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SUBJECT:

SIGNED:

APPLE (NY) CLAIM FOR RATE DIFFERENTIAL AND INTEREST THROUGH
6-30-79

The following material has been prepared at your direction:

The latest Apple audit claim covering the period 9/1/69 through
6/30/69 includes a claim for (1) exchange rate differential,
and (2) interest, on all the items claimed in the audit of June
30, 1979 as follows (See Exhibit 'A' for more detail):

Exchange Rate Interest Total

U.S. $1,092,000 $5,084,000 $6,176,000
Canada 167,000 723,000 890,000
Mexico (3000) 42,000 39,000

AFM (U.S. & Canada) 4,000 179,000 183,000

$1,260,000 $6,028,000 $7,288,000

The audit states the above amount is due on June 30, 1980,
and since it was not paid at that time "a more up-to-date cal-
culation will be necessary based on the then current exchange
rate." (Exhibit 'B', page 4)

Note: The above amounts can be broken down by periods

should it be deemed necessary from the mass of detail supplied
in audit schedules 23 and supporting schedules A through F.

Prior Klein Claim for Interest on Initial Payment

Before proceeding further it should be noted that the above
claim for interest and exchange rates is computed only on the
amount of their audit claims. They have assumed all payments
made by Capitol as of June 30, 1980 were on time and at the
correct exchange rates. I can find no claim for the interest
on the initial payments which Capitol made August 24, 1970
covering the first 10 months of the Agreements (Sept. 1, 1969
though June 30, 1970). Previously Klein had claimed interest
was due on this payment, which could not be made until Apple's
Letter of Direction dated August 11, 1970 was received. I will
discuss this claim further on in this memo. _
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Now as to the claim for difference in exchange rates: The
reasons given in the Audit report to justify this claim are as
follows {Exhibit 'B', page 1l):

In accordanpé with your fully executed Letter Agreement dated August 12, 1970 with
EMI, Cepitol Records, Inc. was to pay EMI: ' :

" ..l net monies which became due to Apple Records, Inc. under the terms
of the Capitol-Apple Agreement less mechanical royalties, as and when those
monies become due for payment..." : :

EMI, in turn was to:

" .. PBY the sterling proceeds of such net monies subject to the rights of
Nemperor Holdings Limited, to Apple Corps. Limited within 5 business days of
receipt from Capitol. . ." . '

We have discussed this provision with Counse! who have indicated to us that the same
‘practice of reporting to you in pounds sterling should epply to the edditional amounts due
as shown in Schedules 1 through 22,

You will note that the above refers to a Letter Agreement dated
August 12,1970. The Letter of Direction to Capitol is dated
August 11, 1970 (Exhibit 'C', page 1). The Letter of Direction
dated August 12, 1970 is to EMI (Exhibit c-2). {I obtained a

copy of the latter in the appendix to the Auditor's report.)

Capitol's obligation in regard to payment under the 9-1-69
Agreement was to pay the money in U.S. dollars to Apple in New
York (Exhibit 'D'). This was modified by Apple's Letter of
Direction of August 11, 1970 (Exhibit 'C') which directed the
payment be made to EMI in England on Apple's behalf. There is
no indication in the Letter of Direction that payment is due
in pound sterling. '

The Auditor's then say in their second quote above that
EMI "pay the sterling proceeds of such net monies... within
5 business days of receipt from Capitel”. This guote is from
the August 12th Letter of Direction to EMI {(Exhibit 'C', page 2).
In any event it would seem from the guote that EMI's obligation
is to pay Apple the sterling proceeds within 5 days of receipt
from Capitol of U.S. dollars. Since EMI has not received any
proceeds from Capitol for the current audit claims, it would
seem that EMI is under no obligation to pay Apple until 5 days
after such receipt, if any. Therefore, perhaps the rate of
exchange at that future time would apply rather than as Apple
claims the rate of exchange for some prior period.




The above discussion refers to the claims for the period
Sept. 1, 1969 through April 30, 1976, when EMI withdrew the
manufacturing license from Apple and licensed Capitol once again
to be the manufacturer. The payment for claims after the April
30, 1976, therefore seem to be governed by the following:

1l.) EMI's 1962 Beatle Artist Contract for masters
recorded under it.

2.) EMI's 1967 Beatle Artist Contract for masters
recorded under it.

3.) EMI's Licensing Agreement with Capitol, and

4.) a paragraph in EMI's 1969 Licensing Agreement

with Apple (Exhibit 'E') which states that if
the EMI/Apple Licensing Agreement is terminated,
EMI shall pay Apple a sum on sales after that
date egual to that Apple would have received hkad
the said records been sold under the 9-1-69
Agreement.

Therefore, after April 30, 1976, it would seem that Capitol
had the obligation to pay EMI the same U.S. dollars as it would
have been obligated to pay Apple if the 9-1-69 Agreement were
still in effect. 1In conclusion, I find nothing to support
apple's claim for the exchange rate differential in the written
documents.

Now as to the claim for interest: The earliest written cor-
respondence I can find in regard to interest is Apple's demand
for interest on August 2B, 1970 {Exhibit 'F'}) to which Mr. Til-
linghast replied in his response of 8th September 1970 "I know of
no agreement to pay interest on any of the money paid or to be
paid" (Exhibit 'G').

Apple replied on Sept. 16, 1970 "with respect to the issue
of interest on any of the moneys paid or to be paid to this Com-
pany, we suggest that you confirm this understanding with those
officers of your Company who made such an Agreement."

Mr. Carp relied in his letter of Sept 21, 1970 "I cannot
find any officer of this Company who reached any understanding
with Apple covering interest. If you contend that anyone did, I
request that you state which person acting on behalf of Apple
talked to the person at Capitol...." (Exhibit 'I'"}

The next reference Capitol received from Apple in regard to
interest appears to be in the list of claims against Capitol
handed to EMI in Dec. 1970, but not presented directlv to Capitol
(Mr. Menon) until August 1971. Capitol's written reply to the
claim for interest was made on Sept. 23, 1971 per Exhibit 'J’




attached. The copy of Exhibit 'J' attached has Apple's pos-

ition and the summary inserted below the original letter com-
ments. The insertions were made and distributed within Capi-
tol on 10-25-71, after the Capitol/Apple meeting in New York

on Oct. 21 and 22, 1971.

The insert for Apple's position was handed to Capitol by
Allen Klein at the October meeting. Mr. Tillinghast's re the
interest discussion at that meeting is attached as Exhibit 'K'.

Capitol's position therefore remains that no interest is
due.

(The matter of interest was not specifically -mentioned in
the February 1973 settlement proposals. The claim would there-
fore have been cancelled by the clause providing for acceptance
of Capitol's auditing on all matters not specifically mentioned
in the settlement letters had they been signed.)

The P & F Audit claim of Jan. 1976 contained the following
sentence on page 16 "Interest, if any, due on the delayed pay~-
ments or underpayments disclosed herein has not been determined”
(Exhibit 'L') Mr. Tillinghast did not comment on interest in
Capitol's response of June 15, 1976 to the audit other than to
say he was not responding to those items on which not specific
claim had been made (Exhibit 'M').

