate and hesitance DOF
eventually forced United to offer a March shipment of
3600m3 (United having committed earlier shipments to
Mitsubishi Corporation).
At the same time DOF rejected explanations that were
previously given and indicated export permits would not
be recommended unless sales were at known market prices
(Schedule 17). In early March 1986 DOF pursued a State
Purchase Option offer and pressed for a copy of the
letter of credit for the December shipment which was
earlier said to be "direct" (Schedule 18). (The document
vas, for obvious reasons, not produced.)

By this time DOF had compiled comparisons as at
December 1986 of prices obtained by seven other
producers with diverse species mixes (including pencil
cedar and calophyllum) and compared them with United's
prices. For all grades United's prices vere
significantly lover, for both species, than those of the
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seven other companies (Schedule 19). United sold its
shipment in December 1986 at exact MEP whereas the other
producers' December shipment prices were all above MEP
and individually were the following percentages above
MEP:

Wawoi Guavi 29.47%
Gaulim Logging 19.47%
Open Bay Timbers 17%
Leytrac 17%
Weco 14.28%
Unevulg 8.9%

In short, the position wvas very clear. Suspicions were
confirmed and strong pressure was then exerted. The
underpricing on United's December shipment alone was
estimated by DOF at over USD100,000.00. Under pressure
from DOF an acceptable (but still less than market) price
of 10% above MEP wvas obtained for the March 1987
shipment. (This was DOF's offer). The grading wvas,
however, to be checked (Schedule 20). United was
chastised over the manner of the March shipment (Schedule
21) and advised as to procedures to be adopted.

Peter Connell replied to the chastisement (Schedule 22)
saying his client felt harrassed and was roundly attacked
for his troubles by DOF (Schedule 23).

By late April 1987 the next shipment was planned
vith suggested prices of USD60.35 per m3 for calophyllum
and USDB80-90 for pencil cedar. DOF advised these prices
vere too low and, after consulting with Holdcrown Limited
in Hong Kong, advised on 6 May 1987 that it would take
the shipment at a price of USD70.00 per m3 for
calophyllum (5,225m3) and USD100.00 for pencil cedar
(275m3). Holdcrovwn telex confirmed its offer on 7 May
1987 imposing a very relevant condition (Schedule 24).
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(c) Under measurement

The condition was that measurement must be the same
as it had previously been for Mitsubishi Corporation
without change. The telex noted that measurement on
United's last 4-5 shipments had been "7-16 PCT OVERAGE".
This is a very significant condition 1in terms of
measurement when it is known that PNG logs are remeasured
on entry into Japan for import dQuty purposes. There are
twvo differences between Japanese measuring and measuring
in PNG according to the Brereton rules:

(a) Under the Brereton rules the "short
diameter" measurement of a log must be
made at right angles to the "long
diameter" measurement whereas under
Japanese rules the second measurement
need not be made at right angles.

(b) Under the Brereton rules there is
no volume deduction £for hollows orx
defects vhereas wunder the Japanese
rules such a deduction is permitted.

Ashenden covers this in his report and concludes that
1.00m3 correctly measured according to PNG rules |is
reckoned to equal about 0.95m3 according to the Japanese
system, i.e. that on remeasurement in Japan the volume is
about 5% less than the correctly measured volume in PNG.
In this case it is most significant that what is being
said (as the basis of a condition of sale) is that
United's recent shipments have not wundermeasured on

remeasurement in Japan but have in effect overmeasured by
7% to 16%.
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(d) Forced renegotiation d sal tate
In these circumstances United renegotiated with

Mitsibushi Corporation to match the prices offered by DOF
and then obtained an ex parte injunction’ from the
National Court to export to Mitsubishi Corporation.
According to Holdcrown Mitsubishi's Tokyo manager also
wvarned Holdcrown to "step out of Mussau" (Schedule 25).
Acting Secretary Tagamasau telexed Mr Komtagarea (then
Acting Secretary of the Prime Minister's Department)
seeking intervention (Schedule 26). Thereafter there was
an involved wrangle over the shipment as a result of
which that particular shipment vas permitted to
Mitsubishi Corporation with a future shipment from Mussau
being made available to the State to satisfy Iits
commitment to the Holdcrown buyer.

In its marketing table and answver to its
gquestionnaire United, quite dishonestly, sought to
suggest DOF had (unlike United) sold this shipment at
9.14% below MEP. At the time the sale was concluded the
price wvas, in fact, 39.48% above MEP - a far better
margin than United had ever been able to obtain (or more

accurately willing to obtain).

The 1last shipment of logs was sold by MTD, again
through Holdcrown, and, quite ironically, in view of my
findings, United commenced National Court proceedings in
vhich it alleged the best available price had not been
obtained and sought from MTD its share of what it said
the price should have been. In the course of this
argument DOF also obtained from Holdcrown a price history
of prices on the Japanese market for pencil cedar and
calophyllum on a monthly basis from 1985 to May 1987
vhich discloses prices significantly in excess of those
obtained by United (Schedule 27).
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NOTICE TO_SHOW CAUSE

Whilst all this argument was occurring DOF, on 15 May
1987, gave MTD notice to show cause why its Timber Permit
should not be cancelled. Peter Connell of PNG Forest
Resources Pty Ltd, in his capacity as consultant to MTD,
replied on 10 June 1987. The reply was evaluated and
cancellation was recommended by DOF. In the period
immediately prior to the 1987 National election documents
advising cancellation of the Permit; notifying MTD
(Schedule 28) and instructing preparation of statutory
instrument wexre prepared. These were not actioned,
probably because attention was being concentrated on the

election and lobbying to form the new Government.

In September 1987, after Minister Horik had been
appointed to the Fcrests portfolio, DOF was advised that
MTD had terminated its agreement with United and its
_ansultancy arrangement with PNG Forest Resources. MTD
indicated it wished to exploit the resource under a new

arrangement and cancellation action was abandoned.

COURT PROCEEDINGS

With relations between MTD and United reaching an all
time low by September 1987 both parties went to the
National Court.

MTD arrived first with a writ alleging that, in breach of
the Logging and #arketing Agreement, United had sold
MTD's logs to Mitsubishi Corporation through Sheng Kee
Enterprises at am undervalue of USD960,474.72 thereby
depriving MTD of its share (30%) of such lost price,
amcunting to USD288,142.41. United in its claim alleged

-~

<

000

J
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MTD had wrongly repudiated the Logging and Marketing
Agreement and had sold a shipment of logs for
USD504,252.24 which was belov the available price by
USD96,646.95 thus depriving United of its (70%) share of
the price deficiency amounting to USD67,652.82; which it
claimed.

(There were many interlocutory steps and the proceedings
were ultimately compromised after the Commission's
hearing. The financial result is not known from the

Court files.)

PUBLIC HEARING BY THE COMMISSION

Mr Soemantri Bataranata was called before the Commission

and appeared represented by Counsel. His evidence was
that he is a Singapore resident of Indonesian/Chinese
extraction and Mznaging Director and the main
shareholder of United Kalimantan Timbers Pte. Limited

(UKT) which is in turn the main shareholder of United.

He was originally involved in timber in Indonesia through
a subsidiary of UKT - Baltimur Lumber Co. between 1969
and 1981 when he sold out the Indonesian operation
because of the Indonesian Government's insistence on
local processing of plywood. He then moved to PNG.

In the Indonesian operation Baltimur first sold to
Sumitomo Shogi, Mitsubishi Corporation and C. Itoh and in
his words "“found Kitsubishi the honest one of the three".
From 1972 he sold only to Mitsubishi.

He came to PNG in 1982 and applied for pre-registration
with DOF which was given in 1883. In September 1983 he
returned to PNG and saw lawyer Rod Patterson, seeking
advice on a "gocd area". Patterson "“offered" five
different areas and after overflying the Mussau resource
it was selected. Negotiations began, through Patterson,
with Peter Connell in November 1983. In December 1983,

right at the outse?, he arranged marketing with
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Mitsubishi Corporation. On marketing he said that in the
initial period in Indonesia Mitsubishi Corporation opened

its letter of credit through Singapore but that this
later switched to Hong Kong. On each shipment he
discussed price with Mitsubishi Corporation before the
ship was booked. For PNG logs he reached an agreement to
sell all logs to Mitsubishi Corporation subject to price
negotiation on each shipment. He had many dealings with
Mitsubishi Corporation over 25 years and a trust

relationship had developed.

He said he never conveyed the MEP prices to Mitsubishi
Corporation. When he offered a shipment to Mitsubishi
and they offered a price he then checked MEP and if the
price was at or above MEP he would accept it. wWhen he
had a shippable quantity he would tell Mitsubishi the
species and volume; they would offer and he would accept
it because there was "no point to suspect any foolish
thing". He said sometimes price was negotiated and

Mitsubishi Corporation would "come up USD1.00 or so".

He said that he knew nothing of Sheng Kee Enterprises;
that Mitsubishi Corporation organised everything; that he
heard letters of credit were opened through Sheng Kee
Enterprises and that he did not know why this was done
because that was Mitsubishi Corporation's business. On
the first Mussau shipment he said the letter of credit
vas not established by Mitsubishi Corporation so the
first letter of credit was opened by UKT from Hong Kong
but that he then learned "that in PNG there was an arms

length restrictior so we did not do it from our company"”.
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He said he was not aware of alleged undergrading until
told it was a ground for a notice to show cause why the
Permit should not be cancelled in mid 1987. He then gave
an outline of matters involved in the Court proceedings.
After this evidence was given Mr Bataranata faced cross
examination and his further evidence bears detailed

description.

Mr Bataranata conceded United was, for tax purposes, a
loss operation in PNG and had shown tax losses in 1985,
1986 and 1987. He said that the Taxation Office had
recently raised amended ascessments for tax and 200%
renalties aggregating K1.5 million and that he had agreed
vo pay the base tax of K385,000.00 as a compromise. He
agreed these amended tax assessments were raised as a
result of alleged transfer pricing. (Unbeknown to
Mr Bataranata these assessments were made on the basis of
the preparatory work on United carried out by this
Commission in conjunction with Mr Tony Roe who was made
available to assist the Commission by the Taxation
Office. This K385,000.00 in tax revenue is one example
of a direct revenue return to the State from the work of
this Commission).

This K385,000 tax was, as Mr Bataranata agreed, levied at
the company tax rate of 35% and the assessment was based
on an alleged price transfer of K1.1 million. He said
the tax had been paid by a loan from a commercial bank
vhich vas guaranteed by Mitsubishi Corporation.
Mr Bataranata said Mitsubishi Corporation was prepared to
give the guarantee because of the special relationship
and confidence generated over a 20 year  Dbusiness
association. The questioning then turned to UKT's

Indenesian operations.
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In marketing terms Mr Bataranata admitted that
Mitsubishi Corporation opened its letter of credit to UKT

Singapore and that UKT Singapore opened its letter of
credit (back to back) to the subsidiary Baltimur Lumber
in Indonesia. He further admitted that the sale price
frem Baltimur Lumber to UKT was always at the guideline
price set by the Indonesian Government (the egqguivalent of
PNG's MEP). He said the price from UKT to Mitsubishi was
the same price but that S$$10.00 per m3 (for equipment and
spare parts) and Z% (handling fee) was deducted from that
price by UKT and the balance remitted to Baltimur Lumber
wvith the deductions disclosed to the Indonesian

authorities.

Mr Bataranata's knowledge of the Japanese market was then
tested. He agreed that pencil cedar and calocophyllum had
been well known in the Japanese market for many years and
claims made by Peter Connell that he had promoted sales
of these species in the Japanese market were nonsense.
Clear evidence to prove the facts from the Ashenden

report was quoted and agreed to.

He agreed that United introduced Mitsubishi Corporation
to PNG. He described clearly how the calophyllum and
small pencil cedar wvent straight to the plywood mill and
the large pencil cedar logs went straight to the sawmill.
In doing so he confirmed the Commission's view about the
Mussau logs being sold direct at the "“top end" of the
market and not through the mixed light hardwvoods
wvholesaling structure. When this was pointed out he
said: "My duty is to put logs on the ship". He then
agreed his duty wunder the agreement with MTD was to
obtain the best available price and then he became

deliberately vague and evasive saying quite relevantly on
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price; "Why should I worry if I am making a profit2?2". It
wvas then pointed out that according to PNG disclosed
figures he was not making a profit. He then said he had
never looked at Japanese market prices but only at the
MEP scale to check MEP prices and that he had never
offered Mussau logs to any buyer other than/Mitsubishi

Corporation.

0f United's early marketing of Mussau logs Mr Bataranata
said that on the first three shipments (for which the
Commission did not have letters of credit) UKT opened the
letter of credit to United through Hong Kong at exact MEP
prices. He said Mitsubishi Corporation telegraphic
transferred the MEP price to Hong Kong; that there was no
price differential and that the telegraphic transfer was
credited to an account at the Bank of America Hong Kong
Trust under his cwn name. He was then shown the letter
of credit on the fourth shipment (transferred through the
same bank in Hong Kong) and agreed that a similar
arrangement was used for that shipment. He said it was
then that he fownd out about the arms 1length pricing
requirements (not after the first shipment as he had
earlier said) and that the system then changed. At this
stage Mr Bataranata started to falter.

He tried to say the prices were identical from Mitsubishi
Corporation to Hong Kong and from Hong Kong to PNG; that
recourse to Hosg Kong (vhich he arranged) was at
Mitsubishi Corpozation's insistence and to cover a slip
vhen he spoke of his having "to avoid all this income" by
saying he was referring to exchange fluctuation gains
made in Hong Kong. He denied he was in fact referring to

transfer pricing inceme reposed in Hong Kong.
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After some further cross examination about the way he
negotiated price with Mitsubishi Corporation I had formed

the opinion Mr Bataranata was not being truthful and I
cautioned him about perjury. This was followed almost
immediately by an admission that UKT had transfer priced
timber out of Indonesia but not out of PNG. He then
quickly agreed that the transfer pricing system employed
in Indonesia was used on the first four shipments from
Mussau JIsland and that "it was about USD55,000 per
shipment extra. Then I found out about transfer pricing

and stopped doing it".

In context it was gquite clear that the USD55,000.00
figure was based on USD10.00 per m3 over the approximate
shipment volume of 5500m3.

He was then cross examined about the change in system to
Sheng Kee Enterprises and said Mitsubishi Corporation,
not he, arranged the Sheng Kee Enterprises connection.
He said he was awvare from the first four shipments that
Mitsubishi Corporation would pay higher than MEP prices
and that to progress United in PNG he needed the support
of Mitsubishi Corporation. He said he did not benefit in
direct terms (in cash) from selling to Mitsubishi
Corporation at less than market prices but that "if I get
more areas I get backing from Mitsubishi".

The evidencerproceeded: i

Q. So you say Mitsubishi got the benefit of the

extra USD55,000 on these (1986) shipments as
their price for backing you.

A. VYes the price for the financial assistance.

(He then complained of the effect of the 25% State's
Purchase Opticn on his relations with Mitsubishi
Corporation. He ecaid the Option should not apply to
limited caparcity orperations such as that on Mussau

Island;.
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Mr Bataranata then admitted that the support he had
received from Mitsubishi Corporation was:

{a) a guarantee for the bank loan (to pay tax)
of K270,000.00.

(b) an advance purchase price for 1logs of
Uusb450,000.00.

On the latter advance he said Mitsubishi Corporation did
not receive any logs to offset the USD450,000.00 advance.
He agreed the logs could only be supplied from a future
concession area to fund this advance. He denied the
K270,000 guarantee and USD450,000 advance was United's
«hare of the balance proceeds of +transfer pricing on

Mussau Island log sales.

when the cross examination returned to undergrading
Mr Bataranata agreed with the remarks made by Counsel
2ssisting but maintained that grading was not within his
ccntrol. (The grader was provided by MTD as he had not
been allowed to bring his own grader from Indonesia.) He
said he was not aware of any problem with calophyllum
logs from Mussau Island and knew nothing of a "genetic
butt sweep" defert (described by Peter Connell) as
affecting log quality.

Mr Bataranata was then asked about differences between
his evidence and the declaration made in answer to the
Commission's questionnaire. His answver was that the
ansvers vere completed by, he thought, Peter Connell. He
said the questionzalre was "filled ... in after 1 signed
a blank declaration. I will accept responsibility.
Either my manager Mr Fong or Peter Connell or David
Woodley of Touche Ross filled in the cetails".



Mr Bataranata was finally asked about log measurement and
remeasurement of logs in Japan. He said he knew nothing

of this aspect and made no monetary gain from it. He
said he would ask Mitsubishi Corporation for copies of
remeasurement summaries for all shipments and produce
them to the Conmmission. No documents have ever been

produced.

SUBSEQUENT ACTIONS

After evidence was taken Mr Bataranata gave a written
authority to obtain banking records from his Hong Kong
Bank and himself undertook to produce copies of his
banking records. Though the authority was forwvarded no
reply has been received and Mr Bataranata has not

produced any records to the Commission.

In an endeavour to obtain Japanese remeasurement records
and prices of importation of Mussau logs into Japan by
Mitsubishi Corporation a request was made to PNG's Ambas-
sador to Japan to approach Mitsubishi Corporation direct
and request copies of Japanese Customs stamped invoices
and remeasurement summaries of each of United's ship-
ments from Mussau Island (Schedule 29) and to enguire
about ownership of Sheng Kee Enterprises. The documents
requested would show the precise extent of transfer
pricing and the precise extent of undermeasurement. The
relevant executive of Mitsubishi Corporation met with
the Ambassador but was not co-operative and refused to
supply any documents (Schedule 30).

