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fectively restrictwg ·the commodity • deduction . By MerrUI Brown industry and:AT&T, its largest ·component. to seek a referral to his committee of the bill the way of plans laid by the bill's suplJ:rtcriJ ~; 
The antitrust issue revolves around the<;,.; 

bill's provisions that alter a government an;;:;:;: 
titrust decree with AT&T. In addition; inos(,Y 
experts say such legislation could alter the>. 
relief options facing the court hearing th~ };' 
government's current antitrust suit again.st • • 
AT&T. 

schen,o, to industry insiders. . was111nstonP.,1a1arrwru.r The atmosphere surrounding that debate is because of the same antitrust concerns that 
A Senate committee on 'I\ie&lay begins clouded by three major court cases, uncertain prompted Rep. Peter Rodino (D-N.J.), Hot1~e· 

i:01IBideratio11 of controversial legislation that Reagan ad.ministration policies, new regul&- • Judiciary chairmart, to get a review of IMt 
"ri:e basic concern was that spreads are being 

used to shelter some other type:i of income," said 
. Thaddeus Davis, a lawyer who lobbies for the com­
:·modity industry. "We all agree we've got t.o get rid 
• of the sheltering of unrelated income." • 

But for professional commodity tntders, Davis 
said, "It's not a question of shelter; .it's a question of 
how they make their living. People in the commod­
ity business are subject to the highest tax rates, up 
to 70 percent" on their short-tenn trading profits, 
he explained. The business is too risky to . attract 
speculators unless they can mie special trading te­
chinques to convert their earnings to long-term 
gains, taxed at the lower rate. • 

. 1vould revamp the growing teiecommunica- tors, congressional preoccupation with budget ·, year's House bill. 
tions field, a plan that would entail the moot · :md tax issues, and an increasingly frag- Rodino's efforts and a recommendation 
compleK restructuring of ru1 industry &nd a' mente<l industry. . • . against the legislation effectively killed the 
single compa,'1y - American Telephone & Thus - although proopects for passage · of ----------- ' 
Telegraph Co. - ever undertaken .by Con- . the le~lation _by th~ Repu_blican-controlled .. ' 'It'' . umb . 
gress. . . . committee apperu· bright, With endorsement • , 1; OUI ll er one 

But there is nothing on the Cominerce • 
Committee's regulatory agendr. more impor; .' 
tent to Packwood. "Sen. Packwood is com:> '. 
initted to having a vote on the bill this year,"..; ·,.: 
said William· Diefenderfer, the committee's 
chief cow1Sel. "It's our number one deregu:-:· 
latory bill. Nothing has a higher priority." , :. 

1 Nearly tl year after a House attempt \;() -'. ofthe bill by four majority members includ- deregulatorv bill Nothing has 
rewrite the outdated Communications;Act of - •ing Packwood imd Sen. Barry Goldwater (R- • . ·;_ a 
1934 failed. when antitrust concerns blocked •Ariz.) who is the communications subcom- higher pnonty. / · 
legislation from reaching the House l1oor, the mittee chairman - prospects for ending the . . . . · • . 
Senate Commerce Committee-'- now chaired.' legislative logjam are, at best, murky. -William D1efenderf.er, Commerce 

"Without long-tenn capital gains, the people ,vho 
are providing the liquidity to the marketplace just 
won't be there," said Davis. 

by Sen. Robert Packwood (R-Ore.) - takes Further complicating the legislative picture Committee chief counsel 
on the issue again. , . . . is a potentiolly divfoive Republican tussle 

On the other hand, Rep. Timothy Wirth. 
(D-Coh), chairman of a Hou.9e communica, 
tions· subcommittee 1md a.11 advocate of-

See STRADDLE, E3· 

The Senate hearings will begin the sixth between Packwood and Sen. Strom Thur­
year • of still unsuccessful and often • bitter mond (R-S.C.), chairman of the Judiciary 
congressional debate about the. future of the -Committee. Thurmond has announced plans 

. bill last fall. Despite important differences 
•• between the rules of the chambers of Con­
gress, Thurmond could put a roadblock in 

• House legislation last year, is moving :Car:. 
See COMMUNICATIONS, E2 

Kuwait Oil·Profits _Buy $7.Billi0n-Worth of U.S. Securities 
Kuwait, the second-largest oil producer in billion - has acquired from 

1
1 • percent to Tribune is a complete breakdown of two of To guard the identity of the owner of' 

the Organization of Petroleum Exporting · over 2 percent of the common shares of a) the largest Kuwaiti equity accounts managed these equities, some of which are stored in 
• Countries, has amassed huge blocks of slew of the biggest U.S. companies including; . . by _Citibank - the Earmarked and Reserve Citibank . branches in London and Nassau, 

American securities now worth close to $7 .Dow Chemical, J.C. Penney, .McDonald's,. portfolios (which are detailed in an accom- Citibank lists the Kuwaiti holdings in a se-
. billion. And if Kuwait's American adviser on Honeywell, Burroughs, General • Mills, K .. punying chart). The holdings are as of iast cretly coded "M" account. 

• U.S. ='"" CiUb,mk, h,s it, my, ilio • -, B~li- fud~tri" Ros"" -•,; : 

1

. ~ ~ I ,)n ~~inati<m of K"Wfilt', eqillcy hoM-
am0tmt could swell to roughly $8 billion be- .. Associated Dry Goods . Corp.<.· and Kerr-! , . < . .. . • .·· , • • , ,· . . .ings in the United States - which cover the 
fore the end of the year. • ' McGee. ; • . . ·, • ', . : ,. : / • ' ', '· · . . :-·: Dl4_N DORFMAN bread-and-butter of corporate 'America...:. 

Confidential documents have been ob- • The documeirra,. whicli' 'also detail private ··.· : . i i . . . .. , shows ownership in 15 U.S. banks. These in-
"""' by ~, Crurago T,i""" th,;t detail fm . ~ .ti,~ bet_, C"b,mk ru,d K"""'U 0/-. 1 ,: • : • • ''cl"d' i,t,,ra,, i, BMk of Amerira, Ch,. 
the very first time an OPEC nation's broad- ·ficirus, reveal that the OPEC producer is un- ' -':" ' -•- · Manhattan, Mellon National Corp. and Con-

., based · holdings in the United States. They . • happy with that bunk's muniigement _of its· ' · April 4. The~ asset values, though, are based tinental Illinois. Kuwait's biggest interest in a 
dispute the repe2ted statement.'! of Treasury •. funds and hrui threatened to shift . its assets, . ,on. stock prices as of last ·December,· and bunk - 2. 2 percent·.:.. is held . in the Pitts-

• and other government officials that OPEC's to another bank. Esse.f!tially, it ivants Citi-: ; stood.at $2.47 billion - about a $317 million burgh National Bank . 
. petro-hillions invented in the United States bank . .to .trade . . the equity · market more · Ilg-· : •• increase from t~~ cost of the· stocks. . The Kuwaitis also are· using their sL1Iging 

are goi.'1g primarily into short-term money •· ,grer,1h·ely . ..:. to generate more capital gains. •• • . All told, Citibank manages five equity < oil revenues to buy up sizable chunks of th, 
market securities, such, as Treasury bills. • Conaldering the Kuwaiti billions . in the' . 'port.foli~ for Kuwait, which, as of last Nov. most important U.S. energy companies.' It: 

They also raise serious questions as to the marketplace, A more aggressive ,investment, • ,28, rarr1ed a market value of approximately . fact, more than 22 percent of their two big­
extent of the equity holdings of the other 12 strategy~ if adhered to by Citibank-'- $3.7, billion. Another $3.3 billion was in. gest portfolios is centered in. oil and oil­
OPEC producers, including Satidi Arabia, the clearly could bo_ a destructive force. It would . bonds. and sh?rt•te1:11 securi~ies. Plans· call . , service companies. Included are over 1.8 mil-
biggest oil exporu:r of them all. . , add · considerable more . volatility to . an al- - for this portfolio, which contains about· $440 • lion shares of Atlantic Richfield, more than 

The documenis reveal that Kuwait - ready volatile stock market. , 1 !11i1llon of Canadian eq_tri_ties and bonds, to .pc • 1.2 • million shares of Phillips Petroleum and 
which had petro revenues last year of $18.6 Included_ in the documents obtained by the' mcreased to over $8 billion by December. • over 1 million shares of Conoco. 

·• . ;• ,, 
{ 

,; 

0 

Ma Bell is another favorite of t.he I(uwai-
tis; The Citibank documents show they 
shelled out nearly $100 million to buy close , , 
to 1.8 million shares of American Telephone • ' 
& Telegraph. 

Peter Vermilye, Citibank's chief invest-
ment officer, declined to tall< about the Ku- · . 
waiti investments. "We don't talk about our : . 
clients' affairs, including Kuwait, and there's • '. I • r. 
no more sensitive account than that one," he • • 
said, 

Vermilye's concern is understandable since : ' 
Kuwait - by t.he virtue of its assets - is · •• 
undoubtedly one of the biggest, if not the • 
biggest; of Citibank's investment accounts. Its 
total holdings \vith Citibank - which is not 
its only adviser on U.S. investments -
probably place it among the top firn mutual 
funds in the count.ry (excluding money mar-
'.tet funds). ••• • 

One Citibank memo, focusing on the size 
Sec DORFMAN, E:! 



iill. \\ \:·,iil.\l, i(J\ l'U~I 'r, 11d,11 . . i1 ,.1 i'' ,1 L:s 

Do Kuwait's Petro-Billi()llS Hurt or Help .the u.s .. Econon1yI 
DORFMAN, From El 

or:Kuwait's inveslmcnt., for the l2 
months ending ,June :30, 1980, n otes 

the fo llowing: 

o A · total of almost $1.25 billion of 

inte r ests and dividends wa.~ earned in 

the past year. 

o Nearly $3:l bill ion of funds were 

t ransferred in and out of accOLmts. 

• More than $100 billion of secu-

rities' t.ri11sactions were completed 

during the µast year. 

These add up to h uge management 

fees from Kuwait, ,t, does its rnpid ac­

ce leration of U.S. investments, which 

amounted to only $MO mi llion at the 

encl of 1974. 
' i'he g-reat.ly accelerated U.S. equity 

purchases by Kuwait - and that's 

only one OPEC member - again 

raises the obvious question of whether 

the1·e's a genuine clanger of t he oil-

,- eKpmting nat.iDns' gaining con trol, or, 

• ar· the very lea~t, a strong influence, 

, ,oyer some of the lea ding U.S. com-

plµlies. 
-Paul Erdman, author of "The Crash 

,:ot: '·79", ancl an expert µn Mideast af­
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• lub'rilol Corp 
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MISCEl_lANEOUS NONOURAB\ES ,., . 

" ['m deeply concerned uboi1t OPEC • • Colooro-P,lmoho 

invc:;Ln1cnts in the U11ited Stutcs,11 
' ~~

1~f0:~F~::0k 
said Rosenthal, whose comm ittee will p,,,,,. &Q,mbl, 

resume hearings in ,July. "The Trea - s,, .. m. J.P. 

smy's d ata collectio n is absolutely in ­

adequate," he said. "We cou ld have , 

OPEC cow1tries b uying up huge 

pieces of America withou t anyone 

knowing it ... and there's nothing · to 

arrest it. It's frightening.'1 . • , . 

