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APPENDIX 2

SUMITOMO FORESTRY COMPANY )
(HONG KONG I ED

CORPORATE BACKGROUND

Sumitomo Forestry Company (Hong Kong) Limited (SFC HK)
is a wholly owned subsidiary of the Japanese corporation
sumitomo Forestry Co. Ltd (SFC). SFC; though a public
company listed on the Osaka Securities Exchange, is to a
large extent closely held by, and forms part of, the
sumitomo Group. The Sumitomo Group has a long history
dating back almost 400 years. It seems, as a result of post
war attempts to fragment the large Japanese trading houses,
that the assocliation between members of the Group |is
informal, rationalised on an "industry" or "field of
enterprise" basis but formally 1linked through significant
cross shareholdings which still bind the group together.

An outline supplied to the Commission of the 20 key and
30 satellite companies comprising the Sumitomo Group is at
Schedule 1. SFC covers the forestry and related " fields of
enterprise"” within the Sumitomo Group and is thus one of the
“key" companies within the Group. Sumitomo COIpération,
another "key" company, also deals in 1log imports but
operates quite independently of SFC. Though it has a long
history, SFC was only incorporated as a public company
(after world War II) on 20 February 1948.

Among its 20 major shareholders are eight of the other
*key" companies and one satellite company in the Sumitomo
Group who between them own 32.36% of the capital of SFC. A
comprehensive overview of SFC supplied to the Commission is
at Schedule 2.




SFCHK was incorporated in Hong Kong in August 1973, and
is wholly owned by SFC. Its function is shortly described in
the overview as "purchases and sales of forest products and

financing".

SFCHK was registered as a foreign company in Papua New
Guinea on 16 December 1983.

It had earlier obtained pre registration with DOF (in
April 1983) and was later granted (in January 1984) NIDA
registration to carry out limited activities in PNG
associated with gquality control of log shipments, research
and development activities and consultancy advice within the
timber industry.

SFCHK established an office 1in Port Moresby in July
1983 and since that time has had a physical presence in PNG.

According to Ashenden (1983) Sumitomo Group was at that
time involved 1In the Papua New Gulnea log trade through
three (3) companies - BSFC (described as Sumitomo Ringyo),
Sumitomo Corpoxation (described as Sumitomo Shdﬁi) and
Ssumitomo Overseas Forestry Development (described as Sumisho
Kaigai Shinrin Kaihatsu). Ashenden describes each as
follows :

(a) "Sumitomo Ringyo (Sumitomo Forestry) (S.F.C.)

(i) An integrated forestry company. One of the
Yargest distributors of Japanese domestic
logs and active also in building materials
and housing. Staff of 574 and total turnover
around. 220,000 million yen.



(ii)

(111)

(iv)
(v)

(vi)

(vii)

Ranks with the large trading companies for
volumes of imported milling 1logs, being
number 11 in total and number 10 for South
Seas. .

Has 10 branches and sales offices throughout
Japan which act as wholesalers for 1logs
imported by the head office. One of the
largest primary marketers of PNG logs in the
Osaka region. Branches sell to mills 1if
possible or to secondary wholesalers.

Main PNG suppliers are Kumusi and Ulabo.

Some involvement with Solomon Island 1logs
through Jardine and others but dropped the
Solomons trade in the first half of 1983 in
favour of PNG.

Cross-trades with Kokusaku-Mokuzai for PNG
and Solomon logs.

Part of the Sumitomo group of companies but
acts completely independently from Sumitomo
Shoji."

{Ashenden Report (1983) Vol.2 p 86).

(b) "Sumjtomo Shoiil (Sumisho) (Sumitomo Corporation)

(1)

(11)

(i1ii)

(iv)

(v)

Fifth 1largest general trading company in
Japan, with 6,500 employees and a turnover of
11,350,000 million yen.

Imports logs in its own name and also through
its subsidiary Sumitomo Overseas Forestry
Development. (SOFD) Ranks 10 for total
milling log imports from all sources and 8
for South Seas logs (if Sumisho and S.0.F.D.
figures are combined}.

Major volume imported in own name s from
Sabah.

Imports PNG 1logs through S8.0.F.D., Osaka,
arranged by Gaisho. Tokyo office took one
ship from Nam Yang in 1982.

The Sumitomo Shoji Nagoya office is an active
dealer in Irian logs, some of which they buy
using Sanyo Denki Boekil as importer (to avoid
intra company rules).



(vi) Part of the same Sumitomo group of companies
as Sumitomo Forestry but acts completely
independently of Sumitomo Forestry.

(vii) 8Sells PNG logs mainly to wholesalers in Imari
and Shimizu and to the Sumirin ply-mill in
Komatsujima."

(c) "Sumisho Kaigal Shinrin Kaihatsu
(Sumitomo Overseas Forestry Develoupment) (S8.0.F.D)

(i) Subsidiary of Sumitomo Shoji 1in the same
offices, used by them for product checking at
production areas, and importing mechanics.

(ii) Sumisho negotiates the purchases and S.0.F.D.
attends to the physical and procedural
matters. The business is at Sumisho risk and
account.

(iii) Marketing in Japan is by Sumitomo Shoji."
(Ashenden Report (1983) Vol.2 p 91).

On 1982 figures cited by Ashenden, SFC imported a total
of 984, 154 m3 of logs of which 466,834 (or 47.44%) was from
the South Seas Log Market. Of that total 68,083 m3 was
imported from PNG constituting 11.75% of PNG's total 1log
exports but only 14.58% of SFC's South Seas log imports and
only 6.92% of SFC's total log imports. In 1982 8FC was
Japans second largest importer of PNG logs. On the same
1982 figures Sumitomo Corporation (and its subsidiary SOFD
combined) imported a total of 1,217,707 m3 of logs of which
625,211 (or 51.34%) was from the South Seas Log Market. Of
that total 35,456 m3 was imported from PNG constituting 6.1%
of PNG's total log exports but only 5.67% of these companies
South Seas Log imports and only 2.91% of their total log
imports. (Ashenden Report (1983) Vol.2 p 87).




Since it established a physical presence in PNG exports
to SFC and SFCHK have been at the rate of 230,438 m3 in
1984, 161,982 w3 in 1985, 132,258 m3 in 1986 and*185,729 m3
in 1987. (Schedule 3).

According to its overview (Schedule 2) SFC budgetted to
sell 4,467,000 m3 of timber products in 1987 of which
2,670,000 m3 consisted of 1log imports and of which 1log
imports 1,218,000 m3 (or 59.77%) was budgetted to come from
the South Seas Log Market.

In actual terms SFC purchased 185,729 m3 of 1logs in
1987 from PNG which only constitutes 15.25% of its budgetted
sales of South Seas Log Market logs, 6.96% of its budgetted
log import sales and 4.16% of its budgetted timber products
sales.

In 1987 SFC was one of the largest buyers of PNG logs.
Composite figures for Sumitomo Corporation and SOFD for 1987
are not available. The above figures Iindicate the
significance of SFC in the Papua New Guinea 1log export
market and the insignificance of Papua New Guinea 1log
imports in SFC's activities in Japan.

SFCHK AND LOCAL OPERATIONS

Mr. Robert John Ford, an employee of the New Zealand
company R.C. Mcbonald Limited, who described himself as
being "on secondment®" to SFCHK appeared before the
Commission and gave evidence. He described his role for
SFCHK as belng concerned with liason with logging operations
which have Australasian management, co-ordinating shipping
and loading arrangements within PNG and cdnveying relevant
information to SFC in Tokyo. At the time Mr Ford gave
evidence Mx Itsh the man in charge of SFCHK's Port Moresby



Office was on leave in Japan. Mr Ford described PNG office
staff as consisting of Mr. Itoh, himself and a national
receptionist/typist in the Boroko office with field staff
consisting three specialised Japanese log checkers and two
national log checkers under training.

The Japanese log checkers apparently change from time
to time and Mr Ford said some are employed directly by SFC
and some are employees of All Nippon Checkers ( a large
registered Japanese checking company) who are under contract
to S.F.C.

According to Mr. Ford SFC as at April 1988, bought in
the main from f£ive PNG producers :-

Kumusi Timber Company Pty Limited (Kumusi)

Ulabo Timber Company Pty Limited (Ulabo)

Bougainville Forest Enterprises Pty Limited (BFE)
Tonolei Development Corporation Pty Limited (TDC)

santa Investments Pte Limited (as agent for Sopathin
Development Corporation Pty Limited).

In 1982 Ashenden reported that SFC obtained \its
supplies from KXumusi and Ulabo and the relationship with
those two companies is obviously a long term one which
continued until at least early 1988. Records disclvse that
up until it ceased operations in April 1986 ANG Timbers was
a major and regular suppllier to SFC and that the
relationship with BFE was on foot in January 1985 and
continued at least until early 1988.

Information supplied by SFCHK Port Moresby Office and
those companies discloses that :-

(a) TDC wes a non exclusive seller to SFC from about
May 1386 to at least early 1988.



(b) Timbersales, as agent for Central Pomio Logging
Company Pty Limited, sold non exclusively to SFC
in May/June and October/December 1986.

(c) Santa Investments, as agent for Sopathin, sold
exclusively to SFC during all of 1987 and that
this arrangement continued until at least early
1988.

Wwhen he returned from leave Mr. Joji Itoh, the General
Manager of the SFCHK office in Port Moresby appeared before
the Commission. Mr. 1Itoh provided a written statement
outlining SFCHK's presence in Papua New Guinea (Schedule 4 -
from which annexure "A" is omitted as that annexure forms
Schedules 1 and 2). Mr Itoh also furnished a reply to the
Commission's marketing questionairre (Schedule 5) and
marketing tables for 1986 and 1987 (Schedule 6). Mr. Itoh
has been an employee of SFC since he graduated in Economics
from University 1in 1969. He has been based in Manila (3
years) , Japan (2 years) Djakarta (3 years), Tokyo (2 years)
Seattle (3 years), Tokyo (3 years) and came to take charge
of the Port Moresby Office in August, 1986.

Mr. Itoh was an impressive witness. His evidence was
along these 1lines. Generally the function of the Port
Moresby office is quality control of log exports.
Consistently with Ashenden's (1983) description :of the
Japanese market 8FC separates species for sale in Japan and
direct's specific species to specific users (eg. good
quality pencil cedar logs to a small furniture factory).
About 50% of S8SFC's imports from PNG are sold to its
customers and about 50% to the secondary wholesaling network
for further sorting. About 50% of SFC's purchases from PNG



are directed through SFCHK and the balance through SFC
itself in Japan (but all instructions to Port Moresby come
through the Tokyo Office). Many of SFC's customers are
small buyers with 20-30 employees. 1In many instances they
do not speak English and do not purchase 1in large enough
quantities to enable direct purchases from PNG.

Normally SFC loads for three different Japanese
discharge ports and separates in PNG to cater for species
preferences in those discharge ports.

SFC is a regular and constant buyer even in depressed
market condition's, providing both steady buying for
producers and a stable long term supply for its customers.

To 1illustrate this point Mr 1Itoh introduced into
evidence a combined line and bar graph (Schedule 7). SFC is
not directly engaged in production in PNG but as a trader -
buying logs which it then resells. SFC is not a trading
company and has been 1looking for production involvement in
PNG particularly (as in 1Indonesia and New Zealand) in a
joint venture 1role 1in a processing and reafforestation
project which 1is long term (at least 20 years). SFC has no
interest 1in being operationally involved in mere log
harvesting from natural forest. Mr Itoh was cross examined
and his evidence was along the following lines. 1In general
terms, SFC staff in PNG are 1in constant and close contact
with their filve regular producers. They are constantly
obtaining and checking proposed shipment details, checking
species composition and size breakdowns and checking the
producers ability to have his contracted quantities at a
loading point when the vessel arrives. The information




gathered is conveyed reqularly to SFC Tokyo. SFC handles
the purchase from Tokyo direct with the PNG producer (though
PNG staff sometimes act as messengers in the : negotiation
process between SFC Tokyo and the PNG producer). SFC Tokyo
arranges the resale and advises vessel details, arrival
times and loading rotations to PNG staff and gives specific
directions as to stowage and discharge rotations to PNG
staff. Sometimes there are written sale and purchase
agreements between SFC and PNG producers but those
agreements are kept in Tokyo. After sale arrangements are
concluded, an SFC checker goes to the producers loading area
and checks the species and grading of logs and rejects the
logs that are unsuitable. Japanese buyers are interested in
species and 1log size - not grading according to Sealpa
rules. The size terminology used is Regular (60cm.dbh and
above), Small (50cm.dbh to 59cm.dbh) and Supersmall
(40cm.dbh to 49cm.dbh).

Only a very small percentage of PNG logs is so0ld within
the Sumitomo Group and is only sold to Hamada Plywood
Manufacturing Co. Ltd. The substantial bulk of imports from
PNG (not sold to secondary wholsalers) are sold :-

(a) direct to a plywood factory .
(b) split into 5 or ¢ parcels and sold to sawmills
(c) to small domestic mills in small parcels,

Mr Itoh said he knew nothing of the invoicing of sales
to Hamada Plywood and nothing of the profit margins SFC
sought on resale saying "Its not my business. If they make
money no comments - if they lose they complain loudly."




0f the claims (listed in annexure "C" to Schedule 4) Mr

I1toh agreed the amounts set out were the original claims but
did not know the outcome of the negotiation of those claims.

On

two of these claims Mr 1Itoh produced photographic

evidence indicating there was a valid basis for a claim.

Regarding the graph (Schedule 7) the following occured:

Prior to September 1986 there is a wide but varying
discrepancy between the index of Tokyo domestic
wholesale prices for plywood use logs (blackline) on
the one hand and the PNG MEP price for Taun logs
(pinkline) and your average FOB (heavy blackline) on
the other hand. From September/October 1986 when FIC
was becoming actively involved 1in marketing this wide
discrepancy narrows and the relationship between the
Tokyo domestic index (blackline) the PNG MEP price
(pinkline) and your FOB price (heavy blackline} all
tend to closely approximate each other through to
September 1988. This seems to show SFC's average FOB
prices tended to be closer to the Tokyo index prices
and the MEP for Taun during the period of FIC being
involved in marketing. Do you agree?.

No. Because PNG logs were becoming more popular and
because there was a big rise in the domestic market in
Japan in 1987. 1.2 million houses per year rose to
1.67 million in 1987. There was a low interest rate of

4% to 5%. That is a more important reason than FIC
involvement.

why would this bring the indicators together?.

Econonmics.

Mr Itoh was questioned on the shipment to India on M.V.

Diamente in February/March 1988 and that aspect is dealt
with below.

On the future Mr Itoh made very interesting

observations which bear noting.




There is a world trend towards reafforestation and
afforestation plantations. Large volumes of timber have
been produced from USA, Canada, Chile, New Zealand, PNG,
Malaysia, Sarawak, USSR, Laos Thailand, Indonesia and the
Phillipines.

The importance of Papua New Guinea will rise within the
next five or so years as its neighbours' resources diminish.
Once Papua New Guinea and Sarawak begin to decline buyers
will turn to Brazil.

At present most of Japanese softwood imports come from
USA, USSR and Canada and most hardwood from Sabah, Sarawak,
PNG and Solomon Islands. Tropical hardwood is easy to peel
because (generally)} it does not have growth rings. 1In Japan
PNG timbers are used for ply, peeling and packaging and most
PNG logs are destined for Japan.

USA and Canada are regarded as reliable suppliers as
they have a more stable government and a reliable regularity
of supply.

In PNG we (SFC) buy from suppliers but they are small,
generally with short term concessions and they can finish at
any time.

Reliable and regular supply is critical and SFC would
like to become involved 1in a processing enterprise which
would ensure steady supply to penetrate into the Australian,
New Zealand and Japanese markets. In order to do this
research 1s necessary. If a 30 year or so project was
available SFC would be confident of obtaining financial
assistance from the Japanese Government as SFC is a large,
sound company with a good name.
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In 8FC's opinion afforestation projects are best
because they make a contribution to the country. Nissho
Iwai are trying to do this to some extent with Stettin Bay
Lumber Company.

For such a project a natural forest area of in the
order of 100,000 to 200,000 ha is required as Is a project
term of at least 20-30 years and a well conceived plan for
afforestation.

Sawmilling is an appropriate processing operation as
would be plywood. If the main processing activity involves
low level processing such as ply the recovery factor is only
about 50% of log input. In that event it is necessary to
have secondary processing such as medium density fibreboard
which would take the recovery factor up to utilising nearly
100% of log input.

INDIAN SHIPMENT

SFCHK Port Moresby Office was asked specifically about
a shipment of Kwila logs to India in February/March 1988 on
MV. Diamente and the background to and detail of that
shipnent bears description. ‘

Vanimo Forest Products Limited (VFP) operates in the
Vanimo area of West Sepik (Sandaun) Province. One of the
main species 1in that area is Kwila. VFP had penetrated the
Indian market in assocliation with the Indian company Centaur
Exports in early to mid 1986 with a monopolistic marketing
strategy centred on Kwila. This 1is described 1in the

12



Commission's Interim Report No.3 and described in detail in
Volume 3 Appendix 36 to that Interim Report. VFP says the
result of these effort was very high prices for Kwila logs.

In February 1988 VFP lodged a complaint with DOF and copied
it to the Commission.

13

It said that VFP's latest sale to India of Kwila (in

February 1988) had been at an FOB price of USD175.00 per m3
with freight of USD 52.00 per m3 making a total CNF price of
USD 227.00 per m3.

It complained that it had recently 1learned that a
further shipment of Kwila logs had arrived in India for the
Indian buyer (Mr Ahmed Hajee Mohuideen) who was the direct
competitor of Centaur Exports; that these Kwila logs had
been exported out of PNG at an FOB price of USD 68.00 per m3
(compared to VFP's USD175.00 per m3) and had arrived in
India at a CNF price of USD 185.00 per m3 (compared to VFP's
USD 227.00 per m3).

The difference in the FOB price paid into PNG was a
massive USD 107.00 per m3 and in the CNF price paid by the
Indian buyer was a massive USD 42.00 per m3.

VFP complained that the export price of the Kyiia was
well below MEP prices; that there must have been a massive
*offshore"” price markup and that this occurrence had lead
VFP's purchaser (Centaur Exports) to cancel a shipment of
2250m3 of Kwila scheduled for shipment 1in March 1988
(because they could not sell the February shipment and had
lost customers to Mohuideen) and to 1insist that it would
only pay a price of USD185.00 per m3 CNF for future
shipments.



VFP pointed out this occurrence had seriously damaged
its market and that the Kwila logs had been exported at far
below their true market value. ‘

This shipment was traced and ascertained to have been
from Kumusi and made through SFCHK. Accordingly SFCHK was
asked to explain what had occurred.

The explanation was made by Mr 1Itoh in his statement
(Schedule 4 page 6) and Mr Itoh produced copies of

(a) The two sales invoices from Kumusi to SFCHK

(b) The sales invoice from SPFCHK to the Singaporean
intermediary Laurel Trading Co Pte Ltd

(c) The sales agreement between SFCHK and Laurel
Trading.

(See annexure B to Schedule 4).

SFC bought from Kumusi and sold to Laurel Trading on an
FOB basis,. These documents show details of the markup on
resale by SFC on this part shipment of about 2200m3 of logs
as follows :

S8PECIES VOL (m3) PNG PRICE (USD) SINGAPORE PRICE
TOTAL UNIT TOTAL UNIT
KWILA 798.589 54,304.05 68 99,025.04 124
DILLENIA 800.276 54,418.77 68 56,019.32 70
RED MIX 600.260 40,817.68 68 36,015.60 60
2199.125 149,540.50 68 191,059.96 Av8é6.88

The SFCHK markup on only 798.589 m3 of Kwila logs was a
massive USD44,720.99 or USD56.00 per m3 and on the full part
shipment from Kumusi was USD41,519.46 or USD18.88 per m3.
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It is clear SFC's buyer Laurel Trading was also another
intermediary or "middleman" because the true Indian buyer
was Mohuideen or one of his companies. The Laurel Trading
additional margin for Kwila was USD 61.00 per m3 (CNF sale
price of USD185.00 per m3 less FOB purchase price of
USD124.00 per m3) from which Laurel Trading would have to
bear ocean freight. The freight rate is not known. 1In his
evidence Mr 1Itoh said he was aware of previous sales by Ron
Gibbs (VFP) to India; that he had not contacted Mr Gibbs
over the shipment as he was not popular with Mr Gibbs and
that he did not know what enquiries SFC Tokyo had made. He
said the MV Dliamente shipment from PNG was a shared shipment
between Kumusi and Ulabo; that Ulabo loaded Hopea (a species
not popular in Japan but which India agreed to take) and red
mix; that the vesel was a large vesel (10,000m3 capacity)
which took additional loading 1in Sarawak; that the trip to
India was a long 20 day trip and that a large vessel was
needed as a small vessel was uneconomic.

The Port Moresby Office of SFCHK produced its file for
this shipment which dicloses that Ulabo loaded 2937.641 m3
on this vessel which was invoiced to Sumitomo Forestry
(S8ingapore) Pte Limited at a price of USD 164,646.71 (which
averaged USD56.05 per m3). What occurred on resale of this
part shipment 1is not known. In general terms the fact that
the vessel was a 1large one would normally indicate that a
good freight rate would have been negotiated and that Laurel
Trading would have achieved a lesser freight rate than that
(UsD52.00 per m3) obtained by VFP. It is thus likely that
the further markup by Laurel Trading on the Kwila 1logs
exported from Kumusi would have been in the order of
UsSD10.00 per m3.

15



Regarded from a Papua New Guinean point of view it is
scandalous that 1logs of a valuable species (Kwila) are
exported from PNG at a price (USD68.00 per’ m3) which |is
about half that paid by the end buyer, each on an FOB basis,
and that the difference 1is reposed 1in overseas countries
(USD56.00 per m3 to SFCHK in Hong Kong and USD 10.00 per m3
to Laurel Trading in Singapore). From SFC's point of view
of course that is the object of its trading activity - to
buy at the lowest prices and sell at the highest prices and
to make a profit. One could fairly conclude that on this
shipment, according to Mr 1Itohs evidence, there would have
been "no comments" rather than loud complaints £from SFC
Tokyo.

H TS

After Messrs. Itoh and Ford gave their evidence to the
Commission the files of SFCHK Port Moresby Office for
shipments from 1985 to early 1988 (contained in six (6)
cartons) were delivered to the Commission.

Time has not permitted thorough examination of all
files but they have been examined superficially and four
shipment files for which end invoices have been obtained
from a reliable source in Korea were subjected to detailed
examination.

Generally the files confirm the role of the Port
Moresby Office as described by Messrs. Itoh and Ford.
Analysis of the specific files is Scheduled as folleows :-

(a) M.V. CORAL QUEEN - March.1986 Schedule 8
(b) M.V. TASMAN CLIPPER - April 1986 Schedule 9
(c) M.V. CORAL QUEEN - April 1986 Schedule 10
(@) M.V. TROPICAL DAMSEL- May 1986 Schedule 11

16



In general terms the specific study shows SFC's pattern
of selling better quality or better accepted 'species to the
Japanese market and 1less acceptable species or poorer
quality to the Korean market. The attention given to detail
in loading a vessel 1is apparent as is the planning and
detailed regular reporting between SFC Tokyo and the SFCHK
Port Moresby Office.

1t seems clear that at least during the March to May
1986 period the relevance to SFC Tokyo of Minimum Export
Prices (MEP) was greater than the answer to the Commission's
questionairre indicated. At this time SFC was fixing prices
at or with direct reference to MEP prices.

In some instances documents relating to shipping and
copies of contracts between SFCHK and its buyer are on Port
Moresby Office files as are communications concerning
freight rates. This does not accord with answers in the
questionairre or with the evidence of Mr Itoh suggesting the
Port Moresby Office did not know end buyer prices. 1It is
equally clear these shipping and resale arrangements were
made by SFC in Tokyo.

In each of the four shipments examined in detail the
amount of the markup by SFC on resale would depend upon
freight rates and the rate is ascertainable on only one of
the shipments. An estimate can be made of applicable
freight on a single charter basis but there is reason to
suspect that single charter freight rates may not be
relevant.

17




wWwhen one studies the marketing tables (Schedule 6) it
is clear that whilst SFC used a number of vessels on a "one
off" basis it also used a number of vessels 1in regular
rotation cycles (sometimes referred to as a piston based
cycle :-

MV TROPICAL DAMSEL - January, February, May/June,
July, October, November (1986)
and February, March/April,
May, June, July/August,
October/November and December
(1987) - a total of 13
voyages.

MV CORAL QUEEN - January, March, April/May,
May/June, July, October (1986)
and January, July and
September/October (1987) - a
total of 9 voyages.

MV FORTUNE CARRIER - July, November (1986) and
January, March and April
(1987) - five voyages.

MV TASMAN CLIPPER - January/February, March/April,
May (1986) and November (1987)
- four voyages.

MV SOUTHERN ARROW - December 1986) and February,
April and May/June (1987) -
four voyages.

MV SEA TREASURE - August and September (1987) -
two voyages.

MV SANTA ROSA - September and December (1987)
- two voyages.

whilst it is known that the South Seas Log Market is
serviced by a fixed number of vessels it |is clear the
Sumitomo Group includes shipping interests. Sumitomo's log
shipments are not limited to PNG and it.is quite possible a
number of vessels were on long term charter to Sumitomo and
made available at times for PNG cargoes. such an

arrangement |is consistent with the otherwise unusual

18




provision in copies of documents on SFCHK Port Moresby
office files 1indicating that a vessel 1is fixed yet the
freight rate remains to be agreed. The significance lies in
the fact that if SFC was using vessels on long term charter
rather than on "one off" charters freight rates would be
substantially reduced and "margins™ by SFC on resales of
logs would be increased.

MATTERS OF CONCERN

The detalled examination of the four shipments for
which end invoices were available disclosed three disturbing
matters: -

(a) Log Grading

SFCHK communications between Port Moresby and Tokyo
offices demonstrate a real concern with grading and in
particular a concern to downgrade logs usually from the more
valuable peeler classes to the less valuable sawlog classes.
SFC quite clearly deals with its resale customers, as Mr
Itoh said, on the o0ld system of Regular, Small and
Supersmall classifications according to diameter.

PNG adopted the Sealpa 1log grading rules whereby logs
are graded into peeler classes (SSP, SPI and SP2) and sawlog
classes (8SI, SS2 and 883). The MEP system fixes MEP prices
by reference to Sealpa grades. There is clear documentary
evidence of deliberate downgrading by SFCHK checkers in PNG.

This is clear in Schedules 9, 10 and 11.

It is even more explicit in the shipment from Kumusi on
MV FORTUNE CARRIER in August 1986 when DOF and FIC were
directing attention to downgrading. The report from Port
Moresby to Tokyo on that shipment is in Japanese (Schedule
12) but roughtly translated reads :-
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"Grade

There is very strong pressure from forestry. They
are not co operative about a shipper degrading.
begrading on this shipment is 153 pieces down 1 or
2 grades.

The content is mainly from peeler to sawlog.

SPI 581 SP2 881
551 S82 almost nothing."

Quite clearly 153 logs out of a total 1218 logs wvere
deliberately downgraded largely from peeler class to savlog
class. This documentary evidence is consistent wvith my
observations on my two visits to the Oro Bay loading area of
Kumusi where (in the absence of any forestry inspector) the
Sumitomo checker appeared in absolute final control of log
grading, trimming logs and regrading and in rejecting logs
he did not want. The practice of down grading is important
as it gives an erroneous impression of log quality, means
the MEP price for a log is lower than it truly should be and
vhere sales are at MEP prices means a falsely low MEP price
is used. When the export duty was based on MEP prices then

export duty would be evaded by this practice.

In accordance with my terms of reference I must report
that SFCHK has been involved in the practice of deliberately
down grading logs.

(b) Arrangements with producers

In his evidence Mr Itoh spoke of SFC being in Jjoint
venture with Newv Zealand companies in Nelson Pine
Industries. Mr Itoh also said that at times sales
agreements for Ulabo (managed by Groomes - a New Zealand
company) were made in Nev Zealand where Mr G.R. (Ray) Scoble
(vho came to PNG with Fletcher Consulting Services Pty
Limited in relation to the establishment of Kumusi) wvas the
agent for SFC.
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Kumusi, like Ulabo, continued to be a continuous seller
to SFC. It 1is understood Groomes also has a management
involvement with BFE another continuous seller to SFC. Mr
Ford who is "on secondment™ in SFCHK's office in Port
Moresby is also employed by a New Zealand consultancy firm.

Time has not permitted £ull investigation of the
relationship (if any) between these companies and/or persons
and financial arrangements, (if any), between SFC and its
regular producers. So far as Kumusi is concerned it does
seem that there are, or were financlial arrangements between
SFC and Kumusi/Ambogo Sawmills. Documentary evidence was
found in the SFCHK Port Moresby Office file for the shipment
on MV Tasman Clipper in May 1986 (Schedule 13) where it
seems Ambogo was repaying money to SFCHK on an instalment
basis.

In Commission hearings regarding Kumusi one of the
Receiver/Managers of Kumusi Mr Telfer gave evidence of SFC
providing assistance (whether to Kumusi or its contractor
Ambogo Sawmills he did not specify) in the form of financing
the purchase of a number of Nissan trucks.

In relation to Kumusi's marketing Mr Telfer said that
Fletcher had always sold to SFC through Fletcher
Organisation (Vanuatu) Pty Limited but that after his
appointment he contacted other companies to obtain offers.
He said that SFC has purchased at between 6% to 18% above
MEP levels and that as a result of his action during 1986
sales were made through a Hong Kong company (Thatcher
International) to Nichimen Corporation in Japan. He sald
that thereafter SFC began "“dealing on a full arms length
basis" and that he kept offering to DOF Marketing section to
ensure the right price was paid on sales. to SFC.
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This evidence (which I have not had time to put fairly
to SFC) suggests that where SFC was Involved financially
with Kumusi/Ambogo it was paying the PNG producer at less
than proper arms length prices and that with Kumusi at least
it was forced to ralse prices when an element of competition
was introduced.

It is unfortunate that time has not permitted this
aspect to be further examined and to test whether 1like
financial arrangements underlie SFC's relationship with its
other regular suppliers and, if such arrangements do exist,
what effect they have on price.

(c) Possible "Offshore" Salary Payments
In a number of instances the Commission has found that

"expatriate"® employees engaged in the timber industry have
been paid part of their salary in PNG and part of their
salary either in their country of origin or in a preferred
tax area. In some instances this second part of the salary
payment has not been dlisclosed in PNG for Group Tax
purposes.

The arrangement concerning the employee Mr Ono noted in
Schedule 11 raises the possibility that SFCHK may have
engaged inthis “part payment" practice and I have no
information as to whether if it did do so, proper disclosure
was made to the PNG Taxation Office.

I therefore recommend that this aspect be referred to
the Chief Collector of Taxes for further investigation.

(¢} ) ¢ o{¢] T

The structure and a functions of SFC's operations
regarding the export marketing of PNG logs as well as SFC's
attitude to future involvement in the timber industry 1in
this country both raise matters of interest and concern.



Present Role

SFC's present involvement is as a trader though that
clearly, from 1its record and history, 1is not 1its role of
cholce. It is a large and significant trader.

As a trader SFC 1Is actuated, gquite naturally, by the
profit motive - its commercial aims are to purchase at the
lowest obtainable price, to resell at the highest obtainable
price, to maximise its profits and to minimise the erosion
of its profits by tax and like imposts.

SFC portrays 1itself as a mere buyer of PNG logs. It
has a 1local presence to maintaln close contact with |its
regular suppliers and ensures that it buys quality 1logs
subjected to rigorous quality control procedures. It knows
the Japanese market structure and preferences and is well
positioned in the Japanese market, with an established
distribution network and established customers. By virtue
of 1ts 1local presence it is able to carry out in PNG a part
of the "sorting" process of mixed specles 1logs, which
normally takes place in Japan, and to arrange loading in PNG
quite specifically to facilitate discharge at destination or
a segquence of destinations.

SFC contends, with a degree of justification, that it
provides a service. It provides PNG producers with one
regular buyer who is a reliable ship supplier and it
services its Japanese customers with a regqular supply of
good quality 1logs in accordance with thelr preferences in
terms of species and size. The residue of a shipment is
disposed of in the secondary wholesale market in Japan or by
shipment to Korea or Tailwan.
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The second side of S8FC's activity, which it does not
stress as nmuch, is that it does not 1itself use the logs
which it buys - it resells those logs to others and its
business is to resell at a profit. 1It can fairly be said
that almost every element of SFC's buying activity is
directed ¢to its selling activity. Contact with PNG
producers |is guaged to ensure reliability of supply.
Quality control 1Is guaged to ensure a good quality product
which will attract a high price on resale. A degree of
sorting done before loading saves expensive resorting 1in
Japan and careful loading and stowage faclllitates easy,
orderly and appropriate discharge at destination. The
service performed for Japanese customers is not a "free"
service - it 1s reflected in the price that they pay.

It is this second side of SFC's business which causes
concern. When a product is purchased and resold without any
intermediate processing or change in form, and the
buyer/reseller is engaged in that trade as a business, the
concern always 1s - 1in the eyes of the producer country -
whether the profit that the trader makes is reasonable for
what he does, or whether it is excessive

In short, the producer country is concerned to know
whether it 1s receliving a failr proportion of the end buyer
price which is obtainable for its produce.

SFC's response to this concern is gquite clear. The
only business of SFC carried on 1in Papua New Guinea (the
office is that of SFCHK) is as a buyer of logs. SFC pays
the prevalling price for the logs which it buys and that is
all PNG should be concerned with.




The local presence of SFCHK has been carefully and
cleverly conceived. Purchases and resales of PNG logs are
transacted through SFC Tokyo Office (or in some cases in New
Zealand) but never in PNG. In this way SFCHK does not carry
on business in PNG for tax purposes and its activities do
not attract any tax 1liability in PNG. SFCHK thus asserted
that the Commission was not entitled, wunder its Term of
Reference No 9, to examine SFC's marketing activities (see

Schedule 4 page 9).

