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APPENDIX 35

Description of Work Method For Analysing Financial
Effects of FIC Marketing.

This appendix explains the difficulties facing the
Commission in analysing the effects of Marketing on FIG’s
finances. It then describes the work method adopted by
the Commission to solve these problems and compares the
commission’s methods and results with those of the
Auditor General. Finally it compares the financial
results with those given to the Commission by F.I.0 and
with the results as shown in FIC's accounts. The results
of these analysis are set out in Section 3 of this
Interim Report No:3.

AVAILABLE DATA

The main problem with investigation in this area is the
filing system (or lack of it) in FIC files.

The base systems used by FIC are:-

ta)e 36 numbered files said to be on a shipment
(or part) by shipment (or part) basis.

(b). alphabetical and numbered series files said
tce be on a company by company basis.

(). PRunning files of inward faxsimiles, numbered
in running sequence in approximate date of
receipt order.

(d). PFunning files of cutward faxsimiles, numbered
in running sequence in approximate date of sending
order.

(2. Running files of inward telexes, numbered in runn-—
ing sequence in approximate date of receipt order.

C(fr. Running files of outward telexes, numbered in runn—
ing sequence in approximate date of sending order.

File sequences (a) and (b) can only be described as an
absolute shambles. They are incomplete, documents are
filed in wrong files, the contents are loose and filed at
random and not in date order. Some files averlap. In the
course of the Inquiry we have locked at the shipping
records of numerous companies. I have been continually
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impressed and my investigative preparation has been
facilitated by the neatness,order and comprehensiveness
of these files. They are an absolute contrast to FIC's
files. The Running Files are in far better order but
even here there are numbered documents missing (the files
are not complete) in total or in part.

To recreate files from the running files is a manmoth
task but one which has been largely necessaryto compile
shipment (or part) by shipment (or part) historics of
FIC's marketing endeavours.

Some of the documents (missing entively from FIC files)
have been able to be completed by reference to the Letter
of Credit files obtained on Summons from FIC’s bankers
the Bank of South Pacific.

Dthers come from other FIC files. The task has been
facilitated scomewhat by the investigative work conducted
by the team from the Auditor Generals Office who have
audited FIC's 1986 accounts and carried out some
investigative audit work on FIC's 1987 half year
accounts. The working summaries of the Auditor General
have identified areas for audit query and enquiry, the
role of the Auditor General.

A comprehensive search of running files (not the function
to the Auditor General Office) has filled some but by no
means all of the gaps pointed up by the working

summar ies.

The work method adopted was as one would expect, that of
an auditor. Such a work method does not include
identifying the scurce of a document or explanation but
being satisfied the supporting document exists and is
produced aor that the explanation sought and given is
adequate and satisfactory. The method and standard is
different from that required of a Lawyer required to
produce documentary evidence to the standards required by
a Commission of Inquiry.

This difference has lead to a duplication of necessary
work in some areas.

r
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WORK METHOD

The public hearing time can be minimised by a documentary
presentation supplemented where necessary by oral
evidence. The key figure in FIC’'s marketing endeavours
was FIC’s former Executive Director Michael Cowan who
whilst under Summons elected to flee the country some few
days after the Commission began public hearings and to
remain cutside PNG during the life of the Inquiry. His
absence and the limits of knowledge of other persons such
as Patrick Tay, Imari Trawa and Andrew Aopo who were
involved in assisting him render a documentary
examination almost essential. Tay leaving PNG before
public examination took place has also made this task the
more necessary. The decision was taken to begin with the
last and most comprehessive relevant records namely the
36 shipment files and alphabetical numbered series files,
to mark documents from them to identify their source and
to compile ship by ship files from them in chronological
order.

As a second step the gaps in these ship by ships
amalgamated files would be filled by recourse to the
inward/outward faxsimile and telex running files,
documents from such files being marked to identify their
BOUrCe.,

Further gaps would be filled from the Bank of South
Pacific letter of Credit files (documents again being
marked to identify their source). Finally any further
gaps would be filled from other identifiable sources to
complete the picture o far as possible.

OBJECTIVE

The objective of compiling the files was to present
shipment (or part) by shipment (or part) a complete
picture susceptible of examination and tabulation and
capable of scrutiny for discrepancies or irregularities.
Compilation was effected in reverse chronological order
to enable preliminary negotiations and arrangements to be
cmitted where they were not material.

The compiled files attempt to disclose
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(1». NEGOTIATION fixing specification with the

producer.
- fixing price withthe producer.
- fixing the buvyer
—~ fixing price with the buyer.
- fixing the vessel and freight rate.

- fixing agents etc commissions.

i

fixing FIC remuneration.

(2). BUYER/FIC ARRANGEMENTS

(3). PRODUCER/FIC ARRANGEMENTS

(4>, OPENING L/C BY BUYER

(5). NEGOTIATION OF L/C

(6). ACCOUNTING FOR FUNDS CONVERTED TO KINA

(7). ACCOUNTING FOR FUNDS DISBURSED FROM USD ACCOUNT
(B). ACCOUNTING TO THE PRODUCER

(3). ACCOUNTING FOR FREIGHT/BROKERAGE

(10, ACCOUNTING FOR FICS RECEIPTS

(11). ACCOUNTING FOR DISCREFANCIES AND IRREGULARITIES
(12) RESOLUTION OF CLAIMS - QUANTITY OR GUALITY

~ DEMURRAGE
~ DEAD FREIGHT
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BASIS FOR INVESTIGATION

A deal of time was spent to ascertain initially just how
many shipments had been made and what subshipments they
were divided into and which of the established letters af
credit had in fact been negotiated and how many times.

A preliminary comparision of FIC's 36 numbered ship (or
part) by ships (or part) files with the BSP's 29 letter
of credit files showed the abscolute confusion in FICQ's
records

It was thus necessary to prepare separate lists of the
files of FIC and BSF and interrelate the two in
approximate chronclogical order according to date of
presentation of L/C drafts, this would indicate which
part of the vrunning files were relevant to each shipment.
This task took a long time but resulted in knowing what
shipments had in fact been made by preparation of a
table. The table Working (Table 1) tends to show the
hotoch potch nature of the FIC filing system, there is
Just no logic to it.

0Of the 29 letters of Credit established thrcough BSP the
negotiation position was as follows: -

(a). one (1) was negotiated three times ie: drawn on
three times.

(b). ten (6, 7,9,10,11,12,20 22,23,and 25) were
negotiated (ie: drawn on) twice.

(c). thirteen (8,132,14,15,16,17,18,19,21,24,26,27, and
28) were negotiated (ie: drawn on) once only.

(d). five (2,3,4,48,and 5) were not negotiated at all.

Two letters of Credit with substantial balances (1 and 20
were both transferred as at 14 April 1987 by FIC to Wawoi
Guavi Timber Company for whose shipments they had been
established.

All other letters of Credit had expiry dates which have
long since passed and no negotiations would be possible
unless the expiry dates were extended as they have not
heen.
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Details of the letters not drawn on are:

L/C File Est
No Opener Date Amount Volume Expiry

Samsung Co

2 Ltd 5.3.87 332,500 3500 20.5.87
Sanko Co

* 3 Ltd 7.1.87 450, 000 6000 31.5.87
Par Even

4 Pty Ltd 16.12.87 18,750 300 21.2.87
Par Even

4A Pty Ltd 16.12.87 37,500 600 28.2.87
Par Even

=] Pty Ltd 16.12.87 133, 7350 3100 28.2.87

#(This L/C requires the invoice to give credit for an
advance payment of USD 200,000.00 from the CNF value of
the goods).

There is thus a finite body of financial data which would
necessarily indicate the extent and limit of the actual
mar keting endeavours provided, as seems the case:-—

(a)., all log shipments were transacted through
Letter of Credit.

thy), all Letters of Credit were established for
FIC with BSP.

(c). BSP has produced all Letter of Credit files for
FIC. :

Attempted sales which did not eventuate and other
activites which arise will be mentioned in overview only.
This initial presentation deals only with actual
concluded sales and accounting.

In order to test the first point at which irregularites
could occur and working backwards the Letters of Credit
were perused and documents shipment (or part) by shipment
(or part) extracted, identified and where necessary
copied. This assumes the amount claimed in the draft at
Letter of Credit negotiation is correct (which will be
tested later) and seeks to test the manner in which and
persons to whom the amount claimed is disbursed.
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A summary of the results is in Working Table 2 and it’'s
accompaning commentary. The commentary which is over 100
pages long is entirely superseded by shipment by shipment
analyses prepared later. (This commentary is not
included in this Appendix).

Beginning with the "morney end" was a logical starting
point because it enabled perusal of accounting for funds
actually received.

It also pointed up, from that accounting, the areas where
particular attention needed to be directed in the perusal
of the other documentary sources.

How this was achieved is set out in some detail in the
commentary to Working Table 2 and the documents extracted
from the BSP files, the siagnificance of which follows
from the commentary. It should be repeated such
commentary is now only 9 working document and has been
super seded.

Having completed Working Tables 1 and 2 it was possible
from those two Tables to make compariscons withthe Auditor
General’s dissection sheets for 1986 and 1987 to compare
the data. The gaps that could be filled were filled and
what was being checked was:-—

(a)., «completing the dissection sheets as far as possible
(b). relating each L/C to a shipment
(c). checking the amounts withheld in USD, the USD
conversion deposited in PNG and kina equivalent
and the amount deposited into FIC’s account.
(d). adding where possible explanations.

This was done by blue ink on copies of the Auditor
General’'s Dissection Sheets and the L/C file and shipment
Nos are shown in the extreme right hand columns.

The following observations are made.

1986 DISSECTION

1. The first two L/C’s listed in 1986 have not
been drawn on and a third in the same category
is added.

2 On shipment 3 the amount withheld in USD altered
and the earlier rather than the later and actual
figure was "picked up" by the Auditor General’s
staff. The same figure was picked up FIC's
accountants in schedule 3 to the financial
statements and is wrong.
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In shipment 1A there were 2 claims, the Auditor
General’s figures are on the first component. 1
have added the second.

The Sanko/Angus receipt of K97,646.71 on 26.11.86
represents the converted USD 100,000,000 advance for
which credit was given on shipment 6B.

The Mohuideen/Eumusi receipt of 478,74 on 21.11.86
must be related to shipment ZB. It remains to be
explained.

The Pars Ram/MilneRBay Logging receipt of K2903.06
on 21.11.86 must be related to shipment 2 but how it
fits in remains to be explained.

The Angus/Sanko receipt of K191,277.73 an 139.12.86
seems to have been the further advance

of USD Z00,000.00 by Sanko aof Japan on account of
ANGUS (PNG). It also seems quite clear that sum was
placed on term deposit by FIC with BSP on behalf of
Angus (PNGEY on 13.1.87 by virtue of cheque No: 036650
and pursuant to pay ment voucher 4623A. This will
need to be verified however.

The receipt of K194,180.79 on an unspeci fied date
remains to be explained. It could be the funds in
7 coming back from term deposit with interest. This
will need to be verified as well. The refund of
moneys to Sanko which I cannot locate through FIC's
cash-book seems to have cccurved but needs to be
veri fied.,

n the first L/C Listed there was no USD retention.
The amount erronecusly inserted by the Auditor
General’™s Office represents the difference between
the gross claim and the amount for which the L/C was
establ ished.

Details of L/C 2 from Samsung are inserted and
neither this nor L/C 3 were ever drawn on.,

On the DongAh/Rismark shipment 10A the Auditor
General has extracted only the proportion ultimately
paid to FIC. I have added in the amount in USD and
K transferred to Rismark., This is only a matter of
approach.
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In overview the figures in Tables!l and 2 cross check with
the Auditor General’s Dissection Sheets and where
differences occur the explanations are reasonably clear.
Impaortantly the kina amount credited to FIC's account (on
the initial claim) cross checks with the Auditor
General’s “Credit to FIC Account” column which the
Auditor General'’s staff have checked to Bank Statements
and Cash Receipts records.

The matter of real concern is the receipts in the 1986
dissection shown under comments 5,6,7 and 8 above which
will need to be thoroughly checked. They may require
additions to Tables 1 and 2.

Having reached this stage it was logical to turn to the
various records in manner explained earlier and to make
up the amalgamated files from which analysis was
paossible.

The task proved much more difficult than envisaged but
was accomplished with a great deal of time and effort.

Analysis was then undertaken on a part shipment or other
logical basis and the analysis reduced to typed form
along the lines earlier indicated. The dissection falls
under the headings:-—

BACKGROUND ~ where necessary
HISTORY - a echronalogy of relevant events
LETTER OF CREDIT
NEGSOTIATION OF L/C
ACCOUNTING (KINAY BSP TO FIC
FIZ TO FPRODUCER
ACCOUNTING (USD)
FIC RECEIFTS
COMMENTS

It was hoped this would enable two things to be done: -

(a)., prepare a table showing FICY's actual total (as
district from criginal) receipts for each part shipment
and its actual direct deductions.

(th). examine (where approapriate) FIU’s kina accounting
to producers for the moneys credited to FIC's bank
account in kina.
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This was attempted in Working Table 3. (Schedule 3)

The first part (total kina rvreceipts) was compiled using
Table 2 and the Commentary from which table 2 is
explained. This part ends with the "Who bore initial
bank charges" column (as te 2C,2D,2E,2F,26,2H,3, 6A,8 and
10). These are the only (part) shipments together with
part shipment 4A where funds were directly transferved to
producers withcocut being brouaght into FIC?’s account.

The second part, "Kina accounting to producer'required a
search of FIC's files to locate and extract details of
FIC's accounting to the producer.

After analysis it was considered difficult to complete
this section of Table 3 without substantial further
information from FIC. In addition analysis revealed in
many instances that there were possible claims or other
incomplete matters which unless fully explained and fully
rescolved would mean table 3 could well be not anly
inaccurate but quite misleading. Eventually Table 3 was
completed and the "uncertain” aspects were described in
the Commentary to Table 3 where they may have a financial
impact. (Schedule 3A? Such Commentary is in a short
summary form which is expanded in the Comments secticon of
the shipment by shipment analysis.

In the course of analysis further Tables were created for
convenience.

Table 4 - (Schedule 4) amounts drawn off USD account to
pay off Francis Sia’s loan with BSF.

Table 5§ — USD account residues credited to FIC's account
on 4.4.87. (Schedule 5 and attached documents)

Table 6 — (Schedule 6) Interest creditéd to FICY’s account
being interest on USD retention funds.

Befare further reference back to FIC was made the
material in Table 2 as analysed was compared with FIl'’s.

“[06 SHLES ANALYSIS AS AT 30TH APRIL 1987" as presented
to the Commission (EXHIRIT 35).° The blue lines and
writing are used to recancile the Analysis with the FIC
kina receipts as shown in Table 2.

This confirms the kina receipts and suggests FIC can
explain the 3 asterisked payments included in it’'s
analysis, which are three of the four payments requiring
explanation from the Auditor General’s dissection (Items
5,6 and 7 above).
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Clearly, FIC’s Analysis only deals with actual kina
receipts into it's bank account and actual kina payments
cut of it’s bank account then dissects out the
differences under variocus headings to which funds
differences have been posted. Some of the postings, such
as FIC levy and Customs have nothing to do with FIC's
marketing role and should be disregarded. When the
detailed analysis undertaken by the Commission is
considered a number of errors are manifest and include by
way of illustration: -

(a). On Shipment 4B K818.86 is credited to exchange
gains and wrongly so credited. FIC lost on exchange but
prafited overall.

(b). On shipment 10B the payments out exceeded the
receipts by Ki14,753.06 but the items are entered
separately and incorrectly.

(c). On shipment 12A the loss resulted from a large
demmurrage claim and it is not correctly entered as such.

The Analysis of FIC does not regard other direct credits
FIC received (mg interest, USD residue funds etc) nor
cother direct debits (eg: interest, bank charges etc)
which FIC boare, It does not,to be fair, purport to do
so. More importantly it does not take account of
contigencies which FIC may well have to face and which it
seems to have "turned a blind eye to" at this stage. The
FIC analysis only deals with gross kina actual receipts
and only attributes K133,729.03 to commission out of
which it seems the reported loss of Ki18,926.23 would have
to be absorbed.

There is no deduction of direct expenses (air fares,
accommodation etc) and of apportioned indirect expenses.

The =mall amcocunt of receipts is of considerable concern
when one bears in mind contingencies such as:-

(a). a large unresolved deadfreight and demurrage claim
on Shipment 12.

(b). a clear but as yet undiscovered claim by Angus
arising out of the fraudulent accounting to it on
shipment ER.

(c). substantial unrescolved shortage claims on shipment
11A and 11B.

(d). the ominous claim of Pars Ram Brothers for breach
of contract where the gross loss to Pars Ram alone
(without regarding consequential loss claims) could well
be in the excess of USD 432,000.00.

11
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These aspects are included in documents produced to this
time so that FIC (to whom it is intended to make the
produced documents available) is aware of the full thrust
of what is being said.

In order to compare the "cash basis" figures under the
heading "FIC FINAL RECEIPT" in Table 3 and the figures
extracted by FID into EXHIBIT 35 a further Table (Working
Table 7) was constructed and analysed. (not Boheduled)

Differences were expected because Exhibit 35 is a
document which looks only at initial kina receipts.
Exhibit 35 (unlike Table 3) does not regard bank interest
additions and deductions; specific bank charges and
subsequent receipts for USD retention funds converted at
a later stage to Kina.

Particularly postings shown in Exhibit 35 and relevant to
further explanations which are necessary (Note 1)
aspects which are understood and taken account aof in
Table 3 (Note 5 and part of Note 6); aspects which relate
to the contingency commentary to Table 3 (Notes 1,2,3,4,5
and part of note 6) and aspects which are not understood
(Note 6 as to exchange loss) were noted for future
reference and analysis. Table 7 showed the receipts in
Exhibit 35 at slightly less than Table 3 which was
expected ~ the difference is within expected parameters.

With Tables 3 and 7 complete attention could be directed
to FIC's financial statements prepared in respect of
State Marketing Agency activities for

(a) the three (3) months period ended 31 December 1986
by the six (&) months period ended 30 June, 1987.

The profit and loss statements referable to State
Marketing Agency functions show commission incomes as:-—

1986 Feceived K48, 331
Receivable k17,396

13987 Received K68, 534
k134,261

There is a difference between these figures and the
figures in both Exhibit 3% and Table 3 and those
differences are expected

Ca) as subsequent USD conversions to kKina are included
as commission (See Note 7 to the 1987 half year
accountsg)

(b)Y because bank interest receipts are not attributed as
income from State Marketing Agency activities.

12
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(z) because bank charges of K645 in 1986 and E4204 in
1987 agaregating K4849 are treated in total as
expenses whereas in Table 3 they are (to the extent
specifically attributable) deducted from receipts.

The proximity of the comparison is8 well illustrated in
this way:-

i) to the total of Exhibit 35 figures in Table 7
- add USD conversiocns which are not included of
K10,715.53 to give a total of K13Z,781.90
~ deduct bank charges assumed in the accounts and
which are not included of K4849 to give a total
of K127,932.30
ii) To the total commissions in the accounts of K134,261
- add interest received (see Table 3) of K133 for
a total of Ki129,607
iii) Compare the receipts in Table 3 of K130,683.74.

The three figures fall within a very limited range and
the differences are so small and explicable as to enable
analysis to proceed with confidence.

With this work done it was possible to use all the data
generated to assess the impact of FIU's Marketing
Activities on its funds. That analysis is Section 3 of
thig Third Interim Report.
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APPENDIX 35.3A

COMMENTARY ON TABLE 3

CONTINGENCY FACTORS
SHIFMENT 1

There are no quantifiable caontingency factors.,

Vikani was asked to agree to a price addition of
USD1.00 per m3 to cover FIC expenses and to cover the
interest differential. After the interest differential
was taken into account  FIC made an aqgregate of
KiQ,613.89. The base agreement (FIC telex 18.8.86 <0UT
TLX  35059) was that actual expenses weould be deducted and
any residue would be refunded by credit on the next
vessel (Shipment 4)

FIC’s actual costs are not auanti fied but would be
unlikeiy to approach K10,613.8%9.

Technically FIC is at risk of a «claim by Centaur
Exports to refund the difference between K10,613.89 and
Flirs actual costs tdirect and indirect) on this
snipment.

SHIFMENT 2

There are a number of aspects requiring explanation
whicn have a direct financial impact:-—

ta) What has happened to Pars Eams clear aver
invaoice claim of USD 249.80 which seems clearly
payabie but ignored :

(b) What has happened to Fars Fams demurraqe claim
- has it been particularised or pressed and
does FID have risk exposure. Should a
orovision be made.
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(c) What do the two receipts of F478~74 and
K2903.06 on 21.11.86 agaregating £3381.80
represent and how do they affect other fiqures.

(d) What has happened about the shortfall between
FOB prices and MEFP value on the Kumusi part
shipments. Are further moneys payable to FIC.
Are further moneys payable to tumusi. Was the
Department of Forests told lies.

(e) Did Pars Ram pay the agreed UsDz2970,00 for
stamp duty interest and bank reps fees. We
know the stamp duty and interest were paid.
Wwhat bank fees were payable for a bank rep to
travel to Brisbane. Are moneys refundable if
these expenses were paid by Pars Ram but not
incurred.

(f) On the part shipments from Kumusi it seems the
arrangement was for commission of 3% of the FOR
price (see OUT TLX 5162 and 5166 of 17 and
18 September 1386).

In its accounting FIC makes no deduction from the

invoiced FOB prices but pays in full. FIC would seem to
have a right of recovery for 3% of Kz25,469.58 or K764.09.
Should this not be considered and provided for as

receivable and recovery sought.

(g) On the part shipments from SBLC there was a
clear overpayment. Has the requested refund of
uUsDS, 869.39 been made and taken into FIC's
books. 1f so the FIC receipts are increased.

I1f not should this not be considered and provided
for as receivable and recovery sought.

t3



273

th)  Though not strictly referable to this shipment
the possible rights of Pars Ram for breach of
the long term contract with FIC must be a .
contingent liability and some provision should
be made. The amount of the claim would
probably exceed USD432, 000.00.

' SHIPMENT 3

Technically on FIC's records shipping brokerage of
UsSD2,660.15 was paid to the wrong person. There is no
evidence of complaint but there appears to be a technical
misapplication of funds. In theory there is a contingent
liability but in all the circumstances a provision is
probably not appropriate.

SHIPMENT S

There are two direct aspects and one indirect aspect
which affect FIC’s receipts :

(a) The shipper claimed despatch amounting to
usbz, 097.92.

(b2 FIC deducted USD1,000 from the freight payment
apparently on account of despatch.

(c) The buyer made a shortage claim settled at
USD1,555.96 which was deducted as K1,447.54
from FIC SHIPMENT 13.

Item (c) is carried to Shipment 13,

In respect of items (a) and (b) the facts msust be
ascertained. If no payments has been made FIC has a
contingent liability to the shipper of USD2097.92 to
which it could apply the deduction of uUsD1,000.00. In
this case FIC may have lost its rights to the difference
against the shipowner.

If the shipowner has paid the producer then FIC has
a contingent liability to the shipowner for usD1, 000.00.
Either way the facts must be ascertained and it seems FIC
has a contingent liability for which provision should be
made.

SHIPMENT &

(a) On part shipments 6A and 6C it seems qQuite
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clear FIC made undisclosed profits of USD1.OO0
per m3 amcunting to USD 3007, 92 and USD &3593.40
agaregating USD3,367.32 which were
misappropriated by Michael Cowan by teleagraphic
transfers of funds to Straits Singapore. The
praspects of recovery of these sums would have
to be gauged and wourd perhaps be facilitated

. - ) ; - fideliit ) vat
*§EF¥3C%§V5$SPdE?Réf'§%e ahetéeg énsuran €

"receivables”" entry was anprcpriatg.

On part shipment &R it seems quite clear FIC
gave a false accounting to Angus PNG on ocean
freight and withheld as a result Uushi4g, 045, 36
of the FOB price. In addition FIC seems to
have been entitled to 1.25% shipping brokerage
amounting to USD1,433.64. Again it seems auwite
clear these agaregate funds of USD1S, 484. 00
were misappropriated by Michael Cowan by
telegraphic transfers of funds to Straits
Singapore. The prospects of recovery would
need to be gauged; would be facilitated if FIC
carried employee fidelity insurance ana the
facts would indicate whether a "receivables®
entry was appropriate.

It seems clear an shipment 6B tnat FID by false
accounting underpaid Angus (FNG) by
USDi4,045.36. From this FIC would be entitied
to deduct 3.5% commission of USD491.59 leaving
a net balance due to Angus of USDI3,S553.77.

The amount seems clearly payable and provision
should be made.

in part shipments 64 and &C the shipper claimed
agaregate despatch of USD4,317.36. What
accurred must be ascertained. If despatch was
paid then there is no problem. If it has not
been paid it seem FIC may be liable to the
producer and may (if it has not lost them? have
recovery or set—-off rights against the
shipowner. The facts should be ascertained so
FIZ's contingent or likely liability is known.

On part shipment 6FR the shipowner claimed
demurrage of USD1,191.67. If the amount has
not been paid or offset (as appears to be the
case) FIC may have rights :

(i) to offset against despatch (see (d) abave)

tii) to claim from Angus or offset (see (c)
aboave)

4
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facts should . be ascertained so the money effect
known.
i

As a result of FIC entering a long term
contract with Sanko Ltd and its handling of an
advance of USDZ00,000.00 by Sanko Ltd (which
was apparently repaid) it seems FIC may have
significant legal risk exposure which should
properly be regarded as contingent liabilities
until the facts on liability of FIC are
thoroughly investigated. The risk areas
include possible claims.

(i) by Sanko Limited for damages for breach of
the long term contract between FIC and
Sanko. This would be for loss of profit
and perhaps consequential loss on six
shipments each of 6,000 m3 and the claim
could be considerable.

(ii) by Angus (FNG) for interest and exchange
control gains on the advance aggregating
kK13,195.17 which FIC has appropriated to
its own use and to which Angus may be
entitled if the advance was truly held by
FIC as trustee for .Angus.

(iiid) by a liquidator of Angus (FNG) by virtue

SHIPMENTS

of the doctrine of "relation back" if FIC
in refunding the advance preferred Sanko
Limited over the general body of unsecured
creditors and thus removed from reach
funds otherwise available to the general
body of unsecured creditors.

7

(al

On part shipment 7A it seems clear FIC made an
apparent "windfall" profit of USD1.00 per m3
because freight turned out to be USD1.00 per m3
less than estimated. The "windfall amounted to
USD4040.24. It seems equally clear that sum
was misappropriated by Michael Cowan by
telegraphic transfer to Straits Singapore. The
prospects of recovery need to be gauged; would
be facilitated if FIC carried employee fidelity
insurance and the facts would indicate whether
a "receivables" entry was appropriate.

w
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(b> On this whole shipment it seems there was a
"fiddle" which is not explicable from FIC’s
records. The explanation should be sought and
may affect FIC?’s fiances in that:-

(i) FIC may have a further claim against Cowan
and/or S.J Park. L

(ii) FIC may have rights against the buyer

(iii) 8 J Park may have rights against FIC for
balance of commission

(c) The producer claimed and FIC deducted despatch
of USD 623.33 on part shipment 7A. The
producer is entitled to be paid but has not
been paid. A provision should be made to meet
this quite clear liability.

SHIPMENT 8

The buyer made a snhortage claim of 23 pieces with a
volume of 78.683 m3 which was referred by FICZ to the
producer. At the CNF price of USD86.00 per m3 such claim
would amount to USD6,766.74. Whether the <claim was
pursued and what happened to it should be ascertained
because FIC may have a contingent liability to the buyer
and may have rights against the producer.

SHIPMENT 9

(a) The producer claimed despatch of USD3,358.34
which FIC passed on to the buyer and which the
buyer later said would be remitted on 6.4.87 in
the sum of USD3,527.78. What occurred must be
checked. FIC doesn’t seem to have remitted
funds 'to the producer. As FIC’s records stand
FIC has a liability to the producer and may
have rights against the shipowner or buyer.

(b)Y It seems (INWARD FAX 638 of 21.2.87) that the
buyer claimed a shortage of 10 pieces and a
volume shortage of 303.556 m3 resulting from
remeasurement. The base claim document
(a faxsimile of 20.2.87) canncot be located.
This buyer traditionally makes and presses such
claims.
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What occcurred must be ascertained as FID may
have contingent liability -as well as rights against
the shipper.

Kol
£
"’

FIZ should check its recoras to ensure there
was no agreement about a commission charge on
this shipment. If any agreement exists a
"receivables" entry accompanied by a reguest
for payment would appear appropriate.

SHIFMENT 11

tay FIC had a written contract with Amazon Bay
Sawmills which entitled it to Commission of 3%
of the contracted FOB price. That commission
amounts to K10,398.70; was not deducted and has
neither been claimed nmor paid. The pavment
showld be pursued and it seems a
"receivables" entry would be appropriate.

by FIC has received shortage claims from the
Taiwan and Eorean buyers which it has delayed
and not dealt with. The Taiwanese claim is for
41 pieces totalling 96.317 with a CNF value of
USD16,373.839. The kEorean claim is unguantified
but for Z2 pieces.

FIC is contingently liable and probably has rights
against the producers.

These matters must be faced and resclved as they may.
have a significant impact. In the meantime provisions
for the contingency relevant to Angus (FNE) seem
appropriate as the company is insolvent.
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SHIFMENT 1=

cal It seems reasonably clear FIC is liable for
deadfreight and demurrage on this shipment as
follows: -
(i) Bootless Bay Loading
Gross claim Ush 33,493,085
Less paid Usb 18, 408.33
Usb 18,084.72
(ii) Stettin Bay Loading Ush 18,052.78
€iii) Shortshipment of &81.348
m3 but reduced because of
payments already made to usp  7,735.71
usb _37,873.2
It also seems FIC would not have resource against
producers. The shipowner has pressed strongly for
demurrage but not for deadfreight. Provision should be

made to meet the demurrage liability.

b

(d>

FIZ must establish the true entitlements of 5J
Fark and FIC and the correct freight rate on
Fart shipments 12B and 12C. The true position
cannot be ascertained from FID?’s records. 0On
cne possible explanation FIC may have the right
te recover USD 3857.40 from Francis Sia. On
another possible explanation the liability
specified in (a) above may be reduced by USD
3857.40.

In its accounting to Sopathin Development
Corporation (really Santa Investments) on part
shipment 12D FIC made a deduction from the
producers entitlement of K11,740.31 for what
was described as "Our advance to National
Forest Products". The so described "advance"
must be verified and vouched as to any extent
it is not so verified and vouched FIC may well
be liable at the suit of either Santa
Investments or National Forest Products
(depending on the facts).

On the Stettin Bay part shipment 12F there was
a written aagreement between FIC and the buver
under which FIC agreed to telegraphic transfer
usbD8, 583.78 to the buyer to cover defect



279

-

allowance of 96.447m3 at the CNF price of
UsDB8%.00 per m3. The. producer. made the
allowance at the FOB price of AUJBD 72.00 per m3
amounting to USD6,944.19 which converted to

- KE460.31. This is included in FIL receipts in

Table 3. FIC’s liability is clear under a
written aagreement and provision for this ciear
liability of USD8,583.78 should be made.

SHIPMENT 13

cal

(b2

(c)

Cd)

The amount of USD1,555.96 was retained our ot
this shipment to meet the “hertane Loa.m or Fo0
shipment & (as ment . ones - = 7 @ pavmert oo
Yld 7.0 was MLT MAade LL T f Duver out to &
SHLDOWREr ECEUWSe .« arr di- vted pavanert .n that
way to offset genurrage, Thouds thne vioue *iing
18 guite .rageguate thers 14 deer no complannt
and the matter Lo apparent.y at an end.

There was a freight saving of USD0.50 per m3
amounting to USD3248.87. It seems RBSF credited
the amount (converted to K2933.52) to FIl'’s
account on 6.4.87. The same day Tay of FIC
tells Wawoi Guavi about it and says the money
will be remitted to them. FIC alsc seems to
nave directed BSP to credit Wawoi Guavi'’s
account. What occcurred must be ascertained.

If FIC retained the funds (as is correct) FIC’s
receipts would be increased in Table 3 by
K2933.52. If FIC paid Wawoi Guavi then Table 3
stands but in such event FIC would have
recovery rights as the producer had no
entitlement to payment and FIC has no power

to make ex gratia payments. If the money was
paid to Wawoi Guavi it should also be asked to
produce records to show if any other person
benefited from the payment.\

FIC made a stupid freight contract which it
seemingly did not understand and clearly
underloaded by 652.249 m3 thus exposing itself
to a deadfreight claim of USDIS 044, 98. It
seems the shipowner did not pursue this as a
gesture of goodwill to attradct further business
which it did not get. FIC should ensure no
claim has been -pressed.

The shipper claimed despatch of USDZ,63Z.44.
It customarily receives despatch because of its
loading system. FIC seems to have been
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dissuaded from pursuing this when told of its
deadfreight exposure. FIC’s stupidity in
writing contracts does not disgualify the
shipper from making a just claim and FIC seems
contingently liabie for the despatch claim.

The buver made a claim for 19 pieces and a
substantial volume shortage. The claim was
settled at USDZ3, 104,44 and it was said Wawoi
Guavi would pay in mid April 1987. Payment
must be verified ctherwise FID may have a
contingent liability to the buyer with
recavery rights against Wawoi Guavi.

10
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TABLE 4

USD AMOUNTS DRAWN OFF TO PAY FRANCIS SIA'S LOAN

>HECKED ITEM NO: DRAFT (USD) L/C USD AMOUNT SHIPMENT NO:
YES 1. 241,851.81 M6701-702-NU00299 2,588.57 12B
YES 2. 105,312.64 M6701-702-NU00299 1,268.83 12C
YES 3. 219,872.98 M0612~-701-NU00025 2,903.32 12A
YES 4. 397,291.10 M2701-701-NU00057 4,786.64 11C
YES 5. 143,271.29 M2027-701-NU0O00S57 1,500.22 10A
YES 6. 387,572.99 M2027-701-NU00057 4,058.35 10B
YES 7. 131,646.02 BSN 856002 1,828.41 12D
YES 8. 323,219.12 M1918 612 EU000370 2,431.66 7A

UsD21,366.00




3 ATTACHMENT 1

INTERNATIONAL OPERATIONS
P 0 BOX 173 Y
PORT 1fORESBY

20th March 1.7 v

The Secretary

Forest Industries Council of PNG

P O Box 1829 4
PORT MORESBY

N.C.D

ATTN:  PATRICK TAY v
Doar Sir v

REs  OUTSTA:2ING BALANCCS HELD IN USD UNDER VARIOUS VOCUIMENT L/Cs /

DRAFT AN ORRET / AT OUTSTADEG ¥ WG NODIZATID /
USN271,515-29 CSh 8030/5367-68 Y 1000-02 ' M 4-12-856 v
USN323,219-12 CSn 8039/5376 2231-60 / M 24-12-86 v
USD547 ,619-13 CSh 303¢/5333 7/ 1047-22 J TN 6-1-87
USD143,271-22 CSB 8039/5392 ¥ 560-08 / FH 6-2-87 Y

SD 77+965-57 CSB 8039/5395 / 453-63/ I 9-2-37 Y
USh 58,944-27 CSD 8039/5396 v 346-74 7 FM 12/2/87 v
USD387 4572-99 CSB 8039/5397 v 1461-02 7/ FH 10-2-87 v
USD214,851-81 CSB 8039/5402 7/ 2588-59 = M 24-2-87
USD105,312-64 CSB 8039/5409 £ 1263-82 — FM 26-2-87

Please confirm whether same oare outstanding in your records and when
final settlement may be expected.

Wo await your early reply

Yours faithfully

! / o
‘\vv//‘/'”\”“‘i v

1.0l PARSONSON
SUPLRVISOR/iXIORTS

e
—
NI
~——
{
N



PO BOX 1829 PORT MORESBY

m LOT 4 SECTION 405
@ QA WAIGANI ORIVE

FOREST INDUSTRIES COUNCIL .
§_g% OF PAPUA NEW GUINEA o ezt
Telex: N22226 FORINO
Fax: 212911

PT:mek /06041987

06 April 1987
ATTACHMENT g

Bank of South Pacific
P O BOx 173
PORT MORESBY

Attention: MR M.H PARSONSON

Dear Sir
RE: OUTSTANDING BALANCES HELD IN USD

We refer to your letter of 20th March 1987

We are pleased to confirm that the outstanding balances are cori:ect
and we would be grateful if you could kindly transfer all the outstanding
balances of USM 11818.02 to our current account with Bank of South
Pacific, Waigani Branch.

Kindly let us have the credit advice as soon as the transfer is made.

Yours faithfully

R

MICHAEL J COWAN
Executive Director

e.c. &tlouwts - fie
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TABLE 5

USD RESIDUES CREDITED 6/4/87

DRAFT RESIDUE SHIPMENT NO: KINA CROSS
AMOUNT
(USD) UsD CONVERSION CHECKED
271,515.29 1,000.02 5 902.95 YES
323,219.12 2,231.90 7A 2,015.26 YES
547,619.13 1,947.22 7B 1,758.21 YES
143,271.29 560.08 10A 505.72 YES
77,965.57 458.63 11A 414.11 YES
58,944.27 346.74 11B 313.08 YES
387,572.99 1,461.02 10B 1,319.20 YES
214,851.81 2,588.59 12B 2,337.33 YES
105,312.64 1,268.82 12C 1,145.66 YES
USD11,863.02 K10,711.52

*# There is a discrepancy of 1 toea due to

rounding - the amount actually credited
was K10,711.53.

These are the residues of funds retained
in USD drawn to FIC's attention by BSP's
letter of 20/3/87. (ATTACHMENT 1) (p 6
April 1987 FIC wrote to BSP referring to
Attachment 1 and asking that the balances
(wrongly said to be USD11,818.02) be
credit to FIC's account (ATTACHMENT 2)
BSP's credit note of 6 April 1987 shows
the credit to FIC's account to a total of
USD11,863.02 converted to K10,711.53
(ATTACHMENT 3). Attachment 3 has a
typographical error in that the sum

"USD560.08" is erroneously typed as USD560.48"
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APPENDIX 35.6

TABLE 6

INTEREST ON FUNDS RETAINED IN USD ACCOUNT

(BSP LETTER 11.12.86)

ITEM SHIPMENT RETENTION DAYS UsD K

1 1B 63,300 1 10.55 10.21
2 1A 101,500 9 152,25 147.40
3 3 112,006.11 1 18.66 18.06
4 4A 46,006.23 2 15.33 14.84
5 4B 30,470.59 1 5.07 4.91

USD 201.86 195.42

The discrepancy in kina conversion arises from

rounding.

The total USD201.86 converted at 1.0329 to
K195.43 which was credited to FIC's account on
11.12.86.

Though BSP stated in its letter of 1/12/86
that interest would be paid on USD retentions
it does not seem any payments other than these

were made.
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APPENDIX 36

SHIPMENTS TO INDIA

SHIPMENT 1,2.,4

BACKGROUN

In 1986 there had been a promotional tour to India arranged
by F.1.C. This had been aimed at promoting PNG timbers into
the Indian market where a survey had shown India’s timber
resources were far less than had been thought which had led
the Indian Government to allow log imports by vreducing
previous prohibitive tariff/barriers. A new market thus
became available to South Seas log producers.

The tour was followed by a visit by Cowan (and his wife who
joined him). The concept of promptly arranging shipments to
India was obviously dear to Cowan and influenced FIC's
entrance into log marketing.

Before FIC's entrance however Vanimo Forest Products had
been selling to India and it is clear Vanimo's agent Ron
Gibbs, through his company Quarter Enterprises, had
penetrated that market using kwila as the selling tool and
had entered an arrangement of mutual convenience with the
Indian company, Centaur Exports. Kwila was a good choice as
it is a very dense red species — thus having properties
which appeal to Indian users.



The essential gist of that arrangement was this:-

(a) Centaur wanted a monopoly posture so that it was free
from competition for the selected species.

(by It was prepared to spend time and money promoting the
market to create a demand for the selected species —
provided it was guaranteed a monopcly. This would mean
it would profit from the monopoly eventually.

(c) Gibbs could use this monopoly and market structure but
for his part he had to assure freedom from competition
i.e that other PNG producers could not and would not
supply Centaur’s competitors with the selected species
(or substitutes) which Centawr had spent money
promoting.

Given such an arrvangement Centaur would create a demand
and Gibbs would control the supply available to meet
that demand. In this way "demand pull" market pressure
could be used to control price and, by clever control
at both ends, to increase prices. )

The Indian end monopoly and PNG end control were crucial
features.

Gibbs and Centaur had taken this some way with kwila as the
selected species and as Gibbs explained intended to do the
same with other lesser known species thought to  be
acceptable in the Indian market. Vitex and Malas were
cbviously suitable. ’

Two shipments had been made from Vanimo on SONERS ACE and
KARKAS. Cowan was aware of Gibbs'! work and aware that kKwila
was then the key to the arrangement. When FIC became
involved in marketing, and the Indian tour was a recent
event he turned his attention to India and to Kwila. 1t
must be said for, Vanimo Forest Products (VFP)  and Gibbs
that they were quite aopen about what they were seeking to do
and gquite explicit in explaining their strategy in detail to
Cowan.

Three of FIC's first four shipments were to India and there
were none thereafter.

It seems clear at least two groups were involved in  the
first instance ~— both wanting a monopoly and to exclude the
other and both being very concerned with Kwila.

ta) CENTAUR EXPORTS - HASMUKH VIKANI
- PRAFUL GANATRA
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A broad based import/export company — which seems to
function on a similar basis to the Japanese trading
houses but ‘on a much smaller scale.

(b)) PARS _RAM BROTHERS - PARS RAM PUNJ

with their various clients

HAJEE TIMBER + INDUSTRY SALAM
MOHUIDEEN SAWMILLS MOIDEEN

INDIAN PLYWOOD MF6&.CO ~ REDDY and KUNHI
FATHIMA TIMBERS -

KARNATAK STATE VENEER -

MADHAU NAYAK BOLWAR PUTTAR

Pars Ram Punj — based in Brisbane Australia seems to be
a broad based trader and organiser of various timber
using groups. Vikani says the real substance is the
MOHUIDEEN family who are similar broad based
import/exporters to CENTAUR EXPORTS.

Later a third group based in Sydney PAR EVEN PTY LIMITED
entered the scene but even though it opens Letters’s of
Credits (L.C) this came to nothing.

Cowan initially favour Centaur but then favoured the PARS
RAM GROUP and entered a secret agreement with him.

Pars Ram and Cowan realised that for them to corner the
Indian market Kwila would have to be the base and a
significant supply would need to be assured. As a first
step Cowan drafted for Minister Diro’s signature, on
Ministerial letterhead, a demand tao VFP to make kwila
available for FIC’s marketing (as a base to honouwr  the
agreement with Pars Ram).

(Cowans intrigue and treachery in this whole episcde is
dealt with later in detail).

STRUCTURE OF INDIAN MARKET
(From an interview with H.Vikani)

The structure and requirement of the Indian market and means
of coping with it are also important background. Vikani
says the bulk of the Indian market consists of small buyers
who need credit and who have specific requirements.
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His method was to select key ports in various areas as
discharge ports and then to arrange  distribution in areas
surrounding these ports by truck - he listed key ports as:

MANGALORE
BOMBAY
TUTICORINE
MaDRAS
BHAVANAGAR

He also explained the importance of having small but regular
parcels of the same species loaded and designated for
specific ports to facilitate distribution. From his
description the market seems not unlike the small user
Japanese market as described by Ashenden and he with his
shipper seeks to have some of the "sorting" done at the PNG
end into "job size" lots to facilitate his distribution in
India.

Where each shipment goes and how and where it is distributed
is very critical to the structure of supply and demand which
affects prices. In the early stages he says he has lost
money by trucking excessive quantities from one area to
another so as to stimulate demand.

The third important factor to which Vikani drew attention is
the financing of a log shipment. .
Indian buyers want to buy on 180 day credit. (This may be
an Indian Government requirment or merely buyers insistence.
Either way it seems clearly to be a fact of life).

Is it clearly an Indian Government requirement that interest
on "after sight” L/C's is only allowed to be paid from India
at the then prevailing Indian Prime Rate - which in mid 1987
was 7.54 per annum. In addition Indian buyers like to buy
on a CNF basis. This conflicts with the normal PNG
suppliers’ method of doing business - he and his banker both
want to be paid at sight and they want to contract on an FOR
basis.

On Centaur’s first shipment with VFP the shipper accepted
180 day terms but had terrible problems with the Bank and
Vikani says it became necessary to convert the credit to "at
-sight" in Hong Kong which cost him a lot of money in
interest. He says with VFFP this was salved by opening
Indian 180 day L/C’'s to Australia then converting these to
"at sight" arrangements with PNG.

To understand what happened with FIC it is necessary to go
back in time.

4
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FIC INVOLVEMENT WITH CENTAUR EXPORTS

In about mid to late 1985 India in effect permitted log
imports by reducing tariff/barriers. Vikani sent telexes to
FIC seeking samples of PNG timbers but got no response.
Because of this he came to Port Moresby in December 1985 and
saw Gordon Gresham (then the Executive Director of FIO).
FIC were not particularly helpful so Vikani contacted some
shippers and got a good response and organised some samples
from Ron  Gibbs. Gibbs sent him samples of species VFP was
logging and this enabled him to get started. With his
samples Vikani prepared catalogues of PNG timbers (FIC sent
1 copy and he got it printed) and canvassed Indian buyers -
he said this cost him USD100,000.00.

He then firmed up arrangments with Gibbs (who he says gave a
lot of help and information) and Gibbs persuaded him to
commit to a trial shipment in March 1986 ( on the SONERS
ACE) with about 4,000 m® from PNG and the balance from the
Solomon Islands.

A second shipment on the KARKAS -~ was then arranged with
Gibbs. After the SONERS ACE shipment Vikani was in PNG and
met Cowan. He says Cowan was a new man on the scene and was
very keen and very enthusiastic about FIC marketing and
sought to persuade him to use FIC.

He says he explained to Cowan his two main problems (at the
timeld:—

(a) that after the first shipment he was concerned
about PNG grading - getting the quality and grades

promised — and about the expense in sending a
grader from India to ensure he got what he
ordered.

(b)Y that he was concerned about the expense involved
in having to convert his Indian 180 day L/C's to
"at sight" L/C’s through Hong Kong.

He says that Cowan told him these were not problems.

Firstly he says Cowan told him FIC had log graders and would
charge only airfares for graders to inspect cargoes - at a
rate of about USDI000 - 1500 per shipment. Secondly Cowan
told him FIC could organise to accept 180 day L/C’'s  at
normal interest which Vikani would have to pay.

When Vikani contacted Cowan to arrange the first shipment
(SITI, MIDAH) the same two matters were raised. He says
Cowan again said he could arrange the grading and inspection
of logs and that he could arrange acceptance of a direct 180
day L/C. When Vikani asked him about the cost Cowan

said.
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(a) for grading and inspection an allowance would be
made of USD1.00 per m® and whatever the actual
cost was would be charged and the balance
reimbursed.

(b) on the L/C he said they were negotiating with the
bank but whatever the difference would have to be
paid. Vikani explained this in this way. The
Indian Government only allows payment from India
of the Prime rate (7.5%) p.a) You have to find
the market rate (which for VFP was in the range of
8.25% to 8.4% p.a). You than take half the
di fference (because it is half the year - 180
days) which is about 0.5% and you add that back
onto the agreed CNF price. In this way the buyer
complies with Indian law and the seller gets his
price plus the market rate of interest.

(An example is given to FIC in the documents, )
see (UNNUMBERED TLX) GANATRA to COWAN of 1.9.86 REF220.

Vikani says Indian Government regulations only permit ship
charter by shipowners or the Government agency. Indian
buyers arrange charter through an Indian shipper and
normally seek single voyage charters.

He says Cowan was told frankly of the strateqy Centaur had
arranged with Gibbs - using kwila as the selected species -
that Kwila was the promoted species and that Cowan agreed to
protect Centaur over competition on kwila and on whatever
other species were selected for the same market treatment
and promotion.

After the first shipment Vikani says he received bad news.
FIC, he heard, were trying to organise a shipment to other
Indian buyers (the main buyer was MOHUIDEEN) through an
agent PARS RAM (who Mr Vikani thought was based in
Melbourne)d. Vikani says all told there were four agents
invoelved - PARS RAM, two in Bombay and FIC. He believes a
total of about 10% Commission was involved and says he told
Cowan this. He says he knew these people (MOHUIDEEN, SAalLAM
etc) were interested and coming to PNG. He felt, with
Cowans’ knowledqge and assurances, that Cowan woul d
discourage these buyers particularly so because Cowan knew
so many "middlemen" would be involved. (because Vikani had
told himd
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Vikani regarded this other shipment to Pars Fam as treachery
by Cowan and FIC. He said:~-

“We felt the kwila prices were basically
artificial. There are similar timbers in India
which are expensive so we thought we could force a
better price. We had total control of the kwila
warket., Price ix always a matter of supply and
demand. If we were the only ones involved we
could control it. [ told FIC this. If others
campe in the price would come down.

Qur first shipmpept with Vanimo wax USDBZ.00 for
Kwila which was pot established then. There were
no buyers but I felt i€t was full of potential if
promoted. I signed a& one year contract with UFP to
take 24,000 w® per year with an increase of
UsSD1.00 on each shipment.

In effect the parket developed further and I paid
UsD8S.00 for the second shipment then paid up to
UsPR0 .00, With market control I could do i¢t. It
is the only timpber imported into India where
prices are up. The price of all Malaysian timbers
dropped by 207 since imporits to India opened be
because they sell €to anyone and have not regulated
supply.

He told FIC that if you try to break the monopoly
the price will fall just like the Malaysians and
VFP will lose.” VUFP produces mainly kwila which
hasn* t other markets and here it has a good one.

I conveyed to FIC that if they tried to create
coppetition kwila would fall to about USDP 70.00
and at that price there would be no profit
margins. If that was bhappening Centaur would pull
out.

FIC was a small shipwment. We had cornered the
Malaysian competitaor €oo so we cornered the
market. There should be a telex about AFIELIA.
Ta keep the kwila price up we had €0 corner this
and were prepared to do so if we stayed in the
same monopolistic position.

He are spreading PNGE timbers to new (Indian)
ports. The price is artificial and we npust
control the flow to control the supply and thus
the price.
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FIC agreed in principle but what it then did
behind our back was to organise another shipment
to MOHUIDEEN., It seems FIC promised them morse
kwila and had an argument over f{inance and some
arrangement with Kupusi which all fell through.

Because FIC shipped to DEEN and tried to destroy

aur market we could not buy through FIC any wore.
I considered you (FIC) do not promote but destroy
a market that we have spend money to develop”.

Vikani was very bitter and angry about FIQ's
involvement. He also spoke of a (then) recent
publication (by FIC in newspapers) over an Indian
shipment on OLYMPIC 88 which he says was ignorant and
damaging. He says he has no interest in the Company
but has had joint shipment arrangements with them at
times.

The importer was YENNE POYA (KUNHI + C0) and the
publication alleged transfer pricing.

He says these people had the same problems as he did
with "at sight" L/C's so like him they routed it
through Australia. He says that the half of 8.5 to 94
came off in Australia but it was not transfer priced.
Every US cent of the difference was to pay the 180 day
interest charges and commission to an agent in
Australia. He says these costs came to about USD3 or 4
per m® depending on negotiated interest rates and far
from profiting offshore the Indian importer lost
substantially because he had to meet the interest
expenses as well as substantial demurrage.

In mid 1987 Vikani offered to supply the documents on
that shipment and on all shipments to Centaur which he
said demonstrate the gross amount of the L/C to
Australia and the manner of its disbursement and show
“that every US cent is accounted for and that not one US
cent was transfer priced.

Vikani feels the marketing of FNG timbers in India is
still in the development phase — he is spending money
as an investment for the future. As examples be cited
the following:
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At TUTICORINE we estimated a 3000m® dewand ~ based
on the number of delivery €trucks per day. The
market could not absort it and sales were slow
because buyers considered the market PEY
oversuppl ied and if they waited they would get
cheaper prices. I[f they bought and the price
Cbought on credit) fell they would lose. To
support the price and those who had bought, we
trucked 1000m® overnight to an established market
and sold at established prices there. This coxst
us U8D40.00 per »® to truck plus the cost of
double handling. He lost a lot of money but felt
this was a better long term marketing strategy
than dropping the price in TUTICORINE to get gquick

sales.

In MAORAS supply exceeded demand also. Hgain
we subsidised transport to established
parkets in North Madras (at a loss) to
maintain prices. Even then the price in
Hadras is about USD30/m® less than North
Madras (because Madras was a new market being
promoted) but the trucking cost exceeds the
difference.

It is was proposed the next shipment (at mid
19873 would be to BHAVANAGAR — the northern
most port spreading into North India. This
is a new Port for PNG logs so trucks were
sent by road to promote PNG timber in advance
of the shipwent. The cost (which we bore?

was USDS0 .00 per m® for trucking.

sful on first

In Bombay kwila was not suc s
ed @Qain.

coe
promotion. It was to be tri

As Vikani put it he reqgarded his participation as an
investment for the future. He says unless Centaur is
protected until at least the stage where the market is
fully developed and he can recoup his investment and
make a profit he feels very uncomfortable. He says he
could not stand a repeat of FIC's efforts to destray
what has been built.

He says Centaur did its homework. They did an analysis
of Indian imports from Customs figures and gave it to
FIC - they did a lot of work to show a market is there
for PNG logs. He estimates the total market at 300,000
m® per year and says they expected 50,000 m® sales in
year 1 (but were in fact looking about 35,000 m®) with
arise to 100,000 m3,
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He believes PNG has a better prospect in India than
does Malaysia. This is because he says India
originally had a multi species resource similar to
PNG's diversity of species and far more diverse than
the Malaysian’s range.

If properly and competently handled he feels FNSE could
carner up to 30% of the Indian market. The strategy he
sees as appropriate is to allow a margin of profit on
some species to promote others.

The second species Centaur selected (after Kwila) was
VITEX. It was chosen as a minor species with limited
production and availability (like kwila in the latter
respect).,

Centaur entered a contract over vitex (with Tonolei
Development Corporation (T.D.C) its main producer?.
Vikani says TDC could only get USD S0-60 as a maximum
in other markets. The contract is for USD75.00 on the
first shipment increasing at USD1.00 per shipment to
uspBz.00. The market is small (200m®/month) but Vikani
believes that without competition he could increase it
to 2000m®/month.

Against this backround the first, second and fourth FIC
shipments and the history of endeavours in the Indian
mar ket are studied.
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APPENDIX 36.1

HISTORY OF FIC INVOLVEMENT IN INDIA

(Particular aspects are detailed in the histories of
shipments 1,2 and 4). In April 1986 the PNG delegation are
in India conducting their promotion lead by Miskus Maraleu.
24.4,.86 Cowan telexes Vikani and Markos telling them of FIC
negotiating direct s2les to India and giving them first
cption of participation.,

Vikani tries to start business with a June shipment and then
the question of Cowan’s follow up trip arises. Vikani says
Cowan asked him to write to FIC saying this follow up was
necessary.

In May Abdul Salam and T Moideen ask Cowan (IN TLX 6940 of
27.5.86) for invitations to visit PNG in early June with Mr
Reddy.

In May (IN TLX 6949) Gibbs asks Cowan if he has Gibbs Indian
market ideas given to Maraleu and which he wishes to
discuss.

In May <¢(IN TLX 6955) Pars Ram Punj comes on the scene with
an enqguiry about a 10,000 m® shipment to which Cowan
irresponsibly responds without having commitment from
producers. Cowan arranges his trip to India where he meets
with Mrs Cowan (who comes from London) and books at the TAJ
MAHAL Hotel in Bombay. Vikani is fully informed.

Cowan specifically says (OUT TLX 4714 of 12.6.86) he will
visit for & days to visit Vikani only and speak to Reddy and
Markos and to finalise business of Indian log imports
discussed in PNG., He says he is aware of other contacts and
asks if Vikani is still interested in an exclusive deal with
FIcC. If not will cancel wvisit to you as others want a
similar deal. The same day (IN TLX 703&) Vikani expresses
keeness to meet and finalise the matter discussed in FNGE.

At the same time FIU is keeping Pars Ram "on the boil". On
13.6.86 (OUT TLX 4728) Cowan says Vikani is loading a late
June shipment from Vanimo> and that ‘"does not conform to
prediscussed arrangements". Cowan  arvives in India on
20.6.86 and at the same time Feddy arvives in PNG  to meet
Maraleu, Tay and Aopo.

Ganatra is with Reedy and they travel to Vanimo., 0On 1.7.86
(OUT TLX 480%) Cowan gives gushing thanks to Vikani; NO
WORDS CAN EXPRESS MY TRUE FEELINGS; and asks Vikani to
instruct Ganatra and Reddy to stay in PNG until Cowan
arrvives.

11



HaQ

Vikani describes matteres in this way:-—

"He (Cowan) told us to telex the Chairman of FIC to say
follow up on the seminar is required and that he (Cowan)
should come over as the competent man.

We sent the telex ~ it was from Sydney I  think. That
particular visit he (Cowan) never went outside Bombay; he
was not interested; he organised to spend time in India with
his wife.

He did not meet anyone and did not speak business. We tried

to organise  for him to go to Mangalore and other places and
to meet people but he wouldn’t go - he never went cutside
Bombay.

Most of the places outside the hotel we (Dentaur) paid. We
provided transport and sent ouwr people to do the shopping.
It should have been a very cheap trip and there should be no
expenses cutside the airfares and hotel expenses of USD20O0O-
250 a day for 5 or 6 days. We paid about USD3,000.00 for
his wife's shopping. We also spent about another
Usba, 000.00 on transport dinners, tours and other shopping®.

This perhaps explains Cowans effusive thanks and more
seriouly suggests any expenses claim by Cowan for this trip
should be very carefully scrutinised.

Vikani arranges for Reddy and Ganatra to await Cowans
return. In early July Salam and Moideen chase visas and
Feddy stays on. On 8.7.86 Vikani telexes Cowan setting out
.the position with Vanimo and Gibbs and is unhappy at what is
going on in PNG witnessed by Ganatra.

In July Markos complains about not seeing or hearing from
Cowan and Salam sends a number of unanswered telexes about
his visit here.

By 11 July Cowan seems to have made a decision for Vikani
and Centaur as he tells a number of Indian buyers to contact
Centaur and tells Centaur who he has referred - these
include My Firit, Mr Markos and Abdul Salam. Gibbs is
accepted as the agent also and he copies communications to
Centauwr to the FIC. On 18.7.86 (IN TLX 7184) Gibbs asks FIC
name of Indian buyer for Malas and Tauny hoping for a
- mid/end August shipment from VU.F.F and SBLC and strateqy for
less kwila; asks if FTZ finalised sale yet, when want vessel
and 1if want kwila; says he is warking on memo  of
understanding between us and will forward next week. A
pencil note reveals the position "We are all suppased to be
working together and therefore we will not close business
without your knowledge.” FIZ tells Gibbs about the ather
buyer (Mr Kirit) and his prices and Gibbs tells Centaur.

12
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On 22.7.86 C(IN TLX 7202) Vikani tells Cowan trying August
Shipment with Gibbs; market is bad and PNG species dear. He
indicates the mix he seeks for a shipment with V.F.FP for
Tuticorin and Bhavnagar; asks of Price and availability of
Vitex and "regards to Mrs Cowan".

24.7.86 (IN TLX 7206) Gibbs describes late August shipment
from V.F.F; discloses prices and Kwila arrangement C(USDSE. 0O
this ship and increasing USD1.00 per m® thereafter) suggests
FIC make up the balance and says he will make no commi tment
till FIC agrees. Also suggests a second shipment follows
quickly. Gibbs also advises Centaur and copies his advice
to Cowan. On 25.7.86 (IN TLX 7217) Ganatra presses FIC to
tie up shipments for end August and end September and says
he is ‘"eagerly awaiting the final draft memor andum  of
understanding between Centaur Exports and Forest Industries
Council®.

On 29 July Centaur copy a telex to Cheah of Angus where they
seek to have Angus involved as a supplier of rosewood.

This is an important event in view of what later OCoUYr S.
Also on 29 July Cowan tells Centaur he will on 20/7 aive
affers for August; two for September and one for Salam for
August. Cowan adds his best wishes to Vikani and family and
"Coco return England 23rd" (& reference to Mrs.Cowan)

On 31.7.86 C(IN TLX 7232) TD C offer 6200 m® end August and
6000m™® end September. Vikani speaks to Cowanj Gibbs sends
samples and on 1.8.86 (IN TLX 7242) (ibbs complains to
Vikani (copy to Cowan) about lack of finalised arrangements
saying Cowan  and he have pushed for Centaur; that shippers
have closed elsewhere and are watching very critically and
that shipments must be committed for August, September,
October.

On 5.8.86 (IN TLX 7248) Vikani presses Cowan saying he has
3000m™® from V.F.P for late Augqust and asking detail of
balance through FIC, Also asks for visa for Kunhi  who
intends to visit 19/20 August.

On 5.8.86 (OUT TLX 4948) Cowan tells Vikani of a speci fic
offer from an Indian buyer and of prices; asks Vikani if can
arrange kKwila and others and asks for quick answer. The
very same day Tay renews contact with Pars Ram who rapidly
responds asking for urgent advice to get going and establish
the L/«c. FIC keeps Gibbs informed and on 6.8.86 Gibbs SAYS
(IN TLX 7252) he will tell Ganatra the buyer is BATAVIA
EX/IMP. .whao Centaur. fear - "this will really get him
moving".

13
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The same day (IN TLX 7254) Gibbs does just that and copies

his telex to Cowan - he stresses urgency and problems from
lack of response; offers an end August shipment from
V.F.P,SBLC and TDC (SBLC and TDC through FIC) and asks for
an urgent answer. On 6.8.86 there is argument between
Vikani and Cowan about this other order and Cowan says
producers are losing interest because of lack of commitment

-~ Cowan  asks for a firm order. On 7.8.86 (IN TLX 7259
Vikani puts alternatives for August shipment and deals in
detail with what is viable or not. He promises action.

The same day (IN TLX 7261) Pars Fam presses on with a "bush
lawyer” argument suggesting there is a contract and seeking
to close on 10,000 m® - the contract is based on Cowan'’s
unwise telex offer.

Also on  7.8.86 (QUT TLX 4967) FIC puts firm offers with
prices for SBLC 1750 m® and TDC 1450 m® for August — confirm
by 11/8. On 8.8.86 (IN TLX 72&6) Pars Fam really presses on
saying he can immediately open L/C for two 10,000 m@
shipments. On 10.8.86 (IN TLX 7271) Centauwr commits to SBLC
and TDC.

Cowan then refers other Indian enquiries to Centawr and
closes with SBLC and TDC at prices USDL1.0O0O lower than Vikani
offered FIC. Pars Ram is advised the same day (OUT TLX 4995
of 11.8.862 that FIC wants until 13.8.86 to reply to him.

Pars FRam continues in the theme that FIC made an offer
without time limit; he has accepted and FIC should come up
with the product. Arrangements to  vary Centaurs shipment
and arrange L/C's are then made.

On 14.8.86 C(IN TLX 729%) Gibbs tells FPraful Ganatra of his

discussion with Vikani and Cowan (and copies FIC). He says
they will ensure no one else gets kKwila; talks of Fars Ram
trying to break control of Indian market and of their

strateqy of supply and demand being best. Says Salam coming
but will get no kwila. :

On 159.8.86 (IN TLX 7298) Vikani tells Cowan of plans and
strategies and how monopoly on Ewila is the key — we need
your total support and co-operation in making sure  that
nobody else gets kwila.

Cowan responds (QUT TLX S040) in reassuring terms saying FIC
will take up all kwila from new exporters and assuring
Centaur aof FIC’s full support, co aoperation and assistance.

Even at this time the seeds of treachery are being planted
and the events which ococur are of real significance. 0On
18.8.86 these events cccurs:—

14
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Cowan faxes Maraleu (OUT FAX 135) the agenda of
the FIC meeting to be held in Rabaul on 20.8.86 -
agenda items include:

1. Minister for Forests Mr E Dirc MP will
address Council on Forest Policy and the role
of FIC )

7. State Marketing Agency

8. FIC direct marketing programme.

Cowan faxes Maraleu (OUT FAX 136) a copy of his
(Cowans) letter to Diro talking about sales
agents, MEP prices and downgrading and of revenue
lousses — downgrading costs K5 million revenue to
the Government annually. He refers to an article
oan natural gas yielding revenue and says “Hoainst
this projected revenue FIC,9iven suitable
anthority, is abtle to commence, within 30/80
days, to increase revenus by about Usns00,000
building up to USDI0,000,000 over a period of

12 months." ‘“"He seeks an appointment for Maraleuw.

Cowan tells Ganatra (OUT TLX S059) that Pars Fam
is coming to PNG on 21/22 August with Trevendi,
Moideen and Salam “They are coming to buy kwila at
any price but do not be concerned no kwila
available and if they find a small gquantity say
200 »® FIC will buy esven if we have to pay USD
200m® and no kwila arrive on your market.”

Fars Ram tells Tay (IN TLX 7309) Cowan is in
contact; says he would take the earlier FIC offer
of Kwila, Taun, Fed mix and Mersawa; asks to
arrange a meeting in PNG 22/24 August for long
term supply contract. Cowan writes a note on this
telex "URGENT". Patrick. Contact immediately
Ambogo Mr F. Lai and make 100% sure that no sales
go to Pars. If necessary we on behalf of Centaur
expart will ocutbuy at any price all logs™.

Imari Trawa of FIC telexes PNG Consulate Brisbane
and writes ta Migration for visas for FARS RAM
FUNJ and his Indian buyers TRIVEDI, MOIDEEN and
SALAM who he says will visit logaging companies

"and make sales contracts with companies on the
spot”,
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On 19.8.86 Cowan has obviously left for the FIC meeting in
Fabaul. Gibbs has a message sent through FIC (OUT TLX 50710
He says Bunnings has no contact with FPars Ram who is telling
a story to unsettle you; says Bunnings and V.F.F support the
arrangements with Centaur. The lynchpin is Kwila and it is
imperative they do not get any.

The same day ¢(IN TLX 7313) Pars Ram returns to the fray,
asks Cowan to confirm a meeting with Maraleu to discuss
future Indian marketing and says he holds FIC to earlier
agreement. He also sees Kwila as the key.

There are further exchanges about this meeting which is
eventually fixed for the afterncon of 25 August, but not
before Cowan gets more assurances from Vikani.

To this point Pars Ram seems to have been "bluffing" his way
on the basis he had some contractual rights arising ocut of
Cowans singularly unwise and stupid offer of 2.6.86 ¢ see
shipment 2 History). It also seems no one in FIC had the
sense to seek legal advice which would have enabled them to
"call the bluff".