Rosenthal said he plans to push fo t· 
new laws to requ ire t ha t every foreign 

inve~tment in the United States -

regardless of how s ·mall - b e duly ·rn· 
ported to both the Treasti1•y D epart­

ment and the Depmtment of Com-

mercc. 
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"We need an intelligent inventory of 

the amount o f U.S. assets that arn 
being acquired abroad," he s;1 id. "Fo1·­

e ign investments m ay be good for u s 

- but n ot if they lead to foreign 
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Aoloa life & Cai , 930 3,324,750 O.IJ ~~~mo~ Mining 

l.OJ P111.on ~o. Amo,icon bpm1 $.603 15,563,687 

l,l. 10 . 8,j9J.7l0 . J,166,276 O.J< 
6,552 JJ,,179,900 51,357.706 1.40 
l,58l, 2,812,8 12 3,008,651 0.12 
1,316 11 ,283,200 • 9,781,2 11 0.46 • 

S1Jp Oil Co_' .. 
hon1co Co, 

• Union Oil. Col ' 

2,105 46,571,12l 26,942.670 I.SI 
44 191!,0UO 124,925 0.01 

.. , , ,,2,0l7 '0.099,4J7_,. '8.J44,4ll O.Jl 

. BOJ ·l,530,661_, 4,138,932 0.22 . , .· . .... ,· ·.i .,;, ... R!TA)l /Al_E~ .. .. , 
l,1l0 6,9lJ,125 8,J24,24J 0.18 A1< O,y Go<>d, .J,lll -10.711,'37 . 6,911,640 .· 0.44 
1,160 .. 6,Jll,000 5,721,244 0.16 £,k.,d, J0<k -- .l,9JJ . 7./07,8JI • b,2J7,J82 ·.O.JI 
5,J63 51,079,050 46,622,369 2.07 • Fedorotod Oopt Sin· , -r. 6,673 ?S,524:225 JJ,154.374 1.03 
4,0l4 ,12,l67,000 JJ,303,965 1.72 ' K mocl Co,p ,', . ,. 16,791 31,742}50 53,484.896 . I.JJ 
6,040 37,674,500 33,874,93J 1.52 Moy Dept Sloro1 ·; .• . ~.833 19,~25,47~ .. 12,037,74~ 0.44 
1,100 ' 8,305,000 . 1,514,l52 0.34 Pe,noy •• ·1.0,020 ·· 18,932.7 50 4b,Jll,Jl0 1.1 7 
1,057 4,215,864 2,071,101 . 0. 17 ""dY (o,p , " l,Ooo .,.5,97l,OOO .. , ;167,128 ,· 0.14 

1000 SERVICE _. _. . .-. Woolwo,lh 1,670 (40j,61! }'.89l,090_0.\8 
7,J59 46,l77,72S 4o,l2J,ll 4 "_'i.87 ,· . .. .. TRANSPORTATION 

MACHINERY-EtECJRICAl , , \ 1 8u1linglo11 Nonh .-,:,: : , .l.499:·, 9,528,903 . , 4,241 ,620. 0.39 
l,OCO 3,162,lOO · 3,585,106 ·o. lJ • CSX Co,p • • • • l,Jl l • 7,502,656 J,726,497 0.30 

.J,191 . 27,094,031 22,461,850 1 .. JO , -Con1 fr1 -•• ,.- :...·. ::..~ 1,521 ·5,741,775 3,544,91 1 0.23 
1.247 ,, 6,172,650- . 3,030,001 0.25 Overnite Trom. 190 160,000 445,645" 0.03 
1,JlO 11 ,573,750 12,J04,l74 • 0.41 Union Po,ilic 5,000 37,000,000 IJ,l07,65I 1.50 
2,245 B,_138,125 , 8,277,016 0.JJ Yellow Fit. Sy11 2.450 • 4,287i500 1,038,000 0.17 
1,000 4,612,lOO '4,J08,l64 0.19 •• 
7,80l 51,629,500 41,361,453 2. 14 

376· • 1,11 8,600 963,777 0.05 
1,979 14,l70,J87 14,4l2,J5J' O.i9 

8j~ .•.s:~:: ~·2/~:;~ ~.~ 
928 4,l47,200 5,197,480 0.18 

• 169 796,911 8l4,075 O.OJ 
JlO 1,828,750 l.742,J90 p.67 

l,2l0 7,0ll,625 . 6,396,924 .g.1a 
M!TAlS 

9JO 3,255,000 . ·2,510,863 O.IJ 
1,849 11 ,952,J93 4,600,231 0.48 
l,6J7 6,168,461 ,4.746,2ll 0.27 • 
2,180 , 5,886,000 • 3,186,405 0.14 
I.Ill 12,'16,937 10,996,694 -0.50 

•l,000 5,537,500 3,976,543 0.12 

UTIL IT IES 
Am E!ec Pow 1,234 2,036,Jl4 ·?,461,346 .0.08 
A[&f 17.742 . 91,J7l,368 .98,645,071' 3.70 
A1i1. Pub. St1y. , 1,030 :; 1.712,375 , 2,034,250 0,07 
80110.Go, & El" 550 1,223,750 . . l,420,375· 0.05 
Ori &So We11 3,595 ,USJ,2~ . 5,463,214 0.20 
Coe 111 M ·l ,lOO • l,59J,7l0 2,043.750 0.06 
Cloelond Efec ·· 1,250 l,9Sfl25 2,421,875 0.08 
Commo11W Edi1on 1,795 . ~,4 J0,5QO 4,499,552 0.14 
Con1 Powa,_ ., ; ·,U00 .•,•2,568,750 3,315,500 0.10 
Delroir Edi1on 1,500 - 1,762,500 2,456,250 0.07 
Duke Power Co ··: 900 _l,631,250° 1,699,850 Q.07 

·11, P&l 1,550 ; 4,116,875 3,910,9/l ·o.17 
Hov1lon NaJ .Go1 , 1 :A.:t; l,GQQ :.$,025,000 4,066,067 0.20 
Illinois Power •. •• • 1,654 .3,101,.250 3,536,914 0.13 

K.C. P&l 
Kon. P&l 

, .Mi<l.Sovlh lJrili 
' O~loGo, & El 

_., )ac_.Go, &Ele~-- - , 
Jnhndlfo11Pl 
·· Philo. Eleclr\c 

P.ublk s~· N.M. 
P1Jblic ·s~ Colo. 
Pub\i(Sv-lnJ°. 
P1Jb Sv Eli.Gos 
SoCorolino Elec 
S Col Edi1on 

·· sourhe,n Co. 
• So NotRe10,cM • 

, '. 1enn~~o Im 
• hxo1 Eo~te rn 

Tex01 Utili1 ies 
Uniled En.Re1r<1 
United fefocom 
Uloh P&l 
Vopco 

.. 1,000 2.025,000 -2.l50.000'IO.OS 
l.'170 2.174.875 7.619.3H:.n0.09 
J,61l 4,1Y1,Bl2 l ,Q67.181 ' 0.17 
l,4l0 l,9J9.J75. "2.l 75.5il .Jo.OB 
1.010 2.129.2,0 .-. -2.m.620· )om 

·: :~: t:l;;::: • t::;:;~-'{It 
1,750 : 2,671.875 • 7.J53.125' :~. \1 
. 576 838. 100 , 660.J6l ·1,0.0l 
l,lOO 2,961,500 2.784.CCOJ.12 

I;!~ ;:;~I::: '. ::::i:;;j ,~:: 
2,32l • l.72l.Jl1 5.ll5.161 0.13 

800 970,0C-O -1,JO/.IOQ ,p.o, 
698 ·'4,676,600 J,09l,502 •10.19 
785 ·J.738,562 • 2,39l,21 0 ·,P. ll 

2,000 . 11,300,000 12,IOJ,000 ,b.46 
ioo a1i.ooo . 9,,.150 ;b.04 

1,812.750 1,000,194 '0.08 
1,242,500 1,706,150.,P.09 

4lJ 
I.JOO 
l,1l0 

175 
2
·~~:: ::1 2 ;!::::: t~: 

COMMON ITOCK,MISC 
·. ,., \' 

. Ce11no Aimo/1 
City lnvo1ting 
Golco Corp 

: . General Oyn~miu ' • 
lit!onlndvs 
/.\or1inM01iotto 
McDonnell Dovgls 
Me1a RryTru1t 
Minn. Mining & Mfg 
United Tech. 

l,OJ7 3,383,211 2,665,475 O. IJ 
1,000 2,612,lOO 2,117.l9a ·, P.II 

• ;: l,~;t:~ . i.~;):;~,{ ~) 
J89 2,868.875 1,190.llO,-:p.11 

1,000 6,800,000 6.741,598.: p.28 
500 2,218.750 , 2.181.9Jt p.09 
400 1.J9o,ooo 1.m,250· 1-0 .06 

7,618. 48,088.625 43,796.o68 ·) .9S 
1,000 5.62l.OOO 5,l87)l0 9.13 

MUTUAL FUNDS .. , _', , -~· .. 
, Japan Fund Inc • 787 737,812 190,~73 '0.03 

~) 1881, The Ch icago Tribune 

-~----

i ·foirn, views the Kuwaiti investments 1 / • { L k 
'its positive. Even though the Kuwaitis / TL itSU C 00 ' 

.Crvm t for1!or 440 \,287,000 
fetforal Notl lMg . . • 4,913 . !i,<J65,712 

2,903,935 
20,061.650 

l,Q.17,501 
8,165,589 
8,759,309 
..1,2,0,10, 

00
,, St Joo 1\\m')ioll 

0•22 . fol101gvll !nc .· .. 

0
:
61 

Wai1morelon<lCoo1 

146 4,625,200 3,900,38l 0.19 
J,124 8.121.400· 5,869.831 O.J3 
1,396 ;,J29,000. l, 797,20-1 .0.30 

7l0 4, !06,2l0 .. 3,5l7,281 . 0.17 
l89 1,487,125 !.l12,02l 0.06 

·~Ai -·~tr_·:~<· · · . . . . • ,.. • .... W._ :. • ;;J ~·· ·_ .. ··is· ·1 ·-- ~-,·\~ 
.... :v -,. . -;,., .or ···:·· . . . lEli!lliliil Q . , ., .t 

~'i>~e;,~:ot~~ · · ·' . ••·. . 2 %,;: 
:No ~.Withdrawal Penalties·, ·:: ··j 

•·Ure insisting on aggressive trading, 

,they're sti ll n~akin~ a long-ter~ bet oti At where Kuwait 
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EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON, D .C. 20506 

July 1, 1981 

TO: Bill Niskanen 

FROM: Elinor Sachse 

SUBJECT: TPRG - 7/2/81, .10 A.M. 

The activity of Canada's FIRA, in conjunction particularly 
with the Canadian National Energy Program (NEPl was discussed 
at CCEA yesterday. 

o National Energy Program (NEPl. Announced by GOC on 
October 28, 1980, NEP is designed to maximize 
~anadian own~rship and control of the oil and gas 
indu~try and to reduce oil imports primarily through 
a switch to gas. 

o Foreign Investment Review Agency (FIRA}. FIRA, the 
Canadian CFIUS with more power, regulates foreign 
acquisitions in Canada. It has been directed to 
implement NEP by: 

prohibiting new investments in Canada by foreign­
owned oil and gas firms; 

rejecting any proposed expansions by such firms 
into non-energy sectors of the Canadian economy. 

You no doubt recall that CFIUS also met yesterday on 
much related questions. 

At CCEA, Brock was asked to take the lead within the 
Cabinet in this issue. He has also been invited "to attend" 
Congressman Doyle's hearings next week on these matters. 
"Unfriendly" (USTR's word choicel tender offers, like that 
of Seagram for Conoco, have upset the U.S. Congress. MacDonald 
(DUSTR) held discussions with FI~ in Ottawa, last May. 

The TPRG meeting tomorrow at 10 a.m. will cover both 
MacDonald's discussions and the .Canadian NEP; it may lead to 
a TPC rumored for July 7. There are no papers for tomorrow's 
TPRG, but Bob's background for the CFIUS is relevant; you may 
want him to go along. 

Attachment 

cc: MW 
JJ 
JB 
RM 
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UNITED STATES GOVERNMENT 

CATE: June 30, 19 81 memorandum 
REJ"I.Y TO 

ATTN oF, Bob Murphy 

~~E~, Scope of A~thority of the CFIUS and 
Briefing Material for Today's Meeting 

Ta : Bill Niskanen 

The Committee on Foreign Investment in the United 
States (CFIUS) is chaired by the Treasury Department 
(Assistant Secretary for International Affairs) and consists 
of representatives at the Assistant Secretary level from 
USTR, CEA, State, Commerce, and Defense. As described in 
the Executive Order establishing the CFIUS (E.O. 11858, 
May 7, 1975), the CFIUS has "primary continuing responsibility 
within the Executive Branch for monitoring the impact of 
foreign investment in the United States, both direct and 
portfolio,- and for coordinating the implementation of 
United States policy on such investment." On general policy 
guidelines, recommendations from the CFIUS are considered 
by the Cabinet Council on Economic Affairs (CCEA) subgroup 
on international investment. On specific investment cases 
the CFIUS has reviewed many, but has not to date found 
significant negative effects that would warrant further 
action. If a decision was to be made by the CFIUS to stop 
foreign investment in a specific case, it would recommend 
this decision to a cabinet level committee (probably CCEA). 
~he Administration would then approach the foreign governmen t 
(or foreign private concern) and expres~ the United States 
desire to stop the invesb~ent. The assumption is that 
power of persuasion is enough to force the foreign interests 
to back off as there are no legislative enforcement mechanisms 
to support such a decision. 

