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DOMESTIC OFFSHORE SHIPPING

MONDAY, MARCH 6, 1961

U.S. SENATE,
CoMmrTTEE ON INTERSTATE AND FoOREIGN (COMMERCE,
SuscomMITTEE ON MERCHANT MARINE AND FISHERIES,
Washington, D.C.

The subcommittee was called to order, pursnant to notice, at 10 a.m.
in room 5110, New Senate Office Building, Hon. E. L. Bartlett
presiding.

Senator Barrrerr., The subcommittee will be in order.

Before proceeding with the hearings, I should like, for the record,
to outline briefly the nature and scope of the subcommittee’s interest.

The present hearing is an extension of the inquiry commenced in
the last session on problems of the domestic shipping industry. Ear-
lier hearings were directed to the problems of the coastwise and inter-
coastal segments of the domestic shipping industry. Attention now
will be directed to the problems of the noncontiguous shipping in-
dustry and to the economic impact on the offshore areas served.

Shipping to the major noncontiguous areas of the Nation operates
under the same basic statutes as those which govern coastwise and
intercoastal transportation, except for economic regulation, and is
confronted by the same cost problems and operating conditions. Rate
levels of transportation between the continental and noncontigunous
areas have advanced in a continuing and accelerating round of gen-
eral increases in postwar years. In some instances, new general in-
creases have been filed before final decisions on previous rate increases.
At present separate rate cases affecting the three major noncontignous
areas of Alaska, Hawaii, and Puerto Rico are in process of deter-
mination.

A continuing conflict has developed between the crucial need for
reasonable transportation rates to the noncontignous areas necessary
to their survival, and the need of carriers for increased revenue to
meet mounting costs of operating, cargo handling, and vessel replace-
ment. It has become quite apparent that, almost irrespective of the
merits of decisions in specific rate cases, the piecemeal approach of
present regulatory proceedings offers no long-range solution of the
fundamental problems.

It is the purpose of the present hearings to take, we hope, a “new
look” at not only the specific problems but at the basic policies and
programs of Government as they affect the present shipping services
to each of these important domestic areas. It is the subcommittee’s
intention at this time to hear from all who are concerned and affected
by present conditions seeking specific information, ideas, or proposals
which might be relevant in developing appropriate legislation.
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2 DOMESTIC OFFSHORE SHIPPING

I think I speak for my fellow committee members when I say these
problems must be viewed as national problems—and their resolutions
must, therefore, be reflections of a national policy. It is our hope
that each witness will, without the restraints of tradition, speak on
both the specific issues and policies that will best serve the long-range
national interest.

The record of these hearings will remain open for supplementary
statements and material for a period of 6 weeks following the last
day upon which testimony is received.

I am going to ask unanimous consent, which will be promptly
rranted, to follow the statement which I have just made with an
ssociated statement bearing more specifically upon the general sub-
ect, but I will not consume time now by reading it.

(The statement follows:)

PROGRAM FOR STUDY OF SHIPPING PROBLEMS OF THE DOMESTIC NONCONTIGUOUS
AREAS

I. NEED FOR THE STUDY

Recent rate increases requested by American-flag ocean carriers for service
to U.S., noncontiguous areas and States—principally Alaska, Hawaii, Puerto
Rico, and Guam—point up a critical conflict: that between the need, by the
carriers on one hand, for higher freight revenue to meet mounting operating
and vessel replacement costs; and on the other hand, the requirement that these
noncontiguous areas have low transportation rates in order to survive and
develop their economies. At the present time the following facts are component
parts of a statement of the problem; the noncontiguous areas are mainly
dependent on ocean transportation for export and import movements: most of
this traffic is between the U,S. mainland and these offshore areas; under the
terms of the ecabotage laws trade with the mainland is restricted to American
vessels: and, rate regulation in such trade is under the jurisdiction of the Fed-
eral Maritime Board.

Assuming that the primary national interest is best served by fostering and
expanding trade between the mainland and U.8. territories and noncontiguonus
States, the problem hecomes how to provide reasonable freight costs that will
not penalize or undermine the local economies. Experience with case by case
regulatory disposition of these rate matters amply justified the conclusion that
no long-range resolution is to be gained on a piecemeal basis. In each proceed-
ing, the agency has been confronted with the choice of penalizing the carrier and
its future ability to serve or penalizing the industry and consumers in the area
served. This adversary atmosphere, heightened by the frequency of rate con-
troversies, has not lent itself to judgments that go beyond the narrow confines
of the record,

What is needed, and what the Merchant Marine Subcommittee must concern
itself with, is a policy on this matter that hest serves the national interest.

II. PURPOSE AND SCOPE OF THE STUDY

To determine (or redetermine) such a policy will require initially a definition
of what the national interest is—what commercial and defense goals are sought
and what prestize and foreign policy objectives must be fulfilled by this trade.
Conversely, a delineation must be made of the values not to be protected.

Next, an examination in depth must be made of the problems facing both the
areas served and the ocean carriers serving these areas. Such examination can-
not be limited solely to the present high cost—low rate conflict, but bevond to
anticipate, for example, the popular industrial ambitions of each noncontignons
area and the rates and service frequency needed to fulfill the goals.

Finally, alternative policy solutions would be proposed and their effects con-
sidered. In each case the alternatives will be tested for their consistency or
inconsistency with the definition of national policy.

Failure to deal affirmatively with this problem, not at a very critical point,
invites a policy of drift.
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III. SUGGESTED FORM OF HEARINGS

A. Statement by representatives of the local government of Hawaii, Alaska,
Guam, and Puerto Rico: These statements should encompass all aspects of the
problem as seen by the offshore areas. At this session technical data should
be submitted by witnesses backing up the main speaker.

B. Testimony from the carriers involved in the trades between the mainland
United States and the noncontiguous areas. This general material also to be
accompanied by technical data.

(. After this statement and joining of the problem, the various Government
agencies and Departments would be invited to give their views of how the
national interest is involved, and how best it is to be served.

D. Presentation and consideration of alternative methods for resolving the
transportation problem: Several of the previous witnesses may want to return
to express their views on the soundness of these alternatives.

It is to be noted that the committee does not anticipate that the differing
factual problems of each offshore area will necessarily be susceptible to the
same solutions.

Senator Barrrerr. Now the witness list before me reveals that the
able and distinguished Senator from Hawaii, Senator Hiram Fong,
will testify first.

STATEMENT OF HON. HIRAM L. FONG, U.S. SENATOR FROM THE
STATE OF HAWAII

Senator Barruerr. We are glad to have you.

Senator Foxe. Senator, I am very happy to be here this morning.
I deeply appreciate the opportunity to appear before you and express
my views on a matter of vital importance to the State of Hawaii.

Hawaii is the only island State and is completely dependent upon

shipping for her sustenance. The attainment of statehood and the
increased commercial activity resulting therefrom has served to em-
phasize this dependence.

In his recent testimony before the Federal Maritime Board, Dr.
James H. Shoemaker, vice president, Bank of Hawaii, stated that
more than two-thirds of the food consumed in Hawaii is shipped by
surface transportation from the mainland, and more than 90 percent
of consumer goods other than food, which include elothing, automo-
biles, and building materials, are similarly imported. By the same
token, the chief agricultural products of Hawaii, sugar and pineapple,
must reach mainland markets by ship. In 1958, 2,699.287 tons of
consumer and industrial goods were shipped to Hawaii from the main-
land, while 1,472,744 tons of Hawaiian products similarly moved to the
mainland. Service is provided between the mainland and all deep-
water ports located in the islands by freighter.

For many years, Matson Navigation Co, has been the chief carrier
of freight between the west coast of the United States and Hawaii,
and has likewise carried passengers to and from Hawaii. Matson
has served Hawaii efficiently and well.

However, since 1946, because of rising costs, this company has
placed nine general rate increases into effect. Two of these resulted
in hearings and in each instance the Federal Maritime Board found
that the increases were just and reasonable.

Pending now before the Board is a further application by Matson
for a 1215-percent increase. This increase is being opposed by the
State of Hawaii and by local industrial interests. It appears that
a point may have been reached where the freight costs not only
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have become a burden upon consumers and business interests in Hawaii
and a hindrance to economic development of the new State, but that
costs incurred by this shipping company are such that it may be un-
economic for it to continue to do business without further rate in-
creases,

I do not take any position, Mr. Chairman, with respect to the rea-
sonableness of these rate increases. The decision on what a fair rate
of return should be to the owners of a shipping company is one which
requires meticulous study by accountants and economists. I am
tremendously concerned, however, by the increasingly heavy burden
placed upon consumers in Hawaii and upon local industries which
export their products to the mainland.

The pineapple industry offers a good example of the dependence
of Hawaii’s Eusiness interests on shipping as well as the burden of
rising freight costs on a local industry. This is a $125 million indus-
try which employes between 10,000 and 20,000 persons, depending
on the season. Today, this industry finds itself in a highly competi-
tive market, and its position as one of the basic income producers in
Hawaii is jeopardized. A leader in the industry has stated that com-
petitive conditions have prevented the industry from passing on the
most recent freight increases to its customers and that the industry
is in no position to absorb any further freight increases

The Federal cabotage laws (46 U.S.C. 289, 46 U.S.C. 883) prevent
the carriage of goods and passengers between Hawaii and the main-
land on other than American-flag vessels. This legislation has been
justified on the ground that it encourages the growth and development
of an American merchant marine which can be made immediately
available in time of war. I am in full accord with this prineiple.

However, because of these laws, offshore areas such as Hawaii
cannot take advantage of the lower rates provided by foreign vessels
for shipment of freight. They are compelled to pay substantially
more each year for their essential ocean freight services because of
the national policy requiring them to use U.S.-flag vessels than they
would be if they were free to use the most economical services regard-
less of nationality.

Furthermore, this inequitable burden may well increase in the near
future. The vessels presently serving Hawaii were constructed for
the most part during World War IT for the United States and sold
at favorable prices after the war to the private carriers. These
vessels are now almost all approaching their 20th anniversary in
service. They will have to be replaced eventually. If they are re-
placed at present U.S. ship construction costs, which are almost twice
as much as foreign costs, these costs will have to be absorbed by the
people of Hawaii through even higher freight rates.

I believe that maintenance of a segment of a strong U.S. merchant
marine should not devolve chiefly upon these areas. The problem is
national and should be solved on a national basis.

It is my hope that the committee will make a thorough study of
these probems and that it will recommend solutions which will be in
the best interest of the people and business interests of the offshore
areas, recognizing at the same time that the ocean carriers serving
these areas must make a reasonable Igoﬁt if they are to continue in
business. With particular respect to Hawaii, orderly development of
its economy in the years to come will depend upon the regularity of
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ocean transportation and the reasonableness of shipping rates. Final-
ly, national policy with respect to maintenance of the U.S. merchant
marine must be reexamined and new determinations made.

Thank you, Mr. Chairman.

Senator Barrrerr, Thank you, Senator Fong. I believe you men-
tioned that more than two-thirds of the food consumed in Hawaii
reaches there by ocean shipping.

Senator Fona. Ninety percent, Mr. Chairman. Ninety percent of
all consumer goods, other than food.

Senator Bartrerr. How about food ?

Sen(imtor Foxa. Two-thirds of the food consumed in Hawaii is im-

orted.
: Senator BarrrerT. Do you foresee the possibility that at some time
in the future a greater percentage of food will be produced in the
islands for local consumption or do you believe the land will always
be more valuable for sugar and pineapple?

Senator Foxa. I believe the land 1s always more valuable in the
type of agricultural pursuits we are now pursuing, We have a very
difficult time in Hawaii in getting land for the truck farmer. For
example, on the Island of Ozﬁfu, wﬁere almost 80 percent of our popu-
lation is situated, on 10 percent of the land, of the State we almost
have no land for agricultural pursuits for small farmers, and it is
a very, very difficult thing to find land for these truck farmers to pro-
duce the things we need. More and more I think we will be depend-
ent on surface transportation to take care of our requirements.

Senator Barrrerr. While your land is most productive, the aggre-
gate acreage available is rather limited in terms of Nebraska or the
Dakotas, for example.

Senator Foxa. Yes, very much so. Much of our land is mountain-
ous, and I believe we only have around 10 to 15 percent class A land
that could be used for good agricultural purposes. Much of our land
is class B land and mountainous terrain.

Senator BarrLerr. Now, pursuing that line of inquiry for a moment
more, how does the island of Hawail, for example, or any of the other
islands receive its foodstuff? Does it all come to Honolulu and then
transshipped, or is there direct service from the mainland ¢

Senator Fone. We have direct service to the various islands, and
we also have transshipping from Oahu. I do not know what the per-
centages are, but there is quite a lot of transshipment.

Senator Barrrerr. Transshipment is by barge or how?

Senator Foxa. By barge mostly.

Senator BartLerr. My recollection is that Hawaii is the only one
of the three offshore areas—Alaska, Hawaii, and Puerto Rico—that
now enjoys passenger steamship service. How many carriers serve
Hawaii for passenger carriage?

Senator Fone. I believe there are two passenger earriers, Matson
and American President Line.

Senator BartreTT. Are the passenger ships of Matson new, medium
aged, or becoming older?

Senator Foxg. I think they are more than 20 years old and within
a few years they will have to be replaced.

Senator Bartrerr. If they are replaced, if new ships are built for
that trade, under existing circumstances, would it not require a very
considerable elevation of passenger rates?
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Senator Foxe. From my understanding, a freight-carrying ship
costs around $10 million. These ships were acquired by the Matson
Navigation, I believe, for the sum of approximately a million dollars.
Now, there is a difference of $9 million there not taken into account
in computing costs. If you were to make a 6-percent return, there is
$54,000 right there, to be considered in just interest alone on the £1
million without talking about the cost of amortization or depreciation,
say for a period of 20 years. It must necessarily follow these ships
are to be replaced by ships that would exceed in cost the sum now
being shown on the books, and that the company expects a return of
probably 6 or at least 4 percent on their costs. Under those circum-
stances the rates will materially rise. Passenger ships, I understand,
cost at least $25 million each.

Senator Barrrerr. There is keen competition at this time, is there
not, between the passenger steamships and the airlines?

Senator Foxe. 1am not in a position to answer that question, except
that there are not too many trips that have been made by the Matson
Navigation with the two ships they have. I think they have the
Matsonia and the Lurline. There is a Matson man here who will be
able to give that testimony.

There are only two ships that make the Hawaiian run, and there is
some talk one of the ships will be taken off the run in June. I don't
know whether that is definite or not.

The Matson Navigation people have representatives here to testify
and I presume they will be able to answer that question. But most
of our passengers come by airlines rather than by ships.

Senator Barrrerr. Is that on account, would you think—of course,
this is all speculative—of a desire to save time, and be able to spend
more time in the islands——

Senator Foxe. It is cheaper by airplane because it only takes 414
or b hours to get to Hawaii now—whereas by ship it takes around
415 days, and with all the food and services that must go with 414
days on a ship, the costs are much higher if you go by ship than if
you go by airplane. Most of our passengers come to Hawaii by air-
plane.

Senator Barrrerr. From some later witness we will seek to elicit
information about the comparative rate schedules, in part to point up
the possibility that you have suggested—that if the carrier serving
Hawaii has to get new ships on run, with the high costs, the trade
actually may no longer be competitive.

Senator Foxa. Yes.

Senator BarrLerr. Thank you very much, Senator Fong, for a most
useful statement.

Senator Foxg. Thank you, Mr. Chairman.

Senator Barrrerr. Our next witness will be the former Governor
of the then Territory of Hawaii, one-time superintendent of instruc-
tion of the territory, and now the Senator from the new State. Sena-
tor Oren Long.

We welcome you, Senator, because we know that you always are
eminently qualified to speak on this subject.




DOMESTIC OFFSHORE SHIPPING 7

STATEMENT OF HON. OREN E. LONG, U.S. SENATOR FROM THE
STATE OF HAWAII

Senator Loxe. Thank you, Mr. Chairman.

It may seem obvious that the questions to be considered in these
hearings are important to Hawaii. One need only to consult a map
or a globe to see that our island State is totally dependent upon sea
transportation as far as all heavy goods are concerned. Yet while
transport by rail, motor, and inland waterway has been the subject
of many books, extensive inquiries, and considerable legislation, trans-
portation to and from the so-called noncontiguous areas seems largely
to have been overlooked. It iseven possible that some persons under-
estimate the interest of the people of Hawaii in a solution of the
problems—an illusion that I hope to correct.

I wish to make it unmistakably clear that Hawaii has a deep and
permanent. interest in sea transportation, Indeed, I know of no
domestic issue with a greater impact on my State than that of how
best to provide the transportation without which we will suffer irrep-
arable damage. Further, we recognize a community of interest with
the people of Alaska, Puerto Rico, and Guam in this regard. For
these reasons, we welcome these hearings and stand ready to assist
the committee in any way we can.

Some basie facts of island life are involved in this matter. Among
these facts are the following : One, we are dependent on sea transporta-
tion for our very existence. Two, further integration into the national
economy can be fostered only through sea transportation; and, three,
this one essential service is beset by economic problems created by
established national maritime policies. _ 2

We are ecaught up in a cost spiral that is exacting an ever-increasing
toll on our economy and our people. 'We have no choice but to pay the
bill—it is unthinkable that we should be without the service of water
carriers—but the bill is getting higher and higher and is approaching
the point where severe damage may be done to our economy and our
standard of living.

For we are talking here not about trivia or luxuries. We are talk-
ing about the cost of importing two-thirds of our food and nine-tenths
of our other consumer goods. We are talking about the cost of ex-
porting over half of the production of our economy. And we are also
talking about the impact of these costs on a community that already
has one of the highest costs of living in the Nation and where produc-
tion costs are already at a level where foreign commodities are chal-
lenging ours in the American market.

I am not one to grieve about the economic integration that these
figures disclose. Rather, I feel that the facts are evidence of a desir-
able division of labor between us and our sister States. But the gen-
eral freight rate rose 89 percent in 815 years prior to 1959 and T fear
that, if rates continue on the esealator, we may yet be raising our own
rice and letting California’s versatile farmers try their hands at pine-
apple culture.