The remeasurement records were then sought through other
channels. (Schedule 31). However Mitsubishi Corporation
refused reiease of the information and it proved
impossible to obtain., (Schedule 32).

' 000203
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UNITED'S OTHER INVOLVEMENTS

At the time of the Commission hearings United had one

other actual and one other prospective involvement in
timber in PNG.
(a) PNG Logging

PNG Logging Pty Ltd was apparently a logging sub-

contractor to Central Pomio Logging Company in East New
Britain where the operation was managed and the marketing
conducted by Timbersales Pty Limited. The (expatriate)
proprietor of PNG Logging apparently wished to sell out
his shares in the company.

Mr Bataranata said he had agreed to purchase the shares
(i.e. take over the company) in his own name for a price
of K500,000. The purchase had been completed in July
1987 and was financed by a loan from Niugini Lloyds Bank
supported by a guarantee from Timbersales. Though
marketing had been discussed Mr Bataranata said he

was not able to secure marketing rights.

(b) ¥West Coast Manus
Mr Bataranata said he had been involved in negotia-

tions with 1landowners from the Kali Bay area of West
Coast, Manus Island over a proposed Local Forest Area
near the recently completed TRP area operated by S.E.A.L.
He said he had both a Dealing Agreement and a Logging and
Marketing Agreement with the local landowner company. He
said he did not have a Certificate of Authority and that
he was aware the Manus Provincial Government opposed the
LFA declaration. He denied he paid landowners' airfares
and accommodation to lobby the Minister for Forests for
the LFA declaration and said a businessman in Lorengau
had lent them the money. He said he had not provided any
dinghies or outboard motors for local people and had not
paid "gris mcni" to directors of the local company or to
landovrer groups. His advisors in this enterprise were

Peter Connell {consultant) and Christopher Coady
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(lawyer). He said Coady formed the landowner conmpany and
Connell drew up the agreements.

He said all the lobbying was being done by local Manus
people and that a businessman Phillip Pokasin was

providing the money.

This resource on West Coast Manus wvas doubtless very
important for United for two reasons. Firstly it 1is
another wunigue resource as it consists of a very
unusually high percentage of good quality calophyllum.
Secondly marketing would enable the supply of logs from
which Mitsubishi Corporation could recoup its USD450,000

log sales advance.

wWith the Commission hearings well publicised
Minister Horik acted quickly in writing to United
indicating that United had no future in the forest
industry in PNG.

CONCLUSIONS
(a) Operations

Attention focussed on the marketing activities of
United as contractor for MTD. Reports indicate that its
operation as a logger was less than satisfactory and that
its relations with landowners were not good resulting in
three bulldozers beling burned during operations; a rapid
vithdraval of equipment when operations ceased (for fear
of more damage) and very bitter Court proceedings over

log sales proceeds and marketing practices.

(b) Grading

I find that the evidence of undergrading is
irrefutable and as only United could benefit from
undergrading that it was active in that area despite
Mx hataranata's denials. The magnitude of the
undergradincg wvas extensive vith up to 80% of 1logs

downgraded reaching enormous propcrtions in the second
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half of 1986 when on four successive shipments 73.7%,
85.9%, 85% and 77% of the total shipment was graded into
the lowest sawlog category (8S3). (See Schedule 9.)

puring this period United was exporting at MEP prices and
the magnitude of the cheating in foreign revenue earning
terms can be simply appreciated by reference to the MEP

scales operative at the time (see Schedule 12).

(c) Measuring

Though the evidence of undermeasuring is indirect
(see Schedule 24) the failure of Mr Bataranata to obtain
and produce Japanese remeasurement records coupled with
the refusal of Mitsubishi Corporation to provide or
permit to be provided coples of those records enable me
to infer that there was significant undermeasuring of
logs exported from Mussau Island by United. Taking into
account the different measuring procedures used in the
two countries the 1indication 1is that the 1logs were
undermeasured by between 10% to 20% according to PNG
measuring techniques. In other words the volume of logs

exported was understated to PNG authorities by 10% to
20%. '

(d) Transfer Pricing

Mr Bataranata admitted transfer pricing on the first
four shipments (two in 1985 and two in 1986) about
USD55,000.00 on each shipment. The total price transfer
on those four shipments vas therefore about
uUsb220,000.00. 3lthough the market improved in 1986
(Schedule 27) United continued to export the remaining
six (6) 1986 shipments at exact MEP prices. I do not
accept his evidente that neither United nor Mr Bataranata

gained direct financial benefits from these shipments.

31
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Price indications (Schedule 27) and the other evidence
suggest that United transfer priced at least UsD55,000 on

each of these shipments and DOF marketing experts contend
the price transfer on the last of these six shipments (in
December 1986) was in the order of USD105,000.00.

On these six shipments he would thus have transfer priced
in sgaregate between USD330,000 and USD600,000. Even in
early 1987 when the DOF Marketing Section focussed its
attention on United's activities the DOF Marketing

experts suggest price transfers occurred as follows:

1987 first shipment UsD69,770.00
1987 second shipment USD34,800.00
UsSD104,570.00

If these figures are aggregated the total on the twelve
shipments ranges between USD655,000 and UsD925,000. In
addition, on its third 1987 shipment the price at which
United originally proposed to sell to Mitsubishi
Corporation was USD41,000.00 less than the price wvhich it
renegotiated after DOF intervention.

I believe that the above figures would take account of
grading malpractices. I do not believe that they take
account of the price premium obtainable when the two
species are sold direct to plymills and savmills. The
prices used in the calculations by DOF Marketing experts
are, 1 believe, prices obtailnable for these twvo species
as part of a mixed 1light hardwood shipment. If I anm
correct, a further dimension would be added to the
magnitude of the transfer pricing but I do nct have
evidence which would permit the "premium" to be
calculated. The aggregate transfer pricing alleged in
the Court proceedings by MTD was USD960,474.72. On Mr
Bataranata's own evidence the Taxation Office Dbased its
revicsed tax assessment on an illegal transferred price of

1.1 wmilliorn. I thus consider that total transfer



000213

pricing of in the order of USDL miliion would nat ke an
overstatement. None of the above calculations take into

account the effect of undermeasur ing.

Between 1985 and 1987 a total of 78,722.38m3 of logs was
exported from Mussau Island of which 20,323.302m3 was
pencil cedar and 58,245.946m3 was calophyllum. The
residual 152.580m3 was other species. Of these totals
United exported 17,084.156m3 of pencil cedar and
50,230.439m3 of calophyllum.

As 1 have found that there was at least 10%
undermeasurement then an additional 1700m3 of pencil
cedar and 5000m3 of calophyllumv was exported with no
return to PNG.

1f an average price (see Schedule 27) of USD80.00 for m3
for pencil cedar and USD65.00 for calophyllum is assumed
the additional revenue 1loss is about USD4606,000.00.
Should the undermeasurement be 20% the 1loss would be
double that. I therefore find the loss from
undermeasuring to be in the order of Usbp450,000 to

usD300,000.

Financial Result

The involvement of United 1in marketing for MTD over a
period of less than two years has, as a result of
malpractices involving undergrading, undermeasurement,
and tranzfer pricing, cost PNG in the order of USDl.5
million 1in export earnings. (1t matters not whether
United or Mitsubishi Corporation obtained the benefit of
this transfer pricing or in what manner they shared 1t.

The result from a PNG point of view is the sane.) In
doing so it has:

(a) defrauded the Government of about
USD150,000.00 in export duties (which
no action has been taken to recover),

“m
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(b) attempted to defraud MTD of ag YOoxX-
imately USD300,000.00 (its 3 of

additional 1log =sales proceeds of
UsSp450,000.00 less the additional
export duty of SD150,000.00 which MTD
is obliged to pay) but has failed, at

least in part, because it has
compromised the Court proceedings
with MTD.

(c) attempted to defraud the Government
of not less than K385,000.00 in
company tax but has failed in such
attempt as the tax has been assessed
and collected.

I recommend referral to the Comptroller of Customs so
that an attempt can be made to recover the additional

export duties.
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Our Qc}:

Mour Rej:
12/12/1984

MR. STEPHEN RAKA

SEKIOR EXECUTIVE SECRETARY
MINISTRY OF FOREST

P. 0. BOX 5055

BOROKO,

Dear 8ir,

RE:__TOYOTA UTILITY

PR T T X L X Ll i ead adhad

With reference to your tslex dated 29th November,1984 I would
like to confirm with you that the Company's top level sanagezent
had agreed to your request. Please convey my lwmportant mesgage
to Mr. Stephen Raka urgently.

Your request shall be met when our timber project at Mussau
keeps off the ground. Our office at Port Moresby in charge of
overall operations, Mr, Francis Sia will keep close in touch
with you shortly.

On behalf of the Company, 3Santa Investments P/L (SINGAPORE) I
would like to say *Thank you" for your kind sssistance rendered

to our company. You will have our blesaings.

Thaok you.

Yours sincerely
\

P Y L L L XY L ad
',4"’

Cnggn.lﬂ:f

\ T

1st floor, Invesmen Haus, Champion Parade, Port Moresby, Papua New Guinea
P O Box 88, Telex no: NE23218 “Santa” Tel no: 213411 & 213403
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Ministry of Forest 000216

P 0 Box 5055
BOROKO

19 December 1984

The General Manager

Santa Investment Pty Ltd
First Floor Investment Haus
P 0 Box 88

PORT MORESBY

Dear Sir
RE; TOYOTA UTILITY
This serves your letter of conflrmation to me re the above subject,

Sir, you are aware of my unquestlonable assistance rendered to you
and the company, in particular, the MUSAU project and your future
proposals in the Timber Industries at Ministerial level. You are
aware that I can only give advice, whether my advice is taken or
not is the prerogative of the Minister.

Sir, the classic example is the conflict surrounding the MUSAU
project. I have counselled and advised the Minister in your favour
and also advised him to accept the New Ireland Provincial Government
Provincial Executive Council resolution. It appeared that the
Minister opted for another. Consequently the people are not happy
about his decision. This act of stupidity unnecessarily delayed the
project. However, the Minister now has seen his mistake and from the
copy of the telex I gave you, the Minister has altered his position
and I am deadly sure it will be my advice.

Sir, when I spoke to you re the subject of this letter and your
confirmation to me dated 12/12/84, I expressed my deepest need of
your assistance. I have informed you why there is an urgent need
for it.

Sir, with greatest respect toryou and your company, the unexpected
delay in getting the MUSAU project off the ground will add more
wounds to my concern.

Sir, due to the above, I would like to know at your earliest possible
if there can be other arrangements to accomodate this delay. Please
inform me for further discussion.

I await with profound hope.

Yours faithfully

“{;’c.«tclsh cccccccc R
STEPHOI: IFA RAKR
Executive Officer
Ministry of Forest
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o TeLpewowp: 258886 - . oo ¢ ET Lo odee T . P.0.BOX 5055

NE TELEGRAMS : FORESTS BOROKO - S < - ' BOROKO P

oo . TELEX: NE 22380 , o 3 ) PAPUA NEW GUINEA
OUS REF LJW:bmw 4th December, 1984

151-16-29

The Managing Director,

Mussau Timber Development Pty. Ltd.,
' P.O. Box 109,

PORT MORESBY, N.C.D.

Dear Sir,
CONDITIONAL APPROVAL FOR OPERATIONS - MUSSAU ISLAND TIMBER AREA

~xnowledge receipt of your application for a Timber Permit over
..¢ above area and wish to advise that both the Development Proposal
and Management/Marketing Agreements with United Timber (PNG) Pty.
Ltd. have been approved.

I am prepared to allow immediate commencement of operations provided
that Mussau Timber Development signifies in writing (by signed
endorsement of this letter) that it accepts and will abide by the
following terms and conditions, which will be formally incorporated
in a Timber Permit in due course.

3

£

g

)~ 1. PERMIT NUMBER - 16-29 -g

2. PERMIT AREA - All of.the Mussau Island T.R.P. 4
Approximate area being 35,500 Hc. g

- 3. COMMENCEMENT - 1/1/1985 , i
<4, DURATION - 5 years from commencement date %

5. ROYALTY - K4.46 per cubic metre all species plus
premiums on selected species.

6. GUARANTEE - K44,600 to be lodged within 60 days of -
commencement date. This guarantee covers g1
two months royalty at maximum production. ®

7. MAXIMUM CUT - 60,000 m3/annum .

8. MINIMUM CUT - 20,000 m3/annum ;‘;

9. LOG EXPORT - 58,000 m3/annum x

LIMITATION This will be closely tied to the road "2

construction and upgrading schedule as
detailed in Clause 12,

s colltca s P
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lo0. CONVERS ION - A small portable sawmill with 2000 m3

FACILITIES input capacity installed, maintained 000:‘"}'

and operated within three months of
commencement date. .

11. WORKING PLAN - A full working Plan, covering the whole
of the Timber Permit Area, shall be
submitted for approval to the Director
of Forests within 90 days of commencement
date.

12. ROAD The Permitee shall construct or upgrade the

CONSTRUCTION following roads in accordance with the

location, export quota, schedule and
standard specified.

a) LOCATION - 1 LOLIENG TO TAVOL moving clockwise
Approximately 35 Km at 3900 m3/Km
constructed

ii LOLIENG TO TAVOL moving anticlockwise
Approximately 37 Km at 1950 m3/Km
upgraded

b) SCHEDULE

PERIOD DISTANCE ALLOWANCES ROUTE
JAN-DEC 85 9 Km 35,100 m3 LOLIENG-LOVERANG
JAN-DEC 85 10 Km 19,500 m3 LOLIENG-ALAMUI
JAN-DEC 86 9 Km 35,100 m3 LOVERANG-MAGIEN
JAN-DEC 86 9 Km 17,550 m3 ALAMUI-BOLIU
JAN-DEC 87 8 Km 31,200 m3 MAGIEN-ETALAT
JAN-DEC 87 9 Km 17,550 m3 BOLIU-TASITEL
JAN-DEC 88 9 Km 35,100 m3 ETALAT-TAVOL
JAN-DEC 88 9 Km 17,550 m3 TASITEL-TAVOL
c) STANDARD - Shall be Access Class I as defined in
"Manual of Rural Road Design" issued by
Works & Supply.

13. AGRICULTURAL - The Permit Holder shall, upon commencement,

DEVELOPMENT , establish an Agriculture Trust Fund to

operate as follows:-

a) Within 7 days of clearance of each
log ship, an amount equal to K1.50/m3
for all logs exported ‘on that vessel
shall be deposited in the Fund.

b) The Trust shall be controlled and
operated by the Board of Directors of
Mussau Timber Development.

c) The people of Mussau and Emira Islands
may then seek financial assistance from
the Fund.
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14. EQUITY - The Permit Holder, is to retain its
present shareholding structure of 100%
ownership by landowners from the Mussau
Island TRP Area throughout the period of
this Permit.

15. FORM OF PERMIT - The Timber Permit, documentation of which
shall commence upon receipt of signed
acceptance of this Letter, will include
all the above principal terms and conditions
as well as all other standard conditions
of PNG Timber Permits.

The circulation of this Letter, when executed, shall be:-

Original - Director of Forests
First Carbon - Provincial Forest Officer, Kavieng
Second Carbon - Retained by Company.

T trust these conditions will be acceptable to your Company and
that the Project will be of mutual benefit to Mussau Timber
Development, the traditional landowners of Mussau Island and both
the Provincial and National Governments.

Yours faithfully,

A |
WL~ c,
) ix .
ioo..,2| seesesvsvese DATE '.Lf‘l lsu
LUCAS J.'WAKA, M.P.,

MINISTER-FOR FORESTS

-0 o0 00 0o

ACCEPTANCE

I, PETER TERRY GIRIRE, Managing Director of Mussau Timber Development
Pty. Limited, hereby declare that I have read and understood the
contents of this Conditional Approval and that I accept them as the
principal operating terms and conditions of Timber Permit 16-29 and

that my Company will abide by them until such time as a formal Permit
document is issued.

L GRkea DATE 5,/“:/5**

PETER TERRY GIRIRE

MANAGING DIRECTOR
MUSSAU TIMBER DEVELOPMENT PTY. LTD.
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.= % 151-16-29

The Managing Director,

Mussau Timber Development Company
Pty. Ltd.,

P.0O. Box 109,

PORT MORESBY.

Dear Sir,

~oNDITIONAL APPROVAL FOR OPERATIONS - MUSSAU p:

This is in reference to my letter, ref: 151-16-29 dated
4th December 1984.

During my discussions with the Premier of New Ireland

on the 18th January 1985, the commitment of the Mussau
TRP area to your Company as per the above referred letter
was confirmed. It was, however, decided that the issuance
of a Timber Permit and the commencement of any logging
operations in the area is to be deferred pending a number
of important matters. These include: -

1. An evaluation and if necessary a restructure
of Mussau Timber Development Company Pty. Ltd.
to ensure the Company is truly owned by the
majority of landowners of the TRP area, and

2. The Department of Forests, in consultation with
the Department of New Ireland, to draw up guide-
lines and seek proposals for a Management Contract
from interested companies which includes United
Kalimantan and 3anta for the management of the
development of the Island's forest resources.

