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Rayong Refinery Company Limited Star Petroleum Refining Company Limited

Number 8, Road [ - § Number 1, Road I — 3B

Map Ta Phut Industrial Estate Map Ta Phut Industrial Estate

Rayong 21150 Rayong 21150 o
A R E N BN
| DEInTY Iy ! D

6 May 1998 b Lo SREEERCTS L Lot T
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D'[', Sav1t BhothIW[hok i__' R LR R T T N SR i
Minister in the Prime Minister’s Office

Office of the Prime Minister ™mia ‘ﬂ'li"l
Government House Ry 1:”1 A
Nakhon Pathom Road 407 w ‘
Bangkok 10300 Tai AL 254

3 R ALt

Dear Sir:

Following up on our letter to you dated 12 February 1998 and our subsequent
discussions concerning the various Governmental approvals which would be needed to enable
the Operating Alliance to become operational, we would like to update you on the status of
the excise tax issue and to solicit your further help. First, your assistance concerning how to
resolve an excise tax issue in the context of the proposed Operating Alliance between Rayong
Refinery Company Limited (“RRC”) and Star Petroleum Refining Company Limited
("SPRC”) has been greatly appreciated. Progress is being made on this issue, and we
anticipate that in a short time a joint RRC and SPRC team wiil be meeting with -
representatives of the Excise Department. Furthermore, we are very pleased to report to you
that plans for the Operating Alliance are proceeding expeditiously and we look forward to
successfully achieving the alliance goals. We are now aware of additional tax 18sues that,
unless resolved, will have a significant impact on the Operating Alliance. Our proposed plan
In trying to resolve these questions is to arrange a meeting with the Director General and the
Deputy Director for Legal Affairs with the Revenue Department. We would be most grateful
for your support for our position ahead of the proposed meeting. Also present at that meeting
would be Dr. Suvarn Valaisathien (representing both SPRC and RRC), the two senior country
representatives from Caltex and Shell, and one or more of the Caltex and Shell tax advisers.

You will recall that RRC and SPRC intend to enter into the Operating Alliance for the
operation of the refineries in an integrated manrer in order to optimize the economic
efficiencies and capital utilization of the refineries. The main elements of the Operating
Alliance arrangement will be as follows:

* The corporate ownership structure of SPRC and RRC will not change and SPRC and RRC
will continue to hoid title to their existing assets.
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¢ SPRC and RRC will form a Thai company (referred to hereinafter as “Refco™) which will

probably employ most of the personnel currently employed by SPRC and RRC. Refco will
manage the operation of the two refineries.

¢ RRC and SPRC will purchase and arrange the transport of crude oil and other feedstocks
which will be owned separately in undivided fifty percent interests by RRC and SPRC.

* RRC and SPRC will each have equal use of the combined refining assets and will pay for
an equal share of the combined operating costs. Certain non-operating costs (which
include mostly non-cash items) will remain the sole responsibility of each company. For
example, these separate items include each company’s loan interest, depreciation, and-
insurance.

¢ RRC and SPRC will own an undivided fifty percent interest in all products up to the point
that these products are sold to third party offtakers. RRC’s and SPRC’s existing offtake

arrangements remain unchanged. All sales proceeds from product sales would belong to
RRC and SPRC as their separate property.

* There will be physical movements of hydrocarbons between the two refineries. There
will be no payments in connection with these transfers since there is no sale or change in
ownership taking place; it is merely a physical movement of hydrocarbons (as previously
discussed in connection with the excise tax 1ssue).

* Risk of loss (for example, future environmental loss, unplanned production loss) wiil be
shared equally between RRC and SPRC. Any crude and product loss will be shared
equally up to the point product is sold, i.e., it is assumed that 50% of the crude or product
loss belonged to RRC and 50% of the crude or product loss belonged to SPRC.

*» Risk of loss to the assets of the existing refineries remains the separate liability of RRC
and SPRC. Thus, if there is an explosion at a refinery, any property damage to the
retinery will be the sole liability of RRC and SPRC as applicable.

We understand that the concept of the Operating Alliance is new and there are
undoubtedly issues raised by the proposal that have not been addressed before. However,
because the amounts of tax involved are significant, it is in the best interests of all parties to
resolve the questions in advance.

During the proposed meeting with the Director General, we want to discuss our

approach for finalizing a written request for a tax ruling on the matters discussed. We have
summarized these matters below.
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Does the Operating Alliance constitute a joint venture or partnership?