The problem cannot be laid fully at the doors of the carriers or the
Federal Maritime Board. True, we have had our differences with
both, but the root cause lies much deeper. It lies in two fundamental
elements of maritime law: one, restricton of offshore trade to Ameri-
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can-flag carriers, and, two, the absence of subsidy for carriers in this
protected trade.

These two factors together force our own small community to bear
the full burden of the costly American maritime industry as it affects
the Hawaiian trade. In the absence of subsidy, shilziping revenues must
be high enough to meet American wage standards, American ship-
building costs, and the other American-level expenditures associated
with operating an American-flag service. So revenues must rise, and
every business, every person in Hawaii feels the impact.

What can we do to improve the situation? The easiest solution
would be to open our trade to foreign flags and let rates find their
economic level through competition. An unsubsidized lifting of the
sabotage restriction would, however, run counter to national policy
and would surely put our carriers out of business. This would be an
impossible approach.

If, however, carriers to offshore areas were treated the same as
carriers in foreign commerce, a favorable rate structure would be pos-
sible without causing disaster to American-flag shipping. Again
rates would seek their economic level through competition, but car-
riers would be sustained through subsidy and the national policy of
keeping American bottoms on the sea would be reinforced. Considera-
tion of this alternative is clearly merited.

A third possibility would be to award subsidies to our carriers while
retaining the cabotage restriction. This would remove some of the

resent mequities, but would raise major questions in ratemaking and
in distributing total costs between artificially constructed rates and
subsidies for which standards would be difficult to find.

I feel that I cannot make a definite recommendation today. I, too,
am looking forward to what these hearings may reveal. But I would
be remiss if I did not urge the need for taking some action to alleviate
the present situation. Some change in our maritime laws must be
made to accommodate the peculiar problems of noncontiguous areas
within the framework of national maritime policy. I am confident
that sound legislation will be developed as a resulf of these hearings.
I hope so, because the stakes could hardly be greater for Hawaii.

Senator Bartrerr. An excellent statement, Senator Long, which
will be truly helpful to the committee.

I was, perhaps, particularly impressed by the third point you men-
tioned, on page 1 of your statement, where you said—and I quote:

This one essential service is beset by economic problems created by established
national maritime policies.

Your view, then, is, I take it, that what is occurring in Hawaii and
these other offshore areas is occurring inadvertently, so far as inten-
tion is concerned, by reason of maritime policies adopted by this
Government long since, which were not tailored to the situations to
which you now address yourself ?

Senator Loxe. That is correct.

Senator Bartrerr. And your contention is that the time has come
for the National Government to take a separate look at the offshore
situation?

Senator Lone. Yes. T think it should be carefully studied, evalu-
ated, and these new conditions that have developed be met. It is go-
ing to become increasingly more difficult for Hawaii as our population
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increases. Of course, it will be the same with your State of Alaska.

Senator Bartrerr. The committee, in the 86th Congress, held many
hearings relating to the intra- and inter-coastal shipping trades and
learned, among other things, that service along our coasts has virtu-
ally disappeared. That, of course, is highly unfortunate so far as
our need to have a fleet is concerned, and is unfortunate in other ways.

But in those cases, as we all know, there are other modes of trans-
portation which are available. That will never be true, so far as
we can now predict.

Senator Lone. That is true.

Senator Barrrerr. You are going to have to pay the bill under
present laws and practices, whatever that bill may be, no matter how
much economic and other suffering may take place in the State if this
continues—if this cost spiral continues.

Thank you, Senator Long, very much, indeed.

Senator Loxa. Thank you, Mr. Chairman.

Senator Bartrerr. The next witness is Chairman Stakem, Federal
Maritime Board, and Maritime Administrator.

We greet you in both those capacities, Mr. Chairman.

STATEMENT OF THOMAS E. STAKEM, CHAIRMAN, FEDERAL
MARITIME BOARD, MARITIME ADMINISTRATOR

Mr. Srakem. Thank you, Senator.

Senator Bagrrerr. You may proceed.

Mr. Sraxem. Thank you, Senator Bartlett.

The Federal Maritime Board welcomes the opportunity to partici-

pate in this study and in the consideration of the problem of shipp:

in the domestic offshore trades for the Board has been much concernmﬁ
over the fact that in recent years increasing expenses have forced the
carriers in these trades to make rate increases which, althou%.h justi-

fied from the standpoint of the ship operator, nevertheless have an
impact on the residents of the domestic offshore areas which they can
ill afford to withstand. The proper solution of these problems makes
it necessary to give attention to all pertinent facets.

There can be no doubt that for years to come water transportation
will be the principal means for the interchange of goods between
Alaska, Hawaii, Puerto Rico, Guam, and the 48 contiguous States of
our United States. It is equally clear that the proper development of
these offshore components of our Nation will rest in a large measure
on the water transportation services which form the essential connect-
ing link. The problem them becomes basically one of, Can these serv-
ices be provided at a cost which will not inhibit the proper growth of
those areas?

Virtually all rate increases made in these trades in recent years have
been subjected to formal investigation by the Board. Some of these
are still in the progress of hearing and as to these no comment is
made—the outcome cannot be foreseen. However, with respect to the
completed investigations, the evidence has shown that the increases
were justified .'auul:l:11 necessary if the carriers were to maintain their
services.

It is readily apparent that since the ocean transportation costs are
not resulting in unreasonable profits to the water carriers, any reduc-
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tion in their rates must be compensated for through reductions in
their expenses of operations or offsetting income from other sources
or the services will not be continued. The question to be resolved by
the Congress and the President is whether the national interest dic-
tates as a result of these hearings that the Federal Government pro-
vide the necessary funds for such compensation. If it is determined
that subsidization of these services is necessary—as to which I am not
srepared to make any recommendation at this time—there are a num-
Ler of possible methods by which varying degrees of reduction in the
cost of ocean transportation might be accomplished. They are:

(1) Construction-differential subsidy on new vessels: This might
offer some help in the replacement of present fleets. However, it must
be borne in mind that present fleets represent purchases of war-built
ships at which might be termed bargain prices. Replacement costs,
even with construction subsidy, would exceed prices so that the rate
base would not be reduced. By itself, this alternative, while it might
make possible the ultimate and necessary replacement of ships, would
not lead to a reduction in rates unless a new type ship of far greater
efficiency could be designed and built with such aid.

A variation of the construction subsidy method might be to build
replacement ships for the Government’s account, sell them to the
operators at minimum downpaymetns of 5 to 25 percent and pay-
ments on a low interest rate mortgage to be made only if earnings
exceeded a given profit percentage. This could be termed an “earn-
ings debenture plan.”

(2) Operating-differential subsidy: In this method, the absence of
foreign competition in the noncontiguous trades, because of the exist-
ing cabotage laws, would make it necessary to provide an entirely
new basis for establishing the amount of the subsidy payable and be a
drastic departure from the principle envisioned by this form of
subsidy.

(3) Trade promotion subsidy: In place of an operating differential
subsidy, consideration could be given to a direct subsidy to assure
service at rates which would be set or affirmatively authorized by the
Government. This would be in the nature of a contract between a
qualified shipping line and the Government of the United States
which would call for the operation of specific service with stated fre-
quencies at freight rates which would be specified by the Government
on the basis of the economic needs of the areas to be served regardless
of whether the rates were compensatory. The subsidy which would
be paid would be designed to of%set losses incurred from such an oper-
ation.

Several countries already grant aids of this nature to shipping com-
panies to induce them to supply needed services to areas which could
not support shipping lines without some such aid. Canada, for ex-
ample, has paid subsidies to coastal and inland water carriers to pro-
vide services to outlying communities where operating expenses are
greater than probable revenues. Other countries have done this in
order to provide services to small outlying islands and communities
where profitable commercial operation is virtually impossible,

In the light of the need for economic development in our noncon-
tiguous States and possessions and their dependence on ocean trans-
portation, the question of establishing a direct subsidy in the nature
of a trade promotion or cost of living subsidy to reduce costs would




DOMESTIC OFFSHORE SHIPPING 11

warrant serious consideration only if a valid case can be made that
such development is being stifled by high ocean freight rates. ;

(4) Government operations: As an alternative method to providing
direct subsidy to the carriers in the offshore domestic trade, Govern-
ment operation of the services would be possible.

Under such Government operation, presumably through general
agency arrangements, freight rates could be set at such a level as was
deemed consistent with furthering the development of the States and
territories. Ixcess of expenses over revenues would be borne by the
Government.

Such an operation is open to criticism on the grounds that it is
contrary to the philosophy of fostering private shipping enterprise.
Further, there is the practical problem of the manner in which the
existing private operators could be integrated into the Government
operation, even assuming that such operators are provided priority in
the appointment of general agents.

(5) Government charter: The Government could furnish ships to
the operator at a low minimum charter hire, graduated upward on the
basis of profits, if earned.

In such a plan, the minimum charter hire expense would be used
in determining the fair and reasonable carrier rates and any in-
creased profits would be recouped by the Government on a sliding-
scale basis.

All of the foregoing suggestions would require legislation and sub-
stantial appropriations. In addition to these suggestions, lower rates
might be obtained through repeal of the cabotage laws. We
strongly urge that this proposal does not merit serious consideration.
Such action would be potentially destructive of U.S.-flag operations
in these trades with the resulting loss of availability of American
vessels and employment of American seamen without assurance of
any substantial reduction in freight rates. If trade was dependent
in whole or in part on foreign-flag tonnage, any world disturbance
could lead to withdrawal of foreign ships with the resulting difticulty
of replacement by U.S.-flag services. As to Alaska, due to the high
cost, of loading and discharging cargo, the seasonal factors, and the
character of this trade, there is no assurance that foreign-flag carriers
would provide the necessary service to develop the area. They would
presumably—as is usual—concentrate on the port or ports through
which the greatest amount of cargo flowed and on the port or ports
which they could serve most easily in combination with their calls
at foreign ports, such as Japan, China, et cetera, with the result that
some ports would not receive sufficient service.

Moreover, the repeal of these laws would involve a complete de-
parture from the traditional policy since the early days of American
independence of reserving these trades to U.S. ships. Available traflic
would be divided with the result that our domestic fleet would be
further reduced in number, if not completely eliminated. The con-
tinuance of any American operators in the trades would require the
payment of construction and operating subsidies. In two world wars
the domestic fleet has been an important nucleus which was in im-
mediate operating condition and available to serve military and naval
needs. The necessity for their continued existence seems beyond
doubt.
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There has been some thought that if a certificate of convenience
and necessity was required before a water carrier could en age in
domestic offshore trades, the result would be that cargo woul not, be
drained away from the regular carriers in the trade by irregular
or casual operators and that this would result in a better utilization of
the space offered by the regular certificated carriers. With better
filled ships the revenues would be improved without substantial in-
crease in operating expenses and this, it is suggested, would enable
the certificated carriers to reduce their rates.

This is highly problematical. The effect of a certificate, of course,
is to protect existing operators from additional competition. The
elimination or reduction of competition rarely leads to better rates or
services. For example, it seems doubtful that container operations
would haye developed as far as they have today in the domestic off-
shore trades without the spur of competition.

A suggestion that does not require Federal aid, yet offers a hope
for decreases in cost of ocean transportation service to the offshore
areas, is the development of more eflicient service. The handling of
unitized freight-containerized cargo via integrated ship, motor, and
rail services and possibly air, with through routes, under one hill of
lading, through door-to-door service with minimum handling, stow-
ing, packing, and repacking offers an opportunity for less costly
transportation. A coordinated joint board of the several regulatory
agencies specializing in the various forms of transportation would
be a means to accomplish this.

In conclusion, the suggested methods by which rates in the non-
contiguous domestic trades might be reduced have been offered in
the light of the assumption indicated in the program for study of
this problem that a reduction in ocean freight rates by the carriers
is required in order for the areas involved to survive and develop
their economies, even though the ocean freight rates were reduced
below a compensatory level. As you will note, the ready solutions
having the earliest and most effective results would call for substan-
tial expenditures by the Federal Government.

It is our understanding that the program for the study of this prob-
lem contemplates an exhaustive review to make certain that any action
which is undertaken will accomplish its purpose. In this connection,
we would like to point out that there are many factors which go to
make up the cost of goods to the ultimate consumer. Among these
would Ee the original procurement cost, insurance and financing
charges, the cost of moving the commodity to sea-board, sometimes
receipt and storage at seaboard and the cost of moving to shipside,
ocean transportation, receipt and storage costs at port of unloading,
onward tmns;i)ortation to point of final destination, as well as whole-
sale and retail markup. Many of these cost factors are unregulated.

It is assumed that Eefore any conclusion is reached on the various
alternative ways of lowering freight rates, an effort will be made to
settle definitively the relationship of the ocean carrier’s charges to
the ultimate consumer costs. It would be unfortunate if drastie leg-
islative changes were to be made in our shipping laws or a new pro-
gram of Government subsidization were to be unﬁertakcn only to find
that the effect of such changes did not provide the desired result be-
cause the ocean transportation factor was not as significant a factor
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in consumer costs as anticipated or because the savings represented
by reduced ocean transportation costs have been partially or wholly
absorbed by the unregulated factors.

It may be that this study will indicate the essentiality of an adjust-
ment in freight rates in order to assure the economic stability of the
offshore States and possessions but without a thorough study, there
will always be an area of doubt and of danger that the steps taken
will not achieve their objective.

We will be most happy to assist the committee in any way that we
can.

I might add, Senator, that this statement, although it doesn’t show
here, it has been cleared by the Department of Commerce and the
Bureau of the Budget.

Senator BartLerr. Thank you, Mr. Chairman.

Your words of caution that we should not move perhaps too far
too soon will assuredly be heeded by the committee in respect to the
hearings which are now underway, because actually our whole pur-
pose is to determine where we are, why, where we may be headed,
how our destination will appear to us once we are there; and to arrive
at any answers, of course, we must be fortified with all the data which
may possibly be accumulated.

Mr. Stagem. As you know, Senator, the Federal Maritime Board
has asked its Deputy General Counsel to be liaison with this commit-
tee in this study, so that anything that we can do to assist we will
certainly do.

Senator Bartrerr. I am very glad to hear that, because I was just
about to make that request of you.

I think that some of the information which you have properly sug-
gested here, the committee not only should desire, but require. Per-
haps it can come from the Federal Maritime Board more appro-
priately and more speedily than from anywhere else.

Now, in your statement, Chairman Stakem, I find these words on
page 2, after you had said that if it is discovered that subsidization
1s necessary, there are a number of alternate approaches which might
be taken, and you said you are not prepared to make any recommen-
dations at this time,

May I ask this: Do you foresee that the Federal Maritime Board
will, at a later date during these hearings or before the committee
makes final determination, present to the committee specific recom-
mendations?

Mr. Staxem. Yes. I was, before leaving the stand, going to sug-

t that we will follow the hearings very closely, and as you come
own toward the end of the hearings we will be very happy to come
back and give you the benefit of what we can.

Senator BarrLerr. Excellent. ]

On that same page, namely, page 2, you were referring to the al-
ternate of applying a construction differential subsidy for this trade.
Actually, would you not agree with me that if that, and that only,
were done, the effect might be for even higher rates?

Mr. Stagem. Yes; that is a fact, Senator.

When you compare the base for the ratemaking purposes of the
present ships against what the new ships would be even with construe-

71700—62——2
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tion subsidy, you would still have a higher rate base, which would not
result in reduction.

Senator BartLerr. It would give the trades fine new ships, but
wouldn’t go to the heart of the problem that agitates us now: bring-
ing down the cost of living in those places by reason of lower trans-
portation rates.

Mr. Staxes. I agree.

Senator BarrLerr. On page 3 of your statement you refer to a
variation of the construction subsidy method, whereby replacement
ships might be built for the Government’s account.

May 1 ask you if this has ever been tried in this country, or else-
where ?

Mr. Sraxem. Yes. We have built ships for Government account
and later sold them to the industry. I think a classic example that
first comes to mind is the Mariner ships that were built by the Mari-
time Administration at the time of Korea. Admiral Cochrane was
Chairman at that time, and 35 Mariners were constructed for Govern-
ment account. Several of them were later turned over to the Navy,
but the great majority of them were eventually sold to the shipping
industry, and all of those are now plying the Pacific Ocean trades.

Senator Barrrerr. How has that program worked, satisfactorily or
otherwise ?

Mr. Srakesm. It has worked satisfactorily. It requires, initially,
the outlay of the complete cost of the vessel by the Government and
then a mortgage backed with a small downpayment by the operator.
In the last years, the emphasis has been put the other way, for the
Government, to seek its appropriations for ship construction only on
the basis of our participation in the costs with an insurance guarantee
on the part of the Government for private financing of the ship-
owner’s costs.

Senator Barrrerr. May I ask this, in that connection: again, if
this program were adopted, this particular one, it would be a means
to get ships to the given trades; but it wouldn’t necessarily operate
to reduce rates, would it——

Mr. Staxeym. No

Senator Barrrerr. Or to keep them at existing levels?

Mr. Stakem. No; unless, as T pointed out in the statement, the
mortgage payments were tied to ('am earnings of the ship, and to be
collected only after a certain percentage on investment of the com-
pany—what we call the earnings debenture plan here.

Senator Barruerr. This might or might not, then, seek the objective
which is the main concern of the committee at this time?

Mr. Stagem. Yes. It is something to study. Whether it would be
acure-all T am not prepared to say.

Senator Barrrerr, Going to your second presentation, operating
differential subsidy, Mr. Chairman, why do we have a shipping sub-
sidy program ?

Mr. Stakea. Because without it the American flag would disappear

from the seas in foreign trade.
Senator Barrrerr. If Matson serves, as I believe it does, Australia
and other areas in that part of the globe, and a freighter sets out for
Australia and has, we'll say, 500 tons for discharge at Honolulu, how.,
in an accounting manner, do you approach this problem ?
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Mr. Sraxes. A ship that is operated with operating subsidy, that
does engage in some llug of the domestic trndle_. must repay to the
Government a certain cost of the ship—I am talking about a con-
struction subsidy ship now—must pay to the Government a certain
amount representing the percentage of the domestic cargo to the total
cargo.

I would be very happy to put into the record at this time a complete
statement as to how this formula works out.