G of the Moty ff Frs

LELEX: NE 22360 . - : PAPUA NEW GUINEA

26th February, 1985

br ovm [orshs

f1 pethetua

»

[
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In light of the above matters, I regret to advise that

your Company cannot be allowed to commence any operation
until further notice from me.

Yours faithfully,

= .

Lucas yaka, M.P.,
MI HOR FORESTS
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19/4/85 ¥
=
The Managing Directon e
Mussau Timber Devefopment Pty Ltd , =
P 0 Box 8§17 ' =
RABAUL.  ENBP .
Dear Sin, ’
SUBJECT: CONDITIONAL APPROVAL FOR OPERATIONS, MUSSAU ISLAND a
T.R.P. -
REF: MY 157'16f29 OF 26/2[83
In view of the gact that your Company has - :;f
[ 1) Submitied a formal neply to my above letten. '€g
{ 11} Given detailed explanations aboul my cuenies 2o L“§~
Mr. Gondon Mc Neil, a Sendion Offdicer 4in the Depariment
of Forests. }g
(111] Submitted the Five Yean Forest Wonking Plan as required !
under Ctause 11 of the Conditional Approval. |
- 1 am now satisfied that -~ ]
{ 1) The Company i truly nepresentative of the Landownens LﬁL
0§ Mussau Ilasland. ;:€
( 11) The Logging § Murketing Agreement with United Timber
[PNG) Pty Ltd has been negotiated 4in a proper manner -
and, due to the demonstrated managerial and §inancial 3
capacity of that Company, wilf give a fainr and reasonable -

netunrn to both panties. A

1 now, thenefone, withdraw my nestrictions of 26/2/85 and advise
that logging Operatasns may commence whenevea your Contracton 48
neadu.

T

... 2/,
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1-6-112 19/4/85

Ma, R, Seeto CLE MPA

The pPremdien .

1reland Provincdial Govermment
KAVIENG.,  NIP

Dean Premdien,

CONDITIONAL APPROVAL FOT CPERATIONS - MUSSAU ISLANY

] werite this Lettea 2o offiedially iniorm you as& a proceds of
cornsuliation that 1 kave now Zecddev allowdiny oprenziians on
tiusszu lsland o commence a4 per my orndgninal Conddizionzal
Approval.

The siructure of the Landowners Corpany £{ mot properly
nexncsentatdive can be soated out durdny the piccess as Long
as thene 48 a provision in the Tirbor Pearmit allowdn; fon
this.

The Law:gens nepresenting Mussau Timber Tevelopmeni Company
will take the &tcte Lo lount 1 as !inislen continue to
breach the aprioval 1 oaszirally agave {or woak 1o 30 ahead
wrnich they hacd accepted.

1 alao consdider the seleciion o United Kalimantar as fain
because dundns tlc time o m- decision 1 cid not have prcrposal
¢rom an.s oiher possible ianaameni Contractor. The onl:. Time

1 heard about Santa Investments was 4rn wour PEC Tecdisdon.

In view of the above 1 nmov witndrav me fLettea 151-18-29 o
25/2/85 2o tlussau Timber Develepmnent Co. and approve woak 2o
atanrt.

Yours jadthiully,

-

A,}‘

aﬁcizj;:;a 4 u?

Hinisienr {on Foresis
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Secretan

Pi4{ice of Forest

Manageng “Tinecton
Vussau Timbea Dev. Co.

Banagein3 Directonr
United Timben (PNG) Piy Ltd
KAVIENG
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o] MARKETING TAELE
& -
& -
S N T - , | HUELP BREAKUP OF PROCEEDS
F.0.8 PRICE NAME & WP CCHPAR T SON (KINA/E2%)
SHIPHENT MONTH OF|NO. OF | VOLUME  [TO PRODUCERS| FREIGHT | COUNTRY OF | HOTIFY iéé kusn) " AMOUNT
rec PR .,
HO L VESSEL  douipMENT] LOGS | OF LOGS (uso) RATE (S) PURCHASER PARTY ] AROVE/BELOW % ROYALTIES PRODUCER CONTRACTOR
1084 (5)
1 KAYL MARY res 1664 | 5483.126 263956.07 FOB _ | MITSUBISHI MITSUBISHI | 263956.07 - 0 86259.55| 173856.64
ooy ? CORPORATION |CORPORATION
JAPAN TOKYO
7 SHICHARY FAR 1507 5425.653 282299.54 " " " 282299.54 - 0 89212.441 181034.10
MARY \V-108
2 TAIYD MARU| MAY 1430 5422.236 274406.50 " " _ " 274406.50 - 0 84321.94] 168960.87
v-73
I SCISHO - JUN 1986 | 5L453.210 278762.13 " " " 278762.13 - 0 89035.12| 179761.56
MARL V=106
5 SHIOHARU AUG 1960 57L0.894 287581.08 " " " 287581.08 - 0 92647.03{ 187471.93
MARU V-11k
6 TALYO MARU| SEP 1643 | 5652.422 288720.89 " " " 288720.89 - 0 93164.07| 188367.82
v-83
7 SH1OHARU ocT 1591 5L3h4. 727 286231.32 " " " 286231.32 - 0 85067.67| 189630.84
MARU V=117 ’
8 OCEAN DEC 1670 [5731.980 336483.66 " " " 336483.66 - 0 99772.84] 225851.71
TREASURE
V-75
1987
9 LA VIE EN FEB 1880 | 6385.776 464662.93 " " " L45505.611 +19157.32 | +4.30 131846.87] 304825.52
ROSE V-§
10 MIYAGI MAR 1777 | 6543.337 372854.88 " " " 339388.51] +33466.37 | +9.86 103663.47| 236866.73
MARU V-4
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g MARYVETING TABLE
g —
F 0.8 PRICE NAME & } M.E.P BREAKUP OF PROCEEDS
M.E.P COMPARISON (KINA/B2n)
SHIPMENT MONTH OF/ NO. OF | VOLUME [TO PRODUCERS] FREIGHT | COUNTRY OF NOTIFY T
VESSEL PRICE (usp)| AMOUNT .
NO. : SHIPMENT] LOGS | OF LOGS (usD) RATE(S) PURCHASER PARTY ABOVE /BELOW % ROYALTIFS PRODUCER CONTRACTOR
1987 _ (5)
11 KOYU MARU JUN 1820 |{5748.813 453679. 44 FOB MITSUBISHI  |MITSUBISHI | 393226.20 | +60453.24 115,37 121679.05| 283917.88
V-100 CORPORATION |CORPORATIO!
JAPAN TOKYO
12 TALYD MARU| AUG 1563 | 5505.820 616072.11 " " " 6§73729.80 | +L2342.31 +7.38 173602.80| 3775kk.19
v-97
(1) ]
13 HEL10S-2 SEP 1750 | 5739.039 504252.24 " HOLDCROWN LTD|{SANYO 2)361520.45| +142731.79 +39.48 |(in dispute) 289459.18
v-53 HONGKONG KOKUSAKU {3)554964.65] - 50712.41 |- 9.14
PULP CO.
TOKYO ’
(4) .
14 MERMAID NOV 1724 | 5636.667 656030.45 " " n 609294.62 | +46735.83 1+ 7.67 | (in dispute) 370196.68

(1) S&LD BY MUSSAU TIMBER/DEPT OF FOREST. DOCUMENTS SUPPLIED BY MUSSAU| TIMBER DEYELOPMENT CQRPORATION
(2) MEP  PRICES |[SUPPLIED BY MUSSAU TIMBER
(3)
(4)

[l

ALCULATED FROM MEP| NO.10/87 (VESSEL| ARR{VED ON/OR ABOUF 22 AUGUST |1987)

>

| L DOCUMENFS FROM | MUSSAU | TIMBER DEWELOPMENT CIORPORAT I ON

—

%,]

-~
o

DYALTIES PAID BY [MUSSAU [TIMBER DEVELOPHENT CORPORATION
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SCHEDWE 9
MUSS5AU

FECTES MIX + GRADING FERCENTAGES
SHIFMENT BY SHIFMENT

f MONTH SFECIES MIX | TOTAL SHIFMENT i FENCIL CEDAR
i CAL 1 B8F BF1 SF2 GBI LH: 853 1 GF1 BSFIX S81 882 §573
”””””” e 4T
" BEP. 1.2 98.8 1 NIL »s.8 3.7 66.1 24.1 3.4 | 3.35 NIL 70.5 23.2 3.1
©1B.E BL.4 i NIL NIL 7.0 19.1 43.2 20.6 { NIL 5.4 18.2 42.5 54,1
see 4T
FEB. G2.3 6€7.5 | NIL NIL 6.0 18.9 36.1 3.0 | NIL B.6 19.6 35.7 36.0
. MAR. S1.8 48.2 § NIL NIL 6.8 1.7 46.7 26.7 | NIL 7.3 16.6 57.3 18.8
““““““ MAY  S5.0 45.0 § NIL NIL 2.9 20.4 40.1 6.5  NIL 5.8 31.5 40.6 21.5
G JULY 145 BZ.7% § NIL NIL 0.1 6.4 19.7 75,7 1 NIL 1.0 13.8 56.3 40.3
5 AUG. 1Z.4 87.6 1 NIL NIL NIL 5.2 8.8 85.59 | NIL NI 17.6 16.1 €6.2
& SEP. 2.0 78.0 1 NIL NIL 0.6 5.1 9.3 85.0 i NIL 2.0 12.9 15.5 63.3
7 OCT. 25.3 70.7 § NIL NIL 2.5 8.9 11.5 77.0 1 NIL 6.4 14.0 15.4 64.1
3 DEC. 5.2 74.8 | NIL 1.7 5.0 23.4 41.7 8.2 i 6.3 15.2 34.5 30.6 13.2
Coasey T
7 FEB. 45.6 54.5 1§ NIL 10.4 6.1 294.4 43.4 15.6 121.3 12.3 26.3 32.6 7.5
10 MAR. 4.1 55.% 1 NIL 5.3 1.2 19.6 52.8 23.0 138.7 5.6 20.5 1.6 5.5
L OJUNE 23.7 70.3 i NIL 14.4 7.2 26.2 36.8 19,3 137.8 12.9 26.0 20.2 3.1
P oAUG. 2.8 72,2 i NIL 6.4 5.6 49.3 35.8 2.8 117.5 11.8 45.0 23.5 1.5

o e o o T oim ot t o o e e o o s e s e o St . S e S e e St e G e fs et b vt S sr2ne s G St B e ke v e S . S ot bt oo Skt S 22 et s i o e o

*¥Balance of this shipment was small quantities of CANARIUM (138m®)
and TAUN (14m2,



STt DULE 10
MUSSAU
SPECIES MIX + GFaDING PEFLENTASES
BY YEAF
SPECIES MIX | TOTAL SHIPMENT
HE1S] 1 Sp2 % 551 % 852 1 853 %
Ko Volume L e T
t No/Vol No/Vol Ro/Vol Ne/vol Na/Vol
1985 PC 304 1129.191 10.09) 57/ 1.4 191/ 9.4 1697/ 42,2 1534/ 33.8 24/ 17.18
CAL 3997 10065.192 84.9  156.927 BO0, 328 4723.99 3789.538 1923.537

1986 PC 3253 1:813.456 28.9 1 19/ 0.2 296/ 3.0 1457/ 13.5 3179/ 26,6 504/ 56.7
CAL 10154 31378.212 70.7 +  95.105 1321130 5952.603 118135, 541 25130.009
GRS 44 152,580 0.3 !

1987 (AL 5265 16802.541 72,5 | 448/ 8.7 269/ 3.1 1860/ 29.6 3794/ 42.7 1189/ 14.3
PC 1775 6380.655 27.5 1 2025.848 1186.531 6867.991 9793.388 3309.988

TOTAL PC 5332 20323.302 25.8 | 524/ 2.9 756/ 3.9 5014/ 22.3 8003/ 32.3 10497/ 3.6
CAL 19418 58245.946 74.0 § 2277.88 3108.049 17575.39 23398. 327 30363,534
ORS 44 152,580 0.2 i -

TOTAL LOGS 24,794 TOTAL VOLUME 78,722.38
PENCIL CEDAR

1985  PL- 304 PCS FOF N ¥ 0.2 15/ .1 et/ 21,4 12/ 4.1 113/ 32.2
1129. 19182 P 2,214 57.412 241.63 464,389 363.586

1986 PC-325% PCS FOR Y 0.7 174/ 6.7 5%/  21.5 1100/ 35.5 1367/ 33.1
P T e v 90,5938 857.226 2757.049 4342.475 4366, 154

S S VP BIRHEY 25,3 163/ 12,1 3835 36,5 613/ .40 10y 4.8
1629, 912 77,889 1944.78 1729.94 303.638

TOTAL PO-5330 FOo FOF L3i 8.5 354: 8.3 11967 24,3 1825/ 3.1 1591/ n.7
WIRVRRCON & VO 3 31 1687,328 4943.479 6736.804 5233.375%
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DEPARTMENT OF NEW |RELAND PROVINCE

Of Forest
CiEx SIVISIOY o St8

TEl EPHONE

-

R o e = e e 4 s o o nam as e srene. .

stancy —..B.O Box 172/KAVIING

The Man ng Director Date 31 March 1987

isbers Our Reterence 151“16'29
P Wapala
cau District Action Othcer 1HO
SAU ISLAND NIP __l Deugnation
Your Relerence

Date
----- SUBJICT: UNDER GRADING OF LOGS

This is refered to my telephone conversation between:-

¥ g Lessly, General Menager, United Timbers (Rabaul) 24/3/87
2 Peter Terry, Managing Director, Mussau Timbers - 24/3/87
3 Joe Badi, SPO Rabaul - 24/3/87

It is obvious observing records shown on your log export shippments, and

as per our grading inspections confirmed that you are severely down grading
the logs for about 80% - 90%.

Quite eurprising to note so high your undergrading when timber resource
stands in Mussau is known to be good quality species with very little
defects, heart rot, surface checks and knots. Log form, mostly bends not
exceeding 3 units classified as S51 Grades., Others with severe bends
exceeding 3 units are classified as SS 2 or SS 3 grades. Few with twisted -
grain classified as SS 3 grades.

Your records shows high percentages SS 3 grades with low percentages on
other higher grades. These turns to give impression that Mussau timber
resources are all composed of mostly poor quality logs.

As a rule tumb created, by check gradings on your export logs so far,
Mussan timber exports gives normal average figure of some;

A) Group 1. 8SP - NIL
(PCc 10GS) SP1 - Lol
SFr2 - 8.

581 - 305
Ss2 - 20%

AR 883 - P
— 007
557*7L:E;?/VL“4&,4 (:;f
C’(\\/\ Sy / /VL&'Q,C(,/
0 & - &



~

- 2 -
B)  Croup 2. ssp - NIL - r " .-
. (GALOPHYLLUM) sP1 - 00
SP2 - o ~
o - 2 0231
ss2 -  4og
883 = 17%
100%
c) Over all grading Group 1 and 2 gives average of:

’

SSP - NIL
SP1 - 2%

SP2 - 7%
881 - 32%
Ss2 - 30% = including super small and regular
small,
8583 = 10%
100%

The average percentage figure as shown is a guide only used to compare your
gradings and that your grading should not go way below this figure,

Percentage grades showri on your previous log export shippments,has been very
low indeed on higher grades. You need to improve in your gradings.

Number of times, spot checking on grades were made with your log grader
however since then he hasn't improve much on his grading work,

It is therefore a final notice is served here to advice you that we do not
wish to recommend suspession of his grading certificate as yet but would
further urge him to rectify immediately and improve his gradings,

Hbuld you convey this to your log grader and remind him to take note of it and
should determine his gradings correctly.

For your prompt attention please,

A

a/Ascistant Secretary (FORESTS)

/

/// ccC: The Manager - United Timbers RABAUL
—>CC: Emaus Toubu - Forest Port Moresby
CC: Joe Badi = Forests Eebeul

N@-/CQQ/\
RDO,
722
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SCHEDULE 12

MUSSAU

RELEVANT MEF

FENCIL CEDAR

SFi1 SP2

DATA

G552

T

000232

583

SHIFMENTS

13987 N/A

135 1320

CALOPHYLLUM

= 3T =R
S6.05 D3,
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000233

09 1987 1359
ST NE2Z340

IM NE92838
0C1A
N&7

: D. KARI
R TLX DTD 08 JAN 87. -

EXPORT LICENCE WAS VALID AS MS OCEAN TREASURE ARRIVED ON FH“°V L

17 NOV 84 AND WAS BEFORE NEW POLICY OF LICENSING BEGINING e
01 DEC 864.

FOB PRICE FOR OCEAN TREASURE SHIPMENT WAS NEGOTIATED IN

ADVANCE OF THE SHIPMENT SO THAT LETTER OR CREDIT CAN BE Mol Lo ’
FACILITATED TO ENSURE A LOGGING SHIP CHARTER. THIS WAS

DONE EARLY IN OCTOBER. DUE TO LAG TIME BETWEEN SALES AND

THE PRODUCTION OF LOGSs APPROX. 2 MONTHS, WE RECEIVED WHAT

HAD BEEN AGREED ON. CHECKING 07/86 OF MEP WE WOULD LIKE TO

INFORM YOU THAT WE HAVE NEGOTIATED WITH OUR BUYERS AND WILL

BE ABLE TO SELL THE LOGS AT ABOUT U$5.00 ABOVE THE MEP FOR

THE COMING SHIPMENTS.