I find nothing in Capitol's paperwork to indicate that in-
terest is due as claimed in the latest audit.
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The only other correspondence I can find in regard to in-
terest occurred after Klein was terminated by Apple as of Feb.
28, 1973. At that time Capitol was requested by Apple and later
by the sheriff of New York to hold certain sums of money due
Apple because of litigation by Klein against Apple. On Feb. 7,
1975 Apple's accountants suggested that Capitol hold these funds
subject to interest (Exhibit 'N'). Mr. Tillinghast had Mr.
Burdick reply on Feb. 25, 1975 that the interest so accrued
would be credited to the entitled principle. (Exhibit '0')

On Oct. 31, 1976, Apple asked for confirmation that such
interest be accrued (Exhibit 'P'}). Mr. Tillinghast responded
on Oct. 27, 1976 that no interest was due or would be paid.
{Exhibit *'Q')
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Audit Claim Summary for Exchange Rate Differential &
Interest Due

Audit Commentary Re Claim

8-11-70 Apple Letter of Direction re Payment

9-1-69 Contract Abstracts Re Pavment

9-1-69 EMI License Agreement with Apple

8-28-70 Demand for Interest

9-8-70 Capitol Reply to Apple Re Interest

9-16-70 Apple Reply to Capitol

9-21-70 Capitol Reply to Apple

9-23-71 Capitol Response to Claims - Abstracts Re Interest
10-27-71 Tillinghast Comments Re Interest Discussion
1/-/76 P & F Audit Remarks Re Interest

6-15-76 Capitol Response to Audit

2-7-75 Apple Letter Re Interest on Monies Withheld in
Litigation

2-25-75 Capitol Reply to 2-7-75 Letter

10-13-76 Apple's Request for Interest

10-27-76 Capitol's Reply to 10-13-76 Request
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royslty percentage rate by. the excess deductions (as
schedule 22E-1.1), we have calculated the differenc
regular price sprpads and have abplied these differe
selection numbers in each period tested to calculats
estimated additional royalties due for selection n
.percentage of error found for those numbers teste

' appear in Schedules 22E-1, 22E-2, 22E-3, 22E-4 and

Schedule 22E summarizes royalties due from excess
have estimated additional royalties due for period
percentage of error found for periods tested. This
been applied to royalties due on unrepérted sales
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converted to United States dollars in

> in your unit royalty rate based on

i

nces to units reported for the major
. additional royalties due. We have
psmbers not tested by applying the
H in each period. Our calculations

g2E-5.

ackaging deductions in Mexico. We

not tested by applying the average
Iso

p

#

average percentage of error has a
for the period from July 1, 1969 to

August 31, 1969 since our calculations of royaltigs due made for unreported sales in

Schedule 22B were only based upon regular buy-sg
calculstions in Schedules 22E-1 through 22E-5 have
record price. We have spplied a factor of the 909
Schedule 22E based on Capitol's procedure of usif
calculate your royalties in Canada. The net amg

deductions totals $8,544.06.

Schedule 22 summarizes additional royalties due t
Mexico and totals $66,354.20.

1l price spreads used by DCM. Our
heen made based on 100% of the bare

L to the total amount due as shown in

g 90% of the bare record price to

unt due to you for excess packaging

Vou from sales by Discos Capitol de

EXCHANGE RATE DIFFERENTIAL AND INTEREST (UNITED STATES, CANADA AND

MEXICO)

In accordance with your fully executed Letter Agreement dated August 12, 1970 with

EM1, Capitol Records, Inc. was to pay EMI:

n .. all net monies which became due to App
of the Capitol-Apple Agreement less mechani
monies become due for payment..."

EMI, in turn was to:

", ,.pay the sterling proceeds of such net

Nemperor Holdings Limited, to Apple Corps.
receipt from Capitol. . ."

We have discussed this provision with Counsel wh

practice of reporting to you in pounds sterling shou
as shown in Schedules 1 through 22.
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WE have found that if Capitol Records had paid you the amounts due herein on a timely

basis, you would have received more pounds sterling than if such amounts were paid to you
at the exchange rate in effect as of June 30, 1980, resulting in overall loss to Apple
(assuming all such payments were made as of june 30, 1980) based upon fluctuations in the
exchange rates (herein referred to as the exchange rate differential).

We have slso been instructed by counsel to determined the amount of interest due on the
additional royalties due in Schedules 1 through 22 as shown in the Summary of Findings.
Your counsel have advised us to use the rate of interest of 7% throughout the period under
examination, and to calculate the amount due for interest and the exchange rate
differential as of June 30, 1980.

The Agreement indicates that domestic earnings are reportable by Capitol to EMI within
30 days after the end of each accounting period. From inception to April 30, 1976,
accountings were reportable monthly. Thereafter, they were reportable quarterly. In
order to simplify the calculation of interest and exchange rate differentials, we have
combined the monthly eccountings into calender quarters. With regard to Canadian and
Mexican royalties, Capitol was obligated to report to EMI within 60 days following the end
of each calendar quarter. Accordingly, our interest calculations assume payment dates 30
days and 60 days after the end of each accounting period for the USA, and Canada and

Mexico, respectively.

As noted above, the August 12, 1970 Letter Agreement indicates that earnings are
_payable by EMI within 5 days of receipt from Capitol. Accordingly, our exchange rate
calculations assume payment dates 35 days and 65 days after the end of each accounting
period for the USA, and Canada and Mexico, respectively. In order to simplify the
exchange rate calculations for domestic earnings prior to July 1, 1976 we have averaged
the exchange rates in effect 35 days after the end of each month to arrive at an average

exchange rate for each quarterly period.

For all amounts due, with the exception of AF of M fees withheld, we have calculated

interest and exchange rate differentials as follows:

1. We have determined the percentage of earnings reported by quarterly period in
each territory (USA, Canada and Mexico). Separate calculations have been
made for the periods covered by the prior examination, as revised, and the
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EXHIBIT B
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current examination reports, respectively. Our calculations for the USA appear
in  Schedules 23A-1.1 and 23B-1.1 respectively; for Canada in
Sched_yles 23C-1.1 and 23D-1,1; and for Mexico Schedule 23E-1.1 (no Mexican
sales were reported to Capitol in the current examination period).

2. We have prorated the amounts found to be due in Schedules 1 through 22 (with
the exception of Schedule 6) to each quarter based on the same ratio that the
net amounts reported by Capitol during that quarter bear to the total amount
reported throughout the period examined. By applying these percentages
determined in Schedules 23A-1.1 through 23E-1.]1 to total amounts shown to be
due in Schedules 1 through 22, we have allocated these amounts by quarterly
period, as shown in Schedules ?BA through 23E.

3. Based on actual exchange rates we have computed the average historical
exchange rates for each applicable period through June 30, 1976, as shown in
Schedules 23A-2 through 23E-2, We have applied such exchange rates to the
pro-rated amount due in each quarterly period to determine the pro-rated
amount due which you should have received in pounds sterling at historical rates
as shown in Schedules 23A thorugh 23E.

4. The total pro-rated amount due in dollars has been converted to pounds sterling
at the exchange rate in effect at June 30, 1980 and compared to the amount
due in pounds sterling based on the historical exchange rates to determine any
gain or loss due to the exchange rate differential. Since the pounds sterling
value based on the June 30, 1980 exchange rate is less than the pounds sterling
value based on historical exchange rates you have suffered an "Exchange Rate
Loss". Such a loss would have occurred had Capitel paid you the amounts due as

shown herein on a timely basis.

5. We have then applied a simple interest rate of 7% (1-3/4% quarterly) to
amounts due in pounds sterling and converted the net results to U.S. dollars to
determine the amount of interest due. Our computations eppear on

Schedules 23A through 23E and are summarized on Schedule 23.

With respect to AF of M fees withheld we have calculated the interest and exchange rate
differential through June 30, 1980 in Schedule 23F as follows:

1. Using the AF of M withholdings as shown in Schedule 6, we have calculated
interest from 30 days and 60 days after the mid point of each quarter for the
United States and Canada, respectively. If the period reported is greater than
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one quarter, we used the midpoint of . the pgriod during which such withholdings
were made in the United States and Canada, respectively. Capitol Records
began. to withhold these fees beginning August 1, 1974 and July 1, 1974 from
earnings in the USA and Canada, respectively.