Senator Barrrerr. Very well. 'We appreciate that.’

How about the operating subsidy? Granted that the bulk of the
cargo on this particular ship is going to Aust ralia, but some fraction
of it is discharged at Honolulu?

Mr. Stagesm. There is no recouping of oFemting subsidy on the
basis of the percentage of the utilization for domestic as against
the foreign.

Senator Barreerr. The company would not, then, be paid for this
500 tons landed in Hawaii?

Mr. Sraxes. Yes. The ship is operating in the domestic trade, or
in the foreign trade, and it would be paid a subsidy based upon its
competition in that trade, and there would be no reduction in operat-
ing subsidy by reason of a small portion of the ship being used in
the domestic trade, if it had certain rights given to it by the Board.

Senator Barrierr. You don’t even inquire into the percentage of
traffice that might be diverted to domestic areas along the route, be-
canse of an understanding that it is always fractional ?

Mr. Staxem. I am subject to correction, Senator. My General
Counsel tells me that there is a recoupment on both construction and
operating subsidy for that portion that goes in the domestic trade.

Senator BarrLerr. The accounting procedures and techniques must
be rather involved in respect to both categories.

Mr. Stagey. They are. And, as I promised, I would put a state-
ment in the record as to how that works out in actual practice.

Senator Barrrerr. Thank you.

Well, pursuing that same line of inquiry a bit further, the subsidy,
as you stated, is provided so that we will have a fleet in being in time
of national need.

Mr. STaKEM. Yes.

Senator Bartrerr. And you say that if a subsidy, an operating dif-
ferential subsidy, were to be applied to the ships serving offshore
areas, this would represent a drastic, and I quote: “a drastic departure
from the principle envisioned by this suhsi(\_v.” Insofar as I am con-
cerned, that is a factual statement.

But could it not be said, Mr. Chairman, that with practically all
ships having disappeared from the coastal and intercoastal trades,
:111:1 with many ships having disappeared from the offshore areas, sub-
stitution having been made by barges, we fail in whatever measure
of need there may be to keep in being an operating fleet that might be
just as important, surely, as those American carriers engaged in for-
eign trades?

Mr. Staxea. I agree with that, and I think our statement is pred-
icated upon the fact that we think the operations in both the domes-

1 See supplemental information from Mr. Stakem, p. 76.
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tic, coastal, and intercoastal and offshore trades are important, and
we should take all means to keep these people in business.

Senator Barruerr. The subsidies on our foreign trade weren’t put
into effect to help the carriers; they were put into effect to make con-
tributions, ship contributions to the national defense, when and if
the need arose; right.

Mr. Staxem. Actually, the subsidy is based upon two principles—
one, that these ships are necessary for national defense purposes, and
also that they are necessary for the economic well-being of the
Nation.

I would say there are two bedrocks written into the policy state-
ment of the 1936 act on shipping—that we need them from an eco-
nomic point of view, as well as national defense.

Senator BarTLETT, Yes.

On page 4 of your statement you referred to subsidization by Can-
ada to coastal and inland water carriers to provide services to out-
lying communities. We have never done anything of that nature.
have we, in our maritime history ?

Mr. Staxem. No, we have not.

Senator Barrrerr. Do you know, from what you may have heard,
read, or otherwise learned, how this program works out so far as
Canada is concerned ?

Mr. Stakem. I do not have the exact details with me, but it may
be that we could expand the statement, perhaps, more on what we
know. T would be very happy to take a look at the records, and if
Wwe can supplement it in that area we will.2

Senator Barrrerr. There may be nothing useful and comparable
that would come out of such a survey, but if anything does, we would
appreciate having i,

Mr. Srakem. Yes.

Senator Barrrerr. On that same page, page 4, you suggested that
the proposition of granting a direct subsidy ought to hinge on the
validity of the case that could be made that economic development
of these several areas is, or will be, hindered by high ocean freight
rates. Later on, I believe, you pointed out that many other factors
must enter in here.

In your own view, if you care to express it—and perhaps you are
not in a position now to do so—do you believe that high ocean freight
rates have a material bearing upon the economic prosperity of Puerto
Rico, Alaska, and Hawaii?

Mr. Staxem. The question is broad, Senator, and T don’t want to
answer it specifically. I do think that the freight rates do have a
bearing. Now the extent of the bearing is something that perhaps
will be developed in these hearings.

Senator Barrrerr, Well, going back to the subsidy, we all recall
that for a time after the war the Government-owned s 11ps were char-
tered below the regular charter rates to serve Alaska, and this was a
form of subsidy, was it not ?

Mr. StaxeM. Yes; on a very low charter rate, as I remember.

Senator BartLerr. And I remember it had a very useful and even
necessary effect at that time—necessary so far as the area was con-
cerned.

e ——
# See supplemental information from Mr. Stakem, p. 77.
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You said on page 5 that another alternative would be furnishing by
the Government of ships at minimum charter hire rates, which ties
in with that charter arrangement for Alaska some years ago.

May I ask you, Mr. Stakem, if this were deemed appropriate, does
the Government have suitable ships for these several trades in readi-
ness, or comparative readiness?

Mr. Stagem. I have in mind, Senator, that in connection with the
total replacement program, that we do receive into the reserve fleets
a number of vessels that may be useful for this purpose.

In that connection, it might be of interest to the committee if we
gave you a breakdown of what ships there are in the reserve fleets
that might possibly be used for that, the better classes of ships—I am
not thinking of the Liberties—the better classes of ships.®

Senator Bartrerr. Thank you.

What authority does the Board now possess, if any, to charter such
ships at attractive][‘;elow rates, or attractive rates?

Mr. Staxem. I believe that we do not have authority to charter
without a public hearing to show the nonavailability of vessels suit-
able—suitable vessels in private hands.

Senator Barrrerr. The authority is in law, though? You have the
authority by existing law, after hearings?

Mr. Sraxem. Yes, after certain hearings.

Senator Barrrerr, Now, Mr, Chairman, you urged most seriousl
and most strongly against any amendment of the cabotage laws whic
would permit foreign ships to provide these services. I don’t know
what the general view is regarding this, but I know for my part I
agree with you thorouﬁhly. It isn’t going to be done, and if it were
done, as you suggest here the effects might be adverse rather than
beneficial, because there are situations beyond the control of the Fed-
eral Maritime Board.

Mr. Sraxem. That is right.

Senator BarrLeTT. I have an illustration of this.

We all know that the ocean distance between Alaska and Japan is
much less than between Japan and any other American ports. But
recently a conference agreement was entered into, solidified, certified,
and is effective, whereby freight rates from Japan to Alaska, and
vice versa, are much higher than from Japan to other American ports.
So the mere entrance of foreign shipping into these areas certainly
is not guaranteed to solve any problems, and, as you appropriately
stated, they might go only to those ports furnishing the greatest volume
of traffic,

Mr. Staxem. Yes.

I had in mind, Senator, Alaska particularly, where if you did allow
foreign liners into the trade, you might find that they would go to
one or two ports, but—and I once made a count for my own informa-
tion as to how many different places in Alaska that Alaska Steam
goes, and I think it was somewhere between 70 and 90. I didn’t know
there were that many places a large oceangoing ship could visit in
Alaska.

Senator Barrrerr. In a coastline comprising 34,000 miles, there are
many more they could go to. There might not be any people there,
but they could go.

® See supplemental information from Mr. Stakem, p. 80,
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Mr. Srakenm. But I don’t think there is any doubt about it, if you
repeal the cabotage laws and expected to get service to many, many
of these ports, you wouldn’t; this would not result.

Senator Barrrerr. Now on page 6, these were your words:

In two world wars the domestic fleet has been an important nucleus which
was in immediate operating condition and available to serve military and naval
needs, The necessity for their continued existence seems beyond doubt.

And yet it is true that in the Alaska trade—about which I know
somewhat more than the other trades—ships are being increasingly
replaced by barges, and they perform a very useful service. I don't
know whether or not similar barges could be used to Hawaii and
Puerto Rico; but, to the extent they are in any of these areas, the
availability of a merchant fleet in being for national defense decreases:
and, of course, that is one of the prime considerations before this com-
mittee now, in seeking to make a determination as to what. if any-
thing, should be done concerning the overall problem, because we know
that not only intracoastally and intercoastally, but also in these off-
shore areas, the number of ships does not compare with the number
previously in service.

In respect to certification, Mr, Chairman, is there any way that you
could inform the committee whether certification would go only to
ships, or would they also be applied to barge operations?

Mr. Sragem. Ihad not given much thought to that partieular point,
Senator, but it would seem to me that it might well be, if the certifi-
cate route was decided upon, advantageous to the trade, that there
would be certificates for barge operations as well as ship operations.

That is an off-the-cuff statement, without any opportunity to think
about it,*

Senator Barrrerr. We shall not seek to hold you to that statement.

Now is it not true, Mr. Chairman, that these carriers serving the
offshore areas have produced some of the most significant and useful
developments in the post-World War IT period of the history of T.S.
maritime transportation, modernization, container-type operations
and the like? Ts it not the case that practically all significant ad-
vances in those directions have come in these trades?

Mr. Stakem. It very definitely is true, and we arve just beginning to
see the expansion of what has developed in the domestic trade. in the
foreign trade, and T have in mind the container ships which Grace
Line is trying to get into the Venezuela trade as an example of that.

Senator Barrrrrr. And it follows automatically, 1 suppose, that
rates would be even much higher than they ave if these improvements
had not been made ?

Mr. Stagem. Ithink that is true.

Senator Barrrerr. Now you mention on page 8 that, if subsidies are
provided in whatever form they might be, substantial expenditures
will be required by the Federal Government, and we must. assume that
is the case.

The question here will be, will it not, twofold: one the well-being
of the people of Puerto Rico, Hawaii, Guam, and Alaska. all of
whom are Americans, and, two, national defense needs? The cost
has to be contrasted with those two factors.

-
¢ See supplemental information from Mr. Stakem, p. 81,
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Mr. Stakesm. I agree with that, Senator.

Senator BarrLerr. Now you have mentioned at some length, and
appropriately, that what it costs to ship a pound of onions from
New York to San Juan, or from San Francisco to Honolulu, or from
Seattle to Seward is not the whole cost which the consumer pays,
that there are many other elements which enter in here.

I am particularly hopeful, Mr. Stakem, that in the assistance you
were good enough to promise the Board will give the committee,
we shall enter very directly into that entire situation and see if we
can get any approximate breakdown as to the importance of these
various elements.

Mr. Stagem. Yes.

Senator Barrrerr. And we will want to know ultimately, or to de-
cide, on the basis of the information which may be available, how
much other costs can rise simply by reason of an ocean freight in-
crease. Sometimes these things mushroom.

Mr. Staxem. I would like to think, Senator, as the operators in
these trades are brought before this committee, that if they have any
information along this line, to assist the record they should be asked
to supply it.

There has been no cost study, as such, in Alaska or Hawaii or
Puerto Rico by the Federal Maritime Board, and it might be quite
an undertaking, from a manpower and cost point of view, to go into
that deep a study. Certainly you couldn’t do it within a week.®

Senator Barrrerr. That is why I said we may have to depend upon
approximations here, because I don’t believe these factors will have
been susceptible of precise definition. Our conclusions may have to
be somewhat general. However, we have a jesting remark made in
Alaska ever since I was a youngster, that the barber charges the price
he does for a haireut—which has now reached $2.50 in some cities—
because of the high freight rates. Well, of course, there is a sem-
blance of truth to that. All the elements that enter into the higher
cost of living in Alaska hit the barber as well, and he has to get
more for clipping hair.

Before Mr. Grinstein proceeds, I note the presence in the room of
the junior Senator from Alaska, and if it 1s agreeable to you—as
T know he is so busy with another hearing at the moment—perhaps
Chairman Stakem will step aside until Senator Gruening has de-
livered his statement, and then we will return to you.

STATEMENT OF HON. ERNEST GRUENING, U.S. SENATOR FROM THE
STATE OF ALASKA

Senator Barrverr. Senator Gruening, we are indeed happy to have
vou.

Senator Gruexing. Mr. Chairman, I am grateful for this oppor-
tunity and just to keep the record straight, since the last 10-percent
inerease was levied, the price of haircuts in Fairbanks has risen from
$2.50 to $3, so that there is apparently a definite relationship between
the high cost of transportation and the cost of haireuts which you
pointed ont.

5 See supplemental information from Mr. Stakem, p. 581,
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Senator Barrrerr. You flabbergast me, I had not known of this
recent development.

Senator Gruenine. I wish to thank you, Mr. Chairman, and this
committee for giving me the opportunity to present once again, a case
for the State of Alagka in connection with the very useful study of
offshore shipping in which you are now engaged.

Mr. Chairman, during tf‘;e last decade, waterborne freight rates to
Alaska have increased 56.4 percent. The cost of operation, the legiti-
mate costs, had increased by that percentage. The State is, even now.
fighting a 10-percent increase allowed by the Federal Maritime Board
to go into effect more than a year ago over the opposition of the State.
Even if this increase should ultimately be denied by the Board, its
inflationary effects have already been imbedded in the economy of
Alaska, and, even should shippers be refunded the excess costs they
may have been charged there is nothing that can effectively roll back
the higher costs which are now a part of every commodity purchased
in the State. For the consuming public will have paid the higher cost
on every commodity as a result of the freight rate increase even if the
refund is made to the shippers.

The State of Alaska must find a solution to this problem of intoler-
able freight rates. The unbelievably high costs of living in Alaska
have been an economic phenomenon recognized and made the subject
of comment by one study after another. That the unduly high cost
of living is a direct result of the high costs of waterborne transpor-
tation is unquestioned.

Within the last week the freakish effects of high living costs result-
ing from high transportation costs have been manifested in yet an-
other blow to the Alaska economy. For many years we had looked
forward to the enactment of Federal legislation which would provide
assistance to our sorely pressed public schools—as much in need of
Federal help in Alaska as anywhere in the United States. Imagine
our dismay to find that, when the funds would be apportioned under
the plan proposed for Federal aid to education by the President,
.\Ia.‘:&(:l would receive the minimum amount available to a State. The
reason lies in that the plan of distribution is caleulated to provide the
largest, amount of help to the [lmore.st States. But, because in Alaska
wages have to be high to provide a living wage because of the high cost
of everything, it appears as though Alaska were a wealthy State.
This is, of course, a distortion of the facts concerning the economy of
the State, and one we hope to remedy before the education bill is
finally enacted. However, this is one more occasion on which the
desperate need to reduce transportation costs is once again brought
to the fore.

The plight Alaska suffers results from the nature of the Alaska
water commerce. This is an abnormal kind of trade which is. in
reality, interstate commerce, but lacks the controls of an effective
regulatory agency and/or the existence of other, competitive forms
of transportation available to other States of the continental United
States.

While it is interstate commerce, the nature of the trade is, in reality,
that of foreign shipping. This gives rise to an anomalous situation
in which the Alaska trade is limited to domestic carriers with the
same problems of operation as carriers in the foreign trades, but who
have none of the advantages acerning from construction and operat-
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ing subsidies which might make possible a saving to shippers and con-
sumers, if such subsidies should be granted in combination with ade-
quate regulation. While this is a situation shared in common with
the other offshore areas of Hawaii and Puerto Rico, it is exaggerated
in Alaska by the lack of any subsidized carrier for which Alaska is
an intermediate point, thus providing the advantage which might be
obtained by the availability of transportation at costs competitive
with foreign shipping.

The result of this is that the application of national defense policies
designed to strengthen the American merchant marine by the exclu-
sion of foreign carriers from domestic trade causes the citizens of the
offshore areas to subsidize this policy by paying increased transporta-
tion costs, thus bearing an unequal burden of national defense not
shared by other citizens of other parts of the United States.

This, then, is our problem. It is to find solutions for the problems
of Alaska, as well as for the other offshore areas that this committee
has undertaken the study with which we are now concerned.

It is my belief that it is, first of all, necessary to establish a new
attitude on the part of the carriers that serve my State of Alaska and
on the part of the Federal Maritime Board which presides over their
rate increase applications. It is necessary that the carriers and the
Board adopt an attitude of concern for the public welfare which at
least matches the zeal for improving the financial position of the
carriers. At present there is no policy of the carriers or the Board
which clearly recognizes the interests of the public. At least, the
effects upon Alaska of the operations of the carriers and the adminis-
tration of shipping affairs by the present Federal Maritime Board
and its predecessors have not given indications that consideration of
the public interest is of concern to either.

While this is a generalized objective, I would like to suggest some
specific approaches which might be followed to obtain regulatory
policies for the offshore areas which would take account of the needs
of the people served.

A. Changes in statutory standards of ratesetting: Much of the
difficulty we face can be remedied by enactment of statutes which
would insure the regulation of rates charged by carriers on a basis
which would not only provide a fair return to them, but, also, a fair
break to the consumer.

(1) Articulation of standards: The present statutory requirement
that rates set for the offshore trades must be “just and reasonable,” is,
of course, the definition supplied for other forms of transportation
regulation. For the water transportation trade, however, the Federal
Maritime Board and its predecessors have never developed progressive
standards and procedures for ratesetting which other agencies have
applied and which can make a very great difference in determining
whether the rates paid by the public are truly “just and reasonable”
or otherwise. A precise statutory definition of the standards to be
applied in determining the rates to which carriers are entitled would
eliminate many of the difficulties faced by areas they serve.

(2) Realistic accounting of assets, investments, and costs: The pub-
lic is entitled to an honest analysis of carrier earnings in the deter-
mination of rates to be assessed. The ratepaying public should not
be charged for the acr&:ﬁsition by stockholders ofg profitable items of
property not used in the trade and from which it derives no benefit.
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That is the case with the principal maritime carrier from the 48 States
to the 49th, namely, the Alaska Steamship Co. The facts which will
be brought out in due course reveal financial practices which cannot
be justified as part of a service affected with public interest.

B. Responsibility of carriers for maintenance of efficient fleets: In
connection with the general need for the development of an attitude
of responsibility to the ratepaying public, the carriers should be re-
quired—as much in their own interests as that of the public—to main-
tain an efficient fleet, constantly reconditioned through construction
of new vessels and repair of the old so that service can be maintained
on as economical a basis as possible. Certainly, carriers should not be
allowed to charge unrealistic depreciation costs to the ratepayer while
siphoning off the depreciation funds for profitmaking operations of
stockholders to the neglect of the fleet.