I do not consider that I am so constrained. However 1
could not compel production of resale invoices by SFC and
SFCHK as they are located outside PNG and, despite requests,
they were not produced. With that constraint, investigation
was limited but what was investigated gave cause for
concern.

In the case of Kumusi I obtained clear evidance from
Mr. Telfer of a financial arrangement which appears to have
"tied" Kumusi to sell to SFC. When competition was
introduced by Mr Telfer in the form of sales to Nichimen
Corporation (transacted through Hong Kong), and then by
making offers to the DOF Marketing Sectioq'SFC, ceased to be
a major buyer from Kumusl for a period, and then returned.
When it did return it was obliged to pay markedly higher
prices. Even in this circumstance SFC managed in February
1988 to add an extremely high margin to a part shipment of
logs fxrom Kumusi to 1India at a rate of USD56.00 per m3 for
Kwila logs and at an average of USD18.88 over the full
Kumusi part shipment.
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Mr. Scoble, who was involved with Fletchers in the
establishment of Kumusi, is SFC's agent in New Zealand so
that SFC's relationships with Kumusi and Mr Scoble are
clearly of 1long standing. SFCHK Port Moresby Ofice files
confirm, as Mr Itoh said in evidence, that Mr. Scoble is
sometimes involved in concluding with Groomes, (the managers
of Ulabo), SFC purchases from Ulabo. They also show Mr
Scoble involved 1in SFC purchases from BFE in which Groomes
has, I understand, a management role.

In the early part of 1986 shipping flles disclose SFC
was purchasing from Ulabo at exact MEP prices, despite the
fact that Ulabo shipments contained significant quantities
of Rosewood.

All these matters suggested that a wider examination of

these relationships was required but time has not permitted
that examination to be undertaken.

There are clear grounds to suspect SFC was buying below
true value from Kumusi and perhaps from other producers.

Its margins on resale are not falrly indicated by the
Korean end 1involices obtalned and analysed in Schedules 8 to
11 because, it seem3s clear, SFC's main effort and quality
logs (by species and grade) were directed to the Japanese
market and not to the Korean market.

There is clear, conclusive evidence that, by virtue of
its purchasing power, the "on the ground" dominance of its
checkers and the absence of forestry inspectors, SFC has
been systematically involved in deliberately undergrading
logs which it purchases. In the main this effort has been
directed to downgrading high value peeler class logs into
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sawgrade classes. This glives an erroneous impression of
quality, falsely lowers MEP prices and, when export duty was
being assessed on MEP prices it involved evasion of export
duty.

Generally these practices could be minimised by strict
monitoring of prices paid by SFC to producers for export
license purposes and by regular inspection and check grading
of export log shipments by forestry inspectors. I found the
SFC checker at Kumusi to be dominant, overbearing and
arrogant and I recommend that check grading be conducted
only by experienced senior inspectors.

wWwhether the type of trading activity carried out by SFC
should be permitted is a matter for policy determination.
SFC is a well connected, established and large buyer. It
doubtless makes profits which are reposed 1in Hong Kong or
Japan and is structured so as not to attract tax liabilty in
PNG. In the Japanese market with its intricate, complex
structure, (so well described by Ashenden (1983)) it |is
unlikely that access to buyers of PNG logs serviced by SFC
could be obtained other than through SFC. Whilst SFC's
right to recoup costs and make a reasonable profit is a fact
of commercial 1life it may be that some structure could be
achieved, in the interests of PNG producers, where end
prices were known and the reasonableness of the profit could
be ascertained and, in the interests of PNG, that some part
of that profit would be liable to PNG taxes.
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Possible Future Role

SFC is clearly a large, efficient, profitable and well
reputed company with a very long history of involvement in
forestry in Japan which stretches back almost 400 years. It
is one of the 1largest landowners in Japan with extensive
domestic forest holdings (of over 40,000 ha contalining 3,732
million m3 of timber).

SFC says these forest holdings are managed on a
perpetual yield basis.

SFC obviously believes that the future of forestry lies
in processing from aforestation plantations producing a
regular reliable supply on a sustained yleld basis. Mr.
Itoh says, quite frankly, that SFC has no Interest |in
participating in short term ten (10) year operations in PNG
which involve extraction of export logs from the natural
forest until they "cut out".

On SFC's record of overseas operational involvement,
this attitude is reflected in what it does. In Indonesia it
is in Jjoint venture with 1local companies in a plywood
manufacturing operation. In New Zealand it is 1in Jjoint
venture with 1local companies in producing medium density
fibreboard from Radiata Pine chips. Both Jjoint venture
projects are clearly long term, based on substantial equity
capital and are of significant proportions.

SFC's attitude to PNG 1is quite clear and ominous.
Clearly what Mr Itoh was saying 1is that 1if PNG 1is as
careless as its neighbours have been in the past over
exploitation of timber resources, then the PNG resource will
be "cut out", as happened in Sabah and Sarawak, and SFC will
then turn to Brazil for its tropical hardwood supplies.
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If, on the other hand, PNG adopts current world trends
and encourages 1long term projects involving aforestation
plantations managed on sustained yield basis and if these
are used to supply 1local processing operations rather than
"quick return" export logs, then SFC would be interested in
commencing operations in PNG. In any such long term project
SFC is confident of substantial financial support from the
Japanese Government.

Mr Itoh expressed extreme disappointment that, when SFC
sent out its Senior Vice President to discuss this matter he
was unable to arrange an appointment with the Secretary for
Forests.

At present the major restriction on commencing such
projects is finding suitable 1land and making it available
with secure title for (say) a hundred years. In order to
take the pressure off the natural forests I believe that a
great deal of creative effort should be put into solving
this land problem and working out project arrangements which
would be mutually beneficial to suitable companies like SFC
and to local landowners.
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THE SUMITOMO '‘GROUP

The Sumitomo Group is an informal association of independent
industrial, financial and commercial companies, linked by a
common ancestry that dates back nearly four centuries. Today
individual corporate entities in the Sumitomo Group are engaged
in a broad variety of business as shown in the lists. Each
company has established a solid foothold and represents its
field of enterprise in the Japanese economy. There are 20 key
companies and more than 30 satellite companies.
The following is a list of 20 principal companies:

Sumitomo Forestry Co., Ltd.

Sumitomo Chemical Company, Limited

Sumitomo Heavy Industries, Ltd.

The Sumitomo Bank, Limited

Sumitomo Metal Industries, Ltd.

Sumitomo Metal Mining Co., Ltd.’

Sumitomo Corporation

The Sumitomo Trust and Banking Company, Ltd.

Sumitomo Life Insurance Company

Sumitomo Coal Mining Co., Ltd.

The Sumitomo Warehouse Co., Ltd.

Sumitomo Electric Industries, Ltd.

The Sumitomo Marine & Fire Insurance Co., Ltd.

Nippon Sheet Glass Compény, Limited ‘
NEC Corporation
Sumitomo Realty & Development Co., Ltd.
Sumitomo Cement Co., Ltd.
Sumitomo Light Metal Industries, Ltd.
Sumitomo Construction Co., Ltd.

Sumitomo Bakelite Company, Limited

-17 -




The following is an excerpt list out of 30 satellite companies:

Sumitomo 3M Limited

Sumitomo Pharmaceuticals Co., Ltd.
Sumitomo Rubber Industriés, Ltd.
Tokai Rubber Industries, Ltd.
Sumitomo Aluminium Sales Co., Ltd.
Sumitomo Special Metals Co., Ltd.

Nippon Stainless Steel Co., Ltd.

. Osaka Titanium Co., Ltd.

_ Sumitomo Precision Products Co., Ltd.

Asahi Breweries, Ltd. '

Sumitomo Petroleum Development Co., Ltd. -
Sumitomo Ocean Development & Engineering Co., Ltd.
Mitsui 0.S.K. Lines, Ltd.

Daiichi Chuo Kisen Kaisha

Sumitomo Atomic Energy Industries, Ltd.

Sumitomo Mutual Electric Power Co., Ltd.

Sumitomo Chemical Engineering Co., Ltd.

Nissin Electric Co., Ltd.

Anritse Electric Co., Ltd.

Meidensha Electric Manufacturing Co., Ltd.
Nikken Sekkei Ltd.

Shinto Paint Co., Ltd.

Narumi China Corpoation
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INTRODUCTION

SUMITOMO FORESTRY CO., LTD. is a Japanese incorporated public
limited company engaged in a diversified range of activities as
an integrated forest products entity, including proprietary
forest management, timber imports and overseas development
activities, domestic timber sales, housing construction and
sales, and marketing of building materials.

. The Company owns and manages 4 forestlands located throughout

Japan covering some 40,000 hectares, about one-thousandth of
the total land area of Japan. In fact, we are the third largest
private landowner in Japan.

Domestic operations of Sumitomo Forestry are undertaken by 9
branches and 16 offices to cover the whole market of the wood
industry. Overseas establishments of the Company include 3
subsidiaries, 2 3joint ventures and 13 offices in seven
countries. The registered head office is in Osaka, the second
largest city, and practical head office activities are carried
out in Tokyo. Shares of the Company are listed on the Osaka
Securities Exchange.

The Company is one of 20 key companies of the Sumitomo Group.
The Sumitomo Group is an association of independent industrial,
financial and commercial enterprises, and each individual
company holds a leading position in its respective field of
business. The historical origin of the Company dates back to
1691 when the Sumitomo Family began to manage forests in the
area surrounding a certain copper mine operated by the same
Sumitomo Family in Shikoku Island, a southwestern island close
to Osaka.

On the basis of almost 300-year long experience of forest
management, our modern business history is characterised in an
initial import of timber products in 1956, trading of various
kinds of building materials in 1962 and participation in the
construction and sales business of residential houses in 1970.
Sumitomo Porestry's first joint venture overseas was set up in
1970 in Indonesia. Since then our operations and activities
have steadily been developed so as to fully meet ever-changing
circumstances both in Japan and worldwide.

The Company's paramount business coverage is attained in close
collaborations with various subsidiaries and affiliated
companies in the field of sawmilling, plywood production, house
construction and sales, housing brokerage business, landscaping
and outdoor architecture, DIY business, building material
manufacture, production of biological products and golf 1link
management.
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In the course of our versatile overseas engagements with
forestry entrepreneurs, Papua New Guinea maintains a position
of one of the most affluent and potential resource countries.
Sumitomo Forestry is, therefore, interested in cooperating with
Papua New Guinean entities for their productive development and
enhancement of the forest industry. .



THE COMPANY

NAME : Sumitomo Forestry Co., Ltd.
INCORPORATION : 20 February, 1948.
NATURE : Public company limited by shares

REGISTERED OFFICE 7th Floor, Sumitomo Building $#2,

22, Kitahama 5-chome, Osaka 541, Japan.

POSTAL ADDRESS 3rd Floor, Nissin Building,
14-1, Nihonbashi-Koamicho, Chuo-ku,
Tokyo 103, Japan.

AUTHORISED CAPITAL 200 million shares [50 yen par valuel

102,255,489 shares
8, 765 m11110n yen [US$57 m11110n @153.60]

PAIDUP CAPITAL

CONTACTS : Telephone 00813-669-0921 & 1241
Telex J24637 SMITFOR
Facsimile 00813-669-4890 & 4580
Cable "SMITFOREST" Tokyo, Japan.
PURPOSES 1 Management, sale and purchase of forest
. and timberlands.
2 Manufacture, processing, sale and
- : purchase of timber and forest products.

3 Manufacture, processing, sale and
purchase of building materials and
materials relating to building such as,
housing appliances, furniture and inte-
rior materials. '

4 Management of farms and manufacture,
processing, sale and purchase of farm
products.

5 Production, sale and purchase of garden
plants and trees, and manufacturing,
sale and purchase of materials for
gardening.

6 Administration, management, sale, lease
and purchase of real estates.

7 Bngineering, construction, supervision,
gardening and plann;ng, and contracting
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DOMESTIC ACTIVITIES

TIMBERLAND MANAGEMENT

The principal business of Sumitomo Forestry is tHe management
of company-owned forests. Our forests have two categories of
natural forests and planted forests, with the former supplying
relatively low-value timber and the latter, consisting of
nearly 53% of the total area under management, mostly supplying
high-value timber. i

In 1898, the Company introduced a long-term forest management
program in order to achieve perpetual yields. Extensive and
well-nurtured reforestation will result in greatly increased
yields in the years to come as the trees reach their maturity.

The CAD-based forest management system is ‘in operation for
improvement of the accuracy and efficiency of timberland
operations. We also offer forest management consulting
services with this system to outside customers. R&D activities
will be continued in terms of forest harvesting technology,
wood processing technology, environmental improvement and
computer-aided forest management.

Our forests by location are as follows:

Region Area(ha.) Volume (000m3) Species
Shikoku 14,796 1,833 Japanese cypress,
Japanese cedar, others
Kyushu 8,210 490 Japanese cedar, Japa-
nese cypress, others
Hokkaido 15,321 1,242 Japanese 1arch;z pine,
‘ Todo fir )
Wakayama 2,260 167 Japanese cedar, Japa~-

nese cypress

Total 40,587 ha. 3,732,000 m3
(4,058,700 acre)



Harvesting and reforestation activities last year were:

Harvest of Natural Forests 41,000 m3
Harvest of Planted Forests 48,000 m3
Reforestation 274 ha.

Annual Gross Increment ‘approx. 190,000 m3

HOUSING CONSTRUCTION AND SALES

In 1970, the Company began to construct and sell high quality,
custom-built residential houses using the traditional Japanese
"post and Beam" system of construction. The "Post and Bean"
system places the roof load on square posts situated at the
corners of the house and on cross—beams running from the posts.
It has been the most widely used construction system in Japan
for over 1,000 years. By this method, the beauty of exposed
natural wood in houses can particularly be appreciated.

Housing construction and sales activities of Sumitomo Forestry
have been performed under a close collaboration with our wholly
owned subsidiary, Sumitomo Forestry Homes Co., Ltd. which has
the paid-up capital of 400 million yen (US$2.6 million €153.60)
and 1,533 employees.

The Company is now the third largest builder of custom-built
residential houses using the "Post and Beam"™ method. These

houses are aimed partlcularly at customers in higher income
brackets.

Recently Sumitomo Porestry has acquired a certain coampany,
Napco Homes Co., Ltd., famed for its construction of "Two-by-
Four" houses and supply of structure materials to "Two-by-Four"
house builders. This is to meet newly up-rising demand for

U.S. style houses in Japan and to strengthen our total strategy
in housing busimess.

CAD system is in use to comply with diversified demands of our
customers of various kinds.

Effective l1lst October, 1987 Sumitomo Forestry Homes Co., Ltd.
is scheduled to be merged with ourselves for smooth attainment
of integrated strategies.
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ghf outcome of housing business of the Company is as shown
elow:

Year Units Net Sales Net Sales Exch.Rate
(million yen) (thousand Uss)

1983 2,102 44,568 - 189,651 235.00
1984 2,228 46,218 188,410 245.30
1985 2,484 52,990 244,119 217.07
1986 3,133 64,331 418,822 153.60
1987 4,180 83,000 535,484 155.00

<Figures in 1987 are the budgeted figures>

DOMESTIC MARKETING ACTIVITIES

This category can be classified into two fields of activities.
One of them is timber sales and another is building material
sales.

The Company is one of the leading wholesalers of timber
products in tems of domestic, self-imported and third-party
imported timber products, including logs, sawn timber and
chips.

In 1962, Sumitomo Forestry started distribution and marketing
of regular plywood. The business has now been expanded into a
comprehensive distributorship for building materials. These
include diverse finished products, such as aluminium sashes,
kitchen and bathroom cabinets and fixtures, and interior and
exterior products.

Medium Density Pibreboard (MDF) products, manufactured by a New
Zealand joint wventure enterprise, Nelson Pine Industries, were
placed in the Japanese market by the Company from February thi
year. . .



Budgeted sales of timber products for 1987 is as follows:

Categories Volume Sales * Sales
(000 m3) (million yen) (million USS)

Domestic Logs

162 3,247 21

U. S. Logs 1,154 24,613 158
Southsea Logs 1,218 25,660 166
Other Logs 298 4,299 28
Domestic Sawn Timber 564 30,178 195
Imported Sawn Timber 248 7,932 : 51
Domestic Chips 823 7,291 47
103,220 666

Total 4,467

Budgeted sales of building materials for 1987 is as follows:

Categories Volume Sales Sales

(000 m3) (million yen) (million USS)
Regular Plywood 603 35,004 226
Processed Plywood - 20,478 132
Fibreboard - 2,922 19
Ceramics N -—- 10,512 68
Metals - 14,664 " 95
Bousin§ Fixtures ——- | 8,946 | 58
Others ——- 6,192 40
Impbrts (mainly plywood) 222 11,574 75
Total —— 110,292 713

<Exchange Rate: US$1=155.00 yen>
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OVERSEAS ACTIVITIES

Sumitomo Forestry began to import various species of timber
from the Philippines in 1956 and from the United States Pacific
West Coast in 1958. Thereafter, during the course of timber
supplying countries being diversified, we also engaged in a
number of collaboration and cooperation for development of the
forest industries of various countries.

Collaboration includes dispatches of forestry and processing
specialists for technical assistance and provisions of various
financial accommodations for operational funding purpose.

Presently we are importing timber products including logs, sawn
timber, veneer, plywood and MDF from such producer countries
as:

United States Canada ‘
Chile New Zealana
Malaysia ' Indonesia
Papua New Guinea Solomon Islands

Laos

The Company has two joint venture enterprises in operation:
P. T. Kutai Timber Indonesia engaging in Lauan plywood manufac-
turing in Indonesia, and Nelson Pine Industries in New Zealand
engaged in MDF production by use of Radiata Pine chips.

In 1970, P. T. Kutai Timber Indonesia was incorporated for the
initial purpose of forest development and exploitation project
for which our joint venture partner, P. T. Kaltimex Jaya,
obtained the timber harvesting rights from the Indonesian
Government. For the project, Sumitomo Forestry sent forestry
engineers and specialists to help efficiently develop the
forests in terms of planning and performance of harvesting
operations, selections and maintenances of logging equipments
and machineries, and various other fields of timber harvesting
project.

We were also a constant and exclusive buyer of logs produced
out of the forests, and log transactions between P. T. Kutai
Timber Indonesia and Sumitomo Forestry contributed a lot to
develop the joint venture into a pioneer plywood company in
Indonesia.

In the timber harvesting rights, the Indonesian Government made
it an obligatory condition to start processing of timber during
a five year period. In parallel with successful exploitation of
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the forests, therefore, P. T. Kutai Timber Indonesia built a
plywood manufacturing plant in 1974, a pioneer enterprise at
that time. Plywood panels of P. T. Kutai Timber Indonesia are
nowadays exported to Europe, the Middle East, Southeast Asian
countries, the United States and Japan.

Outlines of our two joint ventures are as delineated below:

<P. T. Kutai Timber Indonesia>

Establishment : 1 May, 1970

Paid-up Capital : US$5,000,000

Shareholding : Sumitomo Forestry 39%
P. T. Kaltimex Jaya 36%
P. T. Astra International 20%
Mr. A. Rustam Effendi 5%

Timber Harvesting : May, 1970

Plywood Production December, 1974

Production Capacity 600,000 panels/month

(4 mm x 4' x 8')

Plant Location : Probolinggo, East Java.

Employees : 910

Product Distribution: Domestic 22.5%
U.S.A. 41.5%
Japan 23.1%
Others 8.3%
Processed 4.6%

<Nelson Pine Industries>

Establishment

2 October, 1984

Paid-up Capital NZ$18,000,000

(US$10,000,000 US$1=NZ$1.8)

Shareholding ¢ Sumitomo Forestry 30%
Newmans Group Ltd. 35%
Odlins Ltd. 35%
MDF Production : September, 1986

Production Capacity : 90,000 m3/year

*e
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Plant Location ¢ Nelson, Richmond, South Island..
Employees s 70
Product Distribution: New Zealand, Australia, Japan,

U. K., Southeast Asian Count-
ries. '

Overseas R&D activities of the Company cover the followings:

[Papua New Guineal
Forest Development.

Sawmilling & Plywood Manufacture of PNG Logs.

[Indonesial
Cultivation of Mushroom for Health & Medical Use.
Sawmilling of Rﬁbberplants.
Production of Various Processed Plywood.
[Laos]
Forest Development.

Sawmilling of Laotian Pine Logs.

[Solomon Islands]

Forest Development.
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SUBSIDIARY COMPANIES

The following companies are subsidiaries of Sumitomo Forestry,
both domestic and abroad, majority shares of which are owned by
ourselves and activities of which are as delineated hereunder:

[DOMESTIC]

Sumitomo Forestry Homes
Co., Ltd.

Sumitomo Forestry Landscaping
© Co., Ltd.

Sumirin Lumber Industries

Co., Ltd.
Sumirin Enterprises, Ltd.
Sumirin Home Loan Co., Ltd.
Osaka Forestry Co., Ltd.
Shikoku Forestry Co., Ltd.
Fuji Trading Co., Ltd.
Sumirin Housing Service

Co., Ltd.
Kawanokita Development Co., Ltd.
Hamada Plywood Manufacturing

Co., Ltd.

Sarawak Timber Trading Co., Ltd.

Napco Homes Co., Ltd.

- 12

Construction of residential
houses.

Landscaping architecture and
gardening business.

Sawmilling and production of
laminated lumber.

Insurance & travel agency and
leasing business.

Financing for house construc-

Management of forestlands and
sales of harvested timber.

Management of forestlands and
sales of harvested timber.

Sales of building materials.

Mediation agent for
sales and purchases.

house
Ownership and management of
golf link.

Production and marketing of
various types of plywood.

Import and sales of Sarawak
round logs.

Construction of residential
houses in "2x4" method.




[OVERSEAS]

Sumitomo Forestry Co. (HK) Ltd.
(Hong Kong)

Sumirin NZ Limited
{New Zealand)

SFC Investment and Trading Co.,
Ltd. (Singapore)

Purchases & sales of forest
products and financing.

Investment to a joint venture
for MDF manufacturing.

Investment to overseas stocks
and securities.

- 13 -




AFFILIATED COMPANIES

The following companies are affiliated companies
Forestry, both domestic and abroad,

of Sumitomo

minority shares of which

are owned by ourselves and activities of which are as delineated

hereunder:

[{DOMESTIC]

Sumirin Plywood Industries, Ltd.

Sumikyo Sash Co., Ltd.
Tom House Home Center Co., Ltd.
Fuji Incombustible Building

Materials Co., Ltd.

Sachiura Timber Industry
Co., Ltd.

Sumirin Agro-Products Co., Ltd.

[OVERSEAS]
P, T. RKutai Timber Indonesia
(Indonesia)

Nelson Pine Industries
(New Zealand)

Production and marketing of
various types of plywood.

Production and marketing of
aluminium sash.

Sales of DIY: &
commodities.

other related

Production of incombustible
building materials.

Manufacturing of wood chips.

Cultivation and marketing of
biological products.

Production and marketing of
various types of plywood.

Production and marketing of
Medium Density Fiberboards.

- 14 -



MAJOR SHAREHOLDERS

As a public company listed on the Osaka Securities Exchange,
shares of Sumitomo Forestry are held by a wide variety of
shareholders, numbering some twelve thousand. Due to issues of

convertible bonds both in Switzerland and Luxembour
portion of shares are owned by non-residents.

g, a certain

The following is a list of major shareholders as of the end of

March, 1987:

Sumitomo  Metal Mining Co., Ltd. ---

Sumitomo Life Insurance Company

The Sumitomo Bank, Limited —_— -

The Sumitomo Trust & Banking Company, Ltd. ——-—-

The Iyo Bank, Limited ——

The Central Agro-Forestry Funds --- —_——
Nihon Life Insurance Company ====————coeea-
The Bank of Tokyo, Limited -

Sumitomo Corporation = = = e

The 114th Bank, Limited -

The Sumitomo Marine & Fire Insurance Co., Ltd.-

Osaka Securities Finance Co., Ltd. -

NEC Corporation -

The Chase Manhattan Bank, N. A. - -

Eisen Real Estate Co., Ltd. - ————

Sumitomo Chemical Co., Ltd. - -

Sumitomo Mutual Electric Power Co., Ltd. —————=
Sankyo Aluminium Industries Co., Ltd. =---————
The Royal Bank of Scotland, Limited —--—-—=———-x

The Awa Bank, Limited ————

- 15 -

8.26%
7.62%
4.28%
4.01%
3.12%
3.11%
3.07%
3.02%
2.93%
1.97%
1.77%
1.67%
1.60%
1.37%
1.03%
1.01%
0.88%
0.82%
0.78%
0.63%




FINANCIAL STATUS

The financial status of Sumitomo Forestry is detailed in the
latter pogﬁions of Annual Reports (1985/1986) attached herein.
As consolidated and non-consolidated figures are available,

your due references to these Annual Reports are appreciatively
invited.

The non-consolidated financial excerpts are as shown below:

[1986] [1985] [1986] [1985]
(Million Yen) (?housand Us$)
Sales and Income |
Net sales 245,818 238,303 1,600,384 1,551,454
Income before taxes 1,663 1,497 10,833 9,750
Net income 758 772 4,938 5,027
Financial Position
Total assets 126,685 130,124 824,774 847,164
iong-term liabilities 10,874 12,250 -70,801 79,758
Shareholders' equity 28,655 27,319 186,560 177,862
Per Share (Yen) (Us$)
Net income 7.42  7.69 0.05 0.05
Cash dividends 5.00 5.00 0.03 0.03

<Exchange Rate: US$1.00=153.60 yen>

- 16 -




1984

1985

1986

SFC's SHIPMENT VOLUME AND FOB AMOUNT BY EACH MONTH

MONTH VOLUME
JAN. 23,734
FEB. 12,621
MAR., 29,833
APR. 7,647
MAY 17,455
JUN. 5,323
JUL. 18,664
AUG. 13,116
SEP. 20,225
OCT. 25,297
NOV. 28,137
DEC. 28,386
TOTAL 230,438
JAN. 13,217
FEB. 21,239
MAR. 15,335
APR. 20,501
MAY 7,538
JUN. 22,816
JUL. 7,652
AUG. -

SEP. 15,602
OCT. 15,319
NOV. 2,745
DEC. 20,018
TOTAL 161,982
JAN, 13,654
TEB. 10,319
MAR. 12,169
APR. 8,947
MAY 7,905
JUN. 12,685
JUL. 22,439
AUG. 8,077
SEP. 3,397
OCT. 10,924
NOV. 19,484
DEC. 2,256
TOTAL 132,258

AVERAGE

22,062

10,142

17,335

27,004

16,597

16,952

7,751

12,694

12,048

9,846

11,305

10,888

FOB AMOUNT

UsS$1,242,087-

663,388-
1,689, 86k~

430,790~
1,119,492~

367,697~
1,320,239~

870,178~
1,303,524~
1,476,930~
1,660,356~
1,641,217~

13,785,762~

782,906~
1,228,692~
875,114~
1,025,880~
331,308-
1,033,136~
363,316-

707 ,400-
620, 3u2-
126,265~
822,166~

7,916,525-

639,653~
473,542~
596,036~
441,058-
413,692-
701,477~
1,278,306~
441,780~
174,936~
618,013~
1,130,199~
138,174

7,046 , 866~

Y
—

-
w
\



1987

NOV.
DEC.

TOTAL

6,136
20,628
11,006
16,486
16,518
16,330
13,061
12,893
22,432
24,733
17,893

7,611

185,729

12,623

16,445

16,129

16,776

USD$ 402,641-
1,389.100-
786,541~
1,091,295~
1,116,594
1,085,411~
900,719-
974,369~
1,991,967~
2,365,825~
1,763,572~
699,936~

14,567.870—
e
|/g -
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COMMISSION OF INQUIRY INTO FORESTRY INDUSTRY

STATEMENT BY MR JOJI ITOH,
GENERAL MANAGER, PAPUA NEW GUINEA

SUMITOMO FORESTRY COMPANY LIMITED (SFC)

The background to the parent Company (SFC) is set out in
the statement which is the annexure "A" to this statement
as well as the Annual Reports which have been made
available to the Commission.

SFC through its Tokyo office purchasés logs from PNG

mainly for the Japanese market. The volume of logs for

the period 1 January 1987 to 31 December 1987 was

185,729 M3 at an average shipment price of

approximately WSD78.44/M3, for a total wvalue of
usp14,567,970.

Because of the particular requirements of the PNG market
a liason office is needed.

The liason office has been established in Port Moresby
through a subsidiary SUMITOMO FORESTRY COMPANY (HONG
KONG) LIMITED (SFCHK).

SFCHK is a wholly owned Hong Kong subsidiary of SFC which
is based in Tokyo.

SFC-TOKYO

Buying operations

SFC imports logs from PNG mainly for sale to the Japanese
market. some logs are sold to customers in other
countries. Also SFCHK imports logs from PNG to service
its customers. SFCHK is closely controlled from Tokyo.

The buying operations of SFC take place in Tokyo and are
carried out by SFC staff in the Tokyo office.

The order for any particular shipment of logs is always
accepted by SFC and the liason office in Port Moresby has
no authority to enter into any contracts. Indeed the
liason office does not have any involvement in the
acceptance of the purchase order which is accepted
directly by SFC from Tokyo. The Letter of Credit 1is
established by SFC from Tokyo usually in its own name.
copies of the PNG supplier invoices are not routinely
kept in the BNG.office and nor are copies of the relevant
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Bills of Lading or the relevant Letters of Credit. The
only documents and information required in the PNG office
relate to the physical properties of the shipment and the
shipping details. These matters are referred to below.

In relation to the importing of logs by SFCHK the same
procedure is followed with Tokyo office as the point of
contact for the Port Moresby liason office.

Marketing operations

SFC carries out the marketing of PNG logs in Japan and
other markets, again this activity is carried out by SFC
staff in the Tokyo office.

Central control of operations

SFC through its Tokyo Office maintains central control of
operations and gives general directions to SFCHK and
liason offices such as Port Moresby.

This direction includes advice and instructions on day to
day activities, personnel matters and general matters,
and provides indications of current market trends in
Japan, Korea and other markets.

SUMITOMO FORESTRY COMPANY (HONG KONG) LIMITED (SFHK)

SFHK was incorporated by Sumitomo Forestry Company
Limited, Tokyo, Japan (SFC) in August 1973 under the laws

of Hong Kong. A major purpose for Hong Kong
incorporation was to establish an SFC office to connect
overseas supplier/exporters with overseas

purchaser/importers through an intermediary channel of
SFHK in the course of the SFC forest products trade.

Hong Kong was selected because of its location and also
of its relatively free trade area with financial and
taxation advantages. SFC and SFCHK records in HONG KONG
are available for scrutiny by the Japanese Taxation
Authority.

SFHK's role in the total international trade of SFC is to
assist in the business of purchase and sales of forest

products such as logs, sawn timber, plywood and other
products.

Its initial business coverage was to assist in the import
from the Philippines, Indonesia and Malaysia
(sabah/Sarawak) and export to various Southeast Asian
countries such as Japan, Taiwan, South Korea. Later, the
coverage expanded to include import from Papua New
Guinea, Solomon Islands and Vanuatu, and export to China
and India.




-3-

SFC directed SFHK to open a liason office in Port
Moresby, Papua New Guinea in July 1983. An office was
opened in Singapore in October 1985. 1In October 1987 the
Singapore office was converted to Sumitomo Forestry
Singapore Pte. Limited, another wholly owned subsidiary
of SFC, to meet its expanded business. .

A Summary of the details of SFCHK is as follows:

Name : Sumitomo Forestry Company (Hong
Kong) Limited

Incorporation: August 1973

Nature: Private or proprietary company
limited by shares

Registered Office: 1609-1611 Connaught Centre,
1 Connaught Place, Hong Kong

Postal Address: 1904-1905 Hutchison House,
10 Harcourt Road, Hong Kong

Authorised Capital: HKS$5,000,000 (50,000 shares of
BKS100 each)

Paid-up Capital: HKS$4,178,000 (41,780 shares of
HKS$100 each) converted at

HKS8.727 to K1.00 is K478,744.12

Shareholder: Sumitomo Forestry Company
Limited, Tokyo (100%)

Directors: Mr Teiji Tanaka (Managing

Director)
Mr Junnosuke Inoue (Director)

PORT MORESBY OFFICE OF SFCHK

g

Port Moresby liason office has three main activities,
which are as follows:.

=1

<
i
"y
v
)
i.
i
A

1. Assist in negotiation for various shipments in
respect of volume, species, quality, price and
vessel schedules.

SFC-Tokyo generally charters a vessel when
negotiations are completed. SFC quite often has
several vessels loading at the same time 1in
variomws ports, or are actually in. transit from PNG
to Japan or other markets. It is essential to
have staff in PNG for tight control of vessel
- schedmles and quality control, for customer
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satisfaction in overseas markets. An average
daily rate of dumurrage isYSD2,500.00, and
therefore tight control of vessel schedules and
shipping movements is essential.

Inspection for quality control. .

Before the vessel arrives, a log inspector is
despatched by the Port Moresby office to the
loading point for quality control purposes. Logs
are inspected so that the cargo loaded maintains a
high standard of guality to meet the current
market requirements. SFC policy and the agreement
with the suppliers is that once the logs are

loaded, it becomes SFC's responsibility and
therefore no future quality claims are made to or
passed onto the supplier. During the period

1 January 1987 to 31 December 1987, despite this
quality control, 15 quality claims approximately
totalling U0S8$500,000.00 were made against SFC.
See Annexure " for details. On several
occasions Mr Itoh has travelled to the premises of
customers in Japan and other countries to
investigate and assist in the negotiation of a
guality control claim.

Attending shipment during loading.

An inspector is always present during loading to
ensure that the number of PIRC&S loaded ‘is
correct, and that loading ordeis are separated and
loaded in the correct order. The logs loaded by a
single supplier may be separated into more than
one cargo, because generally a full vessel may
unload at several discharge ports depending upon
location of SFC customers.

Obviously to maintain good control of the above
points, SFC needs several people on the ground in
PNG who have had good experience of Japanese and
other markets, and their relative changing guality
requirements.

Apart from the above main activities, PNG staff are
involved in:-

1.

2.

As

Assisting current and potential customers on
visits to PNG.