L/C COMES DIRECT FROM BENEFICIARY. U"a

NANGGER - MTD.O
FORERT NEZ22340
UNITIM NE928382288

JAN
0
FOPE

09 1987 1403

ST NEZ22340



Yours faithfully,
)

e

LUCABTI.WAKA MP
Ministernd forn Fonresds
Ainistny of Foredstsd
LIW/avp

ce The Premien, New Ireland Provincial Govi.
P.0. Box 130
KAVIENG

ce The Secretanry,
Office of Forests
P.0. Box 5055
BOROKO.

000223

30
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000234

gus.> STATES PURCHASE OPTION YR TLX DTD 16DEC86. ) VR .
4. IT 1S TRUE THAT THE CO. HAS BEEN OPERATING UNDER THE TIMBER ‘ A}D*”
PERMIT TP16-29. HOWEVERs DOCUMENTS WERE AND HAD BEEN KEPT IN OQUR

SOLICITORS SAFE KEEPING. AS SUCH:» THE CO. WAS UNAWARE THAT THE
STATE OPTION PURCHASE OF 25% EXISTED UNTIL RECENTLY.

R

2. HAVING READ AND UNDERSTOOD THE TIMBER PERMIT. WE WOULD LIKE /JLsaaﬂ.?

YOUR CONSIDEYATIMN ON OUR SITUATION.

(A) WE HAVE COMMITTED SALES OF LOGS TO MITSUBISHI CORPORATION
AT A RATE OF 10000M3 PER MONTHs A FIGURE WHICH OUR COMPANY
HAS NOT BEEN ABLE TO ACHIEVE AS YET. IN 1986, WE
HARVESTED 44344.248M3 FOR EXPORT ALTHOUGH WE

JAN 09 1987 1407 ‘
°

FCREST NEZII3eC .. ~ - ‘
UNITIM NE92838

TRL 0024

09JANB7

ATTN: 0. MAMALAIL
sUBJ: STATES PURCHASE OPTION YR TLX DTD 16DEC86.

4. IT IS TRUE THAT THE CO. HAS BEEN OPERATING UNDER THE TIMBER
PERMIT TP16-29. HOWEVER: DOCUMENTS WERE AND HAD BEEN KEPT IN OUR
SOLICITORS SAFE KEEPING. AS SUCH» THE CO. WAS UNAWARE THAT THE
STATE OPTION PURCHASE OF 25% EXISTED UNTIL RECENTLY.

2. HAVING READ AND UNDERSTOOD THE TIMBER PERMIT. WE WOULD LIKE
YOUR CONSIDERATION ON OUR SITUATION.

(A) WE HAVE COMMITTED SALES OF LOGS TO MITSUBISHI CORPORATION
AT A RATE OF 10000M3 PER MONTHs A FIGURE WHICH OUR COMPANY
HAS NOT BEEN ABLE TO ACHIEVE AS YET. IN 1986y KE
HARVESTED_ 44344,24RM3 FOR EXPORT ALTHOUGH WE HAD COMMITTED
10 SUPPLY S8000M3 AS STATED IN OUR EXPORT LICENCE.

. (B) AS WE HAVE GEARED UP, WE WERE EXPECTING AN APPROVAL FOR
A HARVEST OF 94000y A COMMITMENT OF 8000OM3 A MONTH. THIS
F1GURE IS THE COMMITMENT THAT HAS BEEN AGREED UPON BY
MITSUBIGHI CORPORATION AND OUR CO.

(C) I VIEW OF CHANGING AND FLUCTUATING MARKETS:, OUR COMPANY
BASED THE PRODUCTION ON A STABLE AGREEMENT WHICH WILL ENSURE
A SECURE OPERATION AS WITH REGARDS TO MUSSAU ISLAND.

(D) &5 THE TARGET OF 40000M3 PER MONTH AS YET HAVE NOT BEEN
MET, IT 1S VERY DIFFICULT FOR OUR CO. TO OFFER ANY LOGS
WHATSOEVER T0O THE STATE. AS WE MAY INVARIABLE LOSE A
SUBSTANTIAL ABILITY TO SELL THE LOGS IN ANY DOWNTURN OF
RARKET CONDITIONS. .

3. IN VIEW OF THIS, OUR CO. WOULD LIKE TO REQUEST A STAY AND BE /\Aﬂ

RELIEVED OF CLAUSE S5 (A) FOR THE PERIOD OF 1987 AS QUOTED IN
CLAUSE & WHERE °’THE DIRECTOR MAY UPON APPLICATION IN WRITING

BY THE PERMIT HOLDER DIRECT THAT THIS CONDITION SHALL NOT APPLY
FOF SUCH PERLODS OF TIME AND/OR IN RESPECT OF SUCH PERSONS OR
BUCH TRANSACTIONS AS THE DIRECTOR IN HIS ABSOLUTE DISCRETION
THINGS FIT ‘. AND THAT A FORMAL APPLICATION IN WRITING WOULD BE

BHOR™LY DUEL . 9{3
RELS @W TS s

NANAGES - KTD. 8 C 2 ks Loms)

J R <

L

*r*il

44

E
*
i
#

~~—
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000235
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FORECST NF. 22340

04087 JAN 12 1987 1000
GC D MORNING

QA

92838+

JaN 12 1001
UNITIM NEG2838

ATTN: - MR. GIREGIRE
MANAGER

SUE: LO0G EXPORT BY MUSSAU TIMBERS DEV. CO.

RE: YR TLX TRL 0014 OF 9 JAN/87.

1. EXPORT LICENCE: YR EXPLANATION IS NOT ACCEPTABLE, B’CAUSE ALL
PREVIOUS EXPORT LICENCES WERE CANCELLED ON 1-12-84 WITHOUT ANY
CONCESSION TO WHETHER SHIP WAS IN OR OUT OF PNG.

- 17 APPEARg THAT U HVE -NOT ASKED FOR A VALID EXPORT LICENCE ONLY
TO AVOID GOVT’'S CONTROL ON UNDERPRICING

2. UNDERPRICING: VYR EXPLANATION ON UNDERPRICING IS ALSO NOT
SATISFACTORY. LOG MARKET IN OCT WAS QUITE STRONG TO SELL YR TWO-
SPECIES PARCEL AT A SIGNIFICANT HIGHER PRICE THAN USD 58.70/M3.
F1C S SERVICE WAS AVAILABLE.

3. L.C: PLS. SEND BHARP A COPY OF THE L.C. FOR THE COQ;%RNED
SHIPMENT FOR OUR PERUSAL N RECORD.

RGDS.

D. KaRI
A'SEC. FOR FOREETS

C.C. PFO KAVIENG
ATTN: MR. J. MASU

c.¢. FI<

Ll INTEY
ATTNR: MR, SIMA KONE.

TIM ONEG2ETE
1 ONEZIZo(BZ222
U B N
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000234

/

LG k ,
FOREST NE22340

14051 JA&_ Z 1987 1544

GJ03 AFTERNOON

GA

4900+

JAN 12 1544
EMS NEF4900

ATTH: MR. GIREGIRE
SUB: STATES PUR(CHASE OFTION
RE: YR TLX TRL 00za
Yy EXFLANATIONE ARE FAR FROM SATISFACTGRY.

THE €TATE N FIC GFFERED U BETTER MARKETING SERVITES W-ICH U HVE
FAILED TO ACCEPT. THE STATE HAS NO OBIECTION T¢ SELL YR LOGE BY
U TO ANY OTHER EUYER PROVIDED PRICES ARE COMPETITIVE. FIC 1S
READY TO OFFER U A LONG TERM MARKETING AGREEMENT COVERING YR
PeENTE DOWNTURN MARKET CONDITIONS ON THE BASIS (F YR PRESENT FOB
PRICE, SFP N GRADES MIXUREs» 1F U WANT T10.

YR OFFER TO THE STATE WAS DUE ON 1-12-8&. 1& A™ ASKING U ACGAIN
TO SUEMIT YR OVERDUE OFFER BY 19-1-87 AT THE LATEST. COTHERWISE
APPROFRIATE ACTIONE WILL BE TAKEN TO CANCEL THE T.P.

RGDS.

D. KARI
A/SEC. FOR FORESTS

c.C. FIC

C.C. PFO KAVIENG

ATTN: MR. J. MASU,
L
BMS NEF4200
FOREST N "07-520222208
TIME QOI.¢ w5

JAN 12 1987 1553

<

FOREST NE22360

STAND BY FOR BROADCAST CALL
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FOREw( NEZ2360

05787 FER D4 1987 1106
GOOD MORNING

GA

222264
FEB 04 1987 1107

FORINCO NEZ2Z226

ATTN: MR. P. CONNELL/GIREGIRE
SUB: EXPORT LICENCE MUSSAU TIMBER.

RE YR TLX 918 OF & FER/&87.

000237

1. YR EXPLANATIOKRE FOR PEING FAILED 2 OFFER 25% OF YR ANNUAL LOG

EXPORT VOLUME TO THE STATE ARE NOT CONVINCING.

2. YR LOG SHIFMENT ON 9 DEC/86 WAS IRREGULAR USING AN INVALID EXPORT
LICENCE. THE PRICES OF YR LOGS CONSIDERING A FARCEL OF TWO

SPECIES WERE TOO LOW. MARKETING OF LOGS EY

SATISFACTORY.

YR CIOMPANY IS5 FAR FM

A COPY OF THE L/C WAS ASKHED BY THIS OFFICE ON JAYN 12/86 WHICH HAGS

NOT YET BEEN RECEIVED.

3. WE ARE NOT BOUND 2 ACCEPT YR SALES CONTRACT WITH MITSUBISHI AT A
LOW FOR PRICE. EXPORT LICENCE WILL NOT BE RECOMMENDED UNLESS FOB
PRICES ARE COMPETITIVE. CURRENT PRICE IDEA IS €IVEN BELOW:

PC. USD. 95 - 120/M3
CAL. USD. 70 - 75/M3

A PARCEL OF TWO SPECIES SHLD RECEIVE THE HIGHEST PRICE ABOVE.

SUGGEST U OFFER YR LOGS TO FIC.

4, SUBMIT YR LOG OFFER 1/16 OF YR ANNUAL PERMITTED VOLUME IN

ACCORDANCE WITH MKTING CL. OF YR T.P.

RGDS.

0. MAMALAI
SEC. FOR FORESTS.

c.C. FIC

C.C INDEV.
ATTN: MR. SIMA KONE.

o

FORINCO NE22226
FOREST NE22360B2REE
TIME 0C3.7 MINS

T LA W
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FOREST NEZ2360

07878 MAR 03 1987 1148
GOOD MORNING

GA

923724+

AR D3 1149
UNITIM NE92838

TO: UNITIM

ATTN: MR. T. GIRIRE

SUB: STATE PURCHASE OPTIGN N 3TATUS OF LOG EXPORT BY MUSSAU
TIMB. DEV.

4. PLS. SUBMIT URGENTLY A CGFY OF L/C OF YR LOG SHIPMENT DT
? DECEMBER/86.

2. INFORM THE STATUS OF STATE PURCHASE OPTION BY YR COMPANY.
RGDS.

0. MAMALAIL

SEC. 4 FCRESTS

L

UNITIM

FOREST n&_. ... .s0@
TIME 001.4 MINS

b
.

00027

e ——— —— e Sl



MUSSAU OPEN BAY LEYTRAC
TIMBER
co

08/12/86 10/12/86

E‘hCIES:
¢ 2ADES)

i -
' L
1
'

SFELCIES)

CEDAR -

v B4

U9/12/86

TIMBER
cOo

07/12/86

(38
SFECIES

101.79
38. 28
93. 60
90,09
VA-TRE !
64,35

SCHEDULE

19

PRICE COMFARISON / DECEMBER

1386

PTY LTD

t13

) SPEDIES)

332. 60
30,09
76,09
&4. 35

0002"'

UNEVULG

a7
SFECIES)

WECO

GAULIM

WAWDOI

PTY LTD LOGGING GUAVI

10/, 12/86
(15
SFELLES)

17712786
(e
SFELIES)

113.9%
103,91
105,13
101,54

86,01

FTY LTD

17/12/86
L34
SPELIES)

VANIMO
TIMBER
co

18/12/86
(53

SFECIES)

959. 00
P92, 00
§8. 00
85. 00
7%, 00
&1, 00

{ \LOPHYLLUM

5GF
sP1
SFz
551
852
553

76.05

2.71
70,20
e4.35
S58.50

76.51
73.71
70.20
&4.58

8.96&

74.05
70.78
£8.60
6595.35
539.89

/78.85
75.42

83.60
86.01
82.43
78.85
71.68
€£5.70

72.00
69. 00
£6.00
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DEPARTMENT OF FORESTS
REGIONAL FORESTS OFFICE

TELEX NE92933 PO BOX 408
TELEPHONE 922251 RABAUL

-

EAST NEW BRITAIN
PAPUA NEW GUIREA

Date: 26th March 1987

9
The Secretary Our Reference: 170-2-0
gegagtmeggsgf Forests Action Officer; J. BADI ran
BOROKgx Designation: Special Projects

National Capital District
Your Reference:

- Date:

Attention: M. AMIN - MARKETING SECTION

EXPORT LOG GRADING - MUSSAU TIMBERS

As per telecon AMIN/BADI of this am refers:-

Please find company invoice summary of log species
groups and grades for export.

Although I am quite satisfied with the overall log
grades for this shipment in contrast to the previous
shipments, I am still not convinced that the down

grading of log is not taking place as claimed by the
company.

In view of the above, I have further advised the company
to make prior arrangements with Forest Office - RABAUL
so that licenced Government Grader would travel to
MUSSAU Island to cleck log grades before being loaded

on the vessel.

= with my assessment of log gradss in group 1 - Pencil
zhe grading is quite satisfactory. For group 2
nan 50% of calophyllum is graded as SS2 grade.
have been attributed to the fact that most
. lum logs are susceptible to some form defects
twisted grains, bends and knots which resulted in the
down grading of the logs.

For acknowleigement.

PE M HA_IL
ECIAL PROJECTS
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STAND BY FOR B/CAST CALL. N
e 00024
Y
To: MUSSAU TIME. CO.

g

ATTN: MANAGER/P. CONNEL

FM: M.N. AMIN

SUB: LOG EXFORT.

¢

PLS. B ADVISED THAT WE HYE NOTED THE FOLLOWING IRREGULARITIES IN
LOG EXPORT BY YR (0.

1. LOG SHIPMENT, OCEAN TREASUREs 9-12-86&» 5731.980 M3y WAS MADE
WITHOUT VA_ID EXPORT LICENCE.

2. THE REGUIREMENT OF STATES PURCHASE OPTION AS PER CL. 20 (3) (A)
(E) (1) OF T.P. 16-29 WAS NEVER MET.

3. RECENT LOG SHIPMENT WAS UNDERPRICED BY 10%. WHICH WAS LATER
RENEGOTIATED N RECOVERED. VESSEL ETA WAS NOT INDICATEDs LOGS WERE

LOADED WITHOUT RECEIVING THE EXPORT LICENCE N NG OPPORTUNITY WAS
LEFT TO CHECK LOG GRADINGS WITHOUT INVOLVING UNNECESSARY DEMURRAGE

IN FUTUREs NG EXPORT LICENCE WILL B RECOMMENDED UNLEES -

1. STATES PURCHASE REGUIREMENT 1S MET STRICTLY IN ACCORDANCE WITH
THE T.P.

2. EXPORT LICECE APPLICATION IS MADE AT LEAST ONE WEEK BEFBGE
VESSEL ETA.

_ . COMMENCEMENT OF LOADING 1S REFORTED AT LEAST 24 HRS BEFORE.
RGDS.

SeC.
DEPT. OF FORESTS.

€C.C.C PFOy KAVIENG

C.C. JOE BALI. RABAUL.
THE & YR LETTER OF 26.3.87. ABOUT LOG F GRADING OF THE CO.

L

BEREAU NEF2923

MRES NEZ22360¢

BEREAU NEG2933

BMS NEF4900

GAISHO NE92%04
FOREST NE223s02BR22Z2
01-

TIME 010.3 MINS

0z-
TIME 010.3 MINS

02-
TIME 010.3 MINS
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FOREST Nezzzagg Ceact 00024" D
STANG BY FOR BRTADCAST CALL . jT’

27/0% 7 B\ 5

FOR MR. AMIN 3
¢ NI

RE - EXPORTS MULUGSAU TIMBER N YR TLX 27/3 1317

TaRING YU POINTS SERIATIM -

1. E». LIC. WAS WVALID - REF TLx 9/1 13239 10 D. KAKI

2. OFFERS To €7ATE WERE MADE -

REF - TLX 9/1 1407 7T0O O.MAMALAIL g

TLX 19/1 1338 710 D.KARI 1
TLX 20/1 1002 TO D.KARI )
t«> REPLIES EVER MADE TO THESE OFFERS

(COPIES OF ALL ABOVE CAN BE FAXED IF NEC.) :

3. & NGO JLLEGAL PRICIKG WAS ATTEMPTED.

MEP WAS MET THENCE YR REQUEST TO INCH.