C. Reformation of the organization and procedures of the Federal
Maritime Board: A basic cause of difficulties faced by the public
served by the offshore carriers has been the organizational structure
and procedures of regulation followed by the Federal Maritime Board
and 1ts predecessor agencies.

(1) Schizophrenic organization: An organizational malady of the
Federal Maritime Board to which attention has been repeatedly
called, and to which reference was made in the recent report to the
President by Dean James M. Landis, is the schizophrenic nature of
its organization. The Federal Maritime Board and the Maritime
Administration, both located within the Department of Commerce,
are both agencies concerned with oceangoing shipping. But the na-
ture of their functions is—or should be—quite different.

In theory, it would appear that the function of the Federal Mari-
time Board is to regulate and control rates, services, practices, and
agreements of oceangoing common carriers by water. However, as
the current Government organization manual states :

The Federal Maritime Board and Administration foster the development and
encourage the maintenance of a merchant marine.

In other words, the Federal Maritime Board must promote and
encourage development of the same industry it is expected to regulate
at the same time.

Moreover, the schizophrenia here is intensified by the fact that the
Maritime Administrator, whose clear duty is to promote the growth of
the merchant marine, is also Chairman of the Federal Maritime
Board that regulates operations of the very same merchant marine.

It is therefore virtually impossible for the same agency to both
romote development of an industry and, at the same time, regulate
it, if the regulating is to be of any effect, and in the public interest.

Regulation, by its very terms, involves restriction of some aspects
of carrier operations. Almost inevitably, a case can be made that
regulation—for example, failure to allow rate increases—inhibits
growth of the industry.

With the best intentions in the world it seems impossible that the
Maritime Administration can, on the one hand, work to strengthen
and promote the merchant marine, and on the other hand, act to
restrict it.

As noted in the Landis report, a related and important factor in
the organizational problem of the Federal Maritime Board is that




DOMESTIC OFFSHORE SHIPPING 23

it is organizationally located within the Department of Commerce.
While recognizing that the Board operates independently of the Sec-
retary of Commerce—except that it is guided by policies of the Sec-
retary in awarding subsidies—it is, nevertheless, dependent on the
Department for assignment and payment of personnel, for budgetary
allocations, for office space, and other housekeeping services. The
effect of this relationship must tend to exert controls over the opera-
tion of the Board.

2. Failure of the Maritime Board and Administration to take posi-
tive action for improvement of American merchant marine: Although,
as noted above, it is a responsibility of the Maritime Administration
to promote the welfare of the American merchant marine, it is
apparent from the well-publicized plight of domestic shipping that
the agency has not carried it out. Imaginative solutions to problems
of dwindling business, overage fleets, and costly operations are de-
manded, but have been disastrously lacking.

It is not sufficient that the only remedy apparently known to the
Maritime Board and Administration for increasingly difficult prob-
lems of maritime carriers is the application of the balm of higher
rates. While this remedy gives momentary relief to carriers it does
nothing to cure basic ills of the industry and it is disastrous to the
people of Alaska overburdened with steadily mounting living costs.
The higher rate remedy to all ills also obviously wreaks serious
damage on an economy chiefly dependent on water transportation as
is Alaska’s.

The plight of Alaska—saddled with ever-increasing freight rates
of the water carriers on which it is totally dependent—has been known
for generations, Yet there have never come from Board, the Mari-
time Administration, or its predecessors any suggestions whatever as
to solutions for this problem.

Aside from the general public interest in a healthy merchant
marine, aside from the interest of Alaska in securing an economical
means of water transportation, the water carriers themselves have
long suffered from this lack of imaginative, dynamic programs for
improvement of the merchant marine.

3. Inordinate length of hearings: The inordinate length of time re-
quired to complete adjudicatory proceedings before the Martime
Board is a procedural defect the Board has in common with other
regulatory agencies. Recommendations of the recent Landis report
on this to President-elect Kennedy are, with distinctions as to special-
ized aspects of maritime regulation, applicable to the Federal Mari-
time Board.

4. Regulation of reporting procedures of carriers: Associated with
the need for shortening the time of proceedings before the Board is
the recommendation that the Board be empowered to require the car-
riers to submit reports containing specified information necessary to
determine rates.

At this time one reason for the exceptional length of time required
for hearings lies in the fact that masses of data concerning the eco-
nomie status of a carrier must be elicited during the course of the
hearings. The data needed are not available in the form of published
doenments or records readily available at the Board. Months of time
required to compile the facts needed to show the true financial status
of a carrier could be eliminated if carriers were required to file periodic
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reports of information of the character now sought by time consuming
discovery processes.

5. Need to extend time of rate increase suspension: At present the
Maritime Board may suspend the effective date of a rate increase for
a period of 4 months. As noted above, the existing procedural de-
lays and the need for extensive discovery of facts to prepare a case
make it impossible to obtain a decision from the Board during the
suspension period. If the time during which rates may be suspended
is lengthened and the adjudicatory process is shortened, it could be
possible to achieve a decision by the Board within the period of rate
suspension. This would, of course, be of exceptional benefit to car-
riers and consumers alike in view of savings in money that would ac-
crue and numerous other advantages flowing from an early determina-
tion of issues in dispute. I am pleased to point out that the Senate
has now passed the bill, S. 804, which would extend the time during
which rate increases may be suspended from 4 to 7 months. I hope
this measure will soon pass the House and be enacted into law.

In conclusion, I might suggest that it would be useful to extend to
the offshore carriers the provisions of the national transportation
policy adopted by Congress in 1940 to apply to transportation subject
to the regulation of the Interstate Commerce Act. To the carriers
with which we are here concerned could equally well be applied the
policy to—
provide for fair and impartial regulation * * * to promote safe, adequate, eco-
nomical, and efficient service and foster sound economic eonditions in transpor-
tation * * * to cooperate with the several States * * * all to the end of de-
veloping, coordinating, and preserving a national transportation system adequate
to meet the needs of the United States, of the postal service, and the national
defense.

Senator Barruerr. Thank you, Senator Gruening. T hope you have
an ample supply of mimeographed copies of this statement, becanse
I'suspect there will be an extraordinary demand.

Senator GruextNG. There is an ample supply, Mr. Chairman, and
they are available to the press and public and the other members of the
committees, as well as to the carriers.

I thank you, Mr. Chairman.

Senator Bartrerr. Thank you very much.

FURTHER STATEMENT OF HON. THOMAS E. STAKEM, CHAIRMAN,
FEDERAL MARITIME BOARD AND MARITIME ADMINISTRATOR

Senator Barrrerr. Chairman Stakem, T want to ask you a question
or two, based upon Senator Gruening’s statement.

Mr. Stagem. Yes, sir.

Senator BarrLerr. What regulatory requirements and /or privileges
does the Federal Maritime Board have under the law, if that question
is comprehensible?

Mr. Sraxem. The Federal Maritime Board has authority under the
law to regulate in the foreign trade and also to regulate in the offshore
domestic trade.

We have authority to set the measure of rates in the domestic trade.
We do not have that same authority in the foreign trade. We can only
knock down the rate if we find it to be detrimental to the commerce of
the United States.
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Senator Bartrerr. What standards, under the law, guide the Fed-
eral Maritime Board in its determinations?

Let me be a little clearer on that. Does the chief requirement have
to do with the financial solvency of the particular carrier, or are you
required to inquire constantly into the public interest as well ¢

Mr. Staxesm. I think that we are required to do both, to take the
finaneial position of the carrier into consideration as well as the eco-
nomic impact of the rates themselves, and I am thinking of the
domestic trade.

Senator Barruerr, As amatter of practice, would you say that these
two goals have had equal consideration historically by the Federal
Maritime Board and its predecessors ?

Mr. Staxem. Let me speak only for myself. T believe that I have
tried to, in the decisions since I have been on the Board, weigh both
factors in our ratemaking proceedings.

Senator Bartrerr. Would you care to comment, Mr. Chairman,
upon the statement made in the Landis report in these words, and
I quote:

But in its gquasi-judicial aspects it (Federal Maritime Board) suffers from a
lack of settled public procedures and standards of decision, thus resulting in the
exercise frequently of arbitrary powers by the staff. It places too much em-
phasis on bureaueratic details to the disregard of matters of large publie impor-
tance. A fog of secrecy also surrounds many actions of the Board and no
articulate standards seem to have developed with respect to ex parte presenta-
tions. Each agency, however, requires separate consideration and individual
remedial action.

Mr. Stagem. Far be it from me to criticize the Coordinator for the
President on the matter of regulation. I do believe that it is intended
}-Emt. a fuller and broader review of the agencies is intended by Mr.

andis.

Certainly, as to the reference to secrecy, I think the Federal Mari-
time Board operates in a kind of a glass bowl. I am not aware of
any secrecy in connection with our proceedings. I have personally
talked to Mr. Landis since he assumed office, and we have promised
him the fullest cooperation in endeavoring to bring about more ex-
peditions proceedings before the Board and to conduct whatever in-
?‘uiry toward better management is necessary. And I believe that Mr.

andis is satisfied that we are straightening out our procedures and
that we have more timely decisions, and less problems in this area in
the future.

Senator BartreErT. Are we to infer, then, that they weren’t timely
before, and needed straightening out?

Mr. Stagey. I think there were considerable delays in proceedings
before that with a little more push we could have done a quicker jo%.

Senator Bartrerr. Yesterday’s papers, I believe, had a story that
came as a surprise to me, which they carried from Washington that
the Atomic Energy Commission had captured or recaptured control
from the staff. %ﬁe story went on to say that the Commission has
been operated under staff jurisdiction for goodness knows how long,
and a great victory was won, because the men who were appointed to
run the Commission are, according to the paper, going to run it in-
stead of the staff.

This quotation, to which I have referred from the Landis report,
makes an allegation regarding the staff powers of the Federal Mari-
time Board. Do you have any comment on that{
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Mr. Stakem. My only comment is that the staff of the Federal
Maritime Board does not run it; it is run by the three Board mem-
bers.

Senator Barrrerr. You deny this?

Mr. Stakem. Yes.

Senator Bartierr. In Senator Gruening's statement it was said
that the Secretary of Commerce guides the Federal Maritime Board
in respect to the award of subsidies. To what degree does his control
run in that area?

Mr. Sraxesm. The Secretary of Commerce has policy guidance in
the area of subsidy, that is, the construction and operating subsidy.
The Federal Maritime Board is completely independent, in the matter
of regulation under the 1916 act. But the language of plan 21,
adopted-by the Congress in 1950, does give the Secret ary of Commerce
authority to give policy guidance in the area of subsidy.

Senator Barrrerr. Do you have to follow his recommendations?

Mr. Stakem. The law is not clear on that point. Lawyers will
differ on it. It has been frequently argued that the Secretary of Com-
merce could state a position but it would not necessarily be binding
on the Board. I can only say that in this area of policy guidance
in the 5 years that T have been on the Board that we have had no
difficulties with the Department of Commerce.

Senator BarrLerr. An associated comment made by Senator Gruen-
ing ties in with this, What if the Secretary of Commerce would
make a recommendation regarding a subsidy and you would disre-
gard it ; could he cut your paycheck off ?

Mr. Staxem. That I doubt, since it is a term appointment. He
probably could—again, we are speculating. The designation of the
Chairman can be made by the Iyresirlont, at his pleasure, and there
are certain areas in which a Cabinet officer could operate, if we reached
a point of ultimate disagreement on major points.

Senator Barrrerr. But, more seriously, the Secretary of Com-
merce does have budgetary control over your operations?

Mr. Sraxem. Yes. The budget for the Maritime Administration,
which is the policing arm of the Board, in the subsidy field, as well
as the Board’s budget with respect to personnel, goés through the
Department of Commerce, is cleared there, before it goes to the Bureau
of the Budget.

Senator Barrrerr. Senator Grueningsaid,and T quote :

The plight of Alaska—saddled with ever-increasing freight rates of the
water carriers on which it is totally dependent—has been known for generations,
Yet there have never come from the Board, the Maritime Administration or its
predecessors any suggestions whatever as to solutions for this problem.

Now, my question is not intended to be a goading one. I want
information.

What are the responsibilities in this field of the Maritime Board
and the Maritime Ar.];minist:mt,ion ?

Mr. Sraxem. First, let me say that T think Senator Gruening over-
stated his case. I don’t agree that the Maritime Administration and
the Federal Maritime Board have not offered suggestions in the do-
mestic shipping. I feel that under the law that it is our responsibility
to foster an American merchant marine in the domestic area. And I
would be very happy to list chapter and verse of the number of rec-
ommendations and areas of action that we have taken over the years.
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Senator Barrrerr. I wish you would do that and concentrate ex-
clusively perhaps upon the so-called offshore areas.

Mr. Stages. Yes. I would also like, with the Senator’s permis-
sion, to submit a letter from the Board in reply to at least certain
parts of Senator Gruening’s statement. I think it was most eritical
of the Federal Maritime Board and I am sure that we would like to
make a supplementary statement for the record on a number of points
raised.®

Senator Barrerr. Permission granted.

Mr. Grinstein ¢

Mr. GrixsteiN. Mr. Chairman, I take it it is your view the cabotage
restriction is suplported mainly on national defense reasons?

Mr. StakEM. Yes, Sir.

Mr. Grinstery. Has the Department of Defense ever made a deter-
mination as to how many ships are required in the domestic offshore
trade—Alaska, Hawaii, Puerto Rico ?

Mr. Sraxes. This is a continuing study on the part of the Depart-
ment of Defense with Maritime as to the need of ships, pointed to
national defense. It has been a long time since I have looked at that
study and I don’t recall whether it is broken down into the foreign
and domestic. We would be very happy to submit something for the
record on that.”

Mr. GransteiN. In other words, though, it is your recollection that
the Board does have some directive from the Department of Defense
setting up certain levels of ships required in this trade?

Mr. Stakem. Yes, and this is a continuing thing, and we constantly
consult with the Department of Defense in this area. I don’t believe,
if T were to take a guess, that it is broken down into domestic as
against foreign, but we will look at it from that point of view.

Mr. Grixstery. When I said ships, I meant American-flag ships.

Mr. Stakem. Yes,sir.

Mr. GrinsTEIN. In response to a question from Senator Bartlett,
you said the Federal Maritime Board in a rate proceeding looks both
to the needs of the carrier, as well as the economic impact on the area
concerned. On page 4 of your statement you said that trade promo-
tion or cost-of-lving subsidy to reduce costs would warrant serious
consideration only if a valid case can be made that such development
is being stifled by high ocean freight rates.

Has the Board made any such determination along these lines!

Mr. Staxesm. I don’t think I get the thrust of your question.

Mr. Grinstery. Well, when the Board is balancing these two con-
siderations, the needs of the carrier and the impact of increased rates
on the area concerned, let’s say Hawaii, has the Board made a deter-
mination that development in Hawaii is being stifled by Hawaiian
ocean freight rates?

Mr. Stakem. No, I don’t think so, in just those terms. I think that,
however, with a review of the Board’s reports, it will show that the
economic impact of the rates were taken into consideration in the
ultimate decision made.

Mr. Grixstern. Have you made any determination as to approxi-
mately how far rates could go without too great a burden on the off-
shore area?

¢ See gupplemental information from Mr. Stakem, p. S1.
7 See supplemental Information from Mr. Stakem, p. 82,
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Mr. Sraxem. Not specifically.

Mr. GrinsreiN. Has the Board ever made a general investigation of
domestic offshore shipping, both with respect to increasing rates and
a projection or the burden 1t would impose on the economy generally ?

Mr. Sraxem. There was a transportation study sevul'a{ years back
on the domestic trade. I would be very happy to furnish a copy of
that to the committee.®

Senator BarrLerr. That will be accepted, Mr. Stakem, and will be
incorporated in the committe’s file.

Mr. GrinsTeIN. Mr. Chairman, what is the Federal Maritime Board
})ermitting as a fair return to the carriers involved in these trades?

s there any percentage level, 5 or 7 percent ?

Mr. Sraxem. I don’t want to get too deeply into the allowance be-
cause of the cases that are pending now that will come to the Board
for decision, but I can say this, that the Board in the most recent
Puerto Rican case, docket 807, attempted a complete reevaluation, and
to restate a rate basis in that case that would be meaningful in this
trade. We would be very happy to submit for the record the ele-
ments considered by the Board in this case.

Mr. GrinsteiN. Would it be your view, Mr. Chairman, for costs,
both operating and replacement costs, will stabilize or continue to
mount over a 5-year period ?

Mr, Stagem. It is a fact that—you are talking of replacement cost
of ships?

Mr. GrinsTEIN. Yes.

Mr. Staxem. The Board has been very happy to see the reduced
costs of ship construction in this country. We have had two bids
that have gone even lower than the staff estimate of what the cost
would be. I think the answer is hungry shipyards.

From the standpoint of the replacement of ships, we like to see
this trend and we would like to build a lot more at the present going

rices.
I Mr. Grinstein. What about operating costs? Is it anticipated
they will stay on an even keel or {{ecrense or mount ?

Mr. Sraxem. T don’t see any immediate hope for a decrease in the
operating costs of vessels under the American flag. As to the guess
of increasing, I would rather pass that.

Mr. GrinsTEIN. Are there any foreign ports a comparable distance
from the United States as Hawaii, say, served by subsidized carriers?

Mr. Srakem. You are contrasting the distance between, say, Cali-
fornia and Hawaii with some of the foreign areas that would be in
the Caribbean area ?

Mr. GrinsteIN. That is correct.

Mr. Staxem. I should think the answer to your question is yes,
there are foreign areas served, in the foreign trade, that are closer
to the United States than Hawaii is.

Mr. GrinsteIN. Has there ever been a comparison of the rates be-
tween these areas of comparable distance ?

Mr. Sraxem. I am sure we have, within the Regulatory Office of
the Board, rate information of this kind.

Senator Barrrerr. Could you supply that for the record ? *

® See supplemental information from Mr. Stakem, p. 82.
? See supplemental information from Mr. Stakem, p. 83,
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Mr. Stageym. Yes, what we have I will supply.