Daily contact with suppliers for information on
changes in production, species mix and gquality.

part of its role as a liason office, Port Moresby
office

provides a consultancy service to its PNG

suppliers.
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Examples of this service in the last two years are:

1.

General advice to suppliers on production in
relation to current international market
conditions for South Seas logs. White species
deteriorate over a relatively short .period of
time. It is important to suppliers that they are
given early warning of a decrease in demand in the
market because due to possible sales delays, the
harvested logs, particularly white species may
become unsaleable on the export market.

Advice given to Ulabo Timber Company Pty Ltd
regarding use of fertilizers in their nursery.
This included translating fertilizer name and
details from Japanese to English. Advice was also
given in respect of fertilizer trials for new
plantings of various species of trees used for
afforestation.

Information provided to Ulabo Timber Company Pty
Ltd on conversion of wood waste to electrical or
other methods of power. Information and advice
was also given in relation to the use of gasifiers
for the operation of portable sawmills, which
reduces the engines to use diesel or gasoline.

Advice to a nationally owned sawmill based at
Gamadoudu-Milne Bay on availability and contacts
for the purchase of wood planners and lathes for
the manufacture of knobs and handles etc

Advice on contacts in Japan for machinery and
parts, both new and second hand. This advice has
been particularly given to Bougainville Forest
Enterprises and Buin Earthmovers.

Advice and assistance in acgquiring computer
hardware and software particularly suited to the
forest industry.

Inforration was also supplied to ANG Timbers for
availability of sawmill equipment from Japan
including technical specifications and
suitability.

SHIPMENT PROCLEDURE

The

following procedure is followed during all SFC

shipments from PNG.

1.

Port Moresby office receives an offer from the
supplier which includes volume available, species
mix, approximate price, and preferred date of
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shipment. Port Moresby office then forwards this
information to SFC Tokyo office.

2. SFC Tokyo office replies to Port Moresby office
after contacting branch offices and final
consumers in Japan. Tokyo provides price offer,

and negotiation starts direct with supplier
through Port Moresby Office.

3. when the price and other terms at which the logs
are offered by the supplier are known this
information is passed to SFC Tokyo office. SFC
then decides on the shipment and if acceptable,
the Tokyo office then accepts the shipment. The
relevant Letter of Credit 1is established and
vessel charter is arranged by SFC from its Tokyo

office.
4. The shipping details are communicated to the Port
Moresby office. Port Moresby office staff go to

the loading port for quality control of cargo and
supervision of vessel loading.

5. Port Moresby office inform SFC Tokyo office when
loading is completed, giving the exact pieces and
volume of each species loaded for each cargo,
loading order and time vessel sailed for next port
of 1loading, or if fully loaded, departure time for
ports of discharge. .

SHIPMENT TO INDIA (February 1988)

Historically, SFC has shipped PNG 1logs to markets in
Japan, Korea and Taiwan.

Last year, the "Sales Manager (Mr. Nose) of SFC Tokyo
office visited India for the first time to investigate
the Indian market and to meet potential buyers.

Due to lack of experience and knowledge of the Indian
market, SFC were obliged initially to sell logs through a
Singaporean/Indian Trading Company =~ Laurel Trading
Company Pte Limited, Head Office, Singapore.

As a result of this visit, SFC made their first shipment
of PNG logs for the 1Indian market via the vessel MV.
DIAMENTE im February 1988. The logs were shipped from
Oro Bay on 29 February 1988. The details of the shipment
are contaimed in the documents which are annexure "B" to
this statement. :

SFC has attempted to enter the Indian market to expand
the markets for PNG logs, especially the markets for the
lesser knowm species.



PNG _OPERATIONS

PNG logs are difficult to sell in comparison to logs
purchased by SFC from other countries. This is because
of the large number of species. Each supplier has its
own particular species mix and quality. Even , species in
different areas differ greatly in size and quality. An
example of this is the species Taun. The guality of this
is variable between Bougainville and Central Privince.
Taun is also variable within the island of Bougainville
itself. In comparison logs from other countries are of a
consistent species and quality. The consumer is able to
gear its operations to the particular species and
qguality.

SFC was the pioneering company for the entry of PNG logs
into the Japanese market, and SFC still holds a major
share of the market for PNG logs. The philosophy of SFC
in buying logs from PNG is to purchase logs consistently
from regular suppliers. This has advantages for regular
and even trade over a longer period of time, providing a
stable and continuous market for the PNG suppliers and
continuity of the sales and supply to customers, despite
frequent market fluctuations. This 1is of particular
assistance to those PNG suppliers with a large mix of
species in their production, especially when that mix
includes a low volume of high value species, which makes
it wvulnerable to the fluctuations of a volatile market.
It is important for PNG to have a regular and consistent
market. PNG has a diverse range of species with eac¢h
operation having its own particular mix and guality. The
consumers in the market place, once started on a supply
of logs from a particular supplier with a particular
species mix and gquality of logs, must be regularly
supplied from the same supplier in PNG to provide a
better continuity in the market. If a particular
consumer can see a continuity of supply in the future,
they will often make necessary changes in machinery and
methods so that processing this diverse range of species
can be made more economical and efficient, resulting in a
better market creation and penetration for PNG sourced
products.

It was the intention to achieve this stability in the
marketing of PNG logs when SFC first commenced the import
of PNG logs. It was also decided that a local liason
office would be required to achieve this situation.

LOG QUALITY

Generally all purchases are based on logs being fresh
cut, free from fungus or insect damage.

Generally, &FC cargos are sold on a quality basis, so the
customers ksow they can rely on SFC gquality. On the PNG
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supplier side, the suppliers are safe from quality claims
once the logs have been loaded on the vessel, because
guality control 1is done by SFC before logs are loaded,
and as soon as loading 1is completed, the logs are the
responsibility of SFC (Tokyo).

In spite of tight quality control in PNG, some claims on
gquality do arise. Occasionally, when the logs arrive in
Japan the customer may not be happy with the quality
because of fungus, splitting or the logs containing metal
(ie. shrapnel) and a quality claim may result.

Generally, the guality of red species (eg. Watergum,
Planchonia, Dellinia etc.) do not deteriorate over a
period of 2-3 months. One exception to this is Taun,
where fungal attack can happen within days of the logs
being harvested. This fungal attack can seriously affect
the aesthetic and strength qualities of the wood. Fungus
is an inherent defect in Taun standing trees.

White species (eg. Celtis, Milky Pine, Ficus etc.) tend
to deteriorate very quickly by infestation by insect and
rot, particularly during the rainy season. Generally the
guality starts to deteriorate within 4-6 weeks.

SFC FUTURE OPERATIONS IN PNG

SFC intends to progress in the PNG timber business by
securing a stable and continuous import trade with PNG
suppliers, some of which can be regarded as major
suppliers.

SFC is also actively looking in other directions for
progression in the PNG timber industry, by studying the
feasibility of new forest development, and is eager to
co-operate with PNG timber industry people in wood
processing and aforestation. Because SFC has:- been
involved in the world timber industry for many years, the
company has wide experience and expertise in areas such
as logging, aforestation, processing and the marketing of
a wide range of timber products.

TAXATION

The activities of SFC or SFCBK do not produce PNG sourced
income because SFC and SFCHK import logs from PNG. 1In
relation to the liason office, as mentioned above, these
activities are restricted to gquality control, shipment
logistics and liason between suppliers and Tokyo office.

No logs are purchased in PNG and none are sold from PNG.




TRANSFER PRICING

In terms of the Terms of Reference of the Commission of
Inquiry, specifically Term of Reference number 9, SFC
either by itself or it's subsidiary SFCHK does not
understate income as no income is generated in .PNG and no
guestion of "transfer pricing” is involved.

IMPORT PRICES

The prices negotiated and paid for the importation of
logs from PNG are negotiated in accordance with the
prevailing terms of the international and applicable
domestic markets.

.
OH, GENERAL MANAGER.



EXPORT LICENCE NO:

SPECIFICATION OF
SHIPPED PER

SHIPPER

CONSIGNED TO

KUMUSI TIMBER COMPANY PTY LIMITED

P. O. BOX 392, POPONDETTA, PAPUA NEW GUINEA.
C/0O TELEX: NE 29195 AMBOGO, POPONDETTA.
TELEPHONE: 297229.

COMMERCIAL INVOICE

INVOICE NO.: ___AS/14B/88
5586804 2 L/C NO. 6801,CH620083
PAPUA NEW GUINEA ROUND LOGS
DIAMANTE ON 29th February, 1988.

KUMUST TIMBER COMPANY PTY LTD.,

P.O. BOX 392, POPONDETTA, PAPUA NEW GUINEA.

SUMITOMO FORESTRY CO. (HONG KONG) LIMITED.

ROOM 1904 -1905, HUTCHISON HOUSE, 10 HARCOURT ROAD, HONG KONG.

MANGALORE, INDIA

DESTINATION FROM __ORO BAY  PAPUA NEW GUINL
' TOTAL
GROUP/ VOLUME PRICE/
ADE DESCRIPTION AMOUNT
SPECIES PIECES| GR (M3) M3 (USS) (USS)
PAPUA NEW GUINEA ROUND LOGS
i (EXPORTABLE GRADES FREE FROM
- FUNGUS WORM DAMAGES AND MARINH
BORER)
21 KWILA 72.528 68.00 | 4931.90
124 DILLENIA/ 591.097 68.00 {40191 .60
s5 RED MIX 180.689 68.00 {12286.85
200 844 .314 USES™M13.35
UNITED| STATES |DOLLARS] FIFTY-SEVEN THOUSANDS FOUR HUNDREDS AND THIRTEEN AND CENTS
THIRTY - FIVE ONLY. ]
For anmgl on behalf,
Kumusi} Timber {Company [Pty Ltd.,
(Under| Scheme |of Arrajgements)
%
! This and the succeething
! 4 pages is|the annexure
nntt. |
g~marked B" referred|to
, in the Statement by|
. Mr. Joji Itoh. !
| | l
I : |
I
|
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KUMUSI i1MBER COMPANY PTY LIMITED

P. O. BOX 392, POPONDETTA, PAPUA NEW GUINEA.
C/O TELEX: NE 29195 AMBOGO, POPONDETTA.
TELEPHONE: 297229 , ,

COMMERCIAL INVOICE

INVOICE NO.: __AS/138/88
EXPORT LICENCE NO:__S58804 1 . i

L/C NO. . ___680LCB20083 4
SPECIFICATION OF :__ _PAPUA NEW GUINEA ROUND LOGS : e

SHIPPED PER . DIAMANTE ON  29th February, 1988.

KUMUSI TIMBER OCMPANY PTY LTD.,
SHIPPER -
P.O. BOX 392, POPONDETTA, PAPUA NEW GUINEA.
CONSIGNED TO . SUMITOMO FORESTRY COMPANY (HONG KONG) LIMITED.
ROOM 1904 -1905, HUTCHISON HOUSE, 10 HARCOURT ROAD, HONG KONG.

DESTINATION .__ MANGALORE, INDIA FROM ___ ORO BAY, PAPUA NIW Gumx-1
|
TOTAL
GROUP/ VOLUME | PRICE/
spECIES | PIECES| GRADE DESCRIPTION (M3) M3 (US$) Af\(AUOSLéf)\JT

PAPUA NEW GUINEA ROUND LOGS

(EXPORTABLE GRADES FREE FROM
FUNGUS WORMS DAMAGES AND
MARINE BORER)

198 726.061 68.00 49372.15
43 209.179 68.00 14224 .17
13 419.571 68.00 | 28530.83
375 1354 .811 Us$92127.15

o e e v e e ——

UNITEBL STATEY DOLLARS: NINETY TWO THOUSANDS ONE HUNDRED AND TWENTY-SEVEN AND CENTS
FIFTEEN ONLY. :

For apd on bghalf,

Kumus] Timben Company Pty Ltd.,
{(Undey Schemg of Arrgngements)

{
ol y 2 !

o o —
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N .0 SUMITOMGU FORESTRY COMPANY (HONG KONG) LIMITED

ROOM 1904-1905, HUTCHISON HOUSE,
10, HARCOURT ROAD,
Cable Address: HIONG KONG. |

; Tel. No. 6-2571
SMITFOREST long Kong fax: §_RG
qlr:-dl:x 75212 SMITE 11X j Fax.: 5-R6R150
INVOICE
DATE * March 23, 1983 INVOICE NOgeiw 6914~
CONSIGNOR :  Sumitomo 'Forestry Company (Hong Kong) Limited SFHR=0=091A
CONSIGNEE * Laurel Trading Co. (Pte.) Ltd.,
3 Shenton Way, No. 25-03 Shenton House, Sinqapore 010§
SHIPPED FROM : Oro Bay, Papua New Guinea
SHIPPED TO : Mangalore, India
LETTER OF CREDIT DC SGH300597 dated Feb., 9, 1983
VESSEL : MS. "Djamante” Voy. 2
TERMS : FO3 Oro Bay, Papua Mew Guinea Voy. No.
Purchase Order No. : ==
Descnptlon Plecee Volume Pncem-—~ /—\;K;Ent

ROUND LOGS PAPUA NEN GUINEA ORIGIN (as per ordor' no. PNGKT-88-01)
(EXPORTABLE GRADES FREE FROM FUNGUS WORM DAMAGES AND MARINE BORER)

PCS M3 BUSS/M3  FOB/USS
KW ILA 219 798.589 124.00 99,025.04
DILLENIA 167 800.276 70.00 56,019.32
RED MIXED 189 600.260 60.00 36,015.60
Shipping mark
SPECIES GRADE
SERIAL NOS.
T Towl _&75  Pe 3499 126 e F02/U33191,059.95
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y ‘a‘ SUMITOMO FORESTRY COMPANY (HONG KONG) LIMITED $

ROOM 1004-1905, HUTCHIBON HOUEGE.

) ' 10, HARCOURT ROAD.
Cable Address: HONG KONG. Tol. No. 5-376412
SMITFOREST HO‘( Kong. 8-2786708
Telox: 78212 SMITF HX

6-27882¢

Datet 5 Pebruary 1986
No * PNGXT-88-0])

SALES CONTRACT

Mesars, Laurel Trading Co. Pte Ltd., as Buyer, confirms the purchase of,
and Sumitomo Forestry Co. (Hong Kong) Ltd,, as Seller, confirms the sales of,
the following goods under the terms and conditions as set forth hereunder:

CONSIGNOR ¢ Sumitomo Forestry 00} (Hong Xong) Ltd

CONSIONER ! Laurel Trading Co..Pte Ltd

SHIPPED FROM t Oro Bay, Papua New Ouinea

SRIPPED 10 't Mangalore, India

LETIRR OF CREDI1T t By irrevocable at sight letter of crodit,

VESSEL t To be nominated by buyer, subject to shipper's
confirmation on chartering terms.

TERMS t F.0.B, Oro Bay, Papua New Guinea .

LOADING DATE + 17-22 February 1988 per the vessel MV. DIAMENTR

DESCRIPTION s Rou:d Logs of Papus New Guines origin with the exportable
grades, )

All logs to be free from fungus worm damages and
marine dborer,

Diameter t Regular 60cm and larger
Snall  50-59¢m
Super 8mall 40-49cm
Length & 6 meter and longer

UNIT PRICE & VOLUME

Yolume FoB
DILLENIA Approx 800M3 Us§ 70/M3
* KWILA Approx .800M3 US$124/M3
RED MIXRED Approx 600M3 Us$§ 60/M3

MEASUREMENT & GRADING » Logs to be inspected by Sumitomo Forestry Co (HK) Ltd
Representative and to be scaled by straight brereton
scaling in accordance with the scaling and volume
rules of the Papua New Guinea Authority.

Logs quality and scaling tnspection should be finalised
at the port of loading. .




/.-
SUMITOMO FORESTRY COMPANY (HONG KONG) LIMITED $

ROOM 1904-1008. HUTCHIBON HOUSE, .

10, HA .
Cable Addrons: O CSURT ROAD Tl No. 8.278413
SMITFORBST long Kong. : 5.-278708
/ Telex: 78212 SMITP 11X $-278824¢

Yot PNGKI-88-01
-2~

OBBERVATION t Buyers reserve the

right .to observe tha log before
loading. ’ .

INSURANCER t To be covered by Buyer,

L/C CLAUSES & CONDITIONS: L/C must contain clauses & conditions as
1) Third party documents except invoice and draft are acceptable.
2) Third party L/C number shown on the documents are acceptadle,
3) Charter party B/L are acceptabla.

&) "ON DEOK CARGO" are acceptadble,

3) The inclueion of the “About" or "Approx" immediately preceding the quantity
of the commodity, ‘

followst

REMARKS: 1) Losding rate according to charteresd party's actual “"WWDSHEXUU"

2) 1f shipping Co./Master advise ETA within 48 hours before vessel
arrives, thes laytime will commence 48 hours after vesssl's arrival.

THE SELLER

--------------
--------------
........

Direcior




SAILING DPTE VESSCL

1987 FEB. 3  TROP-CAL DAMSEL
MAR. 4  PAZ ESTRELIA
APR. 8  FOXTSNE CARRIER
APR.28  SCUTMERN ARROW
JUN.17  TROP-CAl DEMSEL
JUL. ¥ CCRAR QUEEN
ADG. 1  SEA “REASURE
SEP. 1  TEIN-TARIA

- SFP. 6 SPNTEROSA -
SEP.16  SEA REASURE
SEP.19  PERLAS T
OCT. 3  HPTIRPSAN
NOV.2)  PASMAN CLIPPER
NOV.3)  NSF TEADING
DEC.2!  TROPICAL DAMSEL

TOTAL

1,117,450~
543,587

3,600, 000
254,262

1,561,935

6,120,000
3,850,000
3,084,480

500,000
3,267,000
1,026,000

CLAIMED AMOUNT(JAPANESE ¥)

5,999,317 -

4,250,000
8,€86,000

38,336,000

82,196,031

CIACHARGING PORTS DETAILLS
mmznwmmmmu wz TO 14 PIECES SHORTAGE

mm'

mmmmx/mma

OSAKA /OHUNATO

KANAZAWA / TSU
QOSAKA

DUE TO 10 PIECES SHORTAGE

DUE TO CONTAINING METAL OF SHRAPNEL
DUE T0 5 PIECES SHORTAGE

DUE TO 24 PIBCES SHORTAGE
DUE TO CONTAINING METAL, QF SHRAPNEL

DUE TO CONTAINING METAL OF SHRAPNEL
DUE_TO _DETERICRATION BY INFECTION- AND ROT

. DUE_TO 5 PIBCES SHORTAGE

DUE TO QONTAINING: METAL OF SHRAPNEL
DUE 7O 19 PIBCES SHORTAGE
mmmmmwmmmmm

DUE ‘TO DETERTORATION BY -JFFECTION AND ROF
DUE 7O DETERIORATION BY INPECTION AND ROT

- DUE TO DETERTORATT mﬁzmm"_‘ TCN AND ROY

to in the Statement
by Mr. Joji Itoh.

This is the ammexure
maiked "c" referred




B. Marketing Table

please prepare and attach a Marketing Table covering all
your log shipments in 1986 and 1987 in accordance with
the attached instructions.

A specimen Marketing Table is supplied for producers.

A handwritten table ie acceptable if typing would lead to
delays. You will be expected to be able to produce
documents substantiating the content of this table if
summonsed by the Commissioner to do so.

C. Log Sales Procedures

Explain in short simple terms the procedure by which you
negotiate sales of your logs.

No logs are purchased in PNG and no logs are sold
from PNG. Offshore sales of logs imported from
PNG take place in Japan, Or country of customer 1in
accordance with normal international and domestic

marketing practices. Usually there 1is an
established market or list of customers for PNG
logs.

D. Fair Market Price

By what means or method do you decide whether the price
obtained is a fair market price for a shipment or part
shipment?

Price of logs imported from PNG is determined by
prevailing market in Japan or country of customer.

E. Sale to End Users

Do you sell direct to end users or consumers? /No.*
If not why?

In most cases the PNG logs are sold to Japanese
customers or customers 1n other countries which
then process them for their domestic market. Also
sales are made to wholesalers. For the Indian
market which the company is seeking to develop one
sale has been made to a Singapore based company -
Laurel Trading Pte Limited, for onsale to India.
This was because of lack of knowledge and
experience of the Indian market..

F. Relationship with Purchasers

Do you have a relationship with any person or company
which was a purchaser of logs from you in 1986 or 19877
Yes/ . If vyes, supply full details of such
relationship; eg:

*Wwhen answering Yes/No duestions in this guestionnaire
cross our whichever word 1in inapplicable.




(a)

(b)

(c)

(d)

(e)

(a)

(b)

-2-

- Member of the same company group;

- Purchaser or his company group supplies
financial assistance (giving details);

- Long term sales and purchase agreement.

Yes, in some cases subsidiary or associated
company. In most cases no connection.

Agents

Do you sell through agents? No. If yes, why?

SFC (Tokyo) use an agent for the Korean market.
Reason: Korea is a tight society, so definite
advantages to wuse a Korean National for contacts,
different customs and language difficulties.

Supply the names and country of all agents used in
1986 or 1987.

SFC Tokyo used:

Chunsan RH Co. Limited,

Room 608, Hatchan Building,

831 Yeoksam - Doug, Kangnan-Ku,
SEOUL, Korea.

Are any of your agents based in preferred tax
areas (eg. Singapore, Hong Kong)? Yes/No. If
yes, give details:

N/A.

What rate of commission is each of your agents
paid and who pays such commission?

SFC Tokyo pays to Chunsan RH Co. Limited = USS
0.50 per cubic metre.

Do you or any person or company with which you
have a relationship have any arrangement in the
nature of commission sharing with any such agent?
Yes/No. If yes please give full details.

N/A.

Sale to middle man

Do you sell to any person or company which resells
logs supplied by you? Yes.

I1f yes, why do you sell to suéh person or company?
If "niddle man" includes wholesalers or retailers,

yes. Also for 1Indian market see answer to
question D.




(c)

(d)

(e)

(a)

(b)

(c)

Does such person or company resell at a higher
price than you obtain? Yes/No.

Do not know.

What is the range of additional or, higher prices
obtained in 1986 and 198772

Do not know.

Do you or any person or company with which you
have a relationship have any arrangement whereby
the higher price obtained is shared or
participated in whether in whole or part. No.
1f yes supply full details.

Shipping
Who arranges shipping (ie. becomes party to a

Charter Party or Fixture Note) for logs sold by
you?

N/A.

Do you independently ascertain the freight rates
available for each shipment? Yes/No. If yes by
what means do you do so?

N/A.

what is the range of freight rates paid for
shipments by you:

(1) To Japan in 1986 ...N/A

(ii) To Japan in 1987 ...N/A

(111) To South Korea in 1986 ...N/A.
(iv) To South Korea in 1987 ...N/A.
(v) To Taiwan in 1986 ...N/A.

{vi) To Taiwan in 1987 ...N/A.

(vii) To India in 1986 ...N/A.

(viii) To India in 1987 ...N/A.
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(d) Do you or does any person or company with which

you have a relationship:

(1) own or operate any vessel used by you to
ship logs? No.

(11) Share or participate in freight paid for
shipment of logs by you? No.

(iii) Charter any vessel used by you to ship
logs? No.

(iv) Share or participate in charterers fees
paid for shipment of logs by you? No.

(v) Act as broker for any vessel used by you to
ship logs? No.

(vi) Share or participate in brokerage paid for
shipment of logs by you? No.

If yes to any of the above supply full details on
a separate sheet.

J. M.E.P.
(a) Explain in short simple terms the relevance
to you of M.E.P. 1in relation to your log
sales.

SFC is aware of MEP and its fluctuations from time
to time, but negotiation is always based on
current international and applicable domestic
market prices.

(b) pid you, in 1986 or 1987 sell logs below
the prevailing M.E.P.? Yes/No. If yes:
(1) Did you obtain dispensation.
Yes/No.
(11) what were the reasons for not

obtaining M.E.P. price?
Not applicable.

K. Letters 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? Yes/No. If not
then why?

Not applicable.




L. Offshore Payments

(a) Is any part of the FOB sale proceeds for
sales of your logs not remitted to Papua
New Guinea? Yes/No.

Not applicable.

(b} I1f so, specify:

(1) The part payment left offshore
and the manner in which it 1is
calculated.

(11) The country in which the part

payment is left.

(ii1) The person oOr company to which
the offshore payment is made.

(iv) The purpcse of leaving the
payment offshore.

{c) Is any person or company to which any such
moneys are paid outside Papua New Guinea a
person or company with which you have a
corporate or similar relationship?
Yes/No. If yes, explain the relationship.

Not applicable.
(d) Has the approval of the Bank of Papua New
Guinea been obtained in respect of such non

remittances? Yes/No.

Not applicable.
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I, JOJI ITOH of P O Box 6782 Boroko.....
(Name: please print) (Address)

do solemnly and sincerely declare that:-

1. I am the General Manager...csececescccocnecnnoesss
(Position: Secretary, Manager, etc.)

of the Port Moresby office of SUMITOMO FORESTRY
COMPANY (HONG KONG) LIMITED (Name of Company)

2. The information disclosed in the answers to the
guestionnaire and any attached pages is true to
the best of my knowledge and belief.

and I make this solemn declaration by virtue of the
Oaths, Affirmations and Statutory Declarations Act 1962
conscientiously believing the statements contained
therein to be true in every particular.

Declared at %P‘L Mo#ex; )
on the prQ, day of )
/3?“',0 1988. D) / //(1

Before me:




SCHEDULE 6

MARKETING TABLE FOR LOGS
IMPORTED FROM PNG

- 1986
- 1987
- 1988

SFC's SHIPMENT VOLUME AND
FOB AMOUNT BY EACH MONTH




(USD)

Ship 86/1
No. PRODUCER VESSEL DATE PIECES VOLUME FOB
1986 '
1 v
Ulabo Timber Co. Tropical Damsel Jan. Loy 1458,769 62,379.93
2 Kumusi Timber Co. Coral Queen Jan. 1087 4549,157 23,1411.52.
AN.G. Timbers Jan., 1054 3051.279 12,9679.53
3 B.F.E. . Tasman Clipper Ja.n. 383 1780,210 86,168.58
Ulabo Jan. 722 2815.035 13,0013.34
A.N.G. Feb. 1077 2815.213 12,0620.60
4 Ulabo Tropical Damsel Feb. 1745 4537,170 20,9286.46
A.N.G. Feb. 1086 2967.073 14,3635.04
5 B.F.E. (Dios) Coral Queen Mar. 856 3052.230 16,3294.31
B.F.E. Mar. 451 1897.275 95,247.52
Ulabo Mar. 910 2463,740 10,6547.46
6 Kumusi Tasman Clipper Mar, 684 3012.099 15,3146.93
A.N.G. Mar. 561 1743.491 77,799.62
Ulabo Apr. 630 1735.725 68,603.66
B.F.E. Apr. 364 1079.055 56,455.75
7 B.F.E. (Dios) Coral Queen Apr. 888 3128,967 18,1480.09
A.N.G, Apr. 288 818,201  34,953,82
Ulabo Apr. 86 202.186 17,230.78
Ulabo Apr. 674 1983.286 82,333.96
B.F.E. May 123 639.639 30,847.60
8 Kumusi Tasman Clipper  May 237 867.681 51,370.31
Kumusi May 629 2467.770 12,3000,27
9 Ulabo May 791 1894,479 13,3381.88
C.P.L.C. (Pomio) Tropical Damsel May ‘6ub 2035.654 10,7889.66
Ulabo Jun 888 2583,638 13,6801.91
Tonolei Dev. (TDC) Jun 606 2543,698 13,9903.39




Ship 86/2 (UsSD)
No. PRODUCER " VESSEL DATE PIECES VOLUME FOB
10 Kumusi Coral Queen May 337 1306.476 79,213.43
Ulabo Jun 635 1498, 890 71,228.22
B.F.E. (Dios) Jun 868 3276.919 19,6615.14
B.F.E. (Kieta) Jun 401 1475.484 77,714,67
11 B.F.E. (Dios) . Fortune Carrier Jul 661 2827.748 16,9664, 88
Ulabo Jul 788 2033,725 98,047.21
12 T.D.C. Tropical Damsel Jul 1047 5263.417 29,4629, 89
13 B.F.E. (Kieta) Coral Queen Jul 300 893.898 49,083.41
B.F.E. (Dios) Jul 1443 5413,427 32,4805.62
Ulabo Jul 384 1017.988 52,590.22
14 Kumsi Fortune Carrier Jul 1218 4988, 982 28,9u84 .41
15 Ulabo Sun Island Aug 976 2552, 724 12,7628.91
B.F.E. (Dios) Aug 807 3031.172 17,8839.15
16 Ulabo Macarena Aug 881 2493439 13,5312.04
B.F.E. (Kieta) Sep 558 1807.169 88,966.80
B.F.E. (Dios) Sep 421 1589,718 85,969.11
17 Ulabo Coral Queen Oct 1127 3202.579 17,5012.35
18 C.P.L.C. (Pomio) Tropical Damsel Oct 607 2021.596 11,5230.97
Ulabo Oct 593 1606.075 86,210.88
B.F.E. (Dios) Oct 1114 4094, 225 24,1559.27
19 Ulabo Eastern Grace Nov 857 2502.581 13,2770.39
B.F.E. (Dios) Nov 1215 4410.031 26,0191.83
20 C.P.L.C. (Pomio) Fortune Carrier Nov 683 2512.022 14,3702.67
Ulabo Nov 851 2461,250 14,2042.87
21 T.D.C. Tropical Damsel Nov 1684 7598.223 45,1491.60
Southern Arrow Dec 678 2256.228 13,8174.09

22

C.P.L.C. (Pomio)



Ship 87/1 (USD)
No. PRODUCER VESSEL DATE PIECES VOLUME FOB
1987
1 Ulabo Fortune Carrier Jan 672 2008.480 118,500, 32
2 B.F.E. (Mabiri) Coral Queen Jan 42 2118.245 133,449, 4L
B.F.E. (Dios) Jan 552 .2009.216 150,691.20
Ulabo Feb 1201 3600.586 243,039,55
3 Kumusi . Tropical Damsel Feb 1713 7691.852 460,578.55
4 Ulabo Paz Estrella Feb 1114 3514.323 237,216.80
B.F.E. (Dios) Mar 1069 3977.181 318,174.48
5 Ulabo Fortune Carrier Mar 925 2995,219 202,177.28
B.F.E. (Mabiri) Mar 6u8 2024.637 129,576.77
T.D.C. Southern Arrow Feb 1271 5821,626 448 ,265.20
Sopathin Tropical Damsel Mar 517 2009.005 136,612, 34
T.D.C. Apr 1196 5652.807 407,002, 10
8 B.F.E. (Mabiri) Fortune Carrier Apr 445 1577.546 97,739.69
B.F.E. (Dios) Apr 905 3437,901 248,138.04
9 Ulabo Southern Arrow Apr 1022 3749.574 198,727.42
Kumusi Apr 482 2048,446 144 ,687.82
10 T.D.C Tropical Damsel May 1271 5799.230 400,146, 87
Sopathin May 562 2000,108 140,007.56
11 B.F.E. (Mabiri) Hakkaisan Maru May 793 2118.162 118,862.73
B.F.E. (Dios) May 1220 4510.833 313,273.98
12 Sopathin Southern Arrow May 617 2090.036 146,302. 52
Kumusi Jun 1049 3998,751 250,709.25
13 Ulabo Tropical Damsel Jun 542 2080,077 118,564, 38
Kumnusi Jun 1554 5830.983 428,340.17
14 Sopathin Dinok Jun 687 2013.692 138,944,75
Jul 890  3296.1u8 230,202. 39

Kumusi
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Ship 87/2 (USD)
No. PRODUCER VESSEL DATE PIECES VOLUME. FOB
15 B.F.E. (Mabiri) Coral Queen Jul - 554 2046, 428 118,692.82
B.F.E. (Dios) Jul 1449 5718.010 401,806. 14
16 Kumusi Eastern Glory Jun 6u8 2406, 850 148,852. 36
17 Sopathin Tropical Damsel Jul 589 2000.233 150,017.48
Kumsi ’ Aug 1364 5597,221 396,753.16
18 B.F.E. (Mabiri) Sea Treasure Aug 666 3041.781 237,258,91
B.F.E. (Dios) Aug 815 3026.338 242,107.04
Ulabo Aug 407 1228.128 98,250.24
19 Sopathin Trinitaria Sep 1677 5801.031 481,485.57
20 Kumusi Santa Rosa Sep 1566 6001,655 557.927,97
21 B.F.E. (Dios) Sea Treasure Sep 1365 5216. 304 495,548.88
B.F.E. (Mabiri) Sep 564 2398.240 215,841.60
22 Ulabo Coral Queen Sep 1011 3014.533 241,162.64
Sopathin Oct 1287 4306, 802 353,157.76
23 Kunusi Hanrasan Oct 942 3500.265 360,527.29
Ulabo Oct 1939 5394, 648 536 ,044,12
24 Sopathin Perlas I oct 943 3361.720 277,711.67
25 Kumusi Sun Goddess oct 1317 5061,047 520,257,885
26 Kumusi Tropical Damsel Oct 789 3118.888 318,126.57
Sopathin Nov 1277 4387.077 330,187.28
27 B.F.E. (Dios) Tasman Clipper Nov 1335 4995.136 534,479.55
B.F.E. (Mabiri) Nov 692 2641487 282,639.10
28 Kunusi New Leading Nov 1688 5869.204 616.266.49
29 Sopathin Grow Dec 624 1998,111 152,567.83
Sopathin Dec/Jan 1098 2883.186 207,589. 39
. 30 Ulabo Tropical Damsel Dec 2413 7611.313 699,935.82
Kumsi Santa Rosa Dec 1802 6006.470 462,498, 20




88/1 (USD)
PRODUCER 'VESSEL DATE PIECES VOLUME FOB
1988

T.D.C. Larix Jan 431 2046.085 153,456. 38
Sopathin Jan 1022 3424, 308 205,458. 36
B.F.E. (Mabiri) Coral Queen Jan 191 900.123 76,510,145
B.F.E. (Dios) Jan 1887 6741, 308 573,011.16
Kumusi Tropical Damsel Feb 1668 6006. 562 372,406.86
Ulabo Feb 487 1596.895 103,798.17
Ulabo Diamente Feb 906 2937.641 164,646, 71
Kumusi Feb 575 2199,125 149,540, 50
T.D.C. Santa Rosa Feb 702 3456. 395 259,229.25
Kumusi Tropical Damsel Feb 979 3612,908 242,064, 84
B.F.E. (Dios) Mar 981 3989, 766 295,242.68
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SCHEDULE_7
STATISTICS OF SFC's SHIPMENT VOLUME, MEP_OF TAWN,

AND JAPANESE WHOLESALE MARKET INDEX

E FOR uS$ PER GUARTER

'EP
$100 BARGRAPH indicates SFC's shipment volume averaged in 3 months. (M3)
BLACKLINE GRAPH Indicates the index of wholesale price in Tokyo domestic
market for plywood use logs with the price of Jan'su " - AVERAG
as point hoo. ! )
' £, NG
$9n he MEP of Taun logs (us$ per M3) :
\ i i %r
oo | N %
) o 4
\——/ | : k
i ;

VOLUME
$70 25,000 M3
$60 20,000 M3

L
$50 \\( \ / 15,000 M3
10,000 M3
5,270 &3
1984 1985 1985 .1987 1988

7 I"INCITIINNG



SCHEDULE 8

SUMITOMO FORESTRY .