BY 10% WAS MET BY RENEG. (WITH DIFFICULTY)
(e MOST COMPANIES N.G.1. LOAD LOGS BEFORE LICENCE

COMES THROUGH. AT START OF NEW SYSTEM F.I1.C,.

PROMISED LICENCES IN 4 HRS - BUT THIS 1S A DREAM,

(C) MUSSAU TIMBER HAS QUALIFIED GRADER.
IF DEPT. UNHAPPY THEN EITHER SEND CHECK GRADER
(MESSERS BADI OR WAPALA) TO INSTRUCT HIM OR
REVORE HIS AUTHORITY.
OUR CLIENT BEGINNING TO FEEL HARASSED OVER THIS ISSUE ™
RGDS

FETER CONNELL
PNG FOREST RESOURCES

¢.C. - 9z 932 FOR MR. EADIs» FORESTS
¢.0{. - 84 900 FOkK MR. WAFALAs FORESTS
CORRELTION - YU SHOULD READ YR,

GAISHT REGIZT0<0

FOREST NEDRZILD
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00024,
DEPARTMENT OF FORESTS

FRANGIPANI STREET
TELEGRAMS FORESTS P.O. BOX 5055

TELEX NE22360 BOROKO
PAPUA NEW GUINEA
TELEPHONE 254022

[

r 7] Date: 31 March 1987

The Manager/ Oour Reference:
Mr P Connel

Mussau Timber Co ]
KAVIENG Designation:

Action Officer: Amin

Your Reference:

L 1 Dpate:

FACSIMILE TRANSMISSION

SUBJECT: LOG EXPORT BY MUSSAU TIMBER DEV. CORP

Ref your telex 1603 of 27-3-87.

I am really disturbed to see your reply which is incorrect
and misleading due to following reasons:-

1. Export licence was not valid. Suggest you read the
notification published in the Post Courier on 1-12-8¢€.
Your reply telex 9/1 1359 to this office was unaccept-
able due to reasons stated in my reply telex 1024
of 12-1-87.

2. Have you read the marketing clause of the T.P. 16-29
and have you ever made any offer in that manner?

3. MEP is the minimum export price for tax-payment.
It is not the market price. Market price must be
negotiated above MEP depending on species-mix and
size-mix. MEP is the minimum price which is fixed
at the bottom of the pricing scale keeping sufficient
margin/allowances for negotiating the best market
price under different situations of species-mix and
size-mix. It must not be used as an opportunity
to export the logs along the bottom line,

1t has been proved that the 1logs were underpriced
by 10% which was later recovered not because of
request but because of another competitive offer
at actual market price.

eeel2...
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N
.

FIC is not the authority to give export licence.
Application for Export Licence should be made to
Trade and Industry with a copy to the Department
of Forests immediately after the negotiation of the
price and other terms of the dales contract.

There is no dispute about the qualified grade, of
the Mussau Timber. But that does not overtake our
right of check grading. We must be given opportunity
to exercise the right of check grading.

There is no intention to harass any client. Fair
deal is to ask for fair price. There is noféir deal
in giving away your goods at 10% below market pPrice

and then honour the client. What about depriving
the producers and the country of the fair value of
their resources? Intention is to stop deliberate
underpricing. All parties, including the Clients

should be informed that government 1is determined
to stop underpricing and for that burposes will
continue checking FOB prices for every shipment and
every client will have to pay 'fair' market price
not the 'minimum' export price.

Regards.

—

O MAMALAT
Secretary for Forests -

CC:

CC:

PFO
KAVIEN;

Mr Joe Badi
SPO
RABAUL
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ATTN. MR. M.N. AMIN
c.c'

MR. REX GRATTIDGE - LUSCOs RABAUL

MUSSAU 1ISLAND OFFER OF 5:500M3 FOR MID MAY LOADING

LO06 MUST BE ALL FRESH CUT.
EPECIES N S1ZE PER YR OFFER OF APRIL 29, 1987.
PLS ADV LOADING PORT N PORT OF CLEARANCE.

FOB PRICE: FROM OQUR BUYER TO HOLDCROWN.

PENCIL CEDAR USD100/M3 FLAT
CALOPHYLLUM USD70/M3 FLAT

OTHER CONDITIONS:

(A) ASSUME ALL PC N CALO ARE FLOATERS: IF NOTs PLS ADV FLOATER
PERCENTAGE BUT BUYER WUD LIMITED SINKER WOT MORE THAN 5 PCT

(B) MEASUREMENT: SAME AS MITSUBISHI DID BEFORE: NO CHANGE.

(FY1, MITSUBISHI LAST 4-5 SBHIPMTS HAS 7-16 PCT OVERAGE)
(C) PNG FOREST DE#T/FIC GUARANTEE TO 1SSUE EXPORT PERMIT FOR
THIS SHIPT BEFORE VSL WL ARRIVE LOADPORT. 1IF ANY DEMURRAGE:
IT WL FOR YR ACCOUNT,

OUR COMMISSION:

THREE PERCENT AS PER YR OFFER: WE WL OPEN L/C TO U (PLS NOMINATE B

BENEFICIARY NAME N BANKER) AT OUR BUYER'S PRICES BUT DEDUCT OUR
COMMISSION. :

VSL GPACE VERY TIGHTs DUR BUYER WL BEND SHIP ASAP BUT WUD BE
IN LATE MAY. IF U HV BPACE AVAIL., PLS OFFER TO US.

OUR BUYER ML SEND GRADER TO MUSSAU FOR PRE-SHIPT INSPECTION,
PLS COORDINATE N COOPERATE.

PLS RECONFIRM BY RETURN TLX.

BEST REGARUDS
EDDIE CHOW

TLX TO FOREST DEPT OF PNG C€/0 FIC - POM FROM HOLDCROWN HKG MAY &y 87.§

-

{*,&V}“«- P L aE

.
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o &L
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FURTHER TO OUR PHONE DISCUSSION THIS PMs U HV CONFIRMED OUR PRICE N &
CONDITION WHICH IS REPEATING AS BELOW: ;

]

.

i~
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JQN QZ’ {1987 1722 \‘3 @

[ I
FOREST NEZ22360
768469 HCLTD HX

TLX TO DEPT OF FOREST FNG FROM HOLDCROWN HKG JUNE 2y 1987.
ATTN. MR. M.N. AMIN

FE® MUSSAU

1. WE HV READ A NEWSPAPER ARTICLE TODAY ''FIRM WINS LICENCE IN

LOGS BATTLE'’+ IT INDICATED MUSSAU GOT EXPORT PERMIT FOR THEIR
KOYU MARU CARGO.

IT ALSO INDICATED '’'THE STATE NEGOTIATED FOR THE SALE GF THE LOGS
T TO A NAMED BUYER, BUT THE NEGOTIATIONS FELL THRGUGH.'' PLS
CLARIFY OUR SALES POSITION N WHETHER WE CAN PLACE OUR SHIP T0O

MUSSAU AROUND END JUNE OR EARLY JULY TO HONOUR OUR COMMITMENT
PER YR PREVIOUS AGREEMENT.

3. MITSUBISHI TOKYO MANAGER HV PHCNED US ON JUNE 1, 1987 TO REGQUEST/
WARM US "’ STEP QUT OF MUSSAY'’'y WE KNOW THEY HV NO RIGHT TO ORDER
US SINCE WE ARE DEALING WITH PNG CEPT OF FOREST DIRECTLY.

4. WHAT IS YR CURRENT STATUS WITH MUSSAU SHIPPER FOR OUR CONTRACT.
WE STARTED TO WORRY.

BEST REGARDS
EDDIE CHOW+

AR g e e

I 76869 HCLTD HXO
g FOREST NE2236C0

FOREST NE22340
. AUTO LINE TEST PASSED

o . ey RLTE e
-




Schedule 26
7

S 000247
. | 4
FoﬁF'J§ﬂ5223eo

OSB‘EM N 03 1987 1050
600D MORNING

GA
23290+
Jurn 03 19&7 1050

FRIDE NE22290

ATTENTION: MR M KOMTAGAREA
ACTING SELRETARY
DEPT OF FRIME MINISTER N NEC

CUBJECT: LOG EXPORT - MUSSAU TIM DEV

__—-—___——~—-_.—_~~—__-—_._..__-_...._.-——_..--.--—
—...—...._._..—--——.—_.....-.—-———-_.—.——--——--_—--_-,—

YR URGENT ATTENTION IS5 DRAWN TO MY REPORT FOR THE HONOURABLE
FRIME MINISTER SUBMITTED YESTERDAY RE THE AOBOVE SUBJECT.

1T 1S LEARNT THAT EXPORT LICENCE HAS BEEN 1SSUED BY THE DEFT OF
TRADE N INDUSTRY FCLLOWING AN EY-FARTY INTER-LOCUTORY
INJUKCTION FROM THE COURT. SURPRISINGLY THE STATE WAS NOT EVE™:
INFORMED.

THE COMPANY HAS EXTENSIVELY UNDERPRICED PNG LOGS ALL THOUGHOUT
1TS OPERATION IN LAST TWO N A HALF YEARS N HAS NOW FINALLY BEEMN
ABLE TO CRIPPLE THE STATE'S MARKET CREDITABILITY THROUGH FALSE
STATEMENS IN THE COURT WHICH WILL CERTAINLY HAVE A TREMENDOUS
DETRIMENTAL EFFECT NOT ONLY IN TIMBER MARKETINGs BUT ALSO IN
OTHER OPERATIONAL ASPECTS OF THE TIMEBER COMPANIES.

1 WOULD APPRECIATE YR URGENT INTERVENTION IN THE MATTER IN
REVOKING THE EXPORT LICENCE IN THE PROFER WAY N SECURE THE
POSITION OF TE THE STATE IN ESTABLISHING FAIR MARKETING OF PR3
LOGS.

1 AM ALSO WILLING TO DISCUSS THE MATTER URGENTLY WITH YOU.
SHOULD U SO DESIRE.

THE MATTER 1S MOST URGENT.
RGDS.

A L TAGAMASAU
4#/SECRETARY FOR FORESTS
0

PRIDE NE23290

FOREST NE2234002322
TIME 006.9 MINS
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TACSIMILE MESSAGE

- — O 1 e e e

H(‘)LL)CRO \\ ;\n‘ LI\i)_’I ED TELEPH(‘NE 5. 7179w
TELEX  HX Teeay -
conTRoL wo. 1C-1876/87 CABLE

HCODCRDW AONG XD
' ' NG
FACSIMIt Y an ¢ 8071818

DATE: June 19, 1987. .
"/o e = e A F\cPo

10 Dept. of Forest - °OM
Y’(z IZE(A\{ To M@ Anen
toreetiont Mr. MONL Amin TTTTTTT——
H
e o _—
\i)ﬁJ‘C?‘{\&\‘ T\l\llﬁ WeE e PNC‘)
Vv seguest omprice history: L D;i ARIRS
Calophylla P. Cedar
785, 1 1S§72 USS75
2 65 70
3 65 70
4 65 65
b) ~ 62 65
6 57 80
/ 53 80
52 80
) 47 &0
50 75
: 50 70
il 55 70
L 60 75
2 60 75
3 62 75
4 62 80
5 67 80
6 65 80
7 65 80
8 60 85
9 60 85
10 66 90
11 66 90
12 - 68— _2 90 ‘o°
19T, 1 72 95
2 75— 95~ ””
3 70 . 95 - -
4 68 95
5 68 95

Trust a~ve will telir, Tlease confis re. A4p:.
¢

Best regzzls

fddie Chow

*

/L ,}[
{L; “,3.'
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uumumrbor FORESTS

o FRANGIPANI STREET
£ELEGRAMS FORESTS ' P.0. BOX 5055

BOROKO
TELEX NE22360 PAPUA NEW GUINEA
TELEPHONE 254022
: 3
FAX: 25443 4 Date: 8th June, 1987.
Our Reference: 151-16-29

The Manager . . .

Mussau Timber Development Pty Ltd. Action Officer: R. POLUME/s £

P O Box 817 Designation:

RABAUL

East New Britain Province. Your Reference:
L J Date:

Dear Sir,

NOTICE TO SHOW CAUSE - TP 16-29

The receipt of your response (prepared by your consultant - PNG Forest

Resource Pty Ltd dated 10/6/87) to our Notice to show cause dated 15/5/87
is acknowledged.

¥e regret to advise that your response to our said Notice is not satis-
iactory in that;

1. We believe the Company has not taken any initiative for market pro-

motion. As an exporter of only two (2) plywood species (Calophyllum
and Pencil cedar), your prices have been significantly low.

2. We believe the Company failed to diversify markets and sold all its
logs to one buyer only. Besides, all letters of Credits were

received by your management contractor through Hongkong for obvious
reasons of underpricing.

3. We believe the Company admitted the facts of underpricing when it
accepted the renegotiated prices by an extent of 10-20 Dollars per
cubic metre for its January, February and April, 1987 shipments.

Hence, we have strongly recommended to the Minister for Forests to cancell
your Timber Permit No. 16-29. Mussau Timber Development can re-apply
for the same area if it so wished.

Yours faithfully,

A/Secretary\for Forests.

CC: Assistant Secretary
Division of Forests - Kavieng.
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COMMISSION OF INQUIRY INTO ASPECTS OF THE

FOREST INDUSTRY
PO BOX 2554,
TELEX NE: 23290 . BOROKD.
( FAXSIMILE) PAPUA NEW GUINEA

- 1 oam 22 April, 1988.

TO: KUNDU, TOKYO. =~  OUR REF:

FROM: (CDHIEI;.'N OF INQUIRY YOUR REF:
L ]  TELEPHONE  277702/277703

MUSSA TIMBER DEVELOPMENT PTY LTD

There have been allegations of transfer pricing and undermeasurement of log

volumes in relation to the sale of logs exported by this Campany (through its
contractor UNITED TIMBERS (PNG) PTY LTD.) to Mitsubishi Corporation, Tokyo.

Although sales appear to be invoiced direct to Mitsubishi Corporation, payments
are received fram Sheng Kee Enterprises Co. Ltd. of Hong Kong under Letters of
Credit fram Hong Kong to Papua New Guinea, showing United Timbers (PNG) Pty Ltd.
as the beneficiary. This suggests transfer pricing through Sheng Kee Enter-
prises which would be proved if Sheng Kee sent invoices to Mitsubishi at higher
prices which Mitsubishi paid.

Would it be possible to initiate enquiries and obtain information and documenta-
tion as follows -

1. Obtain remeasurement quantity summaries for all shipments
shown on the attached list.

2. Obtain fram the shipping lines details of the volume of
logs loaded in P.N.G. on each of these shipments {there are
two shippers involved).

3. Approach Mitsubishi Corporation, Tokyo to request:

(a) details of the prices paid faor each shipment; and

(b) details of the ownership of Sheng Kee Enterprises
Co. Ltd. of Hong Kong (there are conflicting
allegations as to whether UNITED TIMBERS ar
Mitsubishi Corporation controls this Campany).

Thankin yog in anticipation.
MN

T E BARNETT,
Cryrmd el e,
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LOG SHIPMENTS TO MITSUBISHI CORPORATION TOKYO

Sailing Date

3.
4.
5.
6.
7.
8.
9.
10.

11.
12.
13.
14.

ex Mussau Island

PACIFIC SATU VS8

.ONWARD SOLDIERS V3

KOYU MARU V80
SHIOHARU MARU V108
TAIYO MARU V79
SEISHO MARU V106
SHIOHARU MARU V114
TAIYO MARU V83
SHIOHARU MARU V117
OCEAN TREASURE V75

LA VIE EN ROSE V5
MYAGI MARU V4
KOYU MARU V100
TAIYO MARU V97

20. 9.85
9.12.85

5. 2.86
15. 3.86
1. 5.86
1. 7.86
8. 8.86
4. 9.86
14.10.86
9.12.86

13. 2.87
26. 3.87
6. 6.87
29. 8.87

Shipping Line

DOWA LINE CO. LTD.
KAWASAKI KINKAI KISEN KAISHA LTD.

KAWASAKI KINKAI KISEN KAISHA LTD.

KAWASAKI KINKAI KISEN KAISHA LTD.
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Mr. John Reeve, Counsel Assisting Commission of Inguiry, PNG

Ambassador Joseph K. NOMBRI, PNXG Embassy, Tokyo, Japan

I refer to vour previcus faxes and one of yesterday (18/7/88),

Although it has been difficult 1o obtain the information that
you requested, we did have some success sometime back, however,
I do apolegize that we did not transmit the information to you
due 1o an oversight on our part,

The results of our efforts are as follows: -

1. Meeting between a Mr, Akiyama, Manager, Tropical Wood Team
Lumber Dept. B of Hitsubishi Corporation had resulted in refusal
Ly Mr., Akiyama to hand over any document with details that you
requested and information on prices paid etc.

On i1he details of Ownership fo Sheng Kee Enterprises Co. Ltd.

of Hong Kong, it seems that Mitsubishi Corporation controls

this ccmpany. Mr, Akiyama points out that his company does
business with Tnited Timbers via Sheng Kee Enterprises. He
further stated when probed that Mitsubishi assists and maintains

Sheng Kee Enterprises in order to do business with Mainland
China in Tropical Timber Trade.

Note: My own opinion is that Sheng Kee Enterprises is being
set up jointly by United Timbers and Mitsubishi
Corporation by agreement for their mutual benefits.