Mr. GrixstriN. Mr. Chairman, do carriers in the domestic offshore
trade benefit from the same treatment as all subsidized carriers, with
the exception of subsidy? I have in mind here nontaxable reserve
fund.

Mr. Staxes. They do not have the same privilege as the subsidized
operators have under the 1936 act. They have some privileges, but
not all. If it will help the committee, we can give a contrast as be-
tween the domestic operators and the offshore operators.’®

Senator Barrrerr. It will be helpful and we shall appreeciate your
doing that.

Mr. GrinsrEIN. Along this line, would such benefits as they have
that are not presently available to domestic offshore shipping, if
these were extended to the carriers in the domestic offshore trades,
do you think they would have a significant effect ?

Mr. Sraxem. They would have some effect, Mr. Grinstein. How
significant it will be, I couldn’t venture an opinion at the moment.
But anything helps, that is for sure.

Mr. GrinsteIN, Has the Board made any determination on the
likelihood or possibility there might develop a shift, both from
American ships and U.S. mainland, for services, supplies, and market
outlets? T was thinking there instead of United States and Ameri-
can-flag carriers serving Alaska, perhaps Japan and Japanese-flag
carriers would become the main source of supply.

Mr. Sraxem. It would be hard for me to answer that question, Mr.
Grinstein. The question fundamentally as T understand it, are the
offshore areas, like Puerto Rico and Alaska, and Hawaii, buying more
from, increasing their purchases from foreign markets as against
their purchases in this country.

I would say that there is an increase, but I think by a great majority
the most of this trade is with this country.

Mr. GrixsreiN. I understand that. Some of the testimony, as I
recall, testimony already presented, is that rates are apparently, in
the domestic offshore trades, reaching what might be called a peril
point, a point of too great a burden. It seems to me it would be
material to know whether this is true and, two, if it is true, where
these domestic offshore areas will begin to look for services, as well as
market outlets and supply?

Mr. Srakem. We \\'i{] give you the best we can on that, Mr. Grin-
stein.?

Senator Barruerr. Mr. Bourbon ?

Mr. Boureon. I have no questions, Senator.

Senator Barrrerr. Mr. Goding has been with the committee for
some months studying this very problem. Do you have any
questions?

Mr. Gopine. I have a question as to your statement on certification.
In your prepared statement you questioned the value of certification,
insofar as its having any economic impact. You stated that certi-
fication, in effect, protects the carriers. The question really is, does
certification as we know it not also establish an obligation to serve,
and provide a greater control over the type and degree of service

0 See supplemental Information from Mr. Stakem, p. 83.
1 Bee supplemental information from Mr. Stakem, p. 84.
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that is subject to certification? Also is certification or the equivalent
not implicit in most of the alternative suggestions—I won’t say rec-
ommendations—that you have made as to things that might be done.
In the foreign trades, you have your designated essential trade routes?

Mr. Sraxem. I have never been one that feels that a certification
in the domestic offshore trade has been necessary. It seems to me
that—and I have made this point in my statement—that the domestic
offshore trade and the intercoastalwise trade, are in the forefront on
new inventions in shipping operations. I am thinking of the con-
tainerization. T have the feeling that if we had not had the spark
of competition in those trades which might not, be present with certi-
ficates that we would not have made the advances in these trades that
we have.

There is no question as to your point that a certificate of con-
venience and necessity has somewhat the marks of the essential trade
route concept. But up to this point, we have never felt it was
necessary to go that far in the {{onmstic trade.

Mr. Gopine. Would you agree that some such form would be re-
quired, if action were to be taken on any alternative that you dis-
cussed ?

Mr. Staxem. I think the objectives could be met without the certif-
icate, the necessity for the certification. But if, as the result of these
hearings, it was found that this was a necessary element in the aid
that might come out of the hearings, yes, we would be glad to take a
second look at our position on it.

Mr. Gopine. If I recall correctly, and T am depending on memory,
I think former Chairman Morse changed his position to some extent
on that. T think the testimony in 1959 indicated basically the posi-
tion you take today and last year, if T recall correctly. “Chairman
Morse indicated that he thought certification and some changes in the
form of economic regulation might be desirable. Do you recall that ? **

Mr. Sraxes. No, I don’t recall that. But I do say this, that a
change in position would have to be made by the Federal Maritime
Board, and this has not been specifically studied beyond the fact, as
I stated today, that we see no immediate necessity of changeover,

Mr. Gopine. I have one suggestion here, in terms of material for
the record. I think it would be helpful if we had specific data in the
form of a table or tabulary presentation of the tonnage, number of
vessels involved in the noncontiguous services set up against the num-
ber in other domestic operations. I am speaking of common-carrier
dry cargo vessels.

Mr. StaxeyM. Yes, we will be happy to furnish that for the record."

Senator Barrrerr. Competition 18 not necessarily denied, Mr.
Stakem, by reason of certification, is it ?

Mr. Staxem. No, you can certificate as many as you feel are neces-
sary in the trade to do the proper job.

Senator BarTLETT. Right, Mr. Grinstein?

Mr. GrinsTeiN., Mr. Chairman, you mentioned before in your brief
before the court of appeals, I believe, in docket 807, you set out the
standards you applied in the ratemaking case. I have been informed
by note that docket 807 was reversed by the court of appeals and va-

2 SBee supplemental Information from Mr. Stakem, p. B4,
@ Bee supplemental information from Mr, Stakem, p. 8BS,
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cated. Was it based on the fact they felt your standards were in-
adequate ¢

Mr. Stakem, No, let me change your word from “reversed” to “re-
manded.” It was remanded on, I think, a very narrow point. I
haven’t got the remand direction with me, but it seemed to me there
were two points made by the court. One was, in going for the do-
mestic market value, or the market value of the vessels, in the rate
base, it was felt that the discussion and reasons were not properly
set forth in the opinion.

Then there was, I think, a question of what happens when the de-
preciation is eliminated and you have perhaps a resale of ships, at a
new rate base. So I would consider that the court’s action is not a re-
versal of the elements of the rate base, but merely a remand on these
two points which must now be considered by the ﬁoard.

Mr. GrinstEIN. When you supply for the record your brief, could
you also supply the court of appeals’ decision, and what new deter-
minations are made?

Mr. Staxem. Yes.™

Mr. GrinsrEIN. In your brief before the court of appeals, in docket
807, did you also set out what considerations you give to the effect of
rates on the local economy ?

Mr. Staxem. I would have to reread the presentation, Mr. Grin-
stein.

Mr. GrinsTEIN. If you do have some statement as to how much in-
vestigation you make and how this evidence is weighted in a deter-
mination, I think it would be helpful to the committee,

Mr. Srakem. Yes, sir.'®

Senator Barreerr. Mr. Chairman, Mr. Grinstein tried to tie you
down and make you an economic prophet in advancing 5-year projects
and you were probably wise in not making any direct commitmen%
but can we not say this, that if the future is as the past, the costs o
operating ships and the costs of constructing ships, even if tempo-
rarily they are down, will advance as will everything else in our eco-
nomie structure?

Mr. Staxem. Yes. I can say this, that the Office of Ship Construc-
tion which keeps a running record of the costs, has used a measure,
shall we say a measure of thumb, that about 5 percent a year has been
the indication of the cost rise, except as I say for this last period
where we are getting much better prices than we had expectecfﬂ

Senator Barrrerr. Decreases tend to be temporary in nature.

Mr. Staxesm. Yes,sir.

Senator Barrrerr. The whole economic pressure in the Western
World is on the inflationary side and it may apply to other parts of
the world, as far as I know, and I suspect it does.

Mr. Staxesm. It probably does.

Senator Bartrerr. Now Mr. Grinstein also asked you what I
thought was a very worthwhile question. What, if any, evidence is
there that high freight rates may be inducing foreign carriers to come
to these offshore areas? I wonder if you will be good enough, if it
is possible for you, to present a statement to the committee on that
very point.

4 Bee supplemental information from Mr. Stakem, p. 85.
15 See supplemental Information from Mr. Stakem, p. 169,
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For example, in Alaska 1 know that within the last year many, or
at least several, Japanese ships have put in with steel cargoes and
with other construction materials, to the loss of American carriers,
and American steel mills, and American labor. I don’t know what
bearing the freight rates had on this, if any, but if you could supply
information on that point, it might be helpful, because that which
has been started may expand and multiply unless we take appropriate
steps.

Mr. Stakesm. Yes. I think it is common knowledge that the Japa-
nese are very active in soliciting business in Alaska. They do carry
considerable pulp out of the mill at Sitka, and I know in trying to
get a haul both ways they are actively soliciting merchants for Japa-
nese goods,* !

Senator Barrrerr. And will you not agree with me, Mr. Chairman,
that in these instances, and others which may arise, or may already
have arisen, it is an obligation on our part fo see to it that, insofar
as possible, American goods, built by American labor and carried
by American carriers, are employed ?

Mr. Stagem. I think that is our responsibility, Senator.

Senator Barrrerr. Thank you very much, Mr, Chairman, for an
informative statement which we will study and rest udy.

Mr. Staxem. Thank you, sir.

Senator Bartrerr. And we shall depend very largely, I might add,
upon the Federal Maritime Board to give us on a continuing basis
the data so essential to this inquiry.

Mr. Staxem. We will do our best, Senator.

Senator Barrierr. Now the committee is going to stand in recess,
but we are not going to wait unitl tomorrow morning before we re-
sume because we are going to run out of time if we do that. If it is
not a burden upon those who are to testify also this morning, we are
going to ask them to return at 2 o’clock this afternoon, at which time
the hearings will be resumed.

The attorney general of Hawaii is to be heard next and Mr.
Oshiro, a member of the Hawaiian Legislature, the Governor of the
Virgin Islands, and Mr. Edwards, secretary of Guam. We would
hope at least to conclude their testimony during the afternoon session.

(Thereupon, at 12: 10 p.m., the subcommittee recessed, to reconvene
at 2 p.m. the same day.)

AFTERNOON SESSION

Senator BarrLerr. The committee will be in order.

The acting chairman of the subcommittee wants to express the hope
and belief that tomorrow the able and distinguished Senator from
California, Mr. Engle, shall have returned from the Golden State, on
schedule, and will be here to preside over the hearing. And next week
also we hope to give, if possible, even more objective attention to this
problem than the chairman who is before you now.

The committee is honored to have as the next witness Mr. Kashiwa,
attorney general of the State of Hawaii.

For the record it might be stated that the attorne general of Hawaii
is accompanied by Mr. William Rogers, attorney, of Washington, D.C.,

8 See supplemental information from Mr. Stakem, p. 160,
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special deputy attorney. You identify, if you care to, Mr. Rogers
more particularly, will you?

STATEMENT OF SHIR0O KASHIWA, ATTORNEY GENERAL OF THE
STATE OF HAWAII, ACCOMPANIED BY WILLIAM ROGERS, OF
WASHINGTON, D.C.

Mr. Kasuiwa. Mr. Rogers, of Washington, D.C., is associated with
my office as special deputy attorney general in all the Hawaiian mari-
time matters,

Senator Barrrerr. We are glad to have him here, too.

Now you may proceed, Mr. Kashiwa.

Mr. Kasuiwa. For the record, my name is Shiro Kashiwa. I am
the attorney general of the State of Hawaii.

Gov. William F. Quinn has asked me to appear on behalf of the
State during these hearings. The Governor deeply and sincerely
regrets that he could not himself come to Washington. Our legislature
is presently in session. As you may imagine, it is difficult for him
to leave Honolulu at this time. He has asked me to convey his sincere
regrets for his inability to be here.

He has especially asked me to state to you his profound appreciation
for the institution of this investigation. The State, for reasons which
I shall attempt to develop, believes that the problem of high and con-
tinually increasing maritime rates for its essential shipping to and
from the mainland is one of the most serious economic problems
Hawaii faces today. The Governor was gratified to have the oppor-
tunity to meet with the Governors, Senators, and congressional offi-
cials of Alaska and Puerto Rico on this problem during inanguration
week while he was here in Washington, and wants me to reaffirm his
vital concern with this problem. Tle has asked me to say again for
him that the State is anxious to continue its cooperation and aid in
this committee’s search for an equitable remedy.

A word or two about the economy of Hawaii will demonstrate the
overwhelmingly crucial importance of maritime rates and service to
our people, and the vital need for remedial Federal legislation. I
liave set forth some of the general economic indicators in attachment
I of this statement.

The Hawaiian island chain is some 2,400 miles off the coast of Cali-
fornia. Tt consists of eight major islands: Oahu, the Island of Hawaii
(the “Big Island™), Maui, Kauai, Niithau, Molokai, Lanai, and Ka-
hoolawe. The chain extends over some 400 miles of ocean.

The land area in the State is 6,435 square miles. This makes Ha-
wali roughly the same area as the States of Connecticut and Rhode
Island combined.

Our population is something over 600,000, to which should be added
about 50,000 or 60,000 Armed Forces personnel. This population is
greater than the population of Alaska, Nevada, Wyoming, Vermont,
Delaware, or New Hampshire. The bulk of these people, over 500,000
of them, live in the city and county of Honolulu, which includes the
principal metropolitan center of Honolulu, our major business com-
munity, the seat of the State government, and, of course, the Island’s
major shipping port.

The economy of Hawaii is tied to the economy of the mainland.
Hawaii is far from self-sufficient. We are, in broad terms, specialists,
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selling goods and services to the mainland and purchasing the bulk
of what we consume from mainland producers and suppliers. Nat-
urally, such an economy is totally dependent upon transportation.

Governor Quinn, testifying at recent Maritime Board rate hear-
ings, described the importance of our transportation services to and
from the mainland as follows (Pacific Coast-Hawaii and Atlantic/
Gulf-Hawaii General Increase in Rates, Federal Maritime Board
docket 869 (hereinafter docket 869), transeript, p. 2203) :

Hawaii is vitally dependent upon its ocean shipping services. More than half
of everything produced in Hawail is shipped out over the seas to the main-
land. More than half of everything that the people of Hawaii consume—more
than half of their foods, their clothing, their automobiles, most of the products
that go into their houses—are imported from the mainland.

Aside from military spending, two major industries support our
economy : agriculture and tourism.

Hawaiian agriculture has a long history. Throughout that history
it has been geared to production of specialized products for shipment
to the markets of the mainland.

Sugar is the most important. At the present time, Hawaii produces
approximately 1 million tons of sugar per year for shipment to the
mainland. About 800,000 tons move to gulifornia in bulk under tariff
terms for refining. The remainder is shipped to Atlantic coast re-
fineries. The value of this export crop to the Hawaiian economy in
1959)Was roughly $131 million (exhibit 107, docket, 869, preliminary
data).

Our second mn{or crop for export to the mainland is pineapples.
Twenty-seven million cases were produced during the fiscal year end-
ing May 31, 1958. The value of the pineapple crop was $122 million
(ibid.—preliminary data).

These two major products, as I have indicated, are in large part
marketed on the mainland: the economy of the islands, the incomes
of our people and their employment opportunities depend to a marked
degree upon the continued success of these two sectors of the agri-
cultural industry.

The second major nondefense pillar of the Hawaiian economy is
the tourist industry. Tourism in Hawaii has shown remarkable
growth in the last few years. There are now almost 200,000 visitors
to the islands each year. The tourist industry, as a form of invisible
export, has recently become almost as significant to the State’s econo-
my as the visible exports of agricultural produets. ’

These two major industries, along with defense spending, consti-
tute the major sources of dollar earnings for Hawaii. These earn-
ings become payments for the enormous volume of goods which we
import from the mainland each year. There are few manufacturing in-
dustries in Hawaii. We import into the State almost all of the prod-
ucts which are part of mid-20th century life in the United States.
Thus, in 1958, Hawaii bought from the mainland $426 million of
various goods—food, clothing, construction materials, appliances,
drugs (exhibit 34, P- 29, docket 869). Purchases from the mainland
currently are running at about half a billion dollars per year.

The dependence upon transportation is particularly marked in the
area of consumer goods. Responsible economists have estimated. for
example, that 90 percent of our consumer items—shoes, television sets,
and refrigerators, construction materials—which make up the bulk
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of personal expenditures of our people, are imported from the main-
land.  Almost two-thirds of our food is brought over the oceans as
well. (Dr. James H. Shoemaker, docket 869, Il':l]l:‘il'l'i['ll. pp- 1750~
1751). These commodities are indispensable to Hawaii.

In short, we depend in vital ways upon transportation. As a spe-
cialized economy, we produce for sale to the mainland, and we use our
earnings on the mainland to import the essentials of life into Hawaii.
Some indication of the vast catalog of goods we import and export
can be seen from attachments IT and ITI to this brief. It lists west-
bound and eastbound cargo, to the Pacific coast, as well as to the east
coast and it is listed in four different pages, quite a long list of com-
modities. Hawaii could not live without transportation.

However, we have but one form of transportation to turn to: ocean
shipping. The other States of the United States can call on a variety
of competitive services, including truck, rail, and highway transpor-
tation. In Hawaii, aside from a negligible amount of air freight,
however. all our essential exports and imports move by ship. Ocean
transportation has a monopoly over our vital transportation needs.
Steamship service is the li}e'lim- of the Hawaiian economy.

Thus we stand on a different footing than the States of the main-
land. 'We are wholly unable to avoid the impact of increases in ocean
shipping costs. Every cost increase for our essential ocean shipping
services immediately affects the economy and people of Hawaii. We
have no other service to turn to.

High shipping costs for our exports affect the competitive posi-
tion of these exports in the mainland market, and hence the incomes
and employment opportunities in Hawaii, We have noticed this par-
ticularly in recent years in the case of our pineapple industry which
is now finding its ability to compete substantially affected by increases
in ocean freight rates, and is losing mainland markets to foreign pine-
apple. In fact, one of our large canneries has recently announced that
it will cease operations.

On the other hand. every increase in freight rates on inbound
commodities, such as cars, refrigerators and food, shoes and construc-
tion materials, also has several serious consequences. On major con-
sumer items, purchase of which cannot be postponed or avoided, we
have no alternative but to pay the higher price. The transportation
cost, increase is passed on to the consumer and adds to the inflationary
drain on the purchasing power of the consumer dollar in Hawail.
Some measure of the high cost of living in Hawaii, occasioned in part
by the burden of high transportation rates, may be seen from attach-
ments IT and IV, attached to this brief, which compare our food prices
with those on the mainland.