Cowan then did a complete "about face" as a result of his
and Tays meetings with Fars Ram, Trivedi, Moideen and Salam
and it is quite clear Angus figured prominently in what was
discussed.

On 26/8/86 a Memorandum of Understanding was signed by Cowan
and Tay (of FIC), Pars Ram, Trivedi (of Tri Une Produce

Brokers) and Moideen and Salam (Hajee Timber Complex ). The
agreement is subject to Mr Dira’s final approval and covers
60,000 m® per year. The first shipment in September is
without Kwila. The agreement says Funj must return to

Australia but the others will rvemain to see Mr Diro. Funj
will return to meet My Dirvo.

Alss on  27/8/86 (DUT FAX 140) Cowan faxes Maraleuw a press
release dated 28.8.86 where Diro announces a sale of 56,870
m® to India between July and December for USDE.E57 million.
Also 27.8.86 (0OUt FAX 143) Cowan faxes Kasaipwalova an
article about M.A. Angs arrest in Singapore.

The very same day 27.8.86 (OUT TLX S0397) Tay tells Punj the
draught of Millford Harbour (Angus loading point? and asks
about a vessel. On 29.8.86 (IN TLX 73%3) Fars Fam says he
affers the GENERAL VALDEZ for a shipment from Millport
Harbour to  Nagoya Japan. There are also telexes from
Centaur answering criticisms and regarding continued
arrangement of the first shipment.
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The stage has now been set for Cowan to begin exerting real
pressure to have FIC inveolved in log marketing. The
pressure is applied to Maraleu by Cowan writing letters in
his name particularly to Mr Diro and by Cowan on Mr Diro to
have FIC move in to curb malpractices in the industry.

Cowans manipulations and the way he cleverly and ruthlessly
exerts pressure are clearly seen in what follows. Cowan
would well  know that having betrayed Vikani and Centaur and
having written the Memorandum in terms that he has there
exists a praoblem. That problem is to make good the promise
of 2000 m® per shipment of Kwila. Only one producer can
supply kwila at that rate and that is Vanimo Forest Products
~ they are linked to Centaur.

On 30.8.87 a telex is apparently sent to V.F.F on the Angus
telex machine over Mr Diros name as Minister regarding
"States Purchase Option. :

On 1.9.87 OUT TLX S10) Cowan follows up that telex and
refers to it; makes a correction and then says” We
reconfirm that the telex sent under telex aAngus NEZIE41 was
authorised by the Minister for Forests and FIC requested
Angus PNG to send as we did not have telex operators
available”. Vikani of Centaur is not aware of these
ozcuwrrences and he presses on and on 2.9.86 outlines his
ideas for a second shipment at the end of September (IN TLX
7366).

Gibbs is also unaware and offers bhis suggestions C(IN TLX
7367) Cowan  apparently aobtains Mr Diro's approval to  the
arrangement with Pars Ram because a contract No 02/0386 is
signed between FIC and Pars Ram for about 65,000 m® to be
shipped at about 6,300m® per month beginning in September,
1986 -~ the sales are FOB at prices to be agreed and FIC
contracts to load all  its kwila commencing on the second
vessel at a minimum of 2000 m=,

The agreement is supplemented by a letter of 2.9.86 where
FIC says it will endeavour to obtain the maximum guantity of
kwila from all supply sources and if aother species obtain
qood market position FIC will cobtain that species and sell
salely to Pars Ram — the letter is said to form part of the
agreement.

Cowan arranges a ceremony and Mr Divo attends the signing

with press present. The story of this contract and
photograph of PFars Ram and Mr Diro at the signing make
prominent front page news in the Times of PNGE of S5-12

September 1986.
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On 19.8.86 Cowan has obviously left for the FIC meeting in
Rabaul. Gibbs has a message sent through FIC (OUT TLX 50713
He says Bunnings has no contact with Pars Ram who is telling
a story to unsettle you; says Bunnings and V.F.F support the
arrangements with Centaur. The lynchpin is Kwila and it is
imperative they do not get any.

The same day ¢(IN TLX 7313)» Pars Ram returns to the fray,
asks Cowan to confirm a meeting with Maraleu to discuss
future Indian marketing and says he holds FIC to earlier
agreement. He also sees Kwila as the key.

There are further exchanges about this meeting which is
eventually fixed for the afterncon of 25 August, but not
before Cowan gets more assurances from Vikani.

Ta this point Pars Ham seems to have been "bluffing" his way
on the basis he had some contractual rights arising out of
Cowans singularly unwise and stupid offer of 2.6.86 ( see
shipment 2 History). It also seems no one in FIC had the
sense to  seek legal advice which would have enabled them to

"“rall the bluff".

Cowan then did a complete "about face” as a result of his
and Tays meetings with Pars Ram, Trivedi, Moideen and Sal am
and it is quite clear Angus figured prominently in what was
discussed.

On 26/8/86 a Memorandum of Understanding was signed by Cowan
and Tay (of FIC), Pars Ram, Trivedi (of Tri Une Froduce

Brokers) and Moideen and Salam (Hajee Timber Complex 2. The
agreement is subject to Mr Diro's final approval and covers
0,000 m® per year. The first shipment in September is
without Kwila. The agreement says Punj must return to

Australia but the others will vemain to see Mr Diro. Funj
will return to meet Mr Diro.

Also on  27/8/86 (OUT FAX 140) Cowan faxes Maralew a press
release dated 28.8.86 where Diro announces a sale of 96,870
m® to India between July and December for USDE.ES7 million.
Also 27.8.86 (DUt FAX  143) Cowan faxes EKasaipwalova an
article about M.A. Angs arrest in Singapore.

The very same day 27.8.86 (0UT TLX S5097) Tay tells Punj the
draught of Millford Harbour (Angus loading point) and asks
about a vessel. On 29.8.86 C(IN TLX 7393) Fars Fam says he
affers the GENERAL VALDEZ for a shipment from Millport
Harbour to  Nagoya Japan. There are also telexes from
Centaur answering criticisms and regarding continued
arrangement of the first shipment.
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The stage has now been set for Cowan to begin exerting real
pressure to have FIC involved in log marketing. The
pressure is applied to Maraleuw by Cowan writing letters in
his name particularly to Mr Divro and by Cowan on Mr Divo to
have FIC move in to curb malpractices in the industry.

Cowans manipulations and the way he cleverly and ruthlessly
exerts pressure are clearly seen in what follows. Cowan
would well know that having betrayed Vikani and Centaur and
having written the Memorandum in terms that he has there
exists a prablem. That problem is to make good the promise
of ZOOO m® per shipment of EKwila. Only one producer can
supply kwila at that rate and that is Vanimo Forest Products
~ they are linked to Centaur.

On 30.8.87 a telex is apparently sent to V.F.F on the Angus
telex machine over Mr Diros name as Minister regarding
"States Purchase Option. )

On 1.9.87 (OUT TLX S10) Cowan follows up that telex and
refers to it; makes a corrvrection and then says" We
reconfirm that the telex sent under telex Angus NEZ3341 was
authorised by the Minister for Forests and FIC requested
Angus FNE to send as we did not have telex operators
available". Vikani of Centaur 1is not aware of these
occwrrences and he presses on and on 2.9.86 outlines his
ideas for a second shipment at the end of September (IN TLX
73661 .

Gibbs is also unaware and offers his suggestions  (IN TLX
7367) Cowan  apparently aobtains Mr Diro’s approval to the
arrangement with Fars Ram because a contract No 02/0386 is
signed between FID and Pars Ram for about 65,000 m® to be
shipped at about 6,300m® per month beginning in September,
1986 - the sales are FOB at prices to be agreed and FIC
contracts to load all  its kwila commencing on  the second
vessel at a minimum of 2000 m>.

The agreement is supplemented by a letter of Z.92.86 where
FIC says it will endeavour to obtain the maximum quantity of
kwila from all supply sources and if other species abtain
good market position FIC will obtain that species and sell
solely to Pars Eam ~ the letter is said to form part of the
agreement.

Cowan arranges a ceremony and Mr Divo attends the signing

with press present. The story of this contract  and
photograph of Pars BRam and Mr Diro at the signing make
prominent front page news in the Times of PNG of S-12

September 1986.
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With Centaur, who are not told, it is business as usual.
Where Cowan though he derived the power to enter such a
contract must be questioned and the FIC Board could normally

have attacked him. He was shrewd enocugh however to have
involved the Minister which virtually immunised him from
attack. It would have been virtually impossibile for the

Minister to resist sharing in the applause for an Agreement
which it was boasted would earn so much in foreign earnings.

9.9.86 (OUT TLX 5129) Maraleu says to Gibbs he was to get
lags from V.F.P for India and FID were to obtain the balance
cargo from  othery producers. He tells Gibbs not to contact
other shippers supplying through FIC,

5.9.86 (IN TLX 7390) Alexander of FPareven enquires about an
India shipment of 7000 m® with S50%4 Kwila.

g8.9.86 (OUT FAX 154) Cowan faxes the Times article to Pars

Fam. Then Pars Fam presses on with a part shipment from
SBLC and Fumusi and Vikanis L/C is established and amended.
Cowan keeps the pressure on Minister Diro with a letter

dated &£.9.86 (signed by him for Maraleu) which he faxes to
Maraleu on 9.9.86 (OUT FAX 15&).

It encloses draft letters for typing on Ministers letterhead
and signing - (see below); speaks of large gains; sends a
draft letter for Vanimo speaks of registering agents and of
direct L/C's and of the Department of Forests and FIC having
“to come together to work as a team under your leadership to
make timber & wmajor industry and revenus earner. This isx
the moment to act, give us your support and FIC will ensure
the Jjob gets done. HWe have confidence in your leadership.”

This is at the very time that Mr Diro is trying to get to

Brisbane with Eeith Anderson to  address a business
gathering. The evidence is that Cowan arrvanged the tickets
CEhrough Angus)  and arranged for Pars Ram (see OUT FAX 1&0
dated 12.9.86 -~ “PLEASE DELIVER PACKAGE NO: 21500 TO DIRO AT

HOTEL”Y to deliver AUDISOO to Mr Diro at his hotel in
Brisbane.

11.9.86 CIN TLX 7411) Gibbs answers Maraleu - savs he did
not agree not to approach other shippers but to
work with FIC: talks .of willigness to share
intelligence with FIC and of effaort to try to get
better prices.

12.9.86 tOUT TLX S141) Cowan speaks to V.F.P and offers
for 3500 m® for October shiment including 2000 m>
of kwila.
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15.9.86 (OUT TLX S153) Cowan tells Ganatra about the first
shipment position then arques about the Memc. of
understanding (he says drafted by Gibbs) and
finally for the first time discloses the contract
with Punj, Salam and Moideen -— discloses their
first shipment and discloses a second shipment is
being arranged.

16.9.86 (IN TLX 7423) Gibbs complains about inability to
contact Cowan; sets the record straight over the
Memo. of Understanding and says of the co -
operation agreement with FIC "we believe to be
already defunct as a result of FIC entering into
an agreement with another party with the
concurrence of the Minister". He asks for FIC's
comments.

Cowans treachery is now out in  the open but is still to
reach full bloom. Having betrayed Centaur, V.F.F and Gibbs,
Cowan now uses the levers on VFP which he had previously put
in place.

On 15.9.86 (OUT FAX 167) Cowan sends Maraleu copies aof the

prearranged letters on Ministry of Forests letterhead
signed by Mr Diro addressed to Maraleu. The first dated
11.9.86 confers responsibilities on FIC over arading, MEF

enforcement, check measurement, transfer pricing and agents.
The seccnd dated 12.9.86 authorises FIC to caompete in
marketing and be paid marketing commission.

ON 17.9.86 (OUT FAX 169 Cowan sends Maraleu a <opy letter
on Ministry of Forests letter head signed by Mr Diro
addressed to Vanimo Forest FProdots — it says the Goverment
through FIC want to  buy 2500 to 3000 m® per month for 10
months and asks for a reply.

On 17.9.86 (ODUT TLX S154) Cowan talks of receiving a copy of
Mr Diro’s letter and quotes it.

Fausing here it is plain reading these letters and Cowans
letter of 6.9.86 that these are the draft letters prepared
by FIC to be typed on Ministerial letterhead and signed by
Mr Diro.

The first two letters authorise the activities that
Cowan/F I want in;luding competitive mar keting for
commi Ssion.

The second is clearly quided by the Indian contract with
Pars RFam. The letter of 6.9.86 specifically says this is
what the draft letter is for and the quantity for a term of
ten months fits squarely with the Fars Ram contract.
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18.3.86 CIN TLX 7429) V.F.F tells FIC it cannot offer logs
as it has ongoing commitments which can’t be disturbed; also
it has sales security in the form of market spread which
proctects against collapse of one or two markets.

Cowan obviously involves Department of Forests as an 19.9.86
CIN TLX 7435) Dike Kari sends a "shocked" telex to V.F.P
about refusing the offer when PNEG is trving to  increase
revenue to survive the effect of Australian aid cuts. He
says they do not expect to see exports below FIC prices.

Cowans lovalties are switched and on Z2.9.86 (0UT FAX 179
he faxes 3 Indian buyer enqgquiries to Pars Ram. A fourth is
referred on 23.9.86 (OUT FAX 184).

Cowan alsa begins canvassing suppliers — Lusco, Timbersales
and others for supply.

24.9.86 CIN TLX 7460) Vikani asks Cowan if he can throw
light on rumours by Salam that he is getting some
Fwila.

25.9.86 COUT TLX 5189 Cowan tells Vikani no sales
concluded; Salam has contract with SBLE but no
credit received.

It would be an _ understatement to  say this answer is less
than frank.

25.9.86 CIN TLX 7468) Moideen sends a very harsh telex to
Fars Ram and copies it to FIC,

25.9.86  (NOT NUMEERED) Ian Kuba of Bunnings sends a long 3
page telex to Forests answering Dike Earis telex;
he coutlines marketing efforts, putting information
in FIC?'s possesion then being GAZUMFED using kwila
for which they have achieved a market position.

He also explains in detail the sales security in
mar ket diversity.

26.9.86 CIN TLX 3473) dGibbs explains strategy to Mamalai
and copies it to FIC.

273,86 CIN TLX 7476) Vikani presses Cowan for an answer
on kwila; he has a big stake in it and if he knows
what others are shipping he can avold competetion
which will help FNG shippers.

29.9.86 CIN TLX 7841) Gibbs tells Cowan Vikani is
concerned Salam is offering Kwila said to be from
Wewak Timbers -~ asks for clarification to avoid a
price war which will drop kwila prices.

-
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Pausing at this point it is quite clear Cowan'’s prablem
referred to above has really come home to him. Despite the
pressure, V.P.F have not relented, their araguments appear
difficult to combat and there is no way Cowan can otherwise
get the contracted quantities of kwila. Pars Fam comes to
PNG and the metting “chaired" by Mr Diro takes place .at
Angus offices on 30.9.86. This where another West Sepik
resource was discussed with Angus and Pars Fam with a view

to Fars Ram getting the kwila and Anqus a benefit. Hs
events turned out this proved not to be a solution and with
Angus’ collapse Cowan steered Straits and Waiwoi Guavi into

a position to seek this area in circumstances which require
investigation.

1.10.86 CIN TLX 7494) Gibbs telexes Mamalai (Copy to FICD
saying worst fears are realised — Punj has kwila
at USDBZ.00 FOBR USD117.00 CNF and other species
at low prices and a price war is a prospect; he
asks for efforts for sclidarity to preserve
prices.

Cowans treachery reaches new heights when he faxes a copy of
this telex to Pars Ram (OUT FAX 193 of 1.10.86). Cowan of
course knew all this because he was arranging the sale from
Kumusi .

FIC also refers ancother Indian buyer enquiry to FPars Ram
COUT FAX 194 and Pars RFam thanks Cowan for hospitality in
FNE and pursues his earlier enquiry for calophyllum  and
pencil cedar.

On 2.10.86 Lusco offers Woodlark logs and Cowan offers them
to Pars Ram (OUT FAX 196) Alsao in another fax (OUT FAX 137)
Cowan says to Pars Fam "MANY TS FOR YR COOPERATION TOGETHER
WE WILL SHOW THESE BUGGERS WHO IS WHO". Tay Jjoins the
treachery (OUT FAX 198) when he sends Pars Ram full details
of Vanimos loading on SITI MIDAH for Centauwr — very valuable
market intelligence.

At the very same time (OUT TLX S205) Cowan acknowledges
Vikani is coming to PNG; feigns confusion over Centaurs next
cargo and adds some unnecessary spite aimed at V.F.F,
Bunnings and Quarter Enterprise 3.10.86 (IN TLX 7302)

Vikani says he and kKunhi will arvive 7/10; answers the spite
deftly and adds “If you dont have any reservations iIin
disclosing we would like to inow if Salam 1is getting any
kwila in this shipmpent 2PP22222222 ...7 There are a number
of telexes regarding Vikani, Funhi and Ganatra coming to PNG
o about 10/10.,

There are also offers come in  from Lusco, Ambogo and SBLOC
for India shipments. Fars FRam delays and Lusco sells
el sevhere.
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Centaurs first shipment is completed and various producers
are arranged by Gibbs to see Kunhi - Gibbs tells Hirata
future business will not include FIC,

Pars Rams L/C problems continue but he eventually engaqes
MARATIME GARDENIA which is discharging grain in Lae for his
first (and only) shipment.

From 21-23 October Pars Ram seems to resolve his L/C
problems even though more amendments are later necessary.

On 15.10.86 (OUT FAX 209) Cowan sends Maraleu a copy of
Mamalais telex of 6.10.86 to all timber Companies advising
“Minister for Forest has authorised the FIC to work as the
State Marketing HAgent for Export of PNG logs.” He says
middlemen agents are to be avoided and ”“in the svepnt any
company may need the service of any sales agent, service of
FIC should be used.” He ask for details of agents.

Cowan tells Maraleu he understands the telex went to all
companies in letter form and after 9 days no protests or
complaints — some companies have called with request for
assistance to sell. Cowan asks 8SBLC for logs and
indications and says buyer is getting 10.15% cheaper from
Vanimo (OUT  TLX 5277) "WHAT ABOUT THE PRICE THAT WAS AGREED
UPON BETWEEN SBLLC IN GIBBRS IN INDIA".

It is clear Cowans vendetta against V.F.P (where he tried tao
get V.F.P's loading details for Centaur for computer

[ ]

L

analysis (see OUT FAX 204 of 13.10.86) —~ he already had them

and gave them to Fars Ram) and Vanimos rebuft have alsa
turned him aqgainst Gibbs. His tryving to make trouble
between SBLC and Gibbs in this way is occurring at the same
time he is deliberately, and despite a number of telexes
from Gibbs, withholding payment of freight on the SITI MIDAH
shipments for SBLC and TDC where Gibbs arranged the charter.
This delay by Cowan was very nearly disastrous and his
explanation to Gibbs a blatant lie.

On 24.10.86 when Centaurs second shipment is being arvanged
with TDC and Kumusi and Pars Ram is still trying to "get his
act together"”" Pareven Pty Ltd are on the scene again trying
to arrange a visa for Mr Paarel to visit PNG.

Details of the frustations and complications with Pars Ram’s
shipment and comparative ease of Centaurs second shipment
appear from the detailed histories of these shipments.

On 11.11.86 Faarel of Pareven is obviously in PNG at the
Travelodge and Pars Ram sends FIC an aoffer for him of 700m®
with CNF prices including freight; USD1.00 for FIC service
charges; USD3.00 FPars Fam Margin and USD4.50 assurance fees.
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Pars Fam 1is having terrible troubles loading his vessel and
Vikani is chiding Cowan for lack of response on offers to
Woodlark, SBLC, TDC and Kumusi for a December shipment; for
future planning and for arranging a long term vessel.

Earlier than this on 14.11.86 (OUT FAX 261) Cowan faxed C
Itoh and the document gives an insight into his perception
of FIC's role. He says “We (FIC)> represent the Tipber
Industry and Ministry for Forest an all timber mpatters. He
speaks of the Minister on & October 1986 having “authorised
the Forest Industries Council to operate as the State
Marketing Agent for export of PNE& logs. Todate we have sold
during October/November 40,000m® with 37,000 »® on offer to
narkets other than Japan." He then states an intention to
visit L. Itoh’s affice on 1.12.86 to discuss the possibility
of marketing/sales in the Japanese market. He says the team
will be Tay, Maraleu and Mamalai.

18.11.86 (OUT TLX S436) Cowan is unable to contact Vikani
for a loading proposal; he says he delayed because
of problems with Cape Cormorin documents and
shippers lack of interest in confirming future
business.

FPars Rams problems continue and there are document problems
which appear to require Cowan and Moideen to fly to Brisbane
so they can be vectified. This problem is raised on

27.11.86 (IN TLX 7889) where Fars Fam adds "secondly the
important factor of the discussion on the Vanimo Extension.
I have been pressurised by the Indian buyers and the
revalving credit  for U.S. one million dollars is lying in
the banks and in my hand and I want to know what the next
move to be done.

It seems that the Vanimo proposal has  been pursued.
Thereafter Cowan’s attention is directed more to Korea and
B.J. Fark though Pars Rams problems with the fist shipment
extend into December. This was supposed to have been Fars
Fams September shipment.

On 8.12.86 (IN FAX 408) Fars Fam is going to India and "will
face lot of pressure for business on Vanimo Ext. plus 2nd
ship schedule".

On 8.12.86 (0OUT FAX 367) Cowan speaks in detail abeont Vanime
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Extension saying:-—
(a) copy contract for usp 1 million not sent.

(b) copy of revolving L/C for UsSD 1 million with RED CLAUSE
not sent.

(c) We cannoct understand your coment "have scld logs under
revolving L/C up to USD 1 million"

(d) "We have informed that contr. 02/0986 has been sold by
you to Moideen under the name of his mothers company on
g basis of payment by commission of USDB/m® on this
first ship and USD10.00 »/® on all following
shipments”.

What occcured after this is not apparent from FIC's files but
the fax says Cowan will travel to Brisbane on 15/1Z.

8.12.86 (IN FAX 411> Pars Ram asks for offer for 6300 m®
and encloses L/C copies.

8.12.86 CIN TLX 7979) Pars Ram says Cowans arrival an
15/12 is unacceptable - Fars flies to India on
12/12; says he awaits log offers; denies sale to
Moideen of contract and says he is committed to
FIC and FIC is committed to him.

Thereafter FPars Ram presses for further shipments but
nothing is concluded. Fars complains C(IN TLX 8444 of
30.1.87)  of FIC?s silence despite its contractual
obligatian.

In February 1987 Moihuideen is apparently in PNG and Fars
Ram suggests FIC is trying to deal direct. He speaks of up
holding the long term contract (see IN FAX 593 of 6.2.87) He
attaches a__copy agreement between Pars Fam and Hajee which
speci fies 6000 m® shipments including 2000 m® Kwila — the
document provides for Pars Ram to receive commission loaded
into CONF prices at USD10.00 per m® for kwila and USD7.00 per
m® for other species if the shipment has such & composition.

This is obviously the contract referred to in the above fax
and telex of 8.12.96.

The specified shipment of 6,000m® would on  this basis
attract commission of USD48,000 for a single shipment and on
the contracted quantity of 60,000 m@ would  involve
commission of at least IxUSDh48, 000 = usD43z, 000,00,

On 7.2.87 (OUT FAX 17) Cowan denies FIC is trying to sell
to Mohuideen direct and asks for a full copy of
the agreement attached to Fars FRams fax.
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FPars Ram faxes the copy (IN FAX 601 of 9.2.87) reminds FIC
of its contract asks FIC to confirm it  and asks that the
copied contract be kept confidential.

Thereafter FPars FRam continues to remind FIC about his
contract and though FIC makes some replies it does not of fer
a shipmment of the contracted specification. It cannot do
so because it cannot get the specified gquantity of Kwilajg
V.F.P wont supply it and the Vanimo Extension proposal does
not eventuate. Pars Ram also asks specifically about 25%4 of
V.F.P Kwila clearly a reference to using States Furchase
Option to get quantities of Kwila - a course which Cowan
tried to pursue but where he failed dismally despite Mr
Diro’s assistance.

On 23.3.87 (IN TLX 8826) Fars Ram again asserts his
contractual rights and on  21.4.87 (OUT TLX 6216) FIC reply
to this saying FIC has ceased marketing temporarily and will
keep FPars Fam advised.

On 23/4/87 <(In TLX 8953 Pars FRam asks directly how FIC
proposes to fulfil its abligations and threatens legal
acticn.

On 5/5/87 (letter) Messrs Warner Shand Wilson Donigi Reiner
advise they act on behalf of Fars Ram; briefly state
relevant facts; warn that FIC's breach of contract prevents
Fars Ram fulfilling his contract and threaten proceedings
for specific performance and/or damages for breach of
contract. The scene is thus set — Pars Ram claims not only
his cwn loss of profits but also consequential loss out of
his breach of his contract with the Indian buyers.

It is understood a similar claim has been advanced to the

State arising out of Mr Diro’s endorsement of this contract
and that the State Solicitor has denied liability on
apparently sound legal grounds — the State and Minister were

not parties to the contract.

Apparently no proceedings have yet been instituted against
FIC but delay is of no relevance to a common law claim and
FIZ remains at real risk .

Even in October 1987 Pars Ram was pursuing the claim and FIC
sought legal advice.

The history and detail of shipments 1,2 and 4 follows and
comments are made thereafter.

k3
i}
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APPENDIX 36.2

SHIFMENT 1

VESSEL SITI MIDAH
OCTOBER 1986

A HISTORY

24.4.86 (OUT TLX 4496) Cowan telexes Vikani through
Maraleu =ffering participation in Indian marketing

with FIC.

25.4.86 (OUT TLX 4507) Cowan thanks Vikani for helping PNG
delegation; WE ARE IN YOUR DEBT; asks him to help
out with any last minute expenses.

29.4.86 ¢IN TLX €808) Vikani expresses interest

7.5.86 CIN TLX 6853) Vikani specifies a shipment for
early June. .

In June Cowan contacts Vikani about his proposed trip; books
for he and Mrs Cowan at  TAJ MAHAL Hotel Bombay; advises
Vikani details Cowan travels on 20.6.87 and rvreturns to PNG
in early July where Reddy and Ganantra await his return.

It seems he returned via Singapore when he was the guest of
ANGEUS.

3.7.86 CIN TLX 7131) Vikani tells Cowan he is planning
the first FIC consignment in August and can’t do
it before that.

About 24-25 July there are telex exchanges with FIC and Fon
Gibbs seeking to get together a late August shipment. By
early August Gibbs starts complaining to Vikani and pressing
him to close shipments for August September and October.

6.8.86 CIN TLX 7254) Gibbs pressures Vikani and offers an
August shipment from Vanimo SBLC and TDC (SBLC and
TDC Through FICY) asking for a guick answer.

7.8.86 CIN TLX 729%9) Vikani puts options for august
shipment

7.8.86 COUT TLX 4967) FIC puts firm offers with prices
for SBLC 1750m@ for August and asks confirmation
by 11 August. Gibbs follows this up and then -

)]
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10.8.86 CIN TLX 7271) Centaur accepts:-—
SBLLC Calophyllum usbeS TDL Taun usbe4d
Mal as usbso Vitex usDnes
Water Gum usDss Terminalia C. USDS6
Yellow Hardwood USDEO Terminalia B. USDS6
Total 1750m= Total 1450m=
Vikani offers options over the L/ and says Vanimo will

charter the vessel.

11.8.86

12.8.86

15.8.86

16.8.86

18.8.86

(OUT TLX 4999 and S000) FIC closes with SBLC and
TDC at unit prices USD1.00 per m® less than Vikani
offered FIZ. There are then various telexes about
the shipment and L/C and confivrmation of prices
and over shipping arrangements. SBLC quantity
increases. Vikani also seeks a visa to come to
PNG.

CIN TLX 7231) Vikani asks FIC interest rate for
180 day L/C and tells FIC their expenses will have
to be built into the prices as Centaurs bankers
say there are problems with service charges.

COUT TLX 5034) Cowan advises interest rate for 180
days credit is 10.5%4 and for FIC charges increase
price by USD1,00/m3,

CIN TLX 7302) Vikani describes interest position;
asks for better rate and says services estimate of
UsD1IS00 is very different from USD1.0OO per m® over
3550 m® - should we add USD1.00O to some species to
total USD 1500,

This clearly confirms Vikani's account of the
arrangement as mentioned above in BACKGROUND.

COUT TIX S059) Cowan says prime is 10.25% and load
interest differential on any species; service
charge increased BECAUSE GIBRS INFORMED SHIFPERS
OF _YOUR BUYIMNS FRICES FORCING US TO GIVE THEM

FULL AMOUNT. BEFORE GIBERS DISCLOSED THE FPRICES WE
WERE TAKING USD1.00 FROM THE SHIPPER. He promises
a refund on the next vessel.

CIN TLX 7318) Vikani accepts 10.254 and USD1.00O
service charage.

C(UNUMBERED TL.X) Ganatra gives an example (for
Yellow Hardwood) of how to load FIC commission and
the interest rate differential into the CNF price
and asks for a firm ofter to establish the L/C
calculated in this way.
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This telex should be seen as it clearly shows the
manner of calculation.

1.9.86 (IN TLX 7364) Ganatra tells FIC problems with
vessel and asks for firm CNF offer including FIC's
UsSD1.00 per m® and freight at USD339.00 to arrange

the L/C.

3.9.86 (OUT TLX S5113) FIC gives full details of
quantities and CNF prices for L/C as asked for by
Ganatra.

5.9.86 Centaur establishes its L/C BOM/20/86/2080 ~ it is

long and detailed but structured as FIC detailed.

The L/C is ammended & number of times and the amendments
are not detailed in this history.

1i2.3.86 CIN TLX 7413) Gibbs tells Ganatra and FIC he has
fived SITI MIDAH at USD39.00 for 7800 m® so
volumes can be increased - Vanimo 3600 m®; SBLOC
2600 m® and TDC 1600 m®.

The cargo is structured around Vanimo's supply of kwila as
the "sweetener" for the balance cargo.

There are then L/C amendements to accommodate the extra
cargo.

15.9.686 COUT TLX S5147) FIC reconfirms with TDC

TAUN 300 m® usbes FORB

VITEX 450 m® usne7 FOR

YELLOW BROWN TEEM 150 m® usDss FOR

BROWN TERM 500 m® usnpss FOR
1600 m=

and gives full details and instructions.

15.93.86 (OUT TLX S5148) FIC reconfirms with SBLEC

CALOPHLYLLUM 1400 m*@ usbed FORBR

MAL.AS 600 m™ uspD49 FOR

WATER GUM 100 m™ UsbS4 FOR

YELLOW HARDWOOD _500 ﬁ% Usbh53 FOB
2600 mS

and gives full details and instructions.

It will be noted this clearly shows Cowans lie to Vikani on
18.8.86. The prices to producers are still USD1.00O per m3
less than the prices Centaur confirmed to FIC on 10.8.86.



By 22.9.86 the vessel is fixed and requirements notified
23.9.686 (letter) BSP confirms that it will discount FIC's
drafts and pay proceeds "at sight” but that interest will be
to FIC's account.

29.9.86 CIN TLX 7481) SITI MIDA has left Vanimo and sailed
for SBLC.

30.3.86 (Letter) FIC gets export licence for Centaurs
4200m=.

1.10.886 (IN TLX 7496) Gibbs gives FIU details for
remittance of SITI MIDAH freight; date for payment
and problems with SBLC loading peoint.

FIC knew clearly of freight payment requirements as of this
date.

3.10.86 COUT TLX S212) FIC tell Insurers SBLC loaded 646
pieces for 2395.097 m3.

8.10.86 COUT TLX S232) FIC gives full SBLC details to
Vikani

10.10.86 (OUT TLX S5237) FIC tells Insurers TDC loaded 372
pieces for 1620.8239 m9.

13.10.86 (IN FAX 263) TDC invoice FIC — pencilrdetails
showing breakdown for 372 pieces of 1620.829 m® =
usp 99,292.91.

Vitex 645,630 m® at &7 = 43,257.21
B Term H52z2.424 m® at 955 = 28,733.32
Y Term 152.805 m® at 55 = 8,404, 27
Taun 299,970 m® at 63 = 18,898.11

1620.829 m= usD99, 292. 31

14.10.86 C(IN TLX 7543) Gibbs asks Cowan to remit freight
as per earlier telex at USD 33.00/m® for SBLC
2595.0%7 m® and TDC 1620.829 m® not later than
17/10.

21.10.86 C(IN TLX 7581) Gibbs asks for details of freight
payment for SBLC and TDC as owners say freight not
received.

22.10.86 CIN TLX 7590) Gibbs asks for urgent advice on
SBRLC/TDC freight.

22.10.86 OUT TLX S278) FIC tell Gibbs freight payment
instructed Z2/10 - delay was in BSF
misunderstanding payment arvangements.
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As will be seen under ACCZOUNTING (USD) below this is another
blatant lie ~ FIC gave no freight payment direction until
23.10.86 - BSP could not pay freight until FIC gave details
of how and to whom payment should be made.

29.10.86 (IN TLX 7644) EHibbs tells Cowan owners advise
freight is USD 35-01 short and asks reason for
book keeping purposes.

This query does not ever seem to be answered.

B. LETTER OF CREDIT

The letter of credit LC/BOM/20/86/20280 is from Bank of Oman
L.td; Bombay, India - applicant Centaur Exports of Bombay.
It was increased to USD 460,000 m® covering.

1 Calophyllum 1400 m= at UsD 107 CNF
2 Malas 600 m= at uUsp 91 CNF
3 Water Gum 100 m*@ at UsDhD 96 CNF
4 Yellow Hardwood 500 m™ at usD 101 CNF
S Taun 300 m= at uUsD 106 CNF
6 Vitex 650 m* at uUsb 110 CNF
7 Term.C 150 m= at uUsp 97 CNF
8 Term.B S00 m*® at usb 97 CNF

In addition interest at 7.5%4 for 180 days is payable. It is
& direct L/LC.

C NEGOTIATION

There are two separate claims - one for TDC and one for
SBLC. As indicated above the L/C calls far payment 180 davs
after sight and provides for interst only at the Indian
Prime Rate of 7.5%4. The additional interest to make up the
commercial rate of 10.254 and FIC charges etc are also
loaded into the CNF price. One thus finds for each claim
two drafts — one for the "contrived" CNF price and the other
for interest at the prime rate of 7.5%4. When the BSP claims
it arranges to refinance the drafts to an "at sight" basis
through its Group Member National Australia Bank Singapore.
It is these refinancing figures which are actually paid to
FIC and any gains or losses and exchange variations are for
the account of the refinancier.
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PART 1A - SBLC

On 7.10.86 FIC writes to BSP enclasing varluus
documents including: -

cad Dratt tor USD 263, 988.45

th Invaoice FIC/CZE/ODL made up as shown in
Attachment 1 for this part shipment totalling USD
263,988.45.

tc)  Draft for USD9,89%.57

€d) Invaoice FIC/CZE/O0Z as shown in Attachment 1 for
interest.

(e} Eleven bills of lading as listed in
Attachement 1 covering 646 pieces for 2535.097 m®.

FIC divect retention of USD 101,500.00 for freight and
credit of the residue to FIO's account.

There are obviously documentary delays as it is
13.10.86 before BSF arranges negotiation and seeks
refinancing.

FART 1R TDC

On 13.10.86 FIC writes to BSP enclosing various
documents including: -

ta) Draft for USD 168,313.33

th? Invoice — af which I cannot locate a copy in FIG's
recards but which it can safely be surmised from
other documents was made up as shown in
Attachment 1.

() Draft for USDe,311.

(d) Invoice - aof which [ cannot locate a copy in FIO's
records but which 1t can safely be surmised from
ather documents was made up as shuwn in
Attachment 1.

te) Seven bills of lading as listed in Attachment 1
covering 372 pieces for 1620.829 m®,

FIC divect vetention of USDE3, 300,00 for freight and
credit of the residue to FIC’s account.

These are delays due to document discrepancies which
are ultimately accepted and refinancing takes place.
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D. ACCOUNTING (K INA)

PART 1A — SBLC

On 24.10.86 BSPF accounts to FIC for the refinancing of the
taotal claim.

(a) The negotiation amount is USD 273,888.0< (ie the
sum of the claims of USDZE3S,988.45 and USD
9899.57)

(b USD101,500.00 is retained in USD

() the residue UsD172,388.02 is converted to
Kilee, 333.

(cl) Bank etc Lharqea of K11,898-41 including interest
of K8,840-81 are dedu-ted.

(e) the balance K154,433.07 is credited to FIC's
arcount. The conversion rate used is 1.0364.

FIC's cashbook shows that on 13.10.86 a cheque 024654 was
drawn to BSF for TT to SBLC for  K148,203.88 pursuant to
payment voucher 4492,

Attached to the payment voucher is GBLC's Invoice for the
part shipment as described in Attachment 1 at the FOB prices
described in the tlex of 15.9.86 (OUT TLX 5148). The
aggregate price is USD 153,598.51 which at the conver sian
rate of 1.0364 converts to Ki148,203.88. The producer is
thus paid and FIC retains after this payment USD 6453.93 or
K6&,229.19 on this part shipment.

In fact BSF made an ervor in its letter of 24/10/86 when it
said the balance of K154,433.07 was credited to FIC's
account in separate amounts  of Ei48, 203.88 and kE6,231.19
(which add to K154,435.07) and FIC gained by this .00
error taking its actual receipts to FE, 23119,

On 28.10.86 BSP accounts to FIC for the refinancing of the
total claim.

(al The neqotiation amount is usbi74,625.08 (the sum
af the claims of USD 168.313.33 and USD6,311.73)

(b) USDES,300.00 is retained in USD.

(=3 the residue USD 111,325.08 is converted to
107,881,258,
(cl? Rank etc charges of K7,742.03 including interest

af ES718.83 are deducted.

(@) the balance K99,839.22 is credited to FIDs
account as separate amounts of K95,953.72 and
K3885. 50.



The conversion rate used is 1.0348.

FIC's cashbook shows that on 23.10.86 a cheque 024662 was
drawn for TT to TDCD of E95,9893.72 pursuant to  payment
vouc her 4302,

Attached to the payment voucher is TDU's invoice (see in FAX
263 of 13.10.86) for USD 993,292.91 which at the applicable
conversion rate of 1.0348 converts to K95,953.72. The
producer is thus paid and FIC retains after this payment USD
4020.71 or K3885-50 on this part shipment.

E. ACCOUNTING <USD)
The USD retention sums were as follows
1A — SBLC UsD 101, 500, 00

1B - TDC usp _63, 300,00
usb 164, 800.00

On 23 October FIC instructs BSP by letter to pay freight of
USD164,421.11 said to represent freight at USD 39.00/m® over
a total shipment of 4215.926m%. The calculations are
correct and apportion as follows.

FART VOLUME FREIGHT BALANCE
1A 2595.097 101,208.78 291.22
1B 1620.829 63,212.33 87.67

4215.926 usbie4.421.11 usbz78.89

The freight accords with -Gibbs communications and is paid in
manner directed by Gibbs though this in not perhaps
adequately vouched by charter party or invoice.

The agaregate retention sums remaining of USD 378.89 were
credited to FICYs account on 3/7/87 as K339.59% (at a rate of
1.115%7) being apportioned at E261.02 and K78.57
respectively.

Additionally the USD retention sums attracted interest
credited to FIC's account on 11.12.86 as USD 201.86
{(K195.43) with the apportioned sums being

1A usp 152,25 K147.40
1k usp  10.58 Eo10.21

(s@e Table &)



F. FIC RECEIFTS

The total receipts of FIC on these two part shipments was: -

FART 1A - SBLLC FART 1R - TDUC

Initial difference ke, 23119 ESB85. 50 (see D above)

Fetention residue 26102 78.57 tsee E above)

Fetention interest _147.40 10,21 (see E above)
k6. 639.61 3,374,328 '

-

When one reqards the margins between FOB prices paid by FIC
to producers and UNF prices paid by the buyer they were:s

SRLC CNF FogR DIFFERENCE
Calophyl lum 107 &9 43

Mal as 91 33 42

Water Gum 96 = 4
Yellow Hardwood 101 59 42

Do

Taun 106 = Co4E

Vitex 110 &7 43
Terminalia 37 55 G

After deduction of freight at USD P2.00 there was still a
margin of USD4.00 per m® or USD 3.00 per m® depending on
SpeCies. This margin was to cover the differential between
commercial and Indian prime rate interest charges plus Fil's
USD1.0O0O per m3, In fact Cowan deceived Vikani. about the
price to producers (blaming Gibbs for disclasing prices) and
by this device built in an extra USD1.00 and in addition FIC
did well as events turned out on the interest factor. The
retention interest was an unforseen bonus but all in all it
one rvegards FIC's full returns and adds the price paid to
producer (disregarding the bank etc charges) then takes
FICYs share as a percentage it can be seen FID received a
high rate of "commission® ‘

EAR] ELG EROOUCER LAY
14 K&, 639,61 K14, 203, 88 BG4, 845,49 SR

1kt Fa,974. 28 R A L T B9, 988 00 o BEAL.



H. COMMENTS ~ see below.

SITI MIDAH — Attachment 1

SELL

BILL/INV SPECIES PCS

VoL

UNIT CNF

2

TOTAL_CNF

FICOO01 CALOPHLYLL UM 49

29,315

107

S, 026,71

FICoos CALOFHLYL L UM 41

201,33

107

el o, 95

FICoo3 MALAS 28

199.6938

91

18, 172.5%

FICOO04 WATER GUM =8

100,177

26

9,616,393

FICOOS YELLOW HAEDWOOD 110

2599, 400

101

30, 239,40

FICO06 YELLOW HARDWOOD 80

200,573

101

20, 257.87

FICOO7 MALAS 91

200, 010

31

27,203,649

FIlcoog MALAS )

99,333

91

9, 039, 30

FIC009 CALOPHYL L UM e

Bl Lo D] = Lon
e, S

107

22,033,998

FICOL1O CALOFHYL.LUM a8

299,934

107

32,092.34

FICO11 CALOPHYLLUM 71

295,905

107

21,662.16

INVOICE FIC/CE/O01

1395.876

143, 358.73

593,071

54,515, 46

100,177

9, 616,99

CALOPHYLL UM Y ac)
Mal as 155
Mater Gum =gy
Yellow Hardwood 190

499,973

50,9497, 27

TaraL &6

2595, 097

i, 988, 45

INVOICE FIC/ZE/QO0Z

Interest at 7.95% pa for 180 days =

LeD3g93,. 57,

Dy

BILL/ZINYV SPECIES PG VL. LINI T CNE 107TAL CME
2/86 TAUN [y 239,970 106 31,.,7926.8.2
4/86 YELLOW TEREM 3 152.805 37 14,822.03
/86 VITEX 93 =398, 3391 110 Sy B2, 01
&/86 Y, B, RED TERM 34 274,882 27 26,663,595
2,86 Y. B EED TEREM 34 247 . 542 37 23, 011.57
8/86 VITEX =8 107,04 110 11,774, 62

3/86 VITEX 73 240,

197 110

e 20 WL =V A

INVOICE BY SURMISE (The actual

invoice is

Ush 168,313.5

VITEX 204

645, 630

110

.....

&8 Bl

424 97

WO, 679,12

23
ok

37

14,828,073

299,

g 152. 805

370

106

81, 796,88

168, 313.33

INVOLE B BURMTSEE
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APPENDIX 36.3

SHIFMENT 2

VESSEL MARATIME SAREDENIA
NOVEMBER 1986

A. HISTORY

27.5.86 CIN TLX 63940) aAbdul Salam and T Moideen ask Cowan
for invitation to visit FPNG with My Eeddy in early
June.

30.5.86 CIN TLX &958) Pars Ram Punj comes on the scene
asking for a shipment of 10,000 m®; asks for FOR
price and producers names.

2.6.86 (OUT TLX 4651) Cowan offers Pars Fam 10,000 m®@ at
varying CONF prices.

This seems a stupid step as he has no commitment from the
named producers yet aoffers 3000 m® of Kwila.

10.6.86 CIN TLX 7012) FPars Ram asks for FOR prices as he
can arrange shipping; specifies a firm order for
6,600 m® offering USDSZ.00/m™.

13.6.86 COUT TLX 4717) FIC tell Pars Fam USDS2.00 1s
unrealistic.

S.8.86 COUT TLX 4949 Tay renews contact — will revert
tomorrow on 2/6 offer.

S5.8.86 CIN TLX 7250) Fars Fam says he is serious; asks
confirmation to open L/,

7.8.86 CIN TLX 7261) Fars Ram presses on with a "bush
lawyer" argument sugaesting there is a contract
and seeking to close 10,000 m*®,

7.8.86 CIN TLX 7266) Pars Ram says-he can open L/C

immediately for two 10,000 m® shipments.

11.8.86  (OUT TLX 4995 FIC asks Pars Ram if FIC can reply
by 13/8

11.8.86 CIN TLX 727%) Pars Fam presses on in the theme
that he has accepted an offer and OK to extend
time if favourable reply.

There is further contact on or about 18 August and
arrangements are made by FIU for visas for FPars Fam,
Trivedi, Moideen and Salam to visit PNG.



19.8.86 CIN TLX 7313) Pars Fam seeks a meeting with Cowan
and Maraleu and says "we cannot free you from the
offer you made" and which our buyers have
accepted.

Pars Fam in fact meets with Cowan on 285 August.

26.8.86 Fars Ram and buyers are in PNG and sign a Memovandum
of Understanding. Obvicously this shipment is discussed
then.

4.9.86 CIN TLX 7380) Pars Ram asks for species,
gquantities and ports for first and second
shipments.

FIC say they will reply tomorrow and reqgret delay.

5.9.86 CIN FAX 236) Fars Ram sends copy authority from
Nissho Iwai for SBLO to sell to him.

5.9.86 CIN TLX 7388) Fars Ram asks FIC to procure a
speci fied 4100m® from SBLIC. He alsao faxes SBLC
and copies FIC.

8.9.86 CIN TLX 7401) Pars asks about progress ~ he needs
to fix a ship.

9.'3. 86 CIN TLX 7406) SBLL specifies 4100m® mix and FOR
prices for Pars Ram — reference Contract 0Z/70986

On 9.9.86 or earlier FIC must have spoken with Ambogo
Sawmills or Kumusi and have aobtained an of fer on 2500 m™
because on S5BLIE's telex Tay writes details of "AMBOGO
SAWMILL"ZS500 m® and FURB prices. He then adds a note "Above
prices plus USD1/m® for banking and service charges for FICY
and faxes all to Fars (OUT FAX 135 of 39.9.86).

thut are of course not set out in the fax)
10.9.86 CIN FaX 240) Fars FRam faxes Mohideen through FIC

and offers INF. The margins at this time are set
out below.
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SBLLC FOB CNF MARGIN
MALAS o2 = 2v] 43
CALOFHYLLUM 72 115 43
OL.D KAMARERE 70 115 45
DILLENIA 65 108 43
YELLOW HARDWOOD &5 108 43
WATER GUM 65 108 43
FED MIX 60 108 48
WALNUT 35 145 50
AMBOGO

MERSAWA 70 112 42
DILLENIA &3 108 43
FWILA 85 128 43
BURCKELLA &8 - -

Fars Eam builds in USD37.00 for freight and USD4.50 for

interest which are disclosed and USD1.0QOO for FID which is

not disclosed.

12.8.86 COUT TLX 5142 Tay counter offers SBLEC TREYING TO
EEDUCE THEIR FOR FEICES FOR INDIA SHIFMENT with 3%
FIC commission.

Eventually on 12.9.86 there is a written agreement between
SBELZ, FIC and Moideen for 4100m@ at these FOB prices:-—

MALAS 51
CALOPHYLLUM 72
OLD EAMARERE &6
YELLOW HARDWOOD 61
WATER 1EUM &1
RED MIX 59
DILLENIA 61
WALNUT 95

All prices have been reduced except calophyllum and walnut.

15.9.86 CIN TLX 7416) Fars Ram asks port details SBLOC +
Ambogo to fix ship.



On 17 and 18 September FIC send two telexes to Ambogo (OUT
TLX 5162 and S166) EEDUCING their prices for Indian shipment
as follows:

SPECIES 1773 i8/39
EWIL.A g2 gz
DILLENLA &0 e
BURCEELLA &5 ) &4
TAUN &3 63
YELLOW HARDWOOD &0 59

FICYs commission is specifed at 3% of FOR price. Why the
prices dropped from the 10.9.86 affers should be explained.

19.9.86 (OUT FAX 176) Cowan faxes otter to Fars Ram at FOR
prices USD1.00O above producer prices and says the
prices include USD1/m® for FIC servicing charges.

23.9.86 CIN TLX 74350) Fars Ram asks for Calophyllum and
Pencil Cedar as a matter of waency. He pursues
this.

3.10.086 CIN TLX 7850%) FPars FRam advises L/0 915%6/4001 for
Ush 230,000 covering S100m® has been established.

10.10.86  CIN TLX 7531) Pars Ram tells SRBLC C(copy FIO)
Indian L/C%s have discrepancies, Vessel withdrawn
till they are resolved; bear with us.

Pars Fam problems with L/0s continue but he arranges
MAREATIME GARDENIA which is discharginag grain in lLae.

Between 21 and 23 October FPars Fam seems to resolve his L/
problems - some of the L/C's are from India to Pars Ram and
are backed by his L/0%'s to FID ie. back to back L/0's.

22.10.86  (OUT FAX 213) Cowan tells Fars Ram Wooklark has
closed elsewhere; Ambogo are confused at constant
changes and no vessel and will not hold togs
without L/0; SBLID are ready on 7 days notice.
Also says L/C's received need amending and should
look at mid November.

Lowan also inter feres with Pars Ram vessel arrangements
telling the agent (OUT FAX 215) Pars Fam doesn’t have &6000m®
and appears he will not load.

22.10.86 C(IN TLX 7534) FPars Fam says he has covered L/0
throuagh ANZ Brisbane; yvou will have them tomor vows
as far as we know we can load &000 m9,

£3.10.86 <OUT FAX 220) Cowan takes to FPars Ram 1n detail (3
paqes) and is highly critical criticising choppinag



24.10.86

24.10.86

25.10.86

Yo g
1 <

and changing and delays and failures in providing
L/ s,

COUT FAX 223) FIC tell Pars Fam SBLE will not 1oad
without L/C for 4100 m® and there is no L/C for
1600 m™® Malas and Walnut.

CIN FAX.NOT NUMBERED) FPars Ram says L/0's for
S5385m® opened today; rest by 27/10; arranqge SBLC
load for 29/10,

COUT FAX 225) Cowan tells Pars Fam shippers will
not load unless L/C0's received and accepted and
can’t accept vessel at short notice. He says SHLO
cannot accept vessel on 29/10 and must be after
10711 He says Pars should cancel this vessel and
arrange another.

This is a ridiculous suqaestion — Fars has said the vessel
is fixed and Cowan is either stupid or ignorant and naive in
suggesting cancellation.

26.10.86

27.10.86

27.10.86

28.10.86

28.10.86

28.10.86

CIN TLX 7619) Pars REam (from India) tells Cowan he
understands Cowan has told his buyers rep. who is
in PNG logs are not available and Cowan wants the

shipment delayed. HE explains the vessel is fixed
and what that means - is flying to PNG and trusts

vessel can load.

CIN TLX 7625) SBLU say they are told Maratime
Gardenia ETA is 30/10; though it was cancelled as
not enough time to amend L/0; please advise name
of substitute vessel.

CIN FAX 278) Pars Rams office advise L/C details;
have to ship 6000 m® on Maratime Gardenia calling
at SBLC 29710 - the L/C's cover S3205% m® and

balance covered by another L/C to be opened today.

(OUT FAX 230) Cowan sets out the positon to Pars
Ram and repeats no cargo till L/0Y's arrive and
checked and no vessel accepted unless it fits into
a loading schedule.

CIN TLX 7633) Pars Fam lists in detail various
L/C's covering 4100 m® from SBLC and 1300 m® from
Ambogo and says the 750 m® unsold from Ambogo will
be taken by Hajee. He lists the FUB prices.

CIN TLX 7638) SRLL confirm FIC instruction not to
load as L/C not received; won’t load till FIC says
so even though vessel arrives at Buluma.

40
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30.10.86 C(IN TLX 7649) Owners agent advises vessel ETA
Buluma at 0800 hours 1/11.
There are a number of communications on 30/10 - SBLC want an

L/7C from FIC; SBLC confirm will not load till FIC instruct
and ask ensure SBLC not liable for demurrage.

30.10.86 (OUT FAX NOT NUMBERED) Cowan attacks Fars Fam;
vessel rotation is said to be changed and is

unacceptable — "We are tired and fed up with your
method of business practices, as SBLD and Ambogo
have last confidence. "Cowan goes on to repeat

shippers will only load after acceptable L/C's are
established and proper loading arrangements are
made.

30.10.86 (OUT TLX S321) Cowan tells Amboao not to load
until FIC advises as L/Cfs not accepted.

31.10.86  (OUT TLX S323) Tay tells SBLE same thing.

Even at 31.10.86 there is arqument about loading rotation
where Uowan says to the ships agent (OUT TLX 52210 "We
believe you are mad or sick .... Do you understand English.”
He is speaking of a proposal to load Oro Bay first which is
reversed. There is real animonity and impatience at this
time. The L/C's are checked and handwritten pages are

drawn of necessary amendments which include:-—

“1. To avoid stamp duty ~ change tenor to sight".

"3. Letters of Credit state FIC will leose $2 peyr
m? —~ not acceptable®.

"7. Pars Ram to give undertaking to FID and BSP
«« ANy interest payable after neqotiaton of
docs by BSF until receipt of proceeds for
account Pars Ram at current rates™.

On 3.11.86 OUT FAX 237) further L/C amendments requested.

On 4.11.86 OUT Fax 238 twronaly numbered 237) FIC ask for
payment of USDIZ6E0 stamp duty and USD700
interest charges because of the way L/I's were
opened plus  USD 910,00 for fares hotel and
allowances for BSP representative to fly to
Brisbane to check documents with ANZ Brisbane

-~ the taotal is USD 970,00,

d.11.86 CIN TLX 7673) Fars Fam says all is being done and
USDZEI70.00 being remitted today.

4.11.86 COUT TLX 5348) FIC asks Ambogo to prepare 2Z5m®
kwila and 200Om™® burckella for loading tomorvow -
Tay and inspector will arrive tomorrow.



4.11.86 CIN FaXx 289 ANZ Brisbane send various L/

amendments.
S.11.86 COUT TLX S350 Tay gives SBLO loading instructions

and bill of lading requirements for MARATIME
GARDENIA ~ ETA 7/11/86.

&.11.86 CQUT TLX 5353 FIC tells Pars Ram latest problem
is SBLC will not accept L/C's and want 100% L/C
from FIC before loading.

6.11.86 CIN TLX 7693) Department of Forests tell FIC that
FFO says 350 m® isg lower than MEF and vessel cant
leave Ora Ray till satisfied FIU will meet the
shortfall.

6.11.86 COUT TLX 3365) FIC tell Department of Forests
buver has agreed to meet shortfall by cash payment
in PNG; will advise details; please allow vessel
toa proceed to SBLC.

&.11.86 CIN TLX 7697) Forests agree to release vessel.
.11.86 (l.etter) Humusi sends FIC documents and its MER

and FORB invoices for a +aotal of 81 pieces for
329.3%1 m®, FOR details are:-

Fwila 689 pieces Z4B8.336 m® at USD 84 = USD20,B60,22
Burckella _16 pieces _81.055 m® at UsSD &4 = USD 5187, 52
: 81 3&3.891 UsbDee, 047,74

The MEF value is shown as UHLBDE27,887.32 and the main

7.11.86 CIN TLX 7706) Pars Ram expresses concern at amount
loaded; contractis for 5950 m® committed for
£000m™® - you must come up with a solution
acceptable to Moideen. FPars Fam also complains at
Fl's treatment of him, about being "brushed off"
and says having “contracted a sizeable quantity"
he would appreciate an explanation.

Even at $.11.86 there are still L/C amendments and this
continues,

10.11.86 FIC npegotiates claim tor Eumusi parvt shipment.

2. 11.86  CIN 1LY 7749 Pars Ham savs FUD have /U for 800
mP® extra fraom SBLY and asks to contact SBLIC ~ in &
nutshell he savs a 6000 m®  skhopment must be made
under the Charter party.
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There are a number of communications and more L/C amendments
as Moideen is on the spot at SBLD seeking to increase the
load from SBLEC so that 000 m®? is loaded in total. Pars Ram
begins dirvect commincations with SBLEC (copies to FIOQ)
towards this end.

To say the whole thing has become an absolute mess would be
an understatement.

13.11.86 FIC accounts to Kumusi.

17.11.86 In TLX 7730) Hajee criticises Pars REam copying FIC
and say they will not accept deadfreight; "Why are
we paving you such a high commission for';
criticising Pars Ram not having a representative .-
at loading and criticising Pars Ram for
unbusinesslike language to Moideen

18.11.86 (OUT FAX 2893) FIC tells Pars Ram what has been
loaded at SBLC against each of four L/CT’s for a
total 5468 m® and says the buyers rep has refused
to accept more. The ship loaded at SBELC from 8 to
20 November. There are problems with documents
and Cowan and Moideen plan to fly to Brisbane to
cure the problems. There are significant further
delays consistent with past history.

28.11.86 <(letter) BSPF accounts to FIC for SBLC part
shipment.

10.12.86 (0UT FAX 391) FIC accounts to SBLC and asks for
refund

Eventually there is a demurage claim (see IN FAX 504 of
13.1.87) which FIC ignores and an over invoicing claim (see
IN Fax 5974 of 2.2.87) of USD 249.80 which FIC also
apparently ignores.

{B. LETTER OF CREDIT
{Z.  NEGOTIATION
{B. ACCOUNTING — KINA (BSP TO FIC)

This the most complex of FID's shipments involving six
different L/C's with two diftferent producers and two of the
L/0's being subject to two claims — one from each producer.

The sales are fortunately all on FOR bases and there is no
Ush retention.

Accounting is in agaoregate to each producer.
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It is therefore convenient to deal with each L/C and each
negotiation and each accounting by BSP to FIC and to
tabulate the results for each producer (Attachment 1) then
to deal separately for each of the two producers with FIO's
accounting to him,

1. FARET 24 — EFumusi.

The L/0 121068622 is from Syndicate Bank Mangalore -
applicant Hajee Timber and Industries of Manqalore India.
It is ultimately for USD 163,350 for various specitied
species and various prices.

It specifically provides for automatic deduction of
UsDZ.00/m® brokerage for Tri Une Produce Brokers of Bombay
at sellers account. It is & direct 180 days after Bill of
Lading L/LC.

On 14.11.86 FIC writes to BSP enclosing: -

(al 180 day draft for USDS,S511.74
th Invoice FIC/PRR/0Z2/86 for

16 pieces B81.058m® Burkella at USD 68.00 = USD 5511.74.
() Other relevant documents

The invoice shows a gross value of USD 5511.74 less
brokerage of USD 162.11 for net invoice value of USD
9349.63. A replacement draft is supplied for USD S349.63

On 21.11.86 BSPF accounts to FIC by letter and details are
extracted into Attachment 1.

BSF credits FIC's account on £1.11.86 on terms interest will
run wntil actual payment is received.

On 18.12.86 B85 states payment was received on 2. 12.86 and
interest of K23.36 has been debited to FIl's account as
shown in Attachment 1.

D FART 2B — Fumusi
The L/0 121068623 is from Syndicate Bank Manqgalore -
applicant Mohuideen Sawmills of Mangalore India.

It is ultimately tor USD71,250,00 {for various specitied
species and various prices,.

It specifically provides for automatic deduction of

UsbDz. 00/m™® brokerage for Tri Une Produce Brakers of Bombay
at sellers acocount. It is a direct 180 davs atter Bill of
Lading L/,
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On 14.11.86 FIZ writes to RBSBPF enclosing:-

ta) 180 day draft for USDZ21,108.36
(hd Invoice FIC/FER/701/7.86 for

65 pieces 248.336m* kwila at USD 85.00 = USDZ1.108.56,
(=) Other relevant documents

The invoice shows a gross value of USDE1, 108.56 less
brokerage of USD 496.67 for net invoice value of
Usnzo,611.89. A replacement draft is supplied for USD
20,611.,89.

On 21.11.86 BSP accounts to FIC by letter and details are
extracted into Attachment 1.

BSF credits FICYs account on 21.11.86 on terms interest will
run until actual payment is redeived.

On 16.12.86 HBSP says pavyment has been received and interest
of E@W0.00 has been debited to FIC's account as shown in
Attachment 1.

3. FART 20 - SBRLEC

The L/C is the same as for Part shipment 2ZA above. The
letter to BSP from FIC is not on file nor are copies of the
invoice but a copy of the latter is with IN FAX 574 of
3/2/87.

It covers 999.127 m® Calopbhbyllum at USD7S = 74 934.52
249, 68032 m® Yellow Hardwood at USDES =  16237.19
249,948 m® Dillenia at USD64 159396.67

Hou

121.312 m® (unspeci fied) at USDE4 21 _636.42
usb 138, 804.80

The 1nvoice shows a gross value of USD138,804.80 less
brokerage of USD3,986.40 for net value of USD134,818.40.
This is the amount of the claim — USD134,818.40.

On 28.11.86 BSF accounts to FIC for all SBLO part shipments
pursant to FIC's letter of 27.11.86 - details are extracted
into Attachment 1. There is an 80t discrepancy as shown in
Attachment 1.

Again interest vruns until actual payment is received and is
quantified by BSF letter of 18.12.86 at K241.85 as shown in
Attachment 1.
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4. PART 2D - SBLC

The L/C being L/C 133/0005/86 is from Corporation Bank
Mangalore applicant MADAV NAYAK ROWLAR FUTTAR of kKamataka
State India. It is ultimately for USD105,330.00 for various
gpeci fied species at various prices.

It specifically provides for automatic deduction of
UsDz.00/m® brokerage for Tri Une Froduce Brokers of Bombay
at sellers account. The letter from FIC to BSP is not on
file nor is a copy of the invoice.

It can be surmised from OUT FAX 289 of 18.11.86 (Item &) and
the LL/C details are

1498, 176 m® Malas at UsDh 84 = 80,301,580
84.822 m® Walnut at Usp 98 = 8,312.56

235. 344 m® Water Gum  at USD 64 = 15,062,032
1818.342 m® Usbiod, 276.08
Less 1818.342 x 2 brokerage = 3636. 68

uUsD1oo, 639, 40

The figures are reasonably correct as the BSF file shows the
claim covered 1818.542 m®.

On 21.11.86 BSP accounts to FIC by letter and details are
extracted into Attachment 1.

Again interest runs until actual payment received and is
quantified by BSF's letter of 18/12/86 at E180.56 as shown
in Attachment 1.

S FART ZE — SRELC

The L/C is the same as for Part shipment 20 above. The
letter from FIC to BSP is not on file nor is a copy of the
invoice.

It can be surmised from OUT FAX 289 of 18.11.86 (Item 3 and
the LL/C details are:-

250.000 m® Red mix at USD 62.00 15, H00
556. 743 m® EKamarere at USD £9.00 = 28,418
93,310

lLess brokerage BO6.743 x & = 1.613.4§
Nett invoice value USDSE,301.76

!

This deoes not conform to the claim amount of USD4A8,511.484
which accordinagly is not explicable. On 28.11.86 BYF
accounts to FIO for all SBLC part shipments pursuant to
FIC?’s letter of 27.11.86 ~ details are extracted into
Attachment 1.
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Again interest runs until actual payment is received and is
quantified by BSP's letter of 18.12.86 at K87.05 as shown in
Attachment 1. ‘

6. PART 2F - SBLC

The L/C 39625/4001 is from ANZ Bank Brisbane — applicant Pars
Fam Brothers (Australia) Fty Ltd. It is ultimately for
UsD1S5, 600.00 covering specified species at differing prices.
The L/C is clearly a back to back L/C providing:-

ta) "Bill of Lading” .... bearing "L/C No 0010686/53 dated
13 October, 1986"

(b) Goods must be as per confiration note of TRI-UNE
PRODUCE BROKERS, BOMBAY.

(c) Unit price or value not to appear on .... other than
drafts and invoices.

It could be surmised TRI-UNE obtain commissicon but that is
not provided in the L/C.

Again there seems to have been a problem with the draft (why
is not clear as there was no commission deduction) and a
draft for USD 10,792.56 is provided with payment "at sight"
Despite this the Bill seems to be payble at 180 days.

There is no copy of the FIC letter to BSP or invoice on file
and it cannot be surmised how the invoice amount was
calcul ated.

BSF accounts to FIC for this (with the cther parts of this
shipment from SBLC) by letter dated 28 November 1986 - item
3. Details are extracted into Attachment 1

Again BSF credits the amounts less bank charges but again
mentions interest will run until the proceeds are credited.

The interest is later (18 December 1986) deducted and
amounts to K30.44 as shown in Attachment 1.

7. PART 25 - SBLC

The L/0C 9626/4001 is again from ANZ Bank Brisbane -
applicant Fars Ram Brothers (Australia) Fty Ltd. It is
untlimately for USD 14,400.00 for various species at
differing prices. It is clearly back to back -

ta) RBill of Lading ... to order Bank Indosuez .... notify
Indian Flywood Manufacturing Company”
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(b) As per indent ... TRI UNE FRODUCE BROKERS, BOMBAY

(c) <CAustralian) L/C number is not to appear on
documentation.

(d) Unit price or value not to appear on .... other than
drafts and invoices.

1t could be surmised TRI UNE cbtain commission but that is
not provided in the L/C.

Again there seem draft problems (though not clear why as no
commission) and a draft for usD14,372.91 is provided with
payment at sight.

Despite this the bill seems payable at 180 days.

The ESP accounts of this (with the other part shipments from
SELC) by letter dated 28 November 1986 — item 4. That
letter is used to complete Attachment 1. There is no copy

of the BSP letter from FIC or of the invoice on file and it
cannot be surmised how the invoice amount was calculated.

Again BSP credits the amounts but says interest will run
until the proceeds are credited. ‘

The interest is later (18 December 1986) debited and amounts
to K40.33 as shown in Attachment 1.

B. PART 2H - SBLC

The L/C 121068626 is from Syndicate Bank Mangalore -
applicant Fathima Timbers af Mangalore India.

It does not specify prices or species from which
calculations are possible and is ultimately for USD82,000.00
covering on unspecified gquantity which is in accordance with
an inspection certificate. The L/0 is direct with no
brokerage deduction provisions and 1is 180 days after bill of
lading.

Again there is an (incomprehensible) draft problem and the
draft is for USD 59,992.41 with 180 day tenor.
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There is no copy of FIC's letter to BSP or of the invoice on
file and it is not possible to know how the invoice amount
was rcalculated. BSP again accounts for this shipment in its
28 November, 1986 letter — item 6. That letter is used to
complete Attachment 1.