The agenda for today 1 s meeting at 4:00 PM in Treasury 
Building Room 4125 is Canadian investment in the United 
States. The two issues to be discussed are Seagrams attempt 
to takeover Conoco and the Elf Aquitaine bid to acquire 
Texasgulf. Attached are two articles covering these issues 
which appeared in yesterday's Wall Street Journal. As soon 
as the material from Treasury arrives (noon at the latest) 
I'll pass it along to you. 

If your have no objections, I'll plan to attend the· 
meeting along with you. 

Attachments 
cc: AW, MW, JJ, JB 

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan CPTIONAL-FORM 1'-40. 10 
(REV. 7-75) 
GSA F?MR (41 CFR) 101-11.6 

5010-112 



wrwco Hoard ~f eighing Options on Bid 
8.)'· Seagram to Purchase a 41 % Stake 

11,nc~-i 
I,. ,.... 
iii : 
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1 

Bv Sn:vi,: ML'FSON 
.~t,iff .Report~ of TlfE W AW. STREIM' Joun:t AL 

NEW YORK-\Vill another company res· 
cue Coll!lCo Ir.c. or w'Jl the giant otl and gas 
concern rem:tln within the grasp of Sea­
gram Co.? 

i r...o!lf.a::J 's fate hanw.; in the balance as its 
' directars meet this week to discuss the com­

pany's options in tJ-:e f.:r:e of Seagram's S2.55 
bU!ion bid for H % or more of Conoco at $73 
a ~hare. The open-ended bid leaves the way 
dear for Seagram ta take complete control 
Gf Conoco if enough shares are tendered, 
;JJJd many analysts don ·t think a."lything can 
stop the c:J.Sh·rich Canadian distiller. . 

'Tm not sure the storJ is over." said 
Warren Shimmerlik, oil analyst with Merrill 
Lynch Piercu Fenner & Smith Inc. "I can't 
imagine that the management of Conoco is 
(..'Ding to roll over and play dead." But Mr. 
Shlmmerlik said be isn't sure what the com· 
pany can di1 or whether there ls enough time 
before &"!;}.gram's tender offer expires July 

I 24. . • 
One rumor on Wall Street Friday was 

• that Conoc.o was b:.iying up shares of Sea· 
, :;ram. Seagram closed in New York Stock 
• Exd1ange ccmp~ite • trading at $58.25 a 

share, up $5.50 in heavy trading, even 
:hough it was up only slightly the day it an· 
nounced its tender offer for Conoco. 

But Canadian observers doubted Conoco 
could seriously threaten Seagram. The 
Bronfm.an family owns 35% of Seagram 
stock indlviduclly or through family trusts 
and the Can.a.dian distiller has sufficient 
c.:1Sl! from its sale of U.S. energy l)roperties 
to repurcllase its own stcc}c for defonsive rea­
sons and still buy control of Conoco. Fur· 
thermore, CDnoco's purchases would be sub­
j~t to review by Canada's Foreign Invest­
m2nt Revti>w Agency, which reguiates for· 
ergn :i.cquisitions. . 

Several other options remain for Conoco. 
it could tr; to persuade its shareholders that 
the m a share offer is inadequate. "They 
tried that once before," said Sanford Mar· 
gosh~. oil analyst with Bache Halsey.Stuart 
Shields Inc. In May Concx:o's management 
urgBd shareholders not to respond to Dome 
Petwleum Ltd. 's offer of ~ a share for 
2J.i% of Conoco. Instead, by May 28, slightly 
more than half the company's shares were 
~ender-:ld to Dome. The readiness of the 
sh:ireholder:; to tender pr, :lably attracted 
the attention of Seagram's 1:hairman, Edgar 
Brunfrnan, who the next :nornlng called 
Conoco's chairman, Ralph E. Bailey, with 
:J.n offer. Most analysts expect a majority of 
Conoco·s sh:i.res outstanding to be offered 
agnio this time. 

Cenoco could also look for anoU1er suitor. 
But as Mr. Margo.shes observed, "The big· 

• goer the staJ..:es the fewer Llie possible white 
knighis." Fur another company to top Sea­
gram's bid would cost the company close to 
SJ billion. Furthermore, most of the compa• 
rJ.es wtth t)~!)t rr,11t'h rnnne~, available are oil 
companies. In addition to the potential anti· 

~-------------1 Iii 
trust problems that would a.rue from a iii 
rrerger of two oil companies, most oil com- !!! 
panies would be bett!r off buying back their iii 
own :.1oek. Most oil company i.tock3 a~ de- !Ji 
pressed because of the world surplu.s ot oil i!i 
and slumping prices !or refined oU products. ::! 
Conoco, after two tender offers in t'uo ;J1 

Pi rr:cnths, "is selling at $65 :i share, we!! above I' 
the ~9 a shara two months ago and close to f 1i 
its 52-week 1'Jgh of $73. Conoco dosed Fri· 111 
day at S65.25, up $3.25 • !!: • 1:1'-'Stl.c .0_11 ana gas 1~dustr;, Whlch ls about// 

EM Mr. Shimmeriik said, "A lvt of com- i;j W7o mmro by foreign companies, mo:stly 
pa.mes will come out ot nowhere" tQ buy lj1 •

1_\men::m. The policy grants tmc and sub- 11 
Conoco because the $73 price is still well he- i

1
j sidy ,~vantages to Can~an-controlled / 

low the company's asset value. Mr. Mar· i1r c.omparues and llrrJts acquts1tions oy ford~ I' 
goshes, however, said it might be di!flcult to 1,1 companies. ,. 
realize that asset •;alue, at least 1n the near '!j M.r. lkhwart.z argo.:ed before the commit-
future .. Much of the "-et value of Con",.01 ·s 11 ! tee tllat tbe Can~an policy devalued U.S.· 1 ......, "'" iii Owned properties in Canada. and thus left / in the form of coal reserves, and coal prices · · Cc 

ft d th futu k ts f al :;i I ncco more vulnerable to takeover. 
are so an . e ~ mar e or co un- :ii 1 Last week, just hours alter Seagram an· /· I 
certain. :I; · nounced its tender offer for C-Onoco: two 
:'rlerger Option 11 members of the House oi Represent:.tlves I I 

Another option for Conoco would be to try i !' Introduced legi...slatlon to block Canadlan ' 
to find another merger partner 1n an effort ;1 takeovers of U.S. companies. Rep. Robert 
to ~me too hig for Seagram to dlg1->st. IL ~~ \VhJtt~er (R Kan.) and Michael synar m., 
The problem there would ~ convincing •• • - Okla.)_ introduced a bill that would prevent 
shareho!der.s and finding a company that Canadian concerns or c!tlzens from holdlnc 
would flt with ConOC!l. Such a merger mlght giore than 5% ct stock in a U.S. company~ 
dilute the earnings of Conoco shareholders. ( ' as:!age ~f the bill or any similar legi.slation 

Nonetheless, Investor speeulation contin· ws..s CO!lS1dered doubtful, however, because 
ued to run high on Friday about such a such a measure could severely affect us 
merger, as Conoco's talks with Cities ser- relations with its northern neighbor. • • 
vice Co. collapsed In' the face oi the Sea• 
gram offer.. The two compan1~ had dis· 
cussed a marriage of equals. Investor3 
turned Friday to other companies, which, 
like Clties service, are smnller oil and gas 
companies. Diamond Shamrock Corp. dosed 
Friday at S:37.875 a share, up $1.25. Pennzoil 
Co. closed at $44.875 a share, up $2.375. 

Conoco also has enough cash and credit-
al:out S2.5 bil11on-to make an acqu~lton o! 
Its ovm. That v,ould pre:rumahly push up the 
vuJue of the stock pa.st Seagram's offer. But 
it isn 't clear that such an action would be 
enough or that seagram wouldn't boost Its 
offer. The current tender offer would re-
quire Seagram to use about half of the cash 
and credit !t has available. 

OJnoco could also try to liquidate part of 
the company and sell some of Its asse~ in 
an eiicrt to get a high price or to make the 
tomoany less attractive to Seagram. But the 
rema.lning company would then be only 
more vulnerable. 
Government Action? , . ... • . . 

Finally; Coneco could try to get the gov­
etnment to come to its ~ue. Samuel 
Schwartz.. Conoco's senior Vice • president 
and one of its top negotiators in the talks 
with Dome and • Cities Service; has spent 
several days before a congmstonal com· 
rruttee this month testifying aoout the 
"discriminatory" Canadian energy pol!cy. 
He has argued that the U.S. should pass re­
taliatory measu~ against Canadian com­
nanies seek;lng U.S. p,.s.~ts. 
• The Canadian energy policy Ls aimed at 
increasing Canadian ?wnership ~f the do-

--------------...... --:--""1 . . .. .. . . . .. - -·--- .-- -::: - ·- . 
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~- Co1wco Sues Seagra1n in Bid to Block 
pos::;ible merge, . • 

The suit serks a c:uurt order blocking 
Seag-ram·s tender offor and imposing on 
&agram the restrictions discussed during 
friendly negotiations between the two com· 
panles. It also seeks ssoo miHion In "con­
sequential" damages aad $500 million in pu-

"Seagram Canada expe<:ts lo dr, busi11es:; if\ 
the U.S., be trente<i 'Jik,~ any U.S. company, 
avail itself cf U.S. !riws liei'i'nHtir.g tender of­
fers for U.S. companies, and lnvailda te by­
law. mid oilier ccrporate provisions a.dopted 
by U.S. cvmpames to protect Uiemselvcs 
frcm the potentially dis2.s trous tffects of 
raid~ by Ca.nadian ru1d other foreign inves­
to-rs. '' 

:. ; · ~,--- . 

Offer; Damages of $1 11illion Sought 
11v u w .. 1.1.HT11f:ET JotTHNAL -~'"" R, ·porter merger agTt'l'. ment with Cities Service Co. I nitive damages . 
NEW YORK~Conoco Inc. bsgan its fight because of Sragram's unwdcome tender of· Denials by Seagram 

against Seagram Co.'s Sl.55 biilion hid to fee. • Seagram said Conoco's suit "if, totally 
buy 41% of its common stock by simultane- A third contention in the suit is that a Without legal merit." lt denied making any 
ously filing a n billion stlit to block the teri- Seagram takeover of C-0noco would violate airreement with C',onoco that would bar its 
der offer and urgtng shareholders not to ten· the liquor laws of many states that prohibit move. The company said it agreed to te­
der their shares. liquor wholesa.lers from directly, or indi· train from a hostile offer o,1ly as long as 

Ralph E. Bailey, , chairman of C.Onoco, rectly, owning retailers of alcohollcJ>everi Conoco was still negotiating with Dome Pe­
called Seagram's :$.73-a-sli:.i.re offer • 'inad- ages. The suit adds tl.iat Conoco holds more troleum Lt.d., which. at the tlme was making 
equate" in a slx·pl!,ge letter to shareholders. than 400 iicenses to sell beer and wine'· in a bid for 20'% of ·eonoco that It later 
He said there is a "Wide gap between the in· various states. .1 . . . swapped, 'along wi.th .$245 million in cash, for 
trinsic value of COnoco s~~ and its market The st'iit says that Edgar M. Bronfmal}, Conoco's Canadian oil and gas holdings; 
price." He added that Cont,'CO's board " ls Seagram's chairman and c.)1iei executive of· Seagram also denied that Its offer "cs­
considerl.ng action with a view t!lwr .. rd nar· fleer, assured Conoco's board and severah}f cal.uzs .; tlle continued Canadianization oi 
mwirlg this gap and thereby enabling :a11 its officers that Seagram wouldn't attempt a America's natural resoureei to a new and 
O:moco stockholders to realize more fully takeover of Conoco if friendly negotiations· more dangerous level," as cont£nded in Mr. 
the value of their holdings in the near failed. On June 17, the suit adds, tht Conoco Bailey's letter to Conoco shareholders. 
term." board rejecwl a Seagram proposal that Sea- Seagram said nq one complained about 

However, .Mr. Bailey refused to say -i.·hat gram would acquire up to 25% of Conoco un· its owneshtp of Texas Pacific, which it sold 
action , Conoco might take and Conoco offi · der certain restrictions. The restrictions die· last year to Sun Co. Seagrn.m said the 
cials refused to comment further on the tatcd t.hat Seagram wouldn't solicit proxies money for the Conro.:i acquisition comes 

Tte Canad ian government's Foreign L"l· 
vestment Revi':'w Act gives a C:mc1dlan 
agency the powet to review acquisitions of 
Canadian cornµ:mit's by U.S. investors. 