For other items, consumption can be postponed or there are alterna-
tive sources of supply. For these, transportation cost increases can
have the effect of depressing sales of mainland manufactured goods.
This is because the diluted value of the dollar may compel the con-
sumers to forgo expenditures, or alternative products manufactured
in foreign countries and shipped in at foreign-flag freight rates can
be sold at lower prices.

Note, for example, automobile sales. Foreign cars have penetrated
the Hawaiian market much more deeply than the mainland market.
As attachment V shows, in 1958 more than one out of every three
cars sold in Hawaii were manufactured in foreign countries and im-
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ported into Hawaii at foreign-flag rates. On the mainland foreign
car sales were less than 1 in 10. There is no doubt that a part of the
move to foreign cars in Hawaii is the result of the simple fact that
the ocean freight on cars all the way from England is roughly identi-
cal with the greight on U.S. cars moving only the 2,400 miles from
California (docket 869, transeript, p. 2536).

We are now also importing increasing amounts of meat products
from Australia and New Zealand, textiles from Japan, and lumber
and newsprint from Canada. This trend to foreign sources of supply
and manufacture has meant that U.S. suppliers and shippers as a
whole are finding themselves more and more shut off from the growth
of the Hawaiian economy. Although our imports from the main-
land still vastly exceed our imports from foreign countries, imports
from foreign countries are growing at a more rapid rate than ship-
ments from the mainland, as shown m attachment VI

To give you some idea of the overall magnitude of the importance
to our economy of the freight movement between the mainland and
Hawaii, I have set out in attachment VIII a schedule of tonnage and
revenue in recent years. Note that our personal income in 1958 was
only $1,154 million. Ocean freight charges, that is to say, charges
solely for moving our imports and exports between the mainland and
Hawaii, were almost $80 million. This is 6 percent of all our income.

It is therefore a matter of fundamental importance that the cost
of ocean shipping to the people of Hawaii be kept as low as is eco-
nomincally possible. The people of Hawaii are prepared to pay for
the commercial cost of their service, but they should not be called upon
to bear alone, by themselves, some higher cost imposed by a national
policy.

Hawaii has gained statehood. As a matter of equity its admission
as a State must be on an equal footing with all other States. If it is
to grow, if its economic ties with the other States are to develop, it
must also have transportation rates which reflect commercial con-
siderations.

The cost of Hawaii’s essential maritime services to and from the
mainland is already higher than it should be;: is increasing at an
alarming rate; and may shortly spurt upward to a level beyond our
ability to pay. This is in considerable part due to Federal maritime
]mlit'_\'.

Federal law restricts trade between the mainland and Hawaii to
U.S.flag vessels. U.S.-flag vessels are more expensive to operate than
foreign-flag vessels. Vessel replacement in U.S, yards is subtantially
more costly than replacement in foreign yards. ~ Costs of operating
U.S.flag vessels have increased more rapidly in recent years than
costs of foreign-flag lines.

This_higher cost of U.S.-flag service is borne by the people of
Hawaii alone, In the Merchant Marine Act of 1936, of course, Con-
gress authorized the Maritime Administration to absorb up to one-
half the cost of construction of vessels to be used by American ship-
ping companies in the foreign trades. Similar relief, however., was
not :u!l'nr:llm] to American-flag operators in the domestic offshore
trades. In fact, these trades were expressly excluded from the sub-
sidy provisions of the Merchant Marine Act.

The 1936 act also provided for the subsidizing by the United States
of the differential in operating costs of American-flag vessels over
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comparable npomtmm of foreign-flag operators. Again, this effort
to assist the U.S. merchant marine to match the lower costs of foreign
carriers was not extended to the domestic trades.

As a result of this national policy, the increasingly high cost of
U.S.-flag services between the mainland and Hawaii must be borne by
the people of Hawaii alone. Rates in mainland-Hawaii trade have
nearly t]lrmhled in a decade. The history of these rate increases is re-
flected in attachment VIII. It shows between the years of 1951 to 1959

rates have gone up 88 percent. It is hardly surprising, therefore,
that the cost of liv m;_r in Hawaii has gone up much more rapidly than
elsewhere in the N atmn as shown in attachment IX. It shows that
on the mainland, U.S. consumer index jumped—this is between 1950
and 1959—U.S. consumer index jumped from 102 to 124 while the
Hawailan index jumped from 120 to 151.

Had Honolulu been a foreign port during this same period, onr
annual freight bill would have been mmlstvnt]y lower and would
not have reflected the inflati ionary spiral which is now having such a
vital effect on our economy.

The policy of the Merchant Marine Act of 1936 was geared from all
appearances to national considerations of defense. It was thought es-
sential to insure a modern fleet-in-being under the American flag, and
to continue a nucleus of commereial shipbuilding, against the hazard
of war.

Thus the Federal Government in 1936 encouraged domestic ship-
yards and the development of a more modern merchant marine by the
use of construction-differential subsidy and enabled the continuation
of U.S.-flag foreign services by an operating-differential subsidy.
The wisdom of this policy became apparent in the dark days of
World War IT.

Perhaps there were valid reasons why Congress did not extend
these same benefits to the carriers in the Hawaiian trade in 1936, while
at the same time continuing to require, through longstanding restric-
tions, that Hawaii be served only by U.S. Ii.\g arriers in American-
built ships. Hawaii was then a territory. And the cost differential
between U.S.-flag carriers and foreign-flag carriers perhaps was not
so drastic then as it is today.

But as this committee knows, since World War IT economic condi-
tions of the ocean steamship industry have changed markedly. The
bar against use of foreign-f FI'T vessels now has the effect of thrusting
upon Hawaii the full burden of costly American shipping services.
I wounld like to repeat that. The bar against the use of foreign-flag
vessels now has the effect of thrusting upon Hawaii the full hmdon of
costly American shipping service.

Perhaps this is essential from the standpoint of the national inter-
est. It may well be a vital national policy to preserve the fleet used in
the mainland-Hawaii service under our flag in the event of a national
emergency. We would not question such a policy decision. But we
feel that to require the people of Hawaii to bear the entire cost of this
national policy decision is unjust and inequitable.

I would like to repeat that. We feel to require the people of Hawaii
to bear the entire cost of this national policy decision is unjust and
inequitable,
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This burden apparently will increase to even more severe )TOPOT-
tions in the near future. The majority of the vessels in the Hawaii-
mainland service were purchased by the carriers from the Government
shortly after World War II at favorable prices of $1 million to $2
million each. Thus, Matson’s total investment for its large fleet, much
of it already recovered through depreciation, was only $36 million.
But the useful life of these vessels 1s soon to expire. It is now esti-
mated that the cost of construction of a replacement for each vessel,
with the necessary technological improvements, will cost up to 10 times
the investment in the present vesseis. Matson, for example, has esti-
mated that to replace its World War II fleet with modern vessels, it
will require upwards of $300 million, as shown in attachment X.

I will not repeat the list because it is a very long list, but the vessels
are named in that attachment,

There are several possibilities—all disastrous. Either the carriers
will find themselves unable to gather the breath-taking capital sums
required for new vessels—which will mean that Hawaii will be served
by obsolete, deteriorating vessels, or the replacement vessels will be
built and their cost passed on to the people of Hawaii in the form of
astronomical freight charges. These higher freight charges could
well be beyond our ability to pay.

Some remedy for this inequity, some relief from this approaching
crisis, must be forthcoming. Measures must be taken to insure that
the cost of ocean transportation to the people of Hawaii be pegged at
the lowest feasible level. This could be accomplished either direct] y—
by opening up the trade to the lowest cost foreign-flag operator, a
remedy the States does not recommend, or indirectly, by arran ging for

a system of Federal assistance, to be Tassed on to the consumers as
C

lower or more stable rates, which woul
and operating costs of U.S.-flag carriers.
The State has given a great deal of thought to the precise form
which this remedial legislation should take. We have not, however,
ln’oposed any specific terms for a bill for your consideration, primarily
Jecause we recognize that its final form must be based on considera-
tions of national policy with respect to which you are much more
qualified to speak than we. We are, however, anxious to continue
to aid and cooperate with your search for a solution. We have a
wealth of information which might be relevant to your considera-
tions, much of it gathered in the course of the recent Maritime Board’s
investigation of the 1959 Hawaii rate increase. We would like to
make this available to you. My office and our representatives here
in Washington are prepared to work with your staff at any time.

offset the higher construction
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It is not the position of the State that its people should escape the
payment of just rates for ocean shipping services. Hawaii does not
want the Federal Government to provide ocean transportation at the
expense of its fellow citizens on the mainland. We will pay our own
way. The State feels, however, that it should not have to bear alone
the costs of a national program. In order that the United States
might have vessels readily available in the event of a national emer-
gency, Hawaii is now compelled by national law to pay an artificially
high price for its shipping. If this national defense policy is valid,
its cost, we think, should be borne by the people of all the States of
the Union.

(The attachments to Mr. Kashiwa's statement follow.)

ATTACHMENT I
Selected economic indicators
I. GROSS PRODUCT OF STATE

Amonunt Average annual
percent increase

Thousands
$662, 500
1,141,304 | 1939-
1, 400,000 | 1052

II. TOTAL PERSONAL INCOME

Period or year Amount Index

Thousands

III. AVERAGE PER CAPITA INCOME

Period or year

Thousands
1946-30 $1,373 100
108068 - oo : i 1,604 123
1, 787 130
1,821 133
1.852 135

Source: Exhibit No. 33, F.M.B. docket No. 868, "*'The Hawaiian Market”, compiled and published by
J, Walter Thompson Co.,
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ArTaAcHMENT IT

Commodity Cargo carried by Matson Navigation Co., Pacific Coast to Hawaii,
1959
Commercial : Short tons
Merchandise, general, not otherwise specified
Asphalt, liquid dn bole o oo oo e
Autos and trucks

Boxes, fiberboard
Canned goods. . ____ 39, 627
Feed and grain:
In bags 63, 110
In bulk 1,153
Fertilizer :
In package 23, 410
e 18 S R
In liquid

Fuel oil,
Furniture
Hounsehold appliances
Iron, steel, and machinery
Lumber :
11, 861
117, 336
8, 850
12, 350
Plywood, strapped____ 4, 288
Refrigerator eargo___ s 45, 046
16, 540
16, 499
19, 693

Total commercial 1, 078, 813
Sea vans (military household goods moving on Government bill

of lading)
MSTS

Total westhound
Bource: Exhibit No. 29, FMB docket 869,

Commodity Cargo carried by Matson Navigation Co., Hawaii to Pacific Coast,

Bhort tons
Merchandise, general___ 9, 726
Autos and trucks
Coffee, green
Containers, empty, returned____
Hides, green
Household goods
Iron, steel, and machinery__
Molasses, in bulk
Pineapple, canned (unitized)
Pineapple, canned (loose)
Refrigerator eargo
Sugar, raw, in bulk
Sugar, refined, in sacks
Wallboard

Total commerecial
Sea vans (military household good moving
lading)
MSTS

Total eastbound
Source : Exhibit No. 20, FMB docket 869,




DOMESTIC OFFSHORE SHIPPING 41

Cargo carried by Matson Navigation Co., United States Lines Co., and Isthmian
Lines, Inc,, Atlantic-Gulf to Hawaii, 1959
Commodity

Commercial ; Short tona

Merchandise, general, ) 03, 623

Autos and trucks 2, 090

Canned goods 3, 769

Chemicals 259
157
Cotton piece goods. 1, 160
Feed and grain___ = i . 30, 231
Fertilizer 8, 469
Floor covering.. 884
Furniture 539
Glass and glassware 862
Household appliances 232
Household effects (vans) 1, 340
Insecticide 977
Iron and steel_.._. 26, 725
Liquors and beer__ 2,994
Machinery 767
Meets, reefer 362
Paperboard 047
Paper products H02
314
Sulphur 2,912
Textiles

990
37, 961
Total commercial 178, 756

Sea vans (military household goods moving on Government bill
of lading) 1, 377

MSTS 15, 773

Total westbound 194, 599
Sources : Exhibits 2, 8, and 26, FMB docket 869,

Cargo carried by Matson Navigation Co., United States Lines Co., and Isthmian
Lines, Inc., Hawaii to Atlantic-Gulf, 1959
Commodity
Commercial :
Merchandise, general, n.o.s
Household goods 417
Iron and steel (scrap).____ 1, 385
Pineapples and juice 290, 751
Refrigerator cargo_ 66
Sugar, raw, in bulk 82, 981
Tinplate 485

Total commercial 383, 938

Sea vans (military household goods moving on Government bill
of lading) 2,291
o 5 o P N S T : 19, 672
Total eastbound 405, 901

Sources : Exhibits 2, 8, and 29, FMB docket 869,

Short tons

7,258
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ArracHMENT 111

Comparison of annual average retail prices for major food items in U.8.
mainland cities and Honolulu

1950 average price

Item

| U.B. cities Honolulu

Bacon (sliced, perpound) .. _.__.__._. R i e LT $0. 651 $0. 840
Salmon mmk per ;munrh SRR s = 822 . 63
Butter (per pound) .. i i ey s e SR A e . B35
Cheese (per pound) = . e A 674
Milk (evaporated, 1444 uum\’.hl L ¥ e i .176
Iolltmwumr;mtm»lj e Y B PRl L SR . 0 116
Onions (per pound). oy e 5 2 125
Peaches (can, No e A e i S L : e 409
Corn (can, No, 2).......... o lys fes - e ERTg " | 24
Peas (can, No, 2 E - i 202 |

Flour, wheat (5 pounds)_.. : SR .4 .T742
Coffes (per pound) s e e R 774 ‘ . 086
Lanch meat (can, 12 ounces) . __________. el o e e R . 512 | . BAR

Sources: Mainland cities, U.8. Department of Labor, Bureau of Labor Statistics. Honolulu, State
department of labor and industrial relations, bureau of research and statistics
Exhibit No. 61, FMB docket 860,

ATTACHMENT IV

Comparison of annual average retail prices for food items listed in attachment
IIl, 5 mainland cities and Honolulu

1059
City average
$6. 630
= b. 521
Los Angeles 5. 698
Fortflandios oo e =l | . . 5. 560
San Francisco . L e L .‘J. 970

b. bo2
5. 546

Sources: Malnland cities, U.8. Department of Labor, Bureau of Labor Statistics.
Honolulu, State dep partment of labor and industrial relations, bureau of research and
statisties. Exhibit No. 61, FMB docket 869.

ArTACEMENT V

Comparison of foreign automobile sales, Hawaii and the mainland

Percent of total sales

Mainland Hawaii

o —— 3.8 14.
1958 et i a e i 35.

Source: FMB docket 860, tr. pp. 2535-2536,
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ATTACHMENT VI

Growth rates of Hawaiian purchases from mainland and foreign countries—
Purchases from mainland and imports from foreign countries

[In thousands of dollars]

Year or average period Hawali, | Index ‘ Hawail, Index
mainiand forelgn

£304, 000 100 |

100
365, 000 120 162
407, 000 134 187
464, 000 153 .
426, DOO 140 274

51 not available,
ar strike.

Source: Exhibit No. 33, FM B docket 869, * The Hawailan Market," compiled and published by J. Walter
Thompson Co.

ArracHMENT VII
Annual freight movement between Hawaii and the mainland liner services
TONNAGE

In short tons of 2,000 pounds]

| 1987 1058 1059
- - — — ! — - - I_ — —
Pacific cos 2,107,187 | 12,477,338
Atlantic/gulf-Hawali serviee. . ... vocioomoaoacaceaannns | 612,010 | 600, 500
LT — = = { L
REVENUE
[In thousands of dollars]
~ . - —a — T
Pacific coast-Hawaii service 48, 820 | 55, 667
Atlantic/guli-Hawail service

117,857 117,043
Total

| Welght tons carried by Hawaiian Marine Fr
! Revenues of United States Lines unavailable (1€ S, 31,877 tons; 1959, 36,637 tons).

Sources: Exhibits 1, 2, 8, 10, and 20, FM B docket 860,

ArracaMENT VIII
Pacific coast-Hawaii rate increases

[In percent]

{ | Amount | Increase over | Efective date of Amount Increase over

| | 1850 base | increase | 1950 base

Effectiv
incre

Fab 1, 1080 .o cnic 10.0 10 || July 15, 13.2 53. 95
Jan. 14, 1 7.5 | 18.25 || Jan, 20, s 9.0 | 67. 81
Mar. 1, 1 8.5 28.30 || Bept. 14, 1950, ....... 12.5 88.79
Mar, 1,1 6.0 b |
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ATTACHMERT IX
Comparison of rates of increase of Hawaii and U.S. consunier prices indeawes

[1943=100]
| Hawuali con-
price | sumer price
index
120,1
135. 9
124.6 161.7

Sources: Business research department of the Bank of Hawaii, exhibit No. 118, FM B docket 860
ATTACHMENT X

Replacement cost of Matson Navigation Co.'s 1960 cargo fleet

| Cost of replac-

| Original cost
| s improve
ments
hips and
specinl ships

n Rancher . t ‘ $14, 6
ATIT 6r 044 1
awailan Planter
Hawaiian Educator
Hawalian Fisherman._
Hawnai Merchant
n Builder..
Packer. .
Hawaiian Retailer
Huawuilan Refiner

e . , DN
Californjant_____________. . . b , (0
Hawaijan ! : 2 1960 3, 300, 000
a5, 8, 343 325, 000
1 Remodeled
Source; Matson Navigation Co., exhibits 25 and 20, FMB docket 80,

Senator Bartuerr. Thank you, Mr. Attorney General.

The rate increases to which you have referred apply equally and in
equal measure to eastbound traffic?

Mr. Kasuiwa. No. I don’t like to go into a detailed discussion of
our last rate, but as you know in ocean shipping—by the way, the
last rate case was 12.5 percent, generally spea king, but in certain areas
that was not applied.

Senator Barrrerr. Over the years, over the last decade. for ex-
ample, would you say that the increases that have been applied to
the transportation of eastbound cargo have been identical or closely
so with westhound cargo?