The impression of non-cooperation during the meeting
has been markedly clear,

2. Mr. Kobayashi, President of Nanyo Kigyvo Co. Ltid. has denied
that his had been involved in the business of log imports
from Papua New Guinea in the past. Ile said his company is
an <nd user ol Papua New Guinea logs and they buy them from
Qv+ an Enterpirses Co. Ltd. which has confirmed it.

W

F'rom Ocean Enilerprises Co. Ltd. (Japan) we have obtained
a second step Inveoice fron. Yen Cheong Trading Co and a
Certificate of Measurements up on unloading by all Nippon
Checkers Corperation.

Note: This pepers are attached.
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COMMISSION OF INQUIRY INTO ASPECTS OF THE

TELEX NE: 23290

FOREST INDUSTRY
P.O. BOX 2554
Boroko
PAPUA NEW GUINEA
( FAXSIMILE ) 7 DATE: 25th July 1988
OUR REF:
KUNDU, TOKYO
COMMISSION OF INQUIRY YOUR REF:

(FOREST)
__| TELEPHONE: 277690/277703

Thank you for your fax No: 197 Ref: 9-2-7 of 19 July,
1988.

The only aspect we would seek to pursue is the re-
measurement records on the shipments by United Timbers
to Mitsubishi Corporation.

It is strongly suggested the volumes disclosed as shipped
from PNG were understated thus cheating PNG of foreign
earnings, export duty, royalties company tax etc and
cheating landowners of their full entitlements.

We believe the quantities received would be ascertainable
from All Nippon Checkers remeasurement summaries.

The information is important to both the Commission and the
Taxation office.

Could you please advise whether the information is obtain-
able and if so the timeframe.

Thanks, in antjcipation.

Coigrnsel Assisting.
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ceviBABBY OF PAPUA NEW GUINEA TEEEFAC
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Mr. John Reeve, Commission ol Indquiry, Waigani
Foc Ambassador J.K. Nombri, PNG Embassy, Tokyo
Subrsct

reference your fax letter dated 25 July 1988 und miuc of
10 July 1988B.

All Nippon Checkers remeasurement sumnsi ies cannoi Hé S
obtained unless the Importer agrees to the release ol {he
information. In this case !Mitsubishi Coxporatlon has refused

to release the documents therefore it iéldifficult and
impossible to obtain the information. - B )

e L

-

However  we are seeking other possible avenues’ through personai
contacts to see if it is.possible to get some of the z
information,. ' '

We will give you‘anxanSWér later this'week.

<

Regards,

Joseph Kaal NOMBEI, 150, BEM
ANBASSADOR
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DIX

This company and these areas vere only superficially
examined by the Commission and the company was not called
before the Commission.

THE COMPANY

Leytrac Pty Limited was originally incoporated on 9
January 1974 to purchase the 1logging and earthmoving
contracting business carried on by Nancy Elizabeth
McArthur at Kamdaru in the extremities of West Coast
Namatanal. Its original proprietor was John Francis
McArthur. On 6 September 1983 Rex Grattidge became a
director and Secretary of the company with John McArthur
being the other director and shown in the Companies
office records as remaining the proprietor of the
company.

Oon 18 February 1985 Roderick Leonard Ferguson joined
Messrs McArthur and Grattidge as a director and is showvn
in Minutes as being Chairman of a directors meeting held
that day.

No documents have been filed with the Companies Office
vhich shov the position after early 1985.

QUTLINE OF OPERATIONS

Leytrac has been a long term operator in the Kamdaru
area. Its operations apparently commenced in the Siaman,
Kamdaru and Kamdaru Extension areas and then included the
Semalu, Watpl and King areas. Timbersales Pty Limited
operated in these times 1in the Kambaman, Kambaman

Extension and Nasho Extension areas. When Timbersales
moved out Leytrac acquired these areas.



0002538

In 1985 Leytrac lodged a proposal for consolidation of
these areas into one permit covering an estimated area of
24,800 ha with a then estimated resource of 101,700 m3.
It also proposed that nev areas in Kamdaru Valley and
Jaulu River with an area of 13,700 ha be included; such
areas having a then estimated resource of 330,000 m3.

The proposal was for a combined roading, reafforestation
and agricultural project.

In the project proposal Leytrac stated it had harvested
some 220,000 m3 of logs since operations began in 1974
and had constructed some 115 kilometres of National
road. A consolidated Permit was prepared, approved by
the State Solicitor and submitted for signature by
Minister Waka on 5 November 1985. The brief (Schedule 1)
outlines the terms of the Consolidated Permit which wvas
to run for three (3) years expiring on 31 August 1988.

Minister Waka signed the Permit on 14 November 1985. The
Consolidated Permit was a short term measure as Secretary
Mamalai advised Minister Diro in January 1986 when he
said "The project 1is operational, but consideration will
be needed during the next year or two to decide if any
further resources are to be acquired for allocation to
this Company".

In July 1986 Leytrac sought a newv commencement date for
the Permit (Schedule 2) despite the clear terms of the
Permit itself. Secretary Mamalai agreed to this date
(Schedule 3).

Though it is a small matter perhaps this is utterly
irregular. The pover to grant Timber Permits is vested
in the Minister of Forests, not the Secretary. The
Minister signed the Permit and it expired on 31 August
1988. Mr. Mamalai had no powver at all to change that
fact by himself granting an extension. The same
irreqularity was confirmed by Secretary Komtagorea on 7
July 1988. (Schedule 4).

In March 1988 Leytrac, realising its resource was running
out, sought to obtain a TRP over Kamdaru Valley (Schedule
5). In April 1988 the operation was inspected by
Provincial Forestry Officers and a report made (Schedule
6). Despite unsatisfactory aspects including the use of
rivers as snigging tracks, logging steep slopes and the
absence of qualified log gqraders this report has Jjust
been filed on DOF files with no action.
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Despite due warning about expiry of the Consolidated
Permit (and that Permit in fact having expired in August
1988), the PFO wvas seeking funds (K500-00) in October
vhich he had obviously not budgetted for, to enable a
post 1logging inspection. He noted that  the Upper
Kamadaru area wvas "yet to be considered". (Schedule 7).

By November 1988 the resource in the Consolidated Permit
area vas clearly running out wvith estimates of between
5000m3 (by the PFO - Schedule 8) and 15,000m3 by the
company - Schedule 9 remaining to be harvested.

A further six month Permit was granted on advice
(Schedule 10) by Minister 8Stack to enable this 1last
remnant of resource to be harvested.

Again in this area it is quite clear that between August
1988 (wvhen the earlier Permit expired) and December 1988
(wvhen the newv Permit was signed) operations continued
with no legal basis.

VISIT TO LEYTRAC OPERATION

In September, 1987 while the Commission was overflying
various timber areas by helicopter 1 examined Leytrac's
operation from the air and made a brief unscheduled stop
at the Leytrac headgquarters wvhich consisted of twvo
residences and several sheds and outhouses. There wvas no
sign of a reafforestation project except for a small
balsa plantation of about 10 hectares which appeared to
be about two years olad.

The nearby forest wvas very heavily 1logged including
illegal logging on steep slopes. A bulldozer was in the
process of clearing a road outside the boundary of
Leytrac's area going in the direction of Upper Kamdaru to
the Weitin Valley where, at that stage, Leytrac hoped to
be allocated timber rights.

At the headquarters Mr Costigan, one of Leytrac's
contractors, confirmed that Leytrac had logged out {its
area and wvas virtually scouring it once again to extract
the last remnants of timber by vay of a second cut. It
vas logging the slopes and taking undersized trees. (He
claimed to be unawvare that the minimum allowable size wvas
50 cm.) Those involved in the operation were clearly in
desperate need of a new resource to keep their machines
operating. Mr Costigan confirmed that the Dbalsa
plantation was their only reafforestation project and he
did not know (and did not seem to care) who would own
and/or have future harvesting rights over the plantation.
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He agreed that the company wvas heavily overcutting and
damaging the forest but explained that he had no option
as the area wvas cut out and no new resource had yet been
allocated. In his mind the survival of the company
clearly took precedence over the survival of the forest.

MARKETING

The early marketing of Leytrac was not studied. Rex
Crattidge's involvement with Leytrac seems to date from
September 1983 when he became a director. Grattidge,
with Robin Kumaina, had incorporated a company LUSCO
ENTERPRISES PTY LIMITED (LUSCO) in March 1981. 1In August
1983 LUSCO seems to have become activated with shares
allotted to Grattidge and his wife Mathiva Grattidge
(Mrs. Grattidge on her own behalf and in trust for
children) and with Mr. and Mrs Grattidge becoming
directors.

From June 1983 LUSCO was very active in the log sales
business and its activities during that period have been
studied in detail by the Commission.

Grattidge began marketing for Leytrac, through Lusco, in
1984 and continued to so market until at least late 1987.
In its 1985 proposal Leytrac 1included a section on
marketing dealing with various aspects (Schedule 11).

Leytrac had a good quality resource with a homogenous
species mix with Taun predominant and small percentages
of group 4 or even group 3 specles. Its logs wvere of
good average size and vere vell prepared. With such a
resource Leytrac 1logs should have commanded excellent
prices but wvere so0ld at discernibly 1lower prices than
those at which Bruce Tsang sold from a comparable
resource (see Appendix Schedule 154.1).

According to the proposal and other evidence LUSCO wvas
marketing in 1985 for Leytrac on a commission basis into
the Korean and Japanese markets. It was said to market
generally through Weyerhauser and 8hin Asahigava. The
study of LUSCO's marketing during 1985, 1986 and 1987
will be reported on in detail in the future. 1It suffices
for present purposes to say that in 1985 Hong Kong
company vehicles vere used by Weyerhauser and other LUSCO
buyers.

In late 1985, 1986 and 1987 the marketing habits of LUSCO
changed to a familiar pattern. Grattidge and his wvife
vere by this stage the owners of a two-third share in the
Hong Kong Company Holdcrown Limited. The owner of the
other one-third share vas Eddie Chov a former employee of
Weyerhauser.
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During 1985, 1986 and 1987 Leytrac paid Lusco a sales
commission equal to 5% of the FOB price which Lusco
obtained. Such a commission rate is unusually high. The
vast majority of Lusco's 1986 sales wvere made through
Holdcrown in Hong Kong to Japan, Korea and Taiwan and it
is quite clear that there vas systematic transfer pricing
through Holdcrown. This will be detailed in the report
on Lusco's marketing. Lusco systematically invoiced
Holdcrown and Holdcrown established (or transferred) the
letter of credit to Lusco. Holdcrown then invoiced the
destination buyer whose letter of credit was established
to Holdcrown in Hong Kong. In this way the difference
between the two prices - Holdcrown to destination buyer
less Lusco to Holdcrown wvas reposed with Holdcrown in
Hong Kong.

Destination end invoices for three Korean destination
shipments were obtained and enabled detection of this
system and letters of credit provided further insight.
The system as it affected Leytrac bears detalled
statement.

M.V. ASIA RIVER

A clue to what was to follow appeared in the 1985 sale of
logs from Menvuvu and Leytrac to OK San Ind. Co of Korea
shipped on M.V. Asia River. The sale was effected
through Weyerhauser Far East. The letter of credit wvas
established by Weyerhauser to Lusco to cover 6,000m3.

Only 5716.393m3 was shipped for which Lusco's invoice
price was USD272,269.27. It is clear back to back
arrangements wvere in place because the Weyerhauser . letter
of credit required all documents to bear a Korean letter
of credit number - M1838-506-NU-00025 and because Lusco's
invoice bears that credit number. It also provides that
in the bill of lading OK SAN - the destination buyer - is
to be shown as the notify party. The letter of credit
from Weyerhauser to Lusco also provides that:-

Yupon negotiation the amount of USD40,00b-00 being
sales commission and other shipping expenses be TT
remitted to Weyerhauser."

This is quite extraordinary. It represents a rate of
14.69% of the involiced price; 12.21% of the full letter
0f credit value (USD 327,4000.00); a rate of USD 6.99 perx
m3 over the volume shipped and a rate of USD 6.66 per m3
over the full volume £for which the letter of credit wvas
established.
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Such a rate 1is extortionately high; could not be
justified and clearly involves transfer pricing.

M.V. ESTELLA. - November 1985 ‘
This was Lusco's first sale through Holdcrown and Leytrac
vas the producer. It followed the Weyerhauser patterxn.
The sale was to Sanno Lumber Co. of Japan. The letter of
credit was established by Holdcrown to Lusco to cover

3,000m3. A total 2993.939m3 was shipped for which
Lusco's invoice price was USD139,278.04.

The arrangements are clearly back to back as SANNO LUMBER
CO. is required to be shown as the notify party in the
Bill of Lading and because the letter of credit provides
that (relevant) documents other than the draft and
invoice (which are replaced for the end buyer) are not to
bear the unit price or value of the shipment. This
letter of credit also provides that on first negotiation
"deduct USD12,000-00 from proceeds payable to beneficiary
(LUSCO) being sales commission and other expenses and
remit by TT to Holdcrown Limited."

This represents a rate of 8.6% of Lusco's FOB price and a
rate of approximately USD4.00 per =m3. Such a rate |is
again very high, could not be Jjustified and clearly
involves transfer pricing.

From this point through late 1985 and early 1986 to the
end of 1986 the pattern changes to one of "full blooded"
transfer pricing wvhich can be proved and quantified
precisely wvhere end 1invoices have been obtained. In
general terms the Commission has found it virtually
impossible to obtain any co-operation £from Japanese
buyers in supplying end "invoices but has been able
(through FIC and DOF) to obtain some Korean end invoices.
By studying the number patterns on these (Holdcrown)
invoices the "transfer pricing" system of Holdcrown/Lusco
became quite clear. Actual end invoices for twvo part
shipments in 1986 from Leytrac wvere obtained.

M.V. RAINBOW VOLANS - January 1986

The shipment was agaln to OK San Ind. Co of Korea. The
producers were Leytrac (2929.093m3) and Woodlark 1Island
Development (2612.026m3). The letter of credit (NPH
852023) to Lusco was from Holdcrowvn. The arrangements
vere clearly back to back:-

- OK San is the notify party to be shown in the
bill of lading.

- The bill of lading must bear the Korean letter
of credit number M1838-512-NU-00018.
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- The documents (other than the draft and invoice
vhich are replaced) are not to bear the unit
price or value.

The Leytrac part shipment was invoiced by, Lusco to
Holdcrown (Invoice No.73) as 850 1logs aggregating
2929.093m3 at an FOB unit price of USD50.00 for an
aggregate price of USD146,454.65 (FOB). The Holdcrown
invoice to 0Ok San (Invoice 6A/85) was for the same number
and volume of logs at a dissected CNF price (ie the FOB
price and freight were separated). The unit FOB price
vas USD55.00 per m3 and the aggregate price wvas
USD161,100.44 (FOB). The difference was thus USD5.00 per
m3 and in aggregate USD14,645.00. It represents a markup
of 10%. The markup on the Woodlark logs was USD3.50 per
m3 (7.865%) and in aggregate USD9,142.00 making a total
markup of USD23,788 on the shipment. The rate Iis
extortionate, cannot be Justified and 1is a clear
illustration of transfer pricing.

nv - 9

The shipment was to Chungkoo Lumber of Korea through its
usual letter of credit opener Oriental Chemical Company.
The producers wvere Leytrac (2,292.314m3) and R. Gault
Industries (3,352.827m3). The letter of credit (NPH
860791 B/B) was from Holdcrown and the arrangements were
clearly back to back:-

- the suffix "B/B" indicates back to back.

- Oriental Chemical is the notify party to be
shown in the bill of lading.

- the inspection certificate is to be from a log
inspector of Chungkoo Lumber.

- the documents (other than the draft and invoice
vhich are to be replaced) are not to bear the
(Holdcrown) Hong Kong letter of credit number
or the unit price or value.

The Leytrac part shipment and the Gault Industries part
shipment wvere included 1in one invoice (Invoice No. 87)
by Lusco to Holdcrowvn the split being:

- Leytrac -~ 762 logs aggregating 2,292.314m3
at an FOB unit price of USD 52.75 for an
aggregate price of USD120,919.56 (FOB).

- R Gault - 860 logs aggregating 3,352.827m3 at
an FOB unit price of USD50.00 for an aggregate
price of USD167,641.35.



000262

The shipment was again included in a single invoice
(Invoice HCL 17/86) from Holdcrown to Oriental Chemical
and was again for the same number and volume of logs at a
dissected CNF price.

The prices wvere: /

- Leytrac - the identical number and volume of
logs at an FOB unit price of USD55.50 per m3
and an aggregate price of USD127,223.43 (FOB).

- Gault Industries - the identical number and
volume of logs at an FOB unit price of USD53.50
and an aggregate price of USD53.50 per m3.

The markup on the Leytrac logs was USD2.75 per m3 for an
aggregate USD6,303.87 and on Gault Industries logs wvas
USD3.50 per m3 for an aggregate USD11,734.88 making a
total markup on the shipment of USD18,038.75. The
percentage markup £for Leytrac was 5.21% and for Gault
Industries 7.00%. The rate is lower than previously but
nonetheless high and not Justifiable and illustrates
transfer pricing.