MV CORAL GQUEEN - MARCH 1986

-

There were 2 part shipments and FNG invoice details

WET e

€13 BFE (DIOSY 836pcos 2052, 230m3 at FOR USDI1&3R, 294.31
(2) BFE (KIETAY4S31pcs 1897.275m3 at FOR USD1oOt, 504, 20

€3 L. ARD 10pcs 2463.740m3 at FOR USD10E6, 547 .46
2217 7413, 245 UEeDa71,345.37
The price for part shipment €2)  was amended to

uspas, 247.52

The FOR price then averaged USDA9.25 per mi

Fart shipment (3) from Ulabo was split between Japan and
Forea: -

Japan Z8%3pcs  &73.192m3 at FOR USD3Z,4326. 06
Forea 656pcs 1790.549m3 at FOR USD7¢,111.40
310 2465740 106,547, 46

The bulk of  the shipment (which had & heavy loading of
Taunl) was destined for Japan with only 1730.549m3 going
to Koy e, The FOB it price 1 e bPorean part was
uaED1i. 39 per m3.  The end invoace for the Rorean part was
obtained and is CWFshowing: -

E£56Eprs 1730.549m3 at UBDS8.00 totals TNF USDIORE,851.84

The di fferential on this Korean part shipment was
UsD2y, 740.44ar USD16.61 per m3 which would hardly rover
freight 1f the charter was a single charter.

Clearly the Korean part was the rump of a Japanese
shipment which clearly contained a large percentage of
Taun and 60 Rosewssd logs which  are  featured in the
stoawage plan.

Attachment 1 is the loading details telex and which
illustrates this aspect

Attachment 2 is the detailed loading plan which shows the
attention to detail which characterises S5FCTs activities.
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REF 47 10TH APRIL 1986.

FOR? MR.G.R.SCOBLE.

CC t MR.H.NOSE.

RE! ULABO PRICE FOR CORAL QUEEN,

PLEASE NEGOTIATE AS FOLLOWS:-

VOLUME: ABOUT 2000 M3 REG / SM ONLUYs PLUS O - 95 % S.SN.

PRICE? REG / SM AT REP
------ S.SM AT SS3 PRICE OF MEP

REMARK: ROSEWOOD + S.SM EXCEEDING 3% OR MORE SHOULD BE KEPT FOR
------- COMING MAY SHIPMENT.
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LR sum:mmo FDRESTRY co, LT .']’ |
l en'.:lm O ’. ’ "-.'-t - msum -un.rbmu TELRPHONE s
T semTroOREST TOKYO .. NOA &4, NIHONBASHI-KOAMICHO ——
! | - : . ?gup.xu, TOKYO 103, JAPAN ::::::::"
,‘ . | apr. 4, 1986.
; :

§A.LES CONTRACT {COP:Y

P sxmmmmoo mn.,asSeueragreetoseuarﬁmESLmumgmm
L 00., LID., as Buyer, agree to purchase the following commodities under

- the terms and conditions as set forth hereunder:- |
. QUANTITY : 3,000-3,500M3 |-
v approximate volume per Shipper follows. -
i : A.N.G. Timber Pty, Ltd. 600M3
. s Ulab W m-; Pty' Iltdo 2.00% . i
' ) Bougainville Forest Enterprise Pty, Ltd. 900M3
oL Total :  3,000-3,500M3

({0 .- GPECIES ¢ A.N.G. (Hopea and Others)
LR C Ulabo (Mix)

R ’ .BFE  (Taun and Others)
‘ Hooea inclusive 500-600M3
R SIZE s Regular 50-60% (60cm and up)

‘ _ Small 40-45% (50-59¢cm)
R . Super Small 0-5% (40-45cm)

. e A 8 e s S SRS - e
v . e - -
— -

. PRICE s P.N.G. logs US$68/M3 CsF Inchon ‘ i
; GRADING/SCALING ¢  In accordance with the Seller and to be
l : scaled by straight Brereton Scaling in accordance
4 with the P.N.G. Scaling Rules and Volume table.
- , Volume to be loading port final. i
1 INSPECTION : Seller's inspection final under Seller's full
: : :etpmsibiuty
.- SHIPMENT 3 per M/S "CORAL QUEEN" or sub
i L e ETA Loading port Mpr. 15, 1986.
\ i LOADING FORT ; Kupiano, Milne Bay and Kieta
DES/DEM Wt&amatm.dnmmwhmyub
HE P sccont. Demurrage at U8$2,600 per Day of Pro utp
i: for any pert of a day. Half Despatch®
IAYDAYS & Discharging Rate at 2,000M3 per day (WD SHEX W) -
: . e .
P PAYMENT s the s Commercial Irrevocable letter of Credit
Ve T Eavor SE the Selies. Letier of Credlt should srrive
{ ° at the Lioyds International Limited Tokyo.
v . S Dmediately after the date of This Contract
i Ve o (Special use for 1/C)
o, oo {1) B/L marked on cargo acceptable, '
' [ (2) Charter Party, mird Party and Stale B/L acceptable.
’ , S {3) B/L other Documents excluding invoice and draft made
l ! i L by Third Party acceptable,
; : = (S) All Banking cm:ges wtsib ¥orea and for Beneficiary
' : aoooum:




.y
t mmEINSURAmE s mbe“mswsmmnngo L'I‘D" |
Yy OTHERS ‘s The Seller prov:.de the Buyer with an extra set copy 1
S shipping document, original supplier of the contracted
. logs is A.N.G. Timbers Ltd,, Ulabo Timber Co., Pty,l’..t.d,
i Bougainville Forest Ehterprlses Pty, Ltd.
1
| . I
, Confirmed by the Buyer Sunitomo Forestry Co., Ltd, ]
1 - - ; : .
4 : M. Murakaml :
o General Manager :
P . Lurber (Overseas) Division
i :
@
: i
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ULABO 1HHVMBEK CONVIFARNT ri T LiIiIED

Head OHbe: fabaul OHice:
P.O. BOX 25, P.0. BOX 1679
ALOTAU. RABAUL

TEL: 61 1D TEL: 92 2473
TELEX: NEGI 110 TELEX: NE 92837

INVOICE NO. EXPL 56/B

DATE: 29/04/86

SOLD TO: SUMITOMO FORESTRY CO. LIMITED.,
14-1 NIHONBASHI-KOAMICHO,
CHUO-KU,
TOKYO.
JAPAN.

BASIS: FREE ON BOARD AT GAMADOUDOU PNG

ORIGIN: IT IS CERTIFIED THAT THE MERCHANDISE IS OF
PAPUA NEW GUINEA

INSURANCE: BUYERS CARE

PAPUA NEW GUINEA ROUND LOGS

PIECES: 674
VOLUME : 1983.286 M?
INVOICE AMOUNT: UNITED STATES DOLLARS $82333.96

DRAWN UNDER L.C. NO: NP386002300

FOR ULABD TIMBER COMPANY P.L.

)
’ o

; '
"f\ '/\t"s , ‘_0 e';‘
esesdedesascecfosossevodve

(ROBERT TATE
(SHIPPER)

Ulsbe Yimber Company P1y 4
2.0. Sex 9% Alotes




e ATTACHMENT 5

VsuMMMAaRSY OF FORE=T FRODWLDLDCE FORE EE¥<F5CJF21;\
AT MEF
ISHIFFER: MUTC.
\FROCCER . UTC.

ITYFE OF PRODUCE - FQURD LOGE
I

|
!
| FIFORT OF LOADIHG GRMADCLITCL
IEXFOFT LICEHCE HO: SSeacl PIFORT OF DISCHAFGE  FOREAH FOFTS
[ESFORT FERMIT MO 131 VINAME OF VESSEL COFAL OUEEN
EECORT ENTRY WO ISRILIHG DATE S804, 58
| R | SPECIES IGRADE IFIECES IVOLUME M3 | MEF-MICEUSD | MEF WALUE
11 IWALNUT | SF2 1 1.7771 TE.SE ! 138, 7S
| | =25 I ZE.4TE T4. 60 | AESE. 22
| | I g2z 1 14 | Z3.8TE S B ! 130, 48
| | PEsz | A TL.d1z 47. 36 I Rl
| IPENCIL CEDAR =1 U 1 .25 21,40 | 313,47
| | I 51 4 | 14,2141 T4. 03 | 1351, &7
, | =3 =2 T.IET S ST ! 410, B8
| | I 852 | 4 | 169,14 47. 36 | 450, &6
| IFLAHCHOHELLFA I g5z | 1 .13 S€. 80 [ 175, 27
! IFWILA I 351 T 28, 25T 53, an : 1136, &z
| i 822 1 14 | I3 E6E | T.TE ! 1€5€, 78
| | I 852 1 1@ | IZ.6@5 41.3@ | ekt
| | GROUF TOTAL | I 66 | ITI.EEE | u 334, &4
| = ITERMINALIFA I SP1 | 2 | J.322H oE.es ! eaa, 9¢
| { | 881 | I ZE€.14% S4.@8 | 1411.9¢9
| I I 852 | 4 1 13.1101 44.28 | S8, 51
| i I §53 | 21 S.731 | 37.26 | 215.77
| IMERSAMA I"8SSF | 1 3.541 | 62.16 | 219,85
| | I SF1 1 17 1 5z.80¢ | 55.8€ | 210%. 27
| i 18Pz 1 12 1 43.057 | 57.24 1 2464.5¢
: I 18s1 1 64 | 212.273!1 54.88 |  11462.74
| r 1882 1 631 158.0941 44.28 | 7000, 4¢
| ) ! 883 | S 13.6721 37.26 | 503. 41
! ITAUN I sP2 | 1 2.167 1 57.24 | 124. 8¢
| N I 881 | 51 12.461 I 54.00 | 672. 85
. i ez - 1€.7771 44.28 | 831. 44
: ) | 853 | 3 1 5.9131 37.26 -~ | 220. 31
o JCRANARIUM | 8P2 | 11 2.6271 57.24¢ | 150. 3¢
. ] i 8S1 | 11 3.8251 54.08 | 206. 5%
| t 1 882 1 21 7.2181 44.28 | 319, 2°
| ) | 883 | 1 2.5651 37.26 | 95.57
! ICALOPHYLLUM | SSP | 11 3.1401 6z.180 | 194.95
i } | SF1 | 21 5.3931 s€.86 | 317.42
i i i sPZ | 11 2.4001 v.24 | 137.37
| i | 881 | 2.886 | 54.00 | 155. 84
| | 1 882 | 21 7.674 | 44.28 | 339. 8¢
| 1AMOORF | SP1 | 1 | 3.584 | 5¢.8¢ | 210,55
| i I 851 | 11 5.448| 54.00 | 294.1¢
. | ILEEULA I 881 | 2 1 S.414| 54.00 | 292.3"
L i | 882 | 4 | 7.7801 - 44,28 | 344.4¢
LR | 883 | z | 4.637 | 37.26 i 172.77
I IBURCKELLA | 681 | 1 %.247 | Sa.00 | 175, 3¢
. r I 882 | -3 9.274 | 44.28 | 419,67

e e o e S~ — S - e . . U . e e et .
o e St e e o o
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- e e e o o e o o i . S i o S e . T S e e . o S . e o T e S S o S o e s o o i e S s S i i

| ! o 1 1 S.22el 4e. 62 ! 240,553 1
| I & 2 2.1324 | d@. 25 ! clcic It B )
| 1 ] DU = | T.44z1 3,80 ] FeE, 2T
| i } el 20 12,6731 21,23 j 427451}
| | R =R=SC P £.2521 RN s b | 1T7E.55
I IRMEEROT Y S 11 T.vEv 340,95 | 154, 25 1§
| | o2zl | ) Z.TEZH Io. 80 ] 145,750,
| | 1 =52 | 11 T.117 Z2l.32 ! R ER
| i | 222 | = | .73 2. 88 l 13 141“
| L TER G PSSR 2 S.174 1 4c. a2 n 42T 12 )
i | I SF1 1 i .85 | 44,67 ! 122021
| | | SFz | = | STV RE 43, 35 i 3BTV H
| i PS5t | 17 1 5759 IS, a0 ! gl VA pel
| ! =S | 23 T4.604a | 21.592 ! SZET.TRH
| I | & ! i = I . 2aT P & B | 116=2.74 1
\ IDILLEHIA | S I 1 4.2251 4€. 02 ! 154,431
| 1 1 & ! 1 ! 1.2€1 1 22,00 | TSV
| ! I 552 | 4 | 11.20%1 21.98 1 IR1.S2
} ILIGHT CELTIZ I 222 1 4 1 12,222 1.5 i 412,432
] |HEFD CELTIS i 221 | 1 1 1.8221 I, 00 ! EZ.ES
| ! P 522 11 s.240 1.5 ! a2
i | (IS 2 | 4.7411 o=, ez | 123,181
| IMALAS | SF2 | 21 S.E81 ! 43, 55 | 209, 3E |
[ ! I §51 | 2 | 4,907 | I3, 60 ! 121,371
| | I 882 | 11 2.9711 zl1.9a | TH.A2 |
| i 1§23 1 3 | 4.4z 1 23.a8 | 123.6a1
N i GROUF TOTAL I I 183 1 306, 882 | | 1606€2.86 1
4 |HOPER S$51 9.1621 37.00 38.99 |
1IDYS0X SP1 4,673 1 42.18 197.1@1
i sP2 4,257 1 38.85 165.38 1

30.9931 37.00

25.103 1 31.08
'6.295 | 27.81
2.599 | 31.08
1.316 | 27.01
3.617 |
2.9091 31.0
6.251 | 27.01

1146.?4||
760. 2@ |
179.821

86.77 1|

35.541
133.821

S0.41 1
168.8321
128.75 1
264.89 |

{
IBUCHANANIA
ISTERCULIA

IFIRMIANA

IMILKY PINE

‘ v
IFLANCHONIA

— . o " ——— S s o S T G T S e S W S o e ———— ;i " - —— - —— - — W o — o et .
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, 1 |
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, c |
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' i 1
‘ . | §53 |
, ! |
, ! |
| u !
| |

| ' Ses |
‘ | |
, ! |
i 1 |
, | i
| |

| | S55 |
| |

DN NN AT D e WO =N

N oo
B wan-

14.792 |
13.221 |
12.890 |

3.7%0 |
24.960 |
34.335 |

205.533 |

207.167 |
46.718 |
16.428 |

1 i
! 1
1 }
1 i
i i
1 H
1 I
| 1
i |
i !
! l
{ 3.507 1 37.en l
| 1
i !
| |
i 1
! !
| !
1 |
] !
| }
| !
1 1

847.3¢ !
410,950 |
326.55 |
165.111
1652.81 1
133%.91 |
7641.7c |
6438&. 75 |
1261.85 1
607.&8 |
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| | I I 6 | 31.TET H1.88 [ lcl
| | I [ <l 4,459 | or. o1 [ Té
| IGARCIMNIA ! [ 1 1,532 | ET .00 I TE
| | ! [ oo SLETE | 1. 0E ! S |
| | | ! 1 1,267 2T | 2=
| IHERFLULLTA ! ! 1 1. =0 e pal T [ hel
| | I 233 1 1.641 | < | [ 22
| IFOCCOCARFUS TSl 11 Z.2eT 31,08 [ E7
| | | 283 | 1o 2513 Z7.o1 [ &7
| IMELCLEF = 1 Z.312 ZE.E5 [ 131
| | | 21 & B 435 7. a0 [ SRS
| | | 252 1 4 18 55| 3. 8s ! @
: | I 583 | Ea €. S48 | Z7.61 I 187611
| IHERITIERF | 52 1 1 Z.415 | 31,83 [ TELES
| IMAMILTOA bossET | 11 I.oEEE| ZT.e1 [ .14 |
I {EHDH T AHDEA bossl 11 S I | 44.8% i 1z=2, 28 lI‘
| | | SF1 I 11 T.S36 | 42,18 i 2014
| | = & | 19,2121 7. O [ T, 3
I | I 582 | 11 Z.EBE2T z1.482 i DELER b
| | I 263 | 21 L3140 ZT. 61 | E3.51)
| ITRISTAHIA I £51 | z | 5. 982 | 7. 09 i Z1E.ET
| | I S52 | z | S.668 | H1.@E | 17, 16 1
| | I S53 | 31 7. 105 7.1 | 151,50
| ITHESFESIA | €51 | 11 5511 7,08 ! 131, 281
| IEULOLO ASH I §S1 1 11 Z.195 T.ea | 1. 26 1!
I IYELLOW HARDWOOD | ss2 | z | 2,520 | 31.05 I 22.144
| | | S€3 | 4 | €.215| zr.e1 ! 167.5€ |
i ISFONDIRS I S€1 1 1 2.144 | 3v.e8 ! 116.324
| | PRS2 1 3,141 3l.08 ! 97.62 |
i i I 52 | 1 1 1.622 1 27.01 1 43.991

n
(11}
4 ]
1)
4}
@
8
4]

— s

- e i G A S T o B o i e e . . T W S = e . B e

SSP
SP1
SF2
$S1
8s2

ITOTALS BY GRADE 32.201 | 15735.57 1

105.807 | s884.381

128.7721 S746.57 |

[}

— me e G W Gy e g

.
3

: { | GROUFP TOTAL | I & I | | 28365.3@‘

- e e mp - — -
3
W

— e T e S o S a—

[

[

:

! Y
740.110 1 5 1 27505.2@1
241,236 | ! 7553.86 I}
! .00

€00 | [

.000 | [

739,160 | 34073, 96 |
.90 |
| IGRAND TOTAL | ! S5e3. 286 B¢ 52333961

I CERTIFY THAT THE AEOVE FIGURES ARE TRUE AHD CORRECT AHD CORRESFOMD WITH THE
FIGURES AFPEARING ON THE BILL OF LADING AND EXPORT (ﬁTPV.

MEP) K 77308 09

SIGNED «vevvevessnssnnnsesnss C(SHIPFERD FORESTRY CLEARANCE STAMF

— 1 7



SSUMMAaRY OF FOREST FPRODUUCE FOR EXFORT
: AT MEF

it e o A i oAt e S Bt S St e G e e PR ShoS S e S P S S S 09 Moo e S e e S Sy S Mo s A4S S T A S dm e S e o Saree Tt S0 Tl P S e S S b -

ISHIPFER: UTC. P ITYFE OF FRODUCE : ROUND LOGS
IPRODOUCER: UTC. L
| VIFORT OF LORDTHG: GRAMADOLIDOLU
IEXFORT LICEMCE MO S888sl HIFORT OF DISCHARGE - KOREAM FORTS
IEXFORT FERMIT  HO: 131 I IMAME OF YESZSEL CORAL MIEEH
IEXFORT EMTRY M- PISAILING ORTE et R T
PEROLE | SPECIES IGRADE IFIECES IVOLUME M3 | MERSMICEUSY | MEF WALLE |
| BT | 8% = 1 2,453 . a0 | . B
] ] I = | 15 1 S A? - B ! .
| | | R | £ 1 18, 324 . B ! T3
[ IFEMCIL CEDAF = =B T.ESS | . 6 ! .o |
| | = | 5 | 14,552 Iy [y . 86 ! . 6 |
| | | R | 4 | T.E1E . & ! . ]
| IFLANCHOHELLA I R | 1 IR =AM . & | . G |
i W ILA I s =5 F.7E5 ‘ . aa | .G
| i | & S P2 26.948 1 [47 . 89 | . |
! | I B ! 14 1 4. 8351 . B8 ! .
| | GROUF TOTAL [ i &8s | 17I.EE@ ! . B |
I 2 ITERMINALIFA =1 11 1.886 1 . 66 | L |
| | - T B T U T - B G |
| | | R i 7o 28,559 | . @ ! . @ |
| IMEF-SALIA I 85 | 2.558 0,/ @8 i . BE |
| | 1s 1 511 132,949 " ﬁﬂS .00 1 .00
i I I R I &8 |  2B7.946V .00 ! . B |
| I TALN i 85 | 2 1 3,205 . 66 ! . B |
1 i -T2 2?.2?9:“/& - .09 |
| | | R ! 4 | 8.836 | .88 1 . @@ |
i ICANAR IUM 185 | 11 2.5651 .00 ! . 86 |
| i 1 5 ! 2 €.515 | .80 I . 8@ |
i I I R I 2 | 7.1471 -] I -1
! ICALOPHYLLUM I 5 ] 2 1 4.366!7L* .00 ! .08
i 1 AR 5 i 17.1271 .00 ] . 8@ |
{ IAMOORA TR 21 8.832 1 .80 | .60 |
| ILABULA 1.8 11 1.3881 ~ea % | .80 |
i I 18 1 s i 19.1411 .06 | . 0@ |
I 1 | R | 2 i 6€.3021 .00 ] . O |
! IEURCKELLA I R | 21 12.5211 .00 I . GE
I ] GROUF TOTAL ] | 220 1| 648.839| ! .06
1 3 IERIMA IS I 2 | 4.46?(.V .08 I .80
| i IR 8 | z6.2691 140 @@ .06
! IAMEBEROI I 8 ! 11 3.1171 .00 ! . aa
| ! i R | 4 | 12.2331 . @5 l LB
) = IHATERGUM 85 1 16 | 21.4741 .00 i . 88
1 i s 1 24 1 64.@491&/@@ .06 | G0
i i | R 26 | S7.3601 - .06 ! . e
] IDILLENIFA (- } 3 1 &.242 | . 8@ | . @3
I 1 1R ! 3 1 9.6049 | .- | .03
|- ILIGHT CELTIS t-5 ! z 1 £.8111 . & ! . 6@
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(GROUF | SFECIES IGRADE IFTECES IVOLUMECMEx | MEFSMIC$USY | MEP VALUE

; ITOTALS EY GRADE L ss 1 7 1 142,217 | . B
: | & 1 281 1 TEILTeE| i . 6
| | VRO EB4 1 1111,383 | Ts)
| IGRAHD TOTFL | I EFd | 1887286 | , ! B
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ESLJFﬂPﬂF?FEHH OF FOREST FRODUCE FOR EXFPFORT
AT HMEF

e o A Sove s S A2 PR PO TP e RSN S S S A YT AR A SO R e SOV SRS e WS o S S o -t o oot i —e

GHIFFER: UTC. I ITYPE OF PRODUCE:  ROUMD LOGS
FRODUCER: UTC. I
, | IFORT OF LOADING:  GRMADCOUDOL

EXFORT LICENCE HO: SE6@61 l IPORT OF DISCHARGE: JAPAH PORTS

IEXFORT FERMIT HO: 131 | INAME OF VYESSEL: CORAL QUEEH

I[EXFORT EMTRY  HO: ISAILING DATE: 28./04./86

|GROUF | SPECIES IGRADE IFIECES IVOLUMECM3Y | MEF/MI($US) | MEF VALLUE |
I 1 IROSEWOOD I 851 1 25 | 72.535 | 143,00 | 1837Z.50 1
| | | gs2 1 31 1 73.932 1 sT.za | 4oz, o1
| | I 553 1 30 | 55,7191 4v. 13 | 2628, 37 )
| | GROUP TOTAL | | 26 | 2e2.1861 S ForlcTs M=
| ITOTALS EY GRADE | SSF | a 1 . B0 | i N1 F
| | | 5F1 | a 1 . 63 | l .o |
, | I SFz | @ | . 066 | ! .06 |
| | 1 sst 1 25 1 72.53251 | 18372.501
| | b ss2 1 311 TE.O3I [ 25,911
| | s | 20 | 55,7191 l 2629, 27 |
| i [ ! e | . BEE | ! .aa |
| | | | @ i - G | | Lee
| i | [ e i . 066 | | . a6 |
[ IGRAND TOTAL N I &6 1 202.1861 I 172368.7&|

" s o o — i — i o A Sl S St G S S s i S S S Gt SOV Bt > S U S S e U A S o Gl A AP B S P S S o W P e S Yo T . FoVrS oS oS A ot S T S0 St

1 CEPTIFV THAT THE ABOVE FIGURES ARE TRUE AND CORRECT AMD CORRESFOMD WITH THE
FIGURES APFEARRING OH THE BILL OF LADING AND EXFORT ENTRY.

GIGHED eeeesesssnansesesssnss C(SHIFFERD FORESTRY CLEARANCE STAMF




01?7 7222191+

027 743369+

03?7 +

CONNECTING NOW

01— SMITFOR J22191

02- RCML NZ3369

ALL AVAILABLE PARTIES CONNECTED - GA

SMITFOR NE22373

REF 57 APRIL 14TH 1986.

‘ TO SFCL / RCML

SFC POM WISH TO INDICATE THAT THE REQUEST FOR ULA
LOGS AS SSI COULD HAVE REPURCUSSIONS WITH FORESTR?OD;I?TGRADE §.SmaLL

ALL SHIPMENT DETAILS ARE NOW BEING COMPUTER
F.1.C. AND REPORTS ARE MADE TO GOVERNMENT. CHECKED BY

STRICTLY SPEAKING A SUPER-SMALL LO6 IS DIAM
AND SHOULD BE GRADES AS SS2. ETER 40 CMS TO 49 CMS

‘ae SEALPA RULES.

881 50 CMS AND LARGER // 2.3 METRES PLUS
882 40 CHS AND LARGER // 2.0 METRES PLUS
883 30 CHS8 AND LARGER // 2.0 METRES PLUS

"DIAMETER 8IZES:-

REGULAR &40 CMSB PLUB .
SMALL S0 -89 (M8 .
B.8MALL 40 -49 CMS

IF BFC REASON TO CALL B.8MALL LOGB AS 8S3 FOR PRICE P
WE SUGGEST MEGOTIATIONS SHOULD BE ON PRICE ONLY AND NOT 8178 ||
ADJUSTING TO GRADING BULES.

REGARDS
BRIAN WALTERS.

SMITFOR NE223738
RCML NZI33469
SMITFOR J22191

- seages
o1-
TIME 003.4 MINS

02-
TIME 003.4 MINS




After that it became much better about grade but the
special feature is there is still peeler grade but more
883 is there.

I guess that if I teach them to grade less an peelers the
problem will be less”.

This clearly confirms that what 1is apparent was quite
del iberate. There were a number of  high grade
(peelerilogs and not  many 883 logs on intial grading.
The Sumitomo inspector regraded the logs onto  the sh{p
deliberately downgrading peeler logs to reduce their

number and deliberately downgrading sawlogs to 853
grades. He directed grading according to his standard to
redure the number of peelers and increase the number of

1ogs graded S553.




SCHEDULE 10
SUMITOMO FORESTRY

M.V CORAL QUEEN - APRIL 1986

There were four part shipments two of which were split
PNG invioce were:-

(1> BFE (DIOS)
888pcs 35128.967m3 at FOE USD1B1,480.09 for
Japan.

(2)  ANG TIMRERS: -

(a) 288pcs B818B.201m3 at FOR USD34,953.82 for Japan
(b) 18ipcs 575.046m3 at FOR USD24,151.94 for Korea
469 1333.247 usDS9, 105, 76

(3» ULARO:-

(a) 86pcs 202.186m3 at FOE USD17,230.78 for
Japan (all rosewood)
{thy LTdpes 1983.286m3 at FOB USDB2, 322. 96 for Korea
760pcs 2185.472m3 at UsDg9,564.74

(43 BFE(KIETA)

123pcs 639.633m3 at FOB UsSD=20,847.60 for Korea
2240 7347 .325m3 uUsD370,998. 13

The average FOB price over the full shipment was USDS0.49
per m3

The shipments to Korea were thus as follows: -

2b 181pcs 575.046m3 at FOB USD24,151.94

2b €74pcs 1983.286m3 at FOB USDBZ,333.96

4 123pcs £39.639m3 at FOB USD20,847.60 '
978 3197.971 usp137,333.50

The cargo seems to have good quality going ta Japan
(including the LABO Rosewood at exact MEP prices) with
the residue plus Hopea going to Korea.

The FOB unit price for Korean shipments averaged USD4Z.94
per m3.

Korean end invoices were obtained, are C&F and show:-

181pcs  375.046m3 at USD6E8B.00 totals USD 39,103.13
€74pcs 1983.286m3 at USDES. 00 totals USDI24,863.45
123pcs  633.633m3 at USDEB.00 totals USD 43,495.45
978 3197.971 68.00 217,462.03




The price differential is USDBO,128.53 ar USD2S.06 per m3
which exceeds by about USD4 to USDS per m3 freight rates
applicable at the time on a single charter basis. The
markup; on thas basis, is in the order of 10% of the FPNG
FOR price. .
In the file for this shipment are some revelatory
communications.

ta) SFC Japan cbviously sought to have Ulabo
undergrade lcgs which were supersmall (diameter
40-49cme) by grading them 883 under the Sealpa
rules instead of I3:&. It was counsel led
against this not because it was wrong but
because of fear of being caught (Attachment 1)

(by OF directed its price negotiator (as a
result of this advice) to negotiate prices
with Ulabo at exact MEF prices and on
supersmall logs to negotiate at the MEF
applicable to 883 logs (Attachment 0.

(c) SF contracted to sell logs bound for
Korea to Taesung Lumber at USDES. 00 per m3
CcxF including supersmall logs (diameter
40-49 cms) and a copy of this caontract is
in the Port Moresby Office file
(Attachment 3D

In fact the whole cargo from Ulabo (including Rosewood)
was sold at exact MEF prices (Attachment 4) so it would
seem that logically logs must have been undergraded as
SFC had suggested.

In the file for this shipment separate lists and
summaries shows Sealpa gradings (Attachments S5 and 7
respectively) and the second old system gradings
(Attachments 6 and 8 respectively). A comparison-shows
exactly what occurred and it seems clear there was
deliberate undergrading.

The detail of the report and loading plan arranged by
staff in PNG 1is illustrated in Attachment 9 and there is
clear reference to grading and a new gr adevr .

Roughly translated it reads "I changed high grade into
open file and 1 reqr aded each of them ontc the ship.

1 instructed the new grader not to make the same mistake
tagain) and I ordered Mado to watch it always.

After that it became much better about grade but the
special feature is there is still peeler grade but more




SCHEDULE 9
SUMITOMO FORESTRY
M.V. TASMAN CLIPPER - APRIL 1986

There were fowr part shipments all toa  the FHorean buyer
Eagon Industrial Co. ttd. PNG involce details were:-

€1 KUMUSI 684pts 3012,0%3m3 at FOR USDIS3E, 146,93
C2) ANG TIMBERS S681p:s 1743.451m3 at FOB USD 77,739.62
€3y  ULARO 630p-s 1735.72Zm3 at FOR USD £8,603.66
(1) BFE SEdpocs 1073.053m2 at FOR USD SE6£,455.75

2233 7570.375 USDE5E, 005, 36

The FOR price averaged USD47.02 per m3.

The Forean end invaoicss were obtained and are CNF and
shows —

6E84poe 3012,033x2 at CMF USDZ0OT,834.83
SElpce 17432.43103 at ONF USDL1zC, 300,88
,20poe 1735.725m3 at ONF USD1I1S, 765,03
Sedpce 1073.055r3 at ONF USD 74,154,800

2239 7570.3570 usnsoz, 355, 54

The price differential is USDI1&S,34%,58 or USDI1.97 per
m3.

On  the Port Moresby Office file 3 cassmilie from Tobyo
to FNG Office whichk deals with this shipment and which
roughly  translated says freight is USD17.50 per m2 but is
being neqotiated with the shkipping company and could
become USDIS. 0O per m3. It also divects that the "check!
to be made be severe, CtAttachmant 1)

Depending on what twe uwltimste freight rvate was the
markup over and abcve freight is at a unit rate of
HUsD3. 97  to USD4.47  per m3 or at a rate of 8.44% to 3.50%
of the FOR price.

Sumitomoe was clearly dealing with Ulabo at MEFP prices.
It was saving Rosewcod for the next shipment on MY Coral
Queean. Naba was instructed to user the "old MEF" for
this shipment (Attachmnent 2)




in the Sumitomo Port Moresby files are separate lists and
summaries of this shipment - the first shows Sealpa
grading (Attachment 3) and the second old system aradings
(Attachment 4). It will be observed that though a total
242 1logs were graded supersmall (under the old system)
not  ope sinale log was graded 883 (under the Sealpa
asystem) . This is is marked contrast to the shipment from
the same producer in the same month on M.V, CORAL QUEEN
(Schedule 10) and further proves undergrading on  that
shipment.

The sale by Ulabo was at below then current MEF prices -
compare  invoice (Attachment 5) and  summary (Attachment

3).

The grading situation is again illustrated, in a manner
which causes concern by the part shipment from Kumusi
Timber Comparny.

For its part shipment Kumusi sent an invoice (Attachment

&) and another dummy invoice showing MEP figures
(Attachment 7). The first invoice shows an adjustment
which seems explained by a telex (Attachment 8) which
indicates Sumitomo paid less than e invoice price and

expected a refund of the difference.