Mr. Kasaiwa. T would not say so, because there were certain re-
ductions made in certain areas on eastbound cargo.

Senator BartLerr. Applying to pineapple in many instances?

Mr. Kasarwa. More to sugar.

Senator Barrrerr. More to sugar. Do you have any explanation
of that?
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Mr. Kasaiwa. Now, Senator, this is an area which is now being
discussed in our rate case before the Maritime examiner, and it wil
be before the Board. I am, personally, counsel of record. Of course,
the briefs will be available to your staff, if the staff wants to discuss
the problems, but it is a field where I do not wish to go into a lengthy
discussion about it. i

Senator Barruerr. We have no desire or intention to try a case
here, but let me persist for a moment.

Is this situation to which you refer historically true? To use a
word which may not be accurate, has there always been favoritism for
sugar as compared with pineapple?

Mr. Kasmiwa. In one of the earlier cases, case 808, there was an
instance of favoring pineapple, and a correction was made.

Senator Barruerr. Well, we will let that be.

Are you now contesting a proposed freight rate increase?

Mr. Kasanrwa. Oh, yes. Yes, the 12.5-percent rate case was heard.
We started out in New York, San Francisco, Hawaii, back in Wash-
ington, and is now before the examiner.

Senator Barrrerr. When was the request for that increase made?

Mr. Kasarwa. In September 1959.

Senator Barrrerr. All right. That is the one I have in mind.

Now, it is true, is it not, Mr. Attorney General, that the cost of
living in Hawaii is materially higher than in any of the original
48 States?

Mr. Kasnrwa. Itis.

Senator Barrrerr. Why should that be so, in your opinion?

Mr. Kasurwa. Well, it is our opinion that one of the contributing
causes is higher freight rates. Everything must be shipped out there.

Senator Barrrerr. You heard Mr. Stakem make his statement this
morning, I know. He very correctly, in my opinion, said ocean freight
rates in and by themselves aren’t the sole reasons for increases in the
prices of commodities when they reach the public. And he named
several other factors that might and I suppose always do apply. Have
you any personal view as to whether ocean freight rates are the prin-
cipal factor?

Mr. Kasurwa. Now, this I would like to say: On certain specific
items what the chairman said may be true. But where there is a gen-
erally high level, and the State is located 2,000 miles away from the
mainland and here these rates are going up and up, there is a corre-
sponding rise in the index. We can point our finger and say, well, this
certainly should materially contribute to this rise.

Now, I think that there is no exact way of determining to the nth
degree whether a certain raise is all due to a certain thing, but as a
ceneral rule we can point to the difference between the mainland and
Hawaii, that we are separated by this body of water and we have this
higher living cost index, and I thing that is attributable to the freight
rates.

Senator Barrrerr. Well, it is true, is it not, Mr. Kashiwa, that the
Federal Government itself recognizes the markedly higher cost of
living in Hawaii by granting its own employees a cost of living
allowance ?

Mr. Kasurwa. That is true.

71700—62—4
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Senator Barrrerr. What is the order of that allowance now in
Hawaii?

Mr. Kasaiwa. I don’t know. I am a State employee. But it runs
about 25 percent, doesn’t it? I am not so certain about it. I can get
that differential for you and submit it to you.

Senator Barrrerr. It is my recollection it is 20 percent in Hawaii
now, but 1 would appreciate your doing that, as indicative of the
higher costs of living there.

Mr. Attorney General, to your knowledge is any freight transported
from the U.S. mainland to Hawaii by barge

Mr. Kasarwa. Yes,

Senator Barrrerr. When did that start ?

Mr. Kasarwa, Many years ago there was a steamship strike, and
there were some barge shipments to Hawaii, but lately it has been
revived from the Pacific Northwest area, just very lately.

Senator BarTuerr. Are the barges important in the transportation
scheme of things as of now ?

Mr. Kasmiwa. No, it has been only very recently these barges have
come in and, as T understand, they handle lumber and it is significant
to this extent that lately Matson has announced that with respect to
its Northwest trade, certain of its shipping schedules are going to be
materially disrupted.

Senator Barrrerr. From which of the U.S. ports does the greatest
Hawaii tonnage come?

Mr. Kasaiwa. San Francisco and Los Angeles.

Senator Barrrerr. What would be the percentage from Portland
and Seattle—small, medium ?

Mr. Kasmiwa. Portland, Seattle, I would say it is small compared
to San Francisco and Los Angeles tonnage. But I could get those
figures for you.

Senator Bartuerr. Don’t trouble. I don’t think that will be
necessary.

Is San Francisco the nearest port on the mainland to Honolulu?

Mr. Kasmiwa. That is true.

Senator Barrrerr. In Senator Long’s statement this morning, con-
firmed by you, he said that in the 814 years last past freight rates
have witnessed a cumulative rise of 89 percent. Do you have any
readily available information as to the situation in the comparable
period before then !

Mr. Kasmiwa. Yes. We don’t have it here, but we can get the
raises before 1951 for you and we can submit that in tabular form.

Senator BarTLerT. Ocean freight rates have gone up; trucks rates
have gone up; and if anything hasn’t gone up in the last decade, I
don’t know offhand what it might be. However. do you have any
information which you might make available to the committee as to
these increases of 89 percent compared with general rail increases,
truck-rate boosts, and increases which might have been experienced
on intracoastal or intercoastal shipping routes ?

Mr. Kasarwa. We don’t have the figures here now, but certainly
we can work this out for you.

Senator Barrrerr. I don’t know if I should call upon you to sup-
ply that information. Perhaps we could get it. I think we will save
you the labor of going into that, because that really is not your proper
function. But I think we must have from the ICC or some other Fed-
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eral agency some kind of yardstick here by which to make compari-
sons.

Mr. Kasarwa. I wanted to point out, even though these percent-
ages may be high, on the mainland here you have an alternative, where
something goes up you don’t necessarily have to use that service,
you can use some other service, like trucking, for example. In Ha-
waii you don’t have this alternative. You either have to use steam-
ship or nothing.

Senator BarrLerr. Or it doesn’t get there.

Myr. Kasarwa. That is right.

Senator BarrLerr. How is tourism faring in the State to the west-
ward ¢

Mr. Kasuarwa. Very well, Senator. We have been spending a lot
of money on destination centers on the other islands. Waikiki is just
booming: In that business everything looks very good at the present
time. Of course, it looks as though, on the face of things, because
they all fly there, that shipping doesn’t affect this business too much,
but at the same time, when they come there, they must be fed, they
buy materials and goods there, and this all comes by steamship.

Senator Bartrerr. Mr. Attorney General, it is true, in all probabil-
ity, that all of us in this room are quite adapted to the proposition
of boarding an airplane and going from where we are to where we want
to go. But is it not likewise true that the majority, in numbers and
percentages, of Americans have never been aboard a plane? Lots
of people will not take an airplane for vacation trips or for any other
purpose, and if they don’t have passenger service to Hawaii, for ex-
ample, as they do not to Alaska, they won’t go to Hawaii?

Would you agree with that?

Mr. Kasarwa. Are you talking about steamship—I didn’t get your
question.

Senator Barruerr. My question is this: If you did not have passen-
ger steamship service to Hawaii, would you not deny many people the
opﬁn‘tunit-_\' of going there, because they are not willing to fly?

r. Kasgrwa. That is true. There are many, many people—I am
still surprised—many who are not willing to fly. They would rather
sail down there and come back on a boat. Fortunately we do have
them still traveling out there and also on the Matsonia.

Senator BarrLerr. Mr. Grinstein fortifies my vague recollection on
this subject by saying 78 percent of the people in the United States
have never flown, and I suppose a substantial percentage of the 78 per-
cent have no intention of flying, or they would have done so before
now.

Mr. Kasarwa. What T want to bring before the committee is this:
this rise in costs, when people hear about the prices of things in
Hawaii. the tourists, instead of being encouraged to go out there, it
has a detering effect. For example, this morning we heard about
your $3 haircut in Alaska. When a tourist hears about this, he says,
well. it must be pretty high cost out there, just that index alone. And
it does have a detering effect. And I think that, although tourists
don’t go down there on ships, still this economy there should be as
attractive to them as much as possible.

Senator Bartrerr. Well, I think we ought to have available not
only by way of attachment, but we ought to read into the record,
a few of the food price differentials which you noted in your attach-
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ment 3. These figures come from the Bureau of Labor Statistics of
the U.S. Department of Labor, and I note, Mr. Attorney General,
that you inform us that the 1959 average price of bacon, sliced, per
pound, on the mainland was 65 cents—or approximately that, and
in Hawaii it was 84 cents, 85 cents almost. And salmon—we must
get that in the record, of course—pink, 62 cents, and in Hawaii it
was 06 cents. The differential is not so high there, thank goodness,
because we want you to eat lots of Alaska salmon.

Mr. Grinstein just gave me a horrible thought. He said you might
be getting some of that salmon from Japan. If you are, don’t.

Butter costs 79 cents on the mainland, and in Hawaii 83 cents.
Potatoes were 6.066 cents a pound on the mainland and 11.6 in Hawaii.

These are important considerations, and if the higher prices in
Hawaii don’t arise on account of the transportation system, I don'’t
know what the reasons would be.

I think that two items especially that you refer to are of great
importance. You said that you are discovering that the competition
with your pineapple industry has reached the point where one large
factory is going to have to ‘close down, and that the smal]l foreign
Ars are proving so popular that increasing numbers are brought in
on foreign ships.

Would you agree with me, Mr. Attorney General, when I say that
I have a conviction that it is just as important in respect to maintain-
ing a fleet in being to have them serving in these offshore areas as
in the foreign trade and the ships might, and even could, be more
readily available in time of need ?

Mr. Kasurwa. I think it is just as important; I agree, Senator.,

By the way, Senator, there is a very interesting aspect of this lum-
ber shipments out of Canada coming to Hawaii.

Senator BarTLeTT, Increasing ¢

Mr. Kasurnwa. Increasing ; yes.

Senator Barrerr. You mentioned, as T recall, that transportation
costs amount to 6 percent of the total cost of a product in Hawaii.

Mr. Kasurwa. That is not the exact statement, I made,

Senator Barrrerr. I didn’t think it was. What did you say there?

Mr. Kasurwa. This is 6 percent of all of our income.

Senator Barrrerr. Oh,yes; that’s much different.

Do you have any comparative figures for any of the other states,
in respect to transportation ?

Mr. Kasarwa. No, we don’t, Senator. This again, if it is really
necessary, we can furnish. .

Senator BarrLerr., It seems very, very high to me. I think we will
seek that information from another source. We will try the ICC.

Mr. Kasurwa. By the way, this is both ways, eastbound and west-
bound put together.

Senator BartLerr. T understand.

Now, your attachment 8 shows that a rate increase in the Hawaii
trade of 10 percent went into effect on I"ubl'uni‘y 1, 19511

Mr. Kasarwa. Yes.

Senator Bartrerr. And then again, January 1952, an additional
1% percent; March 1, 1953, 814 percent; March 1, 1955, 8 percent ;
July 15, 1957, 13.2 percent ; January 20, 1958, 9 percent; and Septem-
ber 14, 1959, 1214 percent : adding up to a grand total of 88.79 percent.,

Mr. Kasarwa. That is right.
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Senator Bartrerr. Now you say the State is objecting to the latest
merease ?

Mr. Kasurwa. That is right, the September 14, 1958, 12.5 percent.
We have filed a protest and it 1s in litigation now as to whether that
is just or not. It isnow before the examiner.

Senator Barrrerr. In the meantime, are these higher rates being
collected ?

Mr. Kasarwa. Yes,

Senator Barrrerr. Is the money thereby taken by the carriers being
segregated for possible refund ?

Mr. Kasarwa. No, it is not.

Senator BarTreTr. So what does that mean? If the Federal Mari-
time Board were later to determine that the increase was not war-
ranted, the shippers and/or consumers would not be reimbursed?

Mr. Kasurwa. They will be.

Senator Barrrerr. It is being segregated, then, held in eserow ?

Mr. Kasarwa. Well, even though it is not held in eserow, my under-
standing is there will be a reimbursement to the shippers.

Senator Barrrerr. There is a reimbursement provided in any case?

Mr. Kasarwa. Yes.

Of course, the difficulty would be turning that over to the con-
sumer. This would be a very, very difficult problem.

Senator Barrrerr. Now on page 13 of your statement you said that
Matson, for example, has estimated that to replace its World War 11
fleet with modern vessels would require the expenditure of $300
million. Have you learned whether Matson is ready, able, or even
willing to put up any such sum of money for replacement ?

Mr. Kasaiwa, I do not know. But this is actually taken from our
case, FMB docket No. 769. These figures are taken from the docket.

Senator Barrtrerr. A company, with every good intention in the
world, might not be able to do this.

Mr. Kasaiwa. It is a very large figure.

Senator Barruerr. Then going one step further on that—or one
further league on that sea, or that metaphor, maybe—what, aside
from national defense considerations, in your opinion, is going to
occur if something is not done in this situation, and these ships were
out and the inflationary process continues?

Mr., Kasarwa. Well, either these ships will be remodeled, re-
modeled, remodeled, and at the end I am sure that they will not have
any use as ships for defense, but we will have to get along with very
old unsatisfactory ships, because $300 million is rather prohibitive,
and unless some Federal aid comes in, whether by shipbuilding sub-
sidy or something of that nature, the future is very, very dark.

n fact, this last 1214 rate case, where the State protested—there is
a great deal of interest in the State; everybody is interested about
this—in fact, the case was started after a joint resolution by the House
and the Senate, the State legislature, and the whole project is being
fought and financed by the State government: in other words, the
State is fully interested in the entire picture, and this is one of the
phases—who is going to rebuild the ships hereafter.

Senator Barrtrerr. Would it be fair to say in the opinion of the
people of the State of Hawaii, without trying to blame or praise the
carriers concerned, this 1214 percent increase coming after so many
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others in the last 815 years before this, had caused the people to be-
come alarmed as to their economic future?

Mr. Kasarwa. That is right.

Senator BarrLerr. Mr. Grinstein ?

Mr. GrinsteIiN. Mr. Kashiwa, when Chairman Stakem was testify-
ing, on page 8 of his testimony he said the following :

It is assumed that before any conclusion is reached on the various alternative
ways of lowering freight rates an effort will be made to settle definitively the
relationship of the ocean carrier’s charges to the nltimate consumer costs.

I take it he had reference to the possibility there might be a higher
markup by the retailer or distributor in Hawaii. Has there ever
been a study made of this to find out whether there is a higher markup ?

r. Kasaiwa. No, we haven’t. But it is definite that before the
goods go to Hawaii it has to pay that freight rate. I mean a certain
freight bill, and certainly where the figures definitely show in Hawaii
the cost of living is much higher, this freight, bill has some influence
in that area. Now as to exactly how much, this T cannot put my
finger on. It would be very difficult to trace back. But definitely
there is a direct relationship.

Mr. GrinsteiN. But there hasn’t been any study that would allocate
so much of the cost to the freight rate?

Mr. Kasarwa. No.

Mr. GrinsteIN. In a rate proceeding before the Federal Maritime
Board, has the State of Hawaii contested these rates at least in part
on the grounds of economic impact or the needs of a developing
economy, or has it been mainly on the rate formula ?

Mr. Kasuiwa. The entire group, including all the attorneys, took
a trip out to Hawaii, and we had a 5-day session there, and people
from the various islands, people in business in Honolulu, all appeared
before the examiner and there was quite a lengthy hearing on the
impact on various industries, for example, the vegetable men, and
the dairy industry, and there was quite a great deal of expert testi-
mony put on by the University of Hawaii Economics Department.

That phase of the case T would say was most fully explored.

Mr. GrinsterN. Has that material appeared in the Federal Mari-
time Board opinions, or the examiner’s report, written ?

Mr. Kasarwa. Well, there has been no examiner’s report ; but this
is all in the transcript. It covers hundreds and hundreds of pages.
The case has not been decided as yet.

Mr. GrixsteIN. T understand that.

You were talking just about the last case: T was thinking of more.
There have been seven of these, and over the period of seven

Mr. Kasaxwa. T want to point this out. Tt is only in the last 1214
percent raise that there was a real contest of any nature whatsoever.

Senator Barrrerr. Did the State ever protest before then, in these
814 vears, that you know of

Mr. Kasaiwa. No.

Mr. GrrnsteiN. This is the first time?

Mr. Kasarwa. Yes.

Senator Barrrerr. Mr. Bourbon?

Mr. Kasarwa. T think this is the first raise that came after we be-
came a State.
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Mr. Boursox. Just one thought oceurs to me: Do you think some
of your people are taking advantage of this situation, some of the
people that are not affected by it at all, for instance, to the point where
a Hawaiian shirt costs 20, 22, or 25 cents here, and it cost 45 cents in
Hawaii, to have ironed? Do you think a lot of people who are really
not bothered by it at all are taking advantage of the situation and
putting their little bite on things, too ?

Mr. Kasarwa, This is an area where it is very difficult to say. A
rise in a basic thing like freight rates has an indirect impact all over,
and it has a tendency to spiral the rest of the things. As to how much,
for example, the barber is affected, or how much the clothes are
affected, to bring this down to a close mathematical formula is very
difficult ; but there is, I would say, an impact which is indirect. But
it does have an effect.

Mr. Bourron. That is all.

Senator Bartrerr. Off the record.

( Discussion off the record.)

Senator BarrLerr. On the record.

Mr. Kasurwa. For example, a laundry delivery truck, the price for
a delivery truck in the islands is added on and this runs into $200
or $300 per car. This is an area which he must earn extra to pay for
that truck. And these things cumulate, That is my point.

Of course, the person who has a shirt washed, it costs him a little
more, so he charges a little more. That is the effect of it.

Senator Bartrerr. Do you have adequate service frequency?

Mr. Kasarwa. Right now?

Senator BArTLETT. Yes.

Mr. Kasarwa. As faras I know, yes.