We believe that the Operating Alliance does not constitute a joint venture or partnership.
Our conclusion is based principally on the fact that there is no intention by SPRC or RRC

to share profits or loss from the sale of their share of production, nor in fact, is this
oceurring.

May actual costs be allocated between RRC and SPRC or must any charges between RRC
and SPRC be on a “deemed” fair market price basis?

Although RRC and SPRC agree that both refineries will process crude oil and ‘
intermediate products, which they will own in scparate undivided interests, RRC and
SPRC do not view the Operating Alliance as a processing or service agreement. RRC and
SPRC have agreed that the Operating Alliance would be an allocation of actual operating
costs rather than an arrangement whereby any “deemed” fair market value would be
charged tor any processing services.

The purpose of the Operating Alliance is to promote operational and cost efficiencies
between the refineries, and therefore, each company should ultimately have more taxable
income rather than less. In addition. under normal operating conditions. any cost
allocation or charge between RRC and SPRC will be offsetting income and expense to the
other party, and when considered as a whole, there is no net economic effect.

Does the three percent withholding tax under Revenue Department Regulations apply to
any cost allocations or other payments between RRC, SPRC, and Refco?

Because there is no employer, contractor, or other relationship between RRC and SPRC
that justities a fee or payment for services, we do not believe the three percent
withholding tax should apply to cost allocations between RRC and SPRC. Furthermore.
because Refco is acting as managing agent for RRC and SPRC, we do not believe the
three percent withholding tax should apply on the fee paid to Refco.

Morcover. RRC and SPRC have massive net operating losses (which under the law may
be carried forward five years to offset future operating income). We do not anticipate that
either refinery will have positive taxable income for several vears, even after
implementation of the Operating Alliance. It is inefficient for the companies to
continually have to withhold and pay the tax and then attempt to ¢laim the tax as a refund.

Are the cost allocations between RRC and SPRC subject to value added tax and can RRC,
SPRC, and Refco separately credit any value added tax each pays against their own value
added tax liability, or seek a refund of any excess value added tax paid?
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As stated 1n the preceding paragraphs, the cost allocations between RRC and SPRC are
solely for the purpose of promoting operating and cost efficiencies, and such allocations
are not considered payments for services, which incur value added tax. Each refinery
will pay for its operating costs (for example, contractor services. materials and spare
parts. and energy) for consumption in its own refinery. However, after each refinery
spends such amounts as are necessary to operate its refinery, there will be some
mechanism agreed between RRC and SPRC to ensure that the operating costs of both
refineries are seen as having been equally borne by RRC and SPRC. Thus, there will be
no change 1n the stream of vajue added tax pavments to the Government as under current
arrangements.  Accordingly. we believe that RRC, SPRC, and Refco should separatelv be
able to credit any value added tax it pays against its own value added tax liability.

We are convinced that the success of the Operating Alliance will improve the
performance of the refineries, stem their massive losses, and be beneficial for Thailand. As
a result of the proposed integration, RRC and SPRC will ultimately generate additional tax
revenues for Thailand and continue to promote the employment of its people. You have been
very supportive of our efforts and we greatly appreciate your continued interest and counsel
concerning this project. Specifically we would most grateful if you would communicate vour
support of our position to the Director General ahead of our proposed meeting with him.
Thank you.

Yours very sincerelv,

. | i
———"If \ i .\ [ .‘ ) -~
: ?"\ lJ, k "‘ " r-v \\f‘.f"\/"\:-- N ~ lzf.:'\ f ; .
\ - Py,
J. K. Withrington o) J.D.McKenze
for, and on behalf of, for, and on behalf of,
RRC - SPRC
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RAYONG REFINERY COMPANY LIMITED
a Shell/PTT Company

Dr. Savit Bhothiwihok

Minister in the Prime Minister's Office
Office of the Prime Minister
Government House

Nakhon Pathom Road

Bangkok 10300

Dear Dr. Savit,

18th March 1998~

[ refer to our meeting on 24th February in which you Kindly advised us on
the appreoach we shouid follow in order to get the necessary Government support for
the propesed Operating Alliance between Rayong Refinery Co. Ltd. and Star
Petroleum Refining Co. Ltd. In accordance with your advice we have modified the
White Paper we gave you earlier to give more details of the various approvals that
need to be obtained to enable the Operating Alliance to proceed and the timing
within which we need to obtain such approval. We have also included a section on

the benefits which include a reduction in Thailand’

exchange.

s requirement for foreign

On your advice Tam copying this letter and the attached White Paper to Dr.
Piyasvasti Amranand of NEPO and lock forward to hearing from you or him on the
next step 1o take to seek Government support for the Operating Alliance and the

aecessary regulatory approvals and exemptions.