Holdcrovn continued to be used by Lusco up until about
August 1987 when a switch was made to Eddie Chowvw's new
Hong Kong vehicle May Shan Trading Inc. and then |in
November and December 1987 Holdcrown was used again.

With FIC becoming actively involved in marketing to
traditional markets in early 1987, the sales pattern of
Lusco changed from January to March and other Hong Kong
vehicle companies were involved as well as Holdcrown.
There was a mix of the earlier 1986 pattern and £fixed
rate commissions for Holdcrown. In the period March to
August 1987 Lusco generally dealt direct with buyers and
the letter of credit generally provided for deduction of
a rate per m3 for Holdcrown to be remitted to Hong Kong.
In the period August to November 1987 the earlier mixed
pattern which characterised the January to March 1987

period returned but the Hong Kong vehicle was May Shan
Trading.

In November and December Holdcrown (with the address
changed to that used by Mayshan Trading) wvas used again
and the same mixed pattern continued with some back to
back arrangements and some shipments providing for 3%
commission to Holdcrown. These matters will be reported
on fully in the report on Lusco's marketing.
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It suffices to say for present purposes that there is
clear evidence of the regqular use of transfer pricing
structures through Hong Kong which characterise Lusco's
marketing from at least late 1985 to late 1987 and of
actual transfer pricing during late 1985 and the whole of
1986. During the whole of this period Lusco was the
marketing agent for Leytrac. For that service it
obtained a fee of 5% of the FOB price obtained by Leytrac
and it seems that fee was paid in addition to the moneys
wvhich wvere reposed in Hong Kong.

Lusco wvas represented by Counsel before this Commission
and no satisfactory explanation for 1its disgraceful
conduct was put forward. Repeated invitations to Rex
Grattidge to appear in his capacity as a Leytrac
director, Lusco co-owner and Holdcrown co-owner wvere
evaded.

I have also found (see Appendix 7) that where Bruce Tsang
used Holdcrown as his Hong Kong vehicle on sales to Sanyo
Kokusaku Pulp during 1986 and 1987 Holdcrown made its
services available on terms that Tsang could secretly
benefit from funds reposed in Hong Kong through transfer
pricing. I have no doubt Lusco enjoyed the same benefits
and that in view of its ownership it probably enjoyed
those benefits on a larger scale and to a greater extent
than Tsang. There 1is no evidence whether or not his
fellovw Directors and shareholders in Leytrac wvere awvare
of Mr Grattidge's controlling interest in the Hong Kong
company Holdcrown.

The 1losers of this wvhole commercially immoral practice
were Leytrac, which did not obtain the full price for its
logs, and Papua New Guinea which did not receive its full
entitlement in foreign revenue earnings, export duty and
income tax.

If DOF reports are correct (Schedule 6) the other losers
must be the 1landowners themselves whose forest has been
devastated by a company which will nowv simply move out.
(Last reports suggest it has recently contracted to log
for Tasukolak on the East coast). To an extent Leytrac
has honoured its roading conditions in that the Balabong
-~ Wadpi - Lamassa sections vere completed. Aerial
observation disclosed however that two bridges wvere
wvashed awvay already and sections of the road were
deteriorating rapidly. Despite permit conditions no
sawvmill has ever been established and the small balsa
vood plantation 1is merely a token gesture towvards
reafforestation as a means of replacing the 1lost
resource. As the company has run out of resource for its
operation it has applied more and more pressure to the
forest recutting, logging the slopes and taking
undersized trees as a matter of standard practice.



Schedule 1

MINISTER FOR FORESTS

000264

.5 Novéifber 1985 151-16-3%

EXECUTION OF TIMBER PERMIT NO. 16-35

~Attached herewith please find:

1. Three (3) copies of the final draft Tisber Permit No. 16-35
approved by the State Solicitor.

2. Department of Forests File 151-16-15,
Some of the principal conditions of the Permit are:-
1. Permitee: Leytrac Pty Ltd.

2, Approximately 11,060 hectares rise
Kamdaru Exte n oL

S years from 1/9/8S.

’E T
g

18,000 cubic metres per anmum,

;
g

60,000 cubic metres per anmum,

6. Rates: K 4-22 - Now Premium
. K1%-22 - Premiue 1
X §-62 - Premim 2

K42,000 is based on two (2) months maximm cut.

$8,000 cubic metres per anmm to be exported
mtlucmditimthnmyutinmpaidby
the dus date, :

2,000 abic metres of logs to be processed per
anmum during the permit petiod,

Establish 100 hectares of cocoa plantation
sach year.

10,

11, Coplete construction and Wwgrading of
ad

LAMASSA BAY-XAMDARW River ro

e

12, Construct wooden or steel bridges over KING

and KALU River.
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The Timber Permit No. 16-35 is approved by the Department of
Justice and the document is now in order. If you approve, it
is requested that you execute the attached document.

Secretary ®for Forestscrests

%

© - s et et e . e, <
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RABAUL OFFICT < <127$33
WEST COAST, N.IP. 1-129%
RABK TELEX-  @dq3®

LOGGING
SAWMILLING
ROADING

17, July 1986.

Secretary of Forests.
P.O. Box 5055,
PORT MORESBY.

ATTENTION: RUTH POLUME.

Dear Madam,

000266,

BULLDOZERS

ROAD GRADERS

TWIN POWER SCRAPERS
FOR HIRE

P.0. BOX 837
RABAUL

/

‘

rem

-2yl

SECRETARY'S OFFICE

g:::e‘wed 2‘{ { > 1 ('é

—

Refer o

and/or file no. - . 37~

Signed W/ N\ ;

Re: Dates in Leytrac Pty Ltd's Permit 16-35.

Further to our letter dated May 1lst 1986, and subsequent conversations
with Messrs McNeil and Ross, we now write to ask you to confirm
a date for our roading programme under the permit.

For the last two months we have experienced such wet weather on
New Ireland as to make the sheeting of the last 4-5 kilometres

of road impossible.

The two possible dates of commencement of TP 16 - 35 are lst
September 1985 (when the permit states that it commences) and
14th November 1985 (when it was signed by the Minister, came into

force, and was received by Leytrac).

We would be grateful if you could confirm that, for the purposes
of our "Roading Year One", our final date for completion is
14th November 1986. Thank you for your assistance and we look

forward to your early reply.

Yours faithfully,
LEYTRAC PTY LTD.,

Rex W. Grattidge.

» .
7pﬁa°“' il S A
? .
[N SN prteesad ‘?
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DEPARTMENT OF FORESTS

@

TELEGRAMS FORESTS

TELEX NE22360
TELEPHONE 254022

r

The General Manager

Leytrac Pty Ltd

P 0 Box 937
RABAUL
East New Britain Province

Dear Sir

FRANGIPANI STREET
PO BOX 5055
B80ROKO

PAPUA NEW GUINEA

1

Date: 8 August 1986
Our Reference: 151.16+35
Action Officer:

Designation:

Your Refereiice:
Date:

I refer to your letter dated 10th June, 1986 where
you sought emendment on the commencement date of

TP 16-35.

I have considered that request and have now approved
1kth November, 1985 as the new commencement date.

Therefore, the new deadline for roading requirements
for Year One will be 1ith November, 1986 and not 1st

September, 1986.

Yours faithfully

: B f‘é:i;é;A Al
Secretary frar Forests

c.C, AS -« Forests
Kavieng. RIP
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e 000265
7 July 1888
>, 151-16-35
The Managing Directer _—
Leytrac Pty Ltd - R Turia/mb
P O Box 937
RABAUL

Bast New Britais Province

Dear Sir

TIMEBER PERMIT NO. 18-235 »

Please, be isformed that the explry date of your Timber Permit
No. 16-35 wiil be 13th November, 1988,

Yours fajithfully (

4ded

M NOMTAGARRA
Secretary

e.¢. A/Asaistant Becretary
Porests - Kavieag

Refereace your letter of 17/3/88.

M ERTAGAREA
Secrotary
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RABAUL OFFICE 92.16%3

WE

RABAUL TELEX: 82853

Schedule 5 ’ 7

BULLDOZERS
ROAD GRADERS
TWIN POWER SCRAPERS

COAST, N.LP. 82.12%5

SAWMILLING P. 0. BOX 837
ROADING RABAUL

March 3, 1988.

000265

pecretary IOr Forést,
P.0. Box 172,
Kavieng. NIP.

Dear Sir,

SUBJECT: TIMBER PERMIT APPLICATION - UPPER KAMDARU VALLEY

This letter is to follow up meeting between Mr. Silas Sabagas and
the Secretary and numerous meetings between Leytrac Officers and
New Ireland Provincial Government Members.

Leytrac is currently operating under TP:16-35 which expires on
31/7/88. We have no alternate area to operate and are now facing a
cituation where it will be necessary to wind up our operations later
on this year.

During various meetings with the Provincial Government, it has been
pointed out that there is substantial resources remaining in the
Kandas area, and from the Company and Provincial Government points
of view it is desirable to have Leytrac continue to operate in the
Kandas area. The main considerations are:-

ROAD CONSTRUCTION & MAINTENANCE

Leytrac has constructed and is currently maintaining the coastal
road from Palabong to Lamassa. The Provincial Government does not
have resources to take over this task.

KANDAS COCOA PROJECT

This has been set in train, and will take until 1992 to reach full
bearing and be self supporting. Leytrac will manage the project

up until then, and will then be ready to handover a viable plantation
to Kandas landowners.

INCOME TO STATE & PROVINCE

Leytrac has contributed significant amounts of revenue, in the form
of Royalties, Export Duties, and Taxes. It has a good track record
and would be desirable to keep this operation in existence.
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EMPLOYMENT @

Over one hundred people will lose employment if the operation is
terminated.

UPPER KAMDARU VALLEY

Please find enclosed an application for a Timber Permit over the
Upper Kamdaru Valley, together with application fee of K100.
Approaches have been made by the Provincial Government for a TRP
to be conducted over this area.

Previously application had been made to have the area declared
under the Private Dealings Ordinance, but because of change of
policy, this application will not now proceed.

I enclose a survey report which was conducted by Mr.A. Academia 1in
1986. The total volume involved is about 300,000 M3.

PROPOSED PERMIT CONDITIONS

puring discussions with the Provincial Government offers the follow-
ing conditions were proposed:-

a) Period - 10 years
b) Maximum Cut -~ - 60,000M3/year
Minimum Cut - 25,000M3/year
Export Allowance - 59,000M3/year.
c) Sawmill ~ A mill to cut 1,000M3/year will be

established (maintained).

d) Roading - A road to be constructed from Tambaka
to the watershed of the Weitin River
(30 Km.), to later join up with road
to Siar.

Leytrac will continue to maintain the
west coast road from Palabong-Lamassa.

e) Agriculture - A sum of K2.00/M3 of log harvest will
be paid into an agricultural fund, to
promote agricultural project within
the TRP area.

f) Reforestation - fThe current Balsa project will continue
to point where 320 Ha. of Balsa is
planted and a mill set up to utilize
the forest on a sustained yield basis.

g) Other conditions re-marketing environmental control etc.
as per usual conditions as specified in TP:16-35.



CONCLUSION

As time is very limited, it

®
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is necessary to have the Timber Right

Purchase completed immediately.

We would be available at an
so that all documentation i
(31/7/88). ’

Yours faithfully,
LEYTRAC PTY. LTD.

R.Kzrguson,

MANAGING DIREC .

Encl.

y time to discuss conditions of the T.P.
s complete by the time TP:16-35, expires
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e slamt gecx'etaxy 8 ArriL 1988

Pivi of Forests , , ’

Ble1o=35
¥ o 72 T
v KLy 8 TUV.NINAR/da

de re»,:m*t heos i besed on mu inspection ecrried out by %wo Farestry Officers
at the levirec eperational eress, %he izspoction wos for a yek ‘Wt&

Ihe repari herc §s divided into two (2) parts and that $s FAE: & which is the
ﬁgmmnmwmwmuw Lomia
3 uammwmfwmhmcmmu:@omﬂqnm

Hecko Ertepsion aren, .

Tie follewing points ere Bie main sontmts of the reports

(o) Noed Conditions .
= Trams ldand rosd : ;
= Al logging rosds : - !

{b) Qparatimmal eltes and logring Tesknigmes wsed,

{c) h-goicngmﬁun. i . . »

{© Agrisal tare Develggment end Mefarestetim progress, X _ |

(¢) Dowiag end effcuts : o T |

{1) Sading of logs a8l eheck mencurenmn ta/log msdbering

{g) Becommendations

() Sonalusdem.

A2 A - OF i - MATE

(o) Joad Sopd: ticns
® Zrens lslamd roed * | |
hmwumummwmumrmt.wm
&’ml&ﬁamhmtam;to&cpmtaindterhbwﬂl&agu e road
A% well mainteined by Lot eowpanies b 4 their rosd sentrester. JMain
haa bowr a majcr factor leafin tc the of rivers in the area.

Rivers havi beun fivoded mnd has Seused { of protles for ghe tyaftis §
i e arer,

?

3



(x)

(o)

(o)

* 1lon koads

Logging rcads in the leytrac eperstionsl ares has not bean accep table,
The company has deen using the rivers as its logging roads. Both the
Grince and the Pinip rivers have bean uscd foar logging and this is not
acceptable, The company has not constructed any logging rocds but is
enly relying en the rivers as its accesc to the timber areas, Few
logging roads at the Sexalu TRF have also been noticed to be not mein-
teined and drainagce also on road sides have not been‘ donc,

erational sites and Hnc I'sctmicne used

2o Leytrac eperationel ares is at the ¥atpi TRF et the Grinso and Pinip
rivera, The sompany is now cwrently operating ar sides of both rivers
aad this 1s mot acceptable, I-oggingﬁmmwdme,‘i)setmwaybm
the rivers. Also logging has bean noticed on Elupes beyond 30° (degrees)
ad this i85 also not mcceptalle, Our office is eware of the rugged

lamt&insinﬂxeareabutulmtmtsjnmmmht&:atoﬂw
nlmwepmbleng.

The logs have been pulled to the river banks by ekidders and triroing
has been done on the river banks mnd slmo this is not acceptable as it

Fou uneceasary eff-cuts have boen noticed an both aides ef the river,
hcminmmmmvnmw&edtum about
anuryoﬂ-ubuﬁntltmhsmd. Alot of
dookings was notised ¢o be deme 4n the bush and this was asceptable $o
umtﬁatxtmtmdmumm,uumm

(£)  Qreding of Logs, ehoc: mcasuremsnts and Log gumbering

koge have been graded at thebeachpcndh:mqmliﬁedlog;r.dws. The
m:donnotinmnlo‘mtc-olng-ﬁmmmmt
oipmhlmtotbegr-dingnflesa. Qur office rocom.ends the

sompany
tomdmetoiomelocpadingmsentr.l.f.c (Lse) whieh is done
annuwlly.

LI RS———
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Chock measurenents was earried out for eleven (11) logs emd the recard
is with our office. %The mmbering of logs 15 also carried out at the
beach pond at Pulpuk by the companies log graders.

PARD B = LOMDA OFLRATIONS -~ WASK(O EXT.NSION

Most of the operatian in the area wes denc at the Nasko Extension by the
lomds compeny which is & contractor for Leytrac,

Few thinps like Agriculture Development and Refarcstatiorn Frograme have been
carried out by Leytrac who is a permit Holder and other points will be furiher

discussed below for the lomda company, The trens Island road also have been
discussed far both eompanies starting from Koodaru apd ending at the moumtain
af ter Kab:ran village,

EL fror the fool of the mountain to Lumass station the rosd Lkas not bean
gr-ded wp to sstisfaction,

(a) _*Logring roads
The logping roads are wp to date by means of its meintenascc end its
drainages. The eoxpany heve consirmeted good logring roais and fraffic
can pass through easilye Itﬂhridgesha:vetcbemudeaccrossthetop
of the Masiko river beczuse it is causing pcllution to the river which
is used by the Hasko people down below.

(&)  Pomsge to Begeneratigns
The damcge done to the youn:; forest in the operatiomal mite is well
cantrol accordin, to the officers obeservations. Few domages have been
done by moving machines but mot too bad. Our office is mware of the

rugged mountains in the area but at least abit of care is needed to
the young forest in the area.

(¢) Bockin: snd Off-guts

There ware alot of wmanecessery off-cuts moticed at the three (3) bush log
remps, ﬁxe‘eef!-utsmbeing&rmct&eddeoflogmupandtw
“have been buried By earth, Our office is very eancerned of such a memner
mdmﬂdliketbemgtoshpmnhatmm. Most of the dockin;s
uedmetn&u\m-hhgwsmd&hhdmmeptaua.

(W

reding pf Logs, ehec

NI e ;—‘

e company does mot have a proper log greder at the moment besauss their
logpﬂermmetaluvemdka.lmﬁehgghglanagcdthe
Campany. Our effise request the company to send one of its man to do
ﬁelqwngcminhemmuhnammlb.

Coeck measurenents were mot doce at Nasko beach log pond because the

officars were late. The logs were alrcudy losded ir the boat M.V. GGLD
BMAR, b

The M.V, GOLD 574\ loeded a total of 1,587.867 and a total of 473
ieces of loge froc the ‘0 kxtension erec, The same ship loaded at

uk and got 1,200,00 ¥ and a total of 340 pieces of logs. The boat
1eft the ares om the T4/04/1988,

R CUF. . 2DATIORS

wczmenmwmwmmm@u&mum
do.

o e b Dt it




1.