Variety of Options 
In a ;;tntcment flied with the Securities 

and Exchange Commi::sion, Conoco said ltS"· 
ooard on Munday consJdencd a variety of op­
tions. These included seiling part or all 1.>f 
the company tu someone other than Sea· 
gram, entering joint ycntures, acquiring an-
0U1er comp.iny, or liquidating part or all oJ 
the company. 

Conoco wouldn't say, however, whether lt 
had any concrete possibilities 1n mlrut 

A hearing on Conoeo's suit is scheduled 
for July 14. Seag-r~m·s tender ofter expires 
July 26. 

l:oa.rd's nieetlllg Monday. in OfJJ::~'>sition to Conoco b."J ard rccommenda- from that sale and Uiat the money has been . 
In New York Stock Exchange trading tions and that :,ea)!"ram· wouldn't . obtain kept in short-term securities in ttie U.S. , Co-nDCO Unit's Venture · 

yesterday, Conoco topped the active list on more th;;.n three seats on Cor:oco's l5-mem- . Coi1oco's su!t counter-~d that Seagram, a, Bya WALLSTR££T Jor11unL s tr,/J Rep1,rcer 

volume of more than one million shares; It ber board, unless the board was expanded. cash-rich company, ls a desirable target fat · PITTSBURGH-Consolidation Coal Co., a 
closed at $65.50, off :r, .5 cents. Sub:;eqt1ently, Seagram announced its un- a .te~r offer, but that His prote-::ted fro;n Conoco Inc. subsld!ar.,•, s;iid it formed a 
Three Assertions ~welrnr'.!e _ tend t> r ,o~fer •;~d Conoco's. talks unwel~me offers by ·:~nfair and dL'>ctl.rnl·· joint vcntu.re 2.<1d entered a long-ierm sales 

,..,_ . lt r·i d i •·•d·• . 1 t h with ut1es Sen ice co .. apsed. Stamford. natory Canadian leghl,1t10n. agl"eernent with H.heinbche Br:i.unkohlen· \.Alnoco s su , 1 e n tc ~ra cour ere O ·b ,., c , 1 c·t · , ·s 1 "Whil · ,.. " h · . yestHday afternoon, accuses Seagram of vi - mn. ash, -onoco anc 1 1es erv ce, a. e protecteu . . . t e suit says, werke AG of West Germany to develop as 
olating an agreement to refrain from Ins ti· --- -- - --- ---·· - -- ------- - .... - -- •·- •······­
tu ting a hostile knder offer, an accord that 
was reached during frieudty negotiations, 
the suit says. The action also conter:cls that 
the oil and gas concern failed to reach a 
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muny us five large coal mines in southwest· v.ilich the Conoco unit sald will oe µrnd,icing 
t!m Pennsylvania. coal hy 19&i and at full product kn in 19iJ7 . 
•. Consolidation Coal $a.Id the project; when .. The ·u.s. concern said ,:oal from the 
fully developed, could pl'oduce 12.5 ·million mines will be shipped to Baitlnwre, wht: re 
toru; of coal annually. At _ eummt market Omoco is developing a coal-exp0rt tmninal . 
prices: such l)roducUon wotld generate rev· Consolldat!ori Coal said Hhl'inische will 
enue of about $500 million annually, it said. grind part of its coal to dust i11 Germany for 

The joint-venture agreement calls for the sal~ to industrial clients as a ri.'p lJcement 
Conoco unit and Ri'leinische • to develop as f;Jr heavy fuel oil. 

In· I many as five mines in Pennsylvan.!a's Wash· 1-----------­

ington and Greene Counties. Consolidation 
Coal s:.ud the reserve's estimat~ 360 million 
tons of recoverable coal could it"-.lStaln tnrud· 
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mum production level!'.! !or about 28 years. 
The Conoco subsidiary will have.;, 76% 

interest {n tht: jolnt ve1.ihue and llhel~he 
the rest. T:t.1t ·0emun ·compa.riy vlill ·pay an 
unspedfkd amount ol cash ii.t closing. Con· 
solid.atlon Coat will operate the min~-s. _ 

TM long-term s~~s agret?ment calls for 
Rl1elnische to buy an addltional amount of 
coal equal to lts equity part1cipatlon. ' _ 

Consolidation Coal said it Intends to close 
the transaction by (kt. 31. Prellm.lnary de­
vdopm.cnt work has begun on the first mine, 
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_ Elf f\quitaine Bids to i\cquire Texa5gulf, Sell l\1ost 
·-- ~ -! · Of C_ombined Cari2:.da Assets in$5.1 Billior 1 Package 

l ,, 
'i. ' • ?. 
V , 

Canada Development lVould 
Trade I ts 37% Holdinu e-, 

\ . .- ;< 
., ' 1'·." j And Cash for the Assets 
r• , 

l- ;.aC. By :,1AP.IA SIL\() 
:' Sta/j /.' r:pu rf ('T 0/ THE WALL STRn:T .iOIJR~AL 

} \ &>ciete Nationale Eif Aquitaine :i.n-

;, . / _J r.ounced a pian to acquire Texasgulf Inc. in t · · "; a1complex S5.l billion transaction. After the 
I ',:,,}_:·_i purchase, Elf Aquitaine would sell all of 
f ·· . .. :,) Texasg1:lf's Canadian asssts a11d most of its 

!.:_._·•-·-•.·•.•.·_·_; __ :._:_:_•·;,_.~.t_:_t~_-:.~_71?_. ;;f !:~i~~;~§i~!~~~/;i 
;, . , said it will acquire the remaining 37'7o held 
f. . . . ·" hy CDC by swapping Texasg,Jlf' s Canadian 
• • ~-'. 'i1J prGpe.i."ties. 
~ . ·,::·Yr~ The French company offered sso a com­
~ · .. ·.·•. ··:!t , mon ..:h~.re and n59.37 a preferred share for 
~ •. -'~t'-f ! all bur th2 37% blcclc owned by CDC, an in· 
;, .:·1\ .', ~ vestment concern contro!Jerj by the Ott:i.wa 
~ :;~··., :'C. govern.rnent. Th: . transaction 1s valued at 
k : ; ,':·:· :r-1,. . :.!.5 billion. 
~ . ::/:·t,:1 ~n additio?, E!i Aquitarne ls seUlng 75% 
"t 3 :i:...: :".i.u . of tts Aquita.ine Co. of Canada unit to CDC 
ii->~ ;;V-: for $1.65 a share, or $993 million (U.S.). 
f-"}J'.J CDC purchased on Friday 49% and will buy 
~ - ;:.':''. '=1 the rerr.ain.!ng 25% following a 30-<lay wait· 
l'i 1} '1\~~g., J tng period under the Hart-Scott-Rodino Act. i <)~~t Elf Aquit::ilile pians to use most of the pro­
• ·, ·, •- cc.-ed.s to fund the tender offer for the Stam· 
t··<:,; ~j;'..., furn, eonn: mir.erals producer, • 
f _':~.t.) __ • Subsequently; Elf AqultaiM would swap 
"' : . Tex2.sgul.f's Canadian assets for CDC's 37% 

hio(~K oiuj t:a..~!1 in a transd.~tiun ~stimated a.t 
$1.S:i billion. The package sets a total value 
of SJ.~'.3 billion ior all of Texasgulf. 

As a result, EH Aquitaine, which has 
been seeking dlversificatlon into the U.S., 
waul::! end up wi.th Texasgulf's major U.S. 
operations ln phosphates, sulphur, potash, 
oil and gas. COC would become a major nat­
ural resources producer by acquiring Texas­
gulf's Canadian assets in silver, copper and 
zinc mirJng a..'ld U.e 75% stake In Aquitaine 
Co. of Canada, an oil producer. Texasgulf, 
however, would be dismembered. 

Texasguil executives were taken by sur· 
pr'~ :ind didn't indicate whether they favor 
or oppc-..e the bid. Directors met Saturday, 
but said only that they will m('et again 
Thursday. However. the company hns re·· 
mined the Jaw firm of Sk~den Arps Slate 
Meagher &: ?lam and Investment bankers 
Morgan Stanley & Co. to explore alterna­
tive:i. 

Texasgu!! officials were described as 
"marl" _ar..d shocked that CDC. which they 

r;,);:w~ ~:!~t~: ¥!~b~t:r:t~!:b~~t\~!r~ 
, . , ,. would cooperate in the bid. "Nobody can be 

_· ·: 'h4,; happy aoout cutting the company in half," 

! , ·· 

' i 
' 

_.,.,. '" commented one insider. 
The COC block was crucial to the bold 

EU Aquitaine offer, analyi,-ts said. They had 
generally coIL5idered Texasgulf more resis· 
t:mt to takeover. attempts U1an other compa­

, nies bcca1;se CDC was presumed a friendly 

• i j',~ hol~~~asgull is the. latest mining corr;pany 
\ to be targeted for takeover. Cash-rich c?m· 

\ 

ELF AQUITAINE 

Oil, Gas, Chemica ls 
Fr1ncn 'JO'iernmsnt ccntrollea 

II Ell Aqui!aine bid for 
Texasgulf succeeds. . . 

TEXASGULF . . . translers ila 37% ownersnip CAIJAOA DEVELOPMENT 
ol Texa~gulf p:us ca~h 

Chemicals. Mel 3//1. f;nvr9y i----,-in-,-et_u __ m_t_or""'T,...e-,a-s_g_ui..,../ _. 

a~sets in Canada 

Natural Resources 
/owns 3 7% ct Te,asg ull/ 

Oavernmen! contrc-J:1;: .J 

RESULT: Elf Aquitaine acquires 100°1> of Toxasr,ull 
Canada Development acowires Canadian propertie3 of Texa~•Julf and E,t Aquitaine 

shares undervalued. analysts say. The pass­
ing of Texa.sgulf's Canadian mL,ing proper­
ties and of a majority stake In Aquitaine of 
Canada's • oil assets Into Canadian hands 
would also underscore Ottawa's new deter· 
rnination to Implement policies tt'l.at favor 
domestic control of minerals, they added. 
. Tr:lding In Texasgulf's stock has been ac­

tive this month amld heavy buying, which 
saw Its shares rise to $37.50 apiece on the 
New York Stock· Exchange before trading 
was halted Friday. The price was about Ol 
In early June. Still, some takeover profes­
sionais asserted the ~-a·:shan: uiie:r wasn't 
generous, in light of recent bids for other 
mining companies like Amax Inc., Kenne­
cott Corp. and SL Joe Minerals Corp . . 

For Texasgulf, the bid comes less than 
five months after lt Jost its chairman 
Charles F. Fogarty and seven other em· 
ployes in an airplane cr:ish. However, ana­
lystS said the bid wasn't related to his death 
because the transition conducted by new 
chairman Richard D. Mollison appeared to 
have been smooth. 