2._ We have computed the average exchange rates in effect 35 and 65 days after
each month for the United States and Canada, respectively, in Schedule 23F -1,
for each period covered, and applied such rates to the amount of AF of M fees
withheld during each period. The only exception is for the period January 1,
1970 to July 31, 1974 during which the fees were being withheld by EMI (see
item 3 below).

3. AF of M fees through July 31_;-; 1974 for the USA, and June 30, 1974 for Canada
were actually withheld by EMI in England through January 20, 1977. The dollar
value of these reserves, totaling $389,723.90, was equivalent to 167,792 in
pounds sterling, actually withheld by EM]. Therefore, we have used this amount
of pounds sterling in our computations hereunder. The examination report for
England includes the appropriate calculations for interest based on applicable
U.K. interest rates from September, 1970 through January 20, 1977, but does
not include a claim of credit for the exchange rate differential.

4. Subsequent to January 20, 1977 this reserve was transferred from the books of
EM] to Capitol. We have calculated interest ‘due on the reserve from
January 21, 1977 to June 30, 1980.

5. We have compounded the interest due at the rate of 7% annuzlly.

We have summarized the amounts due from exchange rate differentials and the interest
due on claims in the United States, Canada and Mexico from September 1, 1969 through
June 30, 1979 on Schedule 23, which totals $7,287,880.23,

We recognize that Capitol has not paid the amounts due as shown herein as of June 30,
1980. Per the instructions of counsel this date was used as a cut-off point in order to
quantify the amounts due for interest and the exchange rate differential. We recognize
that at the time Capitol pays you the amounts due as shown in Schedules 1.through 22, a
more up-to-date calculation will be necessary based on the then current exchange rate,
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- ~August 11, 1970 . -

LETTER OF DIRECTION

Capitol Records, Inc.,

Capitol Records Distributing Corp.
1750 North Vine Street '

Los Angeles, California 90028, U.S.A,

Gentlemen:

Reference is made to the Agreement made as of September 1,
1969, between Capitol Records, Inc. and Capitol Records
Distributing Corp.., on the one hand (herein jointly called
"Capitol"), and Apple Records, Inc., on the other (herein
called "The Capitol-Apple Agreement"); and to the Agreement
of September 1, 1969, between The Gramophone Company Limited
trading as E.M.I. Records (herein called "E.M.I.R.") and
Apple Records, Inc., (herein called the E.M.I.R. - Apple
License); and to the various agreements conditioning,
implementing and supplementing same.

Capitol is hereby directed to pay to E.M.I.R. in England

on our behalf for onward transmission to Apple Corps. Limited
all net moneys that become due to us under the terms of the
Capitol-Apple Agreement, less mechanical royalties and
fabrication costs, as and when those moneys become due

for payment. ’

This direction shall continue only as long as Apple Records,
Inc., shall continue to be the Licensee of E.M.I. under

the E.M,I.-Apple License.

Yours faithfully,

-

/ o
BY: 4

W

-~ An Authorised Signer

- Ny
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. "Capitol"). CAPITO RECORDS DISTRIBUTING CORP.. a

RECORDS, INC., a New
" INC., 1700 Broadway,

. *Apple”).
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..;_ ) AGREEMENT made as of September 1, 1969,

- - . -
. - . . - . -

Bétweexa'cnPITOL KECORDS, INC., a California corpo;etion,

1750 North Vine Stireet, Hollywood. Cal:fornza 20028 (callea

Delawvare corporatio + 1750 North Vine-Street, Hollywood,

© California 90028 (called “Distributor") and APPLE

ork corporatlon, c/o ABKCO INDUSTRIES,

ew York. New York 10019 (called

Mlddlesex, England, w1th réspect to Beatles' masters;

- " WHEREAS, EMI has Row licensed 2pple for the

United Stafes, México and Canada with respect to Beatles'

masters whlch agreement is herein called the "Licenszng

_‘\ P

'_cOntract“ { a copy of ‘which is| attachea hereto): and

L

'.WHEREAS 'Distfibutor is kngaged in dlstrihuting

!
.and selling records in the United Sg States and Apple has and

-will have records for aistribution which records Distributoy
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therewith,

10. At the end of each month, Apple will
. et t——

. invoice Distributor for all records purchased by Distributor

g

hereunder during said month. .Within not more than Thirty

”

" (30) days after the end of each montﬂ of the term, and

.

. thereafter, so long as may be required, Distributor will

render to Apple a statement of the net quantities of -

:recordé s0ld by Distributor during such_monfh, and the

credits to which Distributor is entitled, "and, concurrently

Distributor will pay Apple the amount shown

~

to be due with no cash or other discount préﬁided that

bistributor may suftrqct from such payment and pay direct

* to Capitol on Applé's behalf such sums as may then be due

Capitol under Section 2 of Article II and such payment

shall discharge Apple's obligation to pay such indcbtedness.

pemdats gl L

-

Section 11. is added 'tb Article IXI to read in
£cll as follows:

c.

*11. If Apple reguests hat'Distributor-alte{
ary packaging of Apple rego;ds or include
.in such packaging & additional elemants
with the result that\Distributor's out-
of-pocket cost for sych packaging exceeds
+he cost normal for at prefix of record
azs set forth in Capit¢l's then current
. Manufacturing Handbook, Distributor will
’ accede to Apple's requkst and Apple will
pay to Distributor a sur equal to 50 pelcgnt
of such excess out-of-pbcket cost plus 10
percent of such excess ut-of:pocket cost
as an allowance for overhead.




. EXHIBIT D
- ) 3 of 4 pages

.

1w []

E
AL P OVISIONS:

. .

term of this agreement shall commence

September 1 and expiring on August 3 1s referred

' to as a “year of thé torm® and the perlod from

. September l 1975 th ough January 23, 1976 is referred

=to as the “flnal year of the term". Prov1ded howevcr,

notW1§hstaqd1ng the plratlon of the term, the

_brovisions of this agfeement other than those pertaining,

to the dellvcry of Beatleu masLers shall cont;nue in

force and effect if anh so long as Apple contlnucs to

be the 11censee of EMI\on substantlally the same terms

3. .. ;

&s those contained in The Llcen51ng Contract.

.2. Yo éasual}or inadvertent failure to comply
ﬁith a provision of thie agreement shall give rise to
' . - : N -

. . . .
a cause of action under this Agreement unless ‘the aggrieved
i‘ B

perty shall give notiEe,ﬁo the othef thereof and such

;

failure thereafter pefsi§¥s. o ‘

s S —r—

3. BAny notices, demands, or the liKe which
are required to be given under. this Agreement or which
either party may desire to give to the other, shall be

‘given in writing and may be served upon the part& by

registered airmai), postage prepaid, or by telegraﬁ

prepaid, addressed &s follows: . - ‘
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givan in conformanpe_w;th the above. In all cases, the
- -date of sepding such-notice shall be the effective date

‘thereof. .
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-

1+ ’

As to notlces to be served on Capltol-

el L. e C‘.APITOL RECORDS, Inc, e
~ P.O. Box 2391 . S
Hollywoodgd, Callfornla 90028 -
Attention: Secretary

As to notlces to be served on Apple-

APPLE RECORDS INC. :
/o ABKCO Industries, Ine. -
- . X700 Broadway :
L New York, New York 10019

.or to such other persons and/or addresses as the respectlve

partles may from time to time de51gnate by notice

- *

Pat)