Yours sincerely,

For: RAYONG REFINERY CO. LTD.

WL

f x"\if?"f“"')

{John Withrington)
Chairman & Managing Director

Attachiment :

C.C. Dr. Piyasvasti Amranand ~
Mr. R, Guthrie - Caltex

t@on 8 nuu la-g HANRRAGIMNITNNIURTHA
& Uni. 34 Uns. HIuRTHA dimiRtzoes 21150
In1. (038) 684290 Tn1ar1. (028) smazoa

-~ 1
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No. B, [ - 8 Road, Map Ta Phut Industrial Estate

P.O. Box 34 Map T.a Phut, Rayeng 21159, Thailand.
Tel: (038) 68429C Fax; (038} 6B4204
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Bangkok,

16 March, 1998

SPRC/RRC Synergy Project

White Paper on the Operating Alliance and its impact on Thailand

1. Background

Thailand’s two newest oil refineries, Star Petroleum Refining Company, Ltd.
("SPRC”) and Rayong Refinery Company, Ltd. (“RRC”) were both completed and
started up in the first half of 1996. As a result of depressed international refining
margins, both have incurred substantial losses during the initial 18 months of operation.
With little prospects for improvements of the international refining margins, both parties

have considered a variety of options to reduce losses, including closer cooperation with
one another.

Joint studies have indicated that financial results could be improved by some
US$50 million per annum through integration and joint operation of the two refineries,
which are both located in the industrial estate of Map Ta Phut some 3 kilometres apart.
These improvements accrue primarily from optimised operation of complementary
process configurations and is effected through the exchange of conversion feedstocks and

gasoline/fuel o1l blending components. Furthermore some feedstock and operating cost
reductions are expected.

Integration and joint operation of the two refineries will improve Thailand foreign
exchange earnings by reducing the cost of crude imports and by generating zdditional
higher value exports.

2. Operating Alliance

SPRC and RRC have signed a non-legally binding Memorandum of
Understanding which sets out the intention of the two refineries to enter into an Operating
Alliance in relation to the operation of their respective refineries, and to consider the
further possibility of undertaking a merger between the two entities in the longer term.
Further discussions and negotiations are currently taking place between SPRC and RRC
and detailed legal agreements are being prepared.

The possibility of merging both refinery companies immediately has been
considered. However, lender agreements currently in place for both SPRC and RRC

(gt}



Ficciude a Uil merger uniess iciuwncing of the mergea undaeriaking 1s carried out
concurrently. Prevailing local economic conditions and the view of the international

banking community in general towards significant loans in Thailand rule out this option
at present.

Consequently, RRC and SPRC intend to establish an Operating Alliance through
agreement. Operations of the two refineries will be combined under a single company,
“Refco”, while SPRC and RRC will retain ownership of their respective assets, and

continue to hold separate financial, legal and operating permit obligations with respect 1o
each facility.

‘The relationship will be established through:

(1) an operating alliance agrecment,

(i1) the formation of a new company in Thailand (“Refco™) whose shareholders

will be SPRC and RRC, and

(i11) entering an operating and processing agreement between RRC, SPRC and
Refeo under which Refco will operate the two refineries.

Although the above arrangement could remain in place in perpetuity, it is planned
to transform this structure into a full merger in which SPRC and RRC wil be liquidated
and a new company which owns both assets will be formed. The timing of this event

depends on refinery profitability and the economic situation prevailing in Thailand at the
time,

) Under the Operating Alliance proposal, SPRC and RRC will purchase and jointly
arrange the transport of crude parcels which will be owned in undivided half interests by
RRC and SPRC. Each party will have equal use of the combined assets and will commit
to pay for an equal share of all cash operating costs. In return, each party is entitled to an
equal share of production. Off-take arrangements between SPRC, RRC and their
respective marketing partners remain unchanged

Refco will operate the refineries to agreed performance targets and within
approved budgets. Refinery management will report to a Refco Board of Directors with

equal shareholder representation. This will provide for unitary management, operations
and control.

In order to make the integration of the facilities possible, interconnecting
infrastructure consisting mainly of pipework and pumps costing at estimated US$7
million will be necessary. Work on this infrastructure has already commenced.
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3. Processing arrangements

The primary objective of the Operating Alliance is the operation of the combined
refineries (including feedstock acquisition) in the most economic and efficient manner,
taking account of the nead for safe and environmentaily responsible activity.