Again BSP credits the amounts less bank charges and says
interest will run until the proceeds are credited.

The interest is later (18 December 1986) deducted and
amounts to K107.65. as shown in Attachment 1.

In general terms the documentary vouching particularly on
the bulk of SBLC part shipments can only be described from
the point of view of FIC’s records as absclutely disgraceful
-~ one simply cannot tell how FIC's invoices and claims were
calculated. The actual money transactions in terms of cash
receipts to the point of BSP accounting to FIC appear from
Attachment 1.

These sums are net of the USD 2.00 per m® brokerage paid to
Tru Une Produce Brokers where that commission was clearly
dedurted or cne can reasconably surmise it was later added.

The Pars Ram L/C’s would require reinvoicing by him and
there is potential for transfer pricing in such L/C
arrangements.

D. (cont) ACCOUNTING (KINA) — FIC to producer.
1) PARTS 2A AND 2ZB - Kumusi .

FIC's cashbook shows that on 13.11.86 FIC drew cheque No
024630 for K25,479.58 to BSP for TT to Kumusi pursuant to
payment voucher 4528. That payment voucher is supported by
two Kumusi invoices of 5/11/86 for Kwila at uspg4. 00 and
Burkella at USDE#.00 aggregating USD26,047.54 as shown in
History — A above.

The conversion rate used is 1.0227 to yield K25, 469.58 which
when TT fee aof K10.00 is added totals £25,4793.58. As can be
seen from Attachment 1 FIC's total receipts for these two
part shipments was k2S, 276.52 (USD 25,961.52) from which
bank charges of K194.60 were deducted to give net receipts
credited to FIC's account of K25,081.92

Against this FIC paid out to Kumusi (including the TT fee)
K25, 479.58 ~ ie K373.66 more than it received. FIC doesn’t
seem to have received any commission.
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In the Auditor Generals Dissection Sheet for FIC's 1986
shipments he shows by natation two receipts both on 21/11/86
being: -

(a) Moideen Sawmills for Kumusi K478.74
by Fars Fam Punj Bros for Milne Bay lL.oqaing k2203, 06
k3381.80

These same two amounts are included in FIC's log sales
analysis of 30.4.87 (EXHIBIT 35) where the first item is
shown but posted to "receipts” and the second is so shown
but posted to "Sundry Creditors”.

Against this
ta) FIC told Department of Forests on £.11.8 the buyer
would meet the shortfall between MEP and FOB on part of

this Kumusi shipment by cash payment in PNG.

(b)» Fars Ram agreed on 4.11.86 to remit USD2970.00 as a
payment of stamp duty, interest and Bank reps expenses

() Pars Ram got no logs from Woodlark even though he
planned to doo so - Woodlark sold elsewhere.

As this was Pars Fams only shipment these loose ends must

reconcile in some way and FIC will will have to explain how
and what if any further payments were made to Kumusi.

2. PARTS_2C TO &2H - SBLC

The position here is that FIC appears to have wrongly drawn
all the drafts to include the USDZ.00 per m® payable to Tri
Une Produce Brokers.

1t seems SBLC sent an invoice on 20,11.86 though I am unable
to find a copy in FIC's files for 1657 pieces aggreqating
5800.671 m® for an aqgaregate price of Usp 363, 089.45.

On 27.11.86 FIC wrote to BSP enclosing six (6) replacement

drafts for an agaregate value of USD 3649, 139. 9.

This reconciles with the total, claims shown in Attachment 1
for SELC. The figqure is USD 6050.47 mare than SBLC's
invoice to FIC so obviously an undisclsoced "profit! was
built in somewhere.

In this 27.11.86 letter FIC directed payment to SBLLC of its
invoice value of USD 363,08%9.45 less FIots &% commission of
UsSD10, 892,68 which amounted to USD 352,196.77. All these
fiqures check and are correct.
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Somehow it is quite obvious someone did not know about this
secret profit of USD 6050.47 and the figures are
recalculated on the basis the invoice value would be
UsD369, 139.92 less 3% commission of USD11,074,.20 giving a
nett amount payable of USD 3358, 065.72.

BSF acts on this amended version converts the figures at
1.02959 and

(a) Sends SBLC K347,775.05 (USD 358, 065.72)
(b) Credits FIC K _10,755.93 (USD__11,074.20)
K358, 530.98 (USD_369, 139.92)

Out of FIC's K10,755.93 the total bank charges of K2323.75
are deducted so FIC only receives a credit of K8432.18. The
80t discrepancy increases FIC’s take to KB432.98.

It will be observed these amended figures check excatly with
Attachment 1 and with BSP’s letter to FIC of 28.11.86.

Through undisclosed secret profits, lack of communication
and incompetence FIC has well and truly overpaid SBLC.

After a iapse of two weeks on 10.12.86 Cowan has worked out
what has happened and gives a written accounting to SBLLC
(OUT FAX 391 of 10.12.86).

He points out the error which has occurred in that SBLO in
fact was paid USD358,065.72 (he says USD 358, 066. 16)
whereas it should have been paid USD 382,196.77. He asks for
a refund of USDS,869.39. Whether this refund was ever
otained will have to be ascertained from FIC,

E. FIC RECEIFTS

It is not possible to ascertain without further
investigation precisely what FIl's receipts were.

1. PART SHIFPMENTS 2A and 2B - KUMUSI

As can be seen under D above FIC paid out EKE3793.66 more than
it received.

This loss was increased by a further K1132.38 through
interest charges (see Attachment 1) to K433.04. The
resultant loss turns on what the payments of K478.74
and K2303.06 represent; what happened about the FOR/MEF
shartfall and what happened about Fars Ram paying the
usp 2970.00 and how that money was applied if he paid
it.
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2. PART SHIPMENTS 2C to 2H - SBLLC

As can be seen under D above FIC received K8432,98 after
payment of the producer and deduction of bank charges and
with the benefit of the BOt discrepancy. This receipt was
reduced by the interest charges of K687.88 to K7745.10.

The amcunt may have been increased further by the refund of
USDS,869.39 it that was made.

3. GENERALLY

FIC's receipts would also be affected by three (3) aother
factors at leasts—

(a) By what happened with Pars Ram’s overinvoicing
claim which seems clearly well founded and to
require payment to him of USD 249.80.

(b) By what the rights of the parties are regarding
Pars Rams claim for contribution to demurrage.

(=) By the potential and seemingly well preserved
claim of Pars Ram far FIC's breach of the long
term contract with FIC - this is discussed in
camments.

From the producers point of view the margin of
UsD2.00 per m® to Tri Une Producers; FIlls
undisclosed profites and the marqgin paid to Pars
Ram (the evidence suggests he built in big
margins) are matters for concern. Cowan asserts
CQOUT FAX 367 of 8.12.86) and Fars Fam never denies
this that Fars Rams commission was USD8. 00 per m™®
o this shipment.,

Fe COMMENTS — see below (Appendix 36.5)




APPENDIX 36.4

SHIPMENT 4

VESSEL

CAPE CORMORIN
NOVEMBER 1986

A. HISTORY

2.9.86

2.9.86

19.9.86

30.9.86

1.10.86

3.10.86

15.10.86

21.10.86

CIN TLX 7366) Vikani ocutlines his ideas for an
end September shipment to Madras.

(IN TLX 7367) Gibbs gives Cowan his ideas for
end September.

CIN TLX 74372 Vikani ocutlines Madras shipment
to Gibbs and copies it to FIC.

(IN TLX 7488) Gibbs asks SBLC for about 2100 m®
for October shipment and copies FIC.

(OUT TLX S5201/72/3) Cowan asks Lusco,
Timbersales and TDC for 2100 m™® as Gibbs asked
SBLC.

CIN TLX 7506) SBLC offers 2100 m®. Cowan notes
hold for Vikani (who is coming to PNG)

C(IN TLX 7548) TDC affers 1400 m® for next
Indian Shipment.

(NOT NUMBERED) Vikani tells his office he is
close to closing with SBLC, Kumusi and Vanimo.

In the latter part of October FIC is trying to organise
Ambogo 1900m™.  SBLC 950 m™ and TDC 1730 m® ~ notes show
the buyers FOB prices are USD1.00/m™® greater than offered
to producers.

23.10.86

23.10.86

24.10.86

24.10.86

(IN FAX 274> TDC offers 1650 m® at a flat USD
61.00/m>.

(OUT FAX 219) FIC offers TDC for 1200 m® at
usps8. 00/ m=.

CIN FAX 277) TDC tells FIC Sumitomo have a
shipment; market is rising and FIC price
unacceptable — they want USD61.00/m™.

COUT FAX 221) FIC go back to TDC with USD 60
for 1200 m=.



24.10.86

24.10.86

24.10.86

24,10.86

25.10.86

25.10.86

25.10.86

27.10.86

29.10.86

31.10.86

340

CIN FAX 277) TDC accepts USD 60.00 flat for

TAUN 250.
TERM.B. 500
TERM.C. 300

BURCK 50

FP.CEDAR 50

VITEX 50
1200 m>

COUT TLX 5282) FIC confirms acceptance of offer
for shipment about 29/10 from Ambogo (Kumusid.

KWILA 500 USDh 84 FOB
DILLENIA 200 45
BURCKELLA 100 59
MERSAWA 100 70
WAU BEECH _50 59

350 m=

(IN TLX 7607) Ambogo say Dillenia maybe 40 m®
short and Wau beech 20 m® short but can make up
with Burckella.

(OUT TLX 5289) FIC asks Ambogo to try to make
agreed quantities; says on accept increases in
other species but not Burckella

CIN TLX 7612) Gibbs copies loading instruction
for TDC to FIC for 1200 m® on CAPE CORMORIN ETA
1/11 to load at Kieta.

¢IN TLX 7613) Gibbs copies loading instructicon
for Kumusi to FIC for 950 m® on CAPE CORMORIN
ETA 28710 to load at Oro Bay.

CIN TLX 7616) Gibbs gives Cowan details for

CAPE CORMORIN freight remittance at USD37.30
payable for TDC and Kumusi within 3 banking

days after TDC loading completed. FICZ thus

knew full freight obligation details at this
time.

¢IN TLX UNNUMBERED) Vikanis office tell him (he
is in PNG) that L/C BOM/CE/86115 established -
routed through ANZ Melbourne.

(letter) Vikani gives FIC loading breakups for
Bills of Lading.

(OUT TLX S5326) FIC gives Ambogo loading
schedule and bill of lading requirements for
CAPE CORMORIN.



QQ!

6.11.86 CIN TLX 7692) Ambogo say cant take Cape
Cormarin on 10/11 as have anather vessel to
complete loading first.

7.11.86 Cape Cormorin loads at TDC with Bills of

L.Lading: —-
26/86 — 40 pieces (Terminalia) 210.800 m™
27/86 - 9599 pieces (Taun) 252.766 m®
28786 - 19 pieces (Vitex) 50.656 m®
28/86 - 16 pieces (Pencil Cedar) 43,3559 m™
28/86 - 11 pieces (Burckella) 51.201 m®
28/86 ~ 110 pieces (Terminalia) 618.429 m™

259 1233.411 m®

There 1s an argument about loading at Kumusi and Cowan
complains about rotation changes. He complains about
Gibbs "dictation manner" and says this method of business
is not acceptable to FI(’s shippers and he will advise
them not to load - he copies this to Vikani and Ambogo.

7.11.86 C(IN TLX 7703) Gibbs responds; tells Cowan what
occured and believes Ambogo can load before
their other vessel arrives.

7.11.86 (OUT TLX 5378) FIC advise insurers shipped
1233.411 m® being 255 pieces with CNF value USD
122,847.73 from TDC,

12.11.86 (IN TLX 7743) Gibbs asks FIC to ensure freight
for 1233.411 m® TDC loading at USD 37.30
totalling USD 46,006.23 is sent today and asks
for news on Oro Bay loading.

There is an arqument about "clean bills of lading” which
is reasonably promptly resolved.

By 13.11.86 the vessel has loaded at Oro Bay and issued
Bills of LLading as follows: -

OB/M1 48 pieces (Kwila) 175. 184 m™®
37 pieces (Dillenial 186.384 m®

8 pieces (Wau Beech) 40. 459 m™

88 pieces 402,027 m=

OB/M2 61 pieces (Kwila) 196. 141 m™
19 pieces (Burckella) 38.833 m™®

28 pieces (Mersawa) 119,305 m=

108 414.879 m®



The total loading was thus 196 pieces for 816.3906 m®
The vessel sails for Vanimo to load on 13/11/86.

17.11.86 <(OUT TLX $5427) FIC advise insurers shipped
816.906 m™ being 196 pieces with CNF value USD
88,631.74 from Kumusi.

17.11.86 C(IN TLX 77893) Gibbs asks for details of TDC
freight TT and also details for Kumusi which is
due on 19/11.

18.11.86 (Letter) FIC makes claim for Kumusi Part
shipment for USD122,847.73 and interest of
USD4606.79.

There are apparently some problems with documents which
cause delays.

19.11.86 C(IN TLX 7812) Gibbs asks for freight advice as
may be charged interest on delays and breach of
contract.

Gibbs telexes a number of times warning of problems until
20.11.86 (IN TLX 7821) when he speaks angrily of having
no reply; of chartering on conditions including FIC
remitting freight and asking for remittance details "“for
the last time".

20.11.86 C(IN TLX 7822Z) TDC complains BSP still has to
receive documents nearly 2 weeks after shipment - we
have bills and want settlement today.

20.11.86 (IN TLX 7830) Vikani says non payment of
freight is causing real problems with the
shipaowner.

Apparently there are document discrepancies and this
causes problems and delays.

26.11.86 (OQUT TLX 5495) FIC advise Gibbs freight TT7'd
today.
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E. LETTER OF CREDIT
The letter LLC/BOM/CE/86115 is from Indian Bank Bombay -

applicant Centaur Exports of Bombay. It is for
uspDz248, 100,00 covering about 2150 m2.,

It covers

200 m® Dillenia at USD 84.40
100 m® Burckella at UsSDh 98.60
100 m® Mersawa at USD109.75
S00 m™® Kwila at UsD123.90
50 m® Wau Beech at USD 98.60

1200 m® Mived species at USD 99.60

It is a direct L/C

C. NEGOTIATION

1. PART_4A - TDC

On 18.11.86 FIC writes to BSF enclosing

(a) draft for USD4606.79

(bl Invoice FIC/CE/Q06/86 for interest on CNF value of
usnizz,847.73 at 7.59% for 180 days = USD4606.79.

() draft for USD122,847.73

{d) Invoice FIC/CE/Q005/86 for
255 pieces 1233.411 m3 mixed species at USDI9.60 =
uspi1z22,847.73.

This invoice is supported by three subsidiary
invaices one for each bill aof lading being invoices
FIC/CE/26/86, FIC/CE/27/86 and FIC/CE/28/86

(e) Rills of Lading 26/86, 27/86 and 28/86 with loq
lists and other related documents.

The letter as typed gives directions as to
UsD122,847.73 directing retention of USD45,636.20 in
uUsh and credit of USD77,211.53 to FIC's account.

The typing is altered in pen to require LUSD
retention of USD46,006.23 and credit of
usD76,841.50.

The letter further dirvects telegraphic transfer of
uUsbh74,004.66 to the account of TDO with BSP in
Arawa.



:') “1

2. PART_4B -~ KUMUSI

On 21.11.86 FIC writes to BSP enclosing

(a) draft for USD 3323.69

(by Invoice of which I cannot locate a copy on Fic's
files but which it could be surmised with certainity was
for interest on CNF value of usDBes,631.74 at 7.5% for 180
days = USD 3323.69

(=3 draft for USD 88,631.74
(d? Invoice — as to which see below

(ey BRills of lading OB/M1 and OB/M2 with log lists and
ather related docuents.

No capy of the invoice can be located on FIo's files but
it can be safely surmised from the bills of lading and
letter of credit it was constructed as follows: -

Kwila 109 pieces 371.325% m® at 123.90 = 46,007.17
Dillenia 32 pieces 186.384 m™® at 84.40 = 15,730.81
Burckella 19 pieces 58.833 m® at 98B.60 = 9, 744,93
Mer sawa 28 pieces 119.905 m® at 109.735 = 13, 159.57
Wau Beech __8 pieces 40,453 m® at 98.60 = 3,989, 26
196 pieces 816.306 _m™ usDes, 631. 74

Again the letter as typed gives directions as to

usDes, 631.74 directing retention of USD30,225.52 in LsD
and credit of USD 58,406.22 to FIC's account. Again the
typing is altered in pen to require USD retention of USD
30,470.59 and credit of USDS8, 161.15.

D. ACCOUNTING CHINAY

1. FART 4A — T.D.C

On 2%5.11.86 B.S.P accounts to FIC (it having then
arranged at Siaht neqotiation through National Australia
Bank Singapore::—

(a) the amount negotiated is usbiz7z, 454,52 (being
the agareqate of the claims of USD 1.:22,847.73
and USD4606.793)

by USD 46,006.13 is retained in WUSD.

(=) the residue UsDsel,448.29 is converted to
K79, 353.36.

(d? bank etc charges of Ks417.70 including interest
of Kd4,106.80 are deducted.



(e) K72,101.18 is credited to TDC

(f) the residual K1,834.48 is credited to FIC's
account.

The exchange rate is 1.0264

At the exchange rate the K72,101.18 transferred to TDC is
equivalent to USD 74,004.65 which is (with a one cent
difference) the amount FIC directed BSF to pay to TDL.

I am unable to locate an invoice from TDC to FIC or a
written accounting by FIC to TDC in FIC's files.

It is clear from neqotiations that the agreement was for
a flat price of USDEO/m3 over the shipment volume (see IN
FAX 277 of 24,.10.86) :

The shippeed volume of 1233.411m3 at USDEO =

usD74, 004.66. TDC has thus been paid its contracted
price; FIC has borne the bank charges including interest
and FIC bas had credited to its account K1,834.48 and
only this sum is brought to account in FIC’s books — the
payment to TDC is not reflected in FIC's cashbook.

2. PART 4B - KUMUST

On 26.11. 86 BSP accounts to FIC (it having then arvanged

at sight neqotiation through National Australia Bank

Singapore).,

ta) the amount negotiated is USD91,955.43 (being the
agaregate of the claims of USDE8,631.74 and USD
3323.69)

th) USD 30,470.59 is retained in USD

() the residue USDEL1,484.84 is converted to K60,061.38

(d) bank etc charges of E4057.56 are deducted including
interest of K3,078.16.

te) the balance k356,003.82 is credited to FIC’s account.
The exchanage rate is 1.0237.
FIt?’s cashbook shows that on 21.11.86 cheque No Q24702

for K55,174.96 was drawn in favour of Kumusi Timbers
pursuant to payment voucher 4538.
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The payment voucher is supported by two Kumusi invoices
AS/01B/86 and AS/0ZR/86 which is agqgregate cover

Kwila 109 pieces 371.325 m3 at 84.00 = 31,191.30
Dillenia 32 pieces 186.384 m3 at 45.00 = 8,387.29
Burckella 19 pieces 98.833 m3 at 59.00 = 5,831.15
Mersawa 28 pieces 119.905 m3 at 70.00 = 8,393.35
Wau Beech 8 pieces _40.495 m3 at 59.00 = _2,387.09

196 pieces 816.906 m=® uspsSe, 1390, 18

It will be noted the payment was made FIVE DAYS EEFORE
FIC had the covering funds credited to its account.

The exchange rate applied was 1.0184 for KS5, 174,96,

Had the payment been made on 26.11.86 when FIC received
the covering funds at a rate of 1.0227 the payment waould
have been k54,88%9.30.

By paying the producer five days early FIC in fact lost
k285.66 on exchange differences.

On the actual fiqures FIC has been paid its contracted
price; FIC has paid Kumusi its contracted price; FIC has
borne the bank charqges including interest and FIC has
receieved K828.86 (being KSE,003.82 less K33,174.96) less
the cable charge of K10.00 for receipts of K818.86.

E. ACCOUNTING cUSD)

As shown above the USD retention’s were

4A -~ TDC - UsD 46,006.13
4B ~ Kumusi Ush 30,470.59
Uush 76,476.82

There is apparantly a direction from FIC confirmed by
BSF's letter to FIC of 28.11.86 whereby BSF on 26.11.86
telegraphic transfers USD76,476.82 to Soundview.Shipping
af Conneticut USA.

Clearly the part shipments were of 1733.411 m3, (TDC)  and
B16, 306m® (Kumusi) agaregating 2050.317m ® Equally
clearly from the history the ‘freight rate was USD 37.30
per m3.

All the evidence and calculations check and the freight
was remitted precisely as Gibbs directed. A copy aof the
TT instruction is on BSF's files.
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F. FIC RECEIPTS

Quite clearly FIC built in a margin between the CNF price
to buyer and FOB price to producer which covered the
freight and interest rate differentials and also left a
profit for FIC

For TDC - the UNF price was USD 99.60/m3
-~ the FOB price was USD &0.00/m3
~ the freight was USD 37.30/m3
- the margin was USD 2.30/m3

For Kumusi the position was: -

Species ENF FOB GROSS
Kwila 123.90 84.00 39.90
Dillenia 84.40 45. 00 39.40
Burckella 98. 60 59.00 33.60
Mer sawa 109.75 70.00 39.79
Wau Beech 38.60 59.00 39.60

When freight is deducted the margin was USDZ2.E60 faor
kwila; USD2.45 for mersawa; USD2.20 for burckella and Wau
Beech and USDZ2.10 for dillenia.

The planned margins were affected by bank etc charqges
including interest and in actual receipt terms FIC
received K1,834.48 on the TDC part shipment and KB18.86
on the Kumusi part shipment.

The USD retention funds attracted interest which was
credited to FIC'’s account on 11.12.86 as follows: —

44 usbp 15.33 Ki4.84
4H usp 5.07 K 4.91

(see Table 63

This boosted FIO's receipts to K1,849.32 on the TDC part
shipment and K823.77 on the kumusi part shipment.

in the result FIC's receipts compared to those of the
producers were within the reasonable range.

G. COMMENTS —~ see below
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APPENDIX 36.5

COMMENTS - INDIAN MARKET AND_ SHIPMENTS 1,2 and_4

It seems that India affers the potential of a
substantial market for selected species of PNG logs
at very competitive prices, if marketing can be
arranged on an appropriate basis.

There is demand for dense (heavy) red species which
are generally not favoured in PNGE’s traditional
markets — in this respect the Indian market is
doubly important. As Ashenden’s study of the
Japanese market illustrates a detailed knowledge of
a market is virtually essential if FNG producers are
to obtain and sustain good and increasing prices.

Centaur Exports had done its market research and
analysis well and, in combination with Vanimo Forest
Froducts, Quarter \Enterprises and Ron Gibbs had
evolved a marketing strategy for orderly and
continued explaoitation of the market.

The Indian market structure is similar in a number
of respects to the Japanese market. First the
"importer" is not jusi a buyer and seller but
extends credit to a lot of buyers. Secondly with
"mixed species" there is scope for "sorting” species
into marketable parcels.

Thirdly it is acceptable to construct a saleable

parcel by using the "sweetener" of an acceptable

guantity of one or two highly desired species to

sell a sizeable gquantity of lesser known and less
desired species.

Though they exist it seems that the trade traditions
and loyalties, which are so well and strongly
entrenched in Japan, are less strong in India.

The strategy which Centaur and Gibbs developed is
not new or revolutionary. It involves creating a
market demand and then controlling supply to meet
that demand. If demand exceeds supply than there
is competition for the available supply and as a
result of that competetion prices increase with
customers attempting to "outbid" each other to
obtain the limited available supply — the effect is



MY

described as "demand pull" - increasing prices.

Such a basic strategy in marketing has existed for

many years and finds its ultimate in supply trusts
or cartels which, by express cor tacit agreements or
collusion, achieve a supply monopaly. The strateqy
uses and manipulates free market forces.

This practice has been ocutlawed in some countries
(eg. Robinson Patman Anti Trust 1laws in the United
States and Trade Fractices legislation in
Australia) as such practices tend to restrict
competition and to enable the seller to exploit the
buyer. Interestingly the strateqy is precisely the
reverse of that alleged against the traditional
buyers of PNG logs said to result in low prices. (1t
is alleged the traditicnal Japanese, kKorean and
Taiwanese buyers meet pericdically to agree buying
price structures for South Seas (including PNIS)
loas). :

Finally it seems PNG’s diversity of species may be a
benefit rather than a detriment in the Indian market
as India apparantly has (or had) a diverse species
mix in its own forests.

Development of Indian Market

When the Indian Government openad India to log
imports in 1985 by reducing previously prohibitive
tariff barriers, Centaur Exports took the lead in
relation to PNGE timbers. According to its Chief
Executive Hasmukh Vikani FIC was approached and
failed miserably to fulfil its "prime function® of
"promoting” PNG forest products. Vikani got such
limited assistance from FIC that he turned to the
industry and obtained real assistance from Fon Gibbs
and Vanimo Forest Products. Subsequent claims by the
Department of Forests, FIC and Minister Dirc that
FIC opened the Indian market are simply not true.
Centaur Exports, Vanimo Forest Froducts and Ron
Gibbs opened the Indian market. The FIC promotional
tour was to build on that work and in fact Centaur
and Vanimo Forest Products had completed their first
shipment and Centaur had carried out a lot of market
research and promotional work before the FIC
delegation ever arrived in India. There is no doubt
however that the FIC promotional towr of India (to
which Centaur made a large contribution in time,
organisation and hard cash) stimulated areat
interest in FNE timbers and a many trade enquiries
resul ted. '
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The marketing strategy of Centaur and Gibbs depended
on Centaur being having a monopoly of promotion,
supply and distribution of Kwila within India and
Gibbs controlling supply from PNG. Clearly Centaur,
Vanimo Forest Products and Gibbs were actuated by
"profit” motives but an incident of that was
increased prices.

The arrangements which Centaur and Gibbs had evolved
were comparatively complex: —

ta) Centaur would order specific lots of
specific species for particular discharge ports
thus requiring a deal of "sorting" at the FNG
end and reasonably detailed ship loading and
seqregation of cargo at loading points.

(b)) These requirements multiplied paper work with
very rigid and detailed letters of credit and
multiple bills of lading.

(c) Furchases were on a CNF basis on 180 day
letters of credit and CNF prices (to appear to
meet Indian law) were contrived to build in
marketing charges and a factor for the
di fferential between commercial interest rates
for 180 days credit and the maximum prime rate
of interest allowed to be paid by the Indian
government. .

When FL1C showed an interest in mar keting to Inida for
other prducers Centaur and Gibbs welcomed the idea
provided it would be done as an extension of their
monopolistic arrangements. To ensure this (and to ensure
their own profits) they wanted to act, respectively, as
buyer and agent.

Fic

Invelement

In the initial stages Cowan (FIC) favoured
invaolvement with Centaur, Gibbs, Vanimo Forest
Products and other producers adoptinag the

Centaur /Gibbs monopolistic strategy. Cowan’s
"contrived" trip to India in June 1986 was intended
to conclude such an arrangement.

On that trip Cowan obtained improper benefits (for
himself and his wife) from Centaur and, on his way
back, from Angus in Singapore. His expenses claims
should be checked closely to ascertain whether in
view of the now known facts they were fraudulent.



In June/July a competetive force emerged in the form
of Pars Ram Punj (Fars Fam Eros - Brisbane
Australia), Trivedi (Tri Une Produce Brokers -
Bombay). and Salam and Moideen (Indian buyers) Cowan
sought to resist this force and to remain associated
with Centaur but Fars Ram persisted. Cowan sent him
a stupid telex offer of a 10,000 m3 shipment. It
was made "off the cuff” and with no producers being
committed to meet it. Cowan failed to seek legal
advice and, by asserting contractual rights, PFars
Ram managed to keep the pressure on Cowan.

Vikani was slow in committing to an August 1386
shipment, despite arrangements with, and pressure
from, Cowan and Gibbs. Cowan now secretly began
supplying Pars Ram with "intelligence" supplied to
FIC in confidence by Centaur/Gibbs. Then, despite
strong comfort and assurances to Vikani and promises
FIC would ensure no competitor would get kwila at
any price, FIZ in fact relented under pressure.

Fars Ram and his team arrived in FNG in the later
part of August 1986 to finalise a deal.

By the FIC meeting of 20 August, 1986 FIC had in
fact already concluded arrangements for the first
shipment to Centaur from SEBLC and TDC (without any
NEC or Ministerial authority) and treachery was in
the air.

Cowan returned from the FIC meeting in Rabaul to
meet with Pars FRam and the treachery was completed
with the cigning of a long term contract based on
kwila between Fars Fam and FIC. Cowan "took out
insurance” by having Mr Direa join in the signing
ceremony which was covered by the media.

With the treachery complete (but not disclosed to
Centaur? Cowan orchestrated pressure on VYanimo
Forest Products, through Minister Dirvo and the
Department of Forests, to supply kKwila and, through
Maraleu, on Ron Gibbs not to contact any producers
other than than for supply to India. Vanimo Forest
Froducts withstood the pressure and refused to
supply FIZ and Gibbs also diplomatically preserved
hig position, by saying he wouldn’t conclude
shipments without telling FICZ. The result was that
FIC had a contract it could not fulfil and had
seriously and knowningly placed the

Centaur /VFF/Gibbs arrangements, based on monopoaly,
in serious jecpardy.
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Cowan’s villainy was about to reach new depths (but
not the nadir) when it seems he sought to compromise
Minister Diro in efforts to extricate himself (and
the Minister he had involved) from the situation he
created. Cowan arranged free air tickets for Messrs
Diro and Anderson to Brisbane, He then arranged for
Pars Ram to personally deliver a gift parcel of
A$1500 cash to Diro in his Brisbane hotel. A few
days later Cowan, Pars Ram and Mr Diro attended a
meeting at the Angus office when the solution to the
kwila problem was formulated as being the

allocation of a kwila rich resource near Vanimo.
Fars FRam was to get the kwila and Anqus (PNG) in
which Mr Diro had a secret 3% percent beneficial
awnership was to get a benefit of appraoximately USD
1 million. (See Interim Report No 2).

The unathorised but FIC sales to Centaur and the
Fars Ram contract were also used as "the wedge" in
"hard sell"” submissions to Mr Diro to advance FIC
involvement in log marketing. In the result two
shipments were achieved to Centaur in part through
FIC and went reasonably smoothly and delayed)
larqgely, it seems, because Gibbs did most of the
arranging and shipping co-ordination while FIC was
still learning.

One shipment was achieved through FIC to Fars Ram
and his buyers. Here "amateurism" is the key; the
discription reaches saga proportions and if were not
so serious would afford Gilbert and Sullivan a story
line for a sequel to the "FPirates of Penzance'.

Finally a third Australian agent FAREVEN PTY LIMITED
sought to become involved in Indian marketing with
FIC but although letters of Credit were established,
this came to nothing and, after the three shipments
described above, FIC had no further successful
involvement in the Indian market.

Result of FIC Involvement
The results of FICD (Cowan and Maraleuw) involvement
in Indian marketing can anly be described as

a disaster, which was counter productive and
detrimental to the Fapua New Guinea timber industry.
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Centaur Exports which had spent much time,
money and effort promoting PNG timbers in India
and which had with Vanimo Forest FProducts and
Ron Gibbs, evolved and implemented a monoply
based marketing strateqy for PNG timbers

was betrayed. They will not deal with FIC and
it is doubtful whether they would deal with any
FPNG government marketing agency in future.

Their promotional efforts, their investment,
and their market was placed in jeopardy
creating anger, bitterness and resentment.

Fortunately Centaur's dealings with Vanimo

Forest Products, TDC and Gibbs have survived
FIC?’s inter ference but the damage done can
only be healed by further lapse of time without
further negative inter ference.

Fars Fam Bros have a contract with FIC for the
supply of &€5,000 m3 of logs by shipments at a
rate of about &500 m3 per month commencing in
September 1986&. A first shipment was achieved
in November 1386 and none of the balance
shipments (contracted to contain a minimum 2000
m3 each of kwila) have been effected. In
circumstances where litigation has been
threatened and delayed (because FIC has

used this Inquiry as an excuse for delay) it is
not appropriate to canvas the merits and
demerites of the situation.

It suffices to say FIZ faces the real risk of a
damages claim for breach of contract and/or
breach of warranty of authority (Cowan who was
not properly authorised to do so signed the
contract?) and the State also may have some
legal risk exposure arising cut of Mr Diro’s
*andorsement” of the contract, on the grounds
of a breach of warranty of authority.

Documents before the Commission show that in
terms of quantum:-—

il Fars Ram Bros’. loss of profits for each
of the nine residual shipments contracted
for would amount to at least USD 48, 000.00
- an agqaregate claim of USD 432, 000.00,

ii)» Pars Ram Brosg assert they are liable for
consequential loss as a result of breach
of buvers contracts with them —~ damages

are not quantified.
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This threatened claim cannot be lightly reqgarded
as Fars Ram Bros. have been at pains to
preserve their rights (even up to Ootober

19877 . If the claim was successful it would be
financially rvuinous to FIC.

The existence of such a situation is of severe
embarrasment and reflects badly on FIC and the
country — particularly when FIC’s Council were non
participants in the whole episade.

{r) As indicated above Indian shipments appear to
be more complicated than shipments to Japan,
kKorea and Taiwan. They require precisian,
skilled arrangement and execution and good Cco-
ordination. These three Indian shipments show
FIC's lack of experience and lack of
responsibility; the sloppiness of its systems
and its amateurism. Where Ron Gibbs did the
arranging and co ordinaticon in the two
shipments to Centaur these deficiencies were
not so mani fest. In the shipment through FPars
Ram which assumes epic proportions and smacks
af "the blind leading the blind "they are
clearly evident. FReally FIC could not have
selected a worse target than the Indian market
to begin its marketing involvement. It got off
to a very bad start.

(dy» The "Cowan Effect’

FIC did not have the experienced and competent
staff needed to operate in the Indian mar ket.

. 0On top of this the personality and actions o f
its Executive Director made disaster
inevitable.

Cowan’s intrioue, scheming dishonesty,
incompetence, stupidity and arrogance created
even qreater animosities than did FIC's lack of
experience and sloppiness. This can be
illustrated by a few examples:

i) the aoffer to Fars Ram in June 1386
without committed producers.

iid Cowan’s lies to Vikani about FIC'sS
charges; his lies about from Gibbs
disclosing prices to producers
eliminatinag margins and lies to Vikani
about refunds.
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iii>» Secretly disclosing Centaur/Gibbs
confidential informaticon to a competitor
fars Ram.

iv) his attack and contrived pressure on
Vanimo Forest Products.

vl his devicus involvement of Mr Diro

vi) his (childish) avoidance of telling
Vikani whether Salam was getting kwila
(in the Pars Ram shipment).

vii? his spiteful and divisive attack and
criticiem of Vanimo and Gibbs to Vikani.

viii) his delay in remitting freight payments
on the Centaur shipments which caused
serious problems and the untruthful
excuse given (blaming BSP).

%) arrogantly ignoring justified complaints
about shipping delays and deferrals and
slowness of payment to producers.

%i)d his interference in Fars Ram's shipping
arrangements and the arrogant and
insulting languages used.

%ii) his failure to obtain legal advice on
legal issues.

%iii) his cavalier attitude towards contracts,
or ignorance of contractual rights, by
which created real risks for FIC.

SHIPMENT SPECIFIC COMMENTS

The manner of constructicon of contrived CNF prices
to "load"” service charges and interest differentials
into the stated CNF price may be a usual way of
doing business to India but really took FIOC into
areas of the unpredictable. If FIC claimed quickly,
didnt have L/C discrepancies, and paid the producer
and shipper slowly then it won on the interest
variables. This resulted in excessive rates of
return on Shipment 1 (4.29%4 and 3.98%4) and returns
within the reasconable ranage on Shipment 4.

On Shipment 2 the rates of return give real cause
for concern. Vikani says (he told Cowand that four
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agents were involved - FIC, Pars Ram and two in
Bombay and that total commissions amounted to about
10%. It is clear that in the bulk, if not all, of
the part shipments a brokeraage of USDZ.00 per m 3
for Tri Une Produce Brokers of Bombay was provided
for. Cowan, in the argument about FPars Rams

per formance in early December 1986, asserts

Pars Ram recieved USDB.00 per m3 on the first
shipment and that Moideens companies were

involved. What profit FIC made depends on what

two payments aggregating K3381.80 represent and
whether SELC refunded moneys as requested by FIC.
The true amount taken by way of vcommissions" cannot
be ascertained with certainty but it is clear

there were VERY HIGH AND EXCESSIVELY HIGH amounts
payable in addition to the FOB price paid to the
producer.

The aim of FIC to sell direct and avoid unnecessary
middlemen is clearly not achieved on shipment 2. As
Vikani points ocut four middlemen were involved and
they appear to have taken a “larqe slice" of the end
price by way of commission. It is difficult to see
how all these "middlemen" were necessary when one
contrasts the strucutre in shipments 1 and 2 where
there was one middleman — FIC for SBLC TDC and
Kumusi and Gibbs for Vanimo Forest Products.

The requirement of FIC to have direct L/C’s was not
achieved in respect of parts of shipment 2. Third
country (Australia) letters of credit were
established which not only enabled but required
third country invoicing thus enabling "of fshore
margins"”" to be incorporated by way of reinvaeicing to
the true buyer. This is the very sales structure
FIC was involved in marketing to avoid.

FIC'’s aim was to obtain best prices for producers
and to PNG. In relation to shipment 2 FIC actually
went back to the producers and neqgotiated prices
DOWNWARDS with the producers.

These shipments show the disorder and chaos of FIC's
filing and records systems which are the subiject of
a deal of comment. Invoices could not be readily
located for shipments 4B, 2D, ZE, &ZF 2G and 2ZH and
other important documents could also not be located.
The files are in absolute disarray, out of date
order, incomplete and generally agive the impressing
of having been "shuffled" like a deck of cards.

This causes irritation and a qreat deal of wasted
time in constructing what occcurred but more
importantly causes one to ask how FIC could possibly
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have successfully carried on "business" with such a
system.

The records are a complete contrast to the like
records kept by commercial timber operations and
inspected by the Commission.

On Shipment 4B, FIC paid out the FOB proceeds to

of credit negotiation were credited to its bank
account. In so doing it incurred an unnecessary
exchange loss of K285.66. On Shipments 2C to H, FIC
overpaid SBLC because someone in FIC did not know of
an undisclosed di fferential which had been built
into the price.

These occurrences tend to illustrate what happens
when a chaotic records system exists but more
importantly show a negligent mususe of FIC funds.

In analysis FIC has used its general funds to prepay
(ie advance moneys) to Kumusi and has extended
credit to SBLC.

On part of shipments 2A and B the price was below
M.E.P. FIC procured the Department of Forests to
release the vessel from Oro Bay on the basis that a
cash adjustment was to be made by the buyer in PNG.
According to Kumusi invoices the MEP value was
uUsD27,887.32 and FOB price was 26,047.74 - a
difference of USD 1839.58.

FIC was supposed to enforce sales at or above MEP.
If the differential was not received it has sold
below MEP and has avoided dispensation by an untruth
told to the Department.

There are "unknown" factors outlined above in

"relation to various aspects of these shipments which

must be ascertained and there appears to be a clear
contingent liability for over invoicing and possible
contingent liability for demurrage on shipment 2
which, as seems usual, FIC has simply ignored.

The question of payment for and receipts in respect
of documentary aspects of shipment 2 should be
examined further - who went where to fix the
documents and who paid.
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APPENDIX 37

SHIPMENT 3

VESSEL. PNG TRADER

NOVEMBER 1986

BACKGROUND

This shipment is significant in that it introduces Mr S.J
Park and his invalvement in FIC marketing. Fark had
apparently been in FNG previously with NAM YANS but left

that company and returned to Korea in circumstances which
Nam Yanag's Chairman Mr Chung indicated he did not wish to
discuss. 1t seems from the terms of opening communication

that Park probably knew Fatrick Tay from those times.

10.10.86 (IN TLX 7532) Park greets Tay - Founded his own
company DAIHWA TIMBER MARKETING 0O and giving
telephone + telex contacts

15.10.86 (OUT TLX S5z2854) Tay replies. Minister of Forests
has authorised FIC to be SMA for log exports.
Pleased to co operate with you in marketing.
Advise speclies, requirements + price idea.

16.10.86 (OUT TLX 7353 Fark replies. REoreans have emnity to
Japanese suppliers and Koreans welcomed my
company. Says he would like to serve FID + gives
some details and asks for Affers

Fyom 17.10.86 when FIC offers 3 Octbber/vaember/ahipmenta
there is regular contact between Fark and FIC.

B.HISTORY

This shipment has its beainnings in October 1986 when FIC
was canvassing shippers to make up an Indian shipment. This
brought contact with Fex Grattidge of Lusco on behal f of
Woodlark. ’

in the FIC's file on Travelodde notepaper is the species
breakup of a shipment of £300m=.

There is also a handwritten sheet showing species and size
(R,5,88) breakdowns + price breakdowns + calculations which
are in great detail + show an averaage price of usp 57.10

¢ for 6300m@) or without SrHIZOMERIA USD 55.70 (for 5100 m™)
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Park'’s telex machine is of order and Fatrick Tay telephones
him

24.10.86 (IN TLX 7605) Park refers to phone call. Under
negotiation with two buyers. Asks for suppliers
price idea

24.10.86 (OUT TLX 5287) Tay fully speci fies the shipment:
price idea is USDS3 or UsD 57 without schizomeria.
dsks for best firm price

24,10.86 (IN TLX 76112 Fark refers to conversation with Tay
and Cowan and confirms price USD 56, 00/m® FOR (USD
55 /m® nett for supplier and USD1.00 for our

service charge). He says L/C will be CNF .

This is noted in pen on the pencil note earlier referved to
fConfirmed on 24.10.8% (8IC) at USD S5/m® to shipper USD 56
from buyer." As will be seen it was also apparently
confirmed with Woodlark Island Development Corporation. It
ies alsc known from the Angus hearings that at this time
Angus Group in anticipation of a shipment had committed
though the Group member Columbus Navigation Pte Ltd to the
vessel "FNE TRADER"; that Angus didn’t have the logs to load
and that it was seeking someocne to take over the Charter.

o= 10,86 CIN TLX 761%5) Columbus ask FIC if interested to
take over FNE Trader.

am 40,86 (OUT TLX 7617) Ocean Maratime of Tokyos contact FIC
and describe FNE Trader.

27 10.86 (OUT TLX S292) FIC refers to telephone
conversations and outlines the position with PN
Trader. It savs cheap freight may be available;
details Anaus contacts and says that due to Angus
Veerious financial problems” FIC will aonly pay
the owner or owner's brokers.

w7 10,86 (OUT TLX S293) FIC confirm 6300m™ at FOR UsD 56.00
flat sold on ONF terms with FIC to remit freight
as advised by FPark.

=7 10.86 (DUT TLX S5294) FIC confirm sale to Grattidge at USD
55/m® flat; Woodlark are to cover Grattidges
commissicon: vessel is PNG Trader or alternate.

27.10.86 (IN TLX 7621) Grattidge asks for definite vessel
details as soon as possible.

27.10.86 (IN TLX 7622 FC Cheah tells Angus Columbus Nav.
has instructed O-cean Maratime to divert ship -
cargo to be provided by FIC.
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=7.10.86 (IN TLX 7623 PFark says the buyer Eagon will accept
PNG Trader if laytime commences <4.11.86 — FREIGHT
UusDp 19.00.

27.10.86 C(IN TLX 7624) Cheah tells Columbus Navigation that
Daihwat is charterer of FNG Trader and says Tay
has contacted Park and asks to finalise.

Between this Zabe and 4.11.86 PNG TRADER is fixed and Park
leaves for PNG - the vessels ETA at KULUMADAY is 3/4.11.86
Ecstablishment of the L/C is also discussed and amended.

£.11.86 C(IN TLX 7701) Farks office confirm L/C M 1918611 EU
00321 is established and amended to cover G200Om™
CNF for a total USD 490, 000,00,

There is a real praoblem with the L/C coming through and the
ship is held but eventually all falls into palce when the
L/C arrives (8.11.86) and amendment arrives (i3.11.86)
11.11.86 (IN TLX 7729 Steamships advise loaded 1828 pieces
for S5600.306 m@. Log lists and Summaries support this.

13.11.86 (OUT TLX S407) FIC clears PNGE Trader to sail

13.11.86 (OUT TLX 5408) Fark gives his office full details
of the Woodlark shipment

2.11.86 (IN TLX 7764) Farks office tell Fark NAMJEON
advises an FNGE Trader:-—

ta) Total Freight is S5600.306 M® x USD 13.00 =
ush 106.405.81

(b) Remit nett freight USD103,745.66 to owner
DCEAN MARATIME LTD Tokyo

(¢) Remit 2.5% brokerage of USDZ,660.15 to
NAMJEON INTERNATIONAL INZ, Seoul.

Mr Trawa of FIC with Fark were clearly present at loading of
the vessel.

B. LETTER OF CREDIT

The letter L/C M1918611EUQO331 was originally issued by
Hanil Bank Ltd of Seoul Korea in favour of Eagon Forest
Froducts Inc of Washington USA. On 8.11.86 BSF receives
cabled advice from First Seattle Bank of Washington USA that
on instructions from Eagon Forest FProducts Inc. it transfers
UsDE50, 000 of the Korean L/C in favour of FIC. The transfer
covers 3200 m®. The Rill of Lading notify party specified
is Eagon Industrial Company Ltd. By cable advice received
by BSF on 13.11.86 the transfer is amended to increase the
amount te USD 490, 000 and volume to 6300m%.
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It is clear the true buyer, Eagon Industrial Co of Horea
established its L/C in favour of a US affiliate which
tranwferved part of the L/C to FIC, This is Eagons system
{see also shipments 74 and 12A). There may be reasons for
it but the structure is classical and provides the potential
for transfer pricing. This is the type of arrangement FIC
was seeking to break by dealing direct.

C NEGOTIATION
On 17.11.86 FIC writes to BSPF enclasing

ta) Draft for USD 420,022.95
th Invoice
tc) Log List

Noe copies of the invoice can be located but there are  many
copies of the log list. One can fairly surmise the invoice
was

1828 pieces S600.306 m2 at USD 75 CNF = USD

420, 022.95

The letter directs retention of USD 106,405f81 for shipping
freight and USD 3600.30 for service charge

It then dirvects remittance of USD 305,216.67 to Milne Bay

Logaing less bank charges and credit of USD 2800.17 to FIC's
account.

D. ACCOUNTING (KINA)

On 20 November BSF gives FIC a written accounting.

ta) The negotiaticon amount is USD420,022.95

(b) It is said USD 106,405.81 was retained in USD for
freight and service charge. This figure is
clearly wrong and the retained amount was
UsD112.006.11 (ie USDI06,405.81 plus USD S5600.30)
This is clear when one considers the balance.
converted which is the next figure

(c) The balance after retention is USD 308,016.84
which is converted to K300,768.32 (at a rate of
1.0241)

tdy The converted balance is shown distributed as
follows:

€i) K295,313.15 to Milne Bay Logging
(iid K2,720.30 to bank etc charges
Ciiiy» K2,734.27 to FIC,

4
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There does not appear, to be any written accounting to Milne
Bay Loggina, Woodlark Island Dev Corp, or Lusco in any of
Fict's files.

Clearly in the negotiations FID agreed to pay Woodlark an
FOB price of USD 55/m® flat. Over a shipment of 5600 . 206m™
this amounts to USD 308016.83 or in almost sxact Lerms the
amount converted of USD 308016.84. Of this sum FIC directed
that USD 205,216.67 (less bank charges) be transferred to
Woodlark (Milne BRay Logaing) and USD 2RO0. 1A to FIC. In
round terms USD 2800.17 represents a rate of USD 0.50 per m®
aver a shipment of S600.306m%.

It is known from the investigation af LUSCO (Woodlark Island
D.C or Milne Bay Logaing's usual agent) that LUSCO recelved
commission of S0t/m®. It is reasonable to expect that FIC
agreed to commission of USDO.S0/m® on this shipment but
there is no documentary evidence that this is s0.

On this expectation the sum directed to be paid to Woodlark
(Milne BRay Logging) was the ewpected agreed FOR price of USD
308,016.84 less FIC commission of USD 2800.17. (ie.
UsD305,216.6173. At the conversion rate (1.0241) these

figures convert respectively to E300, 768,22 and RE734.27 (ie
K298, 034.035) . 1f one deducts FID commission the producer
receives a net K298,033.9%5% and if one further deducts bank
etc charges of K2720.30 the produser receives b5, 313. 05

Thouagh there are minor ervors {(in the order of cents o
toea) this is how the kina conversion was applied as
indicated above (see (d) abovel.

Thouah the lack of documentary proof of accounting i
unsatisfactory it seems quite clear on the evidence what has
accurred and that in money terms the accounting was

satisfactory. The minor errars are a real irrvitation and
cause a great deal of time to he wasted double checking.

E. ACCOUNTING (USD)

FIC's letter to BSP 17.11.1986 clearly directed USD
106,405.81 be retained for shipping freight and USD SE00. 36
for service charge. It is clear (despite the ervor in BEF? 5
letter of 20/11/86) that USD 112,006.11 was retained (and
not USD 106,405.81). 0On 20 Nevember 1986 FIC writes to BSF
directing.

i
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ta) Fayment of shipping freight as follows:-

(i) Ocean Maratime Ltd Takyo
brokerage usblos, 745. 66

(i1) Keum Seck Chae
Karea Brokerage £,660.15

UsD106,405.81

th)y Fayment of services charges of USD 3600.30 as a
service charge to SOON JOO PARE of Korea.

) In a post script it is said there should be
payment of USD 308,016.84 to the shipper - Milne
Bay Logaging and not USD 305,216.67 as stated in
FIC?’s letter of 17.11.86

It seems clear from the Bank file that the freight
of USD103,745.66 and brokerage of USD 2Z660.15 were
TT remitted on 21/11/86 (reference T/T B0393/5086

The commission is noted by pencil note on the bank
file as part also of TTBO33/5086 but there is no
copy telex on file showing the commission T/7'd to
Mr 8.J Fark’s credit.

As indicated in the analysis (under D above) the post script
is wrang - the original letter was correct and this post
script only adds confusion.

The gross freight of USD 106,40”;81 over a shipment of
S600.306m™ represents a unit rate of USD19.00 which talliwes,
with the rate specified in Parks telex of 27.10.86 (IN TLX
7623) and Parks office’s telex of 13.11.8B6 (in telex 7764).
The brokerage amount is 2.5% of gross freight which conforms
with the 13.11.86 telex.

Though the amounts of freight (gross and nett) and brokerage
and person to whom nett freight should be paid conform with
the 13.11.86 telex the recepient of the brokerage was not
the entity so specified - namely NAMJEON INTERNATIONAL. INC
but rather one KEUM SEOK CHAE. It was also paid to a

di fferent account.

The service charge is at a rate of USD1.00O per m® aver the
shipment which is the amount fixed by Park (IN TLX 7611 of
24.10.86) It seems clear (despite the lack of TT telex) that
this money was TT remitted to Fark.
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F. FIC RECEIPTS

The only receipt of FIC (see D above) was the initial
deposit of USD 2800.17 (K2734.£7). This vep: «.uonted
commissicon at a rate of USDO.S0 per m® over the shipment
volume. The bank charges on the full claim were borne by
the producer.

The amcount of USD 112,006.11 retained in Ush attracted
interest at 6% for 1 day amounting to USD 18.66 which was
part of K195.403 (USDZ01.86) credited to FIC's account on i1
December 1986. The amount converted to K1B.0&

(See table &).
This enhances FID's receipts to K2752.33.
A further direct expense would be Imari Trawa's travel to
Woadlark and his accommodation and sustenance for the period

he was there — it was not short. Who paid Fark’s fares
inside PNS and accommodation would need to be checked.

G. COMMENTS

1. There is no charter party in FIC's records though FIC
sold on a ONF basis and paid freight and brokerage. The
payments are thus not satisfactorily vouched even thouah it
seems Fark organised the charter; the freight rate appears
reascnable and the freight (nett) was paid to the apparently
correct party in Japan. The engaging of PNG Trader was a
very significant benefit to the then ailina Angus Group. It
was seen in the Angus evidence that the vessel was chartered
by Angus Trading (- the charter Farty is Angus handup
documents ASSE/5714) but Angus PNG didn't have the reguisite
cargo ready.

Arngus was thus at risk for a very high dead freight claim
(USD138,000 accordinag to Angus handup document ABd9) or a
suit for breach of contract. It happened that the
availability of the vessel was very timely and convenient
and the Angus Group’s predicament offered a very real
commercial opportunity to load the vessel on very favourable
terms. FIC saw this opportunity (see OUT TLX 5292 of
27.10.86) for very cheap freight but "passed on'" the
opportunity to Park.

At the cutset the conract between FIC and the buver on the
one hand and FIC and the producer on the cther hand were
cencluded on an FOB basis. ON 24.10.86 (IN TLX 76112 Park
says the L/C will be opened on a CNF basis. On 27.10.86
(OUT TLX S5293) FIC confirms a CNF sale bhased on the FOB
price with freight to b remitted by FIC as advised by Fark.
On the face of matters freight was paid at usDh 19.00/m=2. It
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is known the charter party for Angus (PNE TEADER was
substituted for SUN ISLAND) provided for Japanese discharge
Forts and depending on discharge ports varied from USD 21.50
to USD 23.00 per m®. Farks rate of USDI9.00 to Korea was
favourable but it is not known what the full arrangement
with Angus Group was.

There was a real prospect of offshore "profit" in taking
aver the vessel charter but one could only speculate who may
have benefitted. In fairness to FIC it cbtained the FOR
price it originally negotiated and, subject to 2 below,
remitted the freight as advised by Fark.

In that light the absence of a charter party and proper
vauching of payments may not be as significant as in other
cases but clearly the absence of such proper vouching can be
validly criticised from an audit view point.

2. FIC said it would remit freight as advised by Fark.

" Though Fark was in FNG at the time his office advised
twice (12.11.86 IN TLX 7745 and 13.11.86 IN TLX 7764)
how freight and brokerage were to be remitted. Both
telexes say the brokerage was to be remitted to KOREA
EXCHANGE BaNE, SEQUL, ACCOUNT NO 029-13-09633-1 IN
FAVOUR OF NAMJEON INTEENATIONAL CO. LTD. In fact FIC
paid net freight as advised but the brokerage (in the
sum advised) was paid to KOREA EXCHANGE BANEK, SEOUL,
ACCOUNT NO 136—-19-00233-2 IN FAVOUR OF KEUM SEOK CHAE.
Whilst it seems clear Park had a close relationship
with NAMJIEON (as can clearly be seen from brokerage
payments in Table 2) if it was the broker it is
difficult to see how he would have power to divert its
brokerage — unless there was a "side deal" over this
vessel to which Park was party — but that is
speculative. On the face of FIC’s records brokerage of
UsbD2,660.15 was paid to the wrong person. This means
technically FIC's funds have been misapplied and
technically FIC is at risk of a suit for recovery of
brokerage by NAMJEON and has a contingent liability to
it of USDZ,660.15.

The fact there seems to have been no complaint by NAMJEON
could well mean the contingency is not likely to materialise
but does not disturb the fact that on FIC's recoards USD
26601.15 has not been properly vouched and has been
misapplied. This irveqgqularity must be explained.
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This it one of a number of FID sales which merit
comment in that FIC appears only to ofter them to one
buver or aaent. This parcel ot loas ant some others
mftered through Park were offered only through him as
arn agent. Gurk a practice does nobt @St easrly with
wirat the NED was told 8MA was to dow PFark was no omorea

R et i

o less than a "middlieman  agent" o oyt lin l8en o PTED

ip the SMA submission and unlibke many pradnosrs Wi

affer to a number of such "middleman’” tu have thrEnm
compete and obtain a buver at the highest price i

Coftered to Park alone. They wers Lhus doing exasttly

what they had craiticsed and by WS um by o agent
were operating in oan eoual ly wuncompelitive wav as many
operaturs in the industry severaly criticised tor the
same practice. The first obijective of BMA as put to
the NEC was to obtain higher prices by improving
competition through independent effoct by seliing
directly to ends user rather than intermediaries.

As indicated under B above this shipment was to Korea.
The letter of credit was a transferred letter of oredit
through the USA and through what is obviously a US
affiliate of the Eorean buyer. This is a classical
structure whereby a price markup can be achieved in

the third country. It admite ot the potential of
transfer pricing. This was a praciicve well known when
GMA was proposed to NEC - "In many cases letters of
credit are processed throuagk a third countey  CRongelong)
Wwith the intention ot transfer waricinag”.

The objective of S8MA was said (to NED) o e

"y i) selling dirvectly to end user ¥y athey than throuol
intermediaries"”

The functions of OMA were said (ko NECYE includeds: ~

Ui buy loge from the producers and export directly to

hewe DUYEYSs ... in the consuming coudtries «..0a0"
neviii) (BMA will not be allowed to export to a countey
via ancther country. All gxport deals ahold
be made directly in tne country of destination.
The letter of credit (L0 showld be processed
directly from the consuming country to
Fapua New Guinea.

e
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This was the background against which NEC approved FIC
being appointed State Marketing Agent. In this case
haste is apparent in organising the shipment to take
advantage of FNS TRADERE; the L./C was established after
the ships ETA and the ship was held pending arrival of
the letter of credit amendments when she was cleared
Despite this the way in which the L/U was established
permitted the very things that NEC was told FIC as SMA
wonld be preventing.

This was only FIC's third shipment and its first into
FNE's traditional markets — the very same thing

coccwrred again fa thivd country L/C) on shipments 2F

2E, T7A, TR, 126, 1ZB and 14,

The absence of copy documents in FIO's files is
disgraceful and indicative of the sloppy and
unprofessional way in which FIC kept records.

In this case no copy can be located of such basic
documents as: -

il FIZ's invaoice to the buyer

tiid the Bill of Lading — title to the goods
whilst on ship

(iiiy FIC's accounting to the producer

{iv) the calculation of FIC?'e commission.

Whilst one can infer from other documents what occcurred
and whilst the explanations appear satisfactory and

the accounting for funds, subject to 2 above, regular
the fact remains that crucial records are missing, '
documentary accounting is not possible and the record
system should attract the harshest criticism.

(The Auditor General made similar comments). From the
Commission’s point of view many hours were wasted
seeking unlocatable documents. The record system is a

sharp contrast to that of the commercial logging
marketers whose records have been inspected ~ those
records are systematic, well ordered and complete — in

some cases they are immacul ate.

The sloppiness in FIC's records is matched by
sloppiness in attention to monetary detail. There are
numerous minor calculation errors which are seen in
relation to this shipment and others which are
intensely irritating and which cause a great deal of
investigative time to be unnecessarily wasted.
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Wherever an investigator finds a moretary discrepancy
he must be satisfied the errcr can be explained.
Finding the explanation and reconciling figures is
time consuming where the answer turns out to be
confusion in the record makers mind or a calculation
error.
Again these records are a sharp contrast to there of
the commercial logging marketers - it is very rarely
cne  finds a calculation errvor in their records -~ these

have been no cases seen of multiple errars.

Farks sales charge of USD1.0OO per m® is reascnable as
it is clear he was the agent and found the buyer. It
was clearly at the correct rate and paid to him.

The FIC did not disclose to the producer that its aross
FOE price was USD1.00O per m® greater than the disclosed
price. In the result the producer paid.

ta) USDO.S50 per m® on the FOR price known to hime-
uspDzgO0. 17

(h) USD1.00 per m® which he was not aware of-
UsDSe00,. 30

The rate is USDI1.S0/m® which on the full FOR price of
USDSE.0O/m® is a rate of Z.678%.

Surprisingly however FIC told Rex Grattidge of LUSCO -
the producers usual agent - (OUT TLX S294 of 27.10.86)
"As you are his (the shippers) agent your commission
will be covered by shipper". We dont know if LUSCO
obtained commission but if it did the shipper was
paving an additional commission of USD 1.50 per m¥® on
top of what he usually paid and FIC assumed he would.

Against that the shipper received an apparently full
FOB rate whereas be might cotherwise have been having
his logs sold to Holdeorown Limited of Hong Fong and
then transfer priced to the end buyer as that was the
system LUSCO and REX GRATTIDGE had in operaticon at that
time.

11
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APPENDIX 38
SHIPMENT S

VESSEL DOOYANG GUIDE
NOVEMBER/DECEMBER 1986.

BACKGROUND

This is FIQ'’s first shipment of logs from the Wawoi Guavi
concession  in Western Frovince. When the Commission
conduc ted hearings into this concession there were

proceedings 1n the National Court which had been arqued
in full and a judaement was pending. Matters of sericus
concern  to the Commission and of relevance to its terms
of reference could not be canvassed as it was said that
allegations and counter allegations of cheating were
central to the Court proceedinggs and for the Commission
to deal with such allegations would amount to contempt of
the National Court.

Some uncontested background can however be given. Timber
Fermits had been aranted (initially over EBlock 1 then

over  Block 2)  to Wawoi  Guavi Timber Company Fty Limted
(WET3  WGT had entered into a Marketing Aagreement with
Straits Contracting (PNG) Fty Limited (STRAITS FNGE) which

was wholly owned by Straits Engineers Contracting Pte Ltd
of  Singapore (STRAITS SINGAFOREE) This agreement which was
approved by the Department of Forests pravided for a
commission rate of 64 of the FOB value of logs sold. Why
the agreement at such a high rate was approved is not
known. STRAITS SINGAFORE entered a series of agreements
with the Inchcape UGroup one of which was a marketing
subcontract the parties to which were STRAITS PNGE and the
Inchcape subsidiary FMS  (Honag Fong)y Ltd (FMS (HE) D). The
subcontract did not spell out financial details but
Inchcape has admitted in its submission this/Commission
of  Inguiry that FMS& received 4% commission and  the
residual 2% (unearned) went to STRAITS SINGAFORE.

In the conduct of their business under the series of
agreements Inchcape Group used ancther subsidiary, Forest
Marketing Services Frivate Limited (FMS SINGAFORE).

FIC's file on FMS shows it had been supplvina Market
reports to FIC for some years.
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Cowan’s (FIC) involvement with Toms (STRAITS) appears to
date back to mid 1986 when Cowan was seeking to assist
Wawoi  Guavi Timber company to obtain a larger log export
guota. Cowans actions in this and other areas are dealt
with elsewhere. For a period of time Wawoi Guavi Timber
had stopped logging in Black 1 and durinag the second half
of 1986 were logging in Block 2 under a short term permit
before their long term permit was issued.

By October 1986 FIC’s launch into log sales was gathering

momentum  and that is where matters begina The history
section is not, in this case; limited to log sales but
expanded to show Cowan’s role in the differences which

arose between STRAITS and INCHCZAFPE.

A. HISTORY

WGT area was visited by Department of Forests inspectors
and on 14/10/86 a telex alledginag underarading,
under measuring and abandoned logs was sent by the
Secretary and responded to.

On 27/10/86 WET fax a stock list to FMS. There is a copy

on FIC's file with pen notes indicating a shipment of
6000m®  for about  20/25 November 1986 is available. This
was apparently delivered to FILC. A pencil note on the

top of the document readsg: -

"OFFERED TO FARE 28.10.86" (The history of FIC meeting
Fark is dealt with in relation to Shipment 3 — Appendix

370 . The offer to Park was apparently by telephone as
there is no telex in FIC files. It is clear Fark went to
the market with this parcel and also clear that INCHCAFE

very quickly heard of it with their market intelligence.

28.10.86 (IN TLX 7641) Pert C(INCHCZAFE) tells FIC that
FMS has sole marketing rights from WGET and any
enquiries FIC has should go to FMS.

28.10.86 (IN TLX 7645) FPark offers USD71.00 FOB for
"WAWOI L0OES e000m3". and asks if 16,000 ton
vessel can enter loading point.

=9.10.86 C(IN TLX 7648) Park confirms USD 72.00 FOR if
quarantee 437 MERSAWA. If mersawa is 35-43%
price will be reduced by USD3.00

30.10,.86 0OUT TLX S315) FICZ approach FMS for this
shipment and ask for stocklist. Cowan- says FIC
is confident it camn offer a price which cannot
be refused.

30.10.86 Toms faxes FMS, sending a copy to FIC.

[ 4]
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This effectively shows the opeginning of  what is
FTEDDENLNG. Toms 1 communicaring with FMS and FIC gets
coples so 1t mas the inside runninag. Clearlv v were
of fering USDET .00 ana told Toams it was railsed to
UBD71.00, Toms is worvied about marketing clauses in his
Blook &S opermit and  urges FMS  to let FIC oo some

mar Fel ind.

dearly  Toms 1s  ooinog bening FMS back anag trving to use
I ana 1 doing E discloasing confidential
Communlcarions with FMS to FIC.

310088 win TLX 7657 Park asiks position so Re can
COMTLYM VESHel . He &liso save "FyYI, FMS/5AMIIN
15 ALB0 OFFERING WaW0I 0G5 N BYRS ARE WATOHING
S WHOSBE OFFER IS CORRELT OGNEM

wlearlyv then FIC knows FMS  is also in the korean market
sifering  Trne same parcel through the agent 5AMJIN - ie
two  acents are competing i the same market for a buver
for tie same parcel of loas.

SilelD.8s CIN T X 7358 FMS say neaotiating with regular
buvers. Ju-35% mersawa. ask for FId firm of fer
as THey expect one

S3l.10.86 COLT Thx 3330 FID to 5TRAITS SINGAFORE - offer
USDEZ.00U/mE nett FUOR for &000m3 and ask for

answer by 1700 hrs.

it shoura be noteos nere  that Iin 1ts telex of 31.10 86.

FMs  franwelv tolo FIC the posivion ang askea for 1fs¢
of fer. FIC dig not communicate with FMS but oniv sent a

telex offer of USDEI.OG/m3 to Straits Singapore. There
are pencir notes on the last telex indicating trnere was a

discussion Loy phoned witn Farks office indicatinag DAELIM
CORP V71.50/70 Flat: and tne wards "ACCERT®.

4 S
Loa 4t

1. BE viph TLX 7&63) FMS tells FIQ their buver offers
USD71.00 and asrs for FIC offer.

G

2. 10.86 Toms sends a copy of FMS telex with a note to
FM: and copies it to FIC. This makes 1t clear
what happened. Toms says he asked FMS
specifically not do this and to accept USD70.00
per m3 and ilet FID have this shipment.
Apparentiy Toms nad earlier spoken to FMS and
cowan  and haa told Cowan that FMS had said they
wanted ULD70.00, Cowan obviously went back to
Farks office and the offer was raised to
"T1.80/,70 fTrath.
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21.10.86 (QUT FAX) Cowan says he closed at USD70 based
on TOMS verbal offer. He says FMS it appears
"has reneqged". on that offer. Cowan says FIC
will match FMS price (USD71.00) but asks Toms
to hold Inchcape to the original offer. "RUE
THEIR NOSE IN ITY.