Interest in Kldd Creek . 
About 42.5% of . Texasgulf's assets, or 

roughly ss.r:o million. are In Canada, and are 
mostly in metals. :Roughly 53% of Its operat­
ing income last year came from Canada. 
CDC has been Interested in Texasgult's 
high-grade Kldd Creek . investment ln the 
U.S. concern eight yea.rs ago. 

"Kidd Creek has beautiful reserves. It 
was a great find" by Texasgulf. said Ge0rge 
Cleaver, an analyst at Merrill Lynch, 
Pierce, Feriner &c Smith Inc. Texasgulf re­
cently completed a new copper smelter and 
refinery tJ1ere, plans to expand Kldd Creek's 
output, and Is exploring for gold nearby. The 
company's other Canadian assets include in· 
terests Jn oil and gas, •Woodlands, three sul· 
phur recovery plants and a 40o/o stake in the 
Allan Potash Mines in Saskatchewan. 

In the U.S., Texasgulf produces sulphur 
from three Texas mines; . phosphates from 
the Lee Creek f:J.CiJltles In North Carolina; 
potash at the Cane Creek mine in Utah; 

· soda . ash in Wyoming, and oil and gas. 

Tex::i.sgcl! plans major expansions in en­
ergy. scda ash and phosph~tes. 

"It's fundamentally a gJOd company.". 
said Merrill Lynch', Mr. Cleaver. "Tex· 
asgulf has teen very conscious of the impor· 
tance of developing middle managerr::en t," 
he added. In the last two years, Texasgulf 
benefited from rising prices for metals, sul· 
phur and other tert111zer Ingredients. As a 
result, la.st year It earned a r~ord S325.6 
nillllon, or ~.70 a pre-spilt share, on sales of 
n.1 billion. and return on shareholders' ~­
uity rose to 32%. A two-for-one split was de-
clared in Ap ri1. ' 

But the company's earnings outlook has 
di.TTll11ed this year due to lower metal prices 
and a disappointing spring fertilizer season. 
M.r. Cleaver estimates It will earn SJ.50 to 
$3.75 a post-spilt share this year, down from 
$4.35 in 1980. 

Texasgulf, CDC Relations 
CDC :narle !ts original investment in Tex· 

asgulf in 1573, prompting bltter reslstance 
by the U.S. concern, including lawsuits . 
Eventually, they settled thelr dlfferenr.es, 
and boLri have maintained publicly that re!a· 
t!ons have been frfondly. However, CDC has 1· ·••­
said it could Increase Its stake "mater!:illy" .. 
at any time, while remaining a minority i _ 
shareholder. rl 

Wall Street obser,ers considerl".d the J 
moves shrewd for COC and Elf Aquitaine. l 
and they didn't see any lmmeciate dc!enzes 1·- · 
·tor Texasgulf, since CDC has pledged the · •· 
37% stake to Elf Acquitaine. Ob~rvers sug· ( 
gested Texasgulf might pursue options In- f 
eluding lawsuits, negotiations for a hi1!her 

1

._. 
price, and iinploring the U.S. government to • 
intercede against the foreign bidders. • 

The French company said it began ta.I.ks 
• ln February With CDC on the transactions 
and intends to finance the $2.5 billion tender 
offer With proceeds from the sale ot 75% of 
Aquit.Jine cf Canada and bank ]o,:,.ns. • 

Elf Aquitaine said It filed lawsuits L'l !ed· 1 
eral courts in Louisiana, Nebraska and Utah ; 
to enjoin L'le use of those states' takeover . 
Jaws tQ delay Its tender offer. The offer ex-
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__ ; Cnnada Development to G.1in Texasgulf, ] 
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By LEuNARD ZirnR 
~luff H17,or(er 11/ THE WALL STH~:>;T JOURNAL 

TORONTO - Canada Development 
Corp.':; bid to buy centre! of Aquitaine Co. of 
Canada Ud. and the Canadian assets of Tex­
asgulf Inc. would make the former guvern­
ment investment agency a major natural re­
sources produc~r. . . 
< But the purchases also could weaken the 
CGmpany's.-claim that it operates free of 
government influence. "A lot of people are 
going to wonder and worry about the politics 
behind these deals,''. says an .investment an• 
alyst close to Canada Development. 

Since it was created 10 years ago by an 
act of the Canadian parliament with a man­
date to promote Canadian investment, Can­
ada Development has fought vigorously to 
convince investors that its board operates 
independently of the government, which 
owns 49% of the company, But due to contin· 
uing fears over possible government in­
volvement, Canada Development shares al· 
ways have traded at a discount. 

While playing down the political aspects 
of the Aquitaine and Texasgulf transactions, 
a spokesman for Canada Development con­
ceded the purchases were in line with the 
guvernment's goal of boosting domestic 
ownership in the natural resources Set::tor. 
Purchase Hailed 

In Ottawa, Canadian energy minister 
Marc l..'llonde reiterated that the Canada 
Development decision to buy control of 
Aquitalne Canada was '.'purely ,a business 
decision," taken on the company 5 lmt1ative 
and without government prompting. 

In hailing the purchase, Mr. Lalonde pre­
dlct.ed that, with the planned transaction, 
the government's goal of achieving at least 
SOo/11 Canadian ownership of oil and g:i.s pro• 
duction by 1990 will be realized " well be-
fore" then. . 

, The plan to buy Aquitaine Olnada culmi­
nates a two-year search by Canada Develop• 
ment for an oil acquisition to augment its 
small but growing CDC OU &: Gas Ltd. unit. 
Canada Development origmaily approached 
Aquitaine's French parent 18 months ago, 
but was rebuffed. •• • • 

Since the government Introduced its 
strongly nationalistic energy program last 

j October, oil-industry analysts have consid· 
ere:i Aquitaine Canada a prime takeover 
candidate. 

Aquitaine, which earned $65.1 mJlllon 
I (canadian), or $3.02 a share, In 1980, is the 

15th largest oil and 13th largest gas pro-
I ducer in Canada. Besides haVing a coal· 
I mining operation in the U.S., Aquitaine also 
I 

is one of the largl!st owners of oil and gas 
leases in the Ca.nadian Arctic and ot!shore 
eastern Canada. 

The pm~ Ca5u·ii.i1tl·:sluck swap witii 
Elf Aquitaine for the Texasgulf assets In 
Canada would fuUill a goal Canada De•1elop­
ment sought when lt otiginally acquired its 
stake in Texa:;gulf in 1973. The Texasgulf 
Kldd Oeek mine in northern Ontario is the 
"prize jewel" of the company, contends Pat­
rick Mars. an analyst with Alfred Bunting & 
Co., a Toronto securities firm. 

David James, mining analyst with Rich· 
ardsou Securities of Canada, figures Canada 
Development will be able to use Aquitaine's 
frontier exploration tax credits against in· 
come from u'le Texasgulf assets, which in 
19SO contributed an estimated $136 milllon 
(U.S.) to Texasgulf's consolidated net ln­
corr.e o! $3?..5.6 million, or s:3.70 a share. 

But Richard Stovel, an analyst with 
Burns Fry Ltd. of Toronto, notes that what 
Canada Development ls getting from Aqui­
taine and Texasgulf currently represents 
"poor earning assets," but offers promising 
long-term growth possibil!Lies. 

Financlni; Disclosed 
A Canada Development spokesman said c 

Bank of Montreal, Royal Bank of Canada 
and Bank of Nova Scotia will provide about 
Sl billion to finance the two transactions. 

Canada Development in 1960 earned 
$189.1 million, or $5.13 a share, of which 
$108.1 million represented its stake in TeXa.'l· 
gulf. Besides mining, oil and gas, Canada 
Development ls engaged in petrochemical 
production, fishing, electron1C!l, life sciences 
and venture capital. 

Under securities legislation 1n Ontario, 
Canada Development could be forced to of­
fer $7-1 a share, or about $400 million, for the 
remaining 25% ot Aquitaine CJ.Dada shares 
it hasn 't promised to buy. Canada Deve!op­
ment said it hasn't decided whether it will 
seek an exemption from that requirement. 

Mr. Stovel of Burns Fry says that to 
Investors, Canada Develcpment always was 
regarded as a petrochemical company with 
an interest in Texasgulf. Its petrochemical 
holdin~ consist of a 60% interest In Petro-
6ar Ltd. and 100% of Polysar Ltd., both of 
Sarnia, Ontario. 

Going from a minority position in Texas­
gulf (Canada Development's largest single 
asset) to the operator of the Kidd Creek 
mine will have a "profound impact" on Can­
ada Development, Mr. Stovel says. But he 
adds th:.it based on past experience, "I thin~ 
they can handle the transition." 
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Back~round Paper for the Jurie 30, 1981, Meetini; of the C.FIUS 

(Conoco-Seagram, Elf-Aquitaine-Texasi;ulf Deal) 

The introduction of the Canadian National Energy Policy 

has sparked a nu.r.ber of Canadian investments in U.S. oil and 

gas co~panies, particularly those with investments in Canada. 

Since non-Canadian buyers are effectively excluded from the 

bidding and U.S. corporations find it difficult to find other 

merger partners while retaining their Canadian subsidiaries, 

t~~ result could well be the disposition of Canadian assets 

at less than the market price. Conoco's sale of its Hudson 

Bay Oil and Gas interests to Dome Petroleum Inc. was, according 

to Conoco ,precipitated by the Canadian 1-i"'E?. Seagram's, another 

Canadian firm, is now attempting to takeover Conoco. 

In a related development, Elf-Aquitaine, which is 67 percent 

owned by the French government, announced plans to take over 

Texasgulf, a U.S. che~~cals and natural resources company with 

substantial Canacian holdings. A part of the deal involves 

traci~s Texasgulf's Canadian assets for shares of Texassulf helc 

by the Canada Development Corporation. 

National Enerav Procra~ 

On October 28, 1980, as part of its bucget message, the Canacia~ 

Government announced a far-reaching National Energy Program (NEP), 

designed to maxirr~ze Canadian ownership and control of the indus-

try and to reduce oil imports primarily through a switch to gas. 

The Government, through this program, contains a n~'nber of measures 

whid. will discriminate against U.S. invest..."'!lent and trade, and 

could result in reduced energy exploration and production in Ca.naia. 
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The government plans to restructure the industry to ensure 

50% Canadian ownership of the oil and gas industry in Canada 

by 1990 and full Canadian control of •several• large, foreign-owned 

oil and gas co~?anies. The Government of Canada expects to in­

crease its ownership of oil and gas production in the early 

stages of this program. To accomplish these goals the Canadian 

Government proposes to: 

Replace some existing depletion allowances with direct 

incentive pay;-nents which are keyed to the level of 

Canadian o~nership. 

Offer preferential treatment to Canadian-owned/con­

trolled firms in granting new gas export licenses. 

Create a natural gas bank to purchase gas which cannot 

be readily marketed from Canadian-owned/controlled 

firms, ensuring thew a source of needed cash flow 

for exploration. 

Restrict production on federal Canada lands (the North­

west Territories and Yukon plus the off-shore areas) 

to firffis at least soi Canadian-owned. 

The Canadian Foreig:i Review Agency (FIR.~) will play a major role in 

ilrPle..-:EnHno the N::?. T:leNEP directs that FIRA •·ill in the future . .., 

prohibit new investments in Canada by foreign-owned oil and 

gas firms. FIRA is also directed to reject any proposed expansions 

by foreign-o~ned oil and gas firms into non-energy sectors of 

the Ca.nc:5 i a:-, econo:..y (pres uma::,l)' on the ba. sis of the assurr.pt ion 

that such expansions are prima facie of no significant benefit 

to Canada). 
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T~e discri~inatory invest~ent measures a ·esisned to promote 

the NEP's objectives are cause for considerable concern in light of 

the principle of national treatment established as a goal by the 

1976 OECD Declcration and a related Decision which reaffirmed the 

principle in 1979. 

Aside fro~ broad issues of principle such as the OECD na­

tional treatment concept, the NEP and its investment-related 

rr.e2sures r2ise more irr.meciate issues in the context of the o.s.­

Cana~a bilateral ~cono~ic relationship. A ~ajor question raised 

by critics is the degree of reciprocity in the relationship. 

S~ould the U.S., for exarr.?le, continue to afford the benefits 

of national treatment t~ Canadian investor~? 