The explanation can be gained from a handwriten document
on Sumitomo's file coupled with the log list also on that -
file. The result is tabulated in Attachment 9.

In arcordance with his instructions for a "severe" check
the Sumitomo inspector downgr aded Kumusi logs as
follows: —

Gr 2 Red Species

5 of 19 logs graded SF1 were downgraded to 8G61

2 of 35 logs graded SP2 were downgradead one each to 8§61
and 852

Two SS1 logs were downgraded are each to 8§82 and S53 and
one S8S2 log was downgraded to S83.

Group 2 White Species

3 of 9 logs graded SP1 were downgraded two to 551 and one
to 552

3 of 5 logs graded SFZ were downgraded two to 8S1 and one
to 88z
5 of 13 logs graded 851 were downgraded to S8Z.




Group 3 Red Species

The only one S8F log was downgraded to SF2

4 aof 71 logs araded SP1 were downgraded three tg 551 and
one to 882

Lo

2 of 15 loge graded SF2 were downgraded to 551
Group 3 White Species

8 of 74 logs graded SP1 were downgraded, one to 8SP2, five
to 581 and two to S52.

The intent and result in quite clear - to downgrade the
peeler class logs and to  downgrade  them into sawlag
clacses. In many instances the logs have been downgraded

by two classes and that is something which is  very
difficult to explain in an acceploble manner.

0f real concern is the possibility raised by this file
that @& log exporter can sell and invaice for logs sold
from FPNG and  then be asked to return part of the sale

proceeds to the buyer.

The existence of such a practice raises the prospect of
very serious abuses.
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ey e
MAR 24 1986 0731

e ATT
SMITFOR NE22373 ACHMENT 2

STAND BY FOR BROADCASBT CALL

24 /MARCH ' 86
TLX TO UTC

C.CIMR.B.WALTERS
REF1023/86
REF 1 CHANGED T/CLIPPER’S LOADING ROTATION

4-WE CHANGED 2ND LOADER TO ANG TIMBER INSTEAD OF utC. UTE 18
JRD LOADER+180 ETA MILNE BAY AROUND 28-29/MARCH.

2-23:ﬂ;¥18 SHIPMNT PLS DO NOT LOAD ROSEWOOD.R/WOOD LOAD FOR NEXT

AND PLS UNDERSTAND N COMFIRM THE PRICE OF THESE R/WOOD 18
AVAILABLE OF MARCH CONTRACT FOB.

3J-REFERENCE OF MEP FOR THIS SHIPMNT.PLS USE THE OLD MEP. *
BECAUSE OUR CONTRACT 18 ON OLD MEP AND»

THE OLD MEP 18 AVAILABLE FOR THIS SHIPMNT BECAUSE L/C OPENED
BEFORE 19/MAR AND VESSEL ARRIVED PNG BEFORE 31/MARCH.

RGRDS ABEMATSU

SMITTOR NE928349
SMITFOR NE22373
ULABO NE&1110088

MAR 24 1986 0732

o

SMITFOR NE22373

STAND BY FOR BROADCAST CALL

!

prs

P T

Poee WP
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ISHIFFER: UTC.
FRODUCER: UTC.

LITYFE OF PRODUCE: ROUND LOGS
11
HIPORT OF LORDING: GAMADOUDCU

IEXFORT LICEMCE NO: SEE0E1 | IFORT OF DISCHARGE: KOREAN FORTS

EXFORT PERMIT NO: | IMAME OF VESSEL : TRSMAH CLIFFER
CEORT EMTRY  NO: I ISRILING ORTE: 93./04,86

IGROUF | SPECIES IGRADE IFIECES IVOLUMECM3) | MEF MXC$US) | MEF YALUE |
I 1 IMALNUT I 851 | 1% | S5, 733 | 73.56 | 4099, 71 |
1 | | sz 1 21 | 35.272 | S6.64 | 1997.80 1
| IFEMCIL CEDAR I 581 | 7o 24.75¢ | 73.5¢ | 1821.651
| | | s€2 | 5 | 11.249 | S€.64 | 671.121
| IPLANCHOMELLA I 581 | € | 20.557 | 71.19 | 1463, 451
| \ I s82 | 2 | 2.5e91 56.95 | 142,881
| i GROUF TOTAL | I 6@ | 150.6761 I 1e196.011
| 2 ITERMINALIA 1 881 + 12 | 46,212 53.37 | 2466.331
. . | 882 1t 15 | 26.599 | 43.23 | 1143.871
i IMEFRSAMA I SF1 | 11 2.542 | 58, 71 ] 149.241
| | I sF2 | 4 | 10.741 | s6.04 | 661,92
i | I s81 | ra 20.155 | 53.37 | 1075.67 |
i | | ss2 | 7| 11.965 | 43.23 | 517,241
! ITAUN I s81 | 8 | 21.361 | 53.37 | 1140.031
! | 1862 1 18 | 29.479 | 43.22 | 1274.37 |
| IKWILA | §81 | 5 | 12.534 | 53.37 | 668.93 1
i i 1 882 | rd 14.092 | 43.23 | 6039.191
| ICAHAR TUM | SS1 | 5 | 14.967 | 53.37 | 798.781
i i | ssz | 9 | 18.894 | 43.23 | 816.78 1
! ICALOPH'YLLUM | sFz | 11 s.107 | 56.04 | 286.191
I | | 851 | 3 | 8.784 | 53.37 | 468.80 |
i | | §s2 | 11 2.052 1 43.23 1| es.701
| IAMOORA | SP1 I 11 4.1881 58.71 ! 245.87 |
! i | sS1 | 5 | 21.407 | $3.37 | 1142.491
. ' I §s2 | 2 | 3.939 1 43.23 | 170.281
| ILABULA | 8S1 | 6 | 19.7281 53.37 | 1052.881
i | | ss2 | 3 | 5.6281 43.23 | 243.291
| ! GROUF TOTAL | I 120 | 390.374| 1 14966.85|
i 3 IHOPER | §S2 | 11 2.1171 30.74 | 65.07 |
| IERIMA | SP1 2 1 +8.857 | 48,88 | 862.951
i i | sP2 | 1| 2.7181 38.79 | 105.431
i | | §S1 | 9 | 47.851 | 36.59 | 1750.86 1
i I | 852 | 4 | 8.7921 30.74 | 270.26 |
i 1DYSOX 1St 1 25 | 71.2331 36.59 | 2606.41 |
) i 1882 + 15 | 28.214 | 30.74 | 867.291
I IWITEX I 882 | 4 | 6.910 30.74 | 212.411
] IBUCHANANIA I SP1 | 1 | 4.711) 48.98 | 193.051
i I | sS1 | 31 8.502 | 36.59 | 311.081
i I I 882 | 3 | 9.147 | 30.74 | 281.171
' ISTERCULIA | sS1 | 1 1.3591 36.%5% | 45.721
0 I I §82 | e | 13.790 | 30.74 | 423,901

—— o ——— - ———




SROUP | SFPECIES IGRACDE IFIECES IVOLUMECM3> 1 MEFZM3C$USS 1 Mer VALLE
IF IRMIAMA | s€1 | 1 1 6.2321 236.59 1 zz3.621
| 1 552 | 2 | 7.2471 36. 74 i z22.77 |
IMILKY PIHE | s51 | 7 | 25.241 | 36.59 | 923.56 1
i | ss2 | 4 | 9.549 | 30, 7 | 293,531
|{AMBERD1 1 s51 1 5 | 13,7681 36.59 ! S04.50 |
, | g2 | 1| Z.3891 36. 74 I 73.431
IPLAHCHOHTA 1 51 | 187 | 3F2.e91| 2€6.53 | . 12614,.59 1
| | 852 | 41 | 26,191 0. 74 I 2TT2.47 1
IWATERGLIM | SFz | 3| 6.5864 | , 3273 i 266, 25 |

| | 1851 1 26 | @1.347 | 3€. 59 i CICT P Tl

, i | ss2 1 42 | 96.632 1 20,74 [ 237R. 62 |

! ICRYPTOCARYA | SF1 ) 1| Z.806 | 40,98 1 114,921

| | | §F2 1 11 2.2791 38.79 I 127.131

| i 1 g1 1 13 | 4z2.316 | 36.59 ' 154%, 34 |

i i 1 52 1 17 | 37.6859 | 30,74 ! 1163,721

| IGARCINIA | §51 4 | 9.7621 36.59 ! 357.131

| | | 882 | 6 | 12.1521 30.74 ! 373.551

[ IHARFPULLIA | s€1 | 4 1 12.1371 36.59 I 444,63 |

0 | | 582 | 11 1.903 1 30,74 ! 53,651

! IPODOCARFUS | ssz | 1) 1.8911 30. 74 ] s8.121

| INARUCLERA 1 ss1 + 10 | 26.222 | 36.59 I 253, 46 |

i i 1 s52 | rd 15.605 | 36,74 ! 479.65 |

{ IHERITIERA | 551 | 11 3.412| 36.59 ! 124,64 |

i i | 882 | 2 | 4.755 | 30,74 ! 146,26 1

1 IPROTIUM | 851 | ) 2.1761 3€.532 { TR.E11

I ) | ss2 | 3 | 5.382 | 30.74 | 165. 441

| IMANILTOA 1 851 | 3 1 2.1231 36.59 I 233.€1 |

i | 1 ss2 | 21 4.104 | 30.74 I 126.151

| {PIMELEODENDRON 1 851 | 2 | 6.32¢21 36.59 ! 231.54 1

i ) I 882 | 11 1.7961 30. 74 ! 55.261 1

! ILIGHT CELTIS | ss2 | 21 4.9721 30.74 | 125.17 1

f {END1RNDRA | sP2 | 1 2.081 | 38.79 | g0.72 1

i 1 1 ss1 1 111 46.226 | 36.59 | 1691.40 |

I P - i 882 | 6 | 13.626 1 30.74 ! 413.171

i ITRISTANIA 1 ss1 | 1 2.782| 36.59 | 101.791

I ! | 8s2 | 21 3.8731 30.74 | 113.051

! ILITSER | SS1 | 31 9.4331 36.59 | 345.151

| i 1 882 | 3 | - 4.9081 308.74 i 150.87 |

| {HARD RALSTONIA | 882 | 2 3.1801 30.74 | 97.751

] {BULOLO ASH 1.852 | 4 1 7.8111 30.74 | 248.11 |

| IQUANDONG 1'881 | 21 - 6.2671 36.59 - | 229.301

i 1 1 882 1 I 1.6371 30.74. | s6.321

| . IYELLOW HARDWOOD 1 881 | 11 2.2171 36.%59 | 81.121

. T N -~ 2 5 | 9.679| 38.74 =4 297.531

' ‘W*~%ﬁﬁﬁﬁ§“ SRR I - B 2 1 6.906 | 36.%% 'V 252.691

' ! I 882 | 5 | 10.%500 | 3@.74 1 322.76 1

| {1SPONDIRAS | ss1 | 31 10.672 | 36.%9 | 398.481

] 1 GROUP TOTRL | | 450 | 1284.6751 |  44655.261

! ITOTALS BY GRADE | SSP | e | .0001 1 .00 1

i \ | SP1 | 6 | 23.1084 1 1 1966.89 |

i 1 1 sP2 1 11 30.75@ | | 1467.76 |

i ' 1851 | 328 | 1039.817] | 46709.26 |




IGROUE | SFECIES IGRADE IFIECES IVOLUMECM3> | MEF/M3<EUS> | MEP YALUE |

oo ams s ot e e —-————— —— —— o} T e S s S it . S (il il o S PP At S o S S W S S
- — o ———

| | | £62 1| 285 | SB82.914 | | 20584.@7 |
| | | 853 | e | . 000 | | .00
| | | [ e | . e | | .00 |
: | I ! e | .00 | | .00 1
| | | ! @ | . e | | .66 |
| IGRAMD TOTAL ! | 63@ | 1735.7251 |

————— —— it S T S - P2 M S o S = et S o b "
s - e s Saris e Gt i SVt Shome S B S S —— -

I CERTIFY THAT THE RECOVE FIGURES ARE TRUE AMD CORRECT AHD CORRESFOHD lJITH THE
TIGURES AFFEARING OH THE BILL OF LADIHG AHD EXFORT ENTRY.
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JIFFEFR:

uTc.

‘RODUCER: UTC.

!

IEXFORT LICENCE HO: S8:s09£1

——— ——— —————— o — o— =

TYFE OF PRODUCE:

i

l

IFORT OF LORDING:
IFORT OF DISCHRRGE :
|

ROUND LOGS

GAMADOUDOU
KOREAN FORTS

IEXPORT FERMIT HO: HAME OF VESSEL : TASMAN CLIFFER
ESFLRET EMTRY MO ISRILING DATE: 6370486
P SFECIES IGRADE IFTECES IVOLUMECM3) | MEF M2C$USY | MEF VALUE |
L1 IMALHUT 1S§ 1 17 | 25,1951 T . O |
| | be 1 1z 26.671 | T I . 63 |
| | PR 11 39,7391 .ae | .60 |
| IFEMCIL CECAR I 8 1 a | 9.024 | .ea | . Q6 |
| | 1s 4 1 11.6291 08 .60 |
| | IR 4 1 16.5521 .ea .oa
| IFLANMCHOMHEL LA I §§ | z 2.503 1 a3 .6 |
| | I's 1 3 1 7.1721 .e@ .00 |
| , IR 2 | 13,3851 .ea | .0a |
| | GROUF TOTAL | I 68 |  15@.6761 | . a6 |
| 2 ITERMINALIA 1SS 1 14 1 26, 837 | a6 | .00 |
| | s 71 15,443 .ea | @ |
, | IR 6 1 32.531 1 T .00 |
| IMERSAWA 1S5 | 6 1 9,077 | .00 | .en0|
| | - T 6 | 14,435 | .00 | .06 |
| | IR 71 21.e91 | .00 | .ao |
i I TAUN bss 1 17 1 25.584 | .08 | .00 |
| | 1s 71 17.427 | .00 | .e0|
| | IR 21 7.8291 .ea | .80
} IKMILA 188 | 6 1 _11.4791 .e0 | .20
| | s 41 10.956 | .00 | 00 |
| | 'R I 21 4.1911 .00 | .20 |
| ICANAR IUM 188 | 9 18.894 | .00 | .06 1
, | rs | a1 11.2851 .00 | .00
" " IR | 11 3.6821 .00 | .20
) ICALOPHYLLUM 1 ss | 11 2.0521 .08 | .e0|
" i s 1 21 4.784 1| .ee | .00
" y = 21 9.187| .20 | .00 |
i IAMOORA 188 | 2 1 3.9391- .00 .| .00 |
i i rs 1 11 2.067 1 .00 | .00
| | PRI 5 1 23.5281 .00 | .80
i ILABULA 188 | 21 3.461 .00 | .e01
i i 1s i S 1 14.1361 - .00 |
" ) IR | 21 7.7391 .00 | .00 |
) ! GROUP TOTAL | I 128 | 300.3741 I .00 |
i IHOPER 1ss | 11 2.1171 -1 B .00
i IERIMA 1 ss | 31 7.26€01 .00 | .00 |
| ! s 4 i 9.13%1 .08 | .00 |
I | IR 9 1 51.823 1 .00 | -1
i 1IDYSOX 1SS 1 14 24.9791 .20 | .00
" i 's 1 19 | 43.726 | .e6 | .00 |
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ATTACHMENT 5

ULABO TIMBER COMPANY PTY LIMITED

Heod Office: Robaul Office:
P.O. BOX 95, P.O. BOX 1679
ALOTAU. RABAUL

TEL: 61 1263 TEL: 92 2473
TELEX: NE 61110 TELEX: NE 92837

INVOICE NO. EXPL 55

DATE: 03/04/86

SOLD TO: SUMITOMO FORESTRY CO. LIMITED., .
14-1 NIHONBASHI-KOAMICHO,
CHUO-KU,
TOKYO,
JAPAN. ,

BASIS: FREE ON BOARD AT GAMADOUDOU PNG

ORIGIN: IT IS CERTIFIED THAT THE MERCHANDISE IS OF
PAPUA NEW GUINEA

INSURANCE: BUYERS CARE

PAPUA NEW GUINEA ROUND LOGS
PIECES: 630

VOLUME : 1735.725 M

INVOICE AMOUNT:  UNITED STATES DOLLARS §68,603.66

DRAWN UNDER L.C. NO: NP 386002300

FOR ULABO TIMBER COMPANY PTY LIMITED

-

se e ovssoeb e as o0 sese

R.TATE
(SHIPPER)




AT xumus TMEE Eoveany prv e

] TELEX: NE 29101 CABLES: KUMTIM, POPONDETTA
TELEPHONE: 297322, 297352, 207376.

25th March, 1986
Sumitomo Forestry Company Ltd., Ref

Nissin Building,
i No. 14-1, Nihonbashi-Koamicho,

Chuo-Xu, Tokyo 103,
Japan.

COMMERCIAL_INVOICE

Shipped under Export Licence No. S85057
Papua New Cuinea Round Logs

GROUP/SPECIES GRADE PIECES VOLUME(M3) PRICE/M3 TOTAL AMOUNT(US$)

GROUP ONE(RED SPECIES)

PC SP2 1 3,965 US$86.32 US$  342.26 -
ss1 2 7.186 US$82.39  US$  592.05-
SS2 2 5.733 US$63.78  US$  365.65 -
PL SP2 1 4.05 US$B3.53  US$  338.63 -
ss1 1 1.901 US$79.73 US$  151.57 -
552 2 B.972 US$63.78° US$  572.23 -
GROUP TWO(RED SPECTES) ST
sPL 19 84.455 US$65.74 .US$ S,552.07 -
sp2 35 151.938 US$62.75- US$ 9,534.11°
ssi 179 835.981 US$59.77 US$ 49.966,58
, gs2 202 881.530 US$48.50 |-~ USS 42,754.21 -
GROUP THREE(RED SPECIES) . i
ssp 1 6407 USs48.47 L uss § 213,61 -
SPI 21 . 90.908 US$45.94 S USS “4.176.31 -
SP2 15 -_  72.692 US$43.46 i US$  3,159.19 -
;ﬁ ss1 6 271.579 US$40.99 [ EUS$ 11,132.02 - °
: ss2 21 68.914 US$34.19 nss 2,3%6.1% *
i i - - T, A ‘t
x Y 3 ' 4 : :..'h"‘»:-;
} ROUP  JHEXVHITE SPECIES o D
; L SR
i v SP2 1 8.365 usm 07 #4USS  644.69 -
i ss1 -2 8.550 US$73.56 . USS  628.94 -
gg: ss2 1 2.680 US$56.95 #4 US$ | 152.63
- CROUP TWO(WH)TE SPECTES ‘
' SP1 9 32.888 US$58.70 ° US$ 1,930.53
sp2 5 18.030 US$56.03  US$ 1,010.22
ssl 13 47.215 US$53.37 & US$ 2,519.86 -
sS2 4 13.372 US$43.30 T US§  579.01°
[ !J‘:' !

n
! i
. -

A s
N PSS

-t .

C e mes At M i o AP et - — e



CROUP/SPECILS _GRADE_PIECES VOLUME(M3)

KUMUSI TIMBER COMPANY PTY LIMITED
P. 0. BOX 352, POPONDETTA, PAPUA NEW GUINEA.

TELEX: NE 29101 CABLES: KUMTIM, POPONDETTA
TELEFHONE: 287322, 297352, 297376.

Wy R E

. Ref
PRICE/M3’_TOTAL AMOUNT(USS$)

CROUP THREE(WIITE _SPECIES)

SSP 1 4.201 US$43.28  USs  181.82
sP1 24 108.838 US$41.02  US$  4,464.53
sk2 15 | 79.993 US$38.80  US$ 3.103.73
ss1 3l 133.288 US$36.60  US$ 4.878.34
882 20 60.464 US$30.53  US$  1.845.97

TOIAL: - 84 3,012.049 US$153,146.93

- wpagdy B2 ae

UNITED STATES DOLLARS: ONE HUNDRED AND FIFTY-THREE
THOUSAND ONE HUNDRED AND FORTY-SIX AND CENTS NINETY-

THREE ONLY.

19687 161050y

Si1:PPER : KUMUSI TIMBER COMPANY PTY. LTD, V) 8024
VESSEL : M.V. TASMAN CLIPPER ,

LOADING PORT : ORO BAY, PAPUA NEW GUINEA

DESTINATION : KOREAN PORT(S) '

LEITER OF CREDIT  : NP386002350 -

FOR AND ON BEHALF OF
KUMUST TIMBER COMPANY PTY. LTD.
(UNDER SCREME OF ARRANCEMENT)

RECEIVERS & MANACERS APPOINTED
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o

. -, 882 E !%9.378 US$30.33 8%! E,9‘9,91
MAL:- L . ’ . 9 s &

KUMUSI TIMBER COMPANY PTY LIMITED

P Q. 00X 302, POPONDETTA, PAPUA NEW GUINEA.
TELEX: NE 28101 CABLES: KUMTIM, POPONDETTA
TELEPHONE: 297322, 297362, 297378.

25ch March, 1986 .
Ret

Sumitono Forestry Company Lltd.,

Nigsin Building. {

No. l4-1, Nihonbashi-Koamicho,

Chuo-~Ku, Tokyo, .
Japan, . . WM” AP[IL

COMMERCTAL INVOICE
Shipped under export licence no, 355057
Papua New Guinea Round logs
GROUP/SPECIES GRADE PIECES VOLUME(M3) PRICE/M3 TOTAL AMOUNT(USS)
GROLY CNE

PC SP2 ) 3,965 US$77.07  US$S  305.38
33 2 7.186 US$73.56  USS  528.60
552 2 $.723 US$56.95  USS  $26.49
PL. SP2 1 4,05 US$74.58  US$  302.3S ,
881 1 1,901 US$?1.19  USS  135.33
§52 2 8.972 US$56.95 USS  510.96
” w2 1 ‘8,365 USS77.07  USS  644.69
ss1 2 8.550 US$73.86 USS  628.94
882 | 2.680 05856.95 Uss 152.83
CROUP 1 sP1 28 117.343 US$%8.70  USS 6,888.03
GROVP 140 SP2 40 . 160.068 US$S6.03  US$ 9,523.8]
ssl 190 873.087 US$33.37  US$ 46,896.65
SS2 208 "90S5.011 US$43.30  US$ 39,186.98 .
OUP THR 8Sp 2 8.608 USS$43.28 USS 372,88
EROUP THREE gPl 45 199,746 US$SA1,02 USS '8,193.58
s X 152,685 US$38.80 USS $,924.18
8s1 :7 404.867 US$36.60  USS 14,818.13

SO SREESRLNNTOLPSNIBAnS - '
JUS 46 1Sps MY . fran~.
—_—

UNTTED STATES DOLLARS: ONE HUNDRED AND THIRTY-EIGHT THOUSAND
NINE HUMRED AND EIGKTY-EIGHT AND CENTS' BICHTY-NINE ONLY,




KUMUSI TIMBER COMPANY PTY LIMITED

PO WOX 3074 POPONDETTA, FAPUA NEW GUINEA,
TriliX: NE 29100 CABILS KUMTIM, POPUNDETTA
T FPRUNY . 20258, AL, 2973870,

HE R ?RSC! VGTEEHOUSE
541: E8isy 110 Linrdiry, 2 2109
e 3/4/30 it G5am .
0 Wakers
LIt Sormcome rar‘f.s‘h‘y Co

it FW lum¢s$#
i Tasmee Cl"ﬁf'.
e . tiver: ol i1 X6 853

SHIPPER . KUMUSI TIMDER COMPANY PTY. LT,

VESSE, .1 M.V. TASMAN CLIPPER

1.OADING PORT : ORO BAY, PAPUA NEW CUINEA

p:-..‘;T;NA'lION ¢+ KOREAN PORT(S)

LIVIER O CKEDIT . NP386002350

POR AND O BLIALF OF FOR AND ON BEHALF OF
FOMUST TMBER COMPANY PTY. LT, SUMITOMO FORESTRY CO. LTD.

(UNDER SCHLAE OF ARRARCIMUNT)
Rl" EIVERS & MANAGHRS APUOINTED
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ATTACHMENT -8 +

o

SMITFOR NE22373

06626 APR 02 1986 1009
600D MORNING

GA

7222191+
SMITFOR J22191
SMITFOR NE22373

REF 16 2ND APRIL 1986.

~JASMAN CLIPPER - KTC REFUND.
‘»‘— > P G G O D S G S S W T S — -

STILL NO CONTACT WITH MR. LAI.

HOWEVER: MR.TING (ANBOGO BOY 8COUT) HAS CALCULA

US$1295.89. ULATED AMOUNT AT
WILL ADVISE WHEN IN CONTACT WITH MR.LAIL.

YLABO.

I > a =

808 TATE ADVISES IHH!DIQIELY‘CHANGING PRODUCTION AREA AND ES
TINRATES
FUTURE SPECIE MIX TO INCLUDE NIGHER PER
TOLY 257> CENTAGE OF MERBANWA

REGARDS s - :
SRIAN WALTERS. , ' : )

BSMITFOR NE223738
BMITFOR 322191
SReas

TIME 001,8 MINS



ATTACHMENT 9

MV_TASMAN CLIPFPER

GRADING ADJUSTMENT WITH KUMUSI

DILLENIA (Group 3 Red)

LOG NO DIA LENGTH VOL ORIG GR REGRADE OR PR
4825 0 11.70 7.414 GF2 661 43. 46
5245 72 9.60 3.909 GF1 581 45, 94
5415 79 10.60 5.196 &F1 S61 45, 94
5423 71 8.40 4,197 8F1 sS8% 45,94
S4€8 &4 13.70 4,407 88F SF2 463,47
5624 52 10,00 2,124 SPZ2 851 43, 46
5628 &1 17.60 S.144 SPZ 551 43,46
S6e29 60 10, O 2.8B:27 &SF1 851 45,94
The aggregate original price was UsSD19532. 65 and
regraded price USD1425.35.

CHYSOCITON (Group 3 White)

5278 75 i4. % 6.583 SF1 582 41,02
FLIDERSIA

5060 B8O 13. 2 6€.€35 6SPi 551 41,02
5282 76 3.80 4.446 SF1 86 41,02
52394 70 13. 0 5.003 SF1 551 41.02
3330 &6 12. 3 2.550 SP1 861 41.02
53959 82 17. © 8.978 SF1 SF2 41.02
5378 65 12. 6 4.181 SF1 881 41.02
5395 78 12. 1 5.78z 5F1 8S1 41.02

The aggregate original price was USD1833,
regraded price USD16&RS, 71,

TJAUN

5234
5240
5252
5255
5652

The aggregate original price was USD2715.

(Group Z Red)

77
91
84
90
62

10.
&.
7.
€.

12,

caooumd

4.936
4.118
ALz1z

".} e’___,..‘
b P ]

v eqr aded price USD234., 2

552
851
sF1
5F1
SFz

863
863
551
561
561

39 and

48. 50
99.77
65.74
65.74
62.75

232 and

REVISED

40,939
40,33
40,93
34.19

3.46
40,33
30,
40,

€W
@@

the

36.60
30.35
36. 60
T 36.60
38.30
36.60
36. 60

the

41.29
$1.29
99.77
59.77
99.77

the

a



BURCKELLA (Group 2 Red)

5440 7 9. 4 4,608 SFY 67,75 4R350

Y
n

Sdad 7 52 9,00 1.311 8Pt $51 £5.74  F.77
A c 5. 9 5,357 599 Ge 59,77 48,50
LD g0 13. 3 S.680  SF1 561 65,74 59.77
56,26 60 17. 9 H.061  SFI 851 65,74  S9.77

The agaregate original prioce vas Usno71s. 22 and the
y eqr aded price UsD2E40. 21

MERSAWA (Group 2 White)

5176 a1 €. 3 3,280 8581 8562 53.37 43.30
52350 < 11. & 3.702 8BF2 S8 56.032 43,30

LT X e 76 10, 5 4,763 SRl 551 58,70 G3.37

~

5445 56 13, 3.374  SF1 361 58,70  532.37
5450 £q4  10. 3 3.314 SS1 555 53,37 43.30
547 % - {4, 5 4,378 SFZ 551 56,032 S3.37
=481 &1 5, 5 2.761 SF1 857 ER.70 42,30
5507 59 3.8 3.773 SR =19 NELOD 53.3
SERE 6, 6. 9 1.693 8581 (2123 53,27 43.30
5618 <o 10. O 1.96%1 S8 597 53,37 43.30

—

5627 7 16. 6£.555 5851 S0 =520.37 0 43,30
The aggregate ariginal price was Ushz198. 49 and the

v eqr aded price was uspig74. 58.

In total the difference was -

Original price Fegraded price

1532.65 1425.332
189493.33 1635.71
2715.23 2340.21
2198.49 1874.98
uUsb 8393.76 Usp 7276.83

B a3

The di fferential was thus USD1122.93.
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suMMARY o AT MEF

—— S~ ——————— —— -— o
e o S Ao S S S e S S S S S W . p— g w—
o ————

SHIFFER: UTC.
PRODUCER: UTC.

———— B o —— f—— o - T (o S M > A S . S gy s G S g S G St e W S Gl G i TR Y W W s

TYFPE OF FRODUCE: ROUND LOGS

N
R
, LIPORT OF LOADING:  GAMADOUDOU
ewpoRT LICENCE HO: SE5@61 | IFORT OF DISCHARGE: JAFAM FORTS
‘;;igﬁl :ERHIT NOC: 131 | INRME OF VESSEL : CORAL ©LUEEH
CECRT EMTRY  NO | ISAILING DRTE: 28./04,/S6
PN =5 8 . e e
1;;5557 _____ CPEC IES IGRADE IFIECES IVOLUMECM3) | MEP~MZ<$US) | MEF VALUE |
''''' GSEKOOD 185 1 2z | 45,587 | a0 | L0
bl :H” & vE 1 3T L EP.ETE Lo | B0 |
: , tR1 25 1 ga. 227 | ea a0
‘—_—_—7*——’ GROUP TOTAL | 86 | 2B2. 1861 | L aE |
- |1 TOTALS EY GRADE s 1 ze 45. 587 | u Lo
2 A i S ! = E€7.27V2H | s T
| l PR 25 1 89.227 | i LG |
.""“'TE;ELB TOTAL I | 86 | 20z.18c| | L G |
+

L e e s e e
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SCHEDULE 11

SUMITOMO FORESTRY

M.V. TROPICAL DAMSEL - MAY 1986

There were three part shipments one of which was split.
FNG invaoices were:-
€1) CPLC

€45pcs 2035.654m3 at FOR USD107,883%.66 for Korea

(2) ULABRD
ta) 441lpcs 118B6.697m3 at FOR USD 56, 048.68 for Korea

(bl 447pcs 1396.941m3 at FOB USD B0, 753.23 for Japan
888 2583.638m2 UsD136,801.91

(3) TONOLEI
606Epcs 2543.638m3 at FOR USD133,903.33 for Japan
v ea2139 7162.930m3 uUsD384,5934.36

The FOB unil piice on the whole shipment was USDS3.69 per
m3
The shipments to Korea were as follows: -

1 645 2035.654mZ2 at FOB UsD107,889.66
Z2a 441 1186.697m2 at FOR USD 6,048, 68
1086 3222.351m3 uUsD163, 938, 34

The quality logs seem tno have been destined for Japan and
the balance for Korea.

The FOB unit price for Korean shipments averaged USDS0.88
per m3.

The Korean end invoice was obtained, is C&F and shows:-—

10B6pcs 3222.351m3 at USD74.S0 totals USD240,065.15
The price differential is UsSD76, 126.81 or USD23.62 per m3
which exceeds by about USD2.50 to USD3.S0 per m3 freight
rates applicable at the time on a single charter basis.

The Sumitomo file on this shipment reveals matters for
concern.

-,

10




ca)

th?

(c)

Use of Export Licenses

Fart af this shipment was from Tonoleid
Development Corporation (TDC . There was a
possible problem with making up the volume for
this shipment and the idea was obviousfy
mooted of using somebady else’s export license
to make up the volume by provision of
additional l1oading in Nor th Sl amons
¢Attachment 1. The idea was apparently
acceptable. The proposal was pursued with a

check to be made with DOF tAttachment 20 but
it seems it did not proceed.

Use of MEP prices

It is quite clear that Sumitomo prices on this
shipment were fried by reference to MEF. With
CcrLC (Timbersales) it was  known MEF was
changing and dispensation was discussed for
CcPLC  and Ulabco (Attachment .. Ulabo required
a price based on the new MEF (Attachment )
Ulabo was in fact paid exact MEF prices for its
two part shipments. The CPLC part shipment was
at prices slightly above MEF (USD107,88%3.66
compared to MEP of USD104,328.13).

Alsc on this file is a faxsmile regarding price
fixing with Kumusi for a May 13986 shipment
c(Attachment 5. As can be seen the price is
fixed by direct reference to MEP figures.

Arrangement with Kumui

There was discussion regarding the purchase of
previously rejected logs from Kumusi documented
on this file (Attachment 6)¢ Quite clearly
Sumi tomo conceived of its arrangement with
Kumusi as an "exclusive deal® and was
considering buying reject logs (against its
policy) in order to preserve its exclusivity
and to prevent other buyers from competing
against it.

The basis of the perceived solution envisaged
those reject logs to be taken being red species
only &s selected by Sumitomo and envisaged the
selected logs being rescaled.

11
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Grading

Attachment 6 again illustrates the attitude to
supersmall logs being at 5883 prices for Ulabo.,
This would, if applicable, mean below MEF
prices or undergrading to achieve MEF prices.

The Sumitomo file alseo discloses on qoing
problems with grading which continued. In the
case of Ulaba the harshness of the Sumitomo
inspectors regrading caused Ulabo reatl
difficulties and le.d to a letter (Attachment
7) followed by further negotiation of gradings.

Buver and freight

Agers on  this file Sumitomo’s Port  Moresby
ODffice had a copy of the contract with the
Korean buyer (Attachment 8) and the ship

Fixture Note (Attachment 9. The latter is
unusual in that although it purports to be a
contract 1t provides “"Freight rate to be fixed
later"”. Clearly the Fort Moresby Office was
aware of the end buyer C&F price paid by the
Korean buyer but not of the freight rate.