1.11.86 (IN TLX 7665) FMS ask FIC to proceed with offer
of USD70.00

3.11.86 (OUT TLX 5332/5) FIC reconfirms &000m3 at USD
70.00 FOB to all

3.11.86 (IN TLX 7669 FMS ask vessel details and to
establish L/C to FMS (HED

4,11.86 (IN TLX 7671) Fark is coming to PNG. His
office asks for formal offer to BUSAN BANE

4,11.86 (OUT TLX 53239/43) FIC confirms to buyer 6000m3
at USD 71.50 and asks establishment of L/C with
FIZ. Buyer is DAELIM CORF.

The above facts are clear and speak for themselves — they
are dealt with in comments.

8.11.86 The L/C M3z218611 NU 00025 is established by
Hank of Busan for USDS43,000 covering 6000m3
CNF Fusan )

10.11.86 (OUT TLX 3392) FIC advise WGT and STRAITS
SINGAFORE - vessel is DOOYANG GUIDE

10.11.86 C(IN TLX 7726) FMS ask for vessel details and
L/C arrangements.

As with the offers Cowan has not bothered to tell them
about the vessel.

11.11.86 (DUT TLX S394) FIC ask Farks office for freiaht
rate

11.11.86 <C(IN TLX 7732) Parks office advise DOOYANG GUIDE
freight is USD13.00/m3

11.11.86 C(IN TLX 7764) Parks office say rotation will be
UMuUDA then VAILALA

13.11.86 (Toms writes an anti Inchcape letter to FIC
soliciting aid.
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COUT TLX S415) Cowan tells FMS for first time
DOOYANG GUIDE ETA 17/11: asks if can do 6500m3,
asks for aircraft in Daru on 15.11.8€ for buyer
and FIC reps. Nomention of L/C.

CIN TLX 77763 FMS say cant accept 17/11 as
ancther vessel that day and explain logs are
barged and barges must relocad. Say they can
only do €000m3 and ask for details of L/C
arrangement reqgquested on 3/11.

Toms tells FMS that FIC say a factory
contacted them saying the FIC shipment will be
substandard. Toms warns FMS not to load
substandard logs on FIC shipment.

Again this is copied to Cowan by Toms.

14.11.86 FMS tells Toms this is rubbish and asks who the
source is to investiqgate it.

Again this is copied to Cowan by Toms.

i4.11.86 (OUT FAX 277) Cowan's "BEFORE YOU GET YOUR
ENIZCKEERS IN A TWIST" fax to FMS about the
RUMOURS. BSays the threat was from SAMJIN.
This fax is rude, arrcgant and provocative.
Says shippers have copy L/C. ~

17.11.86 (OUT FAX 278) Another arrogant fax from Cowan

to FMS

17.11.86 ¢(IN TLX 77394) FMS ask about L/C and say shipper
not received it.

18.11.86 (OUT TLX 54302 FIC tell FMS5 L/C passed to
shipper a week aqo

18.11.86 (IN FAX 324) Toms faxes Cowan — congratulates
him on Fax to FMS; apclogises for error and
says he knows naothing of early December sale.
He also asks about the L/C and says he doesn't
have 1it.

18.11.86 (OUT FAX 291) FII says Mersawa is low and asks
Straits to increase.

18.11.86 (IN TLX 78093) SAMJIN deny allegaticns and ask
who source was

18.11.86 (0OUT FAX ZB8) FIC sent Toms copy of L/C
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18.11.86 (IN FAX 330> and 19.11.86 (OUT FAX 296) FMS ask
for full L/C details and qive shipment details

and Cowan asks WET to confirm details

19.11.86 <OUT TLX 5437) Cowan talks of L/C, provokes FMS
about its authority and asks for a reply on
30,000 m® proposal.

19.11.86 (OUT TLX S441) 16 minutes later FIC asks
immediate reply on 30,000m3.

19.11.86 (OUT TLX 5446) FIC says Toms has no knowledge
of early December sale; of fer USD 76.50 for
first and second half December; Fert says maybe
FMS sell first half and FIC seccond.

19.11.86 FMS tells FIC price indication is USD8O0.O0O0;
early December UspD75.50 confirmed to Toms
177113 can’t confirm 30,000 m3; asks FIC to
confirm L/C proceeds to Straits PNG.

19.11.86 (OUT FAX 303) FIC confirms payment by TT to
STRAITS FNG. (In order to follow the sequence
it is probably necessary to regard the history
on shipment 6 where events continue)

20.11.86 (OUT FAX 306) FIC confirm proceeds to be TT’d
to STRAITS PNG.

24.11.86 (OUT TLX 54712 Cowan apologises to saM JIN
about rumours.

25.11.86 FMS fax asks confirm 6% commission to FMS and
asks TT remit.

The vessel loads between 20 and 26 November and there are
some problems about whose figures are to be used on Bills
of lading.

27.11.86 Straits FNG sends & letter with documents
including Invoice. SCPL 019/86 for 1373 pieces 6103.735m
at USD 70.00 FOB = USD 427,261.45.

01.12.86 (OUT TLX 55167 FIC tell Park two B/L's

ABE 005.86 656 pieces 3000.169 m™
006.86 717 pieces 3103.565 m™®

03.12.86 (Letter) FIC writes to BSP for neqotiation.
04.12.86 C(IN FAX 398) ESF accounts to FIC.

Handwritten draft of FIC's accounting shows FIC’s share
was USD 0.50 per m® or USD 3051.87.

&
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(OUT  TLX S9524/35)
STRAITS FNG "

FIC tells FMS payment made to
including commission®.

(IN TLX 79539) Park says freight 6103.735m at

UsD 19.00= USD 115,970.96.

(ir». Fay brokerage (2.3%) USD2899.27 Nam jeon
Internaticonal, Korea.

(ii» Pay net freight USD 113,071.69 Doayang
Line Co, Korea.

(iii)» Pay service charge USD 6103.73 to S.J

Fark, Kaorea.

opposite net freight reads "TT 112.071.69

less charges less USD 1,000.00."

05.12.86

08.12.86

22.12.86

29.12.86

23.12.86

1z2.01.87

26.02.87

26.02. 87

(Letter) FIC account to Straits FNG.

(OUT TLX 5541) FIC tells BSF to retain USD1,000
from freight pending instructions.

(IN TLX 813%5) FPark says owner received
Uspi1iz,0 71.69 when freight was USD 112,202.63
and asks where shaortfall of USD 220.94.

HE IS TALKING OF DOOYANG BRAVE (Shipment 6) but
FIC confuses it.

(OUT TLX SE86) FIC says will remit
Usnzz0,94 but asks for detail.

(IN TLX 8770) Parks says on Dooyang Guide short
remittance is USD 1,000.00.

(Letter) Straits Marine claims despatch
including USD 2,097.92 on this ship.

(IN FAX 640) Park says buyer claims 5 pieces
and 22.2Z8m shortage.

(OQUT FAX €667) FIC passes claim to WGET of
uUshi1978.29 and asks deduction from next
shipment.

(Letter) WGT asks FIC why bank charges so high
unlike FMS.

(IN FAX 657) WGT offer USD 1555.96 for shortage
claim and authorise deduction from next
shipment.
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26.02.87 (IN TLX 8662) Fark says settle claim on FOR
basis and ask FIC to remit.

The <claim was deducted py FIC from shipment 13 - GUN
FETREL.

E. LETTER OF CREDIT

The L/C M3z18611 NUODOZ2S i1is from BRank (of Pusan -
applicant SAM WON ENTERPRISE CO. LTD of Korea. It is for
USD 543,000.00 covering &,000 m® CNF Fusamn, the unit rate
is USD 90.50/m=. This is a direct L/C from Korea.

C. NEGOTIATION

On 3.12.86 FIC writes to BSF enclosing documents
including: -

(a) drafts (for USD 280,872.72 and USD 271,515.27
agaregating USD S552,388.01).

(b)» invoices.
(=) bills of loading.

Copies of the invoices and bills of lading cannot be
located in FIC's Ffiles but it seems clear there were twa
bills of lading + two invoices for the respective volumes
at USD 71.50 FOB plus freight at USD 19.00 details
being: -

BILL VOLUME UNIT CNF TOTAL CNF
ABE 005.86 2000.169 at USD 90.50 = USD 271,315.29
006.86 3103.565 at USD '90.30 = USD 280,872.63—
6103.734 Ush 8552, 387 . 92

There is eleven fents discrepancy but the draft figure is
used below.

In the letter FIC directs specifically retention ofi~
(a) shippinag freight at USD 139.00 of
UsSD 115,3970.97 split intoc net freiaht of
USD113,071.70 and brokerage of USD &103.74.

(b)) service charqge of USD 6103.74.
The balance USD 430.313.30 is to be credited
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to FID's account.

D.  ACCOUNTING (KINA)

it seems quite clear FID obtained a unit price from the
buver of USD 71.50 and held the producer to a unit price
of  USD 70.00 building in a margin of USD 1.50 per m=, It
also seems gquite clear FIC assumed a freight rate of USD
19/m® to give a CNF unit price aof USD 90.50. Fark
subsequently confirmed the freight was USD 19,00 per m3.
When one considers the earlier neqotiations (Fark’ usual
marain of USD 1.00 per m® being included) and the
handwritten draft of FIZ’s breakup it is clear Park was
to get USD1.0OO per m® (retained in USD) and FIC to qget
S50 per m  (brought onshore) to make up the USD 1.50
maraqin.

BSF accounts to FIC on 4.12.86 (IN FAX 398).
ta) of the aggreqate neqgotiations of
UsDh 55&,388.01 the sum of USD112,074.71 was

retained in USD.

(b the residual USD 430,313.30 was converted
to BE417,577.19.

tc)  bank charges of K3,549.50 were deducted.

td) the balance K414,027.69 was deposited to FIC’s
account.

FIC accounts to WGET by letter of 5.12.86 which is easiest
understood by reference to FIC's handwritten calculations
and STRAITS FPNG invoice.

Straits invoiced (at FOB of
UsD70.00 per m2) UsSD427, 261.45

FIC?’s commission of S50 cents/m® amcunt-—
ed tao ) usb  3,051.87

UsSb430, 313, 32

Biven & two cent discrepancy this is the agross amount
coverted to kina. In it’s accounting to Straits FIC
begins with the aqgross contract price of usD427,261.45
which converts to K414.615.67. It deducts bank etc

charges of K3543.50 qiving a balance due of K411,066.67.
This was paid on 5.12.86 by FIC cheque 024724 drawn
pursuant payment voucher 4556,

w
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The balance of the kina conversion (K417,577.19 less
Kd414,615.67) or K2961.52 represents FIC's commission. At
the banks conversion rate (1.0305) this converts to

USD 3051.85 which accords with FIC’s pencil calculation
with FIC bearing the two cent discrepancy.

E. ACCOUNTING (USD)

As shown under C above the USD retention wasﬁfor specific
purposes and agaregated USD 122,074.71.

FIC separately directs payments as follows:-

(a) By telex of 8.12.86 acknowledged by ESF letter
of 8.12.86.
TT to Dooyang Line Co Korea uspiiz,071.63

(b)Y By letter dated 15.01.87.
TT to DAIHWA SIL UF (85J FAREKD
Korea uUsp 6,103.73

(c). By letter dated 15.1.87
TT TO SOON JOO FARK KOREA usp 2,899,227
uspizi,074.69

This reduces the balance of USD retention to USD
1,000.02. Copies of all three TT Remittance are on ESF's
file.

It is clear that from the documents letter that freight
was said to be payable <(at USD 19.00 per M®) in the sum
of USD 113,071.69. For some reason FIC deducted USD
1,000.00 and paid only USD 112,071.69. This was paid as
requested in Parks Telex of 4.12.86 (IN TLX 7359,

The brokerage of USD 2893.27 is in the sum specified in
Parks telex but instead of being paid to Namjeon
International at its bank as specified in Parks telex it
is paid to an account apparently in Parks name.

The service charge of USD 6,103,73 is in the sum
specified in Park’s telex but again instead of being paid
to Park as specified in his telex is paid to a different
bank account in Parks company name.

Why USD 1,000.00 was deducted from freight is not at all
clear and must be explained. The position begins to be
confused with Parks telex of 22.12.86 (IN TLX 8135) where
Park is speaking of the freight on the Angus portion
(shipment 6B) of the Dooyang Brave shipment In his telex
Park makes an error in the amount of freight on shipment
6B which is USD 112,292.63 and when that error is
corrected his telex is arithemetically correct. Farks

10
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real error is that he éhinks the TT of USD 112,071.69 was
Dooyang Brave freight when it was in fact Dooyang Guide
freight. When he mentioned the shortfall FIC are
confused. Parks telex of 29.12.86 (In telex 8170)
clarifies matters and the true facts are established
freight was as FIC well knew because it so directed,
underpaid by USD1, 000.00.

It is clear then the USD residue of USD 1,000.02 consists
of the USD1,000.00 freight underpayment and the two cent
discrepancy referred to under D above.

That residue in drawn to FIC’s attention by BSP on
20.3.87 and directed on 6 April 1987 to be deposited to
FIC 's account. It is so deposited on 6.4.87 as part of
A deposit of USD 11,863.02 (K10,711.53). The kina
equivalent is K902,95.

(see Table 5)
F FIC RECEIPTS

FIC received the initial balance of kina conversion
amounting to USD 32081.85 converted to K2961.52. This
twith a two cents discrepancy) represented a rate of
Uspo.50 per m over the volume of the shipment. (see D
above) In addition FIC underpaid the freight by
usD1. 000,00 and picked up the two cent discrepancy
resulting ir payment of USD1,000.02 from the USD
retention on 6.4.87 which converted to K902,.95.

FIC’s total receipts were thus USD 4,051.87 or K3,864.47.
The sum of USD1,000.00 does not seem to be deducted for
any given reason and there only seems one basis on which
it is not paid to the shipowner. That reason is that it
was deducted on account of a despatch claim. In fact
Straits Marine claimed despatch on this shipment of USD
2,097.92.

Neither the payment of USD1,000.00 to the ship owner the
payment of despatch to the shipper appear to have been

resocl ved. It is in FIC’s interest to resolve them as it
would presumably have or at 1least have had rights
depending on how matters fell out. As matters now stand

FIC is at risk of actions for the USD 2,097.92 despatch
at the suit of the producer.and the USD 1,000 shortfall
at the suit of the shipowner. In the former case FIC
could ofset the USD1,000.00 but it may now have problems
obtaining the excess from the shipowner.

This is a contingent liability which would have to be
taken into account.
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FIC also had further bank charges of K70,00 which reduced
its actual receipts to K3Z,794.47.

As indicated above the shortage «claim was met by
deduction from Shipment 13 proceeds.

SHIPMENT S COMMENTS

i. Shipments 5,6A and C,9,13 and 15 represent a
continuum in the sense they are successive shipments
- from Wawoi Guavi Timber Co Marketed by Fic.

The shipments themselves form oniy part of the
averall sequence of events including:-

(a) Cowans assistance to Wawoi Guavi in aobtaining a
long term timber Fermit over Wawol Guavi Block
 on very preferential terms and in so doing

seriocusly inter ferinag with and eventually

usurping Department of Forests functions.

(b) Cowans assistance to Straits Sinoapore in
"gaueezing" Inchcocape Group Subaiaries FMS
(Hongkiong?) and Timber Investments Fte Ltd out

«f marketinag and management sub contracts and
replacing them with FIC on the mar keting and
FIZ Chairman Miskus Maralew’s company Metepikae

Holdings on the marketinag and manaagement sides
- praducing a substantial return to Metepikae
and with Cowan as its advisor

(-1 Cowans involvement in what were management
aspects of Wawoi Guavi Timber Co’s business.
(dy» Cowans use of his cantact with Straits

Singapore to remit funds which he had
misappropriated from FIt via Straits Engineers
Contracting Fte Limited in Singapore to his
wife in England.

FIC (Cowan? was probably very keen to obtain supply
from a large supplier on a reqular basis as a
cornerstone for FIC's continued involvement in 1og
marketing. Nevertheless to put such a grossly
disproporticnate amount of attention into assisting
a larqe foreiagn log mar keting company was contrary
to the aims of FIC's involvement in State Marketing.

b3

. As shown in the history section on this shipment and
on shipments 6A and 6&C.

L)
a“
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(b

(cl

(d)

(e)
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Cowan deliberately went to extremes to provoke
and irritate FMS and to create a contest

between FIC and FMS with FIC having the
advantage of introducing the "whip hand" of the
Department of Forests at opportune times to

made the task of FMS harder.

Cowan deliberately trampled on and ignored a
binding contractual arrangement benefitting FMS
as though it did not exist. This was not
however peculiar to this shipper. Cowans

‘ignorance of or disregard for contracts is well

illustrated in the cases of Pars Ram Bros
(India) and Sanko Ltd. In this case it must be
said the marketing commission provided of 84

was inordinately high.

Though in a real sense FIC was to compete with
other agents the competition was not "fair"™
because David ‘Toms kept copying Cowan with FMS
communications including "confidential®
communications so that he was always "one
stepahead" of F.M.S.

It is clear Toms did not care about obtaining
the highest price, his sole concern was with
getting the Wawoi Guavi Block 2 Permit on
favourable terms. He needed FIC’s (Cowan's)
help and support for thi€ and was quite

prepared to let FIC sell shipments at less than
the best obtainable price so as not to “"upset"
them. He actually instructed FMS to let FIC
have shipments at less than the best price FM8
could get to appease FIC.

What Toms didn’t know is that FIC was in fact
getting better prices than it was telling him
and "building in" margins to cover 8 J Parks
commission and further undisclosed receipts faw
itself some of which Cowan misappropriated.

Cowans conduct in perpetuating "rumours"

adverse to FMS and Samjin was nothing less thas
mischievious and his approach when confronted
was nothing short of rude arrogant and
provocative. Either no apology or a grudging
apology (to SAMJIN) was forthcoming.

13
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()  Cowans understanding or representation of
mar ket forces and their effect on prices was
either ignorant and naive or downright
dishonest. He tried to have FMS close sales
garly on a risinag mar ket and foered childish
criticisms of their reluctance to do so and
then later (perhaps he understood market
dynamics by then) extolled FIC's ability on &
rising market to obtain a better uwltimate price
than the initial offer if FIC didn't close
until as late as reasonably possible.

—

One of the objectives af FIC marketing was to avioid
"middleman" payments and to maximise returns to
producers.  On shipments 5,6A and 6E, as will be
seen, it seems quite ciear FMS took its &%
commission (of which an unearned = % was paid to
Straits Singapore and FIC tomk in addition:-—

=-USDO. 50/m® for itself plus USD 1.00 per m® for
Fark.

£A and 60 — 3% of FOR for itself plus USD1.0OG per m=
for Fark plus an extra UsD1. 00 per m= for iteelf
(which Cowan misappropriated).

The resultant Pesmmission” deductions in agareaqate
are nothing short of ABSOLUTELY STARTL ING. Moy e
impovrtantiy FIC records show- they knew that FMS was
peing paid its &%

On shipment 5 the shipper (Straits Marine wrotel

claimed despatch of usDz, 097.92 and FIl deducted
ushi, 000,00 from the freight payment.

Tt seems the deduction was made on account of
despatch.

1 cannot find evidence =f whether the shipper was
paid despatch and of FIC paying out this USDi, OO,
The position will have to be established and when
the facts are established adjustments to figures
made.

There was a shortage claim of 5 pieces IRLE228 m3
csettled in the sum of UspDi, 555,96 which was deducted

by FIZ from moneys due to Wawoi Guavi Timber Co on
FIC SHIFMENT 13. The kina eguivalent was 1, 447.54.
This matter is left here and pursuit of 1t continued

in relation to FIC SHIFMENT 13.
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Technically FIC paid prokerage of USDIB99.27 to the
wrang person according to its records., It also paid
commission to Farks company rather than Fark as
directed. These are technical misapplications which
render proper vouching impossible but as there is no

complaint ang an obvious close relationship between
the people concerned it would not seem appropriate

to be concerned that contingencies exist or to make
Provisions.

As 18 the case with many shipments the evidence to
support freight Eﬁvments ie not sufficient to
adeguately vouch the payment for audit purposes.
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APPENDIX 39 «)

SHIPMENT 6

VESSEL DOOYANG BRAVE

DECEMBER 1986/JANUARY 1987
PART SHIPMENTS 6A AND &C

HISTORY

' A
The history is ultimately linked with that of shipment 5
and represents a construction af that histary.

(The following documens are in the file far shipment
S copied into this file)

13711786 (OUT TLX S415) Cowan asks FMS for 6000 m™
in Decmeber and says will advise price within 48
hours.,

14.11.86 (IN TLX 7776) FMS say €arly/mid December
committed to regular buyers but may be able

to supply in late December and ask for price
indication.

17.11.86 (FIC ask for late December - suggest higher
price than before and ask of FMS their "lent

efforts to date." Also raises the question

of a contract for 30,000 m® for 1987 first

quarter.

18.11.86 (IN FAX 324) Toms says he dosent know of
sale of early December shipment.

19.11.86 (OUT TLX S446) FIC aoffer USD 76.50 for
first and second hal f December and say
Pert says maybe FMS sell first half and
FIC second.

19.11.86 FMS tell FIC early December USD 75.50
confirmed to Toms 17/11; second hal f
indication USD 80; cant confirm 30, 000m™,
asks to confirm L/C proceeds ta STRAITS
PNG,

19.11.86 (IN FAX 347) Toms tells FMS to confirm FIC
Price unless can give better price NOW.
Says FIC will farce USD 80.00 and if dant
sell ta FIC cant say USD 78.00 later.
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Predictably Toms sends a copy of this to Cowan to keep
him cne step ahead.

19.11.86 (QUT FAX 303) FIC offers USD 76€.00 FOB +

asks answer by 20/11/ at 13500

20.11.86 (IN TLX 7823) FMS tells Toms they have firm

offer of USD 80.00 for 39% mersawa - .asks
for answer by 1400.

20.11.86 (IN FAX 349) Toms faxes FMS talking of

permit negotiation and of not wanting to
upset FIC. He complians about an earlier
shipment and of a strategy of keep FIC ocut
being alleged. He says it would not
surprise him that if FMS takes the sale at
USD B0.00 it was later excluded from

mar keting and management in Block 2. He
say he leaves the choice to FMS.

Almost incredibly Toms copies this to Cowan. The
covering note makes it clear Toms wishes FIC to get
the sale even if it’s price is lower than that
which FMS is able to obtain.

20.11.86

21.11.86

20.11.86

21.11.86

24.11.86

25711736

FMS fax Toms saying want to work with FIC;
explaining the earlier shipment and saying
Cowan has agreed to USD 80.00 with 354
Mersawa (the documents hereafter mentioned
are in the shipment 6 file).

FMS faxes FIC and accepts FIC's &ffer of

usngson. 0o put to Pert.

(OUT FAX 307) Cowan confirms USD80.00 for

6000 m® with 3 5% mersaw. Says he could
have got the same for early December and
chides FMS. : :

(IN FAX 353) FMS say market rising and

strateqy was to hold back late December
for better price but as FIC ished to
purchase indicater price. given.

(IN TLX 7863) Park offers USD 82.00 (G) for

Wawoi &6000m™® second half and asks formal
aof fer

(TOM TLX 7870) Park says DOOYANG GUIDE

fired for Angus 6,000 m® at USD 21.00
(trying USD20.50) for 1 loading and 3
discharge ports (in Japan) - he says "1.25
PCT _ADD COMM. IN FAVOUR OF FIC". Balance
cargo is not fixed - asks FIC to check if
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W.5.T can load &000m2 from it's loading
point at Umuda Island.

L]

25.11.86 C(IN TLX 7871) FMS say can offer additional

3,000 m® (45.50% mersawal mid December.

26.11.86 (DUT TLX S5493) FIC to STRAITS SINGAFORE
refer telex and telephone conversation and
confirm 3000 m® (45-50% mersawa) at USD
84,00 OB shipment 15/12. They suggest

vessel loads 3000m® and remains at Umuda
to load 600m® on 27/12.

26.11.86 (OUT TLX 8494) FIC confirms accept 3000m®
at UBD 86.00 and 6000 m® at USD 8z.00,

26.11.86 COUT FAX 325 same message as in OUT TLE
5493 is fawed to F.M.G.

27.11.86 (IN FAX) FME ~ weather may delay 6,000 m®
and confirm mid December concerned about
3000m2? largely Mersawa which deteviorates
fast especially under hatch and concern at
quality if shipment delaved.

Ta here, it seems FIC's communications with Fark were
largely by telepong as there is a paucity of telex or fax
communications., It is quite clear however Fark was
arranging the buvers. \

27.11.86 (OUT TLX 5497 FIC sends formatted offer to Fark
CAtt. DAELIM 0O for &000m® at USD 538, 800 ONF

shipping around 27 December.

The CNF unit prices are USDY9.00 per m® and USD 102,00
respectively on these of fer.

28.11.86 (QUT FAX 332) FIC tell FMS of surpirse at doubts
on having &, 000m®; they accept risk with
3, 000m® on these offers.

2.12.86 (OUT FAX 391> FMS say it weather deteriorates
whole cargo may not be ready — will confirm
next week. Over 3000m® repeat concern at
deterioration under hatoh.

3.12.86 COUT FAX 3850) Cowan tells STRAITS PNE will be
responsible for marketing 1ts own forest
produce. He talks of FIC as SMA having the
right to offer the production of STRAITS FNG
and asks who to contact.

3. 12.86 CIN TLX 73938) FMS say forestry wants
destination of 3000m® for export license
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4. 12.86 CIN FAX 402 Forests notify objection to exort
of &,300m2 as FIC/8MA offered USDBO.0O and must
have higher price. Toms asks Pert (FMS) to
YEET ON TO THIS" and copies it to Cowan. THis
15 MV HAISENG.

S5.12.86 (OUT FAX 354-357) FIC refer to the last fax and
ask if FMS are undirectly asking FIC to take
over the shipment.

Thie is nothing short of childish stupidity and Cowan
copies the fax to STRAITS PNG, (TOMS) STRAITS SINGAFORE
and FORESTS DEFPARTHMENT.

S.12.86 CIN FAX 407) Toms says mersawa deteriorates
less if you debark and Inschape do in fact
debark

On 6.12.86 Cowan dispatches a spate of faces over

marketing: -

QUT FaX 364) to TOMS saying Forestry Marketing
section say under Block 2 Fermit cant have a "sale
mar keting agreement "must use FIC/SMA where possible
lays FIC will contact you from January 13987 over new
mar keting arragements.

COUT Fax 265) Cowan to FMS says told cant make
EOOOM®,.  Says why offer extra 3000m®. Says FIC
acted in good faith and holds Stratis PNG L ...,

(OUT FaX 366) Cowans “"RUN OF THE FOREST" offer for
12, 000m® for January/early February. He talks of
marketing strateqy — visitng soon and then visiting
continuosly every two weeks.

8.12.86 «(OUT FAX 373) Cowan to Toms about "a bond
of trust” in marketing - FIGs first offer
is not a final price, authority to sell is
authority to get the best price and ....
at the best price.

8.12.86 (OUT FAX 374) Cowan thanks Toms for
conficence and trust and says alrday
getting better than offered for
January/February and not closed
vet. Asks for stock position.

8.12.86 CIN TLX 7982) Park advises detail of L/C
for 2000m™® - op ned today M 3222612
NUOOO18
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8.12.86 (OUT TLX 5546) FIC tell FMS destruction of
3000 m® is Korea

9.12.86 COUT TLX S5563) FIC tell STRAITS PNG export
licence for 3000m® and &OOOM=.

9.12.86 (IN FAX 414) FMS ask for L/C to be fixed
for shipping documents to be advised to
shipper on 3,000m® and 6,000m™

9.12.86 (OUT TLX 5561) FIC ask FMS to confirm HAI
SENG price is USD8B1.00/m>=.

On 9 to 10 December there are fax exchanges over the
January/February shipments and splitting shipments
between FIC and FM5. Toms again gives Cowan ninside
advise headed "CONFIDENTIAL".

3.12.86 CIN TLX 7994) FMS advise FORESTS HAI SEUNG
is at USD8B1.00/m™

10.12.86 (IN TLX B0O11) FMS say 3% commission is
included in USD81.00,

10.12.86 (L/C for 3000m® + 6000 m™® established

10.12.86 (OUT FAX 38&) Answering in FAX 414
(9.12.86) FIC says shipper, under new
permit, deals direct so requirements as
documents advised to shipper.

Clearly FIC did not want to give FMS a copy of the L/C
and this is not interesting in light of what follows.

11.12.86 (OUT TLX 8021) Forests tell WST application for
HAI SEUNG export licence is rejectd because price is
below FIC/SMA of fer.

This assumes a base price of USD 75.50 with an S8MA offer
of USD 80.00 whergeas clearly FMS have said the price is
UsDp81.00 including 3% commission.

This breakdown in communications should be explained.

11.12.86 CIN FAX 427) FMS say shipper still dcesnt know
document requirements

11.12.86 (OUT FAX 397) FIC send 3000m® L/C to STRAITS PNG
6000m™ later

11.12.86 (OUT FAX 406) FIC send L/C send L/C for 3000m™
and 6000m™® to STRAITS SINGAPORE
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(OUT FAX 396) Cowan to TIMPL about “"rumours"
that 8 J Park was told by Jan Gransie that if
Cowan worked against Inchcape he would see
Cowan was put out of PNG., Cowan says twice he
has not worked against Inchcape and says Park
has not confirmed rumcours.

(OUT TLX S611) FIC tells FMS of HAISEUNG export
license number.

(OUT FAX 415) FIC tells STRAITS SINGAPORE Cowan
will arrive 14 December but makes his cwn way
to hotel.

12.12.86 FMS Fax Cowan - FIC will market January shipment

12.12.86

13.12.86

13.12.86

15.12.86

15.12.86

15.12.86

15.12.86

17.12.86

- indication USD 88.00

(letter) STRAITS PNG say 3,000m® and 6&,000m™ are
separate even though some shipper and buyer and
ask for first 3,000m® to be cleared first
before Christmas then back to load second

6, 000OmM™

(OUT FAX 417) FIC tell toms sold January 6,500m™
at UsSD9S0. PO

(ODUT FAX 419) FIC CHAIRMAN Tells FMS that from
now on FIC will not reply to FMS instructions
but deal direct with WGT and STRAITS PNG.

C(IN TLX 8066) Department of Forests accuses FMS
aof deliberate underpricing on HAI SEUNG
shipment -VERY STRONGLY WORDED;

alleges transfer pricing and asks for an
explanation.

CIN TLX 8676) Gransie responds to Cowan
"rumour" fax, says this the second rumour
damaging Inchcape and asks him to idenfity the
source. .

CIN FAX 422) FIC ask STRAITS PNG to load 300 -
350m™® extra to avoid deadfreight from Angus
short loading (SHIPMENT 6B)

CIN TLX 0859) PFO advises WGT export license
for HAISEUNG granted conditional on price of
uspDeil. 00,

(IN FAX 450) STRAITS PNG give break down of
first loading of 3007.925 and say advise detail
of record loading of 6300m™ when documents
complete.
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Cowan obviously departs to Singapore as planned ¢ for what
reasons and who paid should be explained) On 17.12.86
COUT FAX 454 ) a full fax os shipments is sent to him.
Secondly it is sent to Cowan “C/- DAVID TOMS STEAITS
CONTRACTING SINGAFORE." This is dealt with in comments.

20.12.86 (OUT FAX 442) MARALEU tells TOMS USDZ,000 will
be TTd on 22.12.86 to HESBC Tanglin for MJ
Cowan. (This money was not sent)

On 23.12.86 (IN FAX 461) Toms tells Straits Contracting
tcopy to FMS and FIC) that Inchape Marketing
Agreement will not, it appears, be approved and
a national management campany will be put in
with Cowan as Chief Advisor,

23.12.86 (lLetter) STRAITS FPNG send FIC documents on the
first 3007.925m® including invoice SCRL 021/86
- no copy of which appears to be on FIGO's
files.

24.12.86 FIC makes the first negotiaton claim
29.12.86 BSF accounts to FIC
There are interesting pencil notes on these documents.

29.12.86 (IN TLX 8174) Park says as follows regading
freight: -
Gross freight is 3007.925m® x USD17.80 =
usnss,S541.07. FPay

(a) Nett freight USD 22,202.54 to DOOYANS LINE
Co. KHorea

(b> Brokerage USD 1,338.53 to NAMJEON
INTEERNATIONAL. KOREA.

30.12.86 FIC account to STRAITS PNG.
30.12.86 (OUT FAX 4713 Cowan tells Toms about FIC visits

and clearly is HEAVILY INVDLVED IN MANAGEMENT
ARRANGEMENTS

30.12.86 (OUT TLX 472) Cowan asks ...to FOM for
PRODUCTION/FLANNING meeting with Cowan.

31.12.86 (OUT TLX 5711) FIC tell WET wha will visit and
when

31.12.86 (0OUT FAX 482) METAFIKAI tells WET all marketing
will be direct with no commissions and FIC will
arrange vessel charters.
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(This is after the agreement is sent by Cowan
to Maraleu, Maraleu denied in evidence he was
the author or even knew of this fax).

31.12.86 (DUT TLX 482) STRAITS SINSAFORE ask for charter
parties for DESFATCH/DEMURRAGE.

1.1.87 (letter) Straits FNGE send FIC documents on the
second 6359.402m@ including invoice SCPL 022/86
for 1365 pieces 6359.402 m® x USDBO.OOFOER= USD
508, 752.16.

5.1.87 CIN TLX 8227) Park says as follows regarding
freight Gross freight is 6339.402m3 LsD17.80
= USD113,197.36; brokerage of 2.5%4 is
USDZ, B829.02 with nett freight of USD110,367.43;
the shipper + broker are as in earlier telex o f
29.12.86 (IN TLX 8174)

5.1.87 BSF accounts FIC
6.1.87 FIC makes the negotiation claim

7.1.87 (OUT FAX S527) FIC accounts to WGET.

A telex copy of fund requirements of 8Traits FNG shows
FMS was to receive 3% commission on these two part
shipments of K7146.11 and Kid4, 782.50 respectively.

1z2.1.87 CIM FAX S01) Toms queries FIC commission of
kK14,527.47 and asks for review as commission is
being paid to FMS.

12.1.87 (LETTER) Straits Marine claims dispatch of USD
“4,17 and USD 4,317.36 on the two port
shipments.
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LETTERS OF CREDIT

6A — 3000m™

The letter M3222612 NU 00018 is from Bank of Busan
limited — applicant DONG CHAFNG TIMBER 0. LTD of
Kaorea. It is for USD311,400.00 covering about
3000m™= CNF Fusan. It is a direct L/LC.

6L - 6000m™

The letter M321 612 NUOOQIB is from BAnk of BUsan
Limted — applicant - applicant S5AM WON ENTERFRISE
Cd. LTD of Korea. It is for USDS98,800 covering
about 6000m™® CNF Pusan. It is a direct L/C.

NEGOTIATION

6A ~ 3000 m®

On 24 December 1986 FIC writes to BSP enclosing

(a) draft for USD 312,222.61
(b invoice
(c) bill of lading.

There is no copy of the invaice on FIC'’s file or the
bill of lading but it seems clear from the evidence
the invoice would be

3007.925 m™® at USD 103.80 CNF =USD312z,2:22.61

The CNF rate is the USDBE.00 FORB plus freight of USD
17.80. THe letter directs (as corrvrected)

i) retention of USDS9,366.30

(ii) of the balance of USD 33853,665,71

(iii) TT USD 245,083.73 less bank charges to
Straits PNG.

(iv) Credit the balance USD7,575.98 tao FIO'=
account

6C_~— 6000m™
On 2 January 1987 FIC writes to BSP enclosing
(a) draft for USD €34,668.32

(b)) invoice
(c) bill of lading
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There is no copy of the invaice or bill of lading on
FIt’s file but it seems clear from the evidence the
invoice would be:-

6359.402m® at USD99-80 CNF = USD&E34,668.32

The CNF rate is the USD B82.00 FOR plus freight of
usp 17.80

The letter directs retenticn of USD125,916.15 in USD
and credit of the converted balance of USDS08,752.16
to FICs account.

ACCOUNTING (KINA)

It is quite clear in the case of each aof the two
part shipments 6A and 60 that FIC had negotiated
with the buyer an FOB. price which was uUspDz. 00 per
m® higher than the FOR price FIC neqotiated to pay
the producer.

In each case only the FOB price payable to the
producer was converted to kina with the USD 2.00 per
m® differential plus freight staying in“the USD
acocount. .

A — 3,000 m™

On 29 December 1986 BSF account to FIC by credit
rate

{a) USD 59556-30 is retained in USD

(b) the residual USD 252.665.71 is split into two
parts of USD 245,089.73 and USD 7,575.98

() the USD 245,089.73 is converted to K236,233.83;
bank charges of K2001.45 are deducted and the
balance k234,252.98 is transferred to Straits
Contracting (PNG)'s Westpac account.

¢(d) the USD 7575.98 is converted to K7302.85 and
deposited in FIC’s account.

On 30 December 1986 FIC accounts to Straits PNG.

i) gross contract value is 3007.925m™ at usb
84,00 = USD252,665.70

(ii) this converts to K243,556.69

(iii) deduct bank charges K2001.45

(iv) deduct FIC's 3% commussion K7302.895

(v) the balance credited to Straits (PNG) is
K234, 252.98.

10
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The price FIL contracted to pay was-USD 84.00 per m®
and that is the amount converted o kina namely USD
252,665.71.

FIC?’s commission was 3% of this price or USD 7579%.97
FIC made an error in additions and this figure was
amended to USD 73575.98.  Such amount was converted
to K7302.85 and credited to FIC's account.

The balance of the contracted price namely
usbDz45,089.73 was converted and paid to Btraits FNG
after deduutlon of bank charges.

The Kipa accounting is thus in order.

2. e — 6,000m=

On 5.1.87 BSP accounts to FIC by credit rate:—

(al Usb 125,916.15 is retained in USD

tb) the balance USDS0B,752.19 is converted to
k484,249, 16

(c) bank charges of K3973.65 are deducted

(d) the remaining K480.275.51 is credited to FIl's
account ., .

Straits PNG has invoiced FIC by Invoice SCPL 022/86
dated 31.12.86 as follows:—

1365 pieces 6359.402m® at USDB0.0O FOBR =
usDs098, 752. 16

On 6.1.87 FIC accounts to Wawoi Guavi

€id gross contract price USD308,752.16
(iid this cuwiverts to K484,249,15

€iiid deduct banks charges K3973.65

{iv) deduct FIC commission K14,527.47
(vl credit to Wawoi Guavi K465, 748.03

The contract price was USD 80.00 perm® and that is the
amaunt converted to Kina — Kd84.249.15 FIC commission
was 3% of that kina conversion or K14,527.47. After
payment of this commission the balance conversion is
K463.721.68 from which the bank charqges of K33973.65 are
deducted to give K465,748.03 which is the amount paid
to Wawoi Guavi.

FIC's cash book shows this sum was paid by FID’s cheque
036631 pursuant to payment voucher 4605 on 7.1.87.

The Kina accounting is thus in order.
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E. ACCOUNTING <(USD)

As sum under D above the part of the negotiated claim
converted to Kina was the FORB price FIC agreed to pay
the producer. The USDZ.00 per m® differential and
freight of USBD17.80 this remain in USD as follows:

FART VOLUME FREIGHT DIFF TOTAL RETENTION
&A 3007.925 93,5941.03 6015.85 99, 556.90
(=T 6359.402 113,197.35 1271.80 123,916.15

This accords exactly with the USD retention sums.
i. €A — 3000m=

By separate faxed letters ﬁf 30.12.86 FIC directs
payments

(a) USD 852,202.54 to Dooyang Line Co Ltd, Korea
¢tby USD_ 1,338.53 to Namjeon Int. Co Ltd, Korea
uUsbDE3, 541,07

These payments are precisely in accordance with Parks
telex of 29.1Z.86 (IN TLX B174) and are paid as (two
cents) this accounts for the freight. The resudual USD
6015.83 is directed to be paid by separate letters of
FIC as follows:

(i) 1.29.12.86 USD 3007.92 to STRAITS SINGAPORE
€ii)y 15.1.86 USD 3007.91 to DAIHWA SIL UP (8J PARK)

This accounts (with the two cent descripancy/for Park
clearly earned his commission and was paid his usual
cammission of USD1.0OO0 per m™®-

There is no indication of any agreement with Straits
Singapore or anything that would entitle it to any
payment. In light of Shipment 6B it seems this
represents an undisclosed profit of FIC which was
misappropirated by Cowan through Straits Singapore.
Cowan signed the letter directing payment and pencil
notes on FIC's letter to BSP of 24.12.86 and BSP's
credit rate of 29.12.86 assist in understanding what
cccurred. All TT instructions are on BSP’s files.

-
z
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2. 6C_— 6000m™

By separate letters of 6.1.87 FIC directs payments: -

ta) to Dooyang Line Company, Korea usp 110,367.43
tb) to Namjeon Int. Co. Ltd, Eorea . usb 2,829,493

usb 113,197.36

These payments are precisely in accordance with Parks
telex of 5.1.187 (IN TLX 8227) and are paid as directed
in that telex. With a one cent discrepancy this
accounts for freight.

The residual USD 12,718.79 is directed to be paid by
separate letters of FIC as follows:—

(i) 6.1.87 to STRAITS SINGAFORE USD 6359.40
(ii) 15.1.87 to S.J.PARK ugb  6353.39
usbi1z2,718.79

This accounts (with the one cent descripancy) for the
UsDz2.00 perm® differential.

The same comments an Parks payment and the Straits
‘Singapore payment as are made in respect of 6A above
apply equally to these payents. In this case there are
pencil notes on the BSP credit note of 5.1.87 which are
of assistance in explaining marqins. All TT
instructions are on BSP's files.

F. FIC RECEIPTS

FIC'’s actual receipts consist only of the commission
charges of 3% deducted from the Kina conversion funds.
They were (see D above).

Part shipment 6A - K7302.85
Part shipment 6B - kK14,527.47

On part shipment 6A there was a delay between BSP
crediting and receiving funds and this resulted in the
bank debiting interest and octher charges of USDB&7.07
(K832.14). This reduced FIC's receipts from K7302.85
to K64,35.78.

In addition on both part shipments there was an
undisclosed differential of USDZ.00 per m® between the
price paid by the buyer and the price paid to the
producer.
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Clearly USD1.00 per m® of this differential was payable
to 8 J Park as his "service charge" in arvanging the
sale from the Korean end. That USDL.O00O per m™/

The residual USD1.00 per m® seems clearly to have Been an
undisclosed profit of FIC which amounted to:-—

Fart shipment &A - USD 3007.9

Fart shipment &0 - USD 62559.40

Buth these part shipments were from Wawor Guavi Timber
whichn was essentially owned or in process ot becoming
owned by Htraitte Singapore.

There was however no arranqement or agreement whereby
Strairts Singapore vecelved a commission share and
Straits Singapore did not act as an agent an the sale.

indeed there was a specific clause of Wawoli Guavi
Timbers Fermit (Clause 16 (1) (o)) limited commission
payments to Y the principal marketing agent" — in this
case that was clearly FIC or Park.

When one considers the whale of FIC's marketing and
particularly part shipments 6B (from Anqus) 7A (from
Ulakor and that the payment of USD 300.92 is one of the
three on 29 December 1986 menticned in Cowan fax of
S.1.87 to Toms. it is quite clear this aggreate

UsD9, 367.32 was a secret profit made by FIC and that
secret profit was misappropirated by Michael Cowan
thraough Straits Singapore. (See Appendix 47)

As Wawoi Guavi Timber sold FOR and received the agreed
OB price it would seem to have no vights against FIC,

Gl
¥,
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See after Shipment &R.
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APPENDIX 39.2

PART_SHIPMENT &B

HISTORY

The background of this shipment was dealt with in
detail in relation to Angus (FPNG). (See Interim Repnrt
No.2) Anaus had contracted to sell 53500 m® to SANKO Co.
LTD and had set up price transfer arrangements. FIC in
effect took over the marketing and control of funds of
Angus and rewroate the contract with SANKO in a way
which appeared to eliminate transfer pricing.
(Schedule.01) '

6.1.86 (Written contract) FIC, Angus, Sanko enter a
written contract for sale of 3500 n® of logs.

14,.11.86 (IN TLX 7771) Sanko ask if FICZ can arrange
6000m® with USD100, 000 advanue and balance by
L/C

14.11.86 (OUT TLX 54210 FIC agrees.

15.11.86 Angus prepares a stocklist which is sent to
FIi.

17.11.86 <IN TLX 7786) Sanko confirm advance payment
of USD1I0O, 000,00 and balance by L/C for
6, 000m® and say have arranged TT and will
inform L/C details. Ask to fix vessel for 3
port discharge.

17.11.86 C(IN TLX 7791) Sanko advise TT reference
number and say L/C 012 - LC-1086 25 for USD
450, 000,00 has been established.

18.11.86 (IN FAX 327) BSP advise FIC USDIOO 000.00
received and credited as K97,646.71

19.11.86 (QUT FAX 290) FICZ tell SBanko the conditions
and ask for Sanko’s agreement to conditions
and to use K50,000,.00 for wages and

Croyalties. .

18.11.86 (SIC) IN TLX 5459) Sanko in effect agree and
await vessel details

20.11.86 (OUT TLX S453) FIC and Fark (who is in PNE)
ask FPark'’s office to arrange vessesl



20.11.86

21.11.86

£2.11.86

24,.11.86

24.11.86
24.11.86
24.11.86

25.11.86

25.11.86

)

26.11.86

L 26.11.86

L 28.11.86

Balance cargo

. DOOYANS SUIDE

.. Species on an, FOR bagsis, .-

RN

CIN TLX. 7828) Sanko advise how carga to be
discharged at 233 ports., ’

CIN TLX 7839) Parks office of fer SOUTHERN
PEARL at USD 22.50 with a reduction to
USD22.00 if there is two port discharge.

(IN TLX 7853) Ocean Maratime talked to Sanko
and of fer ARQUA TRADER

(OUT TLX 5431) Cowan tells Sanko to keep out
of vessel negotiatons as that is part of
FIC's role. Asks if it can drop one
discharge port saying "3 ports of discharge
is crazy" ~ .

COUT FAX 313) Cowan tells Cheah the position
on discharge ports; says he has told Sanko
and Ocean Maratime to stay out of vessel
negotiations and says prior MEP will apply.

(OUT FAX 314) Cowan repeats OUT TLX 5481 as =
fax to Sanko

CIN TLX 7863) Park says Dooyang Guide needs
balance cargo to fix. Asks if can combine
Umuda loading. (from Wawoi Guavi Timber Co.)

CIN TLX 7668) Sanko agree to drop one
discharge port. .

CIN TLX 7870) Park says Dooyang Guide fixed
for Angus 6000m™ at uUsp 21.00 (trying
uspDz0.50) for l1:loading and 2 discharge
ports. says there is a USD 0.30 reduction if
one less discharge port.

“1.25 PCT ADD COMM IN FAVOUR OF FIC™.
is not  fixed and asks if Umuda
load. .

6, 000m® could

FIC_asks Fark to confirm
for Millport Harbour and Umuda

OUT TLX S494)
loadings.

Cowan faxes Sanko vessel is fixed ~ laycan 2-
8 December. Co.
CIN TLX 13903) quk'ﬁeférs to a converstion

‘with Tay and offers USDI0.00 flat for prime

Py

RS B .f,‘ t, AR

P
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There is a pencil note on this telex which reads "Patrick.
This cargo sold to Banko @ B7. Angus price K85 (2 for FIC)
plus 3.5% commission for FIC." The author obviously is
Cowan and Patrick 15 Tay.

29. 11 86 (OUT TLX 5507) COWAN offers 8anko additonal
cargo of prime species "outside conract
requxrements“ at USDB8S5.00 flat FOB. Answer by
i712.

This is USD5.00 per m® less than Park was prepared to pay.
Tay says the decision was Cowans and he followed Cowan
instructions. »

1.12.86 (IN TLX 7915) Sanko tell FIC all acceptable
except Walnut and talk to Inspectors

2.12.86 (IN FAX 388) BSP fax. L/L 012*LC~108625 to
FIC.

2.12.86 (OUT TLX S519) FIC Talk .of interest in prime
species and ask Sanko how handle with the
credit

2.12.86 (OUT TLX S5520) FIC asks amendments to L/C for
high value species at USD110.00 CNF

2.12.86 C(IN TLX 7923) Sanko say no restrictions in
L/C and Inspector can fix it

5.12.86 (OUT TLX S529) FIC tell Sanko inspector
agreed to other Group 1 species at USD8S

S.12.86 (IN FAX 409) L/C amendments arrive and
include addition of prime species at USD
110.00 CNF

10.12.86 There are further letter of credit
amendments.)

The ship 1loads between 8 and 14 December and loads a total
of 1481 (706+775) pieces S5618.143m® (2708.768+2909.375)
.There are problems with errors in the Bills of Lading which
are corrected.

17.12.86 (IN TLX 8100) Park advises on ocean freight

(a) 5618.143m™ x USD 20.50 = USDliS;171.93

(b) Pay brokerage (1.25%) of USD 1439.64 to NAMJEON
INTERNATIONAL., Korea

(¢) Pay brokerage (1,25%) USD 1439.64 to S.J. PARK,
Korea-

(d) Pay nett freight USD112,292.65 to DDOYANG LINE CO,
KOREA : :
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He adds that dead freight can probably be avoided by
loading more at Umuda.

18.12.86

18.12.86
19.12.86

19.12.86

22.12.86
2.1.87

5.1.87

6.4.87.

10.4.87

16.4.87

23.4.87

24.4.87

6.5.87

Angus Invoice 002.86 is sent to FIC -~ with
CNF prices aggregating USD487,023.30 less an
advance of USD100,000 and less 3.5%
commission on FOB value of USD12,523.21 with
a resultant balance due of USD 374,500.09.

FIC writes to BSP on negotiation of the L/C
BSP accounts to FIC on L/C |

DEE of Angus sends produce summaries to .
"Patrick" and says "Due to our plan not to
pay export duty for this shipment but instead
we'll pay for previous shipments duty first,
we will not be submxttxng export entry form
just yet",

This requ:res explanat1on

(OUT FAX 445) FIC directs BSP to pay freight.
FIC accounts to Aﬁgus

COUT FAX S02) Cowan refers to a
telephone conversation and details
remittances on Monday ZzZ9 of USD 3007.92,
USD .4040.24 and USD 12,675.92

(Letter) Park asks FIC to check demurrage
claim of USD1,791.67 and remit.

(IN FAX 751) Sanko ask if FIC ceased
operations and if so to refund
usD200,00.00 advancey cancel L/C and
advise on future of contract.

CIN TLX 8940) Sanko follow up.

(IN TLX 8967) Sanko acknowledge receipt of
usDz00,00 and ask how long term contract
stands. :

(OUT TLX 6237) FIC stall. Maraleu ocut of
town and will advise by 27.4.87 when he
returns.

FIC do not advise.

(IN FAX 774) Sanko say Angus has logs and ask
about supply as part of long term contract

4
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B. LETTER OF CREDIT

‘The letter 012-LC-108625 is from Fank of Tokyo - applicant
Sanko Company Ltd of Tokyo. It is for USD450,000 covering
about 6000m® on a CNF basis. It is a direct L/C. It
requires the invoice t¢ show deduction of an advance of
uUsD100,000 from CNF invoice price.

C. NEGOTIATION

First on 18/11/86 an advance of USD100,000.00 is received by
BESP which credits the converted sum of K97,646.71 tao FIC's
account. "

;On 18/12/86 BSP receives FIC's letter of that date with

(a) draft for USD 387,023.30£
(b? Invoice FIC/ANGUS/1-86

The Invoice is for 1481 pieces 5618.143m® at
various CNF prices agaregating USD487,023.30.
Credit is given for an advance payment of USD
100,000.00 which leads to a nett invoice value of
usD387, 023. 30, .

tc) BRills of Lading 001/86 and 002/86 which agqregate
1481 pieces and S618. 143m™.

The letter directs retention of USD129,217.29 in

USD and credit of the converted balan-e é?wUSD
297,806.01 to the credit of FIC's account.

These two figures are carefully calculated and
very important in what follows.

D. ACCOUNTING (ICINA)
On 19/12/86 BSP accounts to FIC

(a) USD_ 129,“17. 29 is retained in USD

(b) the residue USD 257,806.01 is canverted to
k248,847,350 )

(c) bank charges aggregating K964.15 were deducted

(d) the balanre K247,883.35 was credited to FI's
account.

Pencil notes are on FIC's copy of this accounting and in the
initial part form a draft of FIC'’s accounting to Angus.

There are other‘draff f1qurea dealt thh later. ‘The three
"upderlined figures are very important.




On 2z January 1987 FIC accounts  to Angus (Schedule.02) as
follows: ~

(i) Gross U and F value of invoice usD 387, 023.30
Less ocean freight usp 1z29,217.29
Grass FOB value usb z2857,806.01

(ii) Gross FOR value converted at 1.0360 = k248,847.50
iii) From the conversion sum of K248,847.50 the following
deductions are made

Bank etc charges of k. 964.15
FIC commission 12,088, 04
Payment on 19/12/86 B20, 000, 00

Ke2,052.19

iv) The resultant balance of E213,795.31 is shown as
credited to Angus (PNG)Y Pty Ltd.

All the figures shown are brought to account in the
books of Angus -~  See Angus handups documents A75051
to A7350. (Interim Report Noo2)

All the figures agree on a Kina basis. The figures
also cross  check with the contract and with the pencil
and pen calculations in FIC's files and with the
invoice from Angus. (See Schedule.03)

A orime ocours in  the slip between the Kina accounting and
the U8 DPollar accounting and it is concerned zolely with
Ocean freight :

The easiest way to explain how what appears to be a serious
crime ococurrred is to show what happened and then to point
back to the “clues” which make 1t obvious and show  the
careful planning involved.

The starting point is the contract of 6€.11.86. The contract
though “mentioning” FORB price is quite oclearly a CNF
contract. In clause 6 it is said "For FOR prices, freight
is computated at USD 23 per m® Clause 10 obliges Angus to
bear freight costs.

In the %% note to Annex A of  the contract FIC Angus and
Sanko, the FOB prices are said to be calculated on the basis
aof freiaoht charges of USDZR.00 for a maximum 3 Japanese
parts of discharge( In addition to this the letter of
Credit is established for a sale on & CNF basis and Angus

invoices FIC and FIC invoices Sanko on a CUNF basis.
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The key prices in Annex A are thus CNF prices and the FOB
prices in that Annex are calculated back from the CNF
prices. They are so calculated using AN ASSUMPTION. The
assumption was that freight was at USD23.00 per a®.

As mentioned above, both invoices ~ Angus to FIC and FIC ¢o
Sanko are at CNF prices.

FIC's calculations in pencil and in pen just adopt the FOB
prices in the contract or as agreed. (in the case of Group 1
regular) or as agreed.

For each separate category the difference between the CNF
and FOR unit rates is UBD23.00 -~ i.e THE ASSUMED FREIGHT

RATE.

The total shipment was 5618.143m® and the unit freight rate
was USD 23.00 then the total freight would amount to
UsD129,217.29. That of course is the exact sum FIC (Tay)
directed be retained in USD. Mr Tay claimed in evidence
that this was done on Cowan’s instructions.

The amount assumes real significance in FIC's accounting to

Angus where what has hitherto been assumption is shown as
fact in the accounting.’ '

The invoice value less advance of USD 387,023.30 is shown
and then. A ’ -

”_:_z;._Q_.m Erejoht USD 1&..:.21___2_._7- 27
The gross FOB price is then shown as USD 257,806.01.

When one studies this and the way the money was split:—

- (a) The invoice value (USD 387,023.30) is the same as
the amount claimed in the L/C negotiation.

(b)) The ocean freight (USD129,217.29) is the same as
the amount directed to he and in fact retained in
usD.

(c) The gross FOB price (USD 257,806,01) is exactly

- the amount directed to be and in fact converted to
Kina - K248,847.50 )

The rest of the accounting in Kina is clear.

- bank charges of the correct amount are deducted)
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- FIC commission at the highest disclosed rate of
3.5% is correctly calculated — based on a gross
FOBR price of USD337,806.01 (because of the USD
100,000 advance and converted at 1.0360.

- a prior payment of K20,000,00 is deducted.

It is only when one takes the next step and examines the
evidence and the accounting for the USD "freight” retention
of USD129,217.29 that it is plain that this accounting is
false accounting and one part of attempting to conceal a
well planned fraud.

E. ACCOUNTING <USD)

It must be remembered that payments from the USD retention
are not recorded in FIC?’s accounting records. They begin
with the "kina account"” which in this instance appears
regular on its face.

The USD retention was USD129,217.29

As early as 25.11.87 ((IN TLX 7870) Park says what the
freight rate is- ’

(a) USDZ21.00 fcr 1 loading and 3 discharge ports.

th) USDZ20O.50 if there is one less discharge port

(c) there is 1.25% additional brokerage in favaur of
FIC.

There is of couwrse one less discharge port so the rate is
UsSD20.50., On 17.12.87 Park advises what the actual freight
position is (IN TLX 8100)

(a) the actual rate is USD20.350 per m®
totalling USD115,171.93

(b)) the shipper bears brokerage of 2.89% and is ta
receive nett freight of USD 112,292.65.

(¢) the brokerage is split into two parts each of
usD1433.64 (each 1.25%4) and Park says half of each
should be paid to NAMJEON INTEENATIONAL and half
to himsel f.

The half to himself is unusual and seems to be the 1.25% he
said was “in favour of FIC".

When one looks at what occurvred and in fact was paid

(1) On 22 December 1986 FIC directed BSF by faxed
letter to pay USD 112,292.65 to DOOYANG LINE CO.
LTD at the Korean Bank account specified in
Farks telex



-i1) On 29 December 1986 FIC directed BSP by faxed .
letter to pay USD 1439.64 to NAMJEON INTERNATIONAL
Co., LTD at the Korean Bank account specified in
Parks telex

iii) No money was paid to 8J Park as requested in his
telex

The aggregate thus paid was USD 113, 732.29. The balance
funds in usp after these two payments. amounted to
UsSD1S5, 485. 00 )

What the balance sum represented is clear:~

i. Di fference between the assumed freight USD23/m™®)
and the actual gross freight (USD 20.350/m™)
ie USD 2.50/m™ over the shipment volume of 5618.143m™
-which amounts to ... UsDhi14,045. 36

2. Hal f share (1.25%) of the brokerage (2.%%) on the
gross freight which amounts to usD  1439.64

USD _15485.00

The former sum appears to belong ultimately to Angus but
would, until "paid be the property of FIC. The latter sum
appears to belong to FIC - Parks telex (IN TLX 78709
25.11.87) says “in favour” of FIC. : ,

What happens then is that the money is split intc two
irregular amounts and then transferred out of the USD
account on separate dates to STRAITS ENGINEERS CONTRACTING
PTY,LTD in Singapore.

Instructions for these two transfers are given by FIC to BSP
as follows:- (See Appendix 47)

(i) By letter dated 29 December'iQBG (signed by Cowan) as
to the sum of USD 12,675.92

(ii) By letter dated 13 January 1987 (51gned by Cowan) as to
the sum of USD 2309 08,

The transfers aggregate usp 15,485.00

The instruction telexes for all the above transfers are on
BSP's files as is the Exchange Control application (signed
by Cowan? for the USD2809.08 payment which describes the
payment as "agents Commission"



On 5/1/87 <(a Tuesday) Cowan sends OUT FAX S02 to David Toms
"For Mr DAVID TOMS

FURTHER TELEPHONE CONVERSATION SUNDAY FOLLWING DETAILS
AS PROMISED:

TT REFERENCE NO

C8R 8039 -~ 5581 usp 3007-02
C8B 8039 - 5376 uUsD 4040, 24
CSB 8039 -~ 3374 uUsD 126735.92

ALL DESPATCHED MONDAY 29.
REGARDS

MICHAEL

05.01.87"

The payments include the USD1Z2,675.92 from this shipment,
UsSD3007.02 from Part shipment 6A (Wawoi Buavi to Dong Chang
Timber) USD 635.40 (Wawci Guavi to Sam Won Enterprises) and
UsD 4040.24 from Part shipment 7A (Ulabo to Eagon Forest
Froducts) and lead me to suspect the other payments are also
tainted. Subsequent investigation has confirmed this
CAppendix 40 and 47)

In order to seek an innocent explantion for these payments
it was necessary to make an exhaustive examination of FIC's
files.

In this respect the result is most revelatory.

On 5.1.87 ¢ DUT FAX 510) — the very same day he gives Toms
the TT details - Cowan faxes Toms asking him to assist GOH
KIM SENG (a former employee of Angus) by paying SOH up to
65%$11,000 for a computer and hardware. He says FIC will
refund by TT.

On 6.1.87 Goh faxes STRAITS SINGAPORE asking for 8%$8,000 and
STRAITS SINGAFPORE note they have paid tioch and request
reimbursement. :

8.1.87 (OUT FAX 535) KENNEDY AKD (FID) refers to GOHS faxj
says want to TT 5$8,000 and asks for bank details

12.1.87 C(IN FAX 502) STAITS SINGAFORE copy FIC's fax and
give details

21.1.87 (OUT FAX 581) AKD tells STRAITS SINGAPORE K3632.45
has been . TTd ~ equivalent to invoice value of
548,000 (at 2,2115) Behind this fax is a copy of
FIC's cheque 036673 for K3632.45 and a note
directing the transfer.

10
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21.1.87 (OUT FAX 584) FIC tells Straits to ignore earlier
‘ fax — the amount is K3594.54 equivalent to S%8,000
(at 2.2256)

FIC's cashbook shows cheque 036673 drawn persuant to payment
voucher 4643 for K3632,45 of which Ki15.00 is debited to
"Bank charges" and K3617,45 to "Office Equipment." The
payment voucher 4643 and documents supporting it explain
what occurred -~ the kina equivalent S$8000 was K3594.54;
charges were K25,00; the excess of K12.91 was refunded.

Kennedy Akce says this equipment is at FIC consisting of a
computer unit; keyboard; screen and printer but is not
working (because rats got into it). He also says Goh came
to PNG and programmed the computer and was paid for that.

This excludes computer payments as an explantion but the
coincidence of the timing of those payments cretated a
“smokescreen” which covered the fraudulent payments. This
siutation was possibly contrived by Cowan to allay any
suspicion about the fraudulantly acquired amounts he sending
out.

The only other explanation is that Toms complained on
12.1.87 about deduction from Part Shipment 6C of Commissicn
for FIC of K14,527.47- see IN FAX 501 of 12.1.87. Toms
asked Cowan to review this,

This cannot explain the transfers on 29.12.86 as

(a) FIC only faxed its account of Part Shipment 6C on
6.1.87

(b) Toms only comﬁlained for the first time on
12.1.87.

In addition Toms was asked about this on 30.7.87 when he
gave evidence. An  extract from the transcript is attached
as schedule. 04,

F. FIC RECEIPTS

The only actual receipt by FIC in the result was the
deduction of K12,088.04, This represented FIC's commission
on the (false) gross FOBR price of USD357,806.01. The
commission would amount to USD12,523.21 which <at 1.0360)
converts to K12088.04. In addition FIC should have received

(a) freight differential (USD 23.00 - USDZ20.50=)
USD2.50 per m® aggregating USD14,045.36

11



A0

(b) its 1.25% brokerage amounting to USD1,439.64. It
did not do so and it seems clear these funds were
misappropriated.

From its K12,088.04 FIC had to pay further bank charges of
UsD42.00 (K40,31) reducing its actual receipts to Ki12,047.73
Cor USD 12,481.21)

As indicated above it seems quite clear Angus sold on a CNF
basis and it clearly inveiced on a ©ONF basis and was

accounted to on a ONF basis. The accounting was false
because freight was shown at the rate of USD 23.00/m® rather
than USD20.50 per m® -~ Angus was thus entitled to an

additonal USD 14,045.36 concealed by this false accounting
as an addendum to the FOB price. Equally this addendum to
give the true FOR price would alsc attract the 3.5%
commission rate which would amount to USD 491.59 which would
result in a net amount payable to Angus of USD13,553.77-
which appears to have been misappropriated. FIC'’s brokerage
of USD1,439.64 and additional commission of USD 491.59
aggregating USD 1931.23 appear equally to have been
misappropriated.

The two apparent misappropriations aggregate USD1S, 485. 00.
The problem for FIC exists in that it has not truly
accounted to Angus and it seems almost certain that FIC is
at risk of a recovery action by Angus for a sum of USD
13,853.77.

Recaovery of the misappropriated funds is doubtful and leaves
FIC in this pesition:-

ta) it has actual receipts of K12,047.73 (USD
12,481.21)

(b) it has an almost certain contingent liability (for
which provision should be made) of USD13,553.77.

When the contingent liability chrystalises FIC will have a
resultant nett loss on this shipment 6B of USD 1072.56 and
not the apparent profit of K12,047.73

G. COMMENTS

1. The gravest matter arising from this part shipment is
what appears to have been a carefully planned,
implemented and concealed misappropriation by Michael
Cowan of FIC funds.

The evidence of the progress of this fraud is clear
from the moment a freight rate below the assumed USD
23.00 per m® is available.

12
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(a) on 21.11.86 Park offers Southern Pearl at USD
22.00 with 2 port discharge.

(b) When, on 22.11.86 Ocean Maratime offer the Aqua
Trader Cowan overreacts

- he tells Sanka to stay out of vessel
negotiations and asks for a reduction of one
discharge port - he does this by both telex
(OUT TLX 7863) and fax (OUT FAX 31i4)

- he tells Cheah (OUT FAX 313) he has told
Sanko and Ocean Maratime to say out of vessel
negotiations

He obviously wants no one else involved.

(c) On 25.11.86 Park offers Dooyang Guide at USD21.00
or USD20.50 if only two port discharge and Park
speci fies the 1.25% brokerage. The next day the
vessel is fixed.

(d) On 28.11.86 (IN TLX 7903) Park refers to a
converstion with Tay of 27.12.86 and offers USD
90.00 for extra Group 1 logs. In the note on
the filed telex Cowan says the cargo is sold to
Sanko at USD 87. Apgus gets USD 85 (he says K83)
and FIC gets UspD 2 plus 3.5% commission.

The note is simply not true but gives a real
insight into what is happening.