Conoco - D0De Transaction 

Conoco, a U.S. oil company wit..~ earnings of $1 billion on 

revenue of $18.8 billion in 1980, has been a target for Canadian 

. ~ inve s ... ors. Do::-,e Pe trole urr, Ltd. and Conoco Inc. recen tly cor:-;ple tee. 

the exchange of 22 million shares of Conoco and $245 million in 

cas h for c bnoco's 52.9 percent interest in Hudsori 's Bay Oil and 

Gas Co., Ltd. Total value of the deal is about $1.7 billion. 

Fro~ the outset of its offer, Do~e's announced purpose in acqui ring 

• h ~s L ,~ 5 to s~ap the stock back for Conoco's majority interest ,onoco s , ar_ ..... 

ln Eudson's Bay Oil and Gas, which controls 13.6 rr~llion net acres 

Ln Canada. Eudson Bay is the second largest natural gas producer 

Ln Canada, with the highest gas reserves per acre, and has one 

~f the largest inventorie~ of undeveloped land in ~estern Canada. 

If 7 .... Procr"'..,.., . .1.· s enacted, Hudson Bay Oi 1 anc Canada's Nationa_ Lnergy J-~ 
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;as, in C2;i2di2.n h2.:-ids, would qualify for oil and gas exploration 

~nd develop~ent subsidies substantially gre2ter than those received 

JY U.S. or U.S.-controlled firms. Thus, potentially Hudson's Bay 

)il and Gas is more profitable under Dome's control than under 

:onoco' s. 

Conoco initially rejected Dome's ori?~nel bid for Hudson's Bay 

)il anc G2.s - which would hzve involved~ s~ap of 14 rrillion Conoco 

;ha=es for Conoco's controlling interest in its Canadian unit - as grossly 

T~e o:fer was worth about $910 million; Conoco's majority 

;hare of Hudson's Bay Oil and Gas was appraised at $1.07 billion. 

rnc~s~ry s~~rces noted th2.t Co~oco also objected to the Dorne offer 

)eca~se i~ re=~ce= the nUJ'!'ber o: sh2.res outstanding, leaving the 

:o::-;p2.::y vulr.er 2.bl e to a takeover at ter.ipt. 

In the abse::ce o: a s~2.p, the Cana=ian fir~ ~o~l~ 

and four Canadian banks violated regulations of the Federal Reserve 

Eank, Conoco asked the Federal Detroit Court in Oklahoma City to 

contest the tender offer and, failing that, to restrict Dorne frorr 

exercising direct or indirect control over Conoco 1 s management. 

Conoco failed- to ~in an injunction against Do~e. Five days later 

the conpa~ies reached an agreement, confirming industry rumors that 

behind-the-scenes negotiations were taking place while the parties 
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;ere in court. The Conoco chairman, Mr. Sam Schwartz,later indicated 

:hat he believed the company received fair value for its Canadian 

1oldings. 

Toseoh E. SeaaraG & Sons Ltd. 's Tender Offer for Conoco Inc. 

Joseph E. Seagram and Sons, Ltd. of Montreal announced 

,n June , 1981, a tender offer of $73 a share for 41 percent of the 

;om.1on shares of Conoco, Inc. Cities Service, previously rumored to 

iave sousht a merger with Conoco, has backed out of merger talks. 

:o::-;cco is cas:: he2.vy and its stock price is undervalued in relation 

:o book value. Conoco is attractive because i~ addition to its 

,il and gas reserves, it also has 15 billion tons of coal reserves 

:making it the cou.~try's second largest coal company). Moreover, 

:y dis~osing of Hudson's Bay Oil and Gas, there would be fewer 

~ntitrust problems for a major oil co~~any. 

:lf-Acwitaine-Texasq~lf 

Elf-Aquitaine, the oil coc?any which is 67 percent ownec by the 

'rench Governnent, announcec plans to take over Texasgulf, a U.S. 

:her..icals a:-18 natural resources cor.::,:,any. The French company offerec. 

;so ?er Texasgulf share, a~d $159.3 per preferred share. The total 

ralue of the offer anounted to $2.5 billion. Once that take over is 

:o~~leted, Elf plans to exchange Texasgulf's Canadian mining interests 

rit.1-i the Ca-~:i::. Development Corporation for that Corporation's holdings 

,f Te;.,:asc-..:1£ (37%) . ., 

Texasgulf earned $325.6 million, $9.70 a share, or.. saJ.es of 

il.09 billion ~ast year, ap?roximately 53% £i~m Canadian operations. 

~out 42.5% of Texasgulf's assets, approximatel~ $850 million, ate in 

:ana(a. I ts property in Canad2 includes Kidd Creek 11:i..."T')e, a producer 
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r: z1nc, silver, 2.nc ccpper as ..,,,ell as two nearby gold mines and various 

il and gas properties in the western provinces. Following the announce­

ent, some analysts reported that the Kidd Creek Mine might be the 

orlc's single best mining property. 

Texasgulf's U.S. operations include three Texas sulphvr mines, 

hos?hates facilities in North Carolina, a potash mine in Utah, a soda 

sh in ::ryoming, and oil and gas in the Gulf of Mexico. Texasgulf' s 

hares have risen in value from $30 in early June to $37.50.by 

rica~,, June 2c However, some stock· analysts do not consider the 

50 bid generous when compared to recent bids for other mining companies 

ike A.~ax Inc., Kennecott Corp., and St. Joe Minerals Corp. 

Elf Aquitaine is connected to the French Government through the 

nter~ri~e de Recherches & d'Actions Petroliers holding cornpanYJ. 

100~ owned by the French Govern..~ent, which owns 67% of Elf. 

lf's effort last year to acquire Kerr-McGee was reportec.ly st-yrrci.ed 

y t~2~ Industry Minister Giraud. This bid may indicate that the new 

rench Adr..i ni stration will perrni t E 1£ management a -freer hand. It is 

ot clear, however, whether the new French Administration will continue 

.he pre\·ious policy o: pushing French cor.,panies to invest abroad in 

.igh technology co~orations. 
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~ M.r. A.':'.bassador: 

! enjoyed our recent meeting and very much appreciate 
your cooperation in the Co~.i ttee on Foreign Investr.,ent 
in the u~ited States (CFIUS) re~ie~ of the proposed joint 
venture between the Kuwait Petroleu::: Corporation (K?C) and 
Pacific Resources Inc. We hope to be able to conclude that 
revie\o.·, -which is no. under "Way, relatively soon. 

On June 3, a fev.' days after our meeting, ~C and AZL 
Resources Inc., a U.S. agribusiness and natural resources 
corr.pany, annou.~ced the formation of a joint venture. I 
would appreciate any information you could supply on the 
Governr.ient of Kuwait's intent in this propoced joint venture. 

With res:>ect to the general policy towards investments 
in the United States by foreign governments or entities 
controlled by foreign gove=~~ents, the U.S. GoverTuuent h~s, 
since the establish::-,ent of the CFIUS in 1975, requested th2-:. 
fc:-eic:: oove:rr_-:;c::;ts conte~.platina rr.2.jcr inves-:...~ents in the 
Unite~ States CO!"';S 1Jlt ,,:ith us on-such investments. This 
recuest for co:is-.1ltation does not extend to either diversi'­
fi~c portfolio invest~ents in U.S. corporate securities 
or to inve.stt.e:-1ts in U.S. Gove::-nn-ent securities. 

Consultatio~ on rr.ajc:- investne~ts gives the United 
States Governr.:ent ar; oppo::-tuni ty to cor..::1ent on indi vic.ual 

invest..-:-,e:-.ts by foreic;r-. goverr:.e::ts .. ·!":ich, if consu.:--:-..-:-..ate::., 
~~ght have major i~plications for the national interest 
or raise important public policy issues. We view such 
consultations as beneficial to prospective investo= govern­
ments as well as to the United States Govern~ent in that 
they will reduce the possibilities for misunderstandings. 

I .. ITJATQ,r •1:••t:•i:11t 1111:VICWCllt acv1c:wclll arv11:w1:J11 

CCCI: - ~:, ~ 

au11111<AMI: MC?-' ... ::._H'.)~.; 

>I 
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Ru.,.·:iti and ot.her forei~n investment has been welcooe 
in this country for many years in the kno~ledse that the 
free flo....,· of capital internationally is beneficial to the 
world eco nory. It ~ould, hawever, be most helpful if you 
coulc let us know when major direct invesbnents s u ch as 
the KPC joint ventures referred to previously are under 
consideration, especially when those invesments are in 
the energy area. l look for.;ard to hearing fror:. you about 
the KPC joint venture. Please feel free to contact me or 
Frank Vu.kraanic at 566-2386. 

Very best regards. 

His Excellency 

Sincerely, 

(Signed) Marc E. Leland 
.Marc E. Leland 
Assistant Secretary 
{International Affairs) 

AS'UD ibn Nasir Sa'ud al-Sabah 
.Airbassador to the United States 
Embassy of Kuwait 
29~0 Tilde~ Street, N.K. 
Washinstc~, D.C. 20 0 08 
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MEHORAl1DU~1 

TO: 

SUBJECT: 

THE UNITED STATES TRADE REPRESENTATIVE 

WASHINGTON 

20506 

!1.E1-1BERS OF THE COMMITTEE ON FOREIGN INVE:=:T.MENT 
IN THE UNITED Ss:'ATES (CFIUf) 

Designation of USTR Representative to C~IUS 

Pursuant to Executive Order 11858 of May 7, 1975, I hereby 
designate David R. Macdonald, Deputy U.S. Trade Representative, 
as the representative of the Office of the United States 
Trade Representative to the Committee on Foreign Investment 
in the United States. 

U.S. Trade Reoresentative 
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July 6, 1981 

Bob Murphy 

CFIUS Staff Meeting, July 2, 1981 

Jerry Jordan 

UNITED STATES GOVERNMENT 

memorandum 

I attended a staff meeting of the Committee on Foreign 
Investment in the United States (CFIUS) held on Thursday, 
July 2. The topic of discussion was the attempt by Elf 
Aquitaine, an oil company which is 67 percent owned by the 
French Government, to take over Texasgulf, a U.S. chemical 
and natural resources company. (See attachment for details 
of the bid.) 

The purpose of the meeting was to raise the key issues 
and to ask participants for input into a draft paper being 
prepared by Treasury for Assistant Secretary Leland, Chairman 
of the CFIUS. This paper should be available late Tuesday. 
I'll pass along a copy to you. 

Discussion at the meeting focused on two points: 
1. Does the proposed transaction raise problems for anyone, 
and 2. Does the involvement of two foreign governments 
(Canada and France) per se create· difficulties. 

On the first point, the relevance of U.S. securities 
laws for U.S.-based foreign-owned firms raises some questions. 
When a foreign concern purchases all but 300 shares of a 
U.S.-based company, the U.S.-based company is no longer 
required to report to the Securities and Exchange Commission. 
In addition, the initial bid for Texasgulf need only be 
85-90 percent successful for Elf Aquitaine to complete the 
takeover under short-form merger laws. Under these laws, 
Elf Aquitaine can automatically buy out remaining shareholders. 
Hence, with financial disclosure not required for the foreign­
owned firm, monitoring and prosecution of potential antitrust 
violations might prove difficult. Non-disclosure does not 
present problems for monitoring and prosecution of antidumping/ 
countervailing duty laws since these laws generally apply in 
cases where the firm is foreign owned. Other aspects of 
point 1 will be de~lt with in the Treasury draft paper. 
These include national security issues concerning strategic 
minerals produced by Texasgulf, differential tax treatment 
of foreign-owned versus U.S. owned firms, and implications 
for competition in trade. 