4. Cﬂﬁ@tol shall ma;ntaln at its Executive

Offzces in Hollyw od Californ;a,_true and accurate

a hooks and records RAelating to the manufacturing, to

—

purchaees and sales\of Apple's records made pursuant to

the provxs;ons of th&s Agrecment. Apple Shnll be

6perations.: Apple shall be\deemed to have consented to
. . . . . .
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el stion, cfo ankco Industries

. A,
‘Inc,, 1700 Trondwdy, Yew York., I".¥. 10019, V.3.4. (hersinafter
? i ¥ e \

jcalled,"the LIcEaT:

KJTIQ? TP YR a2 es follows:-
FOR the purpose off this isrecitent:- N

(2) "mtrix" peand recorded tope, disc, master, mother or

. stauper or any othir sound bearing contrivance'or dovice

‘intended for use in the manufactnrs of racorts, reproducing

t%p recordiaze wefcrrrd to in Zchedule Cleuse 1 (bereinafter

Ecalled "the recordihga™)

(2) "Record" reons|disc reccml, tape recerd or any other

'"ound bearing contrivance or devies (not being a moirix )

érenrcducing'the racdrdings

~

(e)  "The Territor;" mesns the Tnited States of imerica,

(8) "Schedule" neank ti nrovisions set out in the clauses

of the schedu%e heretofand waick shall Te deexed to be

H 1
incorporated herein \

e e vrop ot

-+ S ==
3 2, 2. T2R, erante to L*‘e LICTISEE the sole and exclesive right
e . .
k .to manufactore, advortise, distritute and sell in the Perritory
4

3o (=) ZJLIR, ehall sy

N

including any of its United 3tates subsidiories (hereinafter

‘under such trademark os the LICEISER may select records derived

‘from all the recordin-s PROVIDED THAD the LINTISID enters into

ta Maawfacturing end Distrbution Agreement with CLPITCL RICORTT

"INC of 1750 llorth Vire Street, Hollyweood, Califoraia 00028

__collectively refarred to as "CiPINCL") in the forn atiached

‘hereto

‘recoras of the recordiipss the LICTTYEE bearineg all shipping

charﬂv~

free of cost to the LICTTSIT sample

(b\ BT, R rh21l sun -13 or canse tc be sunplied 4o the

./'\




:rterritory subsejuent to the date of termination'E.N;I.R. shall
- cause to be paid to LICEN3SE a étm equsl to thsot vhlch LTCE§""“
; would have received had the said{records heeﬁ soid under the

- hAgreement referred %o in Clause\# hereof

to terp nztion o sum equal to that hloh LI"Eﬁ

referred to in Clhuse 2 hereof

1

;4 would have

e EXHIBIT E
';faa, 2 of 3 pages

pugnihl

(i1) =2 breach by the LICEN
oA

provisions contained in {riticle IT.1 and Article

Clouse 2 hereof vhich bresch °Ha11 not- h¢ve been

emedied within thirty (30\ d?ys of no*ice

SHSES of any of the exciunivity

IIT.1 and 2 of the Asree+ent referred to in -

being given to R.JLILR, +o tre LICPwrvv

rerecy such breach

to

In the event of T.M.I.R. tejninzting this Agreement under

. this sub-parsgraph then in res?ecr of records s0ld in the

i {b) In the event of Z.I.I.R. te

. records been sold under the Agte

i 2 hefebf

procurin; the terninstion of th
E.".I.R. i% respect of recor

to the dnte of s1ch terrlnatio_

cld in the territory subsequent

ghall peyr to LICSINEE 2 sum

ment raferred to in Cléhse

minoting this Azreement or

s Lgreement for any other cadse

.equal To thmt vhich LICENCEE wquld hove received had the zoid

:(c) On the ezpiration of the term of this Agreement the

LICTISED shall continme o hove the scle and exclusive right

' o use for the monufacture of records the natrices

supplied

hersunder tozethex with r11 derivative contes thereof PROVIVID

©th

U THAR and sc long ez the Agrecrent referred to in C’su se 2 :

hereof shell continue nyon s"hq‘an+1 ally *he sare terrnc and

3

D

=~itheout cou-e or if the Tlstioms 111-\ o" ceanfas

1

cMetritutor hetreen LICTT“Pﬁ and Srpityl hell

20L.T.R. 7111 theranftor ror in penpect of reco

F2OTITED aleo thot if for any rezson I.1LT,R, shell teriinate

richts grented under this sgh-eleouss (c;_eitber with or

turer and

hels

et
LA

toarminsited

3 scld in

v g
Ay
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;;. the . tarr:-.tarv ﬂnr‘e nf E‘:!O;l(-‘" c'-xlo"lwte'? on the same ‘b. it 23
o _ c | ’ me'l; ou* in s..z'i -cluuse ('b) o“‘ thls (‘lau'* | | _,‘.
— = -- — — 10.7. ©OURIRCT to Cmse 9 ahovw tho duration of this A:;reemeﬁt rhall
| " te for the period fren 1ht Septerher 196 until the 25th
i -, '.T:mnar;-' 19767 " |
- ) 1. - ALL notices, writs, lesrl process or any other dor'wnr PN%S q,erve'é.i
' 'unﬂ.e_f or in respect of thils Acreement sﬁrﬂ_l be'.address'ed to
_ ' : . the.}m;ty to te servad et h2 sddross of ’Bh-‘-‘lt nart"
f _ hereintefore apﬁearing or at -ch ot1'er sddrzss Jor- .{e;ﬁce .
E as'r:;:.v be .é.nrfeed in v.r;.r'itina‘ nnﬂ sh-a,ll ha sent hy t‘eﬁl"tPI‘F’ﬂ |
] ] ,
L ’ - D aty mf‘ll nost =nd "hall be deenmed to he uvp heen delivered in ;
. h ' - the or-f!inary cotrse of suca post ;
3 12, YO médificafion anen-'lment or waiver oi‘l_th:ié A,freemenfc or any-
; ; provisions thereof shall be b naing'upoﬁ E.E.I.R.-ani or the
SLICTINES unlcés confirmed by a v*fiften'inétrmngnt signed' by
. an oi‘ficer of “.1e company to b bou*lr‘ . ilo wn.iver of any ,
_'f p; ovision of or defanlt uwnder this ncreenent sha‘ll affact
_ | Z..7.3.'s and for the LICEUOET ! s 1‘1gnt thereafter to enforre |
i : _ ‘ l cuch 'nrov:L :ion or to e}.ercme an& ri ght or remedy in the ‘
' : event of any other de! ﬂult whe 01'1 or no+ s;nilar '1"*115
3 ) Agreemeni shall be construed 'md iven effect to accordinu to
| : the lrws of Enalnnﬂ end the P:.gh purt of Justlce in anlqnd
| : ) shal] be the Court of- Jurisdlctlo e
E 3 :
5"_ B  SCHEDULE
[ : _ - 1. The Recordings |
b . : _ ; All T‘:’:c;)rd ings made by "The Beat] es" gither aointly or
. severally duriny the nenod of t is ngreemen'r end =211 ,
o ' ; records n“eviously made by the B
. : by and are aveilable to .}..I R.
: . Signed by "HEN EaeT .
] T on tehzlf of THE SRIMCTIACT . A .
) CCI™r5Y LOTUED in the *° v Baddaiowd Tt
prasence oft-
' f. T HowALD
; 40, PUCELTY :’Qb-. .
: weAYsAuRy, Buks.
A .