Employee payments in Japan.

In part of a faxsimile ¢transmission of 22 May
1986 it is said (Attachment JO)

"FF. MR DND SALARY
PROCEED AS YOUR IDEA (PAY IN PNG) DIFFERENCE
ADJUSTMENT (YEN-KINA) WILL BE DONE IN TKY."

This strongly suggests that part of an

employee’s salary was paid in Tokyo and raises °

the question as to whether disclosure of that
payment was made to PNG tax authorities and
full Group Tax paid.

s
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SMITFOR NE22373

09442 APR 21 1986 1359
GOOD AFTERNOON

GA

041+

017 95910+

027 743369+
037 7222191+
047 +
CONNECTING NOW

01- TONDECO NE95910

02- RCML N23369

03~ SMITFOR J22191

ALL AVAILABLE PARTIES CONNECTED - GA

SMITFOR NE22373

REF <90 APRIL 21ST 1986,

TLX TO TONOLEI ATTEN: MR.J.DIXON.

s T ot L 2 i o e G . e A e e e e o

C.C. SFC TOKYO,
C.C. RCML WGTN

JOHNs WE REFER OUR TELECON THIS A.M.
VOLUME TO THAT ALREADY NEGOTIATED, AN
LICENCE.

WITH REF TO ADDITIONAL
D BY WAY OF USING ' OTHERS'

WE OKAY TO PROCEED ON THIS IDEA AS FOLLOWS:-

1) PROPOSED ETA 10 - 15TH MAY 1984,
2) VOLUME 2500 + 2000 B3 (OR BETTER?) ,
3) PRICE GAME AS 2500 M3 ALREADY NEGOTIATE
' ESPECIALLY TERM. BRASS: REMAINS SAME. ? PROVIDING SPECIE mIx,
4) APPRECIATE YR SOONEST RESPONSE . '

REGARDS
BRIAN WALTERS.

SMITFOR NE223730
RCML N23369
SMITFOR J22191
TONDECO NE95910
22002

01-

TIME 002.7 MINS

02-
TIME 002.6 MINS

“03-"
TIME 002.6 MINS
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SMITFOR NE22373

410330 APR 21 19846 1427
GOOD AFTERNOON

GA
041+
017 7222191+
027 743369+
037 ++
CONNECTING NOW .
M .
occ
01-
occC

02- RCML NZ3369
ALL AVAILABLE PARTIES CONNECTED - GA

SMITFOR NE22373
REF: 90

TLX TO- SFCL - TOKYO
RCML — WELLINGTON

ATTN: MR. H. NOSE
MR.G.R. SCOBLE

DIXON IN CONTACT AND ADVISES FOLLOWING 1-
4> BURPRISEDs BUT HAPPY RE OUR QUICK RESPONSE.

2> HAS CONTACTED BRUCE TELFER WHO DOESN'T FORSEE ANY LICENCE

PROBLEM BUT WILL LEAVE T.D.C. TO CONTAC
PROBLER. T FORESTRY (GORDOﬂ

35 DIXON TO FULLY CHECK WITH BUIN EARTHM ‘
A LITTLE RAINY NOW. OVERS RE PRODUCTION -

4) ACCEPTS PRICE 1DEA (SAME AS 2500 M3 - SAME SPEICE MIX ETO)

3) Tégﬁg' TO ADVISE AGAIN. RE PRODUCTION/LICENCE SITUATION NOON

REGARDS
B. WALTERS.

L
RCML NZ3369
- “SMITFOR NE 2237328200
02-
TIME 002.7 MINS
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SMITFOR NE22373

10470 APR 21 1986 1430
GOOD AFTERNOON

GA

7222191+
SMITFOR J22191

SMITFOR NE22373
REF: 90
TLX TO- SFCL - TOKYO
RCML - WELLINGTON

ATTN: MR. H. NOSE
MR.G.R. SCOBLE

DIXON IN CONTACT AND ABISES~FOLLOWING 8-
4> SURPRISED: BUT HAPPY RE OUR QUICK RESPONSE

2y HAS CONTACTED BRUCE TELFER WHO DOESN'T FORSEE ANY LICEN(‘:E

PROBLEM BUT WILL LEAVE T.D.C.
ENEIL) . TO CONTACT FORESTRY (GORDON

3y DIXON TO FULLY CHEEK WITH BUIN EAR
A LITTLE RAINY NOW. THMOVERS RE PRODUCTION -

4) ACCEPTS PRICE 1DE® (SAME AS 2500 M3 - SAME SPEICE MIX ETOC)

s) T7.D.C. TO ADVISE AGAIN RE PRO
oy DUCTION/LICENCE SITUATION NOON

REGARDS
B. WALTERS.

¢
SMITFOR J22191
SMITFOR NE223738880818 002.3 MINS.
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l FAX: (64) (4) 726581
1 R.C.Macdonald Ltd pare: 8 May 86

G2/G3 TRANSMISSION TO FAX:

COMPANY : $.T.C. Tokyo -

TRANSMISSION OF 2 PAGES (Including this pape)

FOR ATTENTION OF: My, 1. Nose ( C.C. Do Cffice)

Re new MEP prcblens

1) Advised to Mr. James that consider they (Tirmbersales) should

male application for disremsation. So far no reply.
2) Re Ulabo totally agree your opinion (fax Re® 04 7 May) and am

pushing Mr. Ellis for Ulabo to also arrly for disrensation in case

vessel delayed.

“tow awaitinc his response.

3) We now fax rcply from Groome's (Mr. Wilson) re BFE shipring

schedulo.

Recards Scoble

NZI Houss, 25-33 Victorls Strect, Vidlagtom New Zealand, ) b
P.0. Box 1201, Cabdles: Claynwe;, Vhblex: N2 3369
Tolonhone: ) 724.924 Whifer- {AMIRCRYT -
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ATTACHMENT 7

ULABO TIMBER COMPANY PTY LIMITED

Heod Office: Raobaul Office:
P.O. BOX 95, P.O. BOX 1679
ALOTAU. RABAUL
TEL: 61 1263 TEL: 92 2473
TELEX: NE 61110 TELEX: NE 92837
22nd May,1986 File 1/5

Mr Brian Walters .
Sumitomo Forestry Ltd.

P.0.Box 6782

BOROKO

Dear Brian,

Ref Log Grading and Demurrage for the Tasman Clipper mid May 86.

we have been able to carry out an inspection of some of the logs put
aside by your inspector Mr Omo. (see attached sheets with comments) the

balance the logs still in stacks will be inspected as they come out of
the piles.

My comments are:-

That generally there appears to be a tendency for our grader tohold
some logs in the SS1 grade when they should in fact be graded S$52 in
almost every case the problems are associated with form and knots.
Spiral grain and sweep are not such an issue.

I have therefore instructed our people as follows.

(1) That the SEALPA logs grading rules are to be used with particular

attention being given to form and knots when grading Peeler, SS1 and
882 logs.

(2) That provided the logs are correctly scaled and graded this must be
the basis for acceptance.

(3) That the check of both grade and scale must be undertaken before the
logs are put imto stack. It is very costly for stacks to be broken down
to allow secomd inspection to be undertaken at time of ship loading.

(4) That if am logs are held to be incorrectly graded or scaled we will
put them to ose side for subequit inspection and agreement.

It is critical that accord is reached on the grading issue and that your
on site check grading be made effective. There should not be more than
2-3 logs per sbip in dispute.

Demurrage Tasmn Clipper.

puring the lmding of this vessel some 15 hours of demurrage was incurred,
of this 6.5 Mours was due to loader break down and obviously to our
account. The Balance of 8.5 hours was due to be the breaking down of logs
stacks to enskle a reinspection to be undertaken in this time our load out

rate was redwed from around 70M’ per hour to 47M? hour as all of the mixed
specie stacks were resorted I believe that we should split the 15 hours

on a 50% basis.
Yopfks sincerel -
A
-
Warren Ellis v
General Manager




Log No.
7081
7049
7360
7272
7193
6942
7216
7423
7022
6939
7079
6990
7194
6914
6963
6994
7503
7555
7714
7770
7585
7487
7455
7316
7449
7261
7264
7267
7147
7477
7148
7143
7125
7086
7278

Key on Reasons

Form

normally flutes

NUR = No valid reason
Twist= Spiral grain
Sweep= Bend or crook im log

2a5MAN CLIPPER 1LOG INSPECTION

Action
Trim Cut
Stay SS1
SS1 to §s2
SS1 to §s2
SS1 to S§S2
Stay SsS1
T/Cut

SS1 to S8S2
X Cut to 2
5Pl to £51
SS1 to SSs2
SS1 to SS/
SS1 to S§Ss2
X cut

SS1 to S8S2
SS1 to Ss2
SS1 to 8s2
SS1 to Ss2
SS1 to §s2
Stay S$S1
SS81 to 8§52
X Cut and
SS1 to s§s2
SS1 to Ss2

logs

Could not inspect

SS1 to 852
SS1 to Ss2
SS1 to §s2
881 to Ss52
S81 to Ss2
X cut

SS1 to S§s2
SS1 to §S2
X cut and

8§81 to S§S2

and hold

Recason

Rot
No Valid Reason
Knots

Sweep

Form

N.U.R.

Rot

Sweep

Regrade
Knocs.

Form

Form

Form

Regrade

Form

Form

Form

Form

Form and Twist
N.U.R.

Form

Hold Ss1

Form

Form and Knots

Twist grain
Form

Form and Twist
Form

Ferm

SS1

Form

Form

Regrade

Sweep and Twist
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N 3 . AYTACHMENT ;8

!

) euquowu:PanSTRYtmm.LTD.
coms Ano--. ‘ : i NISSIN an..om TELarHONS
SMITFOREST TOXYO ND .4 4.1 NIHONBASHIKOAMICHO
YELEX CHUQ-KU TOKYO 103, JAPAN oatses)oeas
BATEOR JUsesa? i Oacasmonal
amies !
i 20 May |1986

SALES CONTRACT

( .
- | :
SUMITONO FORESTRY CO.,LTd. ,as Seller, agree to sell and

TAE SUNG LUMBER

48D CO., LTD.,as Buyer.uree' to purchase the following commodities under

the terms and conditions as set forth h'ereunder;-

Commodity - Papua Kew Guinean (P. N G.) Round Logs

Quantity : About 8, 500"3 i
Pomio 2.000 2,500M3(Min 2,000M3)

Ulabo  1,000-1 ,25043
: Total:  About 3,50083
Species : Approxintely follows
. _ :Poulo " ;
. : ’ (V) :




— .?As . @@ P YATTACHMENT 9

7TH FLOOR UESHIMA BLDG. UNl CON 'N c L TELEX 2522876 REXTKY J

1-2-15, HIGASHI-SHIMBASHI .
MINATO-KU, TOKYO 1085, CABLES  REXROUTE TOK YO
JAPAN.

TELEPHONE

(5731 3971-3 Tokyo, 14th May, 1986
FIXTURE NOTE
=UEE_NoTE 2
A=

Messrs. Sumituwo Forestry Co., Ltd.
Dear Sirs,
We confirm fixture on the following terms and couditions
Name of Vessel: M.S. "TROPICAL DAMSEL" Voy. No. 13
Loading Ports: One safe berth each at three safe ports of Powio, Mi
\ and Tonolei, Papua Newguinea. ° Tlne Say
Discharging Ports: uUne safe berth each at three or four safe ports of Japan,

Cargo & Quantity: About 7,500 }13 Newguinean Logs.

Freight & Payment: Freight rate to be fixed later.
Total freight to be prepaid in Tokyo in cash jn U.S.Dollar or
in Yen at Chartererst option upon completion of loading on
B/L quantity without discount and bon-returnable whether vessel
and/or cargo lost or mot lost.

Laydays not to commence before: 20th May, 1986
Cancelling Date: 3rd June, 1986

3
Loadings 1,000 4 \ per WWD, SHZX., unless usecd i? used
Laydars (g gcharging: 2.000 3 ) verking time to be counted, . o 2otual .

Demurrage: U.S.$2,500.00 per day or pro rata for all time lost.
Despatch Money: Half the rate of Demurrage per day or Pro rata for laytime saved.
Stevedorage: Chartezers’ at both ends.
Agentss Owners® at both ends. R
kemarks: Other terms and eemditions as per "MANYUZAI C/P 1967 and NFA' rules ang
regulations.
CHARTERERS - UWNERS

SUAITONO FORESTS €2, 1Ty, UNICON INC

— R < i,

MASAYASU MURMKA MY nt, K

General Manaper
. LUMBER (OVERSESS) DIVISION /




1.

2.

3-

4.

Laydays for loading and discharging to be non-reversible.
Days on demurrage at loading port: Three days of 24 comsecutive

hours.

Notice of Readiness at loading port to be tendered to:
Pomio: Central Pomio Logging Corporation Pty Ltd.
Milne Bay: Ulabo Timber Company Pty Ltd.

Kieta: Bougainville Forest Enterprise (Pty) Ltd.

Une Original Fixture Note being made, mutually signed and
possessed by Uwners.
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SCHEDULE 13

s /
o sUMITOMO FORESTRY COMPANY (HONG KONG) PTY. LTD.

PORT MORESBY OFFICE
) P.O. BOX 6782
BOROKO
PAPUA NEW GUINEA
TELEX SMITFOR NE 22373 NT/is
TELEPHONE 25 6240 OURREF.....ooo i,
; 25th June'1986.
Messers : Mr. Tan & Mr. Lai
Ambogo Sawmill,
CcC : Mr. D.F.E. (Doug) Telfer

Pricewater House.

, CC : SFC Tokyo

- Re: TASMAN CLIPPER MAY'86 SHIPMENT,

As you may be aware of, there has been overinvoicing by mistake of
your clerk. Please refer herewith attached voucher and following
amount shall be refunded to SFC Tokyo, at your earliest convenience,

Fob value 13 pcs 58.629 m3 US$.2,684.50 :
Ocean Freight 58.629 m3 x @ 24 US$ 1,407.10
Total Us$ 4,091.60

It would be much appreciated if you could issue cheques in US dollar
currency, payable to:

Sumi tomo Forestry Co., Ltd.

Nissjn Building:,

14 - 1 Nihonbashi-Koamicho, Chuo-Ku,
Tokyo, Japan.

Yours very truly,

General Manager / Sumitomo Forestry Co., (H/K) Ltd.

Hong Kong Office - 8incere Insurance BLDG., 18th Floor, East Wing Tel: 5. 275412
4 - 6 Hennessy Road, Hong Kong
Tokyo Office Wiesin BLDGY, No. 14-1 Nihonbashi Koamicho, Tel: 669 0921

ChaKKuTOhkyd 03, J Japan




SUMITOMO FORESTRY COMPANY (HONG KONG) PTY. LTD.

PORT MORESBY OF FICE
P.O. BOX 6782
BOROKO
PAPUA NEW GUINEA
TELEX SMITFOR NE 22373
TELEPHONE 25 6240 OURREF... BE/Js

29th October'86

Price Waterhouse & Company

P O Box 921
Port Moresby

Attention: Receicer Manager: Kumusi Timber Co.

Dear Sirs,

Further to our.discussions with Mr Telfer,on 28 October
1986.

The settlement of Credits/Debits between this company and Kumusi
Timber Company has now been outstanding for some time. It is the
intention of this letter to settle these claims as outlined below.

Despatch/ Demurrage:

Claims made by Kumusi timber Company in their letter of 3/9/86
have been explained in our letter of 29/10/86 (attached)

i) Credit
Despatch monies owing to Kumusi for shipments including
May 1986. (USD 6€849.08)
Using exchange rate USD 1.02 = K 10940.68

ii) Debit '

- Insurance proceeds = K11500

- 1Installments due from Ambogo.

K2451 / month x 4 months = K 9804
Total Debit = K21,304
Total Credit = K 10941
Balance owing to Sumitomo
Forestry = K 10,363
_Hong Kong Office Sincere Insurance BLDG., 18th Floor, East Wing 1
4 - 6 Hennessy Road, Hong Kong Tel: 5. 215412
Tokyo Office Nissin:BLDG ., No. 14-1 Nihonbashi Koamicho, Tel: 669 0921

GBEbodKKiyTokyo 103, Japan




SUMITOMO CLAIM:

A claim has been lodged by Sumitomo Forestry against Kumusi for a
short shipment of logd totaling USD 4091.60.

We are in receipt of a letter from Ambogo Sawmill ref LD/122 dated
9/7/86. This matter will be deffered till a later date while we
wait for a copy of the discharge certificate showing the total

volumes and other details of cargo off loaded from Tasman Clipper
May 1986 shipment. '

We trust that the above will be accepted by the Receiver Manager
in an attempt to settle these accounts.

Yours faithfully,
SUMITOMO FORESTRY CO (H/K) LTD.

B. FORD.

Shipping & Operations Manager




APPENDIX 3
TIMBERSALES (PNG) PTY LIMITED
CENTRAL POMIO LOGGING CORPORATION PTY LIMITED
GAULIM LOGGING CORPORATION PTY LIMITED




APPENDIX 3
TIMBERSALES (PNG) PTY LIMITED
CENTRAL POMIO LOGGING CORPORATION PTY LIMITED

GAULIM LOGGING CORPORATION PTY LIMITED

CONTENTS
Introduction 1
Scope of Inquiry 1
Marketing 3

Concluding Comments

Marketing

W 2 =2

Reafforestation




APPENDIX 3

TIMBERSALES (PNG) PTY LIMITED

CENTRAL POMIO LOGGING CORPORATION PTY LIMITED

GAULIM LOGGING CORPORATION PTY LIMITED

INTRODUCTION

Timbersales (PNG) Pty Limited (Timbersales) has
operated in the New Guinea Islands region of Papua New
Guinea for many years.

The company was, at the time it was studied |in
brief, owned by Bradford Investments Pty Limited and the
Australian Parbury Henty Group.

puring 1986 and 1987 Timbersales operated as the
contractor for Central Pomio Logging Corporation Pty
Limited (CPLC) and Gaulim Logging Corporation Pty Limited
(Gaulim Logging} in East New Britain Province. :

E N R

Timbersales made representations to the Commission
complaining, with apparent Jjustification, about 1irregqu-
larities in the allocation of resources in Gazelle
Peninsula and in particular allocation of the . Vvudal
resource. That matter was partly investigated |in
relation to examination of the activities of the Forest
Industries Comncil and is reported on ip the Commission's
Interim Report No 3. Time has not permitted‘;‘complete
investigation of that allocation though clearly further
investigation is warranted.




Timbersales was one of a number of companies which
was required to complete a questionnaire by the
Commission and responded with separate questionnaire

answers for each of CPLC and Gaulim Logging.

Operations

The operational aspects were not studied though that
part of the questionnaire was answered for each company.
The concessions each appear to involve allocation of log
export rights in exchange for obligations to construct
roads and bridges, establishment of reafforestation
plantations and follow up 1land use (agricultural)
obligations.

In the Gaulim Logging permit there is an obligation
to conduct local sawmilling at Nonga and Gaulim sawmills,

In the CPLC Permit additional cut for 1local
processing is permitted.

On its own evidence Timbersales is up to date with
its roading and bridging and local processing
obligations. The reafforestation obligations are four to
five years in arrears for CPLC (having only identified
the area) and for Gaulim Logging although a balsa seeding
nursery has been established no available land has been
identified.

The follow up land use obligation for CPLC is half
fulfilled with the purchase of Kutarp Plantation (1000ha)
and planting the Gonaile coastal strip to coffee. For
Gaulim Logging, land survey has been conducted and solil
tests carried out and results are pending.




Marketing

The marketing questionnaire for each of CPLC and

Gaulim Logging was answered in 1identical terms by
Timbersales (Schedule 1).

Separate marketing tables were supplied for CPLC
(Schedule 2) and Gaulim Logging (Schedule 3). The
Commission's attention was focussed on this aspect.

MARKETING

The marketing of Timbersales on behalf of CPLC and
Gaulim Logging is of Iinterest as it 1illustrates the
problems which exist for small independent producer
companies even when they have a foreign contractor
providing the necessary expertise. CPLC exported
41,355.425m3 of logs in 1986 and only 16,036.841m3 in
1987.

Gaulim Logging exported 16,319.943 m3 of 1logs 1in -
1986 and 22,309.206 m3 in 1987.

One critical matter in log exports is the charter of
a vessel which can be fully or nearly fully loaded with
"fresh cut" legs. The smallest capacity vessels carrying
logs between BPNG and the main buying countries (Japan and
Koxrea) have a capacity in the order of 4,500m3 to
6,000m3.

A small producer has 1little prospect of dealing
direct with a destination country buyer (rather than a
trader) unless he alone or in combination with another
small producer can produce a sufficient volume of logs on
a regular asis to Justify either that destination
country buyer or the producers in combination chartering
a vessel.




It seems clear that all buyers contract to buy logs
on the basis that they are fresh cut and the reasons for

this are quite apparent and unquestionable particularly
where white species are involved. It is thus' not an
available option for a small producer to stockpile logs
until he accumulates a shippable volume.

Most buyers 1in both Japan and Korea appear
justifiably concerned with regularity of supply. Small
producers are, because of the very scale of their
operations, prone to fluctuations in available volumes.
This is amply demonstated by the fact that CPLC produced
over twice the volume of export 1logs in 1986 as it
produced in 1987.

In the end result those small producers really have
very little alternative but to deal with a trader who
uses their log production to supplement his own export
shipments (Gaisho NG or Shin Asahigawa) or who is in the
business of buying from various suppliers on a regular.
basis and putting together shipments from those suppliers
(Sumitomo Forestry or C. Itoh & Co.).

As can be seen from Schedules 2 and 3 in the years
1986 and 1987 both CPLC and Gaulim Logging sold virtually
the whole of their production to these four traders. :The
only exceptioms were two sales by Gaulim Logging - one to
sunno Lumber Lo Ltd of Japan in July 1987 (of 2437m3) and
one to Tsuda 8Sangyo Co. of Japan in December 1987 (of
3003.824m3) amd two sales by CPLC - one to Sunno Lumber
in February 1987 (of 2001.552m3) and one to Toshima
Ringyo Co. of Japan in March 1987 (of 2056.729m3).

The unit price pattern on sales by these two
companies during 1986 and 1987 shows quite noteable and
remarkable trends and is tabulated 1in Schedule 4.
Generally the unit price paid to Gaulim Logging 1is




pltched 1in the order of USD4.00 to USD5.00 per m3 above
that of CPLC suggesting a slightly better guality
resource. From January to May 1986 the unit price for
CPLC was in the USD50.00 to USD52.00 per m3 rénge and for
Gaulim Logging in the USD55.00 to USD57.00 range with all
sales to Gaisho NG and Shin Asahigawa.

In May Sumitomo Forestry made a purchase from CPLC
and prices rose slightly with a continued small increase.
Between May and October 1986 the unit price for CPLC was
UsSD53.04 to USDS57.00 per m3 with the USD57.00 level being
reached on the second purchase by Sumitomo Forestry from
CPLC in Octobexr 1986. In the same period the Gaulim
Logging price levels were from USD57.30 to USD62.00 per
m3.

In November 1986 FIC became actively involved |in
marketing to Korea. 1In November and December 1986 CPLC's
price range increased to USD57.20 to USD62.64 per m3 and
that of Gaulim Logging in the range USD63.11 to USD71.00
per m3.

In February/March 1987 and at the height of FIC's
marketing involvement CPLC went outside its traditional
trading buyers and achieved remarkable price increases to
USD74.00 per m3 from Sunno Lumber in February and then
UsD81.00 per m3 from Toshima Ringyo in March. These
prices were respectively USD11.36 and USD18.36 above the
highest prices CPLC obtained in 1986 from its trade
buyers.

These prices rises forced Shin Asahigawa to pay
Gaulim Logging USD81.00 per m3 in February 1987 which was
USD10.00 per m3 above the highest price 1it obtained in
1986 from its trade buyers.




In March 1987 FIC phased itself out of log marketing
and both CPLC and Gaulim Logging returned to the previous

practice of selling to their trade buyers. CPLC's price
dropped to USD75.00 per m3 for its March shipment and
USD65.76 per m3 for its May shipment and it then did not
market again until October. Gaulim Logging's price fell
to USD72.97 per m3 then USD65.30 per m3 in March before
stabilising at about the USD71.00 per m3 level in May and
June.

In July Gaulim Logging ventured outside its
traditional trading buyers and again a remarkable price
increase resulted. Its July sale to C. 1Itoh was at
USD85.74 per m3 and to Sunno Lumber was at USD95.00 per
m3 which prices were respectively USD14.74 per m3 and
USD24.00 per m3 above the May/June price levels paid by
the traders.

By September 1987 DOF Marketing Section (which had
attempted informally to £ill the role vacated by FIC) was
seeking formal NEC approval to be involved in 1log
marketing. At this stage the market was rising and
attained 1its all time high 1levels by the time that the
NEC formally approved DOF involvement in marketing.

From September to December Gaulim Logging achieved
record price levels in the range of USD110.00 to
USD114.00 per m3 and CPLC which re-entered the market in
October achieved record 1levels in the ranée of USD107.30
to USD112.00 per m3.

The sale by Gaulim Logging to Gaisho 1in December
1987 at USD77.00 per m3 is a clear abberation which would
probably be explicable but time has not enabled an
explanation to be sought. ‘




CONCLUDING COMMENTS
Marketing
The pattern overall is clear.
DOF statistics show that in national térms PNG log
sales:

(a) to Japan averaged K54.08 per m3 in 1986 and
K74.06 per m3 in 1987.

(b) to Korea averaged K51.60 per m3 in 1986 and
K70.51 per m3 in 1987.

The annual average 1increase in price between 1986
and 1987 was K19.98 per m3 on sales to Japan and K18.91
per m3 on sales to Korea.

The Iincreases achieved by CPLC and Gaulim Logging
were very dramatic and well above national averages.
Dramatic price increases in early and mid 1987 coincide
with 1independent buyers competing against traditional
trade buyers and 1in 1986 coincide with Sumitomo Foresty
and C. Itoh entering the competition against Gaisho and
Shin Asahigawa.

Though I accept that market factors alone can
contribute to 1large scale price increases it seems
uncanny that significant movements in price coincide in
time with FIC's entry into and exit from the 1log
marketing arena.

There 1is clear evidence before me that Gaisho, Shin
Asahigawa and Sumitomo Forestry all compare prices. Each
of these companies, as well as C. Itoh & Co., as a trader
seeks to make a profit on resale of trade logs.

There is thus benefit in the traders not being too
competitive and offering captive small producers only
marginal differences in price.




Despite assertions to the contrary I am satisfied
that this is what was occurring and that in the result

small producers have for a long time been paid by the
traders a much 1lower price than 1is otherwise obtainable
in order to maximise the traders' profit. It also seems
clear to me that the involvement of FIC and later DOF in
log marketing and the introduction of direct buying
competition has had a substantial effect on this practice
and achieved realistic price levels for small producers.

Whilst market factors have had a significant impact
on price level increases I consider it certain that State
intervention in marketing has also had a significant
impact. Apportionment between these contributing factors
is simply not possible.

The prices achieved by CPLC and Gaulim Logging
illustrate the results.

Oone of the intended functions of a State Marketing
Authority was to operate as a marketing agent for and to
collate shipments from small producers. 1 do not
consider that the short term achievement of vastly
increased price levels by these two small producers
without the direct involvement of FIC or DOF in their
marketing should be construed as indicative that this
intended function should be abandoned. Doubtless figures
for 1988 and 1989 sales would be significant in assessing
this need but time has not permitted their compilation
and analysis.

1 recommend that a further study in this regard
should be made by DOF Marketing Section as I believe that
the involvement of a State Marketing entity in log sales
on behalf of small producers to independent buyers would
still be a very worthwhile function.




Reafforestation:

Once again it 1is noteworthy that the obligation to
reaffforest has not been fulfilled and is four to five
years behind schedule. The claim by the company that the
government has not made land available for the plantaions
with secure title has not been investigated by the
Commission. It 1is so frequently the case, however, in
other areas that 1t has the ring of truth about it. It
seems to be common practice for DOF to write such
reafforestation conditions into permits without £irst
checking with the Department of Lands whether suitable
land is, or can be made, available.

This failure of communication and the failure to
follow up the matter energetically by DOF and Lands makes

me question the sincerity of the Government's committment
to reafforestation.
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B. Marketing Table

Please prepare and attach a Marketing Table covering all

your log shipments in 1986 and 1987 in accordance with the
attached instructions.

A specimen Marketing Table is supplied for producers.

A handwritten table is acceptable if typing would lead
to delays. You will be expected to be able to produce
documents substantiating the content of this table if
summonsed by the Commission to do so.

C. Log Sales Procedures

Explain in short simple terms the procedure by which you
negotiate sales of your logs.

LOG OFFERS SPECIFYING SPECIES MIXES, GRADES, SIZES AND VOLUME ARE

SENT TO PROSPECTIVE BUYERS INVITING THEM TO SUBMIT THEIR OFFERS BY

1600 HRS ON A SPECIFIED DATE. THE OFFERS ARE THEN COMPARED AGAINST

EACH OTHER ON BASIS OF PRICE, SHIPPING DATE, L.C. CONDITIONS AND ANY

OTHER RELEVANT DATA. PRICES ARE ALSO'COMPARED AGAINST MEP AND THOSE
OBTAINED BY OTHER PRODUCERS. THE COMPANY THAT BEST SUITS OUR ‘

CONDITiONS IS THEN ADVISED THEIR OFFER IS ACCEPTED, TO OPEN THE L.C.

AND TO ADVISE THEIR OFFER IS ACCEPTED, TO OPEN THE L.C. AND TO ADVISE

SHIPPING DETAILS.




. axy Y

Py what means or method do you decide whether the price
obtained is a fair market price for a shipment or part
shipment?

IF THE PRICE IS WITHIN THE PRICF RANGF OFFFRFD T0 QTHER COMPANIES
AND IF THERE IS NOT A SIGNIFICANT VARIATION BETWEEN THE BIDS WE

WOULD ACCEPT THAT THE PRICES OFFERED REFLECT THE MARKET STANDARD

PREVAILING AT THAT TIME FOR THAT PARTICULAR PARCEL THE MEP IS

CONSULTED AS A GUIDELINE ONLY - IT IS FREQUENTLY OUT OF DATE.

. Sal [») d Users

Do you sell divect to end users or consumers? You/No. &
1f not why?

WE SELL DIRECT TO ESTABLISHED AGENTS AS THEY HAVE THE FACILITIFS

TO_CONTACT IE THE _TERMS
OF SALE 1IN ISE_THE 1C'<s AND ARRANGE

THE SHIPPING.

E. .h h . 4

Do you have a relationship with any person or company which
was a purchaser of logs from you in 1986 or 19877 Y/ No.
If yes, supply full details of such relationship) egr

. Member of Sthe same company group)

. Purchaser or his company group supplies
financial assistance (giving details)

. Long terms sales and purchase agreament .

NO

* When ansverisg Yes/No questions in this Questionaire
cross out whichever word is inapplicable.




fF. ents

(a) Do you sell through agents? MédffNo. If yes, why?

SEE PARAGRAPH _D.

(b) Supply the names and country of all agents used in 1986
or 19877

GAISHO, RABAUL, _PNG,

SHIN ASAHIGAWA, RABAUL. PNG

C, ITOH, TOKYQ, JAPAN

FOREST MANAGEMENT SERVICES, POM, PNG
QUARTER ENTERPRISES, SYDNEY, AUSTRALIA

(c) Ave any of your agents based in preferred tax areas
(eg: Singapore, Hong Kong)? Yék¥No.
1f yes, give details.

HOLDCROWN HONG KING - THIS COMPANY IS YET TO SUCCESSFULLY BID

ON ONE OF OUR PARCELS - AS YET WE HAVE

NOT SOLD TO THEM ALTHOUGH WE OFFER THEM
THE CHANCE TO BID.

(d) What rate of commission is sach of your agents qaib and
who pays such commission?

WE DO ALL OUR OWN MARKETING IN RABAUL AND DO NOT PAY ANY COMMISSIONS.

ALL PRICES QUOTED TO US ARE OUR NETT FOB PRICE IN USD.




(e) Do you or any person or company with which you have
a relationship have any arrangement in the nature of
commission sharing with any such agent? VYes/No.
If *Yes'give full details.
NO

. ale to middle =

(a) Do you sell to any person or company which resells logs
supplied by you? Yesﬁd*%

(b)

1f yes, vhy do you sell to such person or company?
WE ASSUME THE BUYERS ON SELL OUR PRODUCE, WE SELL TO THE AS WE DO NOT

HAVE TH 1Sn THERE ARE

LANGUAGE DIFFICULTIES,

CONTRACT PROBLEMS, LC REQUIREMENTS AND SHIPPING
RATES AND BOOKINGS TO BE MADE.

SURMOUNT.

ALL OF WHICH APPEAR TO BE DIFFICULT TO
THE BUYERS WE DEAL WITH TAKE CAREOF ALL THESE ASPECTS.

(c) Dees such persen er cempany resell at a higher price

than yeu ebtain? VYesn/Ne.

(d) What is the range of additional or higher prices
obtained in 1986 and 19877

WE CAN ONLY ASSUME THEY WOULD RETAIL AT A HIGHER PRICE THAN THEY

BUY OFF US. WE ARE NOT PRIVY TO WHAT THEIR ON SALE PRICES ARE.

WE ALSO BELIEVE LOGS CAN CHANGE HANDS SEVERAL TIMES IN JAPAN
BEFORE THEY ARE PROCESSED.




(e) Do you or any person or company with which you have a

relationship have any arrangement vhereby the.higher
price obtained is shared or participated in whether in
vhole or part. VYes/No. 1If yes, supply full details.

NO

H. Shipping

(a) Uho arranges shipping (ies becomes party to a Charter

Party or Fixture Note) for logs sold by you?

THE CHARTER PARTY (I.E. THE BUYER) FIXES THE SHIPPING ALL QUR
PRICES ARE FOB WE DO NOT SELL CIF OR Cs4F

(b) Do you independently ascertain the freight rates

available for each shipment? VYes/No. If yes by what
means do you do so?