It is not until 30.11.86 (OUT TLX S507 dated 29.11.86 but
sent 30.11.86) that Cowan even offers the extra cargo to
Sanko and even then he offers it at USD 85.00 FOB - a price
USDS.00 perm® below what Park offered - with an acceptance
deadline. FIC then raise the matter again on 2.12.86 (OUT
TLX S5519) On 12.12.86 (OUT TLX 5520). Cowan asks Sanko to
amend their L/C to permit the Group 1 species at USD 110.00
CNF. It is not until S5.12.86 (OUT TLX 5529) Sanko in fact
agree to buy. Cowan says the price to Sanko was USD 87.00
with an FOB to ANGUS of USD.8S5.00. He then offered it to
Sanko at USD 85.00. Clearly he was not thinking the USD
2.00 for FIC was in the FOB price - it must be somewhere
else — in the freight. When he comes tc the L/C amendment
however he adds the assumed freight of USD 23.00 (which he
knew was less in fact ) and specifies a CNF price of USD
110.00 (ie.USD87 + USD23) and not the invoiced price of
usD108. 00. .
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This shows Cowans mind was alert to the "freight

fiddle." Why he pushed the cargo to Sanko at a much

lower price can only be explained by awareness that

there was more undisclosed (and misappropirated) profit if
Sanko bought than if Park's buyer did.

(e). The real plot emerges from the pen and pencil
calculations from CNF to FOB obviously made prior to
FIC’s letter to BSPof 18 December 1986 which divects
the split to be retained in USD and converted to Kina.
This step lays the ground for what follows.

(f) The nett freight was paid on 22/12/86 and handwritten
"bank statements for Angus" were made up to 23.12.86 -
these are on FIC files., The account to Angus must then
have been clearly in mind because the statment speaks
of BSP's credit advice of 19.12.87 for K247,888.35. On
the bottom ¢f a photocopy of that advice in FIC’s files
are pencil calculations which begin with the
Ushe57,806.01 converted to Kina and then draft the
accounting - these are in Tay's hand prepared on
Cowan’s instructions. Also on FIC? files is a
draft pencil handwritten account to Angus whiéh shows a
freight deduction of USD129,217. This is the false
freight figure. It is written in Tay’s hand on Cowan'’s
instructions.

(g). Clearly by 29 December 1986 the calculations have all
been done. On the files, when assembled, Cowan would
have risked exposure - particularly by Tay - on two
accounts: -

(i) for the 1.25% brokerage because Parks telex said
it was “in favour of FIC” ie USD 1439.64.

€ii) for the USDZ.00 per m® on the Group | species
which he said FIC would get in addition to its
3.9% commission ie.170.376 m® + 385.698m™ =
556.074m® at USD2.00 = USD1,112.15 By keeping
Usnzs551.78 in the USD account he was covered if
Tay queried either of these two matters.

(h). On 29 December 1986 Cowan made his move - this was the
Monday after Christmas and before new year. On that
day a bundle of seven (7) instructions to TT funds from
the USD account were faxed to BSF (OUT FAX 463) all
with the reference "PT" all signed by Cowan and with
the fax coaver from "F.TAY/FIC".
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They included the three payments specified in Cowans
fax 5.1.87 (OUT FAX S502) to Toms and the 1-25%
brokerage payment to NAMJEON of UshD 1439.64 on this
part shipment. The payment to Straits on account of
this part shipment of USD 12,675.92 left a raesidue of
UsSb 2809.08 - more than enocugh to cover the risk
factor mentioned in (g) above.

The actual account to Angus is dated 2 January 1987 (&
Saturday following new years day) and includes the
falwe freight figure of USD 129,217.29 ~ it is signed
by Cowan. (Schedule.02). On the Sunday he phones Toms
and on the Tuesday 5.1.87 he sends his fax to Toms C(OUT
FAX 502) ’ :

At the same time (5.1.87) the money for the computer
being advanced by and TT remitted to STRAITS begins and
provides a very convenient - if not contvived
distraction to an investigator trying to explain these
remittances. .

By 13 January 1987 - two weeks have gone by and there
has obviously been no query from Tay so the "“coast is
clear" and the "safety fund" of USD2809.08 is requested
to be remitted to Straits Singapore. This request ‘
letter to BBP is also signed by Cowan and completes the
misappropriation. (See Appendix 39.3 for further i
comments on Shiment 6 as a whole)



SCHEDULE 39.1

SHIPMENT 6B 4 1 ?
NO OF LOGS SPECIES/ VOLUME UNIT TOTAL UNIT TOTAL
GROUPS FOB FOB CNF CNF

241 ROSEWOOD 660.108 137 90,434.80 160 105,617.28
54 PIPED ROSEWOOD 164.836 95.90 15,807.77 118.90 19,599.00

61 GROUP1 - SMALL 170.376 60 10,222.56 83 14,141.21

87 GROUP1-REGULAR 385.698 85 32,784.33 108 41,655.38

235 TAUN 755.469 59 44,572.67 82 61,948.46
13 GROUP2A 54.331 58 3,151.20 81 4,400,81
226 GROUP2B 924.151 57 52,676.61 80 73,932.08
257 GROUP2C 1381.486 45 62,166.87 68 93,941.05
307 GROUP3 1121.688 41  45,989.21 64 71,788.03
1481 5618.143 357,806.02 487,023.30

Notes: -

A. The figures above tabulated are from the following sources.

G W N

Angus Invoice, FIC pencil ngtes, FIC pen getes

Angus Invoice, FIC pencil aates, FIC pen Aetes

Angus Invoice, FIC pencil pgtes, FIC pen petes

FIC pencil agetes and by analysis (below) FIC pen agtes, and Contract
Angus Invoice and by analysis (below) FIC pen aetes and contract
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ATTACHMENT 1 (CONT.)

Under the the contract there was to be a price
raduction of 30%Z of FOB price on Piped Rosewocod.

In Angus Invoice and FIC pencil notes the figures
are as shown above.

In FIC pen notes Rosewood is shown in one item with
a rebate deducted at the bottom.

There are 295 pieces of Rosewood (824. 944m3) of
which 54 pieces are piped (164.836m3) leaving 241
solid pieces (660.108m3). The 30% discount
(USD41.10 per m3 on an FOB of USD 137.00) amounts to
uUsh 6774.76.

The totals in the pen notes for Rosewood namely

UBD 113,017.33 (FOB) and USD 131,991.04 (CNF) when
reduced by this amount are USDIOE 242.57 (FOB) and
UsSD12%,216.28 (CNF).

When one adds the solid + piped Rosewood figures in
the Table one achieves. '

(a) FOB price USD (90,434.80+15,807.77= 106,242.57
(b)) CNF price USD (105 617.268+19,599,.00=125,216.28

Both sets of figures thus reconcile.

The contract itself in the source for all the CNF
and FOB unit prices shown in the Table (see Annex

A to Contract and Clause 6 regarding the 30%Z
reduction on piped Rosewood). The contract does not
cover the Group 1 small and Regular species - this
was the subject of the additonal arrangement with a
base price of USD 85.00 FOB.

In the pen notes of FIC it seems clear that price
was used for regular Group 1 and there wvas a
reduction of USD 25.00 per m3 for small Group 1.

The critical element_ to ngtg is that the contract

itself (of which Angus (cheah) and the buyer knew)
contained both FOB and CNF prices and the

gLerrogglgl shown in the contract (Clause 6 and the

*% rate in Annex A) between those prices was an
assumed rate of USD23.00 per metre for freight.

Clause 9 of the Contract provides that Angus (PNG)
bears the freight.
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SCHEDULE 39.2 wasaAN Darve
. Phone: 25 6399
256302
s FOREST INDUSTRIES COUNCIL Tews: NE 22226 FORINCE

OF PAPUA NEW GUINEA PT:mek/02011987

02 January 1987

Anugs (PNG) Pty Ltd
P O Box 2755
BOROKD

Dear Sir

RE: PAYMENT OF LOG SHIPMENT FOR MV DOOYANG BRAVE UNDER LEITER OF
CREDIT NO:- 012-LC-108625 FOR ACCOUNT OF SANKD CO, LD TOKYO

We confirm having negotiated the abovementioned log shipment.
Details of transaction as follows:-

Gross C and F value of invoice USD 387023.30
Less Ocean Freight USD 129217.29
Gross FOB Value USD 257806.01
USD Exchange Rate into Kina 1.0360
KINA 248847.50

Less Bank Commission 933,95
Airmail Postage 3.00
Stamp DUty . 0.20
Cable Cost : 12.00
Courier Cost 15.00

FIC Commission 3.5% FOB Value 12088.04
Payment made on 19.12.86 2000Q.00

Credited to Angus (PNG) Pty LTd K215793.31
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SELLER
PRODUCER

BUYER

MERCHANDISE
VOLUME

SALES AND PURCHASE CONTRACT Co¥ra:
DATED 6 NOVEMBER, 1986
(REFERENCE : AG/SANKO 02/86)

416

SCHEDULE 3933

FOREST INDUSTRIES COUNCIL
OF PAPUA NEW GUINEA ' o
P.O. Box 1829, Port Moresby, PNG;‘

ANGUS (PNG) PTY. LTD.
Ground Floor, Pacific View Apt.
P.0. Box 2755, Boroko, PNG.

SANKO CO. LTD.

Ohtemachi Building 4th. Floor

6~1, l-chome, Ohtemachi, _
Chiyoda-ku, Tokyo 100, Japan.

Papua New Guinea Round Logs

5,500 M3 plus/minus 10 percent '

SPECIES, DIAMETER, PRICE : Per Annex A, and for

DIAMETER
SHIPMENT

FREIGHT

SHIPMENT SCHEDULE

PAYMENT TERMS

Hollow Logs prices will
be reduced by 30 percent.
For FOB prices, freight

. Is computated at
USD 23 per M3,

60 cm up - 65 percent minimun
48 - 59 cm - balance (lncluding 48cm
' below for Rosewood)

From Papua New Guinea to Japan
(Max. 3 ports of discharge per shipment

All freight charges per -shipment as
mentioned in this contract shall be
borne by Angus (PNG) Pty. Ltd.

: 5,500 M3 pluslninhﬁ'ié-percent
around end November 1986.

3 By Letter of Credit ‘to be
established by Buyer to Seller
or another company nominated
by Seller.

'3
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12. OTHER TERMS

A. OPTION TO PURCHASE
During period of contract, Seller must give Buyer the
first option to puchase any logs produced by the
Producer in excess of volume mentioned in this contract
at current market prices.
In the event Buyer refuses this option, Seller can
market the logs to others except the Japanese market.

B. SHORTFALLS IN PERCENTAGES OF ROSEWOOD EXPORTED
Any shortfall in minimum percentage of Rosewood as
mentioned in this contract will be recovered in
subsequent shipments to Buyer.

® & 6 & 0 0 060 0 0 0 0o ® o0 e 6 6 00 0 60 0 00 ........‘.l..

MISKUS MARALEU F.C CHEAH T.SANO
FOREST INDUSTRIES : ANGUS (PNG) SANKO CO. LTD.
COUNCIL OF PNG PTY. LTD.



WECIES, IMETER, PRICE AND PERCENTAGE FOR 280, SHIPNENT

* E L

SPECIES DIANETER v Fos CNF PERCENTAGE OF EACH

SIIE (CO uss/m3 use/ma SPECIE PER SHIFMENT
- ROSENOD Gocne ‘

@ 131.80 160.00 201 - 251
tessacn
(WAR.1O1 OF TOIML -
VOLUNE OF ROSENOSD)

A e 5%.00 1.0 s

S ana ' '

SROUP 2A oo 0.0 01.00 10t - 13t
a-na '

GROW 20 GOCHe 3.0 80.00 - 151 - 201
48-39 O

GROUP 2C coOCH¢ 43.00 60.00 251 ML
-39 a :

GRow 3 cocne “.0 oo 201 MAS.
48-59 O8 '

% DIANETER SIZE IN FROPORTION OF 651 60 CH¢ AND 35T 48-59 CA.

% FOB calculated at freight .charges of US$23 per m3 for maximum 3 Japanese

ports of discharge.

K

e
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ANNEX §



Feeve:

Tom:

FReeve:

Toms:

FEeeve:

Toms:

Ak
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SCHEDULE 39.4

EXTERACT FROM TRANSCEIPT

Are you able to explain what happened in
relation to the pavment of Commissicns to FIC
during the time it was marketing. :

Now, I mean we paid what they asked for and
thats ali we know about it, I mean I heard vyou
remars earlier that our rate was different from
evervbody elses. Well 1 did hear that we were
charged 3% and we objected and the Industry
objected and it was droppeo across the board to
50 cents per cubic metre for everybody 1
understood. But I aon’t know anythino else
about that i'm sorry.

Do vou think it peing dropped to 5S¢ cents per
cubic metre had anvthing to do with the fact
that you were paving Metapikai under contract.

No, as I saliag aguite honestly, that 30 cents was
supposed supposed to apply to everybody. There

was lot comolalhts coming and I mean we did aet
charged for the first a number of 3%Z{s) and the

3¢ cents may have been on the volume of the

timber, we gave them. We gave them a lot of
timber to market. They mav have agiven us a
preferential rate on that basis but it wasn’t
negotiated.

But marketing was one of the obligations of
Metapikai wasn®t it - under the agreement.

Was 1t under the agreement. I'a have to read
the aareement. Did it ‘say that. It only savs
that the consultant posessing expertise in the
runninag and markecing of forest produce
coerations. It dosen’t say specifically that
it is acina to market. Just-to oversee
directly produce inoreparaticocn for market to
oversee and assist in marketing and produce to
oversee directly loading and operations which
thev did. If Fii was insistina or SMA was
insistincg on their 20% auocta ~r whatever tney
were insisting on I wasn't guite up to date on
it then, tney would nave had first oreference
and trnat consultancy companvy wouldn®t have much
to do with marketing during the time that FIC
was doima it
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COMMENTS SHIPMENT 6

Part shipments 6A and 6B represent a continuum from
Shipment S5 and prelude to shipments 9, 13 and 135.

General comments are made in relation to shipment 5
and not repeated here though much of the basis for
such general comments is found in this material on
shipments 6A and C.

- (a)

(b)

(c)

d)

The manipulations of freight and undisclosed
built in margins or undisclosed price
structuring on this shipment are a matter for

the gravest concern.

As early as 25.11.86 (IN TLX 7870) Park is
talking of building in a freight commission of
1.25% for FIC on a DOOYANG GUIDE Charter for
6000 m3 for Angus (PNG).

On 20.12.86 (OUT FAX 442) when Cowan is in
Singapore with Straits Singapore "negotiating"

Metapikae’s lucrative consultancy and

shareholder agreements Maraleu foreshadows a
payment of USD2,000.00 being sent to Straits
Singapore’s bank account for Cowan.

Whether this was sent will need to be
ascertained (FIC’s cashbook does not disclose
it) as it may relate to remittances by Straits
Singapore on Cowans behalf to Mrs Cowan in
London. Legitimacy of the payment would also
need to be checked if it was made.

On shipments 6A and 6C FIC had contrived an
arrangement where the FOR price payable by the
buyer was USD2.00 per m3 greater than the price
payable to the producer and where the producer
was to pay 3% of the FOB price to FIC out

of his share. In addition the producer was to -

bear the bank charges plus pay an extra 6%
commission ta FMS aend FIC knew this..

From a producers viewpoint.the aggreqate rate

{ %) is Extortionate. -

.




(e}

Cf)

(q)

A9 2

On shipment 6B the contract figures were based
on an assumed freight rate of USD23.00 per m®
and both FOB and CNF prices were included. The
contracts were CNF contracts with both

producer and buyer. The buyer was invoiced

and paid on a CNF basis. The producer invoiced
and was paid on a -CNF basis. What occurred
though was that the assumed freight rate of
UsSD23.00 per m® was not correct.

The actual freight rate was USD21.50 per m® and
by fraudulent false accounting by FIC showing
freight at USD 23.00 per m® the differential of
UsDz2.50 per m® over the shipment: volume of

'5618.143 m™, amounting to USD14,045.36, was not

paid to the producer.

From the actual moneys paid to the producer FIC
deducted 3.5% commission and the bank charges.
In addition FIC was to receive (as foreshadowed
by Park) 1-25% ocean freight brokerage on part
shipment 6B which amounted to USD 1433.64.

The USD 2.00 per m3 margin on shipments 6A and
6C was not converted to kina but retained
offshore in USD. Of this USD1.00 per m3 was
paid to 8 J Park as his commission and the
remaining funds were:-

Part 6A - USD 3007.92
Part 6C - USD 6359.40

On shipment 6B thé sums of
Freight differential - USD 14,045.36

Shipping brokerage - UsSD 1,439.64
usD_15,484.00

were also not converted to Kina but retained
of fshore in USD. ‘ N
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th) The aaggregate funds referred to in (f) and (q?
above were never brought onshore; were not
entered or referred to in FIC's books and were
misappropriated by Michael Cowan (they can be
tied specifically through letter of credit
residue and written directions by Cowan) by
means of telegraphic transfers to Straits bank
account in Singapore as follows: -

Date TT Ref Amount Detail

30.12.86 (CSB 8039-5374* USD12,675.92 Part of 6B
30.12.86 CSB 8039-5381 usp 3,007.92 6A
7.1.87 CSB 8039-5384 usp 6,359.40 6C j
16.1.87 CSB 8039-5374%* USD 2,809.08 Balance of 6B E
usbD24,852. 32 i
(See Appendix 47) i
(i) Straits Singapore has confirmed these
remittances, saying at first that Cowan told
its personnel the moneys were payments for
projects and feasability studies and that he
needed the money in Singapore for taxation
purposes. Straits also said the funds were all
onward remitted to Mrs Cowan in England at
Cowans request.

(j)> These matters were then reported to the
Mational Fraud Squad which sought the
assistance of the Singapore Corrupt Practices
Bureau to whom Straits gave a significantly
different explanation which confirmed my
suspicions that Cowan had misappropriated this
money (See Appendix 472 ’

FIC would need to investigate the prospects of
recovery of this aggregate USD24,852.32 (and
UsD4040.24 similarly misappropriated on Shipment 7A
making a total of USD 28,892.56). - Recovery may be
facilitated if FIC carried employee fidelity
insurance. An assessment would need to be made as
to whether a "receivables" entry was appropriate.

FIC has a clear contingent liability to Angus PNG
arising out of its false accounting on shipment 6B.
Angus was entitled to the freight differential of
USD14,045.36 as an addition to its FOB price. From
this FIC would be entitled to deduct 3.5%4 commission
of USD 491.59 resulting in a net sum due of
UsD13,553.77. Liability is quite clear and a
provision for this liability should be made.
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On Part shipments 6A and 6C the shipper claimed
despatch aggregating USD 4,317.36. It is not able
to be ascertained from FIC's records whether the
claim was correct and if so whether the shipowner
paid it.

It seems the producers despatch calculations

are usually correct and that (due to its loading
system) it usually earns despatch. If desptach is
due it would seem FIC has liability to the producer
and would have rights, if it has not lost them,
against the shipowner.

On part shipment 6B the shipowner has made a
demurrage claim of USD1,791.67. FIC does not appear
to have paid the claim. If the claim is carrect FIC
may have rights

(a) to offset against despatch (see 5 above) as
against the shipowner

(b) to claim from Angus or offset against moneys
due to Angus (see comment 4 above)

The facts should be ascertained.

An object of FIC was to obtain the best price for
producers. Angus PNG had available a quantity of
prime species (MEP Group 1) logs which were outside
the specifications of FIC's contract with Sanko. It
is clear FIC could have obtained an FOB price from
Park'’s Korean buyer for these logs which was USD
5.00 per m3 greater than the price at which Cowan
sold them to Sanko. This is a disgraceful state of
affairs and the only explanation for Cowans conduct
is that if the logs were sold to Sanko he would
benefit perscnally. His interest was to obtain the
USD 2.50 per m® freight differential on those logs
by false accounting tc Angus and then to
misappropriate that differential. If the logs were
sold to Parks buyer FIC would only get its
undisclosed price margin of USD1.00 per m® (which
Cowan would also have misappropriated as he did on
the balance of the shipment). ’

He thus sold at USDS5.00 per m3 less than the better
price offered because in doing so he made by
misappropriation an extra USD1.50 per m3 for his own
pocket.

FIC sold shipment € on.a CNF basis and paid freight.
The freight payment . cannot be adequately vouched for
audit purposes.
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-Shipment 6B was FIC’s last shipment to Sanko and

that has caused problems as FIC had enteved a long
term contract with Sanko for sale of 36,000 m3 of
logs by six shipments eachof 6,000 m3. The contract
and arrangements envisaged Sanko advancing funds to
FIC on account of Angus.

(a) FIC has not honoured the contract. Indeed in
‘making FIC Part Shipment 11B and FIC shipment
14 Angus broke the option provision in the
contract at very least and probably the
contract itself. Up to May 1987 (when the
Commission received FIC's recordszs) Sanko has
sought to preserve its rights and to ascertain
how FIC would honour this contract. The
position must be ascertained as FIC
could be at real leqgal risk of a suit for
damages for breach of contract by Sanko.

(b) FIC received on advance from Sankeo of
USD200,000.00. It seems the sum was
refunded to Sanko in April 1986 but there is no
entry in FIC’s cashbook which reflects this.

The detail and nature of this advance must be
ascertained and its repayment established.

In the 1987 half year financiaf statements of FIC
prepared by Messrs Coopers and Lybrand Note 5 to the
accounts reads ¢

"5, MWonies Held in Trust — Apgus Pty limited

An amount of Ki191,277 .73 was deposited into
interest bearing deposit resulting to an
interest incowe of K4,149.79. This interest
income was taken up in the profit. and loss
agoccount as interest incowme of Forest Industries
Council. An awount eguivalent to USE200,000
was paid to Sanko Co. Limited —~ Tokyo, Japan on
22nd April, 1987. This resulted to a gain from
foreiogn exchange of K9.045.38 which was
disclosed in the profzt and loss account asg
other incore”

If the arrangement was 1n the nature of a trust and
the beneficiary ofthe advance was to be Angus C(PNGE)
- as was the case on part shipment 6B — then Angus
would clearly have rights against FIC.
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Firstly if FIC was a trustee it cannot, as a matter
of fundamental law, profit from the trust - any
income on the trust fund (interest) and accretion to
the trust fund (exchange gains) is for the benefit
of the beneficiary not of the trustee. FIC would
thus be liable to Angus for the interest of
K4,149.79 and exchange gain of K9,045.38,
agreggating to Ki13,195.17, which it has appropriated
to its own account.’ :

Secondly in April 1986 it was abundantly clear Angus
(PNG) was quite insolvent. If Angus is placed in
liquidation FIC may well be at risk of a claim for
its conduct in repaying an unsecured advance of

- USD200,000.00 to a-particular unsecured creditor

thus preferring that creditor to the general body of
unsecured creditors and removing the advance from
funds available for pro rata distribution among the
general body of unsecured creditors. ThHe claim
would be for USD200,000.00,.

It is necessary that FIC determines these matters as
they could have significant if not ruinous impact on
its finances if the facts were adverse to FIC’s
interests. )

On 19 December 1986 an Angus (PNG) employee openly
told Patrick Tay that contrary to legal requirements
Angus did not propose to pay export duty on part
shipment 6B and that it proposed to avoid detection
by not submitting the export entry form until a
later stage. What occurred in this regard will need
to be ascertained. One of the reasons put foreward
for FIC being involved in marketing was to curtail
such malpractices and to increase revenue. It would
be contrary to this aim if FIC acquiesced in this
proposal which involves a contravention of Customs
legislation and practices. That contravention

would delay the payment of export duty and allow the
company to enjoy the use of the funds in the
meantime.

In general terms part shipment 6B raises the whole
question of FIC's involvement in the affairs of
Angus (PNG). FIC seems to have been far more
involved than its charter would permit. It was
involved as a manager (in operations and in



196

contracting Santa Investments as contractor) as a
financial controller (mixing Angus funds with its
own funds and paying Angus debts from its own
general account) as a marketer and perhaps as a
trustee. It entered contracts on behalf of Angus.
None of these activities seem to have been disclosed
to and were certainly not authorised by the FIC
Council. These activities were all authorised by
Maraleu and/or Cowan and must at times have been
known to if not actually approved by Minister Diro
and perhaps even Minister Torato for a short
period.

In the result FIC (Cowan) accounted falsely to the
ailing Angus and the "offshore" funds which were not
accounted for were misappropriated by Cowan.

In light of these events it is absolutely necessary
for FIC to conduct a full and segregated accounting
for all funds received on account of Angus (PNG) and
to double check the vouching of all moneys said to
be disbursed to or held on account of Angus (PNG).
Such an exercise is not within the terms of
reference of this Commission and has thus not been
undertaken.
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SHIPMENT 7
VESSEL._REGENT
DECEMBER 1986/ JANUARY 1987

A. HISTORY

This shipment arose from the requirement of the
Department of Forests that producers make offers pursuant
to State Purchase Option Provisions.

20.10.86 (IN TLX 7370) Park says for Kieta/lInus Logs -
price idea USD 60-61 FOB.

20.10.86 (IN TLX 7578) Parks‘iays Sunchang offer USD
61.00 FOB for Kieta/lInus logs.

20.10.86 (IN TLX 7273) Groomes offer mid December -

. Ulabo 4000 m3 and Bougainville Forest
Enterprises (BFE) 6000 m3 requesting offers for
the total but separate prices for each
producer., (Groomes manages both companies)

'20.10.86 (QUT TLX 5720) FIC offer USD 60.00 for

Bougainville Forest Enterprise (BFE) and

will offer Ulabo in few days. At this time FIC
is in contact with S.J Park and telexes
establish that on sales he seeks USD1.00

per m3 "service charge" (see IN TLX 7563 of
17.10.86 IN TLX 7579 of 21.10.86).

21.10.86 (IN TLX 7579) Park confirms USD 61.00 for
Kieta/Inus and ask acceptance.

21.10.86 (OUT TLX S2735) FIC asks for reply for BFE by
22.10.86.

21.10.86 (IN TLX 7563) Park say final offer on
‘ Kieta/lnus is USD 61.50.

22.10.86 (IN TLX 75B4) Groomes advise cannot accept USD
60 and ask for offer on Ulabo.

22.19.86 (IN TLX 7595) DOF tell BFE should contact FIC
unless have better offer than USD 60.00.

23.10.86 (IN TLX 7599) BFE tell DOF they offered to four
buyers and as market is rising shouldn’t have



23.10.86

23.10.86

24.10.86

27.10.86

27.10.86

28.10.86

28.10.86

28.10.86

30.10.86

30.10.86

31.10.86

31.10.86

deadlines. Park offered USD61-63 to be

confirmed.

(OUT TLX 5279) FIC offer Ulabo's 4000 m3 to
Park.

CIN TLX 7602) DOF tells BFE aim to get maximum
price and if another buyer offer higher price
DOF have no objection if sell to him.

(OUT TLX 5288) FIC tell Park awaiting BFE
acceptance of offer.

(IN TLX 7626) Park says Japan Coy aoffering BFE
(4000 m3 ex Kieta/Inus) and asks if his offer
still valid.

CIN TLX 7630) Park tells FIC he has offer from
Groomes of 6000 m3 Ex Dios but prefers to work
with FIC - his buyer offers USD 65.00.

COUT TLX 5298) FIC tell Groomes they believe
can outbid all but asks for assurance of a
reply within 48 hours.

(OUT TLX 5302) DOF has confidence in FIC
offereing best price and tells Groomes if don’t
accept FIC offer DOF expect sell at a higher
price. |

COUT TLX 5303) FIC asks Park to advise on Dios
and Ulabo

(IN TLX 7648) Park says Sunchang can accept USD
64.00 for Kieta/Inus 4000 m3.

(IN TLX 7653) Groomes explain position, they
made the same offer of 6000 m3 plus 4000 m3 in
mid December on a rising market with BFE as a
"sweetener” Ulabo. They want a package deal
with "up front" FOR price and no deductions.

CIN TLX 7657) Park tells FIC he has a similar
telex from Groomes and says buyer confivms Dios
6000 m3 USD 65.00 and Ulabo 4000 m3 at USD
51.50.

(OUT TLX 5320) Cowan tells Groomes,
didn’t indicate it was joint offer.

offer
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(The Content of this telex shows either naivety or
stupidity on Cowan's part.)

31.10.86

UNDATED PENCIL NOTE:

C(IN TLX 7661) Groomes tell FIC in simple terms
that it had been placed as a joint offer, which
already was obvious, .

Park offers USD 66.00 but breakup

is DIOS 6,00 m3 at USD 68.50 UTC 4000 m3 at USD 58.350,

package USD 64.00.
"FIC's charges.
usD 59,

69,

It is said this covers Parks and
Fencil notes show the 3 figures as USD
and USD &5 and an addition of USD 1.50 for

the total of USD 66.350.

03.11.86

03.11.86

06.11.86

06.11.86

§.J Park
from FIC
terms.

21.11.86

04.12.86

(OU TLX 5336 FIC offer USD 65.00 package with
UsD 69.00 for DIOS and USD 59.00 for UTC.
Pencil notes show these are all nett prices
with the price to buyer marked up USD 1.50 and
freight of USD 1'3.850.

CIN TLX
GEroomes

7667) DOF chides FIC for dealing with
and asks only deal with producers.

7630) Groomes tell FIC their offer
and is accepted and others rejected.

CIN TLX
highest

CIN TLX 7695) Groomes tell FIC Sumitomo of fered
usnp 70 and USD 60 and Groomes advise them to
contact FIC,

wae in PNG about this time and it is not clear
files how the vessel was arranged and on what

(OUT TLX B466) FIC advise Groomes MV REEGENT
nominated ETA 13/714/December. There are
caommunciations about loading points etc and in
early December clearly the buyer (Eagon) has
it’s representative Mr.Kwon on the way. There
are also landowner problems which reduce the
valume available from DIOS which it is sought
to replace by loading from MABIRI.

CIN TLX 79585)
gives details.

Fark advises L/C estalbished and

L/C transfered L/C M1918612 EUO0O3T70) is
established for USD 880.000 covering 10,000 m>=
ZNF INCHON.



12.12.86

14.12.86

15.12.86

16.12.86

16.12.86

22.12.86
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C(IN FAX 431) Groomes advise on Mabiri logs and
say will accept USD 84.00.

wan tells Groomes of contract
and says doubtless the buyer will want to
renegotiate and try to “SCREW” (his word) you.

(OUT FAX 418) Cco

CIN FAX 438) Groomes explain position and will
accept reviewed price for Mabiri.

FIC received a fax from EAGON fcr it's
Inspector Mr.Kwon including a telex from Park
recommending to Eagon.

"Z. TO RENEGDO FRC.BY USD 1.50 m® ON BASIS OF
FLWG PRICE STRUCTURE."

SUFPOSED TO BE USD 71/M®
SUFPFOSED TO BE USD 60/M=

- DIOS LOGS:
- ULABO LOGS:

(OUT TLX 5632 Fark
for Mabiri Logs. The vessel
between 13 and 17 December.

asked for renegotiaed price
loads at Ulabao

C(IN TLX 8134) Park asks Ulabo freight 4040.239
m= at USD 18.50.

= USD 74,744.42

to be paid as to USD 73,810.12 to

23.12.86

23.12.86

24.12.86

24.12.86

Choyang Shipping co Ltd for nett freight and as
to USD 934.40 to Namjeon Internaticnal Co Ltd
of Secul the latter being brokerage at 1.25%.

C(In TLX 8138) Park says accpet 1000 m® Mabiri
if reduce price from USD 66.50 to USD 64.50 (he
is talking gross figures) ie: USD 20,000 less.
OUT TLX S5670) FIC says not keen on USD 20,00
reduction and want to renegotiate separate
price on Mabiri 1000 m=,

CIN TLX 8159) Park says Eagon will accept USd
15.000 for Mabiri 1000 m®,

(OUT TLX S5687) FIC tell Park, Ulabo has a
despatch claim of USD 623.33 so freight should
be USD 74,744.42 with USD 623,33 despatch USD
73 186,79 to shipper and USD 904.u“ to broker.
They say nett freight has been TT to shipper.



07.01.87

08.01.87

03.01.87

03.01.87

12.01.397

15.01.87

15.01.87

15.01.87

22.01.86

23.01.87

.
e
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¢(IN TLX 8171) Park says despatch not aareed and
asks not to deduct as expect will be demurrage
from Dios. 1t seems in the end that 6,000 m=
was loaded at Dios as contracted. In early
January 1987, Parks is in PNG. It seems there
is said to be an over negotiation on the L/C as
a result of which Eagon over paid usp 5, 159.64.

(IN TLX 8264) Parks advises freight

increased from USD 18.50 to USD 19.00 and
details payments. Also says Eagon claim over-—
negotiation.

(OUT TLX S5154) Tay says how FIC worked the
shipment out in detail

(IN TLX 8281) Park says only usb 73, 143.02
received for Ulabo and is usp 666.90 short.

(IN TLX 8287) Park asks to book at Gateway he
arrives tommorrow.

(OUT TLX S769) Park tells his office balance
freight will be remitted as per usp iF/m®
basis. Ulabo diff is despatch.

(OUT TLX 5792) Park asks for Eagon bank detail
to remit the over negotiated amount .

Mr Yu of Park’s Office telexes Fark details of
Eagon's Bank.

(OUT TLX 5812 Park sends details of TT
remittance of ocean freight.
A handwritten note shows an amount over

negotiated of USD 5159.64. plus advance of USD
3,000 to Mr Kwon with a balance to be remitted
to Eagon of USD 2,159.64.

(OUT TLX S854) FIC tells Eagon uspnz, 159.64 has
been remitted and the remaining UsD 3,000 was
given to Mr Fwon. This settles matters.
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B. LETTER OF CREDIT

The original letter of Credit M1918612 EUOO370 is a
Forean letter of Credit issued by Hanil Bank of Seoul,
Korea, presumably the bankers of Eagon Industry Company
Ltd of Korea. That L/C is transferved to the extent of
usD 880,000 by a United States (Washington) bank at the
request of Eagon Forest Products Inc, of the United
States. The transfer is to cover 10,000 m® CNF Inchon.
The notify party is Eagon Ind. Co Ltd. As with other
shipments to Eagon (Nos: 3 and 12 A) the transfer of a
Korean L/C through the USA is seen. There may be
innocent reasons for this but the structure is a
classical one for transfer pricing.

C. NEGOTIATIONS

76_ULARDO TO EAGON

On 19.12.86 BSP receives FIC's undated letter with.

(a) draft for USD 323,219.12
th) invoice
() bill of lading

Copies of the invoice and bill of lading cannot be
located. It can be inferred from FIC's records that the
part shipment was of 4,040,239 m® at a CNF price of USD

80,00 per m3 aggregating USD 323,219.12.

The letter directs rvetention of USD 82,824.89 in USD and
credit of the balance USD 240,394,283 to FIC?’s account.
The bank is then dirvected to TT remit USD 238,374.10 to
Ulabo’s account with PNGBOD Alotau.

7B. BFE TO EAGON

On 2.1.87 BSP recieves FIC's letter of that date with:i-—

(a) draft for USD 3547,619.13
by invoice
(c) bill of lading

Copies of the invoices and bill of lading cannct be
lowcated. It can be inferred from FIC's records that the
part shipment was claimed as 6,084.657 m® at USD 90,00
per m?® aqgarogating USD 547,619.13.

The letter directs retention of USD 124,735.46 in USD and
credit of the balance USD 422,883.67 to FIC's account.
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D. ACCOUNTING (KINA)

7A ULARO to EAGON

BSP accounted to FIC by it’'s credit advice of 23.12.86 as
followss —

(a) USD 82,824.89 was rvetained in Ush

(b)) The residual USD 240,394.23 was canverted to
K230,837.55

tc) Bank etc. charges of K2,061.55 were deducted

(dy» The balance K228,775.00 was credited ta FIC?'s
account.

FIC accounted to Ulabo by it?'s letter of 29.12.86 as
folloawss:

il Gross value and contract price 4,040,239 m® ¥ USD
59.00 = USD 238,374.10 which converts to K228,897.73

ii)» Deduct bank etc charges of KZ,062.50.
iii) Balance due to Ulabo K226,835.18.

The difference between the Ulabo Contract price and
converted sum is USD 2,020.13 (USD240,394.23 -
UsSD=38,374.10) or K1,939.82 (K230,837.55 - K228,897.73).

This was the net balance which remained in FIC?’s account.
In USD Terms, this is USD 0.50 per m® over the shipment
volume and the kina differential equals the amount shown
in kina and due to FIC in pencil notes on FiC's file.

The balance due to Ulabo is said to have been telegraphic
transferred. There is no cheque entry in FIC's cashbook
but an adjustment at the end of December 1986 as
follows: —

“DEC 21 CR NOTES, LOG SALES B/S 226,835.18 ULABO TIMBER"

This is clearly an entry made from Bank Fass Sheets at
the end of the month to reflect a payment made on about
293 December, 1986. Though the time di fferential is short
it shows a real deficiency in FIC's bookkeeeping system
where such a large debit entry, known to have been
directed is not entered in the cash book until the end of
the month when it is entered from the bank pass-sheet.

The fact of payment requires vouching from BSP's records.
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7B BFE_TO EAGON

BSP accounted to FIC by it’s credit advice of 2.1.87 as
follows: -

(a) USD 124,735.46 was retained in USD.

(b) The residual USD 422,883.67 was converted to
K402,938. 22.

(c) Bank etc charges of K3,433.70 were deducted.

(d) The balance K399,504.32 was credited to FIC's
account.

FIC accounted to BFE (and North West Bougainville
Development Corporation) by separate letters of 6.1.87 as
followss —

(i) Gross value and contract price 6,084.657 m3 x USD
£3.00 = USD 419,841.33 which converts to
K400, 039.38.

(ii) Deduct bank etc charges K3,403.70 (FIC gets the
figures wrong and does not pass on courier charges
of K30.00)

iii)» Ralance due to:

BFE K303,475.88
NWDDC K15,87/m@ K _93,153.80
K396, 635.68

The difference between the contract price and the
converted sum is USD 3,042.34 (USD 422,883.67-419,841.33)
or K2,898.84 (K402,938.22 - K400,039.38) In USD terms
this is USD 0.50 per m3 aver the shipment volume,

The KEina terms after bank charges FIC was credited by BSF
with E399,504.22 but paid out (excluding bank charges)
K396,635.68 — ie: a difference of K2Z,868.054. The kEina

di fference in FIC’s initial reciept (KZ,898.84) and end
receipt (K2,868.54) results from FIC failing to pass on
the Bank courier charges of EK3I0.00.

The balance due to BFE and NWEBDD agagregating K396, 635.68
are said to have been telgraphically transferred on
6.1.87. FIC's cashbook shows Cheque No: 036624 for
K396.68 drawn on 5.1.87 pursuant to payment Voucher 4598.
The Voucher is supported by a direction to BSF to make
the TT’s to BFE and NWEBDC as speci fied above.
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E. ACCOUNTING USD

As indicated above the USD retentions were:-—

7A (ULABD USD 82,824.89
7B (BFE) USD 124,735.46

These residues are dealt with separately and must be
analysed separately.
7A ULARO USD 82,824.99

On 29 December 1986, FIC writes three separate letters to
BSP directing payments as follows:—

CHOYANG SHIPPING CO LTD usp 73,186.79 (To Korea)
NAMJEON INT. LTD usD 934.30 (To Korea)
STRAITS ENGINEERS CONTRACTING

FTY LTD. USD 4,040,724 (Singapore)

usp 78,161.33

Copies of the TT instructions are on BSF's files. It can
be seen from Park’s telex of 22.12.86 (IN TLX 8134) and
FIC’s telex of 24.12.86 (OUT TLX 5687) how the amounts
paid to Choyang Shipping and Namjeon are calculated. The
despatch of USD 623,33 was real. Mr Bob Tate of Ulabo
confirms Ulabo claimed despatch of USD 623.33 by letter
to FIC dated 17.12.86 in the exact detail set out in
FIC's telex to Park of 29.12.86 (OUT TLX 3687). Mr Tate
says Ulabo has never been paid this despatch claim.

The payment to Straits Singapore is peculiar. From FIC's
files that company had nothing to do with this shipment.
It represents a round USD 1.00 per m3 and the payment
required explanation particularly when these USD fund
payments are not brough to account in FIC’s books of
account. Subsequent investigation established this sum
of USD 4040.24 was misappropriated by Cowan and
transferred through Straits Singapore. (See Appendix
47).

These payments reduce the USD balance to USD 4,663.56.
One would surmie at this stage from the history, that
this consists in round terms of the despatch funds of USD
623.33 and Farks USD1.00 per m3 of USD 4,040.24 which
would aggregate USD 4,663.57.
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Next, on 27 February 1987 FIC directs BSP that USD
retention funds "be drawn to pay off Mr Francis Sias
outstanding loan" with BSP. The amount specified in
respect of this part shipment is USD 2,431.66 (Item B).
The payment was apparently part of TT transfer of USD
21,366.00 made to BSP, Boroko on 27.2.87. .

(See Working Table 4 Appendix 35.4)

This reduces the USD retention to USD 2,231.90. That sSuUm
of residue is drawn to FIC’'s attention by BSP's letter of
20 March, 1987, directed (FIC aets the total wrong) to be
credited to FIC's account by FIC’s letter of 6 April 1987
and shown in BSP's credit note of & April 1987 as part of
USD 11,863.02 (K10,711.53) deposited on that date. The
Kina equivalent is K2,015.26

(See Working Table 5 Appendix 35.5)

ZB_BFE_USD_124,735.46
On 15 January, 1987, FIC writes two separate letters ta
BSP directing payments as follows: -~

CHOYANG SHIPPING CO LTD USD 116,158.25 (TO KOREA)
NAMJEON INT. LTD USD.__ _1,470.35 (TO_KOREA)
Usb 177,628.60

This is an odd figure and it’s calculation stems from
Park’s telex of 8.1.87 (IN TLX 8264) which says freight
was USD 19.00/m3.

The calculation is made based on freight of USD 19.00/m3
as follows: '

PART GROSS NETT

SHIP ~EREIGHT FREIGHT BROKERAGE

7A 76,764 .54 75,804,989 959.56

78 115,608. 48 114,163, 37 ~1.,9445.11
UsD192, 373.02 USD189,968.35  USDZ, 404,67

Less paid UsD 14121.00 73,186.79 934.30

on 7A usD118.251.93 116,781.56 420,37

lLess Despatch

Claim ‘amﬂ_Nmméggggg-n_mw_mméggzggmmw_m“__u_m__m
Usb 117.628.60 116.158.23

Less

Despatch
Claim__ __ e OB 33 623.33
e S0 117, 628,60 _USD 116, 158, 23
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(The figures check item by item and in taotal save that 2
cents is deducted from nett freight and added to
brokerage.)

On 22.1.87, FIC writes to BSP requesting transfer to USD
3,000.00 to it’s account and advice of exchange rate.
Notes on the BSP file suggests the transfer was made
23.1.87 of K2,828.05 (at 1,0608). FIC’s cash book shows
that on 23.01.87 Cheque No: 636679 "Cash Mr.kwon'" was
drawn for KE2Z,828.05 pursuant to payment voucher 4648.
The payment voucher shows the Cheque was for cash.
Patrick Tay in evidence said be conisdered there was no
valid over negotiation claim but Cowan instructed him to
make the payments. There is no clear (advance) autharity
from Eagon to pay moneys to Mr.Kwon.

This payment reduces the USD retention to USD 4,106.86.

Again on 22.1.86, FIC writes to BSF asking for TT
remittance of USD 2,153.64 to Eagon. The amount is
remitted and TT telexes are on BSP’s files. This is said
to be the balance of alleged avernegotiated amount. This
reduces the USD retention to USD 1,947.22.

This is credited to FIC?’s account on 6.2.87 as part of
the USD 11,863.02 (kK10,711.53) credit on that day
resulting from the letters above referved to on 20 March
and 6 Apvil 1987.

(See Working Table 5 Appendix 35.35)
The sum of USD 1,947.22 converts to Ki1,7398.21.

F. FIC RECEIPTS

The plan of action on these two part shipments as shown
on FIC records appears from the undated pencil note and
FIC’s telex of 3.1.86 (0UT TLX S336) referred to under A
above.

FIC was asked by Graomes to make an offer with no
deducticons (see IN TLX 7633 of 30.10.86).

FIC offered Groomes USD 69.00 for BFE 6,000 m® (USD

414, 000.00) and USD 59,00 for Ulabo 4,000 m® (USD
236,000.00) for an average of USD 65.00 (USD &350,000.00).,
Pencil notes on the telex show these are nett prices with
the prices to buyer marked up USD 1.50 each to USD 60.350,
Ush 70.50 and USD 66.50 respectively (agaregating USD

665.000) with a further addition to the average USD 66.350
of USD 19.50 (obviously freight) for an average USD 86.00
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CNF.  When one relates this back to the pencil note it is
reasonably clear Parks original offer was USD 66.00
average and from this an offer to Groomes was worked out
at USD 68.30 (BFE) USD 58.50 Ulabo for an average USD
64.50., This built in a margin of USD 1.30 "this covers
Parks service charge and owurs”. Fark then apparently
raised each element of his offer by USD 0.50 and this
lead to the the offer to Groomes (OUT TLX 5336 of
3.11.86) and notes thereon. That this is so and a margin
of USD 1.50 was built in is clear from Patrick Tays much
later telex to Park of 8.1.87 (QUT TLX 5754), this
canfirms the freight rate and FOR prices USD 1.50 greater
than offered by FIZ to Groomes.

On this premise then FIC proposed to obtain an FOR total
of USD 665,000,000 (10,000.00 m3 at USD 66.350 average) and
to pay the producers USD 650,000,00 <10,000 m3 at USD
£5.00) average.

It would receive USD 15,000 (10,000 m3 at USDL1.S50) which
would cover it'’s and Park’s charge. As events turned out
it would also make another USDS, 000,00 because the
freight turned out to be USD 0.50/m3 less than estimated.
(See comments)

In terms of actual recipts FIC received the following: -~

74 _CULARO)

al As shown under D above

a receipt of USD uspz, 020.13 (K1,939.82)
(FIC's USDO.S50 per m™

b) As shown under E above

the final USD retention

amount of Uspe, 231.90 (LS, 015.26)
P UsD4, 252.03 (K3, 955.08)

Freight was paid from the USD account less the despatch
claim at & rate of USD 18.30 m3. A sum of USD 4,040.24
was transferred in USD to Straits Singapore. Park was
paid (by credit to Francis Sia’'s account) only USD
2,431.66.

7B _C(BFE)

a. as shown under D above
receipt of ‘ Usp 3042.34 ck2898.84)

b. as shown under E above
UsSh retention of USD 1947.22 (F1758.21)

Usb _49839.56 (K4657.05)
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It seems clear the first sum was FICYs USD 0.50 per m3 on
the volume of shipment. The second sume is dealt with
under comments Freight at USD 19.00/m3 and the balance
S500/m3 on part shipment 74 were paid from the USD account
less the despatch claim on 7A. A sum of USD 5, 159.64 was
paid to th buyer Eagon (USD 3.000 to Mr Kwon and the
residue TT7d).

FIC's aggregate receipts on part shipments 7A and 7B were
thus USD 39,241.59 (E8,612.13). Extra bank charges of
10,00 were deducted on part shipment 7B reducing the
receipts to K4,647.05., Further the K30.00 ervro in
accounting to BFE reduced the receipts to K4,617.05.

In aggregate FIC’s on 7A receipts and 7B were reduced to
K8,572.13.

G. COMMENTS

i. There are grounds for serious concerns regarding
this shipment and the accounting for it by FIC. In
terms of analysis it is easiest to treat the
shipment as a whole, analyse it and narrow the areas
of concern.

A. There is no dispute over the shipped
quantitites and CNF prices claimed (see C
abave). )

SHIFMENT VOL UME CNF UNIT PRICE CLAIMS

74 4040, 239 usD 80.00 usbpD3z23,219.12

7B 6084.657 usn 90,00 usps47,619.13
10124,.896 usDne70,838.25

b. There is no dispute over the payment to
producers (before deduction of bank etc charge

{see D above).

FOB UNIT GROSS
SHIFMENT VOL UME FRICE FAYMENT
7A 4040. 239 UsD 59.00 usb 238,374.10
7B 6084.657 usb 639, 00 UsSh 419.841.33

10124.896 Ush e58,215.43

13
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The difference between the aggregate CNF prices
claimed and recieved and the aggregate payment
to producers is USD 212,622.82 which is exactly
UsSD 21.00 per m® over the shipment volume.

Thus one would expect it is the USD 1.350/m®
margin plus the estimated freight of UsD 19.50
per m*.

Freight is in fact paid at USD 19.00 per m=
tsee E Above) which over the shipment of
10,124,896 m® amounts to USD 192,373.02 but is
reduced by Ulabo's despatch claim of USD 623,33
to USD 191,749.69 (See E Above). In nett terms
FIC owes Ulabu UsD usp 623,33 for the despatch
claim and for the moment 1 disvegard that.
After payment of freight (disregarding
despatch) the difference of USD 212,62Z.82
(upit rate USD 21.00 per m3) is reduced to USD
20,249.80 (Unit rate USD 2.00 per m3). This
again one would expect 1t is the USD 1.50/m3
margin plus the USD 0.350/m3 profit on actual
freight.

How the margin of USD 1.50/m was to be aplit is
not shown in the handwritten calculations but
“this covers Parks service charge and ours.”

To this point all is consistent with FIc
dacuments and Fatrick Tays under standing as
related to Park on 8.1.87 <0UT TLX 51540 .

Fark’s commission has traditionally been USD

"1.00 per m3 and it seems safe to surmise

the balance was Parks as to half USD 10,124,390
and FIC's as to half. Farks half is USD 1.00
per m3 FIC's half an aggregate aof USD 1.00 per
m3 (being USD 0.50 per m3 commission and
UsDoO. 50 per m3 profit on freight.

It is warth nothing where these funds were
located the position is this:—

i) In FIC's account after paying Ulabo (see D
a above 7A4) USD 2,020.13.

ii? In FIZ's account after payinq BFE Cand
iqnoring the K30.00 Error) sD 3,042.34
(see D above 7B.
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These two amounts aggregating USD 3,062.47 converted from
UsSh to kina are put in FIC's account, both are a rounded
Usb 0.50 per m3 over the volumes shipped and seem to
represent FIC'’s commission.

iii) In the USD dollar account after payment of
Ulabo freight (USD 74,121.0%9) but before
payment to Straits Singapore — USD
(82,824.74 minus 74,121.09 =) 8,703.80,
{see E above 7A).

In calculating freight the despatch claim of USD 623,33
was deducted and that must be deducted from this amount
of USD 8,703.80 because FIC owes that to Ulabo. The
resultant amount is USD 8,080.47.

iv) In the US dollar account after payment of
freight for Ulabo (balance) and BFE USD
7,106.86 (see E above 7B).

These sums are thus:-—

i) usD 2,020.13
€iid usp 3,042.34
€iii)d usD 8, 080.47
(iv) UsSh 7,106.86

ush 20, 243,80

This fits exactly with the above analysis.

k. As a next step it is worth listing where these
funds aggregating USD 20,249.80 were disbursed
and the position is this, using the same
numbers as in (g) above.

(i) usDp 2,020.13 - appropriated to FIC
(ii) USD 3,042.34 -~ appropriated to FIC (and K30 erroar
absorbed).
Ciii) USD 4,040,344 —~ TT to Straits Singapore.
UsD 2,431.66 ~ To pay off Francis Sias Loan.
ushD 2, #31.90 appropriated FIC
usD 8,703.80 :
usb €623.33 deducted for Ulabo despatch claim.

usp 8,080.47

The despatch deduction reduces FIC'’s appropriation to USD
1,608.57. .

Civ) USD 3, 000,00 FPaid in cash to Mr Kwon.
usp 2,159.64 TT to Eagon
usD 1,947, 22 appropriated to FIC.
usp 7,106.86 '

15
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i Clearly from (h) above amounts appropriated to FIC
were
(i usp 2,020.13
(iia usp 3,042.34
(iiil usp 1,608.57
Civ) usp 1.,947.:22

usp 8,618. 26

This falls short of the projected receipt of UsDL0O. 124.90
by USD 1,506.64.

Nene of the other payments appear on the face of it to
explain the difference.

J- Clearly from (h) above the anly amount said to
be appropriated for Parks benefit is:-—

(iii) USD 2,431.66 to pay off Francis Sia's loan.

This fall short of the projected receipt of USBD 10,124.90
by USD 7,693.24 and cannot be explained.

k. Other payments requiring explanation are:
€iiid usD 4, 050.24 TT to Straits Singapore
Civ) usp 3, 000,00 Faid in cash to Mr Fwon
(vi) usp 2, 159.64 TT to Eagon

usp 9,199.88

There is no basis for the TT to Straits Singapore. This
money was misappropriated by Cowan. (See Appendix 47).

As Mr Tay says on 8.1.87 (OUT TLX 51543 there was no over
negotiation of L/C claims yet Cowan purports to pay an
over negotiation claim of USD 5, 159.64.

1. In searching for an explanation for the
overnegotiation claim which Fatick Tay corrvrectly
dismissed but Cowan met attention focusses on FPark’s
telex to Eagon faxed for Eagon Inspector Mr.kKwon on
16.12.86 as quoted in the history (under A above)
and the pencil calcoulations written on the copy.
Those sugaest the FOB prices were supposed to be USD
71.00 per m3 for BFE and USD €0.00 per m3 for Ulabo
with the pencil note indicating freight at USD 19.350
for respective CUNF prices of USD 90.50 and USD
79.50.,
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On these fiqures the details would be: -

CNF CNF FOR FOB
e YOLUME  UNIT  TOTAL . _UNIT ___ UNIT

39 79.50  321,199.00 60 242.414,34
27..20.90 __590,661.46___ 71 ___432.010.65

10,124,896 usne71,860. 46 UsD&674,424.99

The difference between the CNF and FORBR totals amounting
to USD 197,435.47 represents freight at the projected
rate of USD 19.50.

When one seeks to ascertain the basis of Eaqgon’s
overnegotiation claim the only ascertainable details
ares—

(i) The claim seems to be FOB based ~ IN TLX 8264 of
8.1.87 uses the heading "FOB NEGO". The telex goes
on to say the CNF prices were USD 80 (Ulabeo and USD
99 (BFE). The last figure is an error, the BFE CNF
was USD 90.00.

(ii) The amount claimed was USD 5,159.649 (telex to Fark
15.1.87) and that was said to be paid (OUT TLX
5854 of 23.1.87).

What then was Eagon asserting in claiming over
negotiation? Clearly it was saying that in negotiating
claims under the letter of credit FIC obtained more than
it should have. FIC files and Patrick Tays telex
indicate clearly what the figures were and that they were
correct. The claim is for "overneqotiation” not for
volume shortage. The only logical explanation is that
Eagon and a combination of Park and Cowan were working on
one price structure and FIC (other than Cowan) were
warking on a different price structure.

If one uses the calculations set out above.

(a) Eagon expected to pay a FOB price of USD €74,424.99
and a CNF price of USD 871,860.46 if freight was USD
19.50.

(b) If Eagon allowed profit on the actual freiaght
differential the CNF price would remain )
USDB71.860.46 with freight at USD 19.00 of UsD
192,373.02 for an FOB price of USD 673,487.44.

(c) 1If Eagon did not allow profit on the actual freight
differential the FOB price would remain USD
674,424.99 with freight at USD 19.00 of USD
192,373.02 giving a CNF price of USD 866, 798.01.
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1f on the other hand one looks at the FIC
calculations and applies the same possibilities.

c(a) Eagon paid a CNF price of USD 870,838.25
with expected freight af USD 19.50 amcunting
to USD 197,435.47 resulting in an expected FOB
price of USD €£73,402.78.

(b)) If Eagon allowed prafit on the actual freight
differential, the CNF price would remain USD
870,838.25 with freight at USD 19.00 of USD
192,373.02 for an FOB price of USD 678,465,232,

(c) If Eagon did not allow profit on the actual
freight differential the FOB price would remain
UsD 673,402.78 with freight at USD 19.00 of USD
192,373.02 giving a CNF price of USD
865.577.80.

The above appear to be the logical possibilities. When
one compares like with like ie: ONF with CNF or FOB with
FOB and even when one adds or subtracts differentials one
cannot achieve the answer usb 5,159.64. The same applies
even if the despatch claim of USD 623,33 is added or
substracted. The conclusion is that on the available
data one canncot see how the over neqgotiation claim is
calculated.

m. One must alsc seek to explain the TT to Straits
Singapore of USD 4,040.24 on about 29.12.86.
As indicated above it does not seem from FIC's
files that Straits Sinaproe wWas in any way
involved in this transaction. It was of fered
by Groomes, BFE and Ulabo to the Department of
Forests who referred the matter to FIC. FIC
arranged the sale to Eagon through Fark and it
seem Park or Namjeon (which was paid 1.25%
brokerage) arranged the ship.

Clearly from FIC's files and what Fatrick Tay
said in his telex of 8.01.87 (OUT TLX 5754) FIC
had assumed a freight rate af USD 13.50.

As Tay also says the first intimation that
freight was USD 18.50 was Park’s telex, meaning
Parks telex of 22.12.86 (IN TLX 8134).

The context in which Park’s telex was sent was thiss~—
al The vessel had loaded at Ulabo from 13 to 17.12.86

the time sheets show this, she then sailed to Kieta
to load BFE logs.



c)

d>

e)

115

Park then sent his telex about freight for Ul abo.

After 22.12.86 there was debate about how much would
be loaded at Dios and some Mabiri loading was
debated.

Time sheets show the vessel was still loading BFE
logs on at least 31.12.87 ‘

The first intimation of a different freight rate was
Park'’s telex of 7.1.87 (IN TLX 8264). In this
context it is quite clear that between 22.12.87 and
7.1.87 FIC would have reasonably believed, and Park
had lead them to believe, the freight rate was USD
18.50. This was USD 1.00 per m less than FIC had
anticipated and thus FIC clearly would have believed
it wade an undisclosed profit on the tlabo Part
shipment of 4,040.239 m»3 x USD 1.00 or USD 4,040.24.
This ias the exact amount FIC (Cowan signed the
letter) directed BSP it’s letter of 29.12.86 to TT
to SBtraits Singapore and which BSP so transferred on
30.12.86.

In this light the pencil notes on the blue carbon
copy of in telex 8134 of 22.12.86 are highly
relevant.

These notes read: -

usD 82,824.89
Less Freight 74,744.42
8.V 4,040, 23
Remaining 4,040, 24

Sowmeore bhas done a calculation!

The amount of USD retention on part shipment 7A was
"UsDh 82,824.89", this was directed by FIC’s letter
of about 19.12.86 to BSP. (see C above). The
amount converted to kina produced exactly enough
funds to pay the producer pay the bank charges and
laeave FIC USD 2,020.13 which was it’s S0C/m3 cver
the shipment volume., The fiqure of “"74,744.42" is
the actual freight advised by Park in his telex on
which the note appears. The figures "S.V 4,040,23"
clearly, and the same expression is used in FIC's
documents, refers to Parks commissions.

The clear result is that the USD retention was to
cover freight and Parks USD 1.00 per m3. When the
actual freight and Parks entitlements are deducted
one sees that there is a remainder of USD 4,040.24
the exact amount TT'd to Straits Singapore.

19



116

As analysed (under E) above freight was paid less
deapatch and the money was sent to Btraits
Singapore. The then USD residue of USD 4,663.56
clearly represented Parke Commission of USD 4,040.24
and the despatch claim of U3D 623, 33.

A as a result of the "over negotiated" claim

and freight rate change readjustments were made and
in the result only USD 2,4381.66 went to pay Sia’s
locan and FIC obtained the balance USD 2,231.90
(including the USD 623.33 despatch which it still
owes to Ulabo).

2. When this shipment is examined in light of what
occurred on other shipments it is cobvious that when
part shipment 7A was made FIC appeared to have made
a windfall profit of USD1.00 per m® on Freight
amounting to USD4040.24 because Park had given
erroneocus advice about the freight rate. The money
would quite clearly belong to FIC and equally as
clearly it was misappropriated by Michael Cowan by
telegraphic transfer to Straits Singapore.

When the true freight rate became known those funds

had already been misappropriated and were no longer

available so the balance freight on part shipment 7A
had to be made up out of available funds.

3. It alsc locks as though there was some sort of
“fiddle” over prices.

Either

(a) Cowan and Park had a different price structure
agreed with Eagon to that understood
(consistent with FIC's records) by Patrick Tay,
in which case the “overnegotiation claim” maybe
legitimate.

Or
(b

) the price structure understood by Tay was
infact correct, in which case the
Yovernegotiation Claim” maybe fraudulent.

It is just not possible to tell what the truth is from
the records and in the absence of Cowan (who fled in the
face of this Inquiry). Tay was unable to give any
explanation.

20
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Suspicion is heightened by the fact it is now known Cowan
was a thief and that part of the “overnegotiated clain”
was sald to be paid in cash, KZ2,828.0% chash that must
have come very close to Cowan's “sticky fingers”. What
occurvred should be explained if possible because it may
affect FIC's finances in that:-

i)

iid

iiid

it may have further claim against Cowan and/or FPark
it may have rights against Eagon.

it may be at risk of a claim by 8.J. Park for the
balance of his USD1.00 per m® commissicon.

It is quite clear that on part shipment 74 Ulaba
claimed despatch of USDE23.233. It is alsa clear
that FIC deducted from the freight payment a sum of
USDE623.33 for despatch. Ulabo is entitled to the
moneys so deducted. Provision should be made for
the Ulabo entitlement.

Severe deficiencies in FIQ's accounting system are
pointed up in relation to part shipment 7A. The
sale proceeds were credited to FIC's account but the
payment of K2I6,83%5.18 to the producer was made by
letter directing telegraphic transfer and not by
cheque. A substantial payment was thus not
concurrently entered in FIC's cashbook but entered
conly at the end of the month from Bank pass sheets.
In this case the time differential tunlike in
anather’ case) was only short but that does not alter
the fact that this practice should never bheen
followed.

FIC was established on premises that it weould deal
direct with destination coutnries and not permit
third coutnry letters of credit. On this shipment a
Forean Letter of Credit was transferred through a
related company in the United States.

This (with shipments 2F, 2, 3y 12A, 1Z2B and 14) is
an instance of FIC markteting under third country
L/C arrangements avoidance of which was one of the
bases for it's invaolvement in marketing. Though
there may be reasons for such a strucutre none are
given and it is a classical strucutre which allows
the prospect of transfer pricing.

This shipment (and shipments % and &) illustrates
how 1n the early states of FIC marketing State

Furchase Option offers were made to the Department
of Forests and referved to FIC. It shows how FIC
was able to work with and use the “puscle” of the



Department to ensure that, where a producer refused
FIC?’s purchase offer, his conduct was closely
watched by the Department to ensure that he sold for
a higher price to his buyer than the price offered
by FIC, which he had refused.

In the early negotiations of this sale problems
arose out of Cowans inability (real or pretended) to
understand the clear terms of Groomes original offer
CIN TLX 7273 Of 20.10.86). Cowan's stupidity or
ignarance apparent in the telex exchanges with
Groome’s on 30 to 31 October is almost incredible.
On is reminded of Cowan'’s own workds to Pars Ram's
ship broker on FIC SHIPMENT 2, "We belicve you are
PRE OF S$ICKeoeewnwenwenenrs DO you understand
English?”.

This shipment is the firgt in order where moneys
were “drawn off” to pay off Francis Sia’s loan
account with B.S.P Boraoko.

The fact that Cowan, Maraleu and the FIC were
involved in this affair was quite improper. {See
Working Table 4 Appendix 35.4)
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SHIFMENT 8

VESSEL. JUPITER ISLAND
JANUARY, 1387

A. HISTORY

This shipment begins out of the Forestry Department’s

regquirement for producers to make State Furchase Uption

of fers,

a11.86 (TLX) Open Bay Timber Co. (ORT)H offers 6,000m3 at
USDEZ. 00 (MEF USD 50,373,

19.11.:6 CIN TLX 78132 DOF tells ORT logs sold USD 65,00, 3%
commission, contact FIO,

19.11.86 (0UT TLX 5452 FIC tells DOF it affers USDES. 00,

Though no telexes or faxes exist on FIC's files (ta prove
o) 1t is clear FID contacted Fark whe offered a gross FOR
of USDES. 00 with freight at USDZ2O. 00 for a CNF of USDBE&. 00,

20011086 (OUT - TLX S458 FIo sends a formatted offer to FPark
CATT. TAESUNIG) of &000m3 at USDE16, 000 INF.

2101166 CIN  TLX 7838) Fark tells FIC MARIA FILLAR fixed at
UsD13. 50 )

«1.11.86 (0OUT FAX 212) FIC sends contract to OBT for 600 m3

at UsD &5.00 FOR with FIC commission of 37 of FOR.
@i.11.86 (0UT TLX 5468) FIC confirms MAR LA FILLAR

“4.11.8e CIN FAX 355 0BT sends =ianed contract back (There
i1s added a clause whereby UOET gets copy fixture
Mot e) ’

SRl 11286 COUT Fa 3200 FID sends copy of conbract signed by
it to ORYT

Aul.086  CIN TLX 79%L: Fark asks FID to change its offer of
20,1188 BEF 5498 from USD G316, 000,00 CNF to USD
AY6, 00000 FOB. - He savs L/0 will be FOR and
vesgsel changed from MARIA FPILLAR to JURITER
THLAND.

GalEGBE COUT TLX 55400 FIG cables Fark (att Taesung)
amending its of fer as sugaested.
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H.12.86 (IN TLX 7984) OBRT ask for copy L/Z + copy fixture
note.

There then follows the exchange between FIC, ORT, EKowa
Lumber and Nissho Iwai  about the change of vessel. Cowan
acts with some vigour perhaps activated by the fact FILD lost
an undisclosed 50c /m3 aon the freight. As the vessel was
changed someone may have made even more and Cowan clearly
thinks the buyer got the benefit.

10.12.86 C(IN TLX 8004) Fark advises L/0 ectablished
vesterday and gives details.

10.12.86 (IN TLX 8014) Taesung Lumber advise FIC of L/C
details.

11.12.86 C(IN TLX 8008 OBT explains problems with vessel
change and asks earlier loading or protection
against demurrage.

11.12.86 (IN FAX 4285) BSF sends FIC copy of L/C MIE21612 NU

00040 for WUSD 396,000 covering 6,000 m3 FOB.

FIC refers O0OBT's loading reguest to Nissho Iwali - it is
rescolved by deeming laytime to commence 29/12/86. OBT
accepts as  long as no claim for deterioration due to delay.
This is agreed 16.12.86 (IN TLX 8082) 19.12.86 (IN TLX 8114)
0BT press for copy fiwture note

24.12.86 (OUT FAX 451) Under OBT pressure FIC assigns uspD
378,300 of L/C to OBRT.
S.1.86 OBRT sends its Invoice No M - 269 to FIC as follows: -~

1632 pieces 5582,.684m3 at UBDES.05= USD 3351.988. 23

E. LETTER OF CREDIT

The /0 MIEZE12 NU 00040 is  from the CHO-HEUNG BANE LTD,

Secul, Forea -~ applicant TAESUNG LUMBER  IND. CO. LTD  of
Seoul FHorea. It is for USD 396,000.00 covering 6000m3 FORE.