B e mmr T A T————— L m T R g =




EXHIBIT F .
: Y A 2 Aprtd Awd Gt
. Apple o 30/ e A aed =

g M/'a!/AkﬁV -
ool § frrosthunile
- o ICRL, A 0t
August 28, 1970 .a47w¢J* Py Z.. ;féggl,
. ' _ | . Zéé fﬁwﬂgﬁ}q (2? <$44L1¢4u4,/
‘Capitol Records, Ing. ' o ,Zm.ﬂ‘w 3N o/ gi;d
P. O. Box 2391 P CRDC MZ ) %
Hollywood, Californik 90028 Sty '
YHoBT e : AQCJZ;waé bu(;t&df At fdﬁf‘sz
Attention: Secretax ta2d) it vt Al Al AL o
lL»Czbknakzg 7w44ia*xwﬁuﬁffdé;jtiﬁ=€ﬁ‘
B _ .A-f-?,,u—d " .
. Phis will acknowledge eceipt of the Sterling equivalent
of the sum of §4,487,.72 .05 from Electric and Musical

Industries, Ltd., (EMI)\on your pehalf to our designee,
Apple Corp.. Ltd.,

Gentlemens

- This sum has been deposi ed ‘without prejudice to any
claims, rights and remediles which we may have by reason
of your failure to property account and remit all monies
due in connection with sales of phonograph recoxrds embodying
performances of the Beatl from and after September 1,
1969 through and including\June 30, 1970, as provided for
under the September 1, 1969 Agreement,

A review of oux sales figures for this period indicates

that the amount remitted is \grossly unde;stated. Without
prejudice to any other basis\upon which you have failed to
properly account and remit, it would appear that such
underpayments are the result*gf (a); improper accounting
for all units manufactured and pur hased from us in the
United States; (b) the omissidn © Canadian, Mexican and
record club sales; and (¢) salps /relating to the licensing
of Ampex with respect to reel reel and 4-track tapes.

In addition to the interest due on all monies which have not
been properly remitted, demand is also made for the payment
of interest as we have previously aggeed on those monies
which have been remitted.

Very truly yours,

PPLE RECORDS, INC.

hlniew _ Henrxy ecketary

cct M. 6, Ianucci
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1970 At date o 40
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REGISTERED MAIL
RETURN RECEIPT REQUESTE

Apple Records, Inc.

c/o ABKCO Enterprises, I
1700 Broadway

.New York, Hew York 10019

Gentlemen: : 7 . 3,

We have your letter of August 28, 1370 acknowledging
receipt of the sterling egquivalent of $4,487,728.05.

With reference to the third paragraph in your letter,
Capitol Records, Inc. presses records for Apple Records, Inc.
Apple Records, Inc. in turn\sells these records to Capitol
Records Distributing Corp. (pow Capitol Records, Inc.).
Capitol then sells the records to its customers. Under the
provisions of Section 10 of Article III of the agreement of
September 9, 1969 no payment \is due from Capitol to Apple’
until records are sold by Capitol to its customers. Capitol
has accounted to Apple for all records sold by Capitol to
its customers. ‘ ’ .

pPayment in sterling for Cpnadian and Mexican sales will
- be made by The Gramophone Company to Apple Corps Ltd. in
London on or before September , 1970.

The right of Capitol's licénsee, Longines Symphonette
Society, to distribute records recorded prior to January 27,
1967 sthrough the record club ha never been revoked. In the
absehce of a final agreement on the subject between Capitol
.andfApple those records are distributed subject to the rates




X

EXHIBIT G
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Apple Records, Inc. -2 - September 8, 1970

set forth in the January, 1967 agreement. Accordingly
Capitol will account for such sales in accordance with the
1967 agreement until such tine/as a new record club royalty
rate is agreed upon. These alties together with the
Ampex royalties will also be aid on or before September 12.

I know of no agrecment to pay interest on any of tha
money paid or to be paid. .
l ery truly yours,

R

APITOL RECORDS, INC.




. Apple
fhpaé;lﬁ o
T September 16, 1970

~(i) EXHIBIT H
- 1 of 2 pages

Capitol Records, In
Hollywood and Vine
Hollywood, Californi

GCentlemen:

This will acknowledge receipt of your ietter of September 4,
1970, the contents of which we have duly noted.

To clarify any confusion\that might exist, we do not dis-
agree that under the provwisions of Section 10 Article IIIX

of the September 9, 1969 Agreement, no payment is due from
Capitol to Apple until reﬂ.rds are sold by Capitol to its
customers, However, as to) those sales (assuming the correct~
ness thereof), it would appear that Capitol has understated
moneys properly due thereon, primarily because of the use of
improper mechanical royalties in the "Hey Jude" album, A
detailed analysis showing these particular accounting in-
accuracies has previously been forwarded to your accounting
department, It would also appear that you have not remitted
to us all moneys in connection with publisher reserves for
mechanicals which were on Capitol's books as of August 31,
1969, as well as any other publisher reserves which you may
have maintalned to date.

With respect to the fourth paragraph of your letter, it
should be noted that as of Septémber 1, 1969, all rights

in the United States, Canada and\Mexico, for Beatle record-
ings (regardless of release date; were licensed by EMI to
Apple Records, Inc, (N.Y.) exclu }ively, and this company
then entered into a manufacturing\and distribution agreement
with you as of September 1, 1969. \ Therefore, any existing
agreements with respect to club rights which you granted to
your licensee, longines Symphonettd Society, Inc., should
have been terminated as of Septembey 1, 1969, and this was
obviously intended by the language qf Paragraph 7 of Article
IV of said agreement, '

In the absence of any record club agheement as called for in
said Paragraph 7, no Beatle recordingy are to be released or
sold by longines Symphonette Society, \Inc. or through any

other record club, Furthermore, pendihg such agreement, any

" moneys received by you and remitted to\us are without preju-

dice to our position that such sales ane unauthorized and
shall be deemed advances against any an{ al 1 moneys due un-
der a new record club royalty rate, in event such an
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Capitol Records, Inc,
September 16, 1970
page 2.

- .
agreement is reached with Longines Symphonette Society, Inc.
In- this regard, we should like yoy to forward to us a copy
of your agreement with Longines Symphonette Society, Inc,
as well as copies of the accounting statements rendered to
you by that license for the period September 1, 1969 to
date, in so far as such accounting statements relate to
sales of Beatle records.

We have been advised by Apple Corp. Ltd. that you have re-
mitted to EMI on our behalf thelsterling equivalent of
$519,601,36, which sum represents sales with respect to

‘Canada, Mexico, Recoxrd Club and/Ampex. In the absence of

the relevant accounting statements which will provide us with
the details supporting the correctness of the moneys remitted,
we reserve our right to object ‘to same upon receipt of such
data, Indeed, we fail to understand why such data was not
sent to-.us previously, since the manner of payment to EMI

was to satisfy the Bank of England and was never intended to
waive any of our rights to su#h data,

With respect to the issue of interest on any of the moneys
paid or to be paid to this Company, we suggest that you con-
firm this understanding with those officers of your company
who made such an agreement,

HN:asn .

Registered
R.R.R.