... NO BUT WE DO HAVE A GENERAL IDEA THAT FREIGHT T0 JAPAN IS
ABOUT USD 25/»3. '

(c) What is the range or freight rates paid for shipments

by youjy NOT APPLICABLE BUT WE BELIEVE THE BUYER MAY HAVE PAID
THE FOLLOWING: -

i) To Japan in 1987_ {jSD25-1iSN27
(iii1) To Bouth Korea in 1986_ |JSD20-1SD22
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(v) To 8Bocuth Korea in 1987 USD22-USD25

) To Taiwan in 1986 USD16-USD20

(vi) To Taiwan in 1987 uSD18-USD20 ‘
(vii) To India in 1986 NO IDEA

(viii) To India in 1987 NO IDEA

(d) Do you or does any person or company with which you
have a rvelationships

i) own or cperate any vessel used by you to ship
logs? Yes/No.

(ii) share or participate in freight paid for shipment
of logs by you? VYes/No.

(1i{) charter any vessel used by you to ship logs?
Yes/No.

(vi) share or participate in charterers fees paid for
shipment of logs by you? Yes/No.

(v) act as broker for any vessel used by you to ship
logs? Yes/No.

(vi) share or participate in brokerage paid for
shipment of logs by you? VYes/No.

If "Yes" to any of the above supply full details on a
separate sheet. ‘

1. H.E.P.

(a) Explain in short simple terms the relevance to you of
MEP in relation to your log sales.

MEP IS ONLY A ROUGH GUIDELINE TO yS. IT IS INTENDED TO BE THE MINIMUM
EXPORT PRICE BUT GOV'T SOMETIMES APPLY IT AS THE MAXIMUM ‘

ATTAINABLE. IT IS USUALLY OUT OF DATE AND TENDS TO RISE MORE QUICKLY THAN

EALL ON A VOLATILE MARKET. WE DO KNOW THAT OVERSEAS BUYERS TAKE NO NOTICE
OF THE MEP WHATSOEVER. -




(h)

- 10 -

Did you, in 1986 or 1987 sell logs below ¢
MEP? Yesa/No. 9 he prevailing

11 yess

(i) did you obtain dispensation. ch/No.

(11) what vere the reasons for not obtaining
MEP price?

OUR PRICES WERE ALWAYS ABOVE MEP WHEN TAKEN ON AN AVERAGE FOB

PRICE OVER THE PARCEL.

J. Letters 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? Yes/tta.
1f not, then why?

K. Oftshove Paysents

(a)

b

Is any part of the FOB sale proceeds for sales of your
logs not remitted to Papua New Buinsa? Y¢a/No.

If so, specify: NOT APPLICABLE

1) The part payment left offshore and the manner
in which ¢t is calculated.
(1i) The country in which the part payment is left.

(ii11) The person or company %o which the offshore
payment is made. :

(iv) The purpose of leaving the payment offshore.




person or company to which any such moneys are
v Guinea a person or company with
lationship?

(c) 1s any
paid ocutside Papua Ne
which you have a corporate or similar rve

Yes/No.
1f Yes, explain the relationship.

NOT APPLICABLE

(d) Has the approval of the Bank of Papua New Buinea bee
obtained in respect of such non remi ttances? ih(/ .

NOT APPLICABLE
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' VESSEL |Mmi OF |NO. OF| VOLUME | FOB PRICE TO |FREIGHT | NAME & COUNTRY NOTIFY | MEP PRICE | MEP COMP - BREAK-UP OF PROCEEDS (KINA) |
NO. sp'T  |Loos | OF LOGS | PRODUCERS(USD) | RATE(S)| OF PURCHASER PARTY (usD) igé? “"'1"" < FOYALTY | PRODUCER | ONTRACTOR
VLR 1986
13+ | 6,812.08 |21,065.89 | 49,560.82.
1 MACARENA  |JMNUARY | 505 | 1580.529 | 79.165.67 | FOB | GAISHO CO. (NG) S PER PUR- - 71,234.69 | 7,930.98 ABOVE | 11.13 o 1796, | 26.056.96 | 65,203 42
2 BATAFA DUA |FEBRUARY | 687 | 1999.527 | 103,510.43 | FOB | GAISHO 00. (NG) " 93,926.60 | 9,583.83 ABOVE | 10.20 +
3 SELINA FEBRUBRY | 771 | 2468.139 | 126,843.80 | FOB | SHIN ASAHIGAWA (NG) " 109.996.12 | 16.845.68 ABOVE | 15.31 + | 10,637.68 | 33,118.33 | 77,788.45
4 (@ SANTES MARCH 07 999.573 51,977.80 FOB SHIN ASAHIGAWA " 47,171.48 4,806.32 n 10.19 + 4, 308.16 13, 795.56 32,184.4‘0
(L] " " 311 | 1008.908 | 52,463.22 FoB SHIN ASAHIGEWA " 45.879.68 | 6,583.54 ABOVE | 14.35 + | 4,348.39 |13,924.40 | 32,484.97
5 PALOMAI  |MARGH 684 | 1967.291 | 100,958.98 | FeB | GAISHO CO. (NG " 88,374.74 | 12,584.24 ABOVE | 14.24 + | 8,479.02 | 26,277.83 | 61,789.94
6 ESTE GLORTA| MARGH | 505 | 1436.264 | 74,685.73 | FOB | SHIN ASAHIGAWA " 65,872.94 | 8,812.79 apovE | 13.37 + | 6,190.30 ' 19,340.86 | 45,388.72
7 SANTES APRIL 731 | 2027.217 | 104,242.80 | FOB | GAISHD CO. (NG) " 95,802.64 | 8.440.16 ABOVE | 8.81 + | 8,737.31 26,055.39 | 61,853.69
8 CORAL STAR |MAY 643 | 2003.738 | 108,521.20 | FCB | SHIN ASAHIGAWA " 94,790.69 | 13,730.51 ABOVE | 14.48 + | 8,636.11 27,434.09 | 64,124.80
9  [TROPICAL DAMSEL |MAY 645 | 2035.654 | 107,993.02 | FOB | SUMITOMO FCRESTRY JAPAN" 98,228.00 | 9,765.02 ABOVE | 9.94 + | 8,773.67 27,782.88 | 64,989.43
10 [SEA CHALLENGER | JUSE | 846 | 2515.911 | 13,545.02 | FOB | GALSHO CO. (NG) " 119,615.02 | 16,930.00 ABOVE | 14.15 + | 10,843.58 | 36,079.11 | 83,418.11
1 aweic  |ome 655 | 2058.611 | 114,983.20 | FOB | SHIN ASAHIGAWA . 107.368.04 | 7,615.16 7.09 + | 8,872.61 | 30,663.16 | 70,285.82
12 [SER GHALLENGER |JuLy 682 | 2065.206 | 109,542.57 | FOB | GAISHO . (NG) " 88.059.40 | 21,483.17 * 24.39 + | 8,901.04 : 29,715.61 | 68,651.83 N
13 |PARADISE MOXN  [JULY 635 | 2002.660 | 111,147.63 | FOB | SHIN ASAHIGAWA " 102.323.37 | 8,824.26 " 8.62+ | 5,531.4€ | 29.887.17 | 68,4T7.55 f
14 |NO. 4 BINEKA  |SEPTEMBER| 1276 | 3989.927 | 224,435.91 | FOB | GAISHO 0. (NG) " 206,554.10 | 17,881.81 " 8.66 + | 17,196.58 | 61,102.60 |139,198.55 3
15 |TORPTCAL DAMSELJoCTOMBER | 607 | 2021.596 | 115,230.97 | FOB | SUMITOMD FORESTRY [JAPAN " 104,208.92 | 11,022.05 " 10.57 + | 8,713.08 | 76,436.55 | 67,723.47 [
16 |FORTUNE CARRIER|NOVEMBER | 683 | 2512.022 | 143,702.67 | FOB | SUMITCMO FORESTRY lJAPAN " 126,964.92 | 16,737.75 ABOVE | 13.18 + | 10,826.81 | 44,531.55 | 84,152.74 [M
17 KNOYA NOVEMBER | 691 | 2536.436 | 154,722,60 | FOB | C. TTOH & CO. JAPAN 127,126.91 | 27,595.69 ABOVE | 21.71 + | 10,932.04 | 43,608.45 | 84,970.61 L\?
18 |SOUTHERN ARROW |[TECEMBER |' 678 | 2256.228 | 138,174.09 | FOB | SUMITCMO FORESTRY JAPAN " 111,528.45 | 26,645.64 ABOVE | 23.89 + | 9,724.34| 48,971.99 | 75,583.64
19 |SPECO BAROW  |DECEMBER | 668 | 1869.916 | 117,135.60 | FoB | C. ITCH & CO. JAPAN " 94,392.66 | 22,742.94 24.09 + | 8,059.31| 42,440.20 | 62,642.19_
1287 1287
20 |HONEY HOLD FEBRUARY | 648 | 2001.552 | 148,114.85 | FOB | SUNNO LUMBER CO. JAPAN 110,118.41 | 37,996.44 ABOVE | 34.51 + | 8,626.68/ 63,331.04 | 67,051.99
21 |ETERNAL MOON  |MARCH 580 | 2056.729 | 166,595.05 | FOB | TOYOSHIMA RINGYO CO JAPAN " 121,056.20 | 45,538.85 ABOVE | 37.61 +| 8,864.50| 77,829.60 | 68,900.42
22 [NO. 4 BINEKA |MARCH 686 |2231.718 | 167,378.85 | FoB | C. TTOH & CO. JAPAN " 132,695.76 | 34,683.09 26.13 +| 9,618.70 68,882.05 | 74,762.55
23 |PNG TRACER MAY 725 | 2757.011 | 181,301,048 | FB | C. ITOH & CO. JAPAN 176.114.59 | 5,186.45 ABOVE | 2.94 +| I1,882.71] 57,604.45 | 92,359.87
24 |CORAL QUEEN  |OCTOBER | 733 | 2549.449 | 275,340.28 | FoB | C. ITGH & CO. JAPAN " 244,411.26 | 30,929.02 » 12.65 + | 10,988.12| 81,645.79 | 153,711.51
25 |ERL SHINE NOVEMBER | 713 | 2534.867 | 271.991.23 | FoB | C. TTOH & CO. JAPAN " 241,767.15 | 30,224.08 ABOVE | 12,50 +| 10,925.27 80,559.80 | 152,475.13
26 |MOUNT HEALTHY |NOVEMBER | 585 | 1905.515| 213,417.68 | FOB | GIASHO CD. (NG) " 167,027.63 | 46,390.05 ABOVE | 27.77 +| 8,212.76| 62,888.54 | 118,502.18
)
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MARKETING TABLE

eGP OF PROGEEDS (KINA)

'
IPMENT VESSEL, |MNTH OF |[NO. OF | WOLIME OF OB PRICE TO | FREIGIT  NAME & COUNTRY NOTTFY MEP PRICE MEP COMPARISCN
NO. SHIPMENT |L0GS LOGS | PRODUCERS(USD) . RATE(S) OF PURCHASER PARTY (usD) AMOUNT ABOVE/BELOW % ROYALTY _ PRODUCER | OCNTRACIR. .
128 | nows | ey | 19 | 7es.se6 | 4325063 |roe |@uso 0. 30 e | 42,5342 715.21 ABOVE 1.68 + | 33857 | 9,978.7 z?‘:?’
2 |vasees wrai | 342 | 1115.573 | 63,261.25 |roB | GArsHo . (NG) “ 61,512.24 1,749.01 ABOVE 2.84 + | 4.808.11 | 13,317.75 e
3 |ESTE GLORIA MARCH 371 11224.03 | 69,770.05 | FOB | SHIN ASAHIGNA " 66,487.51 3.282.54 ABOVE 4.93+ | 5,275.59 | 14,463.11 46,513.37
4 |MARIA PILAR APRIL 208 642.129 | 35,590.63 | FOB | GAISHO (0. (NG) " 36,108.80 518.17 BELOW 1.43 - | 2,761.57 6,805.02 2’4,400-‘,!{L
5 |EASTERN GLORY | MAY 180 560.882 | 32,957.18 |FB |GAISHO . (NG) " 32,346.83 610.35 ABOVE 1.88 + | 2,417.40 | 6,703.27 | 21,313.3%
6 |sSuN conoEss MY 241 746.914 | 43,655.57 | FB |GAISHO CO. (NG) " 45,323.80 1,668.23 BéLOW 3.68 - | 3,219.20 | 9,791.82 28,382. %4
7 |oauyerc 88 JUNE 386 | 1069.167 | 61,261.96 | FOB | SHIN ASNMIGNA " 60,875.36 386.60 ABOVE 0.64 + | 4,608.11 | 14,011.08 40,623.31{
LI JULY 281 979.137 | 59,813.22 | FoB |GAISHO CO. (NG) " 58,570.07 1,243.15 ABOVE 2.12+ | 4,220.08 | 15,73.80 | 37,207.24
9  [NO, 4 HINEKA NXUST | 216 698.286 | 43,247.58 |Fes | aamio . (M) " 41,927.43 1,320.15 ABOVE 3.14 + 3,000.61 | 12,677.12 26,534.87
10  |SANTAS ANGUST | 357 | 1273.551 76,413.06 FOB | SHIN ASAHIGAWA g 77.385.90 972.84 BELOW 1,25 ~ 5,480.00 | 21,122.88 47,310.01
11  |SOUMERN ARROW| OCTOBER | 427 | 1621.064 |100,505.97 | FoB |GAISHO CD. (NG) " 97,138.17 3,367.80 ABOVE 3.46 + | 6,086.78 | 28,286.62 | 61,712.00
13  |SEA CHALLENGER m 625 | 2255.029 | 142,320.09 | FOB |GAISHO 00. (NG) " 134,183.55 8,136.45 ABOVE 6.06 + | 9,719.17 | 42,217.93 | 87,402.88
13 [KYOMA BREEZE 649 | 2072.820 | 133,696.89 | FOB |C. ITCH & CO. JPPAN " 115,376.85 18,320.04 ABOVE 15.87 + 8,933.85 | 40,560.71 80,320.85
14  |SEA (HALLENGER| DECEMBER| 408 | 1275.789 | 90,581.02 | FOB |GAISHO CO. (NG) " 80,923.88 9,657.14 " 11.93 + 5,498.65 | 30,383.26 | 51,383.13
207 1987 -
15 [SO YOG FEBRUARY| 551 | 1699.976 | 137,698.06 | FOB | SHIN ASAHIGANAA " 102,892,28 34,805.78 ABOVE 33.82 + 7,326.89 | 37,611.55 83,117.04
16 |SN CORAL MARCGH | 364 |1058.537 | 77,241.76 | FoB | GAISHO CD. (NG) " 66,867.17 | 10,374.59 ABOVE 15.51 + | 1,062.84 | 10,981.62 | 46,030.17
17  |SEA GHALLENGER| MARCH | 416 | 1180.704 | 77,093.22 | FOB |GAISHO (. (NG) " 71.066.37 6.026.85 ABOVE 8.48 + | 5,088.83 | 21,893.80 | 50,110.59
18 |SUN CORAL APRIL 366 |1032.319 | 76,391.61 | FOB | GAISHO 00. (NG) " 62,643.61 13,748.00 ABOVE 21.94 + 4,449.29 | 19,773.50 | 43,959.65
}23 b f B3 o) WS | FR | SuS0 @ W9 ) 64,368.06 | 13,526.75 MOVE  |21.00+ | 4,728.54 | 19,593.82 | 44,690.50
MOUNT HEALTHY | JUNE 532 | 1532.789 | 109,320.04 | FB |cC. ITCH & OO JAPMN " 90.590.62 18.729.42 ABOVE 20.67 + 6,606.32 | 27,800.03 | 63,209.54
21 |MERCHANT JULY 480 | 1516.210 | 129,998.33 | FOB |C. TTCH & CO. JAPAN " 92.882.42 37,115.91 ABOVE 39.96 + 6,534.86 | 82,604.46 | 76,069.60
22 |TREASURER JULY 841 | 2437.439 | 231,556.71 | FOB | SUNNO LUMBER CO. LID JEN " 143,286.47 | 88,270.24 ABOVE 61.60 + | 10,505.3% | 63,903.88 |136,672.54
23 |DONA ANGELA AGusT | 694 | 1998.929 | 196,892.90 | KB | SHIN ASAHIGAWA " 116.418.40 | BO,474.50 ABOVE 69.12 + g,615.38 | 53,205.96 [113,070.20
24 |MERCHANT SEPTEMBER 802 | 2335.332 | 256,886.52 | roB | Garswo 0. (NG) " 139,840.61 |117,045.91 ABOVE 83.69 + 10,065.28 | 70,426.09 [147,426.76
25  |EVER BRIGHT ocTeeER | 381 | 1204.627 | 134,918.22 | FoB | GarsHo co. (NG) " 105,254.87 29,663.35 ABOVE 28.18 + 5,191.94 | 36,561.33 | 77,222.23
2 |SAN MIGUEL 335 | 1007.665 | 112,858.48 | FOB | GAISHO 00. (NG) " 89.510.47 | 23,348.01 ABOVE 26.08 + 4,343.03 | 30,997.82 | 65,633.01
S i 1114 ] 3003.824 | 342,435.94 ] FOB | TSUDA JANGYO 0. JABAN " 263.712.45 | 78.723.49 ABOVE 09,85 + | 12,946.48 | 94,246.92 |196,276.95
28 |ESTACION 422 | 1203.745 | 92,688.37 | FOB | GAISHO CO. (NG) " 92,130.53 557.84 BELOW 6.05 — 5,188.14 | 23,285.32 | 52,062.09
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SCHEDULE 4

FOB UNIT PRICES FOR 1986 AND 1987
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YEAR VESSEL NO UNIT PRICE VESSEL NO UNIT PRICE

MONTH (Sched 2)

(USD/m3)

(Sched 3)

(USD/m3)

MAR

APRIL

MAY

JUNE

JULY

AUG

SEPT

ocCT

NOV

DEC

AN d wWnN

~3

0

10
11

12
13

14

15

16
17

18
19

50.00

51.76
51.39

52.00
51.32
52.00
51.42

54.16
53.05

54.27
55.85

53.04
55.50

56.25

57.00

57.20
61.00

61.24
62,64

11

12
13

14

56.70
57.00

55.42

58.76
58.45

57.30

61.09

61.93
61.00

62.00

63.11
64.50

71,00

SFC

SA

SA

SA

SFC
SFC
CI
C1
SFC

CI
G
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YEAR VESSEL NO UNIT PRICE VESSEL NO UNIT PRICE BUYER

MONTH (Sched 2)

(USD/m3)

T I = 7 0 0 it e o T s s = . ——— - - —— - - - - — - = —_ = - - an o Wb

1987

FEB 20

MAR 21
22

APR

MAY 23

JUNE

JULY

AUG

SEPT

OoCT 24

NOV 25
26

DEC -

Abbreviations:

74.00

81.00
75.00

65.76

108.00

107.30
112.00

G

SA

SFA

CI

Sunno L
Toshima R
Tsuda J

(Sched 3) {§UsSD/m3)

SUNNO L

15 81.00 SA
TOSHIMA R

CI

16 72.97 ¢
17 65.30 G
18 74.00 G
CI

19 71.00 G
20 71.32 Cl
21 85.74 Cl

22 95.00

SUNNO L
23 98.50 SA
24 110.00 G
Cl

25 112.00 G
Cl

26 112.00 G

27 114.00

TSUDA J

28 77.00 G

- Gaisho

Shin Asahigawa
Sumitomo Forestry Co.
C. Itoh & Co.

Sunno Lumber

Toshima Ringyo

Tsuda Jangyo




APPENDIX 4"

N YANG TI R (P PTY LTD
U
MBER RIGHTS PU

N DUCTIO

Nam Yang Timber (PNG) Pty Limited (NYT) is a subsidiary
of Halla Resources Corporation of South Korea which is in
turn understood to be part of the Hyundail Group. So far
as the Commission 1is aware NYT is the only South Korean
Company which has sought and achieved active involvement
in timber operations in PNG. Historically it seems that
NYT's involvement was in part the result of efforts in
the late 1970's to break what was perceived as a Japanese
monopoly on PNG log sales by attempting to diversify with
the direct involvement of South Korean buyers and users
of PNG timbers.

BIT OF ENQUIRY

The Commission did not study the operating aspects of NYT

at all. NYT along with many other companies was sent a
questionnalre on its operations and on 1its marketing
activities. It returned a terse and utterly unhelpful

response to the operations questionnaire (Schedule 1).

Its response to the marketing gquestionnaire was that it
had not marketed during 1986 or 1987.

I then submitted a copy of the operations questionnaire
to DOF for completion of detalils and had Commission staff
prepare from DOF records as much information as was
available on the marketing of NYT and analyse that data.

BASIS OF OPERATION

The original basis for NYT's operation was a Project
Agreement dated 12 December 1979 for a term of 20 years.
Pursuant to the Project Agreement Timber Permit TP14-30
was issued on 8 May, 1981. The project envisaged was a
very extensive one. Performance of project obligations
(dealt with below) was not considered satisfactory and
with the DOF imposing restrictions on log export quotas
the operation ground to a halt in late 1985.

The Timber Permit was cancelled on 18 April 1986 but a
new Timber Permit TP14-40 was issued for a period of one
year from 1 April 1986.




when the cancellation of the original permit was proposed
there had been considerable political 1lobbying. The
purpose of the one year Permit was, as I understand the
position, to satisfy NYT that the TRP area was secure
from allocation to a third party and to allow a period
for renegotlation of arrangements under which operations
could recommence. NYT did not operate under the one year
Permit. In zrecent times it has been publicised that a
new agreement has been reached between the State and NYT
and that a Permit will 1issue and operations recommence.
Time has not allowed this latest development to be
studied despite many complaints, requests and urgings
that the Commission investigate the new arrangements.

COMPLIANCE WITH CONDITIONS:

The major infrastructural, processing and follow up land
use projects on which DOF has reported were:-

(a)
(b)
(c)
(d)
(e)
(£)

Town Development

Road Construction

wharf and Berthing facilities
Local processing facilities
Reafforestation project

Rice project

According to DOF the following obligations were imposed
and achievements reported.

(a)

(1)

(i1)

Town Development
Obligation

Education

Cconstruct 1 double classroom
with store

Construct 1 x GR1 teachers
married house with toilet block

Home Affairs

Construct one married
accomodation

Construct social ameneties
including Basketball court
soccer Grxound.

Community Hall

Fulfilment

Full compliance

Full compliance

Full compliance
(but no officer
vas ever
assigned)

Not constructed
Area cleared but
no goal posts or
facilities

Not constructed.




(111) police

(iv)

(v)

(b)

(1)

(i1)

(111) Construct Kimbe-Cape Gloucester
Road between Kalu and Gaho Rivers
and primary branch road to Rural
Class III standard between a point

(c)

Construct Police Station
Construct Cell Block
Construct ten (10) married
accomodation over project
with two (2) initially

Health

Construct MedicalCentre/Aid
Post. Supply Medical Officer.

Commerce

Construct residence and office

t tion

Construct all roads within
Townshlip

Construct roads necessary for

forest operations within forest

area.

West of Via River and the South
West limits of the project area
to link the boundaries of the
area.

Wharf and Berthing Facilities
Submit proposal for and
construct wharf and berth

and wharf installations and
facilities.

Full compliance
Full compliance
Three (3) married
accomodation
constructed up to
1986.

Full compliance
Officer provided
but left when
operations
ceased.

Residence
constructed
incorporating
office space.

Full compliance

Logging roads
were constructed
only where logs
were extracted )
Very little work
has been done.

A proposal was
submitted and
work done. DOF
is not satisfied
with the
facility.




(d) Lecal Processing Facllities

(1) Construct (by end of project The sawmill was
year 1) a sawmill for project constructed but
purposes and (by end of ceased operating
project year 5) sell or lease when operations
it to PNG interests. ceased. It has

not been sold or
leased.

(i1i) Establish a chipmill Chipmill const-

ructed but has
never produced
woodchips.

(e) Reafforestation

(i) Plant 875 acceptable species Not complied with
seedlings per hectare in
logged over area immediately
following harvest.

(ii) Establish a total 10,605 ha Not complied with
of plantations in project
years 3 to 20

(£) i ect
Conduct study on feasibility Study undertaken
of growing rice. and project not

found feasible.

In my assessment NYT, on this report, has done more to

fulfil its major obligations than have many other
operators.

Its town construction obligations have been fulfilled in
large part as have its obligations to construct 1local

processing facilities even 1if only the sawmill operated
and then only for a short time. .

It was remiss in its roading obligations and its

performance 1in the wharf and berthing area falls short of
DOF expectationms.

It is reported not to have undertaken its reafforestation
obligations. In the follow up landuse area it was only
obliged to have a feasability study conducted. It d4id so
and the study was negative. In this last respect the
agreement seems to share with others a very real defect
which nothing has been done to rectify.

Time and again I have seen project guidelines which
envisage a fsllow up landuse project as an important part
of a project yet when it comes to agreement stage the
obligation has been watered down to be dependent on a
(yet to be conducted) feasibility study. Almost
inevitably that study proves negative and this important




element of the project 1is lost.

MARKETING
A. Records

DOF sales records from and including 1982 to and
including 1985 were obtained. Records prior to 1982 were
not available and copy invoices for the first half of
1982 were not available. Some copy invoices for the
second half of 1982 and in early 1984 as well as the odd
invoice for later in 1984 and in 1985 were not available.
Some MEP figures in 1982, 1983 and early 1984 were not
available as was largely the case from April to July 1984
(after the MEP system changed). In 1985 one MEP figure
was missing and three shipments were made CNF in late
1985 where dissection was not possible.

The available information was tabulated in marketing
table format for each year:-

1982 - Schedule 2
1983 - Schedule 3
1984 - Schedule 4
1985 - Schedule 5

The tabulated evidence was then analysed.
B e t \'4 .

On the available information NYF exported in excess of
100,000m3 of logs in each of 1982 and 1983; close to
130,000m3 in 1984 and about 85,000m3 in 1985. Its total
exports in these four years thus exceeded 400,000m3.

The documents show that the destination of all 1log
exports was Korea with the following small exceptions
(agregating about 4% of total exports):-

Japan

1982 - 1 shipment - 5989m3
1983 - 2 shipments - 6383m3

12,372m3

Taiwan

1983 - 1 shipment - 4442m3
g8ingapore

1985 - 1 shipment - 197m3




It 1s convenlent to shortly dispose of these other
destination shipments before studying the shipments to
Korean destinations.

(1) n iwan n

All (four) shipments to Japan and Taiwan were
invoiced by NYT to its parent Halla Resources Corporation
and it was shown as the notify party in the bill of
lading for the Japanese shipments. For the' Taiwanese
shipment the notify party was CHEN TA SHING ENT.CORP.
LTD. Invoices were at exact MEP prices. Clearly Halla
Resources Corporation would have to re 1involice the end
buyer and in doing so would have the opportunity to
transfer price through third country invoicing. The
identity of the Japanse buyers is not as-certainable from
the documents but the Taiwanese buyer is obviously the

notify party in the bill of lading and there the need for
reinvoicing is quite apparent.

0 hipment

This small part shipment of the highly valued
blackbean species is only relevant as part of a changed
marketing system for NYT in its last days of operation in
late 1985. Indeed this was NYT's last shipment. It was
sold to the Singaporean buyer through Ron Gibbs Quarter

Enterprises which was Vanimo Forest Products marketing
agent.

(11}) Korean Shipments

As stated above the vast bulk (about 96%) of NYT's
log exports were destined for Korea. NYT shipped to’a
variety of over twenty (20) Korean buyers many of which
were "one off" buyers but a group of which were
significant buyers. The significant buyers were:-

(a) Bando Lumber Co. Ltd - the largest buyer in 1982

and 1983 and a significant
buyer in 1984 and 198S5.

(b) Chungkoo Lumber Co.Ltd- a small buyer in 1983,
and its Ietter of large buyer in 1984 and

credit opener a small buyer in 1985
Oriental Chemical

Industry Co. Ltd.

(c) Eagon Imdustrial Co.Ltd- a medium buyer in 1983 and

large buyer in 1984 and
1985.

(d) Hyundal Wood Ind.Co.Ltd. a small buyer in 1982 and
medium buyer in 1984.




(e) 8sun Chang Enterprise a small buyer in 1982 and

Co.Ltd. 1983 and medium buyer in
1984, :
(£) Tae Sung Lumber Ind a small buyer in 1982,
Co.Ltd. medium buyer in 1983 and
the largest buyer in 1984
and 1985.
Analysis of the invoicee in NYT's sales: to Korea

discloses an amazingly regular and clear pattern (with
only three minor exceptions) between July 1982 and
November 1985. (The change in November 1985 is dealt
with below) In every case (except three) during this
period where a copy invoice 1s available the addressee of
NYT's 1invoice from PNG is a Hong Kong company Yuwana
International Limited and the notify party shown in the
letter of credit is the Korean purchaser. The pattern is
illustrated by the following tabulation (where the three
exceptions are asterisked and where the fact is stated if
the invoice is not on DOF files):-

NOTIFY T NUMBER OF (PART /SHIPMENTS)
1982 1983 1984 1985
BANDO LUMBER 4 4 3 2
CHUNGKOO LUMBER 1 1 1
DAESUN IND. CO. 1
EAGON INDUSTRIAL 2 4 3
ENGINEERING & 1
SHIPBUILDING (NO COPY INVOICE)
HALLA RESOURCES %1 (DIRECT)
HANYANG PLYWOOD 1
HYUNDAI WOOD IND. 1 3
KOLON INTERCORP 1
(NO COPY INVOICE)

KOREA PLYWOOD 1
KYUNG MIN IND. 1 PLUS

*1(DIRECT)
MANDO MACHINERY %1 (DIRECT) ’
OK SAN IND.CO. 1 1
ORIENTAL CHEMICAL 4 PLUS

2(NO COPY

INVOICE)




SAMSUNG CO. ({NO COPY 1

INVOICE)

SAM WON ENT 1
SEOWO LUMBER 1
S00 POONG LUMBER 2
SSANGYONG CORP. 1
SUN CHANG ENT. 1 1 3
TAE SUNG LUMBER 1 4 7 5
TONG KOOK CORP 1
UNION CORPORATION 1
TOTAL (PART/ = =  —--=-- e -——- - -———-

SHIPMENTS) 11 19 33 13

This analysis covers 76 shipments or part shipments and
in a number of cases there is more than one invoice
covering the shipment or part shipment.

In the five cases where there is no invoice available it
would be reasonable to surmise (because of the clear
system and In the case of Oriental Chemical in 1984
because of the addressee of invoices before and after
those which are not available) that those invoices were
also addressed to Yuwana International. oOut of the total
76 shipments or part shipments there are only 3 instances
where the NYT copy invoice 1is not addressed to Yuwana

International. The exceptions (and possible
explanations) are:-

(1) In December 1982 the shipment of 5960.219m3 on
M.V. WON JIN was invoiced to Halla Resources
Corporation which was also the notify party shown
in the Bill of Lading. The documents show the
shipment destination as Korea.

There are two likely explanations.

Firstly the destination may be erroneously shown

and the shipment may have been destined for Japan -
in which case it is not an exception and fits the
pattern of invoicing Japanese destination

shipments through the parent company Halla

Resources Corporation.

Secondly, and if Korea was the true destination, a
buyer may not have been found at the time the ship
departed. 1In such a case one would expect an
invoice to an identified entity and the parent
company would be a logical choice.

(11) In May 1983 the shipment of 5300.519m3 on M.V.
HALLA MARWA was invoiced to Mando Machinery
Corporation which was described as the notify
party in the Bill of Lading.

There are many possible explanations for this one
outstanding exception but to attempt to select one
would be sheer speculation.




(11i) In May 1984 the part shipment of 99.985m3 of
blackbean on MV EASTERN CHALLENGER to Kyung Min
Ind. Co was invoiced direct to that company and it
was shown as notify party in the Bill of Lading.
The balance of the shipment - 5492.642m3 was
invoiced to the regqular buyer Tae Sung Lumber Ind
Co. through Yuwana International.

The bulk of this small part sh:pment was graded ss1
and the balance graded SS2 - the part shipment was
thus of good quality. Clearly this was a very
small specialty sale of a valuable species which
"filled up" a shipment. The to*al price invoiced
was only USD12,788.08. This was almost the exact

MEP price for blackbean but was still USD127.90 per

m3. The price was thus high and the shipment small

and the "margin" was presumably either non existent
or too small to warrant transacting it through
Yuwana International. Quite interestingly on the
next (but even smaller) small blackbean shipment

to Kyung Min Industrial on MV. HALLA MARWA in
October 1984 where the price was well above the

then MEP but still invoiced at USD110.00 per m3 the
intermediary Yuwana International was used. (This
is dealt with further below).

As indicated above the general paztern on sales by NYT
to Korea is overwhelmingly clear. The sales effected
from the PNG subsidiary of Halla Resources Corporation
(NYT) are invoiced to Yuwana International in Hong Kong.
Yuwana International would then have to re 1invoice the
true buyer from Hong Kong. The logs follow one route -
from PNG to Korea. The money follows another route -

from Korea to Hong Kong and then .almost certainly in
part) to PNG.

The structure 1is a classical structure admitting of
transfer pricing through third country invoicing from
Hong Kong. As Yuwana International is the only Hong Kong
intermediary used and as it is wused for such a wide
diversity of Korean destination buyers there 1is an
irresistable inference that NYT (or its parent) was
responsible for directing sales through Yuwana
International and that the Halla Resources Group was the
beneficiary of any transfer pricing.

The very format and content of the forms of invoice used
by NYT (samples form Schedule 6) reinforce one's
impression of the structure. All the details including
the name and address of the true buyer (NOTIFY PARTY) are
included and all Yuwana International! would have to do is
transfer that detail to its own invoice and substitute
the transferred price details.




C. Pricing Patterns.

The Minimum Export Prices (MEP) 1in force from time to
time were used (see Schedules 2 to 5) as the standard
against which NYT's pricing patterns could be compared.

Again reasonably clear patterns are discernable.

(1) 1982 ‘

Records are available for 22 shipments in 1982 of which
two involved part shipments to two different purchasers.