It is a direct L/C
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On 8.
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NEGOTIATION

1.87 B.S.F receives FIC’s letter of that date with

ta) draft for USD 368,457.14

th) Invoice - no copy can be found in FIC but detail
must have been 1632 pieces 5,582.684 m3 at USD

66.00 FOR = USD 268,457. 14

(c) Bill of Lading HR - 615 for 1632 pieces =
5,982,684

The letter directs retention of USD 9,582.68 in USD; payment
to Open Bay of USD351,988.:23 less bank charges and credit of
the egquivalent of USDI10O,886.23 to FIC’s account.

DI

ACCOUNT ING

On 13.1.87 BSF accounts to FIC

o,
it
—

Cal USDh 5882.68 is retained in USD.

(b the balance USD 362,874.46 is converted to
F344, 904,91

bank charges of KIZ392.5% are deducted.

€l the residue is credited

OpT

RS2 65
FIC K_10,347.14
Kass. 912, 36

The conversion rate used was 1.0521

The position is reasonably clear:-

i)
Cii

Ciiid

Ciwvd

the price was USD 6€5.00/m32 as between ORT and FIC
FIC?s commission was 3% or USD 1.95/m2 at a price of
Usp &5.00.

On & shipment of 5582.684 m3 FIC's commission was USD
10,886.23 (the amount FIC divected be paid to it)
which at conversion rate of 1.0%21 amounts to

K10, 347.14,

OBT invoiced for a nett USD 351,988.23 which at a
conversion rate of 1.0521 amounts to K334,557.77. When
one deducts from this bank etoc charges of KE2E97-55 the
result  is K332, 165.22 which is the amount credited by
BSF to ORT

W
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The amount retained in USD was USD 558z.68. This 1is a
rounded USD1.00 per m3 over the shipment valume. On 26.2.87
FIC directs BSF to TT reimburse USD S582.68 to §J Park at
Seoul, Eorea.

A copy of the TT instruction on 3.2.87 is on BSF's file.
This accounts for the USD retention.

F. FIC RECEIPTS

FIC received USD10,886.23 (K10,347.14) which was 34 of the
FOR price agreed by the producer. The bank charges on the
full -laim were borne by the producer. A cable charge for
the TT to Park of K10.00 was later paid by FIC reducing its
receipts to K10,337.14

A direct evpense would be Andrew Aopo'’s travel to Open Bay
and accommodation  and sustenance  for  the periocd he was
there.

G. COMMENTS

1. The sale was originally on & CNF basis but altered to
an FOB basis. Clearly FID — on the aoriginal basis
planned to make an undisclosed profit on freight at 50
c/m2 amounting over the shipment to usnps, 000,00, This
was most questionable. Fark asked for the sale to be
altered to an FOR basis and advised the vessel change.
Cowan queried this and overreacted very badly. Clearly
he had lost the secret profit of USD3,000.00 to FIC but
more importantly had been caught.

2. Park's sales charge of USD1.00 per m3 is reasonable as
it is clear he was thie agent and found the buyer. It
was paid at the correct rate to Fark's bank account.

e FIC did not diclose to the producer that its qross FOR
price was USD1.00 per m3 greater than the disclsoed
price.

in the result the producer paid.

tar 3% of the disclosed price -~ USDL10,886.23
CH10,347 . 140

by USD1.00 per m3 of which he was not aware
usDns, 582. 68.



Overall OBT paid USD2.95/m3 commission on a gross FOB price
of USD 66.00 per m3 which amounts to a rate of 4.47%.

This is a very high rate

4, FIC?’s file for OBT —-(File 07) contain two telexes (IN
TLX 8524 of 3/2/87 and OUT FAX 628 of 13/2/87) which
indicate the buyer complained of short shipment of 23
pieces with a volume of 78.683 m3. At the CNF price of
USD86.00 this claim amounts to USD6E766.74. It should
be explained what happened with thisg claim as FIC has a
contingent liability with presumed rights against OBT.
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SHIPMENTS 9,13,15 - Wawoi Guavi to Ataka Lumber Co.

(See Schedules 1-3 below)
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AFPFENDIX 42,1

SHIFMENTS 9,132,155 - WAWOI GUAVI TOD ATAEA LUMEER
SHIFMENT 9 - TREASURER
JANUARY, 1987.

HISTORY

In December 1986 Cowan and Tay planned to visit to
Forea and Japan.

The Korean schedule arrvanged by Fark (see IMN TLX
78963 included dining with:-—-

- Chunghkoo

- Eagon
Tai sung
Sam-hang

It seems Cowan did not travel but Patrick Tay did
and that on 4.12.86 he met in Tokyo with ATAEA
L.UMEER.
2.86 (IN TLX 7977) Ataka seek Mersawa percentage and
CNF price.

2.86 CQUT TLX S530) FIC offers &000m (including 35%
Mersawa) at USD 108,00 ONF based on USDZ0.00
freight.

2.86 C(IN TLX 79802 ATAEA asks who charters vessel,
says their freight (2 port discharge) is
UsDE2. 00 and asks confirm FOB price of USDEE. OO

2.86 (0OUT TLX 3603) FIC says cant firmly commit but
uspgs.00 FOR is workable even though recently
twith similar mersawal) USD 390,00 was fixed .

2.86 (IN TLX 8049) Ataka refers to telephone conver-
sation and confivrms January Shipment (33%
Mersawa) of 6000 tao 6500m at USDBI.00 FOB -~
two port discharge.

2.86 OUT FAX 417 Cowan tells Tays he confirms
placement at UWSD 90,00 per m=.

2.86 (WRITTEN CONTRACZT) FIC draft contract to Ataka
at uUsbDg9.00 per m® FORB for 6300 m with two
point discharge.

2.86 (IN TLX 81132 MV Ruby Star is proposed and
accepted (IN TLX 8123 of 22.12.87).
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21.01.87

30.01.87

CIN TLX 8125 Ataka advices /0

Usp 70.00 forabout &,300m.

establised

CIN TLX 8133
contract.

Ataka advise minor amendmentes to

CIN TLX 8149) Ataka advise L/0 GI9517410
established for USD S70, 000,00,
The LL/T is in fact established

23.12.86.

as advised on

CIN TLX 8154) Straits PNG confirms 6300m - 2
bills of lading - price USD 90,00

(OUT FAX 468) FIC confirm RURY STAR - 2 bills

of lading - Price _USDI0,00/m FOR.

CIN TLX 8234)

Ataka advise TREASURER subtituted
for RUBY STAE. o

(OUT FAX 319

FIC confirm TREASURER but ask
early arrival. ’

COUT Fax 551 FIC advises STRAITS PNG document
requirements.

(OUT TLX 5788) FIC asks ATAEA for copy fixture
note for TREASURER.

CIN TLX 8323
fivture note.

ATAEA advises will fax or mail

CIN FAX 3543) ATAEA send copy of the Charter
Farty details being:-

Cad. Charter owners — Eee Yeh Maratime Co
Taipei.
(b). Freight USDZZ.75/m® for 6000m and

USDZ0.00/m for excess over 6000 p®,

FIC advises Ataka shipped £352m® for FOR price
of USD 565, 408.63.

B. LETTER OF CREDIT

The letter L/C GJ9517410 is from Sumitomeo Bank Ltd
Taokyo applicant ATAKA LUMBER CO LTD of Tokyo, Japan

It is for USDS70,000 covering about 6, 300m FOR.

The

notify party is to order of the opening bank.
It is a direct L/C.



NEGOTIATION

On 30.1.87, BSF receives FIl's letter of that date
withs:-—-

ta)., draft for USDSES,408.63
thy. invoice FIC/WG/2-87 for 1369 pieces 6352.906
m® at USDB9.00 FOR = USD 565, 408.63.
tzde bills of lading
RCL/7001/87 for 644 pieces 3023
(Wakamatsu discharge).
FEC1/7002/87 for 725 pileceS.......9219. 174m
(Omaezaki discharge)
1369 6352, 8306

1.2l M

[.J

.7

(xJ

The letter directs credit of the converted
balance to FIG's acoount.

(n 2.2.87 BSF gives an accounting to FIC.

USD 565,408.63 is converted to KE524,160.2% (at
1.0383).  From KS34, 160.25 Rank and other charges of
F138B2.60 are deducted and the balance KS32,.777.6%5
credited to FIC's account.  Wawoi Guavio makes a des—
patch claim (which FIC passes on to Ataka) claiming
UsD 3,938.34 and Ataka claims short shipment of 10
piEuES and remeasured shortage of 303.556 m®.

Wawoi Guavi aécept a shortage of 2Z2.228m at USD

70.00 FOB amounting to USD1, S55.96 but this relates

to Dooyang Guide (Shipment 50— documents in this
file confuse the matter. \

On 4.4.87 (OUT TLX €173 FIC asks Ataka if it has
settled the despatch claim on MV TREASURER.

On &.4.87 (IN TLX B903) Ataka says Treasure despatch

money of USDE, 527.78 will be remitted today.

Whether it was vemitted remains to be seen and
whether to FIO or Wawoi Guavi remains to be seen.

I am unable to find in FIC?’s files any accounting
for this shipment in writing to Wawoi Guavi. A1l I
have been able to locate through the cashbook and
payment vouchers is cheque voucher No: 4668 under
which cheque No: 036700 was raised to pay Bank of
South FPacific (for the account of Wawoi Guavi) for
FE32.792.65).,

0y
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This was an FOB sale where the full claim (USD
565,408.63) was converted to kina as ES34, 160,25,

The bank made an erraor of KE13.00 when the bank
charges of K1382.60 were originally shown as
K1367.60

In fact he balance credited was K3I22,777.635 and not
KS32,792,65 as originally shown.

In the result FIC paid Wawoi Guavi E15.00 more than
it infact received.

ACCOUNTING _(USD)

There was no USD retention on this shipment.

FIC RECEIPTS

FIC received no commission on this shipment.

The bank charges were borne by the producer
(except to the extent of KI15.00 due to the ervord.
Wawoi Buavi in fact received H135.00 move from FIC
than FID received. N further divect costs are
evident from the file.

COMMENTS

1. This is a simple FOBR shipment with no
retention.

2 The freight documents are of interest
cnly for comparision purposes.

7. The FOR price negotiated was USD83.00 per
m® and that is what was paid in PNG. This
is regular on the face of thinas but at
three separate places:—

13.12.8 COWAN TO TOMS (OUT FAX 417D
24.12.86 STRAITS PNE TLX TO FIC

(IN TLX 8154
. 86 FIC TO STRAITS FPNG (OUT FAX

468)
The price is clearly said to be usDa0. 00 per m2.
When one regards the previous history o f
payments to Straits Singapore
on Shipments & and 7A there is real prospect
that Ataka Lumber did pay USD30.00 per m of
which USD 89.00 per m was remitted to FNG and
the balance of which was paid offshore. This
causes concern particularly as the L/C

!

29.12

I~



459

established covers a price in excess of usDIG. 00
per m (USD 570,000 divided 6300 = USD 30.476).

The failure of FID to charge and be paid
commission on this shipment is highly unusual.
and seems discriminatory. This must be
explained as in direct kina terms FIC lost
K13.00 in handling this FOR shipment as a
direct loss.

]
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APPENDIX 42.2

SHIPMENT 13 SUN PETREL
FEBR Y 1987

When Shipment 9 is being arranged the arrangements for
Shipment 13 begin.

A. HISTORY

23.12.86

29.12.86

29.12.86

29.12.86

05.01.87
06.01.87

06.01.87

(IN TLX 8148) Ataka ask reserve 6000m
(357 mersawa) for February.

(OUT FAX 461) Cowan advises 6500m reserved but
must finalise price.
He says many things of interest:

(a). WE ARE HANDLING THROUGH FIC 30,000/35,000
m® MONTHLY.

(b). WE WISH TO DEAL WITH ONLY ONE COMPANY IN
JAPAN, ARE YOU INTERESTED

(c). WE WILL VISIT JAPAN IN FEBRUARY AND WANT
TO SET UP SALES/MARKETING ARRANGEMENTS

BEFORE THAT.

d) WE PLAN TO CHARTER ONE LOG VESSEL FOR
FULL 1987 YEAR.

CIN TLX 8172) Ataka respond, offer USD110.00
CNF for FEBRUARY.

THEY WISH TO CO-OPERATE IN ESTABLISHING STEADY
MARKET BUT CAPACITY IS 6,000 TO 9,000 m® FROM
UMUDA (WAWOI GUAVI TIMBER CO.) PER MONTH
INCLUDING 35%Z MERSAWA.

COUT TLX 5694) FIC confirm third week of
February about 6500m (35% mersawa) at uspD110.0
CNF one port discharge.

CIN TLX 8218) Ataka confirm USD110.00 but ask
for two port discharge.

(OUT FAX S519) For 2 port discharge FIC say
incur extra 50 cents ask for USD110.350/m.

CIN TLX 8246) Ataka confirms USD110.50 CNF for
two port discharge.



07.01.87

09.01.87

12.01.87

12.01.87

12.01.87

14.01.87

07.02.87

03.02.87

16.02.87

13.02.87

19.02.87
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CIN FAX ~NOT NUMBERED) Marine Transport Service
offers SUN PETREL for &6300m@ at USD 22.00
(loading port/2 discharge ports) but says the
KANSAI STEAMSHIF C0O will negotiate on freight
level.

COUT FAX 537) FIC to Marine 1van5purt Services
confivrm SUN PETREL at USDZzO. 00,

COUT TLX S763) FIC tell Ataka defer to
February — SUN FPETREL fixed.

late

CIN TLX 829%) Ataka accept SUN PETREL.

(OUT FAX S41) FIC tells Straits FNGE SUN PETREL
fixed and loading details.

tWritten Contract) FIC draft contract to Ataka
at USD110.30 CNF for 6300m - 357 mersawa. No
pink satinwoond.

COUT TLX) FIC
changed ETA.

confirms to Ataka SUN PETREL un-—

CIN FAX 600) Marine Transport Service send
Charter Party and ask if they are to sign it.
Main points ares—

C0 are charter owners

(a). KANSAI STEAMSHIFP

(Sumitomo Bank, Tokyad,

(b, FIZ is charterer.

Load is 6300 m with freight USDZ20.00 an
one point loading and two point discharge
- plus or minus 10%,

(dd). &£.5% brokerage is payvable to
Marine Transport Services.

CIN FAX 623) Ataka advise loading order and
that existing L/ (5/J 9517410) will be in-
creased by USD700,000 to cover &6500m=,

(IN TLX B8610) Ataka agree to increase quantity
to 6500m but no more.

(OUT FAX &&E&)Y FIC
ment (16.02.87)
to cover 6500m.

Guavi L/C amend-
by WUSD700, 000

sends Wawoil
increasing L/C

h
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This shipment has a problem which shows FIC's
inexperience. The Charter Farty is for 6500 m® plus or
minus 10% at owners option. Ataka anly contracted for
6300m® but increased to 6500m® but no more. The cwner
insisted it could load 7150m® (see IN TLX 8660 of
26.2.87) and was perfectly placed to claim deadfreiaght.

09.03.87 Wawoi Guavi Invoices FIC (INV NO WGETC 0O1L/87)
for SUN PETREL 1470 pieces 6,497.731 m® at
UsD90.00 = USD 584,797.59.

10.03.87 «0OUT TLX 6081)‘FIE advises Ataka shipped 1470
pieces 6497.7351m® for CNF amount of
usp 718.001.48.

B. LETTER OF CREDIT

The same letter of credit as for Shipment 9

(L/C GJ9517410) is used. On 16.02.87, it was amended to
increase the amount by USD700,000.00 covering about 6500m
on a CNF basis.

C. NEGOTIATION

On 10.3.87, BSP receives FIC's letter of that date with:-

(a). draft for USD 718,001.48

(b, Invoice FIC/WG/2-87 (sic) for
1470 pieces 6437.7351m@at USD 110,50
CNF = USD718,001.48.

{c), bills of lading.
BE1/7001/87 for 692 pieces 3193.247m®
(Wakamatsu discharge)
RC1/002/87 for 778 pieces 3304, 3504m®
(Omaezaki discharge) T

1470 6497 .751m®

The letter directs retention of USD133, 203.89 in USD to
pay ccean freight, brokerage and agents commission and
credit of the converted residue of uspssd, 797.59 to Fil's
account.
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D. ACCOUNTING (KINA)

On 10,3.87 RSP gives an accounting to FIC,

USD133, 203.89 is held in USD as requested. The residual
USD584.797.59 is converted to KS544,048.36 Cat 1.0749),
From KS44,048.36 Bank and other charges of K1727.15 are
deducted and the balance (K542,321.21) is credited to
FIC's account. A note on the bank’'s accounting (in FIC'g
file) says the service charge of FIC is K37248.87 Cies S0t
/m®) and that there is a shaortage to be remitted of
K1447,54,

On 12.3.87 FIC accounts to Wawoi Guavi along these lines

tal. gross contract price 6497.751m® at
USD30.00= USDS84, 797.59,

(b). the gross price (at 1.0749) converts
to K344, 048, 36,

o), division.

Bank etc charges K1,727.1%5
FIC sales commission (30t/m) K3, 248.87
Shortage of 22, 228m2 at USD70.00/

m= = USD 1555,96 E1,447.54
Amount due - vawoi Suavi ES37,624. 80

Eod4, 048, 36

The letter says the shortage deduction is made in
relation to a shartage on Dooyvang Guide tSHipment S ). On
£3.3.87, (IN TLX 8832) Fark asks that the DOOYANS GUIDE
shortage claim funds be remitted to CENTRAL SHOKAI O LTD
to part offset a demurrage claim on that shipment.

It seems clear from the above letter and FIC's letter to
BSF of 12 March 1986 that k337,624,800 was transferred to
Wawoi Guavi’s account on about 12 March, 1987.

This accounts for the kina conversion and means FIC
obtained Commission of S0t/m provided FIC accaunts to the
buver for the shortage claim on MY DOOYANG GUIDE of
USD1555, 96 CE1,447.5%4) which it had retained. Clearly,
Wawos wuavy bore the whole of the Bank ete Charqes.

4
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E. ACCOUNTING (USD)

The retention sum was usp 1233,203.89.

In 13 March, 1987 FIC directs BSF by letter to pay by
TT reimbursement usp 129,955.02 to Kansai Steamships (0]
Ltd /-~ Sumitomo pank Tokyo. The payment 1is to the
Charter owner at the Bank shown in the charter party.

A copy of the TT remittance instruction is on BSP's
file. On 13.March 1987 (OUT FAX 711) FIC advises the
broker..Marine Transport Services of this TT Remittance.

After this remittance there was a balance of USD3248.87
in the USD account in respect of this shipment.

On 6.4.87 (OUT FAX 754) Tay advises TOMS FIC will credit
usp 3248.87 to Wawoi Guavi'’s account. He says this is
500 freight discount on conditions “we" give first option
of refusal on future vessels. He says the freight was
originally USDZ0.50/m= but reduced to USD 20,00 on Con-
firmation of charter of the next few ships.

On 6.4.87, FIC writes to BSF requesting credit of USD
2248.87 to Wawoi Guavi'’s account with RSF.

The BSF credit note suggests however, the money was in
fact credited to FIG's account on 6 April 1987 as

E2933.52.

FI1C has been unable to explain what cccurred.

F. FIC RECEIPTS

FIC veceived commission at the rate of S0t per m® on
the shipment which amounted to k3, 248.87. The bank
charges were porne by the producer. FIC had tc
further bank charges:i—

13.03.87 K 18.70 (UsSD 20,000
16.03.87 K 20,00
E 38.70

This reduced FIC's receipts to E3,210.17.
N further direct costs are evident from the file.

Sub ject to accounting for the DOOYANE SUIDE shortage
retention of K1447 =4 (USD 15955.96) no other deductions
were made for this shipment.

o
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On 2.4.87 (IN FAX 7373 Ataka make a rcalculated remeasure-—
ment claim of USD 27,099.68 for a volume shortage of
245.246 m™® Ataka pursue this on 6.4.87 (IN TLX 8903)

On 8.4.87 (OUT FAX 762) Cowan counter offers USD23, 104. 44
for a valume shortage of 209.090m3, '

On 9.4.87 C(IN TLX 8917) Ataka grudgingly accept USD
23,104,449,

On 9.4.87 (QUT TLX 6196) FIC tell ATAKA Wawoi Guavi will
pay by TT.

On 9.4.87 (IN FAX 746> Ataka accept and advise where to
pay. There is no evidence on file to show payment was
made

On 8.4.87 (OUT FAX 764) FIC sent a dispatch claim of
UsDz,632.64 to Marine Transport Service.

On 9.4.87 (IN FAX 747) Marine Transport Services reacted
angrily and asked the claim be dropped as the ocwner was
generous in not pursuing a deadfreight claim.

The files do not show how this aspect was resolved.

G. COMMENTS

1. Cowans general comments on the Japanese market aims
of FIC (OUT FAX 461 of £3.12.86) bear explanation
in terms of SMA policy.

2. As the shipment (as between FIC and Ataka) was on
a CNF basis the freight aspect bears consideration.’

The price originally fixed was USD 110.00 per m=®
based on one port discharge. It increased tao
USD110.50 per m® on 6.1.87 an the premises two port
discharge would involve an extra S50t freight.

Only on 7.1.87 did FIC have a neqotiable freight
price of USD 22.00 which by 9.1.87 was negotiated
at USDZ0.00. The rate is based on two port dis—
charge and the Charter party (In Fax 600 af 9.2.87)
confirms this.

The freight paid USD 129.955.02 over a shipment of
6497.751m® represents the Charter Farty rate of
exactly USD Z20.00 per m® Wawoi Guavi clearly con-
tracted with FID on an FOB basis at USD90.00 per m=
that is how they invoiced FIC on 9.3.87 and that

is how FIC accounted to them an 12.3.87.

All these arrangements are clearly documented and
vous hed.



In the result FIZ by buying FOR and selling CNF made
a prafit of USD0O.3J0 per m® because it set it's CONF
price on the premise freight would be USDO.S0 per m®
more than it turned out to be. That profit amounted
to USD 3248.87, the residual sum remaining in the
UsSD account after payment of freight.

As can be seen under E above BSF was directed to
credit that sum to Wawoil Guawi account on 6.4.87 but
seems to have credited it as E2,933.52 to FIOSs
account. What happened to this money will have to
be checked as Wawoi Guavi had no legal or moral
claim to it and Tay'’s explanation to Tom?s (Out Fax
7%4 of 6.4.87) does not withstand scrutiny. FIC has
been unable to praovide an explanatian.

Wawsi Guavi contracted to sell FOBR and got it's
contracted price. 1f there was a mistake by which
FIo profited and it wished to make an exgratia pay~
ment Ataka Timber should have been the recipient
because it suffered as a consequence of the mistake.
FIC's cash book to the time it?’s records were
produced do not seem to show any payment of this sum
by FIC to Wawoi Guavi.

1f these money were paid to Wawoi Guavi, the payment
is at best "exgratia” and at worst a
misappropriation of FIC funds. FIG has no powey to
make "exgratia" payments.

gtill on the freight guestion this shipment
illustrates FIC’s inexperience.

The legal effect of the charter party is spelt out
by the broker - CIN TLX 8660 of 26.2.871. The

awner was technically entitled to dead treight if
the load was less than 71350 m® (ie: 6%500m plus (10%4)
£50m) .  The owner did not press his rights — dead-—
freight which would bes—

Contract Guantity 7150.000m
Less Loaded

Short Loaded
Freight rate

Against this backaground FIC passed on the Wawoi
Guavi claim for despatch of uash 2,632.64 and drew
the braokers rebuking response (In Fax 747 of 9.4.87)
seeking confivmation the claim would be dropped.
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The files produced do not show how this was resolved
and it may be important because FIC only made two
further shipments and may thus have a contingent
liability for a deadfreight claim of USD13, 000,00,

In it’s kina accounting (D above) FIC retained a sum
of K1,447.54 (USD 1555.96) from the payment to

Wawoi Guavi on this shipment to meet a shortage
claim on a Dooyang Guide shipment amounting for a
vialume shortage of 22.228m. This would be due to
Sam Won Enterprise Co, (the buyer of Shipment S) but
Fark (IN TLX 8823 of 23.3.87) directs payment (not
Dooyang Line Co of Korea to whom freight was paid
but) to Central Shokai Co Ltd of Tokyo Japan to

of fset buy-ers demurrage.

FIZ payment vouchers show on 27.3.87 Farks telexed
direction was followed and under payment voucher
4752, cheque No: 036787 - a sum of Ki1404.21 plus
teleqgraphic transfe;mUSD 1856.10 in accordance with
Fark’s telex.

The vouching of this payment causes concern in that
there is only Park’s telex, there is no payment
directions from the person entitled and the payee
is not the entity to whom freight was paid.

FIC gained on the difference in conversion rates on
this aspect because it retained K1,447.54 vet paid
out a total K1419.21 making a realised

exchange profit of K28.33.

On this shipment FIC deducted commission at a rate
of only S0t/m® amounting to KE3,248.87. This is a
preferential and discriminatory rate. FlIl's
commission was reduced by additional bank charges of
FEB.70 to KE3,210.17. It made the above exchange
profit of K28.33 boosting it’s total receipt to
K328, 50, It may in addition and depending on what
happened (see comment 4 above) have made a further
profit on freight ditferential of KZ933.52

(UsDh 3248.87) —~ this would be an "accidential"
profit and if made would boost FIC's total receipts
on this shipment to K6, 172.02.
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Resolution of payment of the claim on remeasurement,
settle in the sum of USD 23, 104.44 should be checked
There were two contracts, one between Ataka Lumber
and FIC and the other between FIC and Wawoi Guavi.
If Wawoi Guavi paid Ataka timber divrect that re-~
solves claims under both contracts. If it did nat
FIC would have rights against Wawoi Guavi but would
alsa have a contingent liability to Ataka Lumber

the sum of USD.Z3, 104,44,
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APPENDIX 42.3

SHIPMENT 15

SEA DRAGON
MARCH 1987

A. HISTORY

When shipment 9 is virtually fixed and shipment 13 is being

negotiated FID raises

6.1.87

&.1.87

12.1.87

12.1.87

2.2.87

7.2.87

9.2.87

16.2.87

25.2.87

the end of February shipment.

(OUT FAX S519) FIC asks acceptance of end February
shipment and price idea.

CIN TLX B246) Ataka says will accept and indicate
price by 5.2.87

(OUT TLX 5763) FIC tell Ataka have to defer to
March - production problems.

CIN TLX 82395) ATAEA accept deferral and ask when
to submit price indication

CIN TLX 8453) Ataka ask when can arrange next
shipment - - they can accept 6000 - 6300 m® (35%
mersawa) around mid March.

CIN TLX S59313) FIC tell Ataka Wawci Gavi offers
6300m™® (35% mersawa) mid March - price idea USD
89.00/m™,

CIN TLX 8520) Ataka say they will accept and
indicate price in early March.

CIN FAX 623) Ataka ask if FOR or CNF - price
indication is USD78-79 because market for white
species is poor.

{OUT FAX 665) FIC says can fix vessel for 6000 m®
only at USDZ21.30 to give CNF price of USD 101.50
and asks Ataka'’s confirmation.

C(IN TLX 8654) Ataka tells FIC they have fixed a
vessel for €400m3,

(IN TLX B8€54) Ataka ask confirmation of SEA DRAGON
for €400m® and give locading plan. - A note says
maximum 5% white species and "FOB USDBO/m™".

CIN TLX B8684) Ataka ask FIC to confirm SEA DRAGON
today



&.3.87

&.3.87

3.3.87

12.3.87

19.3.87

19.32.87

470

COUT TLX 6054y FIC tell Ataka usnson. 0o fined on
hasis of previous shipments and excluding white
species would leave a big white stock.

(OUT FAX 632 FIC confivm 5v species would leave a
big white stock.
(OUT FAX 6932 FIC confirm 5v white species and

offer April shipment as well.

(OUT TLX 6078 FIC ask Ataka to increase L/7C for
SEA DRAGON shipment

(IN FAX 68322 Ataka confirm will increase and
entered existing L/C.

(OUT FAX 707) FIC advises Wawoi Guavi of SEA
DRAGON ETA required documents and locading order
and attaches copy of L/C amendment increasing the
credit by 1,000,000.00 to cover 10,000 m® on FOR
and CNF bases.

cOUT TLX 6102) FIC advises Ataka load is ready and
asks if can load €500m3.

CIN TLX 88032) Ataka says capacity is &500m® and
thinks may be can load that.

There is a problem with clearing this vessel even though
loading apparantly completed on 24 March and she sailed to
Daru. The problem was .with documents.

27.3.87

30.3.87

CIN FAX 725) Ataka claims a shortage of 19.344m™
(between log list and Bill of Lading. 1t says
freight averages uUsDzz. 06 (USDZ2.30 on €, 000m= and
USD19.30 on residue) and claims the FOB of USD
(80,00 - 22.06). The claim amounts to USD 1974.25

(Letter? Wawoi Guavi sends documents and its
invoice and asks for transfer of funds to its BSF
accounts.

The invoice (WET Ccooz/87) is as follows:

1424 pieces 6,500.078m® at USD 80.00 FOR =
usDs =0, 006. 24 .

(OUT TLX 6158) FIC advises Ataka shipped 1424
pieces 6514.710 m® for FOB amount of USD
=21,176.80.
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31.3.98 COUT FAX 744) FIC ask Ataka to have its bank
accept quantity discrepancies

31/3/87 CIN TLX B8876) Ataka confirm to accept
discrepancies,

B. LETTER OF CREDIT

The same letter of credit as for shipments 9 and 13

L/ 6T 951 74100 ig used. It was amended to increase
the creditly USD1, 000, 000. 00 cavering about 10, 000m>

C. NEGOTIATION

On 21/32/87 RSF receives FIC's letter of that date
withs -~

ta) draft for UspsSz1, 176.80

(b Invoice FIC/WG/3.87 for 1424 pieces 6514.710m® at
UsDh 80.00 FOR = USD S21,176.80

(o) Bills of Lading
AE 001/3.87 for 750 peices 3,343,456 m™ (Wakamatsu
discharge)
AE 002/3.87 for £74 pieces 3,171,254 m™ (Hakata
discharge)

The letter directs retenticorn of USD 1,547.52 in USD to meet

a short laden cargo claim and credit of the conver ted
balance of USD S19,629.28 ta FIC's account.

D. ACCOUNTING (KINA)

On 3/3/87 BSF gives an accounting to FIC . USD 1547.52
is held in USD as requested. The residual USD
S919,629.28 is converted to K471,062.71 Cat 1.1031).
Bank and other charges of K12%0.40 are deducted.
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The bank erronecusly shows the balafnce as K469,881.51
but corrects this by deluting 63,20 to give the
correct balance of E469,812.31.  On 6£/4/87 FIC accounts

to Wawoi Guavi along these lines

(a) Gross contract price £514.710m® at USD 80.00 = USD
521,176.80

(b)Y The gross price (at 1.1031) converts to
K472,465.60.

The converted price is divided:- 3

Bank etc charges By 1,250.40

FIC sales commission

(50c /m@=UsD 3257.35) B 2,952,911

Short laden cargo claim b 1,789.72

Amount due to Wawol Guavi b 466,465, 56
472,465, 60

The commission deduction is 50 cents US per m®@ and
cronverts ‘at the conversion rate (1.1031)

The short laden claim refers to a debit note

(obvicously Ataka Lumbers debit note — INWARD FAX 725 of
20.32.87). Atakas debit note is for uUsDi,974.28 — which
converts at 1.1031 to K178%.73. The figures thus
reconcile.

The accounting is for the total USD claim (including
the USD 1547.52 retentiand.

1t seems clear from FIO's ljetter to Wawoi Glavi and its
letter of 6/4/87 to RSP tht E366,472.56 was transferved
to Wawoi Guavis BSF account on about 6.4.87
This account for the Kina conversion and means FIC
obtained S0 cents US per m® commission. It leaves FIC
to account to Ataka for the short laden claim.

E. ACCOUNTING <USD)

The retetnion was USD 1547 .52

On 7 April 1987 FIC directed BSF to credit that sum by
letter to -its BSF account.

On the same day BSF converted Usp 1547.5%2 (at 1.1038) to
E1,401.99 and credited that sum to FIC's account.

This accounts in full for the USD retention.
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FIC RECEIPTS

FIC received commission at the rate aof USDO.S50 per m*®
on the shipment whoh amounted to USD3,257.35% and
converted to KZ,952.91. In fact the ariginal amount
credited to FIC's account was KE3,339.75 (being the
credit after bank charges of KE469,812.31 less the
amount actually paid to Wawoi Guavi of K466,472.56.

The bank charges were borne by the producer. The

di fference was due to the fact that only USD 1547.32
was retained to meet the shortage claim of USD

1974, 25,

Over the shortage claim FIC only directed BSF to retain
in USD 1547.32 which BSF did. This was credited to
FIC's bank account as E1401.99. When FIC paid ocut the
claim it paid out K1786.21 (including cable charges), a
difference of K384.22. This thus reduced FIC's actual
receipts from K3,339.75 to KZ,955.53.

FIC had to pay further bank charges on 8 April 1987
agareqating F87.52 reducing its receipts to K2,868.01.

N further divect costs are evident from the file.
COMMENTS
1. The shipment was on an FOB basis and ultimately

all the claimed funds of USD S521.176.80 found
their way into FIC's account as K471,062.71 and
k1401.99 aggreqgating K472,464.70 from which bank
charges were deducted and the producer was paid.
FIC made a short laden cargo deduction of K1789.73
(USD1,974.25) in it’s accounting to Wawoi Guavi.

Ataka Lumber pursued the claim (IN TLX 89032 of

6/4/87). 0On 14/4/87 FI(’s cash book indicates a
payment to Ataka Lumber of K1786.21 pursuant to

payment voucher 4777 and cheque No 0OZ4762.

The voucher shows payment is of K1771.21 and bank

charges of K15.00 representing payment to Ataka of
this short shipment claim in a sum of uUsbD1,974. 25,
The claim is thus paid and payment vouched.

In this case FIC paid Wawoi Guavi more than it
sought. Wawoi Guavi invoiced for 6500.078m™ - USD
G20, 006,24, FIC paid on the basis of 6514.710m® -
usD S21.176.80.
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fference is not explained by the volume
for 19.2344m® amcunting. to USD 1,974,259,

s a. minor matter and perhaps not worthy of
ism.

te of commission charged by FIC on this
nt was USDO.50 per m® — the difference in
can be seen in the conversion. The

sicon was USD3,257.35 which converted to
.31,

o receipt was reduced to K2ESE. 01 by further

harges of KB87.22 and after the receipt and
t of the shortage claim was taken into
t.

ly other aspect of concern is price. FPIC
price indication (7.2.87) of USD 89.00 -
rlier shipment was at usDnaon. 0o,

countered ¢(16.2.87) at USD 78-739 because the
species market was poor.

ire is fixed at USDBO.0OO with a maximum of
te species.

concerned that the price reduction s s
yet only a small part af the shipment was
species. The only explanation Mr Tay could
was that the market was falling at the time.



APPENDIX 43 41795
IPMENT 10

Vessel ORIENTAL BEAR
FEBRUARY, 1987

BACKGROUND

This shipment to one buyer (DONG AH ENVIRONMENTAL IND. LTD,
Korea) from two shippers LEYTRAC and BISMARK INDUSTRIES
begins with telexes in November 1986 from the Forests
Department calling for log offers pursuant to States
Purchase Option provisions.

A. HISTORY

Bismark begins with an offer to Forests Department which is
accepted for a volume of 1500m® at USDE0O.S5S0 per m® FOB.

Leytrac apparently offers 4000m™®

8.12.86 (OUT TLX 5586) FIC offers Leytrac USD 82.00/m®
flat.

9.12.86 C(IN TLX 7990) Leytrac confirms FIC's offer and
asks commission at USD2.00/m® flat.

10.12.86 <C(OUT FAX 385) FIC reconfirms 4000m® at USDS8Z.00 -
Commission USD2.00. ’

17.12.86 (OUT TLX S5640) FIC offer Park (Sung Lim Timber)
4, 000m® for 20 January shipment at FOB of
usD332, 000, 00,

23.12.86 (IN TLX 8144) Park says accept Leytrac 4 000m® and
Bismark 1500m® at USD 77.50 (G) FOB - for DONG AH
ENVIRONMENTAL.

The CNF value is USDS525,250 (freight at USD18.00)

24.12.86 (OUT TLX S5674) FIC offers to Park (Dong Ah )
S500m® at USD 525,250.00 CNF.

24.12.86 (IN TLX 8156) Park advises DAIYANG fixed for
S3500m® at USD18.00. ‘

29.12.86 (OQUT TLX S691) FIC tells Lusco DAIYANG fixed
LAYCAN 17-22 JANUARY

29.12.86 (OUT TLX 5692) FIC tells Bismark DAIYANG fixed
LAYCAN 17-22 January
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31.12.86 (OUT TLX %717) FIC tells Bismark DONG AH replaces

DAIYANG — NO ETA CHANGE.
Park is in PNG in December /January 1986/7.

13.1.87 ¢OUT TLX S5770) FIC tells Lusco - shipment

confirmed; ORIENTAL BEAR; ETA 21/1 - load Bismark
first then to Leytrac around 23/1.

13.1.87 (OUT TLX S771) FIC tells Bismark - confirmed)

ORIENTAL BEAR, ETA 21/1

13.1.87 (NO NUMBER) Parks office advise L/C established

M2027-701NU000S7 for usp 525,000 covering S500m™.

14.1.87 The letter of Credit is established.

14.1.87 C(IN TLX 8338) Bismark ask FIC for an L/C rather

than T/T.

16.1.87 (Letter) FIC assign up to uUspes, 050 of the L/C to

C.

Bismark.

There is a serious problem with the log inspector
at Bismark - IMARI TRAWA is on the spot and
reports (IN TLX 8388 of '20.1.87). This causes a
real war of words but the vessel loads on 23/24
January and the inspector issues & certificate for
433 pieces = 1%00.223 a®. The vessel proceeds to
Condor and loads Leytrac logs from 26/30 January
and the inspector issues a certificate for 1035
pieces = 4058.356m™.

LETTER OF CREDIT

The letter of credit M2027701 NU 00037 is from the
Seoul Bank, Seocul, Korea - applicant Dang Ah
Envivonmental Ind Ltd.

It is for USDS25,250 covering 8500m ® CNF Inchon.
It is a direct L./C.

NESOTIATION
i) 104 BISMARK INDUSTRIES

On 3 February 1987 BSP receives FIC's letter of that
date with

(a) draft for USD 143,271.29

(b)) Invoice FIC/B18/1-87 for 423 pieces 1%500.223 m® at
uUsD 95.50 CNF = USD 143,271.29

¢(c) Bill of Lading PK-1 for 423 pieces = 1500.223 m™.
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The letter directs retention of USD29,064.31 and credit
of the converted balance to FIC’s account.

€ii) 10B LEYTRAC

On 6 February 1987 BSP receives FIC'’s letter of that
date with

(a) draft for USD 387,572.99

(b)Y Invoice FICZ/LYT/1-87 for 4058.35%6m2 at USDI9S.50
CNF = USD 387,572.99

(c) BRill of Lading CPI-1 for 1035 pieces= 4058.356 m?3.

The letter directs retention of USD 78,569.77 and

credit of the converted balance of USD 3093,003.22 to
FIC's account.

ACCOUNTING C(KINA)

(i) 10A BISMARK INDUSTRIES

On 5/72/787 FIC faxes BSP (OUT fax 610) directing
transfer of USDB8,040.587 to Bismark Industries less
bank charges.

On 3/72/87 BSFP accounts to FIC

(a) USD 29,064.31 is retained in the US dollar
account.

(b)Y USD 88,040.58 is appropriated to BRismark
Industries and converted to K82,908.54.

(c) Bank etc charges of K924.10 are deducted from
Bismark'’s share and the residue K81.984.44 is TT
remitted to Bismark.

(d) The balance of USD 26166.40 is converted to
Kad,641.11 and credited to FIC'’s account.

On 24 January 1987 Bismark had sent its invoice (L -
061) ta FIC as follows:—

1500.223m® % USD 60.50 = USD 90,763.49

Less 3% commission usb__ 2,722.390
Balance due ugsn 88, 040,59
Bismark was TT transfervred direct - as mentiocned above

ush 88,040.58 (K82,908.54) less bank charges.

Bismark are unhappy with the bank charges and on
11.2.87 BSP give them a breakdown.
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Armed with this Bismark write to FIC on 17/2/87 in
effect saying they should only bear bank charges on the
FOB value and asking for a refund of K321.53. In the
letter Bismark get the figures right - FIC’s CNF at
UsSDI5.50 and Bismarks FOB of USD 60.50 but do not guery
the difference.

On 27.2.87 FIC write to BRismark accepting their
calculation and enclosing a cheque for K321.53.

€ii) 10B LEYTRAC
On 9.2.87 BSP accounts to FIC

(a) USD 78,56%9.77 is retained in the US dollar
account.

(b) the balance USD 309,003.22 is converted to Kina
K291.127.96

(c) bank charges of K2430.70 are deducted

(d) the resulting balance of Kz288,697.26 is credited
to FIC's account.

Apparantly documents were said to be lost and Lusco
advises (IN TLX 8458 of 2.2.87) proceeds required
urgently. Pressure for payment continues and on 7.2.87
CIN TLX S900) FIC tells Lusco payment will be made on
9.2.87. 0On 10/2/87 FIC asks BSP to telegraphic
transfer K288,697.26 to Leytracs ANZ account in Rabaul.

FIC finally accounts to Leytrac on 13.2.87 (OUT FAX
627) as follows: -

(a) FOB price to Leytrac (they agreed to USDZ.00 per
m® commission)

4058.356m™ x USD 80.00 = USD 324, 668.48
" (b)Y USD 324,668.48 converts to K305,887.02.

(c) deduct bank charges of K2430.70 giving a balance
K303,456.32 due to Leytrac.

As was indicated above K288,697.26 was TTd on about
10.2.87. The balance K14,759.06 was TT'd on 13.2.87
pursuant to FIC’s letter of that date to BSP and FIC's
cheque Nao 036711. Clearly Leytrac was angered by delay
in payment of the balance due and the way FIC handled
the transaction. (see bundle of phone messages).




ACCOUNTING (USD)

On 2.2.87 Park requests payment of ocean freight on
5558.58m™ at USD18.00 per m® of USD100,054.44 as

follows: —

(a) nett freight USD 97,553.08 to SEYANG SHIPPING CO.
LTD, Secul,.

(b) brokerage Usb 2,501.36 to NAMJEON INT. Co LTD,
SEOUL.

USD100, 054,44

As can be seen from the foregoing the USD retentions
vere

(i) 10A - Bismark USDz29, 064.31  (1500.223m®)
(iid 10B - Leytrac usn78, 569.77 (4058.356m®)

Oﬁ 17.2.87 FIC writes to BSP directing payment of
freight and brokerage as follows: -

SHIPMENT TOTAL FREIGHT BROKERAGE NET FREIGHT USD RESIDUE

10A
108

27,004,01 675.12 26, 328.89 2060, 30
73,050, 40 1826.33 71,224.07 0519.37
Usnioo,054. 4 2501.45 37,552.46 7579,67

Copies of the TT remittance instructions are on RSF's
fileg.,

The USD residues are USD 2060.30 and USD 5519.37
respectively

On 17/2/87 FIC writes to ESP directing that "service
charges” be “drawn off to pay off Mr Francis Sia’s
outstanding loan” with B.S.P."

The amounts specified include

€id) 10A - BRismark UsSD 1500.22 (Item =)
(ii) 10B - Leytrac USD _4058.35 (Item &)

UsSb 5558.57
This direction seems to have been effected by TT to RSP
Boroko on  27.2.87 of  an overall sum of USD 21,366.00,
(See Table 4 and Attachments).

The deductions so drawn off are rounded amounts at a
rate of USD 1.00 per m® on each of the part shipments.

The USD residues after these deductions

(i) 10A Bismark . Usb 5e60.08
(ii) 10B Leytrac Usb 1461.02
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These balances are drawn to FIC's attention by BSF on
20/3/87; directed by FIC to be paid to FIC's account by
letter of 6 April 1987 (FIC gets the total wrong) and
credited to FIC's account on 6/4/87 as part of an
aggregate deposit of USD11,863.02 (K10,711.53).

The credited Kina equivalents are: -

i) 10A Bismark K 505.72
€ii) 10B Leytrac K1319. 20

(See Working Table 5 Appendix 35.95)

FIC RECEIPTS

THEORETICAL

Bismark aoffered and accepted 1500m® at an FOR price of
USD &0.50 per m® with FIC receiving 34 of the total

FOB price as commission. Leytrac offered and accepted
4,000m3 at an FOBR price of USD 80.00 per m® with FIC
receiving an additional USD2.00 per m® as commission
resulting in a total FOR price of USDBZ.00 per m™.

Park offered USD77.350 (3) FOB/m® with a freight rate of
uUsD18.00 per m® making a gross CNF price of USD
93.50/m™.

Theoretically the result would be thig: -

FIC sells S500m® at USD 395.50/m® receiving USD 525,250
FIC pays freight on S300m® at USD18.00 ie USD 99,000

FIC thus receives gross FOR proceeds of usD 426, 250

FIC pays Bismark 13500 x 60.350 = UsbD 90, 750,00
FIC pays Leytrac 4000 x 80.00 = USD320, 000, 00
Usp410, 750, 00

This gives FIC receipts of USD 15,300,000 after paying
producers.

FIC pays Park his commission of USD1.0OO perm® -
Usb3,800 reducing its receipts to USD10O,000.00,

In terms of disclosure to producers FIC should receive
i) PBismark - 3% of USD3I0,750.00 = uUsp 2,722.50

€ii) Leytrac - USD 2.00 perm® over 4000m® USD 8, 000. Q0
usplo, 722,50
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Farks commission was not disclosed to the producers.
Leytracs USD8,000 is included in the USD10,000 ¢in (f)
above) but the payment of commission by Bismark would
be additional to the uUsD10, 000.

In theary then FIC privately planned to make
UsD1z2,722.50 on this shipment - that this is so is
clear from pencil calculations in FIC's files. In fact
both shippers supplied slightly more than contracted
and as expected the claimed receipts from Bismark
subsidised that claimed receipts from Leytrac.

104 BISMARE

i

Initially FIC received USDZ26, 166.40 (K24,641.11)
Bismark claimed and was paid part bank charges of
K321.53 reducing FIC's receipts to K24,319.58. On 6
April 1987 FIC obtained the USD residue of USDSE0, 08
(E505.72) boosting its receipts to K24,825,30,

10B _~ LEYTRAC

Initially FIC received k288,697.26 after deduction of
bank charges. FIC initially paid Leytrac the whole
K288,697.26 it received. The ultimate balance due and
payable to Leytrac after deducting bank charges and FIC
commission was K303,456,.32.

FIC paid the balance kK14,759.06 giving a deficit in
that sum.

On 6 April 1987 FIC obtained the USD residue of
USD1461.02 (K1319.20) reducing its deficit to
K13, 439.86.

When one applies the Rismark receipts against the
Leytrac deficit (K24,313.98 ~ K13,439.86) FIC had nett
receipts of K10,879.72. There would be direct costg
attributable to IMARI TRAWA being present at loading.

COMMENTS:

i. This shipment tends to illustrate how a shipment
to a buyer which consists of part shipments from
different producers must be treated as a whale.

On the face of the part shipments it appears
Bismark lost and Leytrac gained but examinaticon
does not support this.
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Superficiallys
ca) As to Bismark

FIC obtained a grass FOB price of USD 77.50
per m® (with freight at USD18.00 giving a CNF
price of USD95. 50 per m®).

FIC paid Bismark only USDEO.D0 per m® and
Park USD1.00 per m® aggregating usnel1.50 per
m>.

FIC thus, it would appear on the surface made
a massive undisclosed profit of Usni17.00
perm® at Rismarks expense of which it paid
Park USD1.00 perm® and on top of that
deducted 3% commission (USD1.815 perm®) from
Biemarks price reducing Rismark’s its nett
receipt to UsSDs8. 685 per m@.

(by As_to Leytrac

FIC obtained a agross FORB of USD77.50 per m®
(with freight at UsSD18.00 giving a CNF price
of USDIS.50 per m®).

FIC paid Leytrac UsSD80. 00 per m®; Fark
USD1.00 per m® and itsel f USDZ.00 per m®
agaregating usps3. 00 per m®-

FIC thus, it woud be said, made its usDz2. 00
per m® and subsidised the price to Leytrac by
UsSDz.S0per m®. and subsidised the price ta
Leytrac by usDz.50 per m® and subsidised
Parks commission of uUsDL. 00 per m@.

In fairness it must be said such a super ficial analysis
does not stand scrutiny and ignores the fact that some
producers have better resources and thus obtain better
prices than others. Twa port shipments can be
considered separately and assessed and an average price
for the two can be arrived at which does not reflect
the value or worth attributed to each the two parts.

In this case it can be seen from the
history:—

(a) FBismarks 13500m® was of fered
separately and attracted a qross
price of USDEL.S0 with a gross
price to producer of USD60.30.
(Parks commission is the
difference)
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(b)Y Leytracs 4000m® was offered
separately and attracted a gross
price of USD 83.00 with a nett
price to producer of USD80.00,
(Parks commission is the difference
plus FIC’s USD2.00 per m@).

(c) the two parcels agagregating S5500m=
were offered together and Fark
of fered USD77.50 (gross) per m*.

If one does the calculations (as FIC did in its pencil
caculations) they are in theory:-

1. BISMAREK 1300 % 61.30
2. LEYTRAC 4000 x 83.00

usDp  9z,250.00
Usb 332, 000, 00
UspD 424, 250,00
uUsb 426,250.00

in

3. AGGEREGATE 353500 x 77.50

The difference is USD 2,000.00 and that is the
difference referred to in the analysis in F above
(between USD10,000 and USDS8, 000)

Fut in other terms FIC planned in addition to its
commission of 3% from Bismark and USDZ.00 per m® from
Leytrac to make an undisclosed profit of uspz, 000, 00
from averaging and to pay Fark his undisclosed
commission of USD1.00 per m® on the shipment. The
propriety of these undisclosed aspects is questionable.

This shipment was sold by FIC on a CNF basis. Freight
and brokerage were paid as dirvected by Park and the
freight and brokerage rates appear (subject to what is
said below) very reasonable. The freight was paid to a
Eorean shipper and brokerage to Namjeon. A Copy
charter party and invoices would vouch the payments but
neither appear to be on file.

Parks sales charge of USD1.00 per m® is reascnable as
it is clear he was the agent and found the buyer. Its
payment to pay off Francis Sias loan is examined
separately.

From the producers point of view the commissicons paid
(disclosed and undisclosed) are in aggregate high.
Bismark paid 3% of nett FOR plus USD1.00 per m® which
on a price of USDE1.350/m® amounts to USDZ.B15/m® ar
4.577%4 of USD61.50.
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Leytrac paid a total USD3.00 per m® (USDZ.00 to FIC and
USD 1.00 to Park) on a gross FOB price of USD83.00
which is 3.615%. It is not known whether Leytrac paid
additional commission to its agent Lusco - Lusco’s
marketing tables indicate it did not.

The shipment illustrates the animosities and
suspicions which FIC marketing aroused:

o—

FIC alleging Bismark was loading "rubbish" for FIC
supported to an extent by Mr Trawa'’s inspection
and the log inspectors attitude as well as FIC
trying to enlist support from the Department of
Forests.

Bismark alleging FIC caused problems with changes
in vessels - the changes may have caused doubts
and concerns but in fact the ETA remained almost
the same.

Lusco complaining about delay in payment with
justification and about the amount of bank
charges.

Bismark complaining about bank charges and having
FIC agree to bear part of the charges

Bismark making it gquite clear it "knew" FIC
obtained a CUNF price of USD395.50 and paid Bismark
an FOB price of USDE0.S50 but not saying it knew a
freight differential of UsD3%. 00 per m® was
ridiculous.

10
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SHIPMENT 11

VESSEL MARIA PILLAR
FEBRUARY, 1987

A. HISTORY

The commencement of this shipment is somewhat vague. It
seems to commence with specification of a S000 m®
shipment on Travelodge paper which is presumably

relayed by telephone to Park in Korea.

11.12.86 (IN TLX 80z0) Park says discussing at USD 65
(B) + asks FIC price

12.12.86 (OUT TLX S608) Tay says shipper will accept
USD67.00 FOB but expect increase for reqgul ar
rosewood.

12.12.86 <OUT TLX S5609) FIC confirms purchase of 5000 m® at
UsSDe7.00 less FIC commission of 3% of FOR.
Regular rosewood rider is added.

12.12.86 (IN TLX B085) Park asks if USDE7.00 is nett
or gross and if can reduce to 4,500m=,

19.12.86 (IN TLX 8124) Constantinou asks for a review -~
other buyers offering USD72.00.

22.12.86 (OUT TLX S5665) FIC suggests better price but
asks species and diameter.

There are obviously telephone conversations when it

seems quite clear rosewood isg dropped ocut of the

original proposed shipment with rosewood to be offered

(with Angus rosewocod) to a separate buyer Hr Shing Wood Co.
Ltd of Taiwan.

22,12.86 (IN TLX B137) Park offers USDES (G) + asks if
4,300 or 5000 ma,

23.12.86 (IN TLX B141) Park advises Maria Pillar
available at USD19.00 for Taiwan and uspDi18. 00
for Korea.

23.12.86 (OUT TLX S671) Tay asks Park who to address
cable of fer to.

23.12.86 C(IN TLX 8147) Park answers Kolon, S000 m® for
usbD415, 000,00,
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This is clearly one offer for Angus and Amazon Bay and
becomes part shipments 11A and 11B.

24.12.86 (OUT TLX S5673) FIC offers Kolon “«c/-Park)
5, 000m® for USD 415,400 CNF .

24.12.86 (Written Contract) FIC contracts with Amazon
Bay to purchase 35500m® at FOB prices of
USD150.00 for rosewood and USDE4.00 for other
species and FIC's commission rate is fixed at
3% of FOB value.

It is quite clear that at this stage FIC controlled Angus
mar keting. Clearly the price for rosewood was reckoned at
USD170.00 CNF with freight reckoned at UsD20.00. 0On other
species the price was USDES to the buyer and USDE4.00 to the
producer with Park getting UsSD1.00 per m™.

30.12.86 Ho Shing Wood Co Ltd establish L/C 6QF2/02330
for USD255,000.00 covering 1500m® of rosewood at
USD170.00 per m® CNF Taiwan.

The vessel Excelsior 2 is fixed but not confirmed

14.1.87 Samsung Co Ltd establish L/C M2701 - 701 NU
00057 for USD 410,100 covering about 5100 m®
CNF Korea.

15.1.87 (OUT TLX 5794) FIC advise Amazon Bay MARIA
PILLAR substituted for EXCELSIOR 2.

Between 19.1.87 and 27.1.87 the vessel loads at Amazon Bay
and from 28.1.87 to 30.1.87 she loads at Millport Harbour.
Bills of Lading (confirmed by log lists etc) show the
following loadingj -

B/L FICO1 1495 pieces 4786.639 m™® (CNF
Inchon — notify Samsung)

B/L FICOZ 264 pieces 458.621 m® (CNF Taichung
- notify Ho Shing Wood)

B/L FICO3 119 pieces 346.731 m® (CNF Taichung
- notify Ho Shing Wood)

2.2.87 (IN TLX 8464) Park advises FIC to pay freight
on Korean cargo of 4804.639 m® and Taiwan
cargo of 805.352 m® as follows: -

A) TAIWAN 805.352 x USD19.00 = USD15,301.69

a) Pay brokerage UsSD 2382.54 to Namjeon Int. Korea
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b) Pay nett freight USD14919.15 to Gemini Lines Inc.
Tokyo.

USD15301.69

B) KOREA 4804.639 x USD 18 = USD B6,483.50

a) Pay brokerage usp 2,162.09 to Namjeon Int. Korea
b) Pay nett freight USD 84,321.41 to Shinsei Kogyo Co.
Ltd, Tokyao
Usb B6 483.%50

Between 4 and 6 February the negotiations against the
two L/C's are made and these are dealt with below.

20.2.87 C(IN TLX 8617) Ho Shing Wood particularises a short
laden claim

Angus - 7 pieces for 26.912m=
Amazon Bay - 34 pieces for 69.405m>
41 106.317

23.2.87 C(IN TLX 8638) Park advises a short laden claim for
Korean cargo of 24 pieces

24.2.87 (OUT TLX 6006) FIC tells Amazon Bay of Korean
claim

10.3.87 (CIN TLX 8735) Ho Shing asks for answer on 41
Ppiece shortage claim within two (2) days.

10.3.87 (OUT TLX 6085) FIC ask Ho Shing for despatched log
limt,

B. LETTER OF CREDIT

There are three part shipments against two letters of credit
being:

(i) L/C 6QF2/02330 from Chan Hwa Commercial Bank Ltd,
Taiwan ~ applicant Mo Shing Wood Co. It is for
USD255, 000 covering 1500 m® of rosewood at
USD170.00 per m® CNF Taiwan. This is a direct L/C.

It covers Part shipments

11A of 458.621 m™ shipped from Amazon Ray
11B of 346.731 m® shipped from Anqus.

(ii) L/C M2701-701 NUOOOS7 from Westpac Bank Seoul
Korea - applicant Samsung Co. Ltd. It is for
USD410,100.00 covering S100 m® CNF Inchon. This
is a direct L/C.

3
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It covers port shipment 11T of 4786.639 m® shipped from
Amazon Bay.

C. NEGOTIATION
(i) L/C 60F2/02330 - Amazon Ray to Ho Shing Wood -~ 11A
On 5/2/87 FIC writes to BSP enclosing

(a) draft for USD77,965.57
(b)) Inveoice FIC/ARS/2-87 for
458.621 m® at USD170.00 CNF = USD77,965.57
(z) Bill of lading FIC 02 for 264 pieces = 458.621 m”

The letter as amended in pen directs retention of USD9172-42
in USD and credit of the balance USD6E8,793.15 converted to
kina into FIC'’s account.

(ii) L/CBOF2/02330 - Angus to Ho Shing Wood - 11B.
On 6/2/87 BSP receives FIC's letter enclosing

(a) draft for USDSB,944.27
(b)Y Invoice FIC/ANGUS/2-87 for
346.731 m® at USD170.00 CNF = USDS8,944,27
(c) Bill of Lading FIC 03 for 119 pieces = 346.731m%.

The letter directs retention of USD 6934.62 in USD and
credit of the balance USD 52,009.65 converted to kina
into FIC’s account.

iii?» L/C M2701 - 701 NUQQOS7 - Amazon Bay to Samsung - 11C
On 6/2/87 BSP receives FIC's letter enclosing

(ay draft for USD 397,291.10

(b)) Invoice FIC/ABS/1-87 for
1495 pieces 4786.639m® at USDB3.00 CNF =
usp3s7, 291.10

(c) Bill of Lading FIC 01 for 1495 pieces = 4785.639
ma

The letter directs retention of USD90,3946.14 in USD and
credit of the balance USD 306,344.96 converted to kina into
FIC's accaunt.

D. ACCOUNTING (KINA)

Shipments 11A and 11C from Amazon Bay are dealt with
first and Shipment 11B from Angus later.




189

1) SHIPMENT 11A ~ Amazon Bay to Ho Shing Wood
BSP accounted to FIC on 9/2/87 as follows:—

(a) USD9172.42 was held in USD,

(b) the balance USD 68,793.15 was converted to
K64,673.45

(c) bank charges of K488.45 were deducted and
K64, 185.00 was credited to FIC’s account.

37 SHIPMENT 11C - Amazon Bay to Samsung
BSF accounted to FIC on 9.2.87 as follows:—~

(a) USD 90,946.14 was held in USD

(b) the balance USD306,344.96 was converted to
K288,623.47

(c) bank charges of K2485.20 were deducted and
K286, 138.27 credited to FIC?’s account.

These two part shipments must be considered together and
show the absolute confusion of FIC's record system.

A search of

1. Amazon Bay Company file

2. FIC shipment files 3, 14 and 34

3. FIC "Exports" file ‘

4. FIC "Shipping” file

S. FIC Bank file

6. FIC Inward and OQutward telex and facsimile
files. :

Fails to locate any written accounting by FIC to
Amazon Bay.

All that can be found on FIC’s general file for
BSP is a carbon copy letter from FIC to BSP dated
10.2.87 asking BSP to debit FIC’s account and TT
K350,323.27 to Amazon Bay’s PNGEBC account.

When one tries to trace this payment into the
cashbook there is no specific entry for this
payment. What one does find among the last
entries for the month of February 1987 which are
the entries made in the cash book from Bank
statements is an entry Feb 10 B/S Log Sales V/N
II11 B/S 639,040.53

What that clearly means is that on 10/2/87 there
appears a debit of K6392,040.53 in the bank
statements for which there has been no entry made
in the cashbook. The debit is entered from the
bank pass sheets.
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This is absolutely amazing - it means that between
10/2/87 and the end of the month FIC's cashbook
did not show a debit entry of K639,040.53. No
business could possibly be run successfully with
such an irresponsible and inefficient keeping of
records.

From the file an shipment 10 and a perusal of the
cashbook it could be fairly surmised that the
initial payment to Leytrac where TT of K288,697.26
was requested by letter dated 10/2/87 payment is
part of this debit entry of K&639,040.53.

If one adds these two letter requested TT's

Amazon Bay K350, 323.27
Leytrac K288,697.26

K6393,020.953

The difference is only K20.00 which is probably
charges on the TT's at the standard rate of K10.00
each. This surmise has been verified by TT
records kept by BSP . and produced to the Inquiry.
Thus one can proceed.

The question is how the sum of K350,323.27
transferred to Amazon Bay was calculated and the
answer seems reasonably clear from BGP's
negotiations on shipments 11A and 11C.

uUsb GROSS KINA CONVT BNK CHGS KINA NETT

UsD 68,793.15 K 64 £73.45 K 488.45 K 64,185.00
USD306,344.96 K288,623.47 K2485. 20 K286,138.27
UsD375,138.11 K353,296.92 K2,973.65 K350,323.27

Shipment 11A was of 458.621 m® of rosewood where
FIC contracted to pay Amazon Bay USD 150.00 per m™
FOB. The price was thus 458.621 x 150 = USD
68,793.15 ie the US gross above. Shipment 11C was
of 4786.639 m® of other species where FIc
contracted to pay Amazcon Bay uspe4d.00 per m™® FOB.
The price was thus 4786.639 = USD 306, 344.896 ie
the gross above if one accepts a discrepancy of =3
cents.

In short then FIC directed BSP on these two part
shipments to bring into PNG and convert to Kina
only the agreed FOB price it had contracted to pay
Amazon Bay. -
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After conversion to Kina and deduction of bank
charges there was a kina balance of K340, 323.27
which is the exact amount transferred on 10.2.87
to Amazon Bay.

SHIPMENT 11B ~ ANGUS TO HO SHING WOOoD.
BSP accounted to FIC on 9/72/87 as follows: -

(a) USD 6,934.82 was held in USD.

(b) the balance USD 52,009.65 was converted to
K43, 000, 98.

(c) bank charges of K413.05 were deducted and
K48,587.93 credited to FIC'’s account.

There is no statement of account in usual form

given by FIC to Angus for this shipment but it

must be recalled that at this time FIC was not

only doing marketing for Angus but managing its
finances. There is a statement consistent with
this function dated 12.2.87 which gives, inter

alia, an accounting for this part shipment.

The part shipment was simply of 346.731 m® of
rosewood and it seems clear the FOB price was
USD1S0.00 per m®., The Price was 346.731 m® x 150
= UBD 52,009.65.

This is the exact amount brought into FIC's bank
account and converted to K49,000.98. After bank
charges of K413.05 were deducted the nett kina
receipt was K48,587.93. This is the sum FIC
brings to account in its 12.2.87 statement to
Angus as a credit item.

(a) & debit said to be carried forward from a
statement of 6/2/87 of K11,539.91

(b) a credit resulting from change from cheque No
036651 of 9/2/87 of K233.93.

The result is a 9.2.87 credit balance of
K37,087.95 (wrongly typed). From this debits
agaregating K37,040.39 are deducted leaving a
balance of K47.56



The debits are:-—

i)
ii)
iii)
iv)

FIC cheque 036709 K10, 000,00

FIC cheque 036710 K25, 239.36

FIC levy 400 a™ x 0.215 K 86. 00

FIC commission 3.3% on

FOB of K49.000.98 K __1715.03
. K37,040.39

To vouch and verify the accounting all items must be
vouched and verified and the position is as follows:-

<al

(b)

The opening debit balance of K11,539.91 will
have to be separately verified. The
accounting for shipment 6B was in a statement
of 9.1.87 which carried forward a credit
balance aof K62,535.44 following FIC's cheque
No 036636 to Angus on 9.1.87.

Relevant statements will have to be located.

FIC’s cheque 036651 was drawn according to
FIC's cashbook for cash in the sum of
K294.75. Payment voucher 4624 under which
the cheque was raised has evidence of payment
of K169.75 for food and vouched payment of
K90.07 for drinks and serviettes aggregating
K249.82. The additions are correctly added
to K253.82 and the difference correctly
calculated at K34.93. An extra KS5.00 is
added into the 12.2.87 statement.

i)} the Cashbook shows cheques 036703 and

1i)} 036710 drawn to Angus (PNG) Pty Limited

for sums respectively of K10,000.00 and
K25,239.36. The payment vouchers are
4675 and 4676 and show both chegques paid
to Angus (PNG) Pty Limited respectively
for

(i) wages and salaries for fortnight
ended 6.2.87 .

(ii) in part payment of staff and camp
wages due and current wages and in
payment of Hotel Davara Account of
KZ421.50

The vouching of the Hotel Davara Account
is non existent. The cheque for

K10, 000,00 may have been cashed and this
will need to be checked as there is a
cash breakup behind the payment voucher.
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iii) The FIC levy payment is small and
it needs to be explained why the
levy was on 400 m® when only
346.731 m® was shipped.

iv) The FIC commission rate is
correctly calculated.

Sub ject to these aspects and to establishing the
balance in credit of K47.56 (or if ad justment is made
for the error  (b) above of kd42.56) was paid to

Angus there has been a full accounting for the kina
funds in respect of part shipment 11R. ‘

The reconciling of moneys paid to and an account of
Angus has not been undertaken as it does seem within
the terms of reference.

E. ACCOUNT ING

i? 11A3
ii) 11B} The amounts respectively retained in USD
iiid 113 were

11A USD 9,172.42

118 USD_ 6,934.62
uUsb 16,107.04

11C USD 90,946. 14
UsSD107,053.18

On 17 February 1987 FIC writes to BS5F a single letter
dealing with payment of freight on this shipment which
directs the amounts payable on each part shipment.