: 3. YT EXHIBIT I
L L 1, s 1 of 2 pages
Septerberxr 21, 1970
., - Mr. Henry Newfeld, Secret
Apple Records, Inc.
1700 Broadvay '
i Dear Mr. Newfeld:
: Your September 16th letter arrived in Mr, 'ﬂllinghast‘l
T , absence on vacation. He willlrespond to you on all of the
o technical matters. This lettér will deal only with interxest.
. 1. On August 28, 1570 Apple wrots a letter which reads
in part: R
e - *In addition to the fnterest due on all
_ - monies which have not| been prpperly re-
o mitted, demand is 31:¥ made for the pay-
pent of fnterest as wq have previously
agreed on those monies which have been
remitted.”
. 2. In his response Mr, Tillinghast made the state- e
ment: _ :
-—— ST - ... 7 know.of no agreement % pay interest
e : on any o!!the woney pajid' or to be paid.*
| 3. In its Septeinber 16th letter, Apple says:
B *¥With respect to the fssve of interest,
. on any of the moneys paid or to be paid
el to this Company, we suggest that you chn-
o firm this understanding with those offi-
. ‘ _ cers of your company who sade such an
: agreement.”
- ..,.‘j‘“_”_j:! ‘Sannot find any offiocer in this Coopany who reached %*E’* %
£ iny’ snderstanding with Apple covering interest. If you gon=i-&: #'- -
A tond -that anyone d{d, I request that you state which person /-/
TETTTTT L _gbtARg T nn behalf of Apple talked to vhich paruon at Ctpu'.ol. Y.
- - T T e T 2/
-0 0T = ——w‘\'_’: - o - _\:,.- . - o TR "/
Q: — w T T e TS
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" Mp. Benry Newfeld
- .Page Two.
g};qutember 21, 1970

5; Inc., on what day. Then recount for me please what"
said anéd what CRI's man said vwhich forms the basis
contention.

" Unless you cease being coy about the facts we are never
going to get anywhere in resolving these differences. Pleass
mpﬁrlteo

s | Bincerely,
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September 23, 1971 .

—— e
"

. L e g e i—. &
. .

Apple Records, Inc. I B o E
1700 Broadway | . B £
New York, New York 1001¢% ' :

Attention: Mr. Joel Silver
Dear Joel:

I must say I was greatly surprised to see much of the
content of the schedules of what you call "open items"

on Beatle and non-Beatle product which Allen handed to
Bhaskar several weeks ago in [New York.

I say "surprised" since Capitol and Apple have been
operating under the Beatle product agreement since
9-1-69, and the non-Beatle agreement since 10-1-69
(2 years!) and this is the first time Apple has pre-
sented such & schedule to Ca itol.

You and I have, of course, discussed a few of the matters
on the phone and I thought # had given you the answers.
On other matters, I am not quite certain just what is
being questioned. Thereford, I thought I would write you
to confirm Capitol’s positi'n on some items and to ask
you for clarification of Ap le's position on others.

let's discuss the schedules{in regard to Beatle product
first. The following are the items listed, although I
have changed the listing order for convenience into
dollar importance. '

D) Scrapped Records, 9/{§ffb $ 715,961.77
E) Promotional Records, #/30/70 395,837.19
F) 1Interest (7/31/70) 189,089.19
B) Mexican Sales, 12/31/AK0 . 80,508.16
A) Canadian Sales, 3/3147 61,103.14
G) Advertising (Beatle Txade Ads) 24,050.55
C) Ampex Tape, 6/30/70 13,731.01

Sub-Total -

H) John Lernoa/Plastic Ofo Band Credit

Total

'$1,480,281.04

""g 975,320.13

-

(501,960.31)




e 3. Item "F". Interest (7/31/70) - $189,089.19

Page 5 of?34

- Apple states that Mr. Klein and Mr. Tannuccl agreed -EXHIBIT J
: verbally that Capitol would pay interest on the money '
that Capitol was holding until Apple couid get the
necessary approvals from governmental authorities in
: England to make payment in the manner in which Apple
. desired. ’ )

. .2 of 2 pages

This question came up before. Mr. Iannucci was asked
if he had in fact made such a verbal agreement with
. Mr. Klein and Mr. Iannucci says he made no such agreement.

As stated above, you will recall the payments were
~ held up at Apple's request, in order that Apple could
] get the necessary approvals from the Bank of England to
have payment made to Apple in the U.S. If Capitol had !

not honored Apple's request, payment would have been
made to EMI in England. When the approval first sought
was not obtained, Apple changed its tack and asked Bank of
England for a different approval. It was not until
Aupust, 1970 that Apple received Bank of England approval
which was a condition precedent to the effectiveness of
the September 1, 1969 agreement. ‘

¢t is not reasonable to demand that Capitol pay
interest on moneys the payment of which was held up
because of Apple's failure to obtain Bank of England
permission for Capitol to make payment.

-~ . APPLE'S POSITION: (Taken from-a series of conversations :
berween Apple & Capitol personnel during December 1969 ' '
and January 1970) by Allen Klein. .

Apple Records, Inc. had received no funds on sales of
records from September of 1969 through Decamber of 196%. Capitol
- was most anxicus to release an album entitled ''Hey Jude", which

was an Apple record. I, on behalf of Apple, indicated we would
" not be willinz to turn over this procduct unless we received payment
on our past sales, EXI (Len Wood) informed Mr. ITannucei and myself

that a payment to Apple by Capitol on these sales prior to Bank
of England approval being received on all of the contracts would,
+ 4in their opinion, put I in breach of the Bank of .Englind pro-
visions. MNr. Iannucci voluntecered to place the money in an escrovw
account for Apple and Apple would receive interest thcreon, EMI
again indicated any payment whether in an escrow account or other-
wise, would present EMI with same Bank of England problen.
Mr. Iannucci then indicated after much prodding that he would
be willing to pay interest to Apple on the money at a rate of
57 until the monies which were due would be remitted., In speaking
to Len Wood during the early part of 1370 about this particular
‘matter, I indicated our position. k¢ was aware of it, so was
Mr. Iannucci and so was Nr. Silver who listened in and spoke
to Mr. Iannucci when I was on the phone with him in California.
One of the economic reasons which, in my judgement, influenced
Mr. Iannucci to offer the interest on the unpaid money was the
 fact that an excess of 2 million "Hey Jude™ discs had been
manufactured and no jackets had been manufactured because Apple
. witheld the album design, and therefore the cost of scrapping

o

e
SU?TAgxéple gstates that Mr. Klein and Mr. Iannucci agreed verbally to the pay-
ment of interest on the funds withheld from Apple while necessary
approvals were being obtained from governmental authorities in England to
make payment in the manner {in which Apple desired. The reaSﬁn why
Mr. Iannucci was willing to do this was to get the '"Hey Jude album,
ich Apple was holding up.

2. ZZPitolpﬁtates that Mr% Ignnucci says he made no such agreement and that
{t is not reasonable for Apple to demand that Capitol pa¥ interest on
woneys the payment of which was held up because of Apple's failure to
obtain Bank of England permission for Capitol to make payment.
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2. Item E - Klein's compla
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market sales.
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EXHIBIT K

Klein agaiﬁ hot satisfied with proof of scrapping.

int is that there is insufficient

 this and not satisfied that

all of these records aré promotional. Klein wants a

certificate-that every

punched in it - Wants p

romotional record has a holé

cher to say so. Klein says

how can Capitol give away 45,000 albums - on Yellow

Submarine he says we gave away 100,000 albums.

b.

Klein says it could be that our branches have

records missing and so they're lumped in as

promotional.

Klein says just shoy Apple what Capitol gives

avay. Capitol saysjsome are subscription service

to radio stations which are paid. Klein says

"Oh, Capitol is paidl and Apple is not?" Burdick

says it's in agreeménf. Klein doesn't press.

3. Item 3 - Klein says Silver was present when Iannucci

promised to pay interest.

Seider says there was discussion in England to

effect that because of monthly withhold for Maclen

moneys Capitol agrees to pay interest on the unpaid

money. Chaum says

but not in England

he remembers such a discussion

and that apparently no agreement

was reached. -0~
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. ’ (4 New York Coxporation)

(j;u" _ EEGISTERED POST

Capitol Records, Imnc.,

P.0. Box 2391,

Hollywood,

California, 90028,

U.S.A, : January 1976.