MEP figures are available for all but five shipments and
one part shipment and on all of these except one part
shipment calculation was possible. In all but one case
(exception (a) below) where MEP figures were available
all sales of all grades of all species were at exact MEP -
prices, The exceptions (save for exception (a)l are all

cases - four shipments and one part shipment - where MEP
calculations were made.

These exceptions were:-

ta) A small part shipment on MV MOCKYA in May 1982
was a small margin (K85.61) above MEP. The
explanation appears from the summary. All
grades of all Groups were at exact MEP prices
save for small sized walnut where the price
for 2.840m3 was shown at K227.20 whereas the
MEP was K142.00 making a difference above MEP

of K85.20. The additional small difference was
from an error.

(b) On all July and the first August shipments
(four shipments in total) all grades of all
groups (except small group 3 logs) were at
prices exactly 2% above MEP. Small group 3
logs were 2.433% above MEP. The logs in the

Group 3 (Small class) were a small part of the
shipments consisting:-

106.692m3 of a total 5252.156m3 shipped on MV.

SAM YANG
62.366m3 of a total 4426.759m3 shipped on M.V.

SEORABUL
139.448m3 of a total 5386.144m3 shipped on M.V.

DAE YANG
77.480m3 of a total 5063.061m3 shipped on M.V.

SOON CHURN

(e) A part of the shipment on M.V. MARINA in
October (2542.124m3 of a total

6181.122m3) was at prices exactly 5% above
MEP.




Exceptions (b) and (c) above may not be exceptions at

all if the MEP figures used for calculation-being

those current at shipment date-did not apply to the
shipment. The pattern for the whole year is clear.
Prices were at exact MEP except in a very few cases where
they were fixed at small margins above MEP. In the few
cases the prices were fixed by direct reference to MEP
prices.

(11) 1983 ‘

Records are available for 22 shipments in 1983 of which
none 1involved part shipments to different purchasers.
MEP figures are available for all but six shipments and
one part shipment. On two of these shipments prices were
well below MEP; on three of these shipments calculations
were possible and on one shipment and one part shipment
calculations could not be made. In all cases where MEP
figures were available all sales of all grades of all
species were at exact MEP prices.

The only cases where calculations showed prices were not
at or below MEP prices were the three shipments in April
1983 on M.V CORVUS, M.V. SAMICK and M.V. SEORABUL where
calculations showed prices at 5%, 10% and 10%
respectively above MEP prices. These may again not be
exceptions at all if the MEP figures used for calculation
were not those applicable to the shipments. Again the
pattern for the whole year 1is clear. Prices were at
exact MEP except where they were below MEP or in the
three exceptional cases where they were fixed at
percentage margins above MEP. In these three cases the
prices were fixed by direct reference to MEP prices.

(111) 1984

In April 1984 the MEP was substantially altered. Grading
into regular, small and supersmall classes was
discontinued and the Sealpa grades (SSP, SPI, sp2, 881,
882 and SS3) were adopted. The MEP prices were changed
from kina to US dollars.

January to March

Records are available for 9 shipments during this period
of which the last involved part shipments to two
different purchasers. MEP figures are available for only
two shipments and two part shipments but on the balance
of the shipments calculation was posible.

Calculations (detailed in notes to the relevant part of
Schedule 4) show a mixture of exact MEP prices, prices a
percentage above MEP prices and 1in one case prices a
fixed kina figure above MEP prices.

The clear pattern 1is of sales at MEP prices or at prices
fixed by reference to MEP prices.




April to Auqust

Records are available for 10 shipments during this period
of which one involved part shipments to two different
purchasers. MEP figures are available for only 3
shipments and one part shipment and these disclose prices
0.15%, 7.26% and 6.64% above MEP and the last shipment at
exact MEP prices. The period 1is characterised by a
significant change in NYT's invoicing practices because
instead of invoicing group by group grade’ by grade 1in
accordance with MEP (as was NYT's previous practice) the
invoices are "across the board" at prices for a shipment
or part shipment between USD61.00 per m3 and USD73.00 per
m3 with a small parcel of blackbean invoiced at USD127.90

per m3. Calculation of MEP comparisons was not
undertaken.

September to November

What was to occur during this period was perhaps heralded
by the fact that the last shipment in August was at exact
MEP ($58.12 per m3) During the period there were 6
shipments of which two involved part shipments to two
different purchasers. One small part shipment of
blackbean and one other shipment were sold at above MEP

prices being respectively 115.71% and 4.39% above MEP
prices.

The other shipments were all below MEP prices by margins
of 4.73%, 14.09%, 15.78%, 16.52%, 7.56%, 9.05% and 4.41%
and at "across the board" prices for a shipment or part
shipment between $50.00 per m3 and $56.49 per m3.

cember

In December there were two shipments at prices "across
the board" of USD55-00 per m3 and USD56.00 per m3 which
were respectively 3.70% and 2.54% above MEP.

Generally

Up until March 1984 the earlier pattern of prices at or
calculated by reference to MEP continued.

When the MEP changed NYT changed to "across the board"
invoicing and after generally good prices were obtained
from April to August there was a change to poor and below
MEP prices from September to November with a return to
small above MEP margins in December 1984.

(iv) 85.

This year, during which NYT's operations began to "wind
down" is again divisible into two distinct parts.




January to September.

In the period 12 shipments were made. One involved part
shipments to two different purchasers and the last part
shipments to three different purchasers.

On ten of the first eleven shipments for which MEP
figures were available the "across the board" prices were
generally a small margin above MEP - varying between
0.008% and 5.23% above MEP with a margin.of 9.48% above
MEP achieved on one shipment in May.

The last shipment was a "mixed" bag with the three part

shipments at prices 0.64% and 5.94% above and 4.98% below
MEP.

November to December

In this period there was another marked change in NYT's
patterns. In the period one shipment was made to each of
the three Korean regular buyers - Eagon Industrial, Tae
Sung Lumber and Oriental Chemicals but two changes
occurred. Firstly the sales were invoiced direct and not
through Yuwana International and secondly sales were on a
CNF (and not an FOB) basis so MEP comparisons cannot be
extracted. The last sale was of a small specialty parcel
of blackbean which was sold at a price 20.43% above MEP

to a Singaporean buyer through Quarter Enterprises Pty.
Limited.

(v) Conclusion on Price.

Up to April 1984 NYT sold at prices at or which were tied
to (slightly above or below) MEP prices by group and by
grade. After April 1984 prices were fixed "across the
board" but were again slightly above or below MEP prices
on a shipment or part shipment basis.

When these facts are considered and prices obtainable and
obtained 1in the Korean market (after transfer pricing)
are considered I have no doubt the prices invoiced by NYT
(to Yuwana International) out of Papua New Guinea were

lower than those which were obtainable from Korean
buyers.




D. Blackbean - a valuable speclies.

One aspect of NYT's marketing which attracts attention is

its small specialty sales of blackbean which are
highlighted in Schedules 2-5.

(i) In September 1983 a parcel of 210.806m3 of
blackbean was shipped to Chungkoo Lumber as a
separate part of a whole shipment. The invoice

to Yuwana International was at exact MEP prices
as follows:-

Grade Volume(M3) Unit Price(K) Total Price(K)
Regular 163.584 88.00 14,395.39
Small 43.448 48.40 2,102.88
Supersmall 3.774 44.00 166.06
210.806 16,664.33

The average price was K79.05 per m3.

(ii) In May 1984 a parcel of 99.985m3 of blackbean was
shipped to Kyung Min Ind. Co and invoiced to that

company. The prices were as follows (and were 0.15%
above MEP):-

Grade Volume(M3) Unit price(UsD) Total Price(USD)

Ss1 63.726 169.50 10,801.56
§82 36.259 .24 1,966.69
99.985 12,768.25

The average price was USD 127.70 per m3

(1i1) In October 1984 a parcel of 49.744 m3 of blackbean
was shipped to Kyung Min In. Co. The invoice was
to Yuwana International and no breakup into grades
is given. The MEP price shown on the invoice was
USD50.99 per m3 (aggregating USD2,536.69) and the
invoice price was shown as USD110.00 per m3
(aggregating USD5,471.84). The MEP price indicates

the parcel was largely graded in the low sawlog
categories 882 and S§S3.




(1v) In December 1985 a parcel of 196.711m3 of blackbean
was shipped to Bork Singapore Pty Ltd. The invoice
was to Quarter Enterprises Pty. Limited of
Australia. The prices were as follows:-

Grade Volume (M3) Unit Price(USD) Total Price(USO)

ss1 97.818 177.97 17,408.67
8§82 81.000 56.95 4,612.95
Ss3 17.893 47.23 ' 845.71

196.711 22,865.71

The average price was USD116.24 and was 20.43% above
MEP.

When one studies this data it seems clear the price of
the first shipment was very 1low being sold at exact MEP
prices and 1invoiced to Yuwana International. This
becomes clear by comparision with the second shipment
where there was direct invoicing to the buyer and the
price averaged USD127.70 per m3 for sawgrade 1logs
compared to the earlier (MEP price) of K79.05 per m3.
The third shipment appears to be an abberation. The
invoice was to Yuwana International. The MEP price was
in the low sawlog area yet a price of over double the MEP
price was achieved. This strongly suggests - by
comparison with both the second and fourth shipments that
the third shipment was severely undergraded.

The fourth shipment on a per grade comparison shows price
levels consistent with and increased from the second
shipment (which was 1invoiced direct) and gives a good
indication of true market prices.

This tends to confirm that the first shipment was
underpriced (through Yuwana International) and that the

third shipment (again sold through Yuwana International)
was badly undergraded.

Us s

The above observations are derived from documents and
time has not allowed NYT to be <called before the
Commission to offer explanations. There 1is every
indication that this company has been systematically
engaged up to November 1985 (shortly before it ceased
operations) in substantial transfer pricing and in use of

structures and malpractices which enable transfer
pricing.

There 1is a clearly established transfer pricing structure
through Yuwana International in Hong Kong and a well and
regularly used pattern of 1invoicing through that
structure with a curious invoice format that identifies
the true destination buyer as the notify party.



There 1is a clearly established pattern of selling at or
by reference to MEP prices up to April 1984 and a clearly
established pattern of selling "across the board" at
close to MEP prices between April 1984 and November 1985.

Indications are that the prices obtained were less than
those available.

I believe from DOF records that the Kapuluk area 1is a
reasonably good quality area. I have evidence that MEP
figures were set by attempting to ascertain the
obtainable market prices and then discounting those
prices by about 15% so the worst producer from the worst
quality area could achieve MEP prices. It follows that
an efficient producer in a good quality area should
achieve prices in the order of 10-15% at least above MEP

prices. NYT never achieved anything like those levels of
price.

Grading pattern show a preponderance of logs graded in
the sawlog categories and at times there is a heavy
weighting in the 1lower sawlog grades. The study of
blackbean specialty shipments tends to indicate grading
patterns should be closely studied but time did not

permit such a (time consuming) study to be undertaken by
the Commission.

Furthex detailed 1investigation of NYT marketing and
grading is warranted and should be undertaken. Its
resumed operations should be subjected to close and
regular monitoring by DOF Marketing Division.




NAM YANG TIMBER (PNG) PTY. LTD.

2nd Floor, AN.G. House, Hunter St. 1st Floor, Agricuttural Bank of
Port Moresby, PN.G. Niugini, Kimbe
P.O. Box 772, Port Moresby. P.0. Box 99, Kimbe,W.NB. PNG.
Telex: HALLAJA NE 22283 Telex: NAM YANG NE93126
Telephone: 211025/211064 Telephone: 935143/935419
2112501211297 935220
March 21,

Kapuiuk Timber Development
SHowvuti Base Camp
Sitovuti, WNB. PNG.

Telex:
Telephone:

1988

Our Ref: F-163

commission of Inquiry into -
Aspects of the Forest Industry

P.O. Box 2554

BOROKO, PNG

Attention: Mr. T.E. Barnett
Commissioner

Dear Sir:

In connection with your letter of 8 March 1988, we hereby

submit the gquestionaire as attached.

Yours faithfully,

NAM YANG TIMBER (PNG) PTY. LTD

W
TAE LEE

General Manager

Encl: Questionaires




Name of Timber Area: KAPULUK TRP, WEST NEW BRITAIN PROVINCE

Name of Perait Holders NAM YANG TIMBER (PNG) PTY. LTD.

Name of Contractor (if any)s

Please briefly summarise each condition or obligation in
Column 1 and briefly indicate vhether the Company has

complied with the condition in Column 2. (Attach.additional .
sheets of paper if necessary). . _ =

4

(1) Condition ‘ (2) Dagree of Compliance

Road Coamtruction

Conditions (design,
standard, gravelling,
culverts, bridges

etc.)
NOT APPLICABLE DUE TO N/A
PENALTY OF LOG EXPORT s

QUOTA REDUCTION BY THE

GOVERNMENT.




(1) Condition

(2) Degree of Compliance

Road i .

Obligations imposed, etc.

N/A

N/A

N/A

(Construction of sawmill,
etc.)

N/A

N/A




(1) Condition

¢2) Degree of Compliance

' { /
requiresent

N/A

N/A

follow up Land Use
requivessnts

(eg: agviculture
project)

N/A

N/A

N/A

N/A




NAM YANG TIMBERS - 1982 NARKETING

(ALL SALES TO KOREA UNLESS SHOWK)

SCHEDULE 2

MONTH. _ VESSEL VOLUME (M3)  FORB (K) NEP_(K) ::gvz INVOICEE ' NOTIFY PARTY
IAN. MARINA 6000, 055 265876.73  265876.73 - NOT AVAILABLE NOT AVAILABLE
FEB, S0ON CHURN 2162,042 £9069.37 69069.39 - . .
MAR. CHUN JIN 3131.020 120415, 92 120413,92 - ' .
APRIL HARINA 2503.671 10782965 NOT AVAJLABLE . '
SOON CHURN 2757.898 106740.85 106740.85 - . .
KAY MOCK YA 2030.663 86066. 15 86066, 15 - . .
383.805 18759. 94 18674.33 85.61 * .
JUNE NARINA 327.833 15146. 30 15146.30 - . .
2153.093 95919.06 95919.06 - . .
JuLY SAN YANS 5252.156 214741.24 NOT AVAILABLE) . .
SEORABUL 4426.759 19712257 * ; ’ , ‘
DAE YANG 5386, 144 20%53.76 * ; ” YUNANA INTER. ox SAN
) LTD. HONG KONG. INDUSTRIAL
AUS. SOON CHURN  5063.06! 23789.77 . ) . HYUNDAT WOD
ASIA GIANT  3253.744 175838.46 12593846 - NOT AVAILABLE
NARTNA £090.957 251856.80 257856.80 - YUUANA INTER BANDG. LUNBER
LTD. HONG KONG
SEPT. OTARU 1956.273 £1704.83 61704,83 - . HYUNDAI ¥OOD
DAE YANG 5423.7% 79827. 94 234827.94 - NOT AVATLABLE
BOCHURN Se4.244  IWE0S.7T  230605.77 - YURANA INTER BANDO LUNBER
LTD. HONG KONG
KOHEUN £074.514 XI5, 22 267516.22 - . SUN CHANG
ENTERPRISE
6591.943 M2035.09°  292035.09 - ' BANDO LUMBER




oeY. WARINA 3638.998

2542.124

NOV. HALLA 7699.989
PARAGON

£582.930

HALLA WARINA  2522.070

3466.713

DEC, DONE AH 5018, 943

WON JIN 5960.219

161371.82

122265.93

350472.34

316746.68

120751.69

165936. 41

232980.86

258629.13

161371.82 -

NOT AVAILABLE CALCULATION IS

ST ABOVE MEP.

350472. 34 -

316746.68 -

120751.69 -

165936. 41 -

232980.86 -

258829.13 -

YUWANA INTER
LTD. HONG XONG6

#HALLA RESOURCES
CORP.KDREA
" "

YUWANA INTER
LTD. HONG KONG

HALLA RESOURCES
CORP. KOREA

KOREA PLYWOOD
NF6.CO.

BANDD LUMBER

SSANGYONG CORP.
HALLA

RESOURCES
CORP. KOREA.

TAE SUNG LUNBER

HALLA RESDURCES
CORP. KOREA.

# Calculations shov the price structure vas 2.433% above MEP on small Group 3 logs (which
vere a seall part of the shipsent) and at exactly 2% above MEP an all other grades of
Group 3 and all grades of all other Groups.

#% This sale vas to Japan.




SCHEDWLE 3

NAN YANG TINBERS - 1983 MARKETING

(ALL SALES TO KOREA UNLESS SHOWN)

LTD HONG KONG

ABOVE
MONTH.  VESSEL VOLUME (XD FOB (K) NEP_(K) NEP INVOICEE NOTIFY PARTY
IAN TENRYU 5300, 351 244839. 40 244639, 40 - $HALLA RESOURCES  HALLA RESOURCES
CORP. (KOREA) CORP. (KOREA)
NEW SILLA 4674.084 189510. 06 189510, 06 - YUWANA INTER. OKSAN IND.CO
LTD. (HONE KONG)
HALLA MARINA  4226.177 204739.78 204739.78 - . BANDO LUNBER
UNITY 1082.610 52667.07 52667.07 - $HALLA RESOURCES  HALLA RESOURCES
CORP (KOREAY CORP (KOREA)
HAN YONG 5396, 124 237498.39 237498, 39 - YUNANA INTER BANDD LUMBER
LTD (HONG KONS)
FEB. WARINE STAR  4866.872 110283.32 NOT AVAILABLE  CALCULATION . S00 POONG
IS BELOW MEP LUMBER
MAR. PACIFIC 5890.570 246614, 24 246614, 24 - . BANDO LUMBER
NYATOH
HALLA MARINA  3425.087 144518. 16 144518.16 - . TAE SUNS
LUMBER
1209.632 49272.88 49272.98 - . » -
APRIL.  CORVUS 5542.110 23971284 NOT AVAILABLE) CALCULATIONS . SEONDO LUMBER
) SUGGEST PRICE
SANICK 4525.609 180429.53 NOT AVAILABLE) WAS 51 10 101 . SDOPODNG LUMBER
) ABOVE MEP ' .
SEDRABUL 442,511 19%74. 54 NOT AVAILABLE) #3HALLA RESOURCES CHEN TA SHING
CORP. (KOREA)  ENT,
MY HALLA BARINA 5300519 23801, 63 238201.63 - MANDO MACHINERY MANDO
' CORP. KOREA NACKINERY
GOLDEN BELL  2737.045 124914.43 124014.43 - YURANA INTER.  TAESUNG LUMBER




JUNE

JULY

AUG.

SEPT.

NARINE STAR

BOCHURN

HALLA MARINA

HALLA MERCURY

ASIA RIVER

NARINE STAR
HALLA MARINA

MERCURY

KOREAN CROWN

4421.067

2586.118

4406.814
1201.970
5612.493

3308.876

2610.870
5826.305

2791.992

2845.3%0

210.806

5344.067

1468.929

# These sales vere to Japan
## This sale vas te Taivan

195666. 74

117579.95

84170.135
51501.92
251122.92

152808. 31

112017.16
254175.86

126732.21

122825.83

16664.33

226433.81

57837.72

193666.74

117579.95

NOT AVAILABLE)
NOT AVAILABLE)
251122,92

152808.3!

112017.15
NOT AVAILABLE

126732.21

126732. 24

16664.33

226453. 81

NOT AVAILABLE

CALCULATIONS
) SUGGEST BELOW

AEP.

(BLACKBEAN)

YUNANA INTER.
LYD. (HONG KDNG)

TONG KOOK
CORP,

HANYANG
PLYNDDD

EAGON
INDUSTRIAL

SUNE CHANS
ENTERPRISE

TAE SUNG LUMBER
BANDO LUMBER

CHUNG 00
LUMBER

CHUNS KOO
LUMBER

TAE SUNG LUMBER



SCHEDULE 4

NAN YANG TINBERS - 1984 MARKETING

(ALL SALES TD KOREA UNLESS SHOWN)

ABOVE X .
MONTH,  VESSEL VOLUME (83)  FOB (K) MEP (K) MEP (D) INVOICEE NOTIFY PARTY
JAN KAD HO 2412.519 106274.76 106274.76 - YUWANA INTER. SUNG CHANG
LYD. HONG KONG ENTERPRISE
SOON CHURN 245.779 7844.73 7844.73 - ' ORIENTAL
CHENICAL
2328.008 99334.49 N/A ] . .
HALLA £000,233 260376.40 260376.40 - ' HYUNDA] WOOD
MERCURY IND. LTD.
FEB. HALLA MARINA  5982.875 271672.25 N/A $ . TAE SUNG LUMBER
DONG WON 267.524 13649.16 13649.16 - N/A KOLON INTER.
1911.836 93254.73 N/A i N/A .
ASIA GIANT 6026.704 279347.33 NA H YUWANA INTER. SUNG CHANG
LYD. HONG KONG ENTERPRISE.
LEM 1646.641 76889.81 N/A e . HYUNDAI 900D
IND. LTD.
MAR. HALLA §782.848 265272.57 N/A + N/A EAGON
NERCURY INDUSTRIAL,
GARZA OCEAN  2993.2%0 143325.10 A ++ YUNANA INTER UNION
LTD. HONG KONG CORPORATION
1601.633 T2242.45 N/A ++ /A DRIENTAL
ugENICAL
1148.630 51613.93 Nk e A .

H
22

+HHe

Calculations shov groups 1 and 2 sold 31 above NEP and groups 3 and 4 at exact NEP
Calculations shov sold at 31 above NEP

Calculations shov sold at K2.00 per M3 above NEP

Calculations shov sold at 51 above MEP
Calculations shov groups 1,2 and 3 sald at exact NEP and group 4 at 4.75% above MEP

Calculations shov sold at about 2.51 akove NEP.



APRIL

HAY

JUNE

JuLY

AUS.

SEPT.

HALLA MARINA  408B3.105

EASTERN 5492.642
CHALLENGER

99.985

TENWA MARU 1221799

17711.172

2998.494

SEIBUN MARU 999,745

HALLA MARINA  4925.308

1059,760

HALLA MERCURY 4024.257

1949.225

BOCHURN 3545.58¢

HALLA MARINA  5094.679)
)
866.010)

HALLA MERCURY 4733.218)
)

9749.614)
ESTELLA 5576.742
HALLA 5141.9%0
MERCURY

THE WEP CHANGES FROM KINA TO USD.
NONEY FIGURES ARE SHOWN IN USD.

249069. 41
($61,00)

335051.18
($61.00)

12788.08
($127.70)
87969.54

($72.00)

124444.04
($70,00)

209894.58
(470,000

71981.63
($72.00)

359548, 04
($73.00)

77362.42
($73.00)

293770.81
($73.00)

142293.43

5ine.
($71.90)

369562.71

($62.00)

35195, 58

($82.00)

324103, 45
($5.12)

22M07.25
($55.00)

N/A

N/A :

12768.25 (BLACKBEAN)

19.83
0.150)

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

293738.84 25027.04

50796.83 (7.261)
273152.46
22065.45

58977.67 (6.641)

324103.45 -

296838.72 14031.47%

(4,730)

YUMANA INTER.
LTD. HONG KONG

KYUNS MIN IND.
0. LTD.

YUMANA INTER LTD
HONG KDNE.

SUNG CHANG
ENTERPRISES.
TAE SUNE LUMBER

KYUNE MIN IND.

EAGON INDUSTRIAL

DAESUN IND.

DRIENTAL CHENICAL

TAESUNG LUMBER

HYUNDAI WDOD IND.LTD

EAGON INDUSTRIAL

ORIENTAL CHENICAL

TAESUNG LUMBER

BANDO LUMBER



nT, HALLA 2941.516 150017.32 174614.67 24597.35% YUNANA INTER EAGON INDUSTRIAL

MARINA ($51.00) (14.091) LTD. HONG KONG
(BLACKBEAN)
49.744 5471.84 2536.69 2975.15 . KYUNG WIN
($110.00) (115.710) INDUSTRIAL
MARBUTSE 2988.263 149413.15  177409.37 9% ° TAE SUNG LUMBER
($50.00) (15.780)
5992. 060 299603.00  359896.58  59293.58¢+  ° BANDO LUNBER
($50.00) (16,521)
V. HALLA 4386, 456 269269.16  291277.91  22008.75¢  ° TAESUNG LUNBER
NERCURY ($54.00) (7.561)
HALLA WARINA 898,492 50315.55 48197.78 AI7.77 N/A ENGINEERING SHIP
($56.00) (4,390) BUILDING CORP.
OLYNPIC 88 858.311 48065. 42 52849, 9¢ 4783.52 EYUNANA INTER.  TAE SUNG LUNBER
($61.57) (9,050 LTD. HONG KONS
5639.530 304534.62 21857268 14038.06¢  ° '
($56.49) (4.411)
DEC.  PELAMAN 5499, 736 357485.48  344718.60  12766.88 . CHUNGKDD LUMBER
($55.00) (3.701)
HALLA MARINA  5768.506 323036.3¢  315041.69 799465 . BANDO LUMBER C0,LTD
($56.00) (2,541)

# PRICE AND PERCENTAGE IS BELOW MEP.



SCHEDULE 3

NAM YANG TIMBERS - 1985 MARKETING

(ALL SALES TO KOREA UNLESS SHOWN)

#The margin and percentage is bebw MEP.

ABOVE
{NTH. _ VESSEL VOLUNE (N3)  FOB (USD)  MEP (USD) _ MEP INVOICEE +_ NOTIFY PARTY
IMN HALLA 4086. 286 228832.02 21746085  11371.17 YUMANA INTER, TAE SUNG LUNBER
NERCURY (5.230) LTD. HONG KONG
468.980 26262.88 25257.83 1005.05 ' .
(3.981)
1252.516 70140.90 67400.06 2740.84 . .
(4070
HALLA NARINA  5502.645 319153.41 30444908 14704.33 . EAGON
(4.831) INDUSTRIES
FEB.  HALLA 5013.413 293284.66  285643.24  7641.42 . TAE SUNG LUNBER
NERCURY (2.681)
NAR.  MARINA 6006.018 312312.94 31070859  1604.35 . EAGON
(0.521) INDUSTRIAL
CAPRIL  HYUNDAT 31 499,922 75998594 259974.51 21,43 ' TAE SUNG LUNBER
(0.0082)
MAY HYUNDAI 31 5682.748 24137.40 25954133 24596.07 . BANDO LUNBER
(9.481) y
ANN 5893.701 286791.35  287317.48 1473.97 . TAE SUNG LUNBER
(0.512)
JUNE  HYUNDAL 31 5979.101 %NM59.95  266852.50 2207.05 ' .
(0.821)
JULY  HAN SONS 5990, 480 2%%571.60 /A A . EAGON.
INDUSTRIES
MG, MERCHANT 5982.200 2%6999.00  263255.79 5943.21 . BANDO LUWBER
(2.261)
HYUNDAI 31 2789.175 1223.70  121930.68 793.02 NOT AVAILABLE SAMSUNG CO0.
(0.650)
SEPT.  KOREAN 5773.128 2M71.38  255181.91  #12710.53 YUNAMA INTER, TAE SUNG
(4.980) LTD. HONG KONG  LUMBER
CRYSTAL
2508.662)  12512.80  101931.53 7018.56 ' SAN WON ENTER-
436.504) 16162.71 (5.941) PRISE.
1997.841)  10861.15 55887, 42 646,94 . CHUNS KOO
1020.480) 45326.79 (0.641) LUNBER



NOV.

DEC.

NERCHANT

RUBY STAR

ORIENTAL
ACE

NEADOWBANK

2517.760

1414.687

2004, 960

5118.038

3350.646

196,711

CNF

CNF
CNF

CNF

CNF

27539.54

103554. 11

56930. 40

58605.72

205489, 26

103823.99

22866.71

NOT CALCULA-
BLE.

(BLACKBEANY *
4572.83
(20.43)¢

EAGON FOREST
PRODUCTS INC.USA.

TAE SUNG LUMBER
IND.CO.LTD,

ORIENTAL CnciiiTAl
IND.CO.LTD,

QUARTER ENTERPRISE

P.L.AUSTRALIA

#This sale was to Singapere

EAGON
INDUSTRIAL

TAE SUNG LUMBER
IND.CB.LTD.

JFIENTAL
CHENICAL IND.
co.LTD.

BORK SINGAPORE

PTE.LTD
SINGAPORE



SCHEDULE 6

Telex: HALLAJA NE22283 " p.0. BOX 772, PORT MORESE

Telephone: 21 1025, 21 1064 PN
INVOICE
FOR ACCOUNT & RISK OF MESSRS NOTIFY PARTY. , INVOICE NO.
YUWANA INTERBATIONAL LID,. OK SAX INDUSTRIAL CO., LID. . ‘ NYT « 016
§2411 WIBGOS Centre 111, 269, CHUNGJI N=DONG. JONGRO-KU, C NO
CONSAUGHT Road, Central, Hongkong | SEOUL, KOREA. XESP = 034
RT OF SHIPMENT N PORT OF DESTINATION VIA
Poaumm WAE, PAFPUA NEW GUIREA:-- KUNSAN, KOREA
_DATE OF SHIPMENT ' - NAME OF VESSEL
joth July 1982 . M. DAE YABG
R
MARKS & NOS. DESCRIPTION QUANTITY|UNIT/PRICE | AMO
PAPUA NEW GUINEA ROUND LOGS 5,386.144| 13
USD 278,313.27
PRODUCED BY NAM YANG TIMBER (PSG)PTY. ,LID.

-

TOTAL  FOB PRICE . usD 278,313.27
. x. 209,

§3.]6

. o ———— - m— - § - ——

e A Lo GUN A
’ LEPARTMENT
OF FORESTS

.. KIL:DE - WNSP
SIGNATURE P Lo¥] g 7o/

NAM YANG TIMBER (PNG) A

Sales Manag




NAM YANG TIMBER (PNG) PTY. LTD.

Telex: HALLAJA NE22283

P.0. BOX 772, PORT MORESBY,

Telephone: 21 1025, 21 1064 PN.G.
-
INVOICE
— W:m:—__————_————-———_
OR ACCOUNT & RISK OF MESSRS ) NOTIFY PARTY INVOICE NO.
YUNAMA INTERRATIONAL LTD.- SUNMG CHANG ENTERPRISE OO
#2411 WINGOS CENTER 111 LYD. -
COMNADGET ROAD CESTERAL 263 UAM-DONG NAM-KU
XONG L/C NO.

BONG - BUSAN KXOREBA
ORT OF SHIPMENT PORT OF DESTINATION VIA
SILOVUTI PAPUA NEW GUINEA BUSAN KOREA

JATE OF SHIPMENT NAME OF VESSEL

6TH AUGUST 1983. MS ASIA RIVER
======—-“=———_-‘—-—=ﬁ4—=7 —— e )
AARKS & NOS. DESCRIPTION QUANTITY|UNIT/PRICE | AMOUNT
$72PCS | PAPUA NEW GUINEA ROUMD LOGS $,308.87643 USD
(x153,908.31).

vy, o - -
= TOTAL 7OB PRICE 3.309.876M3 USD :
: (X153, 008,31}
"
g .
E

-2

- - . GNEA L

-‘r-:-s \ - “ .\'_-1_ ).,‘_‘\f; fi '.l'"l"‘\' ARSI AI) ) I“
31 AN PO BON T PO voh SBY
L Z NAM YANG TIMBER (PNG) PTY. LTD.
g — - 7

w= & - - 4 Sales Manaqer




' NAM YANG TIMBER (PNG) PTY. LID.

P O. BOX 772, PORT MORESBY,

Telex: HALLAJA NE22283 £say
Telephone: 21 1025, 21 1064 N.G.
INVOICE
: — S ==
FOR ACCOUNT & RISK OF MESSRS NOTIFY PARTY INVOICE NO.
YUWANA INTERNATIONAL LID. TAESUNG LUMBER IND.CO.LTD.
42411 WING-ON CENTER INCHON KOREA
11T CONNAUGHT ROAD CENTER LC NO.
HONG KONG
PORT OF SHIPMENT PORT OF DESTINATION VIA °°
ROTTOCK BAY (PNG) INCHON KOREA
_ATE OF SHIPMENT NAME OF VESSEL
29TH JUNE 1984 M/V. HALLA MERCURY
el
AARKS & NOS. DESCRIPTION QUANTITY|UNIT/PRICE | AMOUNT
385P'CS PAPUA NEW GUINEA ROUND LOGS 1,949.2p5M>
15$73.00
Us$142,293 .43
F.0.B. PNG PORT ussliu*. 293.43
| o -

»

YL TGENERALM

TIMBER PNG PTY LT
RAY 0o KIVRR

. Bgan yanG
' N W)



> .- .;’ - ) L o i .7 - ’

/" NAM YANG TIMBER (PNG) PTY. LTD.
E:é*":.:i% ’ !"" j:" ;f g - - . 15. = - - - - -
I 7. Telw RALLAJA NE22283 - = o P.0. BOX 772, PORT MORESBY,
= Teigphione: 21 1025, 21 1064 - - - St : PN.G.

SF DeT o T .- 2 - -
TR T - = >~ INVOICE
FOR ACCOUNT & RISK OF MESSRS * NOTIFY PARTY INVOICE NO.
. YUWANA INTERNATIONAL LTD. TAE SUNG LUMBER IND., CO.,
eM. 2411 WING ON CENTRE 111 LTD. .
. CONNAUGHT ROAD CENTRAL LIC NO.
' HONG KONG
E PORT OF SHIPMENT PORT OF DESTINATION VIA
} SILOVUTI, PAPUA NEW GUINEA INCHON, KOREA
DATE OF SHIPMENT NAME OF VESSEL
STH APRIL 1985 M/V HYUNDAI 31
, MARKS & WOS. sESERIPTION SEABTITY wmit/ price AMOENT
i
" VARIOUS LOG NOS. |1,408 PCS OF PNG ROUND
i LOGS 4,999.922 M3 pSs52/M> Us$259,995.94

TOTAL FOB PAPUA NEW GUINEA PORT

—

|S$259,995.94 -
‘f

4
: . ) 'NAM YANG TIMBER (PNG) PTY. LTD.
0_—. T - - Manager