Refeo will plan the purchase of feedstock through a single refinery planning,
economics and scheduling department. Such planning motivated to operate only in the
best interests of combined facilities and independent of the fiscal entities. The refineries
will operate as a single complex aimed to maximise net refinery margin,

For the Operating Alliance to mect its synergy objectives and to optimise
production against demand, transfers of crudes, intermediate and/or finished products
between the two refineries must be unrestricted as though both facilities were contiguous
operating units. No concept of transfer pricing will be in effect as both SPRC and RRC
will own all intermediate streams on an equal basis.

Transfers of intermediate product streams

In the current environment, the transfers of the following intermediate streams
between SPRC and RRC are envisaged, but not iimited to :

— light naphtha

— kerosine

— heavy naptha

- vacuum gasotl

~  hydreracker bottoms
— light cycle oil

— heavy catalvtic naptha

These exchanges will be continuous, rather than batched from tank to tank.
However, all materials exchanged are ultimately blended into finished products
which are accurately measured for the purposes of Excise tax through either tank
dips or meters, depending on the product in question.

&



Schematic of Existing Excise Measurements for Indenendent Refineries
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In the Operating Alliance proposed, no change to existing Excise procedures are
necessary. Just as there is currently no need to measure intermediate streams in either
refinery for the purposes of Excise measurement, it is not necessary to measure the
exchange of intermediate streams between two refineries operating 1a the alliance.
Effectively, an envelope is drawn around the two refineries to define where Excise
measurements take place. The envelope preserves the integrity of Excise measurements,
while at the same time ensuring a practical procedure for on- going measurement. This

also avoids potential double and triple counting, as well the complexity that arises in
atternpting to account for exchanges that are in part returned to the originating refinery.
Any losses between the two refineries in excess of prescribed operating limits would be
handled as losses in either individual refinery are today.

Schematic of Proposed Excise Measurements for Refineries in an Alliance
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4. Approvals required

A number of approval processes will have to take place concurrently to enable the
Operating Alliance to become operational. These may be summarised as follows:

— Shareholder approvals. Although SPRC and RRC and their respective
shareholders (PTT, Caltex and Shell) have given approval in principle to the
implementation of the Operating Alliance, the detailed legal agreements
binding the companies are also subject to shareholder concurrence. This is not
expected to be withheld.

— Lenders approvals. Current agreements between SPRC and RRC and their
respective lending banks and other financial institutions require their ’
concurrence to the Operating Alliance. These approvals are being progressed
and are expected in the May/June timeframe.

— Proprietary technology licensor approvals. Both refineries have
confidential licensing agreements with suppliers of proprietary technology.
Side agreements will have to be negotiated to permit Refco to operate the
technologies employed in both refineries.

- Government approvals. Two levels of Government approval will be
required: approval in principle at National Energy Policy Committee level to
clear the way for regulatory approvals/exemptions necessary to give effect to
the Operating Alliance; and approvals by various Government regulatory
agencies as follows: ‘

a) Excise Department (Ministry of Finance). Under certain
circumstances, transfers of hydrocarbon streams between SPRC and
RRC could attract Excise tax. For the Operating Alliance to meet its
synergy objectives and to optimise production against demand,
transfers of crudes, intermediate and/or finished products between the
two refineries must be unrestricted as though both facilities were
contigeous units. No concept of transfer pricing will be in effect as
SPRC and RRC will own all intermediate streams on an equal basis.
This will require exemption to be granted by the Ministry of Finance
(Excise Department).

b) Commercial Registration Department (Ministry of Commerce). The
proposed operating company, Refco, as an alien 1s not permitted to
operate both SPRC and RRC refineries until such time as an Alien
Business License is granted.

¢} Board of Investment. SPRC and RRC operate under BOI Promotion
Certificates. Tt will be necessary for the BOI to give approval to Refco
to operate the refineries (plant and machinery of which has been
granted exemption from import duty) and to allow SPRC and RRC to
second expatriate workers to Refco.
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5. Implementation timeline

Attached is an outline implementation schedule. Key date is the completion and
signing of the various detailed legal agreements which is anticipated by 1 July 1998. Ful]
commissioning of the Operating Alliance may not be possible unti! after the SPRC
shutdown planned for November/December 1998. However, as soon as agreements are
signed and approvals obtained, partial capture of early benefits is possible.

6. Benefits

The Operating Alliance proposed between SPRC and RRC will create one of the
largest single refining complexes in South East Asia, and as such. has wider implications
than just the internal profitability of the two facilities.