The freight to Taiwan is USD 19.00 per m® and to Korea
is USD18.00 per m=

The calculaticons have all been checked and are as
followss ~

Shipment USD Retention Valume Gross Freight USD USD Residue

11A G, 172,42 458.621 8713.79 458.63
11R 6,934.63 346.731 6587. 688 346.74
11 20,946, 14 4786, 639 86153. 50 4,786.64

USD107,053.18 USDS591.991m™ UsD1o1,461.17  USDS, 592,01

The gross  freight on shipments 11A and 11B is paid as
follows:
Shipment Nett freight Brokeraqge Gross freight

11A 8,495, 95 217.84 8713.79
11R B, 423. 19 164.69 6587.88

Usb 14,9193.14 UsD38z.53 UsD15,301.67
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The combined nett freight of USD 14,9319.14 was TT remitted
to GEMINI LINES CO of Tokyo on 18.2.87.

The combined brokerage of USD 382.33 was TT remitted to
NAMJIEON INTERNATIONAL CO. LTD of Secul on 18.2.87

Copies of the telex instructions are on BSP's files. The
brokerage rate is 2,24 of the gross freight. The gross
freight on shipment 11C is paid as to USD 84,033.42 to
SHINSIE KOGYD Co.lTD of Tokyo on 18.2.87 by TT and the
brokerage of UsSD2126.08 was TT remitted to NAMJEON
INTERNATIONAL 20 LTD of Seocul on 18.2.87. Copies of the
telex instructions are on BSP's files. The brokerage rate
is 2, % of the gross freight.

As can be seen from the above the residues of the USD
account after payment of freight and brokerage were:

Shipment 11A usp 458.63
Shipment 11RB usp 346.74
Shipment 11C usD 4786.64

Clearly this relates to volume and is USD1.00O per m® on each
part of the port shipment.

As to part shipment 11C it is clear from pricor events Park
negotiated a gross price with a cushion of USD1.0O per m®
as his commission.

On 27 February 1987 FIC wrote to BSF directing that various
"service charges" which had been retained "be drawn off to
pay aff Mr Francis Sia ocutstanding loan” with BSP.

Item 5 of the letter refers to USD4786.64 residue on part
shipment 11C which is part of the aggregate USDZ1,366.00
dealt with in the letter. Notes suggest the total was TT'd
to BSF Boroko on 27.2.87.

(See Working Table 4 Appendix 35.4)

The residues on part shipments 11A and 11R were drawn to
FIC'’s attention by BSF by letter of 20 March 1987.

On 6 April 1987 FIC (gets the figure wrong) but writes to
BSP directing credit to its account.

On 6 April 1987 BSF credits a total USD 11,863.02
(B10,711.83) to FIC's account. The kina equivalents are

i1A Ush 458.63 = K414.11
11B Uusp 346.74 = K313.08

(See Table 3 and Attachments)
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(1) 11A} These two part shipments to different

(3> 11CY purchasers from Amazon Bay are conveniently
dealt with together. As can be seen under D
above the whole of the funds brought into
FIC's account initially were, after deduction
of negotiation bank etc charges, paid to the
producer. Under its written contract with
Amazon Bay FIC was entitled to 3% of the FOB
value as commission.

The amount due is as follows:

Fart ship Contracted FOR USD Contracted FOB (Convt) 3% Comm.

11A usp e8,793.15 KE4,673.45 K. 1940,20
11 USD306, 344. 96 K288,623.47 K__8658.70

K10,598. 90

FIC thus had a contract entitlement of K10,598.30 which it
did not deduct. It must be ascertained whether FIC received
this sum and if it did not then that must be exwplained.

As can be seen under E above there was a differential
between the price initially converted plus freight on the
one hand and the gross CNF on the other hand of USD1.00 per
m® which was not disclosed to the producer.

On shipment 11A this amount USD 458.63 was drawn off the USD
account on &/4/87 and deposited to FIC'’s account on the same
day as Ka14.11 - Park played no part in this sale.

On shipment 110 this amount USD4786.64 was clearly S8SJ Parks
sales commission and was used to pay off Francis Sia loan
pursuant to letter of 27.2.87. FIC's total receipt was thus
Ka414.11 on shipments 11A and 11C. Aqgainst this FIC had to
pay additional bank charges: -

11A usp  85.00 K80.61
11 usp 14.93 ki4.19
usp  99.93 K34, 80

When these are deducted FIC’s result was

11A Feceipts of K3332.50
11 Deficit of E 14,19

When one adds the cost of the 10.2.87 TT’'s the result

is
11aA E323.50 Feceipts
11 Eo24.19 Deficit

11A + 112 KE239.31 Feceipts

11
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11B.

As can be seen under D above FIC deducted its 3*.2%
commission of K1715.03.

As can be seen under E above the di fferential of
undisclosed profit at USD1.00 per m® amounting to USD
146,74 was drawn of f the USD account on 6.4.87 and
deposited in FIC's account on that day as k313.08.
This boosted FIC’s receipts to K2028.11.

Against this additional bank charges of USD 45.00
(K42.26) were debited by BSP reducing FIC'’s receipts to
K1985.85

COMMENTS

This shipment again illustrates the hopeless nature of
FIC's records and accounting systems and more
impaortantly the consequences that inevitably flow from
sloppiness and incompetence in these areas.

(a) A search of all apparently relevant records fails
to disclose any written accounting to Amazon Ray
Sawmills on part shipments 11A and 11C.

(b) Amazon Bay Sawmills was paid, not by cheque
entered in FIC’s cashbook but, by a letter of
direction to BSF requesting telegraphic transfer
of funds. Search disclosed that on the same day
(10.2.87) another like letter was sent requesting
telegraphic transfer of funds to Leytrac on
shipment 10B. The two payments plus transfer fees
aggregated K&39,040.53.

There is no cashbook entry, even though the
payments were made on 10.2.87 until the end of the
month when payments of this magnitude are entered
as debits in the cashbook from the bank pass
sheets.

This is an amazing, disgraceful state of affairs,
no trading or other business could be successfully
run with such an inefficient and irresponsible
"systemp” of accounting and bookkeeping.

12
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2. Sooner or later it was inevitable FIC's sloppiness
could have financial repercussions. On shipments 11A
and 11C there was a written contract between FIC and
Amazon Bay Sawmills entitling FIC to commission at the
rate of 3% of the FOBR price. That commission (based on
the prices disclosed to Amazon Bay Sawmills) amounts to
K10,598.70. Payment of the full FOB price was made to
Amazon Bay Sawmills without any deduction of Commission
and FIC only received the gross undisclosed margin of
Usb 1.00 per m3 on shipment 11A. On shipment 11C the
undisclosed margin was paid to 8 J Park as his usual
commission. Park did arrange the sale and the rate is
reasonable.

FIC has a clear entitlement based on a written contract
to claim K10,598.70 from Amazon Ray Sawmills.

It seems FIC's records and systems are so bad that nao
claim as been made and the amount should in the absence
of good reasons be included as “receivable”.

3. FIC's rate of commission to Angus (PNG) of 3 /5% of
disclosed FOB plus an undisclosed USD 1.00 per m® is
very high. On shipment 11A and 11C the rate of 3% plus
an undisclosed USD 1.00 per m® (the latter being paid
to Park on shipment 110) is also very high.

4. ta) Ho Shing Wood (buyer on shipments 11A and 11B) has
made and pressed a shortage claim as follows (the
CNF price was USD 170.00 per m®),

PART PIECES VOL UME AMOUNT
11A <(Angus) 7 26.912 m® usp 4,575.04
118 CABSC) 34 69.405 m® usp 11,758.85

usp 16,373.89

(b)» Samsung Co, (buyer on shipment 110) has made and
pressed a shortage claim for 24 pieces which has
not been quantified.

It seems that apart from advising Amazon Bay FIC has done
nothing and it is understood has used it's “éemporary
suspension” of marketing activities to delay dealing with
these claims.

Clearly the buyers have right against FIC as the seller to
them. FIZ may have recovery rights against Angus (FM3) and
Amazon Bay. The amounts involved are significant and FIC is
at real contingent leqgal risk. It’s recovery rights should
be assessed and an appropriate provision made against it'’s
exposure. It would probably have to pay on a CNF basis and
would probably only be able to recover on an FOR basis.

13
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Though some analysis has been done the comments on
shipment 6B regarding Angus (FNG) and & thor ough
seqregated accounting check apply equally here.

As is usual on FIC's CNF shipments, it would seem
payment of freiaght and brokerage would not be able to
be vouched from FIC records to the standard required
for audit purposes.
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APPENDIX 495

SHIPMENT 12

VESSEL  DOOYANG GUIDE
FERBRUARY 1387

On the face of matters this is a complex shipment (see
Working Table 1 Appendix 35.1).

On analysis it involves these elements:

€1y Shipment by Laki Trading to Eagon 1240
€2y Shipment by Santa to Oriental Chemical
-  from Vailala C12R)
- from Namatanai €120

(3 Shipment to Samsung

- by Santa from Namatanai C1ED)
- by SBLLC C12E)
(4 Shipment to Sam Chang by SBLC C12F)

Analysis proceeds separately in that general ordev by
producer :



APPENDIX 45.1

PART SHIPMENT 12A - Producer Laki Trading

BACKGROUND: The Laki Trading Group is a diverse
group which it seems was involved in sawmilling and
which was publicised as taking over Sabusa Sawmills.
The company was cperating on Native Timber

Authorities (NTA).

If that is so it was contrary to Forest Policy for it to
export logs and FIC’s involvement causes serious concern.
Messrs Jim M<Pherson and Dennis Hilditch — stronaly
invelved in M<Dui's efforts to export TA logs figured
prominently as employees of Laki. (See Final Report on
McDui 2.

A-‘

HISTORY

In about November 1986 Laki was seeking offers of
3,000m™ December and 3,000 m® January/February
shipments. FIC offered 3,000m® December ta Fark.

8.12.86 C(IN TLX 7978) Park says Eagon awaiting
confirmation of Laki 3000m® and Bismark
1500m® and alsa asks for more.

9.12.86 (OUT TLX 5556) FIC says Bismark saold but
trying for 6000m® from Laki at Usp 72.00
nett. Asks for price.

11.12.86 C(IN TLX 8009) Park says Eagon accept usb73
excluding spondias

16.12.86 <(OUT TLX S629) FIC confirms 6000m® at
USD73(GE); advise vessel.

15.12.86 (OUT TLX S5628) FIC formatted offer to Park
(Eagon) 6000m™® at USD438,000 FOB. Between
15 and 22 December there is a sales
agreement Laki to FIC after debate about
increasing price because of quality. Laki
makes the contract conditional on all
necessary approvals as it is against
Forestry Policy to export logs taken from
NTA . FIC obtains the necessary approvals
and the the export license.

27.12.86 C(IN TLX 81662 Park is working on Dooyang
Guide for varying rates and asks FIC to
confirm on Japan freight.
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There is apparantly a communication not by telex ar
fax.

31.12.86 C(IN TLX 8198) Park fixes Dooyang Guide and
asks for a CNF cable offer to Eagon of
6,000m™ at USD 540, 000,

The earlier (15,12.86) offer was calculated at .
USD73.00 FOR and this request is at USD90.00 CNF so
freight can be inferred at USD17.00,

30.12.86 (OUT TLX 5702 FIC Ennfirm to Laki Dooyang
Guide fixed ETA 12/13 Jan

31.12.86 (DUT TLX S715) FIC give Park (Eagon)
formatted offer 6000m® for UsDS40, 000 CNF,

5.1.87 (IN TLX 8227) Park says Eagon inspector’s
concerned about log age and quality

6.1.87 CIN TLX 8249) Park conveys Eagon complaint
on log age + quality.

The vessel is scheduled to arrive 13 January. There
is an ongoing argument about quality and reject
logs. The complaint seems to be logs are "“old" and
that portion the buyer complains about - he also
seeks to reject a high proportion. The ship is
stopped from loading. This leads to offers and
caounter offers over price.

An inspection is carried out by Messrs Trawa and
Touba (DOF) who say 1938m™ are fresh; 1163m™
aold and 1414 m™® are rejects.

17.1.87 (OUT FAX 563) FIC says buyer offers
USD65.00 for 1938m® and USD 32.00 for
1163m=,

There is a protracted argument resulting
eventually in Laki introducing their lawyers
who rewrite the original agreement between Laki and FIC.

20.1.87 (IN FAX 539) The agreement is faxed to FIC
and covers 3,000m® of specified logs for a
price of USDS8.00 FOB with all other
claims released; the clause entitling FIC
to commission at 3% is among those
deleted.

21.1.87 (OUT TLX 5844) FIC confirm to Eagon the
arrangement to take 1938m® fresh cut and
1163m™ old logs at a CNF price of USD
76/m® and asks for L/C to be established.

1)
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23.1.87 CIN TLX 8415) Park advises L/C established
MO 612701 NU 00025 for 3100 m® at
uspzso,000. Asks confirm price is USD76.

23.1.87 (IN TLX 8414) Eagon advise FIC details of
L/C.

24.1.87 The L/C is received via Eagon in USA

26.1.87 CIN FAX 551) BSF faxes L/C to FIC

2.2.87 (OUT FAX 601) FIC say some reject logs
loaded and ask for tally sheet and
meeting.

2.2.87 (IN TLX 8462) Park asks for loaded

quantity talks of big demurrage claim and
asks FIC to deduct demurrage when
negotiate L/C.

3.2.87 CIN TLX 8462) Laki say will give tally
sheet on complete load taday.

3.2.87 (OUT FAX 608) FIC say 48 logs 1932.636m2
wvere rejects and were loaded. Buyer

proposes reduce price BY USDS5.00 to USD
54.00; deduct from B/L quantity so it
shows 751 pieces 2710.687m@. If not
unload and deduct freight.

3.2.87 The ships Statement of Fact shows 2903.323
m® loaded between 13 January and 3
February.

5.2.87 (IN FAX 590) Park sends the lay days

statement and asks FIC remit USD33,493.05
demurrage; advise if errors.

7.2.87 (OUT FAX 615) FIC send this on to Laki for
checking.
9.2.87 CIN FAX 598) Laki trading send to FIC:-—

(al Invoice

2708.430m= at USDS8.00 uspi1s57,088.26
194.893 m@®(rejects) at uUsDS4 . 00 usp 10,524.22

2903.323 usbp167,613.16
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(h) Demurrage letter

Laki confirm the lay day statement; admit
liability for USD13,493.10 demurrage and say
the residual USD19,999.95 is FIC’s
responsibility

9.2.87

10.2.87

11.2.87

13.2.87

17.2.87

30.3.87

30.3.87

30.3.87

30.3.87

FIC negotiate the claim on the L/C.
BSP account to FIC for L/0C negotiation

C(IN TLX 8545) Park follows up on freight
and asks about demurrage.

(OUT FAX 629) FIC accounts to Laki

C(IN TLX 8584) Park advises on various
treight payments and as to this one
advises: ~

(a) Gross freight 2903.323 m® x USD 17.00
= USD43, 356.49

(b) Pay nett freight USD 48,122.58 to
DOOYANG LINE 0O, Korea

(c) Pay brokerage USD 1,233.91 to NAMJEON
INTERNATIONAL - Korea

(letter) FIC receives Parks letter of

19/3/87 with full demurrage detail from
Dooyang LIne and asks settle UsD33, 493. 05.

CIN FAX 729) Park says should urgently
remit USD18,408.33 as provisional
demurrage payment;if not owner will stop
discharging at Inchon and this will result
in more demurrage at FIC'’s account.

CIN TLX 8863) Namjecn say Inchon discharge
will not commence till demurrage and dead
freight paid.

Trawa takes a telephone message from Park
who says provisional demurrage must be
paid today. Balance will be paid "by
adjustment of 3% sales comwission of FIC
when FIC makes its next shipment on any of
Dooyang Line vessels". He asks Tay to
advise by phone.

Tay, in evidence acknowledged that further
money was payable by FIC but was unable to
satisfactorily explain how FIC was going
to arrange payment.



31.3.87 (memo) Tay directs K. Ako to TT
UsDi18,408.33 to CENTRAL SHOKAI CO. LTD for
demurrage.

LETTER OF CREDIT

The original letter of credit MO612-701 NU 00025 was
established by kKorea Exchange Bank. First
Interstate Bank of Washington (USA) transfers
USD250, 000.00 Of that L/C at the request of Eagon
Forest Products Inc (USA) in favour of FIC. The
transfer covers 3100m® CNF Inchon.

.The notify party is Eagon Industrial Co Ltd and a

certificate of inspection is required from the
representative of Eagon.

The same system is used by Eagon as for shipment
3,7A, 7B and again the L/C is established at the
last minute. This structure admits the prospect of
transfer pricing.

NEGOTIATION

On 9/2/87 FIC write to BSP regarding the
negotiation. The documents are an absolutely
incompetent mess so they requirvre some description.

(a) The letter itself specifies a draft amount of
usbile7,613.12.

This is clearly wrong as the body of the letter
directs that USDS52,259.81 be retained in USD
and that the remaining USD167,613.12 less bank
charges be credited to FIC's account.

(b) The draft itself is typed as drawn for
UsDni167,613.12 and pencil altered to the corrvect
sum of USDZ19,872.98

(z) The invoice (copy on FIC file) FIC/LK1/71/87
which itself has ervors shows how the mistakes

are made.

It covers CNF

Pieces [ g Price USD
751 7208.430 76.00 usDpzo05, 840. 68
48 194,893 72.00 UsD_14, 032, 30

usbzia,872.38
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It then has a sectian at the bottom:-~

Gross invoice value Usb 219,872.93
Less freight at USD18.00/m® Usb _52,259.81
Nett invoice value usb 167,613.12

There are typed ervors within the invoice; the
frieght rate is wrong (it includes Park’s
commission) but it tends to explain errors in
other documents.

The person who Prepared the documents either

did not understand the transaction or did not
know how to prepare the documents correctly.

What one sees is a mess.

ACCOUNTING (KINA)

Despite all these all these errors BSP manages to
correct matters and accounts for its negotiation by

credit note on 10.2.87: -

(a) USD 52,259.81 is retained in USD

(b> USD 167,613.17 is converted to K157,634.88

(c)  bank charges of K1376.15 are deducted

(d) the balance K156,258.73 is credited to FIC?'s
account.

On 13.2.87 (OUT FAX 629) FIC accounts to Laki. The
aross price payable is as shown in Laki’s invoice of
9.2.87 namely USD 167,613.17 ~ which is precisely
the amount converted to Kina.

From this FIC deducts the demurrage accepted by Laki
of USD13,493.10 to give a balance of UsSD1S54, 120,06.

This balance is converted to Ki144,945,.03; bank
charges of K1376.15 are deducted and there is a
balance due to Laki of K143,568.88. This paid tao
L.aki by FIC cheque No 036715 pursuant to payment
vaucher 4681 on 13.2.87. .

In the result then Laki Trading received the agreed
FOB price less total bank charges and the part of
the demurrage claim accepted by Laki.

The demurrage allaowance of USD13,493.10 (at the
applicable rate of 1.06833) converts to K12.689.83.
The difference between the amount credited to FIC's
account (after bank charges) of K156,258.73 and
amount actually paid to Laki of K143,568.88 ig Kiz,
689.85.
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The figures reconcile (subject to a two toea
discrepancy). The Kl12,689.85 is the amount actually
retained by FIC in its bank account.

ACCOUNTING (USD)

The amcunt retained in USD was USD 32,259.81. As is
clear from the note at the bottom of FIC?’s invoice
this is a rate of USD18.00 per m® over the shipment
valume.

It is clear the freight was said to be USD17.00 and
clear from early negotiations Park was to get
UsSD1.00 per m® as commission

Parks direction (IN TLX 8584 of 17.2.87) quantifies
gross freight and directs payment of nett freight
and brokerage.

By separate letters of direction dated 24.2.87 FIC
directs BSP to pay.

(a) USD 48,122.58 to DOOYANG LINE CO. LTD, Korea
(b)) USD1233.91 to NAMJEON INTERNATIONAL CO. LTD,
Korea

The payments are in the amounts and paid to the
persons and accounts specified in Parks telex of
17.2.87 (IN TLX 8584) Copies of the TT remittance
instructions are on BSP files.

-These payments leave a residue of USDZ,903.32 in the

UsSh account.

On 27 February, 1987 FIC directs BSF that variocus
"gervice charges" be "drawn off to pay aff Mr
Francis Sias outstanding loan" with BSF. They
include (item 3) the residue of USD2,903.32 which
forms part of the total USD21,366.00 so directed to
be paid and apparantly paid on 27.2.87.

(See Working Table 4 Item 3 Appendix 35.4)
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FI1C RECEIPTS

The original contract between FIC and Laki (see IN
FAX 459 of 22/12/86) provided by clause 8 that FIC
obtain commission at 3% of the FOB value. When the
agreement was amended (see IN FAX 539 of 20.1.87)
clause 8 was deleted so FIC was to receive no
commission. This is what in fact occurred. As
indicated under D above FIC received into its
account the amount Laki agreed to contribute to
demurrage ~ USD13,493.10 - which after the minor two
toea discrepancy amounted to F12,689.85. As
different exchange rates apply this analysis
proceeds in kina.

Though the converted proceeds on this part shipment
wvere credited to FIC's account on 10.2.87 and FIC
accounted to Laki on 13.2.87 and despite requests
FIC did nothing about paying the demurrage for which
it was ciearly liable until 30.3.87 and then under
circumstances where the shipowner threatened to
merely "lay to" and not discharge cargo at Inchon
unless payment was made.

Even then only USD18,408.33 of the full amcunt of
USD33,493.05 was paid - short by USD1S, 084.72.

FIC's cashbook shows that on 31.3.87 cheque No
036792 for K16,867.02 was drawn pursuant to payment
voucher 4757. It is payable to BSP and debited as
to K25.00 to bank charges and as to F16,842.02 to
log sales. The documents supparting the payment
voucher show this was in payment of demurrage
details being: -

UsD 18,408.33 at 1.0930 = K16, 842,02
Cable charges 25. 00
K16,867.02

At this stage FIC's kina receipts of K12,689.85 have
been offset by this payment of K16,867,02 and FIC’s
loss amounts to K4177.17.

Additional bank charges of K20.00 are debited to
FIC's account increasing the actual loss to
Ka4197.17.

9
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The lay day statement has been accepted as accurate
by Laki and FIC accepted it. It follows )
axiomatically that demurrage is calculable in a sum
certain and calculated at USD33,493.05.

This is unpaid to the extent of USD1S5,084.72 and
liability seems quite clear.

In addition to its actual lass, FIC should make
provision for a contingent liability to pay Dooyang
l.ine the balance demurrage of USD15,084.72. tand
see below).

Additional direct costs were incurred in
inspection of the cargo.

COMMENTS
Comments on the shipment as a whole appear at
Schedule 45,4,

10



Appendix 45.2

2. PART SHIPMENTS 12B, 12C, 12D - Santa Investments

BACKGROUND Santa Investments was at this time
cperating as contractor to Ahia Development in the
Vailala District of Gulf Province and as contractor
to Sopathin Development in the Namatanai District of
New Ireland Province. As will be seen it apparently
offered 4,000 m® from each of the concession areas.
One aspect to note is that this shipment appears to
have been arranged in the most haphazard and

sloppy way and indeed it seems clear the delays at
Laki Trading (Shipment 12A) worked to FIC's
advantage; enabling it to hurriedly organising the
balance cargo. Even this deadfreight and large
demurrage claims arose.

HISTORY

27.12.86 (IN TLX 8166) Park arranges Dooyang Guide
for Angus (3-4,000m®) Laki (6000m®) and
‘ Kumusi (3000m®) or Vailala (4000m™).
29.12.86 (OUT TLX 5616) FIC offer 2500m® NAMATANAI
-~ 80%Z Dillenia

31.12.86 (IN TLX 8198) Park suggests Dooyang Guide
Laki (6,000m™) Vailala (4000m™®) Amazon Bay
(5, 000m™)

This is interesting as the total is 15,000m® and
that is clearly the chartered volume.

There are obviously telephone discussions because of
the paucity of telexes and faxes.

6.1.87 (OUT TLX 5736) FIC asks for NAMATANAI
offer - Kumusi may not be able to load on
Dooyang Guide and may have to ship
Namatanai.

6.1.87 . Santa Produces a Summary of shipment of
2588.576m>.
8.1.87 (OUT TLX 5745) FIC offers SAMSUNG half of

Stettin Bay 6000m®

11
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9.1.87

12.1.87

13.1.87

510

CIN TLX 9.1.87) Park says approaching
confirmation on Namatanai at USD 55.00 (G)
but buyer only wants 2000m®, Namatanai -
will add on to S8SBLC L/C.

Park is in PNG at this time and his
presence may well explain the lack of
telex communications.

Also it seems the loading rotation was
going to be Vailala, Bootless Bay then NGI
but Santa didn’t have enough stock so
Bootless Bay loaded first.

COUT TLX 5769) Park notes SUNG LIM
confirmed 2000m™.

(OUT TLX S772) Park tells his office
Vailala 4000m® should be loaded on Dooyang
Guide; hope CHUNG KOO take; dont commit
before my indication.

This is the very day Dooyang Guide was ETA for
Laki’s logs — the sale for its next loading port has
not even been closed.

14.1.87

15.1.87

15.1.87

15.1.87

15.1.87

15.1.87

OUT TLX 5783) Park aaks his office to
confirm Vailala 4000m® with Chungkoo but
not to work the vessel.

(OUT TLX 5789) Park asks if Vailala
confirmed or not and says will be loaded
on Dooyang Guide.

CIN TLX 8341) Parks office say Vailala
confirmed with Chungkoo and asks to
confirm i f Dooyang Guide is Laki
(2-3,000m®) Vailala (4000m®) Kimbe - SBLC
(6000Mm™®) Namatanai (2000m=)

C(IN TLX 8343) Park's office ask details
for Chungkoo L/C and how to arrange Eagon
L/C (for Laki)d.

COUT TLX 5798) FIC made formatted of fer to
Parks office (Changkoo Lumber) for Vailala
- 4000m™ at USD340,000 CNF — a CNF unit
coverage of USDE85/m™.

(OUT TLX S5799) Park tells his office
Vailala formatted of fer soon, Dooyang
Guide will load Laki (4000m®) Vailala
(4000m™®) Kimbe (6000m™)

12



16.1.87

18.1.87

5l

(IN TLX 8354) Parks office ask for amended
offer for SUNGLIM 2000m® — from Namatanai.

Park sends through Santa - Inspection
report on Vailala and species breakdown
for Namatanai.

This begins what becomes a problem — the inspector
argues about log length and this leads to attempts
to reduce the price on Vailala logs.

19.1.87

20.1.87

20.1.87

20.1.87

21.1.87

21.1.87

(IN TLX 8363) FIC is told by Forests they
will recommend against FIC's application
to export Vailala 4000m® as exports are
suspended for non compliance with permit
conditions.

(OUT TLX 5830) Park asks office to tell
Chungkoo must accept if 8 m long.

(IN 8383) Parks office talk of Park asking
Chungkoo for good report and Chungkoo want
maximum 10% Pink Satinwoocd asks if
Namatanai original contract stands -
UsD72.00 CNF. ’

OUT 5832) Park says maybe more than 10%
PS; says Namatanai not changed and
confirms USD 72.00 CNF.

(OUT TLX 5834) FIC cable for increase USD
144,000,000 for freight to cover NAMATANAI

(IN TLX 8403) Parks office tell him

-Chungkoo dont want to make Vailala

shipment - length is main.complaint.

Clearly at this stage the Inspector knows the
position including shipping and knows the postion he
is in to pressure a price reduction.

22.1.87

22.1.87

(OUT TLX 5848) FIC tell Parks office
Chungkoc have no grounds to reject a
confirmed of fer and asks to impress this.

C(IN TLX 8410) Parks office say Samsung
will increase L/C tomorrow USD144,000
about 2000 m® (this covers Namatanai
2000m™> at USD72.00 CNF); on Vailala he
says Chungkoo want Vailala price down on
pretext of poor length—quotes inspectors
report and offers USD77.00 CNF.

13
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Thére is obviously some desparate talking to Korea
at this time.

23.1.87

23.1.87

24.1.87

24.1.87

26.1.87

26.1.87

28.1.87
2.2.87
2.2.87

4.2.87

4.2.87

COUT TLX 58353) FIC confirm after varieus
telephone calls that the originally
offered price for Vailala is confirmed -
uspes. 00 CNF and ask that the L/C be
established .

(In TLX 8419) Parks Office say USD85.00
confirmed if 65-70% regular diameter;
average length 9.5 m and pink satinwood
maximum S%.

(OUT TLX S5857) FIC confirm all ceonditions
and ask L/C details.

CIN TLX 8421) Parks office say Chungkoo
want to adjust price before negotiation of
L/C. If conditions not met and thus will
amend L/C to provide for an Inspectors
Certificate

CIN TLX 8422) Carpenters tell FIC Dooyang
Guide will complete Laki loading 27/1;
still not confirmed Vailala is next port;
ask advise of ports and rotation

CIN TLX 8426) Parks office — Chungkoo want
guarantee to adjust price before

negotatiation if conditions not met; they
will open L/C on receiving this quarantee.

C(IN FAX 558) Santa ask far details from
FIC.

(IN TLX 8461) Park thanks Cowan and
Maraleu and assures devotion.

(IN TLX 8469) Park tells FIC he heard
Dooyang Guide may not be cleared at
Vailala for non payment of export duty on
prior ship.

(IN TLX 8484) Park asks amend 21.1.87 TLX
5843 to increase quantity by 2000 m™ (thise
is for old Namatanai logs)

CIN TLX 848%5) Park says buyer has finally
accepted to load 1400m™ balance from
Namatanaij believe accepted same price as
Vailala.

14



5.2.87

5.2.87

5.2.87

5.2.87

o513

(IN TLX 8488) Park says heard from Santa
they want to load 1400m™® balance from
Namatani; believe accepted same price as
Vailala.

(IN TLX 8490) Park says Inspector of
Chungkoo is OK now and Vailala is OK -~
offset by better logs from Namatanai.

(CIN TLX 8496) Park advises Chungkoo L/C
M6701702 NUQ0299 opened today for 4000m®
at USD340,000 CNF from Vailala and
Namatanai.

(IN TLX 8497) Park telexes document
requirements for Vailala/Namatanai and
asks for revised offer for Namatanai old
stock by increasing (CNF) value USD144,000
for 2000 m® being freight at USD17/m®™.

From and including 4.2.87 to 7.2.87 the vessel loads
2588.576 m® at Vailala. The ship was thus loading
before the L/C was opened. 1f there had not been a
delay at Laki there would have been very serious

problems.

9.2.87

9.2.87

(OUT TLX S5917) FIC, in response to a
letter from Customs, confirms duties owed
by Santa will be deducted and paid pay by
FIC.

C(IN TLX 8521) Park says owner agreed to
deduct only FOB value of 117.942 m® reject
logs but freight on total should be paid;
CNF price is thus (2588.576 x USD 85 .00
minus 117.942 x USD 66=) USD 212,244.79.

Freight position.

(a) 2588.576 m® x USD19 = USD49, 182.94 49, 282.94
(b) 8VC for DAI HWA 2588.576 x USD1.00= 2,988.57

S51,771.51
Nett to FIC after these deductions is
160,473.28
He asks the freight be sent, as discussed,
to his HONG KONG bank. This is most
irregular. The freight rate of USD19.00
is greater than the true rate and the
question remains/why pay Park and why pay
in Hong Kong?
10.2.87 (IN FAX 606) FIC receive L/C from BSP -

Oriental Chemical USD340,000.00 for 4000m®

15
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It is known Oriental is always the L/C opener for
Chungkeoo. By 10.2.87 the vessel has already
completed locading at Vailala and has not only sailed
for but arrived at RASARIK in New Ireland Province
and tendered notice of readiness to load.

On 11.2.87 there are still problems with the L/C and
Park faxes a copy (IN FAX 611)

12.2.87 CIN TLX 8552) The L/C for Samsung is
amended to cover the volume from Namatanai

13.2.87 (IN TLX 8554) The export Permit for
Namatanai in granted for 3500 m® and Santa
advised (OUT TLX 5932 of 13.2.87)

13.2.87 (IN TLX 8560) Santa ask when can expect
Vailala payment.

13.2.87 (IN TLX 8567) Park asks for quantities to
be loaded from Namatanai and loading
points for Kimbe (SBLC)

15.2.87 CIN TLX 8570) FIC. advised cargo loading
completed 15/2 but Inspector hasn’t signed
inspection certificates.

Between 11.2.87 and 15.2.87 the vessel loaded at
Namatanai and there were sericus problems.

The Master required an indeminity to issue Bills of
Lading based on shippers counts, a hatch was damaged
in loading; the Inspector required deduction for
defects in some logs and the Inspector wouldn’t
issue inspection certificates. It seems clear the
following were loaded.

VAILALA 897 pieces 2588.576 m® for discharge at
Kunsani RASARIK 340 pieces 1268.827 m™ for
discharge at Kunsan; RASARIK 471 pieces 1828.417 m®
for discharge at Busan.

15.2.87 Santa Invoice No 001/87 for 340 pieces
1268.827 m® at USD64 = USD81, 204.93

16
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16.2.87 (OUT TLX 3938) FIC say to Reober Laurie
Carpenter — has a message — loading
completed and buyer’s inspector refuses to
sign Inspection Certificate which is
required for bank negotiaton, Ask ocur Mr
AOPO to press for signature but if
Inspector will not, clear vessel to Buluma
and advise AOPD to return to POM.

16.2.87 CIN FAX 622) SBanta authorises FIC to
deduct and pay export duty for NAMATANAI

16.2.87 (OUT TLX 5942) FIC advises Park 3,097.244
loaded at Namatanai and advises SBLC
loading points.

16.2.87 (OUT FAX 5946) FIC guarantee to pay
Ki4,399.60 export duty from the L/C.
Vessel can be held at SBLC if necessary.

16.2.87 Santa Invoice No 002/87 for 471 pieces
1828.417 m™ at USDS4=USD98,734.52. The
vessel was delayed for 1 day to complete
documents for Customs clearance.

17.2.87 Santa sends Sopathin invoice S1 02/87 as

follows:
471 pieces 1828.417 m® (old stock) at 52.00
(old stock) at USD 52.000 UsSD95,077.68

340 pieces 1268.827 m® at USD 64.00 = USDB1.204.93
UsSD176.282.16

The latter figure checks with Santa’s earlier
invoice of 15.2.87. The former figure is USD2.00/m?®
less than Santa’s earlier invoice of 16.2.87.

18.2.87 CIN FAX 629) SBLC faxes Inspectors
certificate for NAMATANAI loadings

18.2.87 (In TLX 8602) Park says buyer (Oriental
for Changkoo) wants a decrease of USD2.00
per m® for L/C quantity due to reject
logs. Value of rejects is 117.942 m™® at
USD 66.00 = USD7,784.17. 1If reduce
UsSD2.00 is 3587.403m® at USD2.00 =
Usb7,714.81. Park asks if suggestion is
acceptable.

18.2.87 C(IN TLX 8603) Park says buyer has amended
L/C to decrease unit price by USD2.00/m™.
Asks if can amend documents (presented for
negotiation of L/c¢)
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19.2.87 (OUT FAX 6350) FIC sent telexes to Santa
and ask for advices.

19.2.87 (IN FAX 6395) Santa asks immediate
negotiation of L/C and payment of proceeds

It seems clearléanta has a liquidity problem and
needs cash.

19.2.87 FIC writes to B8P to negotiate for VAILALA
loading

20.2.87 (IN TLX 8622) Park says Chungkoo confirm
will cancel L/C amendment after
confirmation on reject compensation at
Namatanai. Hold negotiation till Mr Kim
arrives tomorrow.

20.2.87 (IN FAX 636) Park tells Santa J T Kim
signed to FIC. 8Santa copies to Cowan.

20,.2.87 (NOT NUMBERED) 8Santa says price agreed
based on USD66,deduct USDZ2.00 to give
USDE4.00; Parks commission through FIC is
UsD1.00 or if direct USDZ.00 - therefore
it is USD1.00; from this we have to pay
FIC besides Park — nett balance will be
ours.,

There are pencil notes on this fax.
20.2.87 (IN FAX 637) 8B8anta asks for proceeds.

21.2.87 FIC writes to BSP to negotiate for
NAMATANAI loading 1268.827m%,

21.2.87 FIC writes to BSP to negotiate for
NAMATANAI loading 1828.417 m®.

23.2.87 OUT TLX 5974) FIC tells Park SIA agrees
negotiate at USD2.00 reduction

24.2.87 BSP accounts for Vailala 2588.576m™
BSP accounts for Namatanai 1268.827m®
24.2.87 FIC accounts to Santa for Vailala

24.2.87 (In FAX 663) Santa authority to pay
K30,959.37 to Ahia Dev. is confirmed.
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24,.2.87 C(IN TLX 8648) Park directs on freight for
Vailala 2588.576 m® and Namatanai 1268.827
m:n
(a) freight is 3857.403 m® x USD19.00 =
UsD73. 230, 66
(b FPay Nett freight USD73,390.66 —~ Dcocayang Line to
Korea Brokerage uUsb 1,687.61 - Namjeon Int,
Korea Additional Commission USD 3,857.40 - § J
Park, Korea
25.2.87 (letter) FIC pays Customs duty on 32 part
shipments from Vailala totalling
K28, 735, 44.
25.2.87 FIC accounts to Sopathin for Namatanai
1268.827 m=
26.2.87 BSF accounts for Namatanai 1828.417m*2
27.2.87 (letter) FIC enclose cheque to Customs for
Namatanai Kid4,399.60
2.3.87 (Letter) Customs complain export duty not
paid. ’
4.3.87 COUT TLX 6061) FIC advise customs paid
2.3.87 and give details.
6.3.87 (IN TLX 8712) Park advises freight for

Namatani 1828.417m® at USD17.00 is
UsSD31,083.09 with nett freight
UsD30, 306.01 and brokerage USD777.08.

LETTER OF CREDIT

al

FPart shipments 12B and 12C were both made under
the same letter credit - L/C M&E701-702 NUOO299
which is from Lloyds Bank FPLC, Secul, Korea -
applicant Oriental Chemical Industry Co Ltd
Korea. The L/C was originally for USD340,000
to cover about 4,000 m® at USD8I.00 per m® CNF.

The L/C was amended - as shown above — to
reduce the cover to USD320,164.45 for
3857.403m™® at USDB3.00 per m® CNF.

The L/C requires an inspection certificate from
and log lists to be sent to Chungkoo Industrial
Co Ltd.

19
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This, in the Commissions experience, is
standard practice for Chungkoo — its L/C is
always opened through Oriental Chemical.

(b) Part shipment 12D was made under L/C BSN 876002
-~ which is from Hong Kong and Shanghai Banking
Corporation, Busan Korea - applicant Samsung Co
Ltd. of Busan, kKorea. The L/C originally was
for USD 267,000 cavering 3,000 m® with the
price split into USD216,000 for logs and
USDS1,000.00 for freight at USD17.00 per m®.
The original L/C was to cover a part shipment
of 3000 m® from SBLC (Part shipment 12F). The
buyer then agreed to take 2000 m® from
Mamatanai and the L/C was amended to increase
the value by USD144,000 to USD411,000 with the
value split into USD326,000 for logs (up
UsSD110,000) and USD 85,000 for freight (up USD
34,000) at USD17.00 per m®.

NEGOTIATION

1 Part Shipment 12R

Initiatlly FIC’s letter of 19.2.87 was wrong and was
corrected by a subsitute letter of the same date
(received 23 February 1987)

The first letter showed a claim of USD 220,028.96
with a direction to retain USDS59,537.25 in USD and
credit USD160,491.71 to FIC’s account. As is seen
later the L/C amendment prevented pursuit of this.

The second letter referred to the following
documents said to have been hand delivered on
17.2.87:—

(a) draft for USD 214,851.81

(b) Invoice FIC/SANT/1-87 for 897 pieces 2588.576
m® at USD 83.00 CNF = USD 214,851.81.

(c?» Bill of Lading VAL 1 for 897 pieces = 20588.576
m>,

This letter directs retentiocn of USD 54,360.10 in
UsSDh and credit of the balance USD160,491.71 to FIC's
account. ‘

20
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2 Part Shipment 12C

On 21.2.87 FIC wrote to BSP (such letter being
marked received 23.2.87) enclosing

(a) draft for USD 105,312.64

(b)Y Invoice FIC/030 for
340 pieces 1268.827 m® at USD 83.00 CNF = USD
105,312.64.

(c) Bill of Lading NA.OI for 340 pieces = 1268.827
m3,

The letter directs retention of USD 26,645.37 in USD

and credit of the balance USD 78,667.27 to FIC's
account.

3. Part Shipment 12D

On 21.2.87 FIC wrote to BSP (such letter being
marked received 23.2.87) enclosing

(a) draft for USD 131,646.02

(b) Invoice FIC - 021 for
471 pieces 1828.417 m® at USD 72.00 CNF =
uUsbD131,646.02

(c) Bill of Lading NA.02 for 471 pieces =
1828.417m=.

The letter directs retention of USD32,911.50 in USD
and credit of USD 98,734.52 to FIC's account.

ACCOUNTING (KINA)
1. Part Shipment 12B -~ Vailala

Clearly from the histary FIC arranged this sale at
USD 85.00 CNF and after arguments that price was
confirmed on 23.1.87 on certain conditions. From
the history and terms of the L/C that CNF price was
premised on a freight rate of USD17.00 per m®.

It seems that 117.942m® of the loaded quantity of
2588.576 were reject logs and from Parks telex of
3.2.87 CIN TLX 8521) it was said the buyer wanted
a deduction from the FOR price of those logs — said
to be USDEE.OO per m™.
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On the figures in Park’'s telex freight is said to be
USD13.00 payable over the whole shipment 12B and
Park asks for it to be paid not to the shipowner but
to Park's account in Hong Kong — "as discussed”.
This appears highly irregular -~ the propasal is that
the deduction be made from the FOR price of USD66. 00
per m® and that an extra USD2.00 per m® above the
true freight rate be remitted to Park in Hong Kong
"as discussed". According to Park’s telex of
18.2.87 (IN TLX 860) the buyer then seeks to reduce
the whole price over shipments 12ZB and 120 by
UsbDz. 00 per m® to cover the rejects and on Parks
figures that is preferable.

Before anything could be done that is exactly what
the buyer unilaterally did - he amended the L/C to
reduce the CNF price and the log price by USD2.00
per m= to USDB83.00 per m® CNF - the freight
component remained USD17 per m3.

The main clue to the arrangement with Santa appears
from the faxsimile of 20.2.87. That fax says the
arrangement was based on USD 66/m® with a deduction
of USD Z.00 per m® to give USDE4.00 per m®. They
say if Park sold direct he would get USD2.00 per m®
but if through FIC then USD1.00 per m™.

When one looks at the notes on this fax there are
margins of USDZ2.00 per m® and freight is shown at
UsD19.00 (not USD17.00).,

The price to Santa is shown at either USDE4 or
usbDez. 00,

It seems quite clear that two margins each of
UsSpz2.00 had been built in - the FOR price used was
UsDEE. 00 per m® from the buyer and USDGE4.00 to
Santa and the freight of USD17.00 was inflated to
uUsSD13. 00,

The fact of the rejects being shipped and the action
of the buyer in amending the L/C interfered with
this. In this context the initial letter and claim
of FIC is revelatory.

The initial claim was USD220,028.96 ie for
2588.376m3 at a unit rate of USD 85.00 per m®- CNF.
0f this it was directed that USDI160,491.71 be
converted (1e USD 62.00 per m®) leaving USD
93,537.25 in USD (ie USD 23.00 per m3),.
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The amendement of the L/C prevented this and in the
result the claim was for USD214,851.81 ie at a unit
rate of USDB3.00 per m® CNF with the same amount of
UsD160,491.71 being converted (USD &2.00 per m®)
leaving only USD 54,360.10 in USD (ie UsSD21.00 per
m=),

On 24.2.87 BSP accounts to FIC by credit note:-

(a) USD 54,360.10 is retained in USD.

(b) the residual USD160,491.71 is converted to
K150,994,.17.

(c) bank charges of K1366.30 are deducted.

(d) the balance K149,627.87 is credited to FIC’s
account.

(I am unable to locate any invoice from Santa or
from Ahia on this part shipment).

On 24.2.87 FIC accounts to Santa
(a) the contract price is said to be

2588.576 m® at USD 62.00 = USD160,491.71
(b)) the price converts to K150,994.17
(c) bank etc charges of K1366.30 are deducted
(d) FIC commission of K4529.82 is deducted.
After these deductions the balance is K145, 098,05
That balance is then split in this way:-

i Export duty on 3 shipments

back to Dec, 13986 K 28,735.44

ii)» Ahia Development K 30,959.37
iii) FIC levies on 3 shipments

back to Dec. 1986 K 1,866.66

iv) Santa Investments K 73,536.58

k145,098, 05

The levies would be retained by FIC and the FIC
cashbook shows the other payments made as follows: -~

i? Cheque 036732 Chief Collector of Customs
K38, 735. 44-payment voucher 4696

iid Cheque 036725 - Ahia Development K30,953.37 -
payment voucher 4705,

(iii) Cheque 036724 — Sopathin Dev. Corp K73,536.5%8
payment voucher 4692.
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The FIZ letter and cashbook are a mess at this time
but the accounting is there. The payment to
Sopathin can be explained as Santa was using a
Sopathin bank account about this time to avoid
moneys being seized under a Judgement. The payment
of export duty and to Ahia Develcocpment were
authorised and deduction of FIC levies is
reasonable.

2. Part Shipment 12C - Namatanai new logs

From Parks tlexes of 4.2.87 (IN TLX 84835) and 5.2.87
(IN TLX 8488) this part shipment was on the same
basis as for Vailala. The history and observations
above are thus relevant to this part shipment.

Here however the L/C amendment was known when the
claim was first presented.

The claim was USD105,312.64 ie for 1268.827 m™® at
usD83.00 per m®. O0Of this USD 78,667.27 was
converted (USD 62.0078 per m®) and USD 26,645.37
(USD21.00 per m?®) was retained in USD.

This parallels exactly what happened in rleation to
part shipment 12B.

Santa originally invoiced this part shipment at
uUsDe4.00 (on 15/2/87) and then Sopathin again
invoices it (17.2.87) at the same price.

On 24.2.87 BSF accounts to FIC by credit note:-

fa) USD26,645.37 is retained in USD

(b)) the residual USD 78,667.50 is converted to
K73,872.92

(c) bank charges of K&94.85 are deducted

(d) the balance K73,178.06 is credited to FIC's
account.

On 25.2.87 FIC accounts to Sopathin Devel opment.

(a) the contract price is said to be 1268.827 m® at
usbez2.00 = USD 78,667.27

(b)Y the price converts to K73,87Z.91
() bank charges of KE94.83 are deducted.
(dy) FIC commission of K2216.18 is deducted.
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After these deductions the balance is K70,961.868.
The balance is then split in this ways —

i) Export duty K 6,561.87
ii) FIC levy K 272.80
iii) Sopathin Develapment. Ke4,127.21

K70,961 .88

The export duty of K6,561.87 together with the duty
on part shipment 12D of K7837.73 aggregating
K14,399.60 were paid, according to FIC'’s cashbook by
FIC's cheque No 036742 - Collector of Customs
K14,3939.60 -~ payment voucher 4707,

The levy would be retained by FIC. According to
FIC's cashbook cheque No 036730 - Sopathin
Development Corporation K&4,127.21 —~ was drawn on
25.2.87 pursuant to payment voucher 4694. The
payment of export duty was authorised and deduction
of FIC levies is reasanable.

3. Part Shipment 12D -~ Namatanai old logs.

Parks original FOB price on this part shipment was
quoted C(IN TLX 9.1.87) as USD S5.00 (G) for 2,000 m™
to be added on to SBLC's L/C. The CNF price is
confirmed on 20.1.87 at USD72.00 (see IN TLX 8383
and OUT TLX S5832).

The L/C is clearly to cover 2000 m? at usbD72.00 and
is increased by exactly UsSD144,000.00. The
arrangement is specific in 5.2.87 in TLX 8497,

On 16.2.87 Santa invoices the 18728.417m® actually
shipped to FIC at USD S4.00 or for Uspa8, 734.52.

When Sopathin invoices on 17.2.87 the unit price has
reduced to USD S2.00 for USD 95.077.68.

On 26.2.87 BSP accounts to FIC by credit note:-

(a) U8BD32,911.50 is retained in USD

(b) the residual USD 98,734.52 is converted to
K92,612.81.

(c) bank charges of K887.15 are deducted.

(d) the balance USD 91,725.06 is credited to FIC’s
account.

(These is an error and discrepancy of 60t in the
last calculation by the Bank).
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The claimed amount USD 105,312.64 represents a CNF
unit rate rate of USD72.00; the retention sum
represents a unit rate of USD 18.00 and the
converted sum represents a unit rate of USDS4.00.

On 27.2.87 FIC accounts to Sopathin.

(a) the contract price is said to be
K1828.417 m® at USDS4.00 = uUsDa8, 734.52

(b)Y the price converts to K9z2,612.81

(c) bank charges of K887.15 are deducted

(d) FIC's commission of K2778.38 is deducted.

After these deductions the balance is K88,947.28.
The balance is split in this way:~—

Export duty K 7837.73
FIC levy K 393.11
"Our advance to National FProvident Fund" Ki11,740.31
iv) Sopathin Development K68,976.13

K88,947. 28

The export duty was paid as shown under shipment 12C
above. The levy would be retained by FIC

FIC's cashbook shows cheque NO 036735 - Sopathin
Development Corp. K 68,976.13 was drawn on 27.2.87
pursuant to payment voucher 46993.

[t was not possible to locate in FIC?'s cashbook an
entry or entries regarding an advance of Kil1,740.30.
As indicated above the cashbook is a mess between
17.2.87 and 25.2.87 with cheques entered out of
order; payment voucher 4688 apparently omitted; no
entry for cheque 036723; cheque 036725 entered at
the end of the month and cheque 036726 entered as an
after thought after the entries from the bank pass
sheets are entered.

The deduction of K11,740.31 is explained and
accounted for.

ACCOUNTING (<USD)

E-
1.

PART _SHIPMENT 12B)

2.

PART_SHIPMENT 12C)

The USD retentions for these part shipments from
Santa to Oriental Chemical (Chungkoo) are
dealt with together.

The retention funds, as indicated above, were USD
54,360.10 and USD 26,645.37 respectively aggregating
usngst, 005.47.



As was seen above on each part shipment this
represented a rate of USD21.00 per m® on the part
shipments of 2588.576 m® and 1268.827 m> aggregating
3857.403.

After Park’s initial direction (IN TLX 8521 of
9.2.87) on part shipment 12B fails he tries again on
the combined volume in his telex of 24.2.87 C(IN TLX
8648)

On 25/2/87 FIC writes to BSP its (cne for both part
shipments) letter directing payments as follows; -

i)  USD &7,745.65 ~ DODYANG LINE €O, KOREA

ii) USD 1,687.61 - NAMJEON INTERNATIONAL, KOREA

iiid USD _3,857.40 - PARK SOON JOO, KOREA
73,290.66

These payments accord exactly with Parks telex of
24.2.87 (IN TLX 8468) and are made to the bank
accounts specified in that telex - copy
instruction telexes are on BSP’s files.

The amount paid to Park represents a

rounded (to the nearest cent) rate of

USD1.00 per m® aver the aggregate volume
shipped. The aggregate paid to Dooyang

Line and Namjeon of USD 69,433. 26

represents a unit freight rate of exactly
USD18.00 over the shipment volume of
3857.403m>.

Parks telex is transparently dishonest - the freight
rate is not USD19.00 and using that figure is a
guise to transfer funds to Park - which he describes
himself not as brokerage but as "ADD COMM" - :
additional commission.

When one looks at the facts the position is clear.
Initially Park suggested (IN TLX 8166 of 27.17.86)
freight for Vailala at USD17.S0. If freight on the
agagregate 3857.403 was USD17.50 gross freight would
be USD&7, 504, 55; brokerage at 2.5% on a freight

rate of USD17.50 is exactly what was paid to Nam jeon
- the broker. If this be the true rate nett freight
was overpaid by USD1928.71 or USDO.S50 per m<®, :

Against this the ships manifest for Vailala shows a
freight rate of USD 17.00 and this adds to the
confusion. At this stage it is quite clear the
freight payments were manipulated - this aspect is
pursued in comments.
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For present purposes uUsDn73,290.66 has been paid from
the USD81,005.47 aggregate retention fund leaving a
residue of USD7,714.81

As for each part shipment the retention was
usD21.00/m= and freight (USD18/m®) + commission
(USD1/m=) have been deducted there should, for each
part shipment be & residue of USDZ.00 per m™.

The respective retention’s should thus be:
17B USD2 x 2588.576 = usp 5177.15

120 USBD2 x% 1268.827 = usD 2537.66
usp 7714.81

The disposal of this residue is peculiar and its
timing may be of real relevance to possible
explanations.

On 27 February 1987 FIC writes to BSP divrecting
drawing of funds to pay off Francis Bia's locan
account with BSP. The funds aggregate usn21, 366.00
and include in respect of these two part shipments
the following sums:—

12B (Item 1) usp 2 588.57
12¢ (Item 2) usp 1 268.83
usp 3,857.40

Working Table 4 Appendix 35.4)

The amounts ave rateable as between the two part
shipment volumes and aggreqgate UsSD1.00 m/™ over the
total.

This reduces the aggregate usb retention to USD
3g57.41. This balance is subject to the
correspondence exchange of 20 March and 6 April 1987
which resulted in an aggregate USD 11,863.02
(K10,711.35? being deposited to the credit of FIC’s
account on 6/4/87.

The amounts included in respect of these two part
shipments:—

12B USD 2588.59 (K 2337.33
12C USD 1268.82 (K 1145.66)
usD 3857.41 (K 3482.99)

Working Table 5 Appendix 35.5)2

Again the amounts are rateable as between the two
part shipment volumes and aggregate usDi.00 per m®
over the aggregate valume.
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In summary then on each part shipment and on the
aggregate the USD retention of USD 21.00 aover the
shipment was follows:—

(a) USD18.00/m™® to pay freight and brokerage

(b) USD1.00/m® to pay SJ Park "ADD.COMM., "

(c) USDL1.00/m™ to pay of Francis Sias loan account.
(d) USD1.00/m® to FIC’s kina account.

This and the freight rates require explanation. (See
Comments)

3. Part Shipment 12D

The USD retention was USD32,911.50. Clearly Park
obtained a CNF price of USD 72.00 based on an FOB
price paid by the buyer of USD 55 (3) and a freight
rate of USD 17.00. FIC agreed to pay Santa an FOBE
price of USDS4.00.

Only the FOB price to Santa was converted to Kina
leaving in USD an amount equal to USDiI8.O0 per m®
aver the shipment volume to cover freight and Parks
commi ssion.,

Park directed freight payment on 6/3/87 (IN TLX
8712).

By separate letters of 10.3.87 FIC requested BSP to
make the following payments:-

i) usb 30,306.01 - DOOYANG LINE CO, KOREA
ii) UsSD 777.08 - NAMJEON INT, KOREA

Usb_31,083.09

The payments are made exactly as directed in Parks
telex. Copies of the TT instructions are on BSP’s
files.

These payments reduce to USD retention to USD
1828.41 which represents Parks commission of USD1.00
per m® over the shipment volume of 1828.417m=,

In fact this sum was dealt with even before the
freight and the arder of priorities and of haste is
indicated quite clearly. On 27 February 1987 FIC
directed BSP to "draw off" USD balances to pay off
Francis Sias loan account. The aggregate
usD21,366.00 sa drawn off included USD1828.41 in
respect of this part shipment. (See Working Table 4)
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The haste is evident from the facts BSP only
accounted to FIC for negetiation of the L/C on
26.2.87; FIC only accounted to Santa on 27.2.87;
the transfer Sias loan was made on 27.2.875 .2.87
yet the freight and brokerage were not paid until
10.3.87.

FIC RECEIPTS

Part shipments 1ZB and 12C can be considered
together. There were clear margins between the
freight (presumed and actual) and between the FOR
price payable by the buyer to FIC and by FIC to
Santa. It seems clear Santa knew of the second
margin but selling FOB it would not be concerned
about the first. When Chungkoo (Oriental) amended
the L/C to reduce the price by USDZ.00 per m=® FIC
persuaded Santa to reduce its FOB price by the same
amount thus preserving the second margin of USDZ.00
per m®. Santas understanding of this margin is
clear from the fax of 20.2.87. If Park sold direct
(which he did not) he got USD2.00 per m@. If Park
got his commission through FIC (which he did) he got
USD1.00 per m3. ’

It must be remembered these transactions occur at a
time: -

(a) when Santa is moving out of Vailala and FIC is
arranging a convenient shift (as contractor
engaged by FIC as manager) to Angus operations
in Badaisu (see Santas fax of 20.2.87)

(b)Y when Francis Sia is trying to get started in
New Hanover (Mamivum) where he got so much
help from FIC and his lawyer and consultant
Miskus Maraleu in getting the contract.

(c) when the BSP is calling up its advance to
Francis Sia obtained as a consequence of FIZ's
guarantee given by Cowan and doing so by
calling up FIC on its guarantee.

On the freight margin it seems reasonable to
conclude the freight rate was in fact Usp17.50 (or
USD17.00) thus giving a margin of UsD1.50 (or
UsDz.00) per m®.
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The total margin was thus USD3.50 (or USD 4.00) and
was applied by paying USD1.00 to Park (disguised
thinly as freight); USDO.3S0 (USD 1.00) to the
shipowner (for reasons apparent) as additional
freight; USD1.00 to pay off Sia’s locan and USD1.0O0O
later credited to FIC’s account. Park was only
entitled to USD1.00 per m™® - as Banta understood it
and as has been the case on every other shipment as
no other explanation has been forthcoming the money
paid off Sias loan seems to have been
misappropriated from FIC.

Turning to FIC’s actual receipts:—

i FPart Shipment 12B

FIC retained as commission out of the initial kina
conversion a sum of K4529.82 (see D abovel.

FIC also received the residue of the USD retention
amounting to USD 2588.59 (K2337.33) (see E above)

FIC's total receipts on part shipment 12B were thus
KeB8e7.15.

ii) Part Shipment 12C

FIC retained as commission out of the initial
kina conversion a sum of K2216.18 (see D above)
FIC also received the residue of the USD
retention amounting to USD 1268.82 (K1145.66)
(See E above) FIC’s total receipts on part
shipment 12 C were thus K3485.00,

Bank charges of K30.00 were later deducted
reducing receipts to K3435.00.
ii) Part Shipment 12D

FIC's only receipt was its commission retained
cout of the original kina conversion amounting
to K2,778.38.

From this bank charges of K14.10 and kK20
aggregating K34.10 were later deducted reducing
the receipts to KZ744,28.

FIC officers appear to have been present at the
Namatanai and Vailala loadings and direct
expenses would flow from their presence.
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3 PART SHIPMENTS 12ZE AND 12F ~ Producer Stettin Bay

Lumber Co. (SBLOC)
A. History
21.11.86 (Out Telex S5460) FIC offers SBLC USD 72.00
for given species mix.
21.11.86 (In Telex 7846) SBLC say can't do given species

This must

24.11.86

mix but offer 6000m™® of normal species mix
which is specified.

have been conveyed by FIC to Park by telephone.
(In Telex 7863) Fark working SBLC &6000m=

at USDE7.50 USDE9.00 (G) and asks FIC for
price indicatian.

Park is clearly working here on a USD 1.350 margin.

25.11.86
26.11.86
26.11.86
27.11.Bé

27.11.86

k3
ha

.12.86

24.12.86

29.12.86

31.12.86

(Out Telex 5484) FIC offer SBLC USDEB.00;
37% commission.

(Out Telex S5494) FIC confirm telephone offer
and price of SBLC 6,000 m® at USD 73,00.

(In Telex 7883) Fark confirms SBLC 6,000m® at
usp 73,00 and asks for cable offer.

(Out FIC confirms ta SBLC USD72
FOB;

Telex S496)
3% Commission.

(Out Telex 5499) FIC sends formatted offer to
Fark <Attention: DONG CHANG) for 6,000 m™ at
uUsp 558,000 CNF (Unit price USD932 CNF).

asks if SEA DRAGON

(In Telex 8129 Park

acceptable.

(In Telex B8157) Park asks for separate offers
for DONG CHANG and SAMCHANG each 3,000 m® at
usp 276,000.00 based on freight of USD
19.00/m™.

5688 and 5699)
affers.

(Out Telex
formatted

FIC sends requested

CIN TLX 8197) Park
CHANG and asks for

now says SAMSUNG and DONG
two revised offers 3000 m3



31.12.86

31.12.86

02.01.87

03.01.87

07.01.87

09.01.87

03.01.87

51

at USD 267,000 based on log price of USD 72.00
(52 and freight at USD 17.00.

(Out Telex 5741) and 5716) FIC sends requested
of fers.

(In Telex B200) Park says SMILAX fixed at USD
17. 00,

(Out Telex S726) FIC tells SBLC Smilax
Substitutes for EASTERN DRAGON.

(In telex BZ211)SBLC ask about laytime and
problems separating cargo.

(In Telex B257) Park says changed DONG CHANG to
SAM CHANG again and the original offer is
amended again.

(Dut Telex 5759) Park says SMILAX grounded,
DOOYANG GUIDE is substituted.

(In Telex 8282) SBLC says they hear SMILAX
grounded and ask for a substitute vessel.

On 13 January details are fixed with SBLC for ETA

19.20/1.
12.01.87

14.01.87

14.01.87

15.01.87

13.01.87

21.01.87

L/0's are
delays to

16.02.87

16.02.87

Parks office advise SUNGLIM L/C is BSN 876002,

C(In Telex 8327) Parks office advise SAMCHANG
L/7C is M4224701NUOOORS,

(In Telex 8337) SBLC ask pay for first 3000 m™
after loading to assist cashflow.

(In Fax S515)1BSP fax FIC the Samsung L./C.

(In Fax 8374) SBLC complain about delay in
vessel as this delay and delay of Indian

shipment cause cashflow problems.

(Out Fax 580) FIC send SBLC copy Sam Chang L/C;
advice ETA now 29/30 January.

sent and amended and there are irritating
SBELLC.

C0Out Tel@v 9935) FIC tells SRBLC vessel will
clear Rabaul today.

CIn Telex 8577) SBLC asks for copy of second
L/C.
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The second L/ is sent and there is a rush for an export
license. The L/C and export licences are fixed then SBLC
point out the last shipment dates in the L/C's have
expired and SBLC cannot load,till they are extended.

The vessel loads 898 pieces for 2,673.3530 m® at Buluma
then proceeds to Wagori on 20.02.87.

23.02.87 FIC sends documents to BSP for negotiation.
The vessel is then idle for two days.

24.02.87 BSP accounts to FIC for negotiation.

25.02.87 FIC accounts to SBLC for loading of
2,673.5930 ™=,

SBLL is justifiably concerned about the L/C extension.
The buyer argues about logs being small and low quality
and through Park. (In TLX 8669 of 27.02.87) says he will
only pay USD 35/m® (G). FIC have their man Mr.Avosa
repaort and he contradicts the Korean Inspector. Loading
stops because the L/C is not amended but is resumed when
the amendment comes through. The inspector continues to
give trouble and apparently to be unreasonable.

The position is summarized in FIC's fax of 4/3/87 (Out
Fax 6 82) Eventually 905 pieces 3,035.319m® is loaded and
an agreement (see In Fax 677 of 4.3.87) is reached
whereby the whole amount will be invoiced claimed and
paid but there will be a reduction of 96.447m® at USD
83.00 aggregating USD8,583.78 repaid to the buyer.

The vessel loaded at Wangore between 23 February and &
March 1987 and was delayed at the end as no FICZ man was
aboard.

23.02.87 SBLC invoices FIC.

BUL~-1-898 pieces 2,673.590m® at USD 72,00 =
usbD1392, 498, 48.

26 and 28 2.87 SBRLC invoices FIC.

BUL-2 325 pieces 1024.671 m® at USD 72.00
BUL-3 190 pieces 674.679 m® at USD 72.00 ush 48,576.8%9

WAG-1 390 pieces 1393.963 m® at USD 72.00 Usp 97,6293.77
205 3055.319 m3 usbD 219,982.97

usp 73,776.31

06.03.87 (Letter) The ships master informs FIC cargo was
short by 681,948m® that he had space for the
contracted 15,000m® and that FIC is liable for
deadfreight and demurrage.



06.03.87

03.03.87

10.03.87

11.03.87

12.03.87

12.03.87

12.03.87

5493

(In Telex 8712) Park advises as to freight at
usb 17.00 aon 2,673.530m9.

FIC writes to BSP over neqgotiation of L/C.
BSP accounts to FIC over negotiation of L/C.

C(In Fax 689) SBLC sends an amended invoice
taking account of the defect volume of 96.447m@
which results in 2,958.872m® at USD 72.00 =

usb 213, 038.78.

(In Telex 8751) Park says freight is
3,0353.319m= x USD 17.00 = USD 51,940.52 and
asks not to deduct brokerage and send whaole
amount to CENTERAL SHOEAI CO LTD OF TOKYO.

(Out Fax 709 FIC accounts to SBLC for
2,958.872m2.,

(Letter) FIC directs BSP to pay SBELC
K1390,339.77 by TT.

There is then a long and serious argument where the buyer
and his bank refuse to accept discrepancies, replacement
documents are sent; the opening bank requests a refund

and eventually BSFP calls their bluff and the matter is at

an end.

19.03.87

26.03.87

27.03.87

07.04.87

(In Telex 8816) Park says buyer has asked for
deduction sum of USD 8,583.78 under 5.3.87
agreement; asks FIC to deduct and hold USD
3,000 in case Inspector caused demurrage.

(In Telex 8849) After some communication with
FIC Parks says demurrage on the Laki Trading
Section should be 9 days 4 hours 54 minutes
compared to the owners 16 days, 7 hours, 55
minutes . The owners claim was USD 33,493.05
and Park’s figure was USD 18,408.33 which was
paid 31.3.87. The difference is 7 days, 13
hours, 1 minute.

tIn Telex 8862) Fark quotes the owner saying
his (the owners) calculation is correct and
reasconable.

Park sends a fax which, cannot be loccated in
FIC's file, wherein it is apparent from (what
follows) he reports that the owner is claiming
demurrage for SBLC loading at Wangore/Buluma of
7 days, 12 hours, 38 minutes. If one adds this
to the difference from Vailala of 7 days, 13
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hours, 1 minute aggregate demurrage is 15 days,
1 hour 39 minutes. The total claim seems to be
14 days 16 and half hours so the owner has
obviously reduced his Vailala loading claim to
some extent.