Attention the Secretary

Dear $irs,

You will be aware that an exsmination and audit of Capitol's books
and records has been made pursuant to Article V.4 of the Agreement dated 1st
September 1969 between Apple Records, Inc., (“Apple"), Capitol Records, Inc.,
("Capitol") end Capitol Records Distributing Corporation ("Distributor™)
regarding Beatle recordings by Messrs, r & Fenton, certified public
accountants, who have now completed their repoxrt.

A cop'y" of their Report dated F1st: October 1975 is enclosed with
this letter. \

You will note that there are a2 number of matters referred to in
Messrs., Prager & Fenion's report as apparent preaches or violations of the
Agreement and we therefore give you notice in| this letter of the breaches or
violations of the Agreement referred io in the report and request you to
remedy all such breaches within fourteen days \of the date of this letter.

We also notify you that for the purposes of Article V.4. we objecf
to statements and accountings rendered umder tTe Agreement by reascn of the
matters outlined in the enclosed report. :

i

_ We also hereby notify you for the purposes of Article V.3. that all
notices provided by the Agreement to be served tn Apple should be sent to Apple
Corps Limited at 29 St. James's Street, ILondon, {S.W.1. marked for the attention
of Mr, N.S, Aspinall with & copy to B.V. Grakal,) Esq., ¢/o Schwartzmen and
Greenberg, 9777 Wilshire Boulevard, Suite 1018, Beverly Hills, California, 90212,
U.S.A. {

{

The report of Messrs., Prager & Fenton|refers to a number of explanations
which were reguested by Messrs. Prager & Fenton gn our behalf and have still not
been supplied. We hereby formally request these pxplanations within the said period
of fourteen days. v :

The very considerable sum of US§3,206,%212.18 is shown to be due to
the undersigned and we heredby formally request payment of this amount immediately
vwhile reserving our rights in respect of any further sums subsequently shown to.
be due and interest therecon.

.

You will appreciate that Messrs.
in respect of the period ending 31st Deceaber 19
clear that cur rights in respect of the periods
reserved,

& Fenton's andit report is
o We would like to make it
erzalter are expressly

s

focoaces
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others, it will pay to Apple an amount edual to 17.5% of 1007 of the retail list

price for all sales by such licensees. A4s previously discussed, Capitol contended

that Apple aQreed to a rate of 13-3/L% of

Ampex. chéver, Capitel cduld furnish nd

the retail list price for sales made by

documentation for such an acceptance.

Schedule 12 therefore sets forth additiorpl royalties due, to adjust the rate to

17.5% of the retail price, and totals $L5|,

198.67.

Incorrect Charce - bl&hz - $2,432.08

Cépitol indicated that in January of

1972 a special écc0unting was rendered

In the case of selection nurber 1842 In the.amount of $27,260.21, for sales made

during December, 1971. This special accopnting was necessitated by the fact that

Capitol failed to account for this record

that month, which was the initial month of release.

was a-charée for a special vinyl, which C

Lennon.

In its normal monthly accountings for
Included in this accounting

pitol contends was requested by John

Your representative advised us that there is no basis for making this

charge. Therefore, an adjustment is due |n the amount of $2,432.08.

In the event that Apple did not recelve the special accounting, a further

adjustment to this report ih the amount q&/%Z?,ZGO.Zl would be warranted.

interest

Interest, if any, due on the delayed

herein has not been determined.

payments or underpayments disclosed -

C

| oaah —antat LTS

Hiscellan@ﬁys Charqges

Included in Caplitol's menthly accoun

represanted either correcticns for errors

specifically covered by the Agreement (Sae

ings were various adjustmeats which

r special accountings for areas not

hibit “EV)., Some of these adjust-
' |

ments ‘are discussed in separate sections of thls report (i.e. Buy-Sell Adjustmént

- 16 -
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RETURN RECEIPT REQUESTED

Apple Records, Inc.

C/0 Apple Corps Limited
29-30 St. James Street
London SW1 1HB, England

Attention: Mr. N.S. Aspinall
Gentlemen:

In reply to your letter of January, 1976 and
the audit claim of Prager & Fenton dated October 31,
1975 enclosed therewith, set forth below are the responses
of Capitol Records, Inc. to the points raised in said audit.

Part or all of certain claims appear to be barred
by the statute of limitations. Accordingly even where
Capitol acknowledges the correctness of a claim, it is not
always possible to determine the amount actually due.

1. Schedule 1 - Price Escalation:

The argument that appears to be made by the ~
auditors in the first full paragraph on page 8 is that para-
graph 6(a) requires Apple to deliver two new albums each
vear and that since two albums were delivered in the period
8/1/71 through 8/1/72 that Capitol could not elect to take
an additional non-Beatle Master in partial satisfaction of
the requirements of Section 6.

The answer to this is simple. The album "Sone-
time in New York City" was not a "non-Beatle Master”.
Section 5 of Article I defines Beatles Masters as ". . .
those masters which feature the performances of all the
Beatles who are then performing as the Beatles or masters
which EMI has accepted for release as recordings of the
Beatles and to which Apple acquired manufacturing rights."

EMI accepted and released "Sometime in New York
City" under the 1967 recording agreement as a recording of
the Beatles and Apple acquired manufacturing rights to

© e - . ot A e e er e 4 e e e ek A — - | T ——— et — —— ——an
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that album. The album therefore was a Beatles Master
without reference to the election letter.

The claim is not valid.

- 2+ Schedule 2 - Adjustment for "Sometime In
New York City":

In light of the response to Schedule 1 above, this
adjustment is not in order.

3. Schedule 3 - Returns at Higher Rates:

It was the intention of the parties that payments
be made by Capitcl on net sales. Net sales is gross sales
less returns. The additional point should be made that there
is no way to tell, with respect to a given record returned,
when it was sold. Lifo and Fifo methods are arbitrary in
addition to being inconsistent with payment obligations
based on net sales.

4. Schedule 4 - Inventory Adjustment:

These records were not distributed. It was, as
claimed, an inventory adjustment. The back-up information
is available for your examination.

5. Schedule 5 - Excessive Promotional Distribution:

The claim that there is a limit of 5000 units per
album and 1000 units per single is nonsense. There is no
such provision in the contract and the provision is con-
trary to record industry practice and common sense. The
number of promotional records given by Capitol as a per-
centage of gross sales is, with respect to Apple (New York)
product, lower than the average Capitol has experienced with
respect to comparable Capitol label product.

6. Price Escalation on Excess Promotional
Distribution:

This claim is answered in items 1 and 5 of this
letter.

7. Schedule 6 - Canadian Price Adjustment:

Some of the shipment documents are available and




.

C |
- EXHIBIT M
3 of 4 pages

Apple Records, Inc.
June 15, 1976
Page Three .

they refute most of this claim. Capitol concludes the re-
mainder of the claim is not valid.

8. Schedule 7 - Unreported Record Club Sales:

The auditors claim is correct. The claim for
$9,479.49 is valid, at least in part.

9. Schedule 8 - Record Club Sales at Buy-Sell
Price:

Al

Under the 1962 recording agreement Capitol had
the right to distribute Beatles recordings through record
clubs in the United States. Between 1965 when that contract
expired and January of 1967 when the 1967 recording agreement
was signed, Capitol made records recorded by the Beatles
between 1965 and 1967 available to the Capitol Record Club.
As of 1967, Capitol was told that such recordings could not
be made available through the Club without the consent of
the Beatles. Obviocusly, it was too late to do anything with
respect to records made available to the Club before Capitol
was aware of the restriction. The 1967 recording agreement
provided that in the event records were made available to a
record club in the United States, royalties would be paid on
5% of English wholesale and the Record Club was told this.
The Record Club continued to sell copies of these records
until December 31, 1974 (with a sell-off period ending De-
cember 31, 1975). ABKCO, as representative of Apple agreed
to accept royalties at 5% of English wholesale.