2.

| 2+
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Upgrading of the bridges and the part ef road from the mountsin
after Esbuman vills; e to Lomasc station along: the Trans Ialand roed,

tnecessary off-cuts should de minimised by Becth companies in dbus!. log
ParySe

Coustruction of proper loggin; roeds by leytrac B/L and mot relying on

3.
rivers as logging roads. Alsc the upgreding of logging rocds at the

&,  Drainmges to de done in logging roeds and alsc the trans island road
by boti: companies,

5e Beth eompanies to send tuc people to do the log grading eourse in Tel.T.C
{lLae) this year.

6. Control of unnocessary aff-cuts by both companies at the top of rivers
a5 pollution is a problem for the rivers which people use down below far
drinking ete,

7o k@.nghasalmbeenmticedmﬂ.opesbeymdm°(dm)mdthh
ghould be stopped immediztely.

CONCLUSIOH

To eoncludc, or office is further streasing thc sbove recomnendation points to
be done by the compamies starting from this time and orw:ords,

Thanks for attention,

rJANETTE RAUV:eVL
Distriet Farest Gfficer -~ Nammtanai

L

oc

S

Pistriet Manager .
NAMATARAL

Special Profect Gfficer
POBx 06 -
RABATL

eration SBectiem
arest Besdquarters
» © Box %055
BORCKO

1g Menager
, a8 PfL
¥ O bax 937
~WABAUL

Logging Mansger
Soade F/L
P O Box $37
RABAULL ENBP
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' DEPARTMENT OF NEW IRELAND PROVINCE

TELEPHONE: 9%4-2111 DIVISION OF FORESTS P.O. Box 103

TELEX: KAVIENG, NEW IRELAND PROVINCE
l Date: 21 October 1988
The Secretary Our Reference: 151-16-35
Deaprtment of Forests Action Officer: P Wapala,/rws
P O Box 5055

Designation. P I M O
BORCKO NCD .

L

Your Reference:

Date-

Attention: FAS - RD JOHNSON MANTU

levtrac is soon to wind up operations in the South West Coast TRP areas the Timber
.t TP 16-35 will expire in November this year.

Company also applied for upper Kamdaru area which is yet to be considered.

Division of Forest Namatanai is therefore to mount inspections camping out to do a
complete assessments of Leytrac's operations commencing sometimes next week, however
they are faced with problem of funds, District funds is completely exhausted.

Therefore we would like to request if possibly you could arrange with Forests
Headquarters for necessary assistance with funds in this regard.

Herewith are manpower needed which will be involve in this excercise.

OFFICER -SILAS TOWANINAR
OFFICER. : PETER TERRY

TABOUR : 7  DRIVER ) -
LABOUR H G/LABOUR

The total commitments requried for the four (4) people is K500 needed for three
(3) weeks camping out.

Would appreciate so much if you could give this your favourable responds.

BRegards.
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. —— Date: , 11 NOVEMBER 1988
‘ JN % X ——-‘ Our Reference: 15’-16*35
A

The Secretary

Department of Forests { g::?:r
P 0 Box 5055 :
BOROKO  NCD 8 23Nov19s8 @
_ g
&' Your Reference:
! Q ¢ J Date

FINAL HARVEST IN TP 16-35

This office has been approached by Permit holder, Leytrac, seeking approval to
fully harvest about 5,000 M®* which will be left behind at the expiry of the
permit. )

I have no objection on the basis that nobody will go into the area only to

- log the 5,000 M*. It is only logic that Leytrac should be allowed to fully
harvest the remaining volume before leaving the permit area. Could you please
%gn?édgg this and give your decision before the expiry of the timber permit
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24th November 1988

Department of Forests
P O Box 5055

- BOROKO

_ Attention: Mr. Andrew Tagamasu

Dear Sir

re: TP 16-35 - HARVESTING OF REMAINING MERCHANTABLE

TIMBER

We write

to confirm our discussion Ferguson/Tagamasu

yesterday afternoon wherein you advised that it is in
order for Leytrac to proceed to harvest the remaining

12,000 m3 -
o discussed this shoul

- 15,000 3 left in its current areas. As
d"be completed by 31st March 1989.

As the correspondence from Forestry New Ireland showed,

- they believed that the merchantable timber should be
harvested before we stopped operations, but we wanted
to make sure that Head Office were informed as well.

Thank you for your prompt attention and assistance.

Yours faithfully

* R L

_ R. L.. FERGUSON

Managing Direcw /,,r't

/’.uz/éa»x' “ JeertrcS /&g"“" fo
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WORKSHOP

The main work shop has been set up at King, and is equiped with
adequate equipment including, power units, lathe, lifting ard pressing
gear, welders, campressed air etc.

A staffing list is attached. As recording of service time and
materials to each individual machine is difficult, allocation of work-
shop costs is arbitrarily spread to cost centres according to the
number of units of machinery assigned to that centre.

ELECTRIC POWER GENERATION

Power requirements are for workshop and damestic use only. There is
a 20 KVA wnit at King to service both needs and a 7.5 KVA at Pukpuk.

MIsmmmmm—m

1. I.eytrachasestablishedagocdxep:taﬁoninthemrketplace
because of the high percentage of Taun and relatively few other
species. Pieces size and quality is good and even in periods
of low demand the logs can be sold.

Logs are being sold to Japan anc Korea.

2. Logs .

a) Sumary of species by grades for the past six months is
included. (See appendix) This is considered indicative
of average parcels of logs from this area. The average
piece size is about 4.0 M3/pcs. and the quality is regarded
as high by PNG standard.

b) Marketing arrangements
Marketing is done by Lusco Enterprise Pty. Ltd. on a
comission basis. The strategy is to offer each parcel of
logs to several selected buyers, generally Weyerhaeuser Ltd.
and Shin Asahigawa (PNG) Pty. Ltd., which provides campeti-
tive offers but also avoids the dangers of constand "Spot”
marketing.

c) Marketing Countries

Apart fram traditional buyers in Korea and Japan it is in-
tended to actively pursue sales to China, although it would
appea_nrthatmzrspeciaqualityistoohighforusualammese
requirement. ~
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4a) Sales Promotion

The best sales pramotion of PNG logs is regular supply of
parcels of uniform quality logs, however a policy of active
praotion has been devised which is based around the SEALPA -

. Grading Rules. Logs are to be presented with attention
glventoddsarlu.ng correct cz:osscuttmg correct scaling,
prevention of end splitting etc and in particular correct
grading. Having established a knowledge of the usual grade
percentages logs will then be marketed by major species with
emphasis being placed on comparison of prices in Malaysia
for similar species and quality. This highlights the best
properties of our logs and avoids the stigma of being refered
to as "MIXED M.L.H.".

‘e) Pricing

The prices of PNG logs has been very volatile over the past
several years varying from a low of K43.00 to a high of
K80.00, in a period where prices were the highest since 1979.
Campounding the problem is the weakening of the Kina against
the USDollar, which not only affects the log price in Kina but
also increases costs because of higher machinery, spares, fuel
costs etc.

The current M.E.P. value of leytrac logs is about US$61.00 or
(K57.50) which is close to actual market price.

Another approach was to plot average prices from 1975 to

present and for five years. This gave a rising trend with

around 8% real increase per year with 1985 value of K50.00.

This figure has been used but I have included a table

comparing effect on profitability of a range of prices from
. K40.00 to K60.00.

Eo . -

Sales of logs are made on F.0.B. basis hence buyers arrange
vessels. We are hesitant to take the associated risks of

d:art:e.rmgshms However, if reliable PNG flag vessels
hecmeavallablesmwmﬂdpmwtettauuse

PROJECT IMPLEMENTATION - TIME SCHEDULE

Leytxachassmelooooomavaﬂableonemstmgleas&swluchlssme-
thing less than two years logging at allowable cut.

IhelastBO-wOOOPBmllbemnargnxaltermmwhlchwﬂlmakeloggm
slow and expensive.

' ;
g
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NIFA COMPANIES

OTSUKA FURNITURE COMPANY
NEW IRELAND OTSUKA DEVELOPMENT PTY LTD
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INTRODUCTION

By New Ireland standards this was a very big project which
commenced in 1976 amidst high hopes, all of which were
blighted when the joint venturewcompany went into ligquidation
in 1983. At the time of the Commission's hearings in New
Ireland there was no activity in this Permit Area but the

_ circumstances surrounding its failure were still casting a

long shadow wover the New Ireland timber scene. The
investigation imto this project was limited to a study of DOF
files and to baving discussions with some senior officers.
Evidence was taken however at a public hearing on the 11
September 1987 into recent attempts to recommence logging and
to reopen the Karu sawmill.

2o ol P
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BACKGROUND ‘

The Central New Ireland Timber Area consists of approximately
98600 ha. and originally contained about 700 000 m3 of
timber. Permit No 16-16 was issued to a Jjoint venture
company New Ireland Otsuka Development Pty Ltd (NIOD) which

was owned as follows:

Otsuka Furniture Company Pty Ltd (Japan) 90%
NIFA Pty Ltd (a landowner company) 10%

A project agreement was signed between the State and NIOD on
14 September 1976 after which the permit was issued to NIOD
for a period of 20 years commencing 9 Névember 1977. Underx
the agreement NIOD undertook substantial infrastructure
conditions in return for substantial log export entitlements.

NIOD was obliged to build:

(a) A kiln dry plant by 9 November 1980;

{b) A wharf and berthing facilities by 14 December;
1980

{c) A town for 2000 people by 14 December 1980;

(d) A furniture factory by 14 May, 1981.

{e) A planing mill by 9 November 1981

OPERATION ‘

The files "disclose that a full scale logging soperation
commenced using temporary wharf facllities for~ loading.
Complaints about the nature of the operation were frequent.
As the deadline for completion of the major building projects
approached and passed it became clear that the company did
not intend to fulfill them. NIOD used up its log guota and
built two labour dormitories instead of a town. Under
pressure from ﬁ@F it installed a reconditioned sawmill at
Karu but did mat commence local processing except on a very
small scale ' for its own requirements. None of the

abovementioned conditions were fulfilled.
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NIOD was ordered to cease operating in 1982 and went into
voluntary liquidation in July 1983 leaving millions of kina
payable as damages under the project agreement, the unused
Karu sawmill, a partially logged forest, and bitter memories
as its only mementos. There were few benefits to the local
people. The project agreement was never formally terminated,
apparently as there was legal advice that termination could
jeopardise the State's chances of obtaining damages against
Otsuka Furniture Company which had guaranteed NIOD's damages
obligations.

ATTEMPTED REVIVAL
In October 1986 DOF advertised for potential 1logging and
marketing contractors to indicate interest. The following

companies showed interest:

i) Nationwide Consultants

ii) Groome and Associates,

iii) Xina Timbexr SDN. BHD.

iv) ®ewak Timbers Pty Ltd (now Madang Timbers)

v) Leong Pow Kue and Sons SDN. BHD {Goodwood
or Rosewood in PNG)

vi) Laabar Logging

vii) Bowmans - a member of the Pagini Group.

viii) Timbersales Pty Ltd

ix) Channel Timbers Pty Ltd, and

x) Malaysia Overseas Investment (PNG) Pty
Ltd.

Ootsuka Furniture Company prompted NIFA to apply £for the
bermit in its own: right and to then employ Otsuka as its
logging and sexketing contractor. The application (not

surprisingly) was rejected.

The area has not been logged since mid 1982.
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Early in 1987 Timbersales showed an interest in logging the
area and starting up the disused sawmill at Karu. The
Commission held one public meeting at Karu Sawmill to inguire
into this new initiative. Sworn evidence was not taken but a

number of key figures spoke. Those present were:

Chairman of Directors, NIFA

Peter Ruasoi

Ben Watlen : Secretary, NIFA

Martin Watlen : Public Relations Officer, NIFA
Mrs Betty Watlen H

Michael Laviri : a landowner

Augustine Damat : a representative for some NIFA

landowners
Logging Manager, Timbersales

»e

Marty Nagel
Joe Molisu
Jack Masu

Business Development Officerx

.0

Assistant Secretary (Forests)

COMMENTS _
I have recorded events at the Karu sawmill meeting in some

detail as it captures "live" some of the elements which are
common to so many agreements which, after signing, have
proved unsatisfactory to the landowners:

‘ (a) Upfront "benefits" to comﬁany directors and
influential landowners

b
I
1

1t was guite clear that Timbersales had provided a four wheel
drive vehicle for use by NIFA directors. Timbersales' Martin
Nagel explained that this was not really a gift but more 1like
"extended credit®. 1 interpreted this as meaning that, if
the operation went ahead, the cost of the vehicle would be

deducted from NIFA's share of the profits.
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5

In addition to the vehicle already given, Timbersales had
}promised the immediate payment to NIFA of XK200,000 as soon as
the agreement was signed and approved. Nagel explained that
the amount represented advance payment of rent for the
sawmill and was to be considered as payment in 1lieu of
monthly rent for a period of 13 years. This must have been a
very attractive offer to NIFA's directors, secretary and
public relations officer. Even though NIFA had been inactive
since its formation, the prospect of a fund from which wages,
directors fees and transport and other expenses could be
paid, would have been almost irresistable.

(b) Pressure to sign the agreement

During negotiations to work up the agreement with
Timbersales it seems, on the face of it, that attempts were
being made to assist NIFA representatives to fully understand
what was being proposed and to make a free independent
decision. Thus government representatives Masu and Moisu
were present at some meetings and NIFA had the services of a
lawyer Mana Isana who also attended some meetings.

On the other hand the original draft of the agreemenf was
drawn up by Timbersales and its consultant Peter Connell, and
amendments were later agreed to. There was then difficulty
in arranging for NIFA zepzeséntatives to sign it and the way
that was £finally arranged was very unsatisfactory and gave
rise to justifiable suspiclons.

The retyped agreement, which purportedly included the agreed

amendments, was never referred back to NIFA's lawyer Mana

Isana. Instead the NIFA representatives were driven to the

Kavieng airport where Timbersale's director John Dixon was

about to board an aircraft for Moresby to take the documents
~ down to get Ministerial approval.
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NIFA chairman Peter Ruasol and Secretary Ben Watlen signed
the agreement with Nagel and Moisu as witnesses. Many
documents were signed and they were not read by either

signatories or witnesses.

At the meeting both Chairman and Secretary said they were
confused about what they had signed but thought that it had
been agreed that Timbersales would be the operator and NIFA
would do the marketing. Nagel was adamant that the agreement
was for a 70/30 . percent split on logs exported and an 85/15
percent split on sawn timber sales. He said that Connell was
to handle the marketing.

There was great disatisfaction expressed ’by NIFA
representatives when they heard the terms of the agreement
explained by Nagel at the meeting and by landowners present
when they heard the circumstances of the airport signing.
The meeting regquested DOF officer Mantu to intervene in Port
Moresby to make sure that the Agreement did not receive
approval.

Mr Mantu was unable to find any record that the agreement was
ever submitted to DOF and Timbersales aid not proceed with
the project. At a later date Timbersales was endeavouring to
recover its vehicle from NIFA. .

BOSTSCRIPT

" At the time of writing this report there is evidence of

illegal logging by‘Nationwide COnsultants_in the Central New
ireland TRP Area which DOF is endeavouring to stop.

The New Irelamd Provincial Government is also actively
appralsing a preposal by the Santa Group to exploit the area
in conjunction with another "landowner" compahy Central New
.1reland Development Corporation.
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10 : THE MINISTER FOR FORESTS 0002735
FROM : THE SECRETARY - FORESTS

FILE : 151-16-35 /—

DATE : 1 DECEMBER 1986

»

!

SUBJECT . : SHORT TERM TIMBER PERMIT NC: 36-2% LEYTRAC
PTY LTD.

po--—vo-w———vv—v—--———-"wa----—--——-—-po‘--——————--q-—-———--‘------—

FACTS AND CGNSIDERATIDNS

Ybe Timber Mit ﬂo. 16-35 issued to Lleytrac Pty Ltd cver the SIAMAK
Ccnscﬁﬁated ’IRP'; ’has expired on the 13th Nevember, 1982,

It was 1ssued fcr 'y t?bree (3) year period cver the Censclidsted TRP's
covering some 1? GSG bectares

" The Division af Fcrests New Irelard, fully surporis the renewzl for
ancther six {6) ncnths to Ley rac P‘y Ltd beino for the fclliowing
reascns: é

i) -:.a-:,sfu}ly Qsarvest the remaining resocurce (abcut 17,000 ml)
mhic:h vi‘ﬂ ‘be left behind 2t the expiry ef the permit.

,:3'14. ";' - .-s: 'f .w

: ,11)» Maintain a continu‘ty of employwen" fcr the pe~ple in the

ST ﬁren zmtﬂ the prcposed {ak end Kamdaru TRP's are processed

:;.,:“
T e

ﬂewever. these muid un'ty be possible if you sign the Shert Term
ﬂuber ?emit. s T

:":‘facmmg VI
a2 wIY "55»«“5' i

‘;'he fep;rhent has no objectﬁon on the renewa‘l of the Timber Permit
- for :hothr s‘lx (6) nonths period. .
AT S 2

%ECWEMTIO!I

~ .

It 15 mmended that you sign the attached Timber Perwit,

M, XOKTAGAREA ” -
Secretary

w
Pis

. - SN