In broad terms, the refining industry in Thailand is suffering the consequences of
weak international margins, and the effects of fuels oversupply in the SEA region.
Implemented efficiently, the Operating Alliance will strengthen the refining industry in
termns of increased capital productivity. It also provides a model which could be used to

advantage in other local industrial ventures to offset some of the effects of the current
€COnOMmIC Crisis.

Additionally, the Alliance offers the opportunity of wider and cheaper
crude and feedstock choices. This has the potential to reduce foreign exchange required
for imports. This benefit is estimated at around US$30 million per annum. The complex
will also be able to provide tailored feedstocks to the Thai petrochemical industry with
the potential to further reduce foreign exchange import requirements in the furure.

7 Wi /

J K. Withrington 1.D.McKenzie

for, and on behalf of, o for, and/m/—x behalf of,
RRC ] SPRC
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Rayong Refinery Company, Ltd. Star Petroleum Refining Company, 1.td.
Number 8, I - 8 Road Number |, Road I - 3B

Map Ta Phut Industrial Estate Map Ta Phut Industrial Estate

Rayong 21150 Rayong 21150

[2 February 1998

Dr. Savit Bhothiwihok

Minister in the Prime Minister’s Office

Office of the Prime Minister

Government House

Nakhon Pathom Road ’
Bangkok 10300

Dear Sir,

As the Minister is aware, Rayong Refinery Company (RRC) and Star
Petroleum Refining Company (SPRC) propose to integrate their operations to offset
the very substantial effects of depressed international refining margins and the weak
local economy. Studies indicate that benefits of at least US$49-58 million per annum
can be achieved through exchange of gasoline and fuel oil blending components,
feedstock and operating cost reductions, and better utilisation of conversion processes.

Combined as one of the biggest refining complexes in South East Asia, the
refineries will also provide improved future business opportunities. Supply of
petrochemical feedstocks, capacity expansions and negotiation of more advantageous
purchase/sale agreements, all have potential to enhance earnings.

The possibility of merging both refinery companies has been considared.
However, lender agreements currently in place for both SPRC and RRC preclude a full
merger unless a refinancing of the merged undertaking is carried out concurrently.
Prevailing local economic conditions and the view of the international banking

community in general towards significant loans in Thailand rule out this option at
present.

Consequently, RRC and SPRC intend to establish an Operating Alliance
through agreement. Operations of the two refineries will be combined under a single
company, “Refco™,"while SPRC and RRC will retain ownership of their respective
assets, and continue to hold separate financial, legal and operating permit obligations
with respect to each facility. *“Refco™ may require an Alien Business License (and
potentially other Government Department approvals) to enable the company to operate
both refineries and we request your support in obtaining these.

=
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Under the Operating Alliance proposal, SPRC and RRC will purchase and
jointly arrange the traispui oi’ Lude parcels which wiii ve owned in undivided half
interests by RRC and SPRC. Each party will have equal use of the combined assets and
will commit to pay for an equal share of all cash operating costs. In return, each party
is entitled to an equal share of production.

For the Operating Alliance to meet its synergy objectives and to optimise
production against demand, transfers of intermediate and/or finished products between
the two refineries must be unrestricted as though both facilities were contiguous units.

No concept of transfer pricing will be in effect as SPRC and RRC will own all
intermediate streams on an equal basis.

As SPRC and RRC will remain independent fiscal entities, transfers of
intermediate and/or finished product streams between the two facilities would normally
attract Excise Tax. Of course, when the finished products are sold into the market
place, tax paid on intermediate transfers would be refundable.

Such an arrangement would be inefficient, resource consuming and ‘involve
increased working capital as well as additional metering facilities, thus negating some
of the benefit of the Operating Alliance concept. Given the fact that no less tax wiil be
levied than with SPRC and RRC refineries operating independently (in fact, more tax
revenues will accrue owing to increased production of higher value products), we
request that consideration be given to waiving Excise tax obligations on all
hydrocarbon exchange streams between the two facilities.

Implemented efficiently, the Operating Alliance will strengthen the refining
industry in terms of increased capital productivity. It also provides a model which
could be used to advantage in other local industrial ventures. More importantly, the
Operating Alliance will earn Thailand foreign exchange by reducing the cost of crude
imports, and by generating additional higher value exports. '

Attached for your consideration is a White Paper providing more details of the
proposed Operating Alliance. In view of the national implications of merging the two

refineries’ operations, we seek your counsel as to how best to progress the various
Government approvals to enable the Alliance to become operational.