22.04.87 (Out Fax 783/4) FIC tell Park/SBLC four days
demurrage should not be claimed cut of the
total 14 days 16272 hours. What the fax does
in fact is admit 3 days, 12 hours, 3 8 minutes
demurrage and dispute four days at SELLC.

The four days are disputed:-
a). because 1 day is a Sunday - 1st March.

b). because for 3 days SBLC refused to load because the
L/C had not been extended.

Thus on this further claim of USD15, 052.48 the sum of
usbD8, 000 was disputed and USD 7,052.78 admitted.

22.04.87 (IN FAX 759) SBLC tell FIC they have made an
(FOB) allowance for the defect volume and it is
a matter between FIC and the buyer.

24.04.87 (In Telex 8963) Park says 1 March has been
included and should be included, working on
total of USD 9,052.78, will advise cutcome.

21.05.87 C(IN FAX 793) Park tells FIC shipowner is
pressing for Bootless Bay demurrage of USD
15,084.72 and SBLC demurrage of USD 15,052.78
and Sunglim is pressing for agreed defect
amount of USD 8,583.78.

There were no further documents on FIC files (when handed
to the Commission) on this demurrage question or the
deadfreight claim for 681,948m>,

B. LETTER OF CREDIT

1. PART SHIPMENT 12E

The letter of credit BSN 876002 is from Hong Kong and
Shanghai Banking Corporation, Busan, Korea applicant
Samsung Co Ltd of Busan, Korea. As originally
established it was for USD267,000.00 covering 3, 000m=
with USD 216,000.00 attributed to logs + USD S51,000.00
attributed to freight (at USD 17.00/m®). The L/C was
amended to cover the Santa logs from Namatanai (Part
Shipment 12D).

5
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On 2/3/87 BSP received advice of extension of the
shipping date to 10.03.87, this was confirmed at 3.40pm.
The L/C appears direct but is clearly written by Samsung
on behalf of SUNGLIM.

2. PART SHIPMENT 12F

The letter of credit M4224701NUOOODS is from Shinhan
Bank, Secul Korea applicant Sam Chang Timber Co, LTD,
Pusan Korea, It is for USD 267, 000.00 covering 3, 000m*
at a price of USD 89.00/m® CNF Pusan. On 26.01.87 the
L/C was amended to extend the shipping date to 20.2.87,
received by RSP on 27.1.87.

C. NEGOTIATION

1 PART SHIPMENT 1ZE

On 23.2.87 FIC writes to BSE enclosings —
a). draft for USD 237,949,511,

b). invoice FIC/SBLC/1-87 for 898 Pieces 2,673.590 m™® at
UsD 89,00 = USD 237,949.51.

c). bill of lading FBU1 cavering 898 pieces
= 2,673.590m=
The letter directs retention of USD 45,451.03 in USD
and credit of the converted balance of usp
192,498.48 to FIC's account.

2.___PART SHIPMENT 12F

On 9.3.87 BSP receives FIC'sg undated letter
enclosing:~

a’. draft for USD 271,923.39.

b). FIC invoice which cannot be located on FIC File but
which must have been for 905 pieces 3,055,319 m® at
Ush 89.00 = USD 271,923.39.

c) bill of lading FBUZ2 cavering 905 pieces

= 30585.319 m=
- The letter directs retention of USD 91,940.42m USD and
credit the converted balance of USD 219,3982.97 to FIC's
account.
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D. ACCOUNTING (KINA)
On both these part shipments the arrangements are quite
specific. The unit CNF price payable by the buyer is USD
89.00 split into a unit gross FOB price of USD 72.00 with
a freight rate of USD 17.00. FIC arranges an FOB price
of USD72.00 with SBLC with FIC to receive 3% commission.
Originally Park quoted gross prices with a margin for him
but eventually when the two buyers committed there was,
on the face of things at least, no margin for Park.

1. PAET SHIPMENT 12E

On 24.2.87 BSF accounts to FIC by credit note.
ar., UsD 45,451.03 is retained in USD>

bl.e the residual USD 192,498.48 is converted to
E180,766.71.

cl). bank charges of K1,510.35 are deducted.

d). the balance K179,256.36 is credited to FIC's
account.

The converted sum of USD 192,498.48 represents the FOR
price of USD 72/m® for the shipped volume of 2,673.590m3.

On 25.02.87 FIC accounts to SBLC as follows:—

a). Contract price USD 72.00 x 5,673.590m® =
USD192, 498. 48. :

b). The price converts to K180.766.71.

<). Deduct bank charges K1,510.35,

d). Deduct FIC 3% commission KS,423.00

e). ULredit to S5BLC K173,833.36.

This sum is shown in FIC's cashbook as paid 25.02.87.
Bank of South Pacific K173,833.76 by Cheque No: 030 731

pursant to payment voucher 4695, The Cheque was paid to
BSF as the money was TT'd.
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Z. PART SHIPMENT 12F

On 10.3.87 BSF accounts to FIC by credit note
a). USD 51,940.42 is retained in USD

b). the residual USD 219,982.97 is converted to
K204, 654.35.

c). bank charges of k1,708 .40 are deducted

d). the balance K202,945.90 is credited to FIC's
account.

The converted sum represents the FOB price of usDb
72,00/m® for the shipped volume of 3,055.319m3.

As indicated in the history all parties agreed on 5.3.87
to a reduction of 96.447m%.

In it’s original invoices SBLC (23.2.87) did not allow
for this but the amended invoice of 11.3.87 did do so.
On 12.32.87 FIC accounts to SBLC.

a). Contract price 2,958.872m@xUSD 72.00 = usD
213,038.78.

by, The price converts to K198, 194.04.
c). Deduct bank charges K1,708.45.

d)>. Deduct FIC Commission KS,3945.8%.
). Credit to SBLC K190.3539.77.

FIC's cashbook shows on 12.03.87 “"SBLC/T/T BSF" by cheque
036770 for K190,539.77 pursuant to payment voucher 4735.

FIC?’s converted claim was for 3,055.319 m™® at USD 72.00
amounting to USD 219,982.97 which converted to
k204, 654 . 35.

FIC accounted to SBLC for 2,958.872m® at USD 72.00
amounting to USD 213,038.78 which converted to
K198, 194,04,

The difference is 96,447m?,USD6,344.19 (at USD 72,00/m™)
which converts to kina as Ké,460.31. FIC thus holds in
it’s account K6,460.31 towards the agreed allowance. It
had deducted this from SBLC and it must account to the
buyer.



E. ACCOUNTING (USD)

1. PART SHIFMENT 12E

The USD retention was USD 45,451.03 which represents
freight at USD 17.00/m® over the shipped volume of
2,673.590m®. Parks telex of 6.3.87 (In telex 8712)
says freight is uUsSD45, 451.03 and directs split into
(2.5%) brokerage of USD 1,136.28 and nett freight of
usD «44,314.75.

By separate letters of 10.3.87 FIC directs BSP to pay
ar. USD 44,314.75 - Dooyang Line Co, Korea
b>. USD 1,136.28 - Namjeon International, Korea.

The payments are in the amounts and to the persons and
amounts Park directs. Copies of the TT instructions are
on BSP's file.

2. PART SHIPMENT 12F

The USD retention was USD S1,940.42 which represents
freight at USD17.00/m® over the shipped volume of
3,055.319. Parks telex of 12.3.87 (In telex 8751)
quantifies freight at USD 51,940.42; directs not to
Deduct brokerage and asks to pay to a party octher
than Dooyang Line, to pay in Japan to "shorten
remittance duration”.

By letter of 13.3.87 FIC directs BSP to pay USD 51,940.42
to CENTERAL SHOKAI CO LTD, Tokyo. The payment is made
exactly as Park directs. A copy af the TT instruction is
on BSP’s file.

F. FIC RECEIPTS

1. PART SHIPMENT 12E

The only receipt of FIC was it's KS,423.00
commission deducted from the initial kina conversion
(see D above). This was reduced by additional bank
charges of KS57.36 deducted later for total receipts
of K9,365.64.
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2. PART SHIFPMENT 12F

FIC received it’s commission of K5,945.82 from the
initial kina conversion. In addition it also
retained K&6,460.31 being the FOB value of the agreed
deduction of 96,447.m°.

Under the agreement of 5.3.87 the volume deduction was a
agreed at the CNF price and was quantified at USD
8,583.78. The buyer pressed for this refund (see in TLX
8816 of 19.03.87) and Park counselled payment subject to
withholding funds on account of demurrage caused by the
buyers inspector. FIQ’s aqaregate receipts of K12,306.13
are accordingly charged with an aobligation to refund to
the buyer USD 8,583.78 of which FIC deducted from SBLC
and held in it's bank USD 6,3944.19. Against the refund
FIC may have a claim for demurvage contribution but those
matters have not been pursued to a conclusion.

G. COMMENTS

See Rel ow.
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APPENDIX 45.4

8. COMMENTS
1. This shipment illustrates the need to examine

properly sourced copies of Charter Parties on all
shipments. A Ships Master is and must be well aware
of the bases and terms upon which his vessel is
chartered.

On that premise the Master’s note of 6.3.87 is a
critical document because:—

(a) it is addressed to FIC AS CHARTERERS.

(b) it claims short shipment by €81.948 despite the
vessel being able to lcad "15,000.00 cubic
metres of PNG round logs according to ..... the
Charter Party which was contracted between
FOREST INDUSTRIES COUNCIL of FNG8 and DOOYANG
LINE CO LTD as the Owners of the vessel"

(c) it adviges FIC "you are fully responsible for
deadfreight, demurrage if any, and all expenses
caused by ships delay, waiting and shifting
under charterers instructions..."

Against this claim part shipment calculations are:s-~-

Part Volume Freight paid Brokerage paid

12 A 2903.323 48, 122.58 17> 1233.91

12 B 2588.576)

12 C 1268.8273 67,745.65 18 1687.61

12 D 1828.417 30,306.01 17 777.08

12 E 2673.590 44,314.75 (17> 1,136.28

12 F 2055.319 51,940,422 A7 -
14,318.052m3 USD242,429.41 usbD 4,834.88

Add brokerage usp 4,834.88
ugsn 247, 264.29

The above volumes are based, as is vital, on Bill of
Lading quantities. If, as seems certain, the vessel was
chartered for 135,000 m® then the Master is exactly
correct - there is short shipment of 681.948 m® for which
the charterer is liable for deadfreight.

In the absence of a properly sourced copy of the charter
party one can reasonably surmise the true freight rate
was USD 17.00 per m® (the rate on 12A, 12D, 12E and 12F)
with perhaps an extra USD 0.50 per m® (the rate on 12ZB
and C) for two port loading. Put at its best for the
Charterer, if one assumes a flat rate of USD 17.00 per m?®
over 15,000 m®, the freight is USD255,000 less brokerage
of 2.5%4 (USD6,373) with net freight of USD 248,625.
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On the above figures the shippowner was underpaid by USD
6195.59 and the broker by USD 1540.12 aggregating USD
7735.71.

In addition to deadfreight there are very substantial
claims for demurrage.

It was sought to reduce the demurrage claim on the LAKI
loading initially by recalculation and then by wet
weather claims (for which no evidence was provided). The
shipowner has not revised that claim.

The last word on FIC'’s files (IN FAX 793 of 21.5.87) was
that the demurrage claim for Laki Trading (12A) was:-—

Calculated demurrage usp 33,493.05
lLess provisional payment SD 18 8.33
BRal ance due Ush 15,084.72

In the same faxsimile the last word was that the
demurvage claim for SBLC (1ZE and 12F) was USD 15,052.78.

The deadfreight claim was not mentioned in this
faxsimile. -

FIC appears to have just ignored and stalled this claim
which, if pressed in full, aggregates USD 37,873.21 in
addition to the USD 18,408.33 already paid.

2. Comment 1 indicates just what a mess this shipment
was. Total deadfreight and demurrage of USD
56,281.54 was incurred. FIC has paid USD18, 408.33
of which Laki Sawmills contributed USD 13,493.10.

FIC would seem quite clearly to have no further
rights against Laki Sawmills and no rights against
SBLC. A sequence of telexes which followed the FIC
meeting in February 1987 may be relevant to this.

At the meeting Cowan and Maraleu were questioned
about demurrage and about Park being FIC's agent.
Both were caught lying when a copy of a DOOYANG
GUIDE charter party signed by Park on behalf of FIC
was produced. Their apparent lies about demurrage
were not fully discovered.

After the meeting Cowan attacked Park (OUT TLX 5953
of 18.2.87) and asked what other documents he had
signed.
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Park replied the same day (IN TLX 8603) confessing
and saying the documents he had signed were:-

a) Dooyang Guide Charter Party

b) Dooyang Brave Charter Party - FIC Shipment 6
c) Woodlark sale to Eagon Contract - FIC Shipment 3
d) Ulabo/BFE sale to Eagon Contract FIC Shipment 7
c) Open Bay sale to Taesung contract - FIC Shipment 8

Park says "signature was made by myself only at tiwe
of beginning of FIC's marketing exercise in order ¢o
convince buyers and shipouwners of FIC?s marketing
logs because no buyer and shipowner believed it
until that time”. He adds he will accept
responsibility for what he has signed and that he
has signed nothing since 1 January, 1987. MV DDOYANG
GUIDE carried not only this shipment 12 but the
earlier FIC shipment S5 and it seems likely that
@arlier shipment is the one for which Park accepts
responsibility. Park’s pressing of the claim in
May 1987 indicates he does not accept
responsibility. Amazingly it is after these
admissions Maraleu gets a list of buyers and
shippers from Park C(IN TLX 8633 of 23.2.87) and

then circular telexes them all on 24/72/87 that he as
FIC Chairman has officially appointed Fark as FIC's
official agent in Korea; which he had no power to
do.

FIC must face the reality of this claim and
ascertain the facts and measure of its liability. In the
meantime the contingent liability should be provided for.

3. Without labouring the point too much this vessel
charter and arrangement was nothing short of
irresponsible and really exposed FIC's short comings.

The vessel was engaged without producers committed to
fully locad ity the occurences at Bootless Bay (Laki
Sawmills) and Vailala (Banta Investments) resulted in
substantially less than contracted quantities being
loaded — the contracted quantities just were not ready -
and when the vessel got to Stettin Bay the real
professionals quite justifiably would not load until they
were satisfied L/C arrangements were in place which would
ensure that they got paid. Overall if Laki Sawmills had
not delayed the vessel for so long there could have been
worse problems.
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4. FIC's active involvement in shipments from Laki
Sawmills and Santa's operation at Vailala were contrary
to Forest policy. Laki was logging under Timber
Authority (where exports are not permitted) but FIC
actually arranged the sale and the export license. It
was a condition of the contract that FIC obtain the
necessary approvals to export.

Exports from Vailala had been suspended for non
compliance with Permit conditions yet FIC arranged the
sale and export and the Department relented. These
aspects should be explained.

5. Cowan’s weakness (or desperation? in the face of
pressure and failure to seek legal advice are well
illustrated by his bowing to the pressure of Wayne Cross
and his lawyer in rewriting the contract between FIC and
Laki Sawmills in terms adverse to FIC and in simply
accepting the demurrage contribution offered by Laki
Sawmills. The financial result was a loss for FIC which
is likely to be increased by the further demurrage claim
for Laki’s part shipment.

6. The Laki Sawmills part shipment (12A) is another
illustration of FIC selling with an L/C transferred
through a third country which is an arrangement the State
Marketing Agency was te avoid and which admits of the
prospect of transfer pricing through third country
reinvoicing.

7. The sloppiness of FIC's record keeping and
accounting systems is again well illustrated by this
shipment.

(a) the invoice originally presented to BSP on part
shipment 12A was wrong in so many regards that the person
who prepared the documents either wasn’t aware of details
of the transaction or just did not know how to prepare
the documents properly

(b) on part shipment 12B a producer’s invoice cannot be
located in the relevant files.
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{c) the cashbook between 17 and 25 February 1987 is a
disorderly mess with cheques entered out of order,
voucher 4688 apparently omitted, no entry for cheque
036723, cheque 036725 entered only at the end of the
month and chegque 036726 entered as an afterthought after
the entries from the bank pass sheets have been made

(d) a copy of FIC's invoice on part shipment 12E cannot
be located in the relevant files.

8. The desparate position over freight is illustrated
by the manipulations over freight paid on part shipments
12B and 12C where a higher than true amount was remitted
to gain the benefit of additicnal payment (against
deadfreight and demurrage) and Park’s suggestion (not
followed) on shipment 12B that USD 2.00 per m® above the
true freight rate be remitted to his account in Hong Kong
rather than to the shipper. I assume in Parks favour
this money would have been paid to the shipowner by Fark.

9. The manner in which FIC built margins into the price
structures on part shipments 12B and 12C must be
questioned and gives cause for concern. It seems the
original intention was to have a USD2.00 differential on
FOB price which Santa was aware of and an additional
UsSD2.00 differential on freight (which turned cut to be
USD1.50 probably) of which Santa was not aware. When
Oriental Chemical (Chungkoo) reduced the price by USD2.00
per m® and amended the L/C very specifically to achieve
this FIC persuaded Santa (which seems to have been in
need of cash) to reduce its FOB price by USD2.00 per m=
to preserve margins. Similarly on part shipment 12D the
"freight" margin of USD1.00 per m® (not known to Santa)
and FOB price margin of USD 2.00 (known to Santa) must be
questioned.

Two aspects of real concern ariset-—

(a) the margins that were received in exess of the
price paid to the producer.

(b) the manner in which and persons to whom the USD
retention funds were disbursed on part shipments 12B and
12C.

15
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As to (a)

On Part Shipments 12B and 12C of the gross proceeds
FIC only converted the FOB price payable to the producer
into kina and it deducted 3% of that FOB price for its
commission.

It retained in USD a rate of USD21.00 per m%.

Freight was either USD17.00 or UsD17.50 but was paid
at USD18.00. The margin of either USD4.00 or USD3.50 per
m® was disbursed

- as to USD1.00 or USDO.50 per m® as additicnal
fraeight.

- as to USD1.00 per m® to 8 J Park as "additional
commission" under the thin and transparent
guise that it was a part payment of freight.

- as to USD1.00 per m® to "pay off" Francis 8ia’s
loan with BSP Boroko.

- as to USD1.00 per m® to FIC as additional
commission.

In the result 3% of the FOB price to producer plus
USD3.50 or USD 4.00 per m™® was deducted and that is an
Extortionate rate of "commission”.

On Part shipment 12D the full FOB price (USD54. 00
per m®) was converted and accounted for to the producer
and FIC deducted 3% of that price as commission.

Only USD18.00 per m® was retained in usb from which
freight of USD17.00 per m® was paid. The balance USD1.00
per m® (Parks commission) was used to "pay off" Francis
Sias loan with BSP Boroko.

In the result 3% of the FOB price to producer plus
USD1.00 per m® was deducted and that is a high rate of
"commission”.

As to (b

It was established practice Park received usp1.o00
per m® "service charges”. He was paid that by
telegraphic transfer on 25.2.87 in the sum of USD 3857.40
- said to be part of freight then described as
nadditional commission". Another sum of USD 3857.40 was
paid on 27.2.87 by transfer to BSP Boroko to pay off
Francis Sias loan.

16
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The possibilities seem to be:-

i) Park was in fact to receive USD2.00 per m® — this is
unlikely as it was always USD1.00 and that was Santa’s
gpecific understanding.

ii) The extra money sent to Park was sent for him to
make a further freight payment — this is possible and if
true Park would be able to prove it was so paid by him.

iii) The extra money was sent to Park on account of
someocne else - Park would be able to show how it was
applied if this was so.

iv) The money used to pay off Sia’'s loan was not Fark's
money at all but FIC money — this is quite possible as
Cowan was under real pressure (because BSP had called up
FIZ on its guarantee).

One can only speculate as to the true answer but FIC
should establish it and have Park give a full and frank
explanation because if (iv) above is correct (as it
appears to be on the evidence) FIC has rights against
Francis Sia and FIC funds have been misapplied in
extending credit to him. If (ii) above is correct the
exposure to a claim for deadfreight and/cr demurrage
would reduce accordingly.

Part of the explanation would involve obtaining &
copy of the Charter Party and actual freight receipt
details from the shipowner.

10. The clear position over payment of export duty by
Santa Investments appears in relation to these shipments.
At Vailala it was said operations were suspended due to
non compliance.with Permit conditions. Customs
threatened not to clear the ship from Vailala not Dnly to
secure payment of Customs duty on shipment 12B but ALS0
ON_TWO PREVIOUS SHIPMENTS. Again at Namatanai export
duty was a problem and FIC gave a GUARANTEE duty would be
paid.

In the result FIC deducted and paid total customs
duty for three Vailala shipments of K38,857.40 and for
the Namatanai shipment of Ki14,399.60 aggregating
K53, 257.00 When one considers: -

(a) Maraleu’s and Cowan'’s assistance to Francis Bia over
the project on New Hanover (Sia used to work for Santa)

(b) FIC’s role in engaging Banta as contractor for Angus
in circumstances where a shift from Vailala (where
operations were suspended) to Gadaisu was so convenient.
(c) Banta’s obvious need for liquid funds
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(d) The high rates of deduction from the producer it
seems FIC did Santa a real service in mar keting these
logs and arranging Customs payments out of the proceeds.
One is left wondering how Santa would ever have managed
to clear a shipment in these circumstances without FIC’s
assistance.

11. In its accounting on part shipment 12D for the
proceeds converted to Kina FIC makes a payment described
ags —

"Our advance to National Forest Products K11,740.31"%

This unauthorised deduction and it's repayment are
described in Appendix 48.

Two aspects arise.

Firstly if FIC was recouping an earlier "advance" by
it then such an "advance" would be questionable and would
appear to be a misuse of FIC funds. Secondly if FIC was
to make a future "advance" and such advance was not made
then FIC has a contingent liability to pay either Santa
aor National Forest Products.

The facts should be ascertained as they may affect
FIC's finances.

12. On Part shipments 12E and 12F prices were originally
sought to provide FIC commission rate of 3% of the FOB
price and Park his usual USD1.00 per m®., When the buyers
finalised Park’s margin had been eliminated and he was
paid nothing. Park probably has no valid claim.

13. On the Stettin Bay volume for Part Shipment 12F for
Bunglim there were arguments about a defect allowance
wvhich was agreed at 96.447 m®,

On 5 March 1987 there was a written agreement
between FIC and the buyer’s inspector whereby

(a) L/C payment would be claimed and made for the full
amount.

(b)) FIC would T/T the deduction difference after it
negotiated payment on the L/C.
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(c) The difference was 96.447 m®™ at USD 89.00 giving a
volume deduction amount of USD 8,583.78.

SBLC dealt with FIC on an FOR basis and amended its
invoice to deduct the defect volume of 96.447 m® at the
FOB price USD 72.00 per m® for a deduction of USD6,944.19
{Ke460.31).

The buyer pressed the claim and SBLC quite correctly
told FIC it was not their concern but a problem between
FIC and the buyer.

The claim was still being pressed as late as May
1987 when the Commission obtained FIC records. FIC is
clearly liable on a written contract and a provision
should be made for this liability.

14. SBLC complained about the delay in the Indian
shipment and scught prompt payment on its two part
shipments 12 E and 12 F to preserve its cash flow. The
complaint was justified as FIC’s cavalier attitude to
delays would be quite disruptive to the cashflow of a
tightly run operation.
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Vessel

HISTORY
It seems
10.2.87
13.2.87
16.2.87
19.2.87
20.2.87

25.2.87

25.2.87

26.2.87

26.2.87

The indicator is 3000
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APPENDIX 46

SANKO MARU
MARCH 1387

Park had inspected some Angus logs.

COUT TLX) FIC seeks an aoffer for 3000m>

CIN TLX 8562) Park offers USDE1.00/m™ (g)
C(IN TLX 8572) Park confirms USD&1.00/m™

CIN TLX 8604) (Owners offered MV SOUTHERN
PEARL - USD 19/ m™.

FIC confirms at USD 61.00/m™.
Fark offers USD 26.00/m™® (G)
for 300 m™ selected ocut of
800 m® of old logs

FIC asks buyer take 800m™.
Implicity buyer agrees to all
cld logs with certain
exceptions. . Advises MV.
MARU fixed at US519.50/m™®
FIC offers Park (Lotte Trading)
3500 m™® at CNF about USD
264,250,

(OUT TLX 33&8)
CIN TLX 86310

(OUT TLX &6007)
CIN TLX 86593)
SANKO

(OUT TLX 60211

m= at US61

(5) + 19.50 freight i.e CNF 80.50
=241,500 + 19.50 freight i.e. CNF
usD 80.00 usb 241,500

S00 m® at US2Ze (5) + 19.50 freight

i.e CNF 45.50 =22,750 USD 264,250

26.2.87

4.3.87

11.3.87

22,750

usb 264, 2350

(letter) FIC advises Angus price is:-—
3000 m® fresh cut at USDEO/m™
500 m® old logs at USD 25/m™

(letter) Santa quotes KB.00/m® to load.
There are problems with the Export Licence on
the old logs which are apparently resclved.

(IN TLX 8743) Park advise L/C details saying

“L/C opening house his Hyosung Corp HK branch-
like Eagon. L/C which was throuoh Sealtle”.
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Between 11 and 15 March there wvere largemproblems with the
log inspector who wouldn’t accept even compromises his boss
had agreed to : ‘

11.3.87 (letter) Mr Parker (Angus) agreed to negotiate
price (to a maximum deduction of USD&.00/m™® -
low grade logs remaining at USD23/m3.

11.3.87 (IN TLX &31) the L/C 003870274 ke is
established.

Andrew Acpo of FIC was at Millport HBR. (95-12 March 1387).

16.3.87 <(Letter) FIC tell Angus (Parker) of
renegotiated prices

- 2600m> 2-3 month old logs USD S4/m®™
- 400m® of fresh logs USD &0/m™®

- low grade — about 500 m® still USD 25/m®

15-19.3.87 Vessel loaded 894 pieces for 3,289.255 m3.
The vessel had capacity to load the 33500m™
contracted but no logs.

23.3.87 (IN TLX 8827) Park directs payment of
freight -as follows:— SEA BORNE INC (JAFAN)
USD19.50x3289. 255m® = USD64,140.47. He
also directs Service charge to DAIHWA SIL
UP (FARK SOON-J0OO) (KOREA)». This is shown
by notes at USD 3289.26.

LETTER CREDIT

The letter L/C 003870274 CC is from Bank of Credit +
Commerce Hong Kong Limited - applicant HYOSUNG (HED
LIMITED of Hong Kong. It is for USD 264, 250.00
covering 3500 m® CNF Inchon, Korea. The notify party

is HYOSUNG CORFORATION, Secul Korea. The Inspection
certificate is from Samchang Timber Co Ltd, inspector.

NEGOTIATION

On 24/32/87 BSF receives FIC’s letter of that date with

(a) draft for USD 237,027.40 - dated 23/3/87

b
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(b Invoice FIC/ANG/3-87 for

€13 pieces 2,299.683 m® at USD74.350 CNF = 171,326.38
119 pieces 398.835 m= at USD45.50 CNF = 18, 146.99
162 pieces 530.737 m® at USDBO.50 CNF = 47,3554.33
894 pieces 3,289.253 usp 237,027.70

¢(c) Eill of Lading MLOL for 894 pieces = 3,289.255 m®
The letter directs retention of USDE7,423.73 and credit
of the converted balance of USD169,597.97 to FIC'’s
account.

ACCOUNTING ¢KINA)

On 31/3/87 FIC accounts to Angus by letter along these

lines :

(a) Gross contract value USD 169,597.97 converts to
k1355, 096.45

(b» Division
Bank etc charges K 610.10
FIC (overdue levies) K 707.19
FIC - Sales Commission K S$,428.37
Amount due to Angus K148.350.79

K155, 096.45

On 1/4/87 FIC deducts and pays export duty on the
shipment of Ki14,341.92 leaving a balance to Angus of
134,008.87.

ACCOUNTING <USD)

On 21/3/87 FIC directs by separate letters payment of:

tal to SEA BORNE INC. of TOKYQO, usbée4, 140.47

JAFAN
(bl to DAIHWA SIL UP (S.J PARKD usb 3,289.26

aof Seoul, Korea

UsDé: ,429.73
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Copies of the TT remittance instructions are on BSP's
files. This accounts in full for the USD retention.

EIC RECEIPTS

FIC received KS5428.37 commission from gross converted
FOB sales proceeds of K155,096.45. This represents a
commission rate of 3.5%4 of gross proceeds. The bank
charges on the full claim were borne by the producer.
FIC had to pay further bank charges of K22.91 reducing
its receipt to K5,408.46.

A Direct expense would be Andrew Acpo’s travel,
accommodation and sustenance at Millport from 9-12
March, 1987.

COMMENTS

1. Though there is no charter party and Daihwa
chartered the vessel the freight rate seems
resonable and was paid in full to a shipper in
Japan. A copy charter party would vouch the
payment. -

2 Farks sales charge of USD1.00 per m® is reasonable
as it is clear he was the agent and found the
buyer. It was paid at the correct rate to his
company as directed.

3. The FIC did not disclose to the producer that its
aross FOR price was USD1.00 per m® greater than
disclosed price.

In the result the producer paid :

(a) 3.9% of the converted balance KS,428.37
(b)) USD1.00 per m® he was not aware of USD3,289.26

This is a particularly high rate of commission when the
intial price was severely reduced at the Inspectors
insistence.

4. The L/C set up was according to a classical
structure to enable transfer pricing. This merits
comment for although FIC gained no benefit the
arrangement could enable others (including Park)
to benefit.
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This is the type of arrangement FIC was meant to
oppose.



A study of the shipment by shipment analyses constructed
te examine FIC’s marketing activities disclosed five
payments from the offshore US dollar account made to
Straits Engineers Contracting Pte Limited (Btraits) in
Singapore.

Each payment was made purnuant/to letter of direction to
FIC's bankers signed by Michael Cowan (Schedule.O01)

Deatails on a shipment basis are:-

ghipment Producer Amount (USD)
6A Wawoi Guavi Timber 3007.92
6B Angus (PNG) 12675.92
6B Angus (PNE) 2809.08
6C Wawoi Guavi Timber 6359.40
7A Ul abo 4040, 24
UsSn2e, 992,56

In two instances where applications for Exchange Control
Approval were filed on letter of Credit files the
payments were shown as being for “agents cosmission”
(Schedule 02)

These payments were not able to be justified from FIC's
files which clearly showed no entitlement to Straits for
commission as an agent.

With my authority and approval a letter was written on 26
August 1988 to Messrs Young and Williams seeking
explanation from Straits. (Schadule .03)

Shortly after this I authorised liason with the National
Fraud SBquad (NF8) to ascertain wvhether explanations given
could be verified through Interpol contacts in 8Singapore.
For that purpose the material generated by the Commission
was made available to NFS.

As I understand the position NFS considered that Police
investigation vas varranted and the Commissioner of
Police Mr.Tohian seught assistance from the Corrupt
Practices Investigation Bureau in 8S8ingapore.



In the meantime Messrs Young and Williams received
instructions from Straits and by letter of 2 September
1988 provided an explanation of the payments.

(8chedule .04). There were some aspects of the
explanation which were unsatisfactory and again with my
authority and approval these were pursued by letter of 12
September 1988 to Messrs Young and Williams

(Schedule .05),

The only response to this letter was a foreshadowed
personal attack on Counsel Assisting the Commission
(8chedule .06). The attack is utterly baseless as the
paragraph complained of does no more than fairly and
frankly inform Straits, in the context of seeking further
information from it, that the Commission is aware NFS is
pursuing indepandent enquiries through Interpol. The
report foreshadowed in the telex has never been
forthcoming.

Mr.Tohian subsequently received a reply from the Corrupt
Practices Investigation Bureau in Singapore and a copy
was made available to the Commission (Schedule .07).

The explanation given to the Bureau varies in material
respects from the earlier explanation given by Straits,
in the very respects that were being probed by the follow
up letter of 12 September 1986.

Three matters of concern arise:-—

(a). The statement made in the explanation
given to the Commission thati-

“The total amount received from Mr.Cowan
all of which was onforwarded to his wife
in England, amounted to 15,500 pounds
sterling”.

The plain untruth of this statement is seen
from the Bureau's report. 8%12,679.56 of the
money was not onforwarded to Mrs Cowan at all
but was paid to TAY JIN HUAT othervise known as
PATRICK TAY who was Cowan’s junior officer
involved with him - in FIC log marketing. When
FIC was phasing out of log marketing Tay had
obtained employment with Wawoi Guavi Timber
Company (owned by Straits) as Manager. Tay in
fact gave evidence before the Commission
regarding Wawei Guavi's operations. David Toms
of Straits clearly knew Tay received this soney
and sought to suppress the fact by giving a
false and misleading explanation to the
Commission.



(b).

(c).
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In his statement to the Singapore Corrupt
Practises Investigation Bureau Toms said he was
~under the impression that the £812,679.56 Has
salary and other allokances due to Tay”.

Tay adeits he did receive this amount and i¢
certainly was not for salary and other
allowances as FIC records shows he was paid out
in full. Tay says he believed the payment was
for his assistance given to Cowan in
connection with consultancies whica.Cowan said
he had for Madang Timbers and for CO.

In the explanation given to the Commission no
mention was made of a loan by Straits to Mrs
Cowan. Indeed such an occurrence is quite
inconsistent with the explanation which was
given, which, as the Commission’s follow up
letter pointed out, was Just not consistent
with the facts.

In the explanation to the Commission it was
said Cowan needed the remitted funds in
Singapore “for taxation purposes” and later
directed onforwarding to Mrs. Cowan. Toms told
the Bureau the moneys were sent “ to be held in
trust in Singapore" for Mrs Cowan. He also
told the Bureau Cowan did not want FIC to know
of his "side income® and that funds were sent
through FIC as this facililated exchange
control approvals. The di fferent explanations
cannot be reconciled.

FIC funds were clearly mi sappropriated by Cowan
through transmission to Straits. The benefit
of these funds was shared by Mrs Cowan and
Patrick Tay.

It also seems clear (to the extent evidence can
be obtained) that the explanation for the
remittances given for exchange control purposes
by Cowan was false and knowingly false. I also
consider that an incomplete and untrue
explanation was given to the Commiasion

by Straits.

1 recommend these aspects be formally referred
to the Commissioner of Police and Bank of Papua
New Guinea for further investigation and if
wvarranted for prosecution (including
extradition).
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For his part Patrick Tay has given evidence of
his receipt of S%$12,679.56 and of what he
understood those moneys represented.

I accept Mr Tays explanation.
Now that he knows the true source of the moneys

he received Mr Tay is making arrangements to
refund his receipts to FIC (Schedule 0.8)



APPENDIX 47.1 P.0. BOX 1828 PORT MOKESBY
LOT &4 SECTION 405
WAIGANI DRIVE
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r@ Q\;\:; Prone 2§ 6399
“ "y FUREST INDUSTRIES COUNCIL N
= ;.;""‘ OF PAPUA NEW GUINEA

7 PT:mek/291286
ie JeLetoer 1986
Benx of Scuth Pacific

P2 3ox 173
PCRI MOR2SBY

Azgention: MR GEOFF SULLIVAN

Dear Sir

RE: OUR DRAFT AMOUNT USD 312 222,61 DRAWN UN,ER BANK OF PUSAN LTD
DOCVMENTARY CREDIT NO:- M3222612NU0QQL8

We would be please if you kindly TT reimburse USd 3007,92 from the
amount of USD 59556.90 retained in US Dollars to The Hong Kong and
Shargai Banking Corp, Tanglin Branch, 6 Claymore Hill, O0l-00 Ciaymore
Plaza, Singapore 0922; in favour of Straits Engineere Contracting
Pey Ltd Account No:i- 143-078764-001.

Kindly advise us of the TT reference number,
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- £.0. BOX 1829 PORT MORESBY
509 * loresecTion e
WAIGAN! DRIVE
e
i FOREST INDUSTRIES COUNCIL Toten: NE 22226 FORINGO
) OF PAPUA NEW GUINEA
January 6, 1987 PT/DSA
Bank of South Pacific
PO Box 173
PORT MORESBY
NCD
Attentions MR GEOFF SULLIVAN
Dear 8ir
REs OUR DRAFT AMOUNT USD634668.32 DRAGN UNDER

BANK OF PUSAN DOCUMENTARY CREDIT NO:-M3218612NU0001S.




P.0. BOX 1820 PORT MORLSAY
LOT ¢ 3ECTION 408
B . Y WAIGANI DRIVE

) ‘ ) 0

®)

Phone 26 6399

FOREST INDUSTRIES COUNCIL Toes. NE 22226 FORINCE
OF PAPUA NEW GUINEA

Pl:mek/291286
29 December 1986

Benk of South Pacific
P O Box 173
PORT MORESBY

Attention: MR GROFF SULLIVAN
Dear Sir

RE: OUR DRAFT AMOUNT USD 387023,30 DRAMN UMDER BANK OF TOKYO DOCUMENTAKY
CREDIT MO:- 012-1C-108625

Wo would bde please if you kindly IT reimburee USD 12675,92 from
the amount of USD 129 217,29 retained in US Dollars to the Hong
Xong end Shangai Banking Corp, Tanglin Branch, 6 Claymore HRill,
01-00 CLAYMORE FLAZA, Singapore 0922; in favour of Straits Engineers
Contracting Pry Ltd Account Woi- 143-078764-001,

Kindly advise us of the TT reference mmber,

es,‘ 9037/f374
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£.0. 30X 1829 PORT MOREIBY
5(;1 LOT ¢ SECTION 408 i
WAIGAN) DAIVE

Prone. 28 6399

T INDUSTRIES COUNCIL Teex: N8 37228 FORINGD
PUA NEW GUINEA

29 December 1986

Bank of Scuth Pacltic
PO 3ox 173
PORT MORESBY

Attentlon: MR GEOFF SULLIVAN

Dear Sir

RE: OUR DRAFT AMOUNT USD323219.12 DRAWN LNDER FIRST INTERSTATE BANK
OF WASHINGTON DOCUMENTARY CREDIT NO3- M1918612EU00370,

We would be please |f you kindly TT reimburse USD4040.24 from the
smourtt of USD82824.89 retained In US Doiters 10 The Hongkong &
Shanghs! Benking Corp. Tenglin Branch, & CI;ro‘n HiIE, 01-00
Claron Plaza Singapore 0922, In favour ralts Engineers
Contracting Pty Ltd A/C No:- 143-078764-001. 1

Kindly advise us of the TT refersnce number,

Yours falthfully o8 039S 37




5692 roexwmcoar:
LOT 4 29T ~ 9
WAIIANIONF 'R

Phere-350° 7"

FOREST INDUSTRIES COUNCIL veien HE 22273 PO
4 OF PAPUA NEW GUINEA

PT:mg

January 13 1987
Bank of South Pacliflc
PO Box 173

PORT MORESBY
NCD

Attention: MR GEOFF SULLIVAN

Dear Sir

RE: OUR DRAFT AMOUNT USD387023,30 DRAWN UNDER
BANK OF TOKYO DOCUMENTARY CREDIT NO: 012-LC-108625

We would be pleased If you could TT reimburse USD2809.08

from the amount of USD129217.29 retained In US Dollars

to Hongkong and Shanghai Banking Corporation Tanglin

Branch, 6 Cltaymore HIIl, 01-00 Claymore Plaza Singapore 0922

In favour of Stralts Engineers Contracting Pty Ltd, Account
No:- 143-078764-001.

Kindly advise us of the TT reference number.

oursy fplthfully

cna'cbo‘-

COWAN
Exec * ve Dlirector

At




Name of suthorised
dealer and branch.

Pull name(s).

Pull address.

State name and
amount of currency,
in figures only.

Telegraphic transfer,
mall transfer, draft,
fetter of credit, ete.,
and where amount
{8 to he credited to
an a/c. show name
and address of
benker. State name
and sddress nf

payee.

Give full particulars
of transaction.

i
tis an offence under the Foreign Exchangs Regulations to make a false ststement in this application.

APPENDIX 47.2

PAPUA NEW GUINEA ab. RGO
— FORM
FOREIGN EXCHANGE REGULATIONS ;
APPLICATION FOR FOREIGN CURRENCY { -
(Other than for Travelling Purposes) !_ { £ JAN 13T

3
H

e ae ®

To ... .BANK OF SOUTH PACIFIC, PORT MORESBY
I/We. . FOREST INDUSTRIES COUNCIL OF PAPUA NEW. GUINEA.....
of ... P. O. BOX 1829, PORT MORESBY.

hereby apply for Foreign Currency amounting to US DOLLARS 2 ’ 809‘08

in the foum of

IN

for the purpose of

ABGENT'.5. . COMMISS ION

.........

.......................................

TELEGRAPHIC TRANSFER >

................

FAVOUR OF §

........................................

TRAITS ENGINEERS CONTRACTING PTY LTD.

...... t s+ see eBsscsesessasiassssassssrssacsees se

............................................

....................................

..............
........................................

sessettes cicesc-00p0000ssc0000sctcnccnctcocacssiene

1/We declare that:

(a)
(b)

(c)

Dsted

. SINGARQRE

I/we have not made any other application for authority undeg the Eoseign Exchange Regulations
with respect to the transaction tefersed to herein.

the destination of the said foreign currency is

.......................

I/vse neither own nor have any interest in any foreign-currend
for other purposes under Part Il of the Foreign ExcHange’ Refl
hereof.

14,1.87 P.O”‘
Tel

Stamp of suthorised
dcaler, branch and

date,

1"H”"

%
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W GUINEA E(xtomgl!.
PAPUA NE oL 1
snbmit in FOREIGN EXCHANGE REGULATIONS
Dupcate APPLICATION FOR FOREIGN CURRENCY
(Other than for Travelling Purposes) e e T
' ) !
1t is an offence under the Foreign Exchange Regulations to make a falee ctatement in this ;pplknum. f
3JAN 237
Neme of suthorieed  To .BANK SOUTH PACIFIC LTD, PORT MORESBY. S |
dealer snd hranch. ]
Pull name(s). I/we FOREST INDUSTRIES COUNCIL OF PNG ...
Fulll sddress. of ..P.0.BOX 1829, PORT MORESBY. e sasareaeseas
m::mcy. hereby apply for Foreign Currency amountingto  USD6,359=40 . ...
in figures nnly.
Telegraphic trancfer, in the form of TELEGRAPHIC TRANSFER I.F.0. STRAITS..ENGINEERING...
mh':“iw‘m“m _CONTRACTING PTY LTD. A/C NO. 143-078764-001 AT THE HONGKONG
is to be to
'"’" showmame o SHANGHAI. BANKING.. CORPORATION ,EXNZKXX TANGLIN.. BRANCH,6CLAYMORE
snd address of ?
lnutc Statename HILL,01-00 CLAYMORg PLAZA, SINGAPORB 0922.
v-m address of for the purpose of e e ity s ssssserenne s
Give full pasticulars M1t ...@.‘.‘.“"‘”w g s
of transaction. )
1/We declare that
(a) the destination of the said foreign currency is  SINGAPQRE..............cevmrereenicnne

(b) 1/we have not made any other application for authority under the Foreign Exchange Regulations
with respect to the transaction referred to herein.

(c) 1/we neither own nor have any interest in any foreign currency fex
for other purposes under Patt Il of the Foreign Exchange Reg at
-hereof. '

:Dnted 7TH JANUARY 1987 . .. R .V AW WA w o/ RN

s may have been obtained
or as stated on the reverse

FODE’QT’ ! ! L T |
OF FAPUA HEV/ ZUiNEA
FOR OFFICIAL USEONLY | p.0. BOX 1829, PORT MORZSBY
TELEPHONE: 25 6399, 25 6302

TELEX: NE 22226

\\
neslent o 6369 0

(Signature of Authorisisg omem

g/



APPENDIX 47.3

obo

COMMISSION OF INQUIRY INTO ASPECTS OF THE

FOREST INDUSTRY
P.0. BOX
TELEX NE: 23290
PAPUA NEW GUINEA
I j DATE: 26 August 1988
Messrs Young and Williams
Lawyers OUR REF:
United Church Building
Douglass Street
PORT MORESBY YOUR REF:
L | TELEPHONE:
Dear Sirs,

STRAITS ENGINEERS CONTRACTING PTE LTD

I refer to my recent discussions with Mr Lay when I asked if you could
seek instructions from the above company to discuss with me certain
remittances to it by F.I.C.

I note that you are still awaiting instructions; that Mr Toms could not
recall remittances from FIC and that Mr Toms is presently making checks.

The remittances I am concerned to have explained were all by way of
telegraphic transfer from the Bank of South Pacific International Division
in Port Moresby. All were telegraphic transferred to the Hong Kong and
Shanghai Banking Corporation Singapore for the credit of Straits Engineers
Contracting Pty Ltd Account No 143-078764-001 with HK and SHBC Tanglin
Branch. 6 Claymore Hill 01-00 Claymore Plaza Singapore 0922,

The references, dates of remittance and amounts of each remittance are;-

1. CSB 8039-5374 30.12.86 UsD12,675.92
2. CsB 8039-5376 30.12.86 USD 4,040.24
3. CsSB 8039-5381 30.12.86 UsD 3,007.92
1. CSB 8039-5384 7.1.87 USD 6,359.40
5. CSB 8039-5374 16.1.87 USDZ,809.08

USD28,892.56

.2/,



Mr Toms recollection may be assisted by the attached copy of Mr Cowans
fax to him of 5.1.87.

You might also indicate to Straits Singapore that I have, but they might
wish to satisfy themselves, eliminated the computer payments to Mr Goh
Kim Seng as a possible explanation. That payment (S$8,000.00) was made
to the above described bank account on 21 January, 1987.

I confirm that what I seek from Straits Engineers Contracting are:-

(i) its explanation of each of these remittances

(ii) 1its advise at to how these remittances were entered in its books

(iii) whether those remittances were accounted for to any person (and
if so to whom and when)

(iv) 1its authority to have the explanations given verified by inspection
of its records by the relevant Singaporean Police authority arranged
through Interpol.

Could I please have your advices as a matter of urgency.

Yours faithfully



v+~ P.O. BOX 1829 PORT MOKESE
(} LOT 4 SECTION 405
WA IGANI DRIVE

Phone 25 6399
256302
~Telex: NE 22226 fQruNLO

FOREST INDUSTRIES COUN
' OF PAPUA NEW GUINEA

~RCSIMILE MESSAGE

vave: L CSJOE €T REF NO. ...290K . . ...
NT. OF PAGES INCLUDING THIS ONE ..(4{9.( A)
- ™ UL Toig

--------------------------------------------------------

..............................................................

-------------------------------------------------------------

IMPORTANT: IF YOU DO NOT RECEIVE ALL PAGES PLEASE LET US
KNOW IMMEDIATELY. OUR FAX NO:-

21 2911
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APPENDIX 47.4
Leo G. Williams, B.A., LL.B. (Qid.)
Peter F. Maloney, B.A,, LL.B. (Qid.) < q

Resident Partners:
Gregory J. Lay, LL.B. (P.N.G.)
Royale Thompson, B.A., LL.B. (A.N.U.)

Young & Williams

Lawyers

Our Reference : 5544:GJL/mahDDl7/7l 2nd Floor

United Church Building,
Your Reference: Douglas Street,

Port Moresby.

. P.O. Box 21,
2nd September 1988 Port Moresby,

Papua New Guinea.

Telephone: 21 2811, 21 2180, 21 2968
. : . . T :
The Commission of Inquiry into Telex: NE 22258 JOUNGSOLS

Aspects of the Forests Industry
Central Government Offices
WAIGANI

BY HAND
Attention: Mr. John Reeve

Dear Sir
COWAN REMITTANCES

We refer to your letter of the 26th August, 1988. At your
request we have obtained instructions from our client Straits
Engineers Contracting Pte Ltd on the contents of your letter.

Mr. Michael Cowan advised employees of our client that he had
received payments for project studies and feasibility studies for
various companies involved in the timber industry. He said he
would need that money in Singapore for taxation purposes and
wished to remit it to our client in Singapore to be held for him.

Subsequent to the remittances to our client, Mr. Cowan again
contacted staff of Straits Engineers Contracting Pte Ltd and
instructed that the monies remitted to them should be onforwarded
to his wife, Mrs Maria Clotilde Cowan in England.

The total amount received from Mr. Cowan, all of which was
onforwarded to his wife in England, amounted to 15,500 pounds
sterling. We attach copies of our client's banker instructions of
the 19th December 1986, the 5th January 1987 and the 19th January
1987 and a photocopy of the Singapore Dollar draft applications to
purchase British pounds.

../2



Young & Williams
N
Commission of Inquiry into Aspects
of the Forests Industry Page 02

If you consider it necessary our client will consider giving you
authority to contact our client's bank directly to confirm the
authenticity of the documents. However, our client is not
prepared to consent to Police enquiries as suggested by you and
we think that it is an entirely reasonable attitude for our client

to take.

Yours faithfully
S

’ ”/Zf“
(// L}
C-

/
YOUNG & WILLIAMS °

*Enclosures !

CC: Mr David Toms, Straits Engineers Contracting Pte Ltd., C/- PO
Box 1617, Port Moresby. )
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17. TUAS CRESCUNT, JURONG PCSTAL APDRESS

ASSOCIATES 1 EINJAF ORE 2263 MAXWELL F3AT 00 00X 31

INDONESIA REPUBLIC (OF GINGAPDRE REPS:\':;;“C; "g“,;fi;w{:
AUSTRALLA TELEPHONE] R 8™, 7
:M A CABLE S REL SING-POTR -

HAILAND TELEX RS 23£44 <10EL
FS 23000 NANDAND

FAX: #774230
ounree  HLBC/02/0187
5th January 1487

BY HAND

“te Manager

ite Honglong & Shanghai Banking Corpn.
“inglin Branch

¢ Claymore Hill #01~(D

(aymore Plaza

‘' ngapore 0922,

licar Sir

I ease accept this letter as our 1nstru1tion to telegraphic trans‘!
“he sum of GBP10,000.D00 (GBP Ten Thousand Only) to:-

Mrs Maria Clotilde Cowin
Accbunt Number 71053035)
Midipnd Bank PLC

Brangh 40-47-2%

I Warwick Street
Worthing

West| Sussex, EN1 3DE
ngland

1ad debit our account number 143-07876

urs faithfully

WIS S Ly ORIC'HAL §eneny vl

G0 I A [ S

TORDLREET - SKOFERGET



“anT STPAITS MARINC
3 el AR s B -

...........

na 15 ERISINEERS ©C . 4STING BYE.

d) |

i
17, TUAB CRESCL" . ") POSTAL At)DREgS: ’
ASSOCIATES IN: SINGAPORE 73° MAXWELL ROAD »0. hOx 3309
INLONESIA REPUBLIC OF SI1#GA.. w mpagiloﬁ)g " Tugo Boas
A 3TRALIA :
MALAYSIA TELEPHONE: £621421/7
TRRAILAND

ourrer:  HEEC/212/1286
19th Dacember 1986
BY HAND

The vanager
The HongKong & Shangha Banking Corpn
Tanylin Branch

6 Cliymore Hil1 #01-90
Clasnore Plaza
Sinyipore 0922.

Dear Sir

Pleise accept this Tetter as our inst: te tirlegraphic transf-
the sum of GBP2000.00 (BF Two. Thousana ui ¥y} tose

Mrs Maria Clotilde Cowan
{Account Number 71053035}
Midland Bank PL(

Branch! 40~47-25

1 Warwick Street
Worthihg

West Sussex, BNl :iDE
Engylan

and {ebit our acedunt number 143-078764-000 with J'0u.

You i fatthfully

ORIGINAL SIGNCD DY
0-10 KEET ane U“‘_ ‘\0‘0-- ‘\;'LHLD ﬁY
‘-;0 Kn FENG

G.A ) REEY ‘ SO FENG
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STFR

@8-31-88 17:42 T-¢IRAITS EGRE 3614220

4
R

SYRANS EIBHUEENS COMTR
SYREIVYS ERGiEr TRA
]
SHUCIATES IN s Tusigﬁ%%ﬂ: :;m ong
IND T YESIA REPUBLIC OF §INGAPORE
SUSTRALIA
Ma: A\Y§)A
THAILAND
ounaer  HMSBC, :2/0187

The linager

The tcngKong & §
Tang’ " n Branch

6 Cliymore Hi11 #01-00
Clayrore Plaza

Singi pore 09272,

hanghai Banking Corpn,

Dear jir

Plea:: acce

Pt this Jetter as our instruction
the

~im of GBPI,500.00 (3BP Three Thcusand a

Mrs Maria Clotilde Ccwan
(Account Number 71053035)
Midland Bpnk -PLC

Branch 40-47-25

1 Warwick Street

Worthing

West Sussex, BN1 3DE
England

and libit our acecount ﬁunber 143-078764-00.

Your: faithfully

et et . e

+ KEET

e P —

G.A.C

ITS MAFIHE

6837 -Be

CYINE BYE. LTI

POSTAL ADDIESS
MAXWELL ROAD 8.0 8O% 3885
SINGAPOHE 3038
REPUBLIC OF 5ir GAPURE
TELEMONE: 38218217
CABLE. "STREC SiH{GAPDRE"
TELEX. RS 236144 $TREL
RS 23600 NENDANG
FAX: 881430

19th January 1957

BY HAND

1o telegraphic transfer
nd Five Hundred Only) to:-

Ay

3% (1504, &6

With you,

S.K. FeNG
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APPENDIX 47.5

A
~I
oy

COMMISSION OF INQUIRY INTO ASPECTS OF THE

FOREST INDUSTRY
P.0.BOX 2554 Boroko
TELEX NE: 23290
PAPUA NEW GUINEA
[Messrs Young and Williams "1 pate: 12 September 1988
United Church Building :
Douglas Street OUR REF:
PORT MORESBY
YOUR REF:

L _| TELEPHONE:

Attention: Mr Lay

Dears Sirs

CONAN REMITTANCES

Thank you for your letter of 2 September, 1988 and for the co-operation
of your client company.

The remittances particularised in my letter of 26 August, 1988 were all
made by BSP from funds held in BSP's United States Dollar account on
behalf of the Forest Industries Council of PNG. The funds represented
retentions in USD of part of the proceeds of sales of logs to overseas
buyers by the FIC as part of its involvement in log marketing. I believe
it is quite conclusively able to be proven that the funds were the property
of FIC.

The remittances were made to your client company by written directions
on FIC letterhead which each bear signatures appearing to be those of
Michael Cowan.

Assuming the above as facts the funds were, it seems misappropirated,
unless they were paid to satisfy a lawful debt owed by FIC to your client.

The ‘explanation given by your client tends to make it quite clear the
funds were misappropriated by Michael Cowan and applied for the benefit
of Maria Clotilde Cowan.

There are however further questions which arise out of the form and substance
of your clients explanation.



First the documents provided do not show how the USD remittances particularised
in my letter were converted into Singapore dollars and the applicable exchange
rates. They only show outward payments as follows:-

DATE NETT S$ CHAREGES S$ CONVERSION NET GBP

22.12.86 6,336.20 30.00 3.1681 2,000.00
6.1.86 32,155.00 60.19 3.2155 10,000.00
20.1.86 11,464.60 40.00 5.2756 3,500.00

The charges are clearly in addition to the NETT S$ converted to NET GBP.

It is thus not possible to reconcile the remittances from PNG in USD with the
remittances in pounds Sterling from Singapore.

Secondly the explanation given of a request for onforwarding to Mrs Cowan "after
remittances" is n ot consistent with the first remittance being made to Mrs Cowan
by your client on 22.12.86 when the first remittance (mentioned in my letter)
to your client was not made until 30.12.86.

I am aware of a forshadowed payment by FIC to your client on account of Michael
Cowan as a consequence of Mr Maraleusfax to Mr Toms of 20.12.86 (copy attached).
I have not yet checked whether that payment was made but it would seem that at
the time a receipt by your client of USD2,000.00 would not have covered a payment
by your client of 2,000 pounds sterling.

Please understand that I am not questioning your clients explanation but seeking
to illustrate that further co operation and information is necessary and further
documents are sought.

I believe that the available evidence shows that serious and extraditable criminal
offences have been committed. I have therefore put that evidence in the hands
of the National Fraud Squad. Examination of these matters also fall squarely
within the Commissions terms of Reference.

In these circumstances I renew my invitation to your client company to give full
and complete disclosure of all relevant facts and documents so that the Commissions
task can be satisfactorily completed and the documents can be handed on to the
National Fraud Squad so it can complete its investigations and lay appropriate
charges.

It is clear from my discussions with Chief Inspector Walker that assistance from
the Singapore Police will be necessary and will probably involve obtaining statements
from your clients employees and copies of some parts of your clients records. I
understand the request’ for assistance has already been made.

May I please have vour further advices .

Yours faithfully




MEMORANDUM

577
FOREST INDUSTRIES COUNCIL
OF PAPUA NEW GUINEA
. mrE- de-10- 24 Roe '~ dcltp.
| ks  Macatay | Davip Tom$
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APPENDIX 47.6

SEP 21 1988 1708
L
PRIDE NE23290

SEP 21 1988 1715
L

PRIDE NEZ32Z90
STREL RS23b644
21/9/88 5T284

ATTN: J. REEVE

RE YOUR CONDUCT

YOU ARE HEREBY ADVISED THAT WE INTEND TO TAKE UP THE NATURE OF YOUR
CONDUCT WITH THE OFFICE OF THE PRIME MINISTER AND YOUR SUPERIOR THE
HONOURABLE JUDGE BARNETT IN RESPECT TO THE LAST PARAGRAPH OF YOUR
LETTER DATED 12/9/88. AS YOU HAVE GONE OUTSIDE THE TERMS OF REFERENCE
OF THE INQUIRY TO ASSIST COUNSEL FOR THE PLAINTIFF (INCHCAPE) ONE MR

LOWING ( B34'9y-) %483.0
) OF GADENS.

A COPY OF THE REPORT WILL BE SENT TO YOU IN THE NEXT 48 HOURS.

A.D. TOMSO
PEIDE NEZ23290
STREL RS23444
AUVAY

SEP 21 1988 z017
a -
PRIDE NEZ232%0
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CPIB IP 1988/1175
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Our Reference LA

Date

20 Oct 88

Mr P Tohian QPM
Ccommissioner of Police
National Fraud Squad
wWinter Street

Port Moresby

Papua New Guinea

Dear Sir

[VIRTS1e

CORRUPT PRACTICES INVESTIGATION BUREAU

64 Hill Street #06-00

Hill Street Centre
Singapore 0617

REPUBLIC OF SINGAPORE

H79

Telephone No

3379610

STRAITS ENGINEERS CONTRACTING PTE LTD

1 refer to your letter of

2 Mr Alvin David Toms,
mentioned company was
payments which were
Council (FIC) of PNG.

amount of US$ 28,892.56 from the FIC,
telegraphic transfers received from t

Paci1fic are:

interviewed by the Bureau on the
by the Forest Industry

made to his company
the total

Mr Toms has confirmed receiving

2 Sep 88.

five

and the details of the

3L

the General Manager of the above-

he FIC via the Bank South

Date Ref Amount

a 30.12.86 CBS 8039/5381 Uss$ 3,007.92
b 30.12.86 CBS 8039/5376 Uss 4,040.24
c 30.12.86 CBS 8039/5374 Uss$12,675.92
d 08.01.87 CBS 8039/5384 Uss$ 6,359.40
e 19.01%1.87 CBS 8039/5374 UsSg 2,809.08

Uss$28,892.56

3 Mr Toms claimed that the above sums were sent to his

company by Mr Michael John Cowan to
Mrs Maria Clotilde Cowan resi1ding in En
in Singapore
loan of GB& 2000,

for his wife,
who had wanted to stay
Mr Cowan asked him to advance a

had promised to return the money to him.
Mrs Cowan and on 30.12.86 he received three

gave the loan to

telegraphic transfers from the FIC
on 6.1.
the wife of Mr Cowan and another GBX

on the advise of Mr Cowan,

—y W/C \])

pe held in trust in Singapcre

instead of PNG.

gland and

on 22.12.£6,
to his wife and
Mr Toms claimed that he

Mr Toms further claimed that

g
Way il 7t

.
Y
W

L

87 he remitted GB£ 10,000 to
3,5000 to her on ZGNQKHQY,V‘H}

1



ro

750

4 Mr Toms also disclosed that from the sums remitted to
him by Mr Cowan, he had on the instructions of Mr Cowan deposited
a sum of $%12,679.56 in the account of one Tay Jin Huat, with the
Hongkong and Shanghai Banking Corporation in Singapore.

Mr Toms claimed that he complied with this as he was under the
impression that the S5%$12,679.56 was salary and other allowances
due to Tay Jin Huat who he khew was employed as an Assistant
Executive Director 1n the FIC.

5 The detaiis of all the money transactions are reflected
in the attached annexure.

6 Mr Toms has denied any corrupt motive in agreeing to
accept the money from Mr Cowan. Mr Toms stated that he was tola
by Mr Cowan that he had earned additional income by undertaking
consultancy work for various timber companies in PNG but did not
want the FIC to know of his side income. According to Mr Toms

Mr Cowan had told him that it was easier to obtain foreign
exchange control approvals for remittances overseas through the
FIC than as individuals and thus he had remitted the various sums
through the FIC to his company in Singapore.

7 The Bureau was unable to interview Mr Cowan as he 1s nc
longer in Singapore. According to Mr Toms, Mr Cowan did work for
his company in Singapore for a short spell as a consultant and
was paid a retainer fee of $3,000 monthly, after he left the FIC.
However, he had since resigned and returned to the UK.

3 If you require further assistance on this matter, please
feel free to contact me.

Yours faithfully,

_//
YONG S HIONG

for DIRECTOR
CORRUPT PRACTICES INVESTIGATION BUREAU

REPUBLIC OF SINGAPORE

Enc
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Patrick Tay

P O Box 4779
Boroko, NCD
Papua New Guinea

21 November 1988

Commision of Enquiry Into Aspects of Forest Industries
P O Box 2554

Boroko, NCD

Papua New Guinea

Attention: Mr John Reeve
Dear Sir,
RE: S$12,679.56 PAYMENT AS INSTRUCTED BY M. COWAN

I wish to advise you that I have no knowledge whatsoever that the
abovementioned money which was paid to my account as instructed by
M. Cowan through Straits Engineers, Singapore was from FIC.

All the time I thought the money I received was for some consultancy
work which M. Cowan had obtained and I was requested by him to assist
him. M. Cowan did mention that he would reimburse me for my work
but I did not know that he would do it out of FIC funds.

I hope the above clarification is clear and accepted by you I am
prepared to return the full amount to FIC. I.hope this undertaking
is acceptable and I will make arrangements to have the amount returned.

Yours faithfully,

.\\ &f@\
) N :

Patrick Tay

2L
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APPENDIX 48.

CORRESPONDENCE CONCERNING UNAUTHORISED
FIC LOAN TO NATIONAL FOREST PRODUCTS



| . - 5h1
~* SANTA INVESTMENTS PTE. LTD.

2nd Moor, Credit House, Musgrave Street, Port Morexshy, Papua New Guinea
PO, Box 88, Tel: 213411 (4 Lines) Telex: NE 23218 SANTA 1<\

ks
Yr ref: PT:mg ~4%Z?f@
"1 /[/@
r,%)
Executive Director N
Forest Industries Council of PNG S—.

p o box 1829
Port Moresby

Dear Sir
LOG SHIPMENT - MV DOOYANG GUIDE

As you are aware, we are the logging contractor for
Sopathin Development. Corporation Pty Ltd.

We refer to your letter addressed to our principal dated
27 February 1987, copy herewith, and to your calculations
contained therein.

We are most distressed by the item debited to Sopathin
account by you for '"advance to National Forest Products -
11,740.31". This '"advance" was made without our knowledge,
authority or consent and we hold you liable for immediate
reimbursement of the total amount.

We advise that unless the full amount of K11,740.31 is paid
to Sopathin's account within seven (7) days of the date
hereof, we shall commence legal proceedings against the
Council without further notice.

Yours faithfully
SANTA INVESTMENTS PTE LTD

AN

IR SHEPHERD
Administration Manager

enc



3 PO BQX 1029 PORT MOE LY

i L;-4£:~@§¢§& > - LOT 4 SCCTION 405
Vol ;ﬁj WAIGANI C3IVE
.7 FOREST INDUSTRIES COUNCIL ERE Prane: 256397256302
S L 77 OF PAPUA NEW GUINEA 256216,/256128
S Tolox: N22226 FORINO
Fax: 212911

May 29, 1987 KA/DSA

National Forest Products Pty Ltd

PO Box 9212

HOHOLA

NCD

Attn: MR WRIGHT

Re: Outstanding loan of K7111.00

The following are the details of loan made to you.

DATE " CHEQUE NO. AMOUNT

2nd January 1987 036619 K 4,000.00\+—

9th January 1987 036635 970.29 [~

15th January 1987 036652 667.00 {»

16th January 1987 036662 6,103.02} .-

28th January 1987 Air Ticket 1,802.00

9th January 1987 Air Ticket 1,802.00
28th January 1987 036670 -
Total Loan $ K18,851. 31

An amount of K11,7N0 31 have been deducted fram 1log shipment
done by Sopathin Development Corporation on the 21st February 1987.

Amount still outstanding up to this date is our cheque no. 036670
for K3,507.00 and the two air tickets for Mr and Mrs Wright
for K1,802 each.

We are hoping to receive a cheque for K7,111.00 as the 1loan
was made to you on trust. FIC still have that trust for National
Forest Product Pty Ltd.

aalevis\\18g
Yours faithfully ueF P Pap W1V 31072
o
Yy ¢

///? - 'Michael J Cowan
L EXECUTIVE DIRECTOR



P.0. BOX 1829 PORT MORESBY
LOT 4 SECTION 406
) WAIGANIDRIVE

Phone 25 8399
258302

) FOREST INDUSTRIES COUNCIL roen NE T7226 FORINGO
OF PAPUA NEW GUINEA

1st July 1987 IT/ta

The Manager

Santa Investment Pty Ltd
P O Box 58

PORT MORESBY

National Capital District

ATTENTION: MR I.R SHEPHERD
Dear Sir
LOG SHIPMENT PER MR DOCYANG GUIDE.

Reference is made to your letter dated 2lst May 1987 and
we are aware of the fact that K11,740.31 from the total proceeds
of the log sales was paid as our advance to National Forest
Products Pty Ltd.

Oxr Executive Director Mr Michael J Cowan who was involved
in this transaction is Overseas and we have no clue as to
why this action was taken.

The Executive Director in his actions committed FIC in the
transaction and as such we have to reimburse your campany
the equivalent amount. Due to our financial situation at
the moment we are unable to pay you the total amount in lump
sum and we have decided to pay you monthly installments of
K3,000.00.

We will forward you the first lot of payment as soon as we
receive your reply to our proposal.

We apologise for any inconvenience caused.

Yours faithfully

IMARI TRAWA
Acting Executive Director