10. Price Escalation - Record Club Sales: -~

This claim is answered by item 1 above.

11. 8Schedule 9 - Price Adjustment - Ampex Sales:

This claim for $7,279.02 is at least in part, a wvalid
claim.

12. Schedule 10 - Ampex Rate Adjustment:

Capitol and Apple did agree that Apple's share
would be 13 3/4%, not 13 1/4%. The claim for $5,922.65
is valid, at least in part.
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13. - :Schedule 11 = Unreported Ampex Sales:

Payments for the months of April and May, 1972
were sent to EMI for Apple Records, Inc. on November 16, 1972.
The claim is not valid.

14. Schedule 12 - Ampex Rate Adjustment:

The 17 1/2% figure set forth in the contract was
the amount Ampex had agreed with Capitol to pay for Beatle
product. Mr. Klein wished to get more and therefore wanted
the contract to show the whole 17 1/2% payable to Apple.
Of the 24% Ampex ultimately agreed to pay, Mr. Klein and Mr.
Chaum agreed in September of 1969 that it would be split
10 1/4% to Capitol and 13 3/4% to Apple. Mr. Klein has acknow-
ledged that he did make this arrangement with Capitol. This
claim is not valid.

i5. Ihcorrect Charge No. 1842:

Mr. Klein advised Capitol in the fall of 1971
that Mr. Lennon desired his single No. 1842 to be pressed
on green vinyl. Capitol advised Mr. Klein that this would
be more expensive than black vinyl and Mr. Klein agreed
on behalf of Apple to absorb the difference. A document
was prepared to this effect but was never signed.

We assume, with respect to the remaining matters
mentioned in the audit that no claim has .been made. Therefore,
we do not respond to the items mentioned, except to say that
Capitol had the right to scrap product under the 1969 "con-
tract and Capitol did provide evidence of such scrapping to
Apple.

Aery truly yeurs,
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MAHONEY, COHEN & COMPANY
CERTIFIED PUBLIC ACCOUNTANTS

437 MADISON AVENUE
NEW YORK, NEW YORK 10022
TELEPHONE: MURRAY HILL 8-2222

February 7, 1975

Capitol Records, Inc.
1750 North Vine Street
Hollywood, California 90028

Dear Vaughn:

Since April 1973, it has been my understanding that
Capitol Records has been holding in escrow, monies due to
either Apple Records {Calif) or Apple Records (N. Y.).

The escrowing of these monies, as you know, is as a
result of litigation in which the respective Apple Companies
are presently engaged, in the United States. Recently, it has
been determined by Capitol Records that funds previously trans-
mitted on a monthly basis to E. M. I. with respect to Beatle
Recordings, should no longer be transmitted as a result of an in-
terpretation of an attachment order. Through November 1974, approxi-
mately $1,800,000 of such funds has been accumulated by Capitol
Records.

It would seem most appropriate for these funds, as well
as funds which previously had been withheld by Capitol Records
since March 1973, to bear interest at the prime lending rate, at
least.

I would appreciate your thoughts on this subject as soon
as you have had a chance to discuss this with your office.

Very truly yours,

Lawren:;agi Boger

LwWB:sk
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s February 25, 1975
- Mr. Lawrence Boger
Mahoney, Cohen & Company
437 Madison Avenue
New York, New York 10022
Dear Larry:

Re: Your Letter February 7, 1975

I am advised by our law department that the word
"escrow'" has a very precise meaning and that the
sums due to Apple California or Apple New York are
not being held in "escrow."

The moneys for Apple are held in Capitol's general
account which earns the highest rate of interest
available for short term investments. This is be-
tween 6% and 6%%. These moneys cannot go in long
term investments because of the possibility that

a court may order them paid to the Sheriff (or
released to Apple) on very short notice.

I have been advised that the interest so accrued
will be credited to the account of whatever party .
is ultimately determined to be entitled to the
principal.

I hope this answers your questions.

Sincerely,
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Cholmeley & Co.

Solicitors
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0 H SOUTHERN
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P A CYWAN

K E P J WARDING

28 8m00e London, WC2A 3HH

" ® acen Telephone :- 01-405 7878

7 o a0 Telex: 27623

’ Cables: Freres. London, W.C.2.
L
Your Ref. Our Ref: 13th October 1976

Dear Sirs,

We act for Apple Corps Limited and Apple Records Inc. and are
instructed to write to you in comnection with the Agreement dated
1st September 1969 between your company, Capitol Records Distributing
Corp. and Apple Records, Inc. of New York relating to exploitation
of Beatle recordings.

We also write in connection with the Agreement dated lst October
1969 between your company, Capitol Records Distributing Corp. and
Apple Records Inc. of California relating to exploitation of non-Beatle
recordings.

Considerable sums of money are and have been held by your company
on behalf of our client companies pursuant to the said Agreements and
in particular we understand that you are holding sums of approximately
U.S.$589,356 owing to our client company under the latter Agreement,

We write to request confirmation that all such sums have been
held at all times in interest bearing accounts for the benefit of our
client companies.

Please confirm that your understanding of the arrangement is the
same as ours and let us have.full details of the amounts held as at
today's date together with the rate or rates at which interest has been
accruing for our clients.

Yours faithfully,

ﬁ(__cLJL\/\,Qco
/

Capitol Records, Inc.,
1750 North Vine Street
Hollywood

California 90028
U.S.A.

28 Lincoln’s Inn Fields,

pad SEPTIRIRE
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October
27th
1976

Frere Cholmeley & Co.
28 Lincoln's Inn Fields
London WC2A 3HH, England

Your Reference: U
Gentlemen:
We have your letter of October 13, 1976.

The amounts of money Capitol is "holding" or
has withheld from Apple New York and Apple California are
not "held" in interest bearing accounts for the benefit
of your clients.

At the time of Capitol's letter of February 25,
1975 in which it was stated that interest would be paid,
no adjudication had been made that any sums were in fact
attached and Capitol was holding the money for its own pro-
tection. Subsequently, an order was entered that the money
was attached and it ‘was paid to the Sheriff of New York.
(I don't believe the Sheriff pPays any interest.)

Capitol is holding approximately $589,000 under
the Bangla Desh contract with Apple California. This
money was attached but the Sheriff never ordered it paid
over to him. If he had, Apple would receive no interest
and we see no reason why Capitol should pay interest on
this attached money.

The other sums Capitol is holding relate to the
solo royalties of Lennon, Starr and Harrison. These gentle-
men or any one of them could have had the money paid to him
by the simple expedient of filing a claim in the attachment
proceeding as McCartney did. The fact that they do not and
the fact that Capitol seeks to preserve the status quo by
not turning this money over to the Sheriff does not in our
view entitle your clients to interest.
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Finally, Capitol is holding an amount suffi-
cient to cover the AFM Trust and Special Payments Fund re-
quirements. This, too, could be paid at Apple's direction.
Failure to give such direction does not in our view entitle
Apple to interest.

All sums in excess of the total amount due the
Sheriff under the ABKCO attachment against Apple Corp
Limited property have been paid to EMI for onward transmis-
sion as required.

The interest Capitol has earned is small enough
recompense for the cost and administrative inconvenience
of Capitol's role as an innocent victim of Apple's litiga-
tion with ABKCO. Capitol's involvement in the attachment
proceeding has been substantial, none of it for Capitol's
benefit, but only to protect as far as possible the rights
of Apple.

Very truly yours,