Yours very sincerely,

mﬁu@g: | /

J{‘ /

i
J. K. Withrington > 1D McKenzie
for, and on behalf of, for, and'on behalf of,
RRC SPRC
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SPRC/RRC Operating Alliance ﬂg [

Excise taa eavinptions for intermediate streams

1. Background

Thailand’s two newest oil refineries : Rayong Refinery Company, Ltd. (“RRC") and
Star Petroleumn Refining Company Ltd. (“SPRC”) were both completed and started up in
first half of 1996. As a result of depressed international refining margins both refineries
have incurred substantial losses during the initial 18 months of operation. With little
prospects for improvements of the international refining margins, both parties have
considered a variety of options to reduce losses, including closer co-operation with one
another.

Joint studies have indicated that financial results could be improved by some $ 50
million per annum through integration and joint operation of the two refineries, which are
both located in the industrial estate of Map Ta Phut some 3 kilometres apart. These
improvements accrue primarily from optimised operation of complementary process
configuration and is effected through the exchange of conversion feedstocks and gasoline /

fuel o1l blending components. Furthermore some feedstock and operating cost reductions
are expected.

2. Operating Alliance

RRC and SPRC propose to restructure operations (but not ownership) of the two
refineries. This will be done by forming a new company (“Refco™) to operate the two
refineries as a single refining complex on behalf of the two refinery owning companies.

Crude oil feedstocks for both refineries will be owned in undivided half interests by
RRC and SPRC, but Refco will arrange for joint purchase and transport of crude oil
parcels. Property and risk of loss in all crudes, feedstocks, intermediates, blending

components, additives and finished products shall remain with the two parties on an equal
basis.

RRC and SPRC will retain ownership of their respective assets and continue to hold
separate financial, legal and operating permit obligations with respect to each facility. Each
party will commit to pay for an equal share of all feedstock and cash operating costs. In
return, each party is entitled to an equal share of production. Off-take agreements between
RRC, SPRC and their respective marketing partners remain unchanged. Refco will employ
all personnel to operate the refineries. Refinery management will report to a Joint
Management Committee with equal shareholder representation.

In order to make the integration of the facilities possible, interconnecting

infrastructure consisting mainly of pipelines and pumps will be necessary, and a project to
effect this has been initiated.

3. Transfers of intermediate product streams

In accordance with the Operating Alliance concept, the two refineries will be
operated as one single, integrated complex to maximise the net refinery margin. To achieve

" Synergy-Excize.doc, 13/02/98, 10:02 AM

Page |



this the transfers of intermediate and /or finished products between the two sites must be
unrestricted and considered as ‘internal’ streams. No concept of transfer pricing will be in
effect as the parties wiil own ai streams on an equal basis,

It is currently cnvisaged that the streams to be exchanged will include the following, but

over time the project might be expanded to include other streams (including feedstocks and
crudes)

From SPRC to RRC
Heavy Straight Run Naphtha
Straight Run Kero
Heavy Cracked Naphtha
Light Cycle O1l
Decant Cycle Oil
Hydrotreated Vacuum Gasoil ‘
Moaas 92/97

From RRC to SPR(
Hydrowax
Dirty Wash Qil
[ight Naphtha
Reformate

4. Excise Tax issues

RRC and SPRC will remain independent fiscal entities and such transfers of
intermediate and finished products sireams between the two sites would therefore normally
attract Excise Tax However, because of the single Excise taxable event principle

L, any tax
paid on intermediate transfers would be refundable.

Such an arrangement is considered very inefficient, resource consuming and

invoiving increased working capital as well as additional metering facilities, hence negating
some of the benefits of the Operating Alliance concept.

5. Proposal

[t s proposed that a blanket exemption of Excise Tax payable is granted on alj
transfers of crude / feedstocks. intermediate products, blending components and finished
products between RRC and SPRC. subject to necessary controls being put in place to
satisfy tax authorities that no evasion of tax is permitted to occur.

6. Benefits to Thailand

- International credibility in supporting Operating Alliance and thereby hosting
biggest and most modern refining complex in SEA

- Higher Excise tax potential (increased production of higher value products)

- Reduced forex for crude oil imports (higher crude utilisation efficiency)

- Less imports of petrochemical feedstocks

- Less export of lower value products

Synergy-Excise.doc, 13/02/98, 16:02 AM Page2
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OFFICE OF THE BOARD OF INVESTMENT
555 Vipavadee Rangsit Road,
Ja%lchuck. Bangkok 10500
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