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan OPTIONAL FORM NO . 10 
(REV. 7-76) 
GSA FPMR (41 CFR) 101-11 ,6 
5010-11 Z 
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On the question about two country involvement: the 
Government of Canada holds a controlling interest in the 
Canadian Development Corporation (CDC). As part of the 
proposed takeover, CDC will swaps its 37 percent share in 
Texasgulf to Elf Aquitaine in return for Texasgulf's Canadian 
assets. The issue of two foreign governments being parties 
to a takeover attempt is not a problem by itself. To the 
extent that Elf Aquitaine desires to invest in Texasgulf and 
finds that CDC (rather than say a U.S. company) just happens 
to hold 37 percent of Texasgulf, the government involvement 
issue is no problem. However, to the extent that Texasgulf 
is a takeover candidate because of discriminatory Canadian 
investment policy which makes Texasgulf's Canadian assets 
more valuable to Canadian firms, then there is cause for 
concern. Canadian Government involvement would raise questions 
similar to those currently being discussed in the TPRG. 
Thus, leaving aside security concerns, the economic issues 
pertaining to government involvement seem to center around 
the Canadian National Energy Program (NEP) and its discriminatory 
invesment policies, and not around the involvement of the 
French Government. 

cc: BN, JB, ES, MC, MW, AW 
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Can;1da Dl:vdoprnent \VoulJ 
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And Cash for ihr :·\.'.isets 
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1 
3:,·., f J i.'r 1s ,n·r ,: r •_;/ ·r10: Vt Al . !. ~)Ta _~· t:_T .J~)l'R '.'if .t.L 

l
• .. ·.·c; ~bdet.e Nilno11alc Elf Aqwtame 1n· 
::' • • ;J I noun.;e<l a ;)Lill tu acquire Tex,l5guli Inc. in 

I_._:_·_. __ ·:::_·_·.:.·.•.;;• .. ··:'· .. ·-.·.·_ •. : __ :.·_·.. I a1 <'11rnni;:,x i'",.1 ollHon transac,lc,n. After thr 
l . . . . I ourrt;'.se. Eli Aq'.rttaine wot;id s':' l l o.1 1 ni 

., . •,, , TeXi:Ull,'Ulf's CJJ\i.ldian rtsse ts illHl most of HS 

• : ·: I I J .vn to C.:u1c1.!a ;,eve!op1m·nt C.())'fl . 
;. • ,-j ~ , Elt ,1.qrnt1.111e, the f'rer.d1 b,cve mment· 
':<: '.: I cont1-oi;~ 0ll company, made a t,:nd ~r olfrr 
::_·, --~~- fer s:r% ol U,e U.S. mrnrral; rornpany and 

I 
/:;-~;~f7.1 ~ it w1ll a..rr:1re the r• . .m,aln.ug 37,, h••ld 

-··,:: ':\:,i\ I tr; CLX:: by W;\ppng Tf'n~g-u!f's Ctnadia.1 

.< :·."fei(l pr1)11e.rne-:i. 
' ·., •>i'J: I Th~ F·rem·h company of! (" rrd ~:',,) a cum· 
,.r~ ,·'t, nir.,n '.lhi}.t-C :md ~15~.37 a prPLrred sh 'l r<' fu r 

--?::Y-,, f . .iJl b,tt the J:' 'i'.:, b.!ock O',lnt.>d liy CDC, an 1:1-

: .·•c -'t)Jl ve,,tment con-:ern contrnli ,?<l by t.he Ottaw;:i 
• .·.Ji~:-.('\~~- govfr-nme-nt. That tra11 ~;ac~lnn 1s valilPd at 
\r ·}ft: ~ .!:; btl110n. 
.. :,: ·:::;ir-' Lri a.ddi!1on, E!! Aquit;,Jne i~ s?!li nr, 75',;, 
._L<_Jq·1: o{ it.:, Ac;ulr .. .1uw 0), of C:.u_, : :d:t _ unH to CDC 
·,< ;' /• for Sb1.iEi a sh,m~. or $9'.J3 rrn! !10n l lJ.S. J. 

• )t <,~ CDC ourchu.!:•~ on Frirlav 4\l';',, ,tnd will buy 

•. / :_I_•J.;~ the rem:1intH ~/ 6% _ fotJo,._~•ing a }!l ?~Y wait· 
,:~ttWJ. .1ng f..-?nocl tmc, •} r U,e Halt ·Scott·Iktl.no Act. 
_ A51r:\~ !ill Aql!.!ta1ue p! ans to U}e rno:.;t I){ tl1~ ~ro­
: ,,./ } ,;:~ ,~e;:!.!.S tn ti1nd the t.>-nd~r ofler t,ir the Sl<1tn· 
• ;:.t:·;:,q brd, 1.:.;nn, miw: rnls preuucer. 

: :: } ~11 S1 100t"(Juently, .Bi AfJt.ntalne woutd swap 
-: __ "~ 1 1 T~.xU!:gulf 's C;,,1a.d!an a~-:;cts !or CDC's 37% 

___ ,,;_~ ·'i 1 i~flA: nins ca~h in a tranr,actlon estimati'<l at 
.!•_·'.f· ! tu;;i bil.l!on. The p:iclc. ai,.~ ;;r:is a tutal value 
'. '; '.'. ':g j of S'l.83 t:11l!on for all of Texasgulf. 
.r.,j I As a resu!t, E lf Aquitaine, which has 
;.'11{ l b;~•n P.J~l,iJlf d.JverJ.it'icat1nn in to thl' U.S., 
T >c;;J ! wudd end up \i.'i th Texas1,111 lf's major U.S. 

i • .<'d: j orwratlons In phosphat~. sulphur, potash. 

[• ,,,:".:\ : 0tl and fr<'..:1, CDC would become a m:ijor nat· 
:}/l i tirni rr::r.oJrees producer by acquirng Texas-

l . Fti I ;tulf';; '?'-lladian assets m i!ilver, coppt•r nnd 
·/:'·~ i zm,: r~.mmg J: id tl!e 75% stake l!'l Aqulrame 

I 
:~"''.: , i Co. ot Canruia, an oil prr.J<lucn. T(')C .c"wgulf, 
• • -,~: howt•,•er. would t~ di i;memtR'red. 

t

i '.t/ T(;xusgulf ,:xecntfres were taken by sur-
;' j j prt.::e and didn't lnrlic~t(: wh<!lher they favor 

I . ' '.' ;;:, , or ,1~~ the bid. D!reetors me! Saturday, 
-'<:J bul ilald ou.ly that tJ1ey wlil meet ar.un 

•· ·;,_:· :_,(£ Tln.:r-;,;,<li!y. H,1wever, the company has re·· 
,·::";_' lJ.inal the law fi rm o! Skadden Arps Slate 

~·•::/}· Me:,,gher !. Flom and lnve-.;tmrnt bankers 
;.. ,.,, , L!Drgcr.n St..1n.!ey &: Co. to explore alttrna· 

.. ?i:: I t1 Vt::!!. . 
·, -::_:. Te:.:.asg-iill olflcials •.,;ere drscrilx,:l a;; 

... -.;r ·-rr~'11'1" and [h:•.::kro that CDC, which !hey 

·_• ;:·:<_' ___ : __ :._:_:'_·\:;·_; ', cs:,.,si:fared a friendly sharehnider wlth ,hree 
, di.rec!Ol"$ on T,~xas~l!'s 11 ·rr:e;i:Der boa rrl. 

would ccv[)('ra!e in the bid. ' ·Nob,,,cty can be ) I happy ah)Ut cutting rhe company in h:;.tf," 
• · • · cmnmcni.cl or,e in:,; ider. 

·> 1· :'he CDC 0lc1dc was crucial to the ool;l 
-· Elf Aquit.um.- offer, analysts sald. They had 
:(i , gr.ner~ly c:vr .. ~id1m,<.1 Tcxasguif more resis· 
,., I ta.nt W tJ.i;evver attempts th:i.u oU:er cvmpa· 

i~ic:: ::iec .. 1u~.:: CDC was pretiunwrl a !nenrlly 
hollis:r. 

'I\:-x:i.st-ull is thu iate;; t r:iini ng con)p;.ny 
. . , to [.-:, targeted for takeover. Cash·rkh com· 
'I r ... 1hic1>, e.~1)t~cl :1l1y o!.l concerns. have made a 
:,j 

I 
f 9'~11 i~! bi~s for mini,~.[ comp,1m:s th !'> y~ar 

ELF AQUITAINE 

11 Ell Aqu 1la!111t bid !o, 

TEXASG'JL F 

I 

. .. lr snstere la :.JHo ownei&tdp CA ~J.,,_(j;; 0f.V!'l OPMENT 
of Te,r.!Y,)UH plwa C-~~:'l 

l cncmi.:a l:1. M111a 13, £:norg y 1n rnturn to,· o,asoull 
assiJb in CanRdt 

N:.,tural R t" SO{ifc ~a 

(o~ns 3 l't. ot "i' t1Aas r;u1t, 
G<ivvrnment CtJ r:l r~lffl ' 
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share:, widE';va1ued, analysts say. The pas3· 
inl,;' of Texnsgulf's Canadian mining proper­
ties and or a majottty stake In Aquitaine ot 
C.u1..1da·s oil :i.sset'! lnio Canadian h.1nds 
would also underscore Ottawa's new detP.r· 
mination to Implement pollc les Uiat tarnr 
d~m1P.st1c control of minerals. they adtletl. 

Trading !n Tex.asgulf's stock has been ac· 
tivc this month amid heavy bu,1ng, whlr.h 
saw Its shares rise to $37,5'> apiece on t.'ie 
New York Stock Exchange be/ore trading 
was haJted Friday, The price was about t30 
tn early June. Still. some takeover profes· 
sional~ ~rted the S50·a·share offer wasn't 
g,en.erow, ln llght of rrcent bid;1 for othet 
m.lning co1npantes like Amax Inc., Kenne· 
cott Corp. a.,d St Joe Minerals Corp. 

For Texasgulf, the bid comes lr:,s than 
five month3 atter It !ost its chairman 
Olarles F . Fogarty and seven other em· 
ployes in an airplane crash. However. ana· 
!ysts said the bid wasn't related to his death 
because the transition conductt'd by new 
chairman Richard D. Mollison appeared to 
ha.ve been smooth. 

Interest in Kldrl Crt-ek . 
About 42.5% of Tex:i.sgulf's assets, or 

roughly t'3f:O mllHon. are lo Canarla. and are 
mostly lit metal:!. Roughly 53% of Its operat• 
tng lncome last year came trorn Canada. 
CDC has bi,,,cn !ntere!ltetl ln 1'exasgu!I's 
high-grade Kidd Cr~llk . Investment ln the 
U.S. CO!let'm elght j'1: IU"3 1igo. 

"Kidd Crct!k has beautiful reserves. It 
was a ~at find" by 'f ei::a:.g\llf. satd Georrre 
Cleaver. :rn analyst at Merrili L'yT.,: h, 
Pierce, Fenner -~ Smith Inc. Texas~-u!f re· 
cently completed a new copper srneltf:r nnd 
refL,ery there. p!:l.lls to expand Kldd Crct"'k \: 
output. and Is explot1n;: for gold nearby. The 
t.Dmpo.ny':: other Canadian assets include in­
terests In oil a.rid i:a'.l. woodlands, three :ml· 
phur recovery pianL'> and a 40% stake h: the 
Allan Potash Mines Lri Sa!!lrntch.ewan. 

In the U.S., Texr .sgul! produces sulphur 
from three Toxas mine:i: phosphates from 
the Lei: Creek facil!Ues In North C:i rnllna ; 
potash at the Cane Creek mlne in Uta h: 
soda _ash in Wyoml!l\:, nnd ull and gas, 
mootiy in the Gulf ot Mexico. "1hc~e t!ilngs 
hav~ ~ecen! long- ter m prnspcr:ts," said P~-

Texo.:;i;Ull plans major expansions In l'r: 

ergy, sooa ash and phosphates . 
"It's tundarnen~ily a good cl'rnpan )! , " 

said t,terrill Lynch's Mr. Cleaver. "Tex· 
asgulf has been verf conscious ot t.~e lmpvr 
tance of developing middle managernenc," 
he added. In the last two years. Tell.a:;gul! 
ben~fited from ris l:1 g pricPs for metals, sul · 
phur and other fertlllzer Ingredient!:. As a 
result, la.st year it e;m;ed a rocc rd D'15.6 
rnilllon, or :li.70 a pre-split share, on sale:; nf 
Sl.l billion. and retllm on shareholders' eq­
uity ros~ to 32%. A two-for-one ~plit was de· 
clared !n April. ' 

But the company·~ earnings ou~look has 

~ this y.ear due to lower rr.etal prlces ~ 
und a d.isapl)()intlng spring fertillur s<'~on. 
Mr. Ceaver e-.;tlmates It wm earn t1.50 to 
$'.l.iS a post-split share lh ls year, <.!own from 
$4.85 in ls&). 

Texas6'1llf, COC Rel:.itlons 
CDC made Its orl g-!nal Investment in Tex· 

ssgulf 1n 1973, prompting bit ter re:-:1 :;tance 
by the U.S. concem, Including la.wsuitl. 
Eventually, they ~ettled their di!fen.•nce5, 
e.."'ld boU1 t,ave malntruned pubUc!y that rela­
tlon.s have bf.>en trieodly . However, COC ha.~ 
tt'lkl 1t could tncrei>t:e !!s stake " mate.tally • 
at any time, whUe temai.ning a mmor!ty I 
siureholder. 

Wcll Street observero co:1sidered thr 
moves wri.,,wd for CDC and EH Aq uirnir.e , 
and tliey !.tl<ln't see any lmmetl!ate de!~n~t:l . 
·tor Te:;:asgulf, since CDC has p!etlgi:d th, I I 
37% i;taka to Elf Acq u!talne . Observ1:rs sut;· j l 
gestrd Te:(a.~gulf might pur:iue op tlons ln - ! 
c!udl:lr; bw~ults, negoUaUons Cor a hi:;her j l 
priei.\ and tmplonng the U.S. govcr.nrnent le 1· 

inl-~rcedc against the t0re1gn b!ddtrs. 
The I<'re;1ch company said l, beg:i.n t'!Ll{s 

in Fe~ruary wEh CDC on t.he transactions 
ar'.'1 intend:i to f_tnance tr.e 12.li blJ!!,m y:nder I 
oiler wtth pl""veeed5 trom the sale o~ ;5% of 
Aqulta.ine oi Clu1ada a!'ld bank lo :rns. 

~~lf Aqu!talne said lt filed lawsult5 l!1 f,· 
t>ral cou1tq In u.lul<;lana. Nebr.1:il-:a anJ Ct., 
to enjoln tt,e u~e of those statP.s' taio,uv~r i l 
laws to delay Its tenner offer . Tht offer ex· 1!, 
plrcs Ji"lf 7.7 al ~idnlght, unless extrndf."!· I 
and ls ,,c,I1g m:tn,,ged by Salomon f\mthe1 ... I 
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TCJHONTO Canada [Jt>velopment 
0:1qJ.'s biu tu buy control of Aquitaine Co. vf 
C:m:Jda L!d . .i11d tile Canadian assets ot Tex· 
:ish'1.:lf l1w . •." 11uld make the former govern· 
mt>nt ,nve~trm·i :t agency a major natural re· 
:liJlJ fCt'S pruducrr. 

I Hu t the p!lrchas£•-; ah'fl could weaken the 
1 mmp:iny's clai m that it operates free of 
I fll'JV,·rnmcllt ir, flue nee . .. A lot of ~pie ~re 
• guinh to •,,l)nrtcr and worry about th~ pollt1cs 

l:'A!bir:d lt~sP deals.'' says an Investment ru1• 
alyot clOSt' l!J CJ.11ada Di'Vl•lopment. 

Since it ,.,. as creatru 10 years ago by an 
act 1)/ the Canadian p:irl!ament with a m:ui· 

I' (bf\• to promote Canadian Investment, Can· 
- ad:.i f}j,v,-:•i ;ipuu•nt has fought vig<Jtously to 

cm1vuicr \II vestors tliat its board operates 
U!depNal,~n tly of the government, wh.ich 
owns 4'.J'lu of the company. But due to contin· 
urn~ fear:-; ovt'r possihlr govt'rnrneut In· 
volwment, Ca1uda Development shares al· 
wa y3 ha,t> \radM at 11 dlscuunt. 

v;uie playmg down the political asl)e{'tS 
·1 of U:1~ A(Ju11:li :1e and Texasgu!! transactions. 
; a spokt:srnan for Can:J.da Development con· 
l ceded the purrhases were in line with the 
I :,~wn nmt•r, t·s go~l of boosting domestic ! m1-n1tirshiµ 1n the natural rPsoun:es !!e<:1.or. 
l I>-..!rcha:w I-! ail<>d 
I ln 01taw :.t, Canadian t·nergy mm!ster 
l Marc L1l•>rllh! Mter;.ted that the Canad:i. 
j l"l.i.'vdopmt!nt <h-cislon to buy control ,; f 
I Aquitul!1e Canada was "purely a bu5lne:ss 
I 1icdston." taken on the company•~ inltlative 
1 i!Jlrl without g-ovcmmi:nt prompting. 

ln hailini: (tl ,' purchase. Mr. Lalonde pre· 
rlkri.,'tl tl1 at. w:th th t> planned transaction. 
thr ::;"')vernmPn:'s v,oaJ of achlevli'lg :i.t least 
5U% Carnutia.n ownership of oil and gas pro• 
011cti1Jn by 1'.J\lO wi ll b,,i r('alim.l " wrll lie· 

I fore" th1'n. 
• TlH' plan to buy Aqultilne Canada culml· 
nates a twn year search by Canada Develop· 
rrn:nt for an 1JiJ arquL,ithm ti} aug-ment Its 
small but growing CDC O!I ,\ Gas Ltd . unit. 
Canad,1 l);,vf-lopnwnt orlgln:illy approached 
Aquita!ne'8 Fn·nch part>nt 18 montl1s ago, 
t.H1t w:~ reb11fk.J . ., . 

Since tlw govt>rnment introduced ll'l 
stronhly n,1ti<lna!Mic energy program last 
()rtobt>r, 011 industry analyst.II have consld· 
en'li Aquitline C:u1ada a prime takeover 
£:an1hlatc. 

.. f A4uitain<:. whh:h earned $65.l million 
I I Cnnadian ). or t l.02 a share, In 1980, Is the 

- l ~th !argt-sr oil and 13th largest gas pro-
I ducer in C:rnada. Besides havini: a coal· 
j mining !Jpn:ilion in the lJ.S., Aqulta.ine also 

is oae of the largest owners of oil and gas 
!easl'S in the C;u1adian Arr.tic ar.rt u{frhore 
eastern Canada. 

The propo:setl cash-and-stock swap with 
Elf Aquitaine for Urn Texasgulf assets ln 
Cma.da woulu tuJilll ;. goal Canada Develop· 
meJlt sought wben It origtna.Jly acqul.rt'd it:; 
stake in Tcxasi,"Ulf in 19'/3. The Tcxa:igulf 
Kidd creek f'line In nuI1hern Ontario is the 
"Jirize jewel" of tl1e company. contends Pat· 
r1ck Man. an analyst wltli Alfred Bunting & 
Co., a Toronto securltles firm. 

David Jame:i, m..lnlng al!a!yst with Rich· 
afd':,(){1 Securities of Canada, figures Canada 
Development will be able to uw Aqultairw 's 
trontier exploration tax credits agalnst in· 
come from the Texasgulf iusets, which ln 
198> contrlhuted an esti.m:He<l $136 mllllon 
(U.S.) to Texasgult's consolidated net in· 
come of ~5.6 million, or $9.70 a share. 

But RlchaNi Stovel, an analyst with 
&.rn.1 Fry LW. of Toronto, notes that what 
Canad.a Development is gettini from Aqul· 
t&lne and Texasg1:i1 currently repre5€nts 
"poor earning a:;sel'>." out offors prom!slng 
long-tertn growth poss!b!lltle:.. 

F1nanclni; DlsclosPil 
A Carnu!a Dcvdopment spokesman s:l.ld 

Dank. of Montrea.l, Royal Bank of Can:ida 
and Bank uf Neva Sc.otla will provide o.bout 
$1 b11J1011 tu tin:i.nre the two transa<: tlon:;. 

Caru!.da ~~vdcpment in 1%0 earned 
Sl89.l rrullloo, or i:i.13 a 5hare, ot whlch 
$108.1 miJl.lon represented lls &Li.ka In Texas· 
gulf. l3e!iidt>s mining, oil and gas, Canada 
~vdopment L-; env,ar;,'-d in p,etrochemkal 
production, fishing, eledronlcs, lile sciences 
and venture camtal. 

Un<lt:'r securities leKis!ation in Ontario, 
Ca.•1ada ~velopment c:uuld be forced to of· 
fer $74 a shar-t\ or al,out WJ-0 million, for the 
rema.i.ni.nl{ 25% of Aqult.;L11e Canada shart's 
it hasn 't pn,mbe<l to buy. Canada [ 1ew:lop 
n){'ut said it ham 't decided whether 1l will 
sed( an ex•.•111ption frmn that requirement. 

Mr. Stovel ol Burns Fry says !hat to 
inv~tors. Canada Development always wu.s • 
regardt"d as a pi!trochemical company wlth 
an inlt n-st tn Texa.sgulf. Its petrochrmical 
holdings cori;;.d o! a f.ill% Interest !n .h~tro· 
~ar Ltd. and 1()0% nf Polysar Ltd., b<1th oi 
Samia, Outlriu. 

GoinK from a minority posi t11>n in Texas· 
gulf (Cana.d:1 Th:~vclopment's largtst sin g-le 
as.<Jet) to the oper;.tor of the K,dd Creek 
mine will have a " profound lmpac t" on Can· 
ada Ct)ve!npment, Mr. Stovel say~. But h€ 
adds th.-.t bas1~1 on past experiPfll".e, "l think 
they can handle the trardtion." 

I ~-•-··--·------- --·· - ---------·-----
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EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON, O.C. 2.0506 

July 7, 1981 

MEMORANDUM FOR: Frank Vukmanic 

FROM: Bob Murphy 

SUBJECT: Elf Aquitaine bid for Texas Gulf 

This note briefly summarizes what I see as the two 
key issues on which an economic (as opposed to national 
security or antitrust) assessment must focus. 

First, the principal of minimizing barriers to flows 
of goods and services between countries is naturally 
extended to flows of capital. There is no good economic 
argument for restricting such flows. In a situation where 
a foreign government controls the foreign firm involved 
in the takeover, an argument can be made that future unfair 
trade practices (subsidies for intermediate goods, sourcing 
of supplies, dumping of final product produced in U.S.) 
are possible. Fears of predatory pricing by a U.S.-based 
subsidiary of a foreign government controlled firm are likely 
to be greater than in a case where the foreign firm is 
privately held because the foreign government may not be 
as concerned about short-term profits. In addition, some 
may argue that government involvement in private markets 
alone is a problem, whether it be domestic or foreign government. 
If, however, U.S. antitrust laws and dumping/countervailing 
duty laws are properly enforced, the distinction of foreign 
government controlled versus foreign privately controlled is 
of little economic consequence. What matters is the operation 
of U.S. domestic markets and fair international trade 
practices, not the operation of foreign home markets and 
the degree of government involvement therein. 

Second, the involvement of the Canadian Government 
through control of the Canadian Development Corporation (CDC) 
links the Elf Aquitaine-Texasgulf takeover with the broad 
issue of discriminatory Canadian investment policies. If 
the 37 percent share held by CDC was instead held by a U.S. 
company or another foreign concern, there would be little 
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reason for opposing the deal on economic grounds. Because 
the deal includes a swap of Texasgulf's Canadian assets for 
the 37 percent share held by CDC, the issue arises as to 
whether discriminatory Canadian investment policy has made 
Texasgulf more susceptible to a takeover bid. Under current 
Canadian policy, Texasgulf's Canadian assets are more valuable 
to Canadian concerns than to U.S. or other foreign holders. 
This aspect of the takeover attempt suggests that economic 
issues pertaining to government involvement center around 
the Canadian National Energy Program (NEP), and not around 
the role of the French Government in Elf Aquitaine. Hence, 
discussion of this specific case might well be integrated 
with recent discussions in the Trade Policy Review Group (TPRG) 
concerning NEP. 

cc: JJ, BN, JB, AW, ES, MC 