Now, there is one thing I would like to say, that we have four
islands, and in between these islands, as I have stated, there are barge
services, Now on the outer islands, like Kauai, Hilo, and Nawiliwili,
some of the merchants there may want more service, naturally, but
that is tied—as far as Matson is concerned—with the sugar, the pine-
apple loading, so whatever they may not be able to get on Matson
shipping directly at those ports will come to Honolulu and will be
barged over to the outer islands.

Now, this is as far as the outer island inadequacies—I wouldn't call
it an inadequacy, but it is a situation which is there.

Senator Barrrerr. But you have no complaint to make about fre-
quency of service between your principal ports and the mainland#

Mr. Kasarwa. No.

Senator Barrrerr. How many carriers serve Hawaii from the U.S.
west coast ?

Mr. Kasarwa. The U.S. west coast only ?

Senator BArTLETT. Yes.

Mr. Kasarwa. This would be appropriate for the Matson people.
I have the list of ships here.

Senator BartLeTrT. I mean as to the number of companies, rather
than ships of a given company ?

Mr. Kasarwa. Matson is the main one. Of course, we have some
tramp—in the rate case, for example, it was apparent there are some
tramps that pick up scrap tin and bring tin down. Now, that is on
non-Matson ships.
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Senator Barrrerr. Does American President Lines serve Hawaii?

Mr. Kasarwa. Yes.

Senator Barrrerr. With freight?

Mr. Kasarwa. No.

Senator Barrrerr. Just passenger service ?

Mr. Kasarwa. Well, very small freight, if any. It is mostly
passenger.,

Senator Barruerr. How about States?

Mr. Kasarwa. No. They have an application pending at this time,
as I understand it.

Senator Barrrerr. But Matson carries the majority of the freight ?

Mr. Kasurwa. Yes.

Senator Barrrerr. Do you have any questions, Mr. Goding?

Mr. Gopine. What about other contract or industrial carriers?
You mentioned some tramps carrying tin and serap. Does industrial,
contract, or other shipping enter the picture very appreciably?

Mr. Kasmiwa. In our rate case it appeared that this tin deal is a
very special contract service. The other areas, there are very few
other products brought in on a similar basis as tin.

Mr. Gopine. T wondered whether fertilizer or bulk cement——

Mr. Kasarwa. Bulk cement; yes. They used to have their own
ship. But lately we manufacture our own cement out there. Of
course, there is a lot of oil, gasoline, and that type—tankers—that
come out there. Standard Oil.

Mr. GrixsteiN. On page 8 of your testimony you mentioned for-
eign products coming in on foreign-flag vessels to Hawaii. Is it
your opinion that if the rates continue to increase in the trade that
the Hawaiian people will begin to look to other countries for their
sources of supply and the foreign-flag vessels for the source of their
services ?

Mr. Kasurwa. Well, we don’t necessarily look to them. For ex-
ample, the Australian or New Zealand meat comes in in refrigerated
ships and the meat is dropped in Honolulu and cut up and sold, and
it is cheaper than the mainland meat, and this causes problems.

Mr. GrinsteIN. T wasn’t referring necessarily to the present time.
I take it there are some foreign products presently competing with
mainland produets in Hawaii. But is it your opinion that in the
future if the rates continue to increase, the ocean freight rates be-
tween the mainland and Hawaii, that Hawaii will have to look to
foreign sources for their services and supplies?

Mr. Kasnrwa. We don’t look to it, but it is kind of a forced situa-
tion there,

Senator Bartrerr. In that connection, T note by your attachment
6—and that was a very good reply you just made, Mr. Kashiwa—that
this trend toward foreign importations has been very pronounced
since 1946, Using the period 1946-50 with an index figure of 100, we
discover that in 1958 the index for imports from the mainland, ac-
cording to this attachment, was at 140.

Mr. Kasatwa. Yes.

Senator Bartrerr. But the index for foreign importations in the
1946-50 period, was, in 1958, 274, so there is a gain of only 40 points
on Hawaii’s importations from the U.S. mainland, but 174 points on
importations from foreign lands.
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I think that that goes to the heart of what we are discussing here
today—that, we may be pricing ourselves out of some mighty valuable
and important markets,

Mr. Kasmarwa. This is especially so in pineapples. Of course, it is
on the reverse; we are the suppliers of the pineapples, but as I under-
stand, it is cheaper to ship pmmeapples from Formosa to San Fran-
cisco than from Hawaii to San Francisco, and, therefore, we have a
very, very difficult situation there. Foreign pineapple is underselling
our pineapple.

Senator Barrrerr. When the pineapple from Formosa travels to
San Francisco either on foreign-flag carriers or U.S.-flag carriers,
that operation is subsidized, and yours is not.

Mr. Kasaiwa. That is correct. And it is a very serious situation
on the island of Kauai. That is the extreme northernmost island.
The sole economy there is sugar and pineapple. The town of Kapaa
which, I would say, is about—I don’t know the exact population there,
but it used to be a very thriving town. The owners of the cannery
there have announced that they are not going to continue that cannery,
and it is creating quite an economic problem there.

Senator Barrrerr. How many people will that throw out of work,
do you judge, in the fields and cannery ?

Mr. Kasiitwa. Right now it has not been closed, but I don’t know
the exact figures. But I can give you the exact economy of that Kapaa
situation from the economic development section of our State
government.

Senator BarrLerr. I wish you would furnish a statement on this
particular subject and this particular place.

(See letter from Mr. Kashiwa, p. 319.)

Mr. Boureon. With regard to the pineapple from Formosa, do you
have any figures as to the cost of the pineapples at Formosa, before
put on the ship, as compared to the cost of yours!?

Mr. Kasmrwa. No, I don’t have them, but I can get those for you
from the pineapple people.

Mr. Boursox. That might be quite a factor in the lower cost from
Formosa.

Mr. Kasarwa. Yes. I would like to state this: in this 1214 percent
rate case, the pineapple people hired special counsel from San Fran-
cisco, and he was right beside us and right from the very beginning
to the end, protesting this raise, as far as they are concerned. Of
course, there is an eastbound business, but they were right in there
pitching with us.

Senator Barrrerr. I am going to ask the committee staff, in line
with your inquiry, Mr. Bourbon, to see what we can discover about
the production of pineapple on Formosa, when they started the export,
and what their production costs are compared to those in Hawaii.

Mr. Bourson. Yes, sir.

Senator Barruerr. Thank you very much, Mr. Kashiwa. You have
given us much useful information.

Senator BartLerr. The next witness will be the Honorable Robert
Oshiro, member of the House, Hawaii Legislature. He has testified
before this committee previously on allied subjects, and we are glad
to have him once more in a different setting.
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STATEMENT OF ROBERT 0SHIRO, MEMBER OF THE HOUSE, HAWAII
LEGISLATURE

Mr. Osurro. Thank you, Mr, Senator.

Senator Barrrerr. You get your shirts done cheaper here, too.

Mr. Osniro. I would like to inform the committee, as well as the
press, that my oral presentation will be a condensation of my written
statement and there may be a slight variation in regard to emphasis.

Mr. Chairman, members of the Merchant Marine and Fisheries
Subcommittee of the Senate Committee on Interstate and Foreign
Commerce, my name is Robert C. Oshiro, member of the House of
Representatives, first State Legislature of the State of Hawaii.

Thank you very much for this opportunity to speak at this hearing
on a matter which so vitally concerns us in Hawaii, as well as the
people of Alaska and Pureto Rico, and is, in our opinion, vitally im-
portant to the national economy and defense.

We are extremely happy that you have chosen to examine the effect
of the Federal maritime laws on the economies of the domestice off-
shore areas. Although T am not prepared to give detailed remarks,
inasmuch as T was asked to testify on very short notice, nevertheless
[ sincerely hope that whatever T may say will be of some small help
to you in better understanding our situation in Hawaii.

Mr. Chairman, before I proceed any further, T would like to request
that my written statement and Resolution No. 33 adopted by the
House of Representatives of the first Legislature of the State of
Hawaii, general session of 1961, be entered in the record of this hear-
ing with your approval and with the approval of the members of this
committee.

Senator Bartrerr. That will be done. Without reading it, will you
give us the general sense of that resolution ?

Mr. Osnrro. Mr. Chairman, T will go into the matter of the reso-
lution at the end of my remarks.

Senator BarrLerr. All right.

Mr. Osuiro. Gentlemen, because of the geographical location of the
State of Hawaii, we are dependent upon ocean transportation for
survival. We depend on ocean transportation for our basic necessi-
ties—our food, shelter, and clothing. Literally, ocean transportation
is our lifeline,

Freight rates and freight rate increases are not directly the subject
of this hearing, but I believe they are of eritical significance when
considering the effects of the present maritime laws on Hawaii,
Alaska, and Puerto Rico.

As far as we can see, freight rates will continue to rise in order to
meet the American wage standards, ship construction and operational
costs, unless the present maritime laws are modified. The larger the
bill we must pay for ocean transport, the less we have to spend on the
goods we need and to invest in the businesses which will contribute
to our growth. As an illustration, today in Hawaii it costs $275 to
ship an item which could have been shipped for $100 in 1946.

entlemen, we recognize that it is the national policy to sustain
that portion of the merchant marine which competes with foreign car-




DOMESTIC OFFSHORE SHIPPING

riers through operating and construction subsidies, and to protect the
coast trade from foreign competitors by excluding foreign ships from
such trade. This policy is now incorporated into our laws pertaining
to our merchant marine.

1. With the use of subsidies to sustain that portion of the mer-
chant marine, which competes with foreign carriers, we have no argu-
ment.

2. But in regard to the domestic carriers which serve Hawaii, Alas-
ka, and Puerto Rico, we would like to emphasize that because sub-
sidies are not available to them, they must maintain shipping reve-
nues high enough to meet wage standards, operating and construc-
tion costs, which means that freight rates will continue to rise.

This means that in maintaining our national policy, the domestic
carriers and their customers pay the full cost of supporting one por-
tion of the merchant marine, while the general taxpayers pay a sub-
stantial part of the cost of the other portion of the merchant marine.

Not only do I and my fellow citizens of Hawaii as general tax-
payers sup{mrt that portion of the merchant marine in foreign trade,
as we should, but in addition we pay a special kind of tax in the form
of higher prices for consumer goods and in the form of lower sales
or return on our exported goods in order to support the nonsubsidized
portion of the merchant marine. It is this second kind of tax which
we believe is unfair,

Briefly, I have stated the problem as it affects our people. Now,
in regard to solutions, I am of the opinion that the wisdom of the
members of this committee and Congress will develop solutions ac-
ceptable to the consumers and the ocean carriers within the frame-
work of the concept of the national policy now embodied in the mari-
time laws.

However, as a member of the House of Representatives of the State
of Hawaii, may I direct your attention to the resolution which sug-
gests that an inquiry be made as to the feasibility of granting finan-
cial assistance to domestic carriers so that the cost of sustaining this
portion of the American merchant marine will not fall entirely upon
the people of Hawaii; and should such subsidies be oranted, in regard
to Hawaii, that the Federal Maritime Board be requested to insure
the admission of other subsidized carriers to the Hawaii-mainland
trade so that competitive and comparable rates can be established.

It is my humble opinion that a policy of subsidizing domestic car-
riers would foster and maintain the national policy of maintaining
a strong merchant marine for the Nation’s welfare and national de-
fense. It is vital to our national security and to our defense that
the United States have immediately available adequate ships for use
in transporting troops and materials in case of war, as I believe that
this is one of the most important reasons for subsidizing American-
flag vessels engaged in foreign commerce. I believe ships in the
domestic trade are much more readily available in time of war, as
experienced in World War II, in which Hawaii was one of U.S.
bastions of defense in the Pacific.

Thank you very much for your kind and considerate attention. I
will be most happy to answer any questions you may have.
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(Statement follows:)

STATEMENT oF MR. Roperr Osuiro, MEMBER OF THE House or
REPRESENTATIVES, STATE oF HAWAIT

Mr. Chairman, thank you very much for inviting me to speak at this hear-
ing on a matter which so vitally concerns us in Hawaii. We are extremely
pleased that you have chosen to examine the effect of the Federal maritime laws
on the economies of the domestic offshore areas. We are also very appreciative
of the work performed by Puerto Rico and Alaska, the two areas which share
S0 many of our problems, in investigating this problem and in submitting the
results of their studies to you for your consideration. I sincerely hope that
my remarks will be of some small help to you in better understanding our situa-
tion in Hawaii.

Sometimes even we in Hawaii forget for a moment how completely dependent
we are on water transportation. It is our economic lifeline in every sense of
the word. The cars on our roads, the paper in our offices, the furniture in our
homes, the equipment in our factories—for all these and hundreds of other
items we depend on water transportation. Two-thirds of our food and 90
percent of our consumer goods come from the mainland over the oceans. We,
of course, produce in the islands some of the things we need, but we are in no
sense of the word self-sufficient nor should we be.

Our insular economy is built in large measure on exchange—we export sugar
and pineapple and import goods. The primary market for the sugar and pine-
apple which we grow, harvest, and process lies not in the islands but again
over the ocean on the mainland. Thus our lifeline works in both directions—
we are dependent or. sea transportation to bring us the goods we consume and
to move the products we must sell, which in turn earn for us the income we
need to purchase the goods we require,

Not only are we utterly dependent on sea transport but we pay a high price
for this dependency. Of every dollar we spend outside of Hawaii, 5 cents is
paid to mainland and foreign concerns for ocean and air freight. And since
only a small portion of our goods are moved by foreign firms and only a minute
portion by air freight, almost all of the O cents is paid to mainland concerns
for ocean transport, And this 5 cents is in addition to what we, like the citizens
of any mainland State, must pay as our share of the cost of transporting goods
from the farm or factory to the point of use, or in our case the port of departure
or what our sugar and pineapple companies must pay for rail freight on the
mainland. This cost of sea transport then is for us a cost over and above that
which yon would expect a mainland consumer or producer to pay.

Study after study has demonstrated the impact which these costs have on
our insular economy. Staple goods, for example, are priced measurably higher
in Hawaii than on the mainland, a result of the fact that a distributor pays
more for food landed in Hawaii. Milk costs more in Hawaii than almost any-
where on the mainland. This higher cost is a result of paying from 3% to 4
cents per quart for bringing items to Hawaii which are necessary for milk pro-
duction. The story with respect to nonfood produets is similar. A large per-
centage of the cost of evervthing we use and consume in our homes, offices,
schools, farms, and factories is for shipping. And while this is a cost we shall
have with us always in Hawaii, it is the magnitude of that cost and its effect
on our cost of living, our standard of living, and our rate of economie growth
that is of such concern to us.

Not only is our dependence on sea transport both complete and costly,
but in addition we must rely on a single company—Matson Navigation—
to move 90 percent of the ocean freight between Hawaii and the main-
land. Freight rates and freight rate increases are not directly the sub-
Ject of this hearing, but I believe they are of eritical significance when con-
sidering the effects of the present maritime laws on the State of Hawaii.
Frankly, as far as we can see, domestic tariffs will continue to rise unless the
present laws are modified, and such increases will confinue to hamper our
economic growth and depress many of our local business activities. The larger
the bill we must pay for ocean transport, the less we have to spend on the
goods we need and the less we have to invest in the businesses which will con-
tribute to our growth. The cost of transporting freight has inereased tre-
mendously since 1946, Today, it costs $275 to ship an item which conld be
shipped for $100 in 1946. This 175 percent increase in the cost of shipping gen-
eral cargo compares to a 63 percent increase in the Honolulu consumer price
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index since the year 1943, And while admittedly our local price index has a
number of limitations, it is doubtful that such limitations are sufficient to ex-
plain away all of this difference,

We also recognize that some of the modern freight handling methods adopted
by Matson should tend to reduce the cost of shipping some items and thus to
lessen a little the cumulative effect of these increases. In spite of these allow-
ances, the fact remains that we live on islands utterly and completely dependent
on a single shipping line, the costs of whose services have increased drastically
in a period of only 15 years. And we know who pays this bill when we buy
cereal, machines, lumber, equipment, and the other items that are essential to
the functioning of our modern economy.

We recognize that it is national policy to maintain a strong merchant marine
and to sustain that portion of the merchant marine which c¢ompetes with for-
eign carriers through operating and construction subsidies. With the use of
these means to achieve the national policy, we have no argument,

However, as you know, subsidies are not available to the merchant marine
which serves offshore areas such as Hawaii, Alaska, and Puerto Rico. Rather,
this portion of the merchant marine is sustained by forbidding lower cost,
foreign competitiors to carry domestic traffic, and thus permitting the domestic
lines to pay their costs and earn a profit out of shipping revenues.

This means that to achieve and maintain the national policy, the domestic
shippers and their customers pay the full cost of supporting one portion of the
merchant marine, while the general taxpayers pay a substantial part of the
cost of the other portion of the merchant marine. Not only do I and my
fellow citizens in Hawaii as general taxpayers support that portion of the
merchant marine in foreign trade, as we should, but in addition we pay a special
kind of tax in the form of higher prices for consumer goods and in the form of
lower sales or return on our exported goods in order to support the nonsub-
sidized portion of the merchant marine. It is this second kind of tax which we
believe is unfair.

We respectfully request that the matter as to the feasibility of granting sub-
sidies to our domestic carriers, similar to those granted to other American-flag
lines, be considered by this committee so that the cost of sustaining the portion
of the American merchant marine serving domestic areas will not fall entirely
upon the people of Hawaii, Alaska, or Puerto Rico.

In regard to Hawaii, should such subsidies be allowed, we further respectfully
request that Hawaii-mainland trade be opened to other carriers so that com-
petitive and comparable rates will be established, thus assuring to the people
of Hawaii a share in the benefits which would result from granting subsidies.

I have been authorized by the Hawaii House of Representatives to transmit
to President Kennedy, to Senator Magnuson, and to the members of the Senate
Committee on Interstate and Foreign Commerce and its Subcommittee on Mer-
chant Marine and Fisheries the resolution adopted by the House requesting your
assistance in this matter of properly placing the burden for sustaining that
portion of the merchant marine which serves Hawaii and other similar areas.

Gentlemen, we are very pleased that you are so seriously and exhaustively in-
vestigating this problem which has plagued us so long that sometimes we have
even tended to ignore it. But ocean transport is so vital to our very existence,
and the cost of that transport such a signiticant factor in the cost of the things
we buy and in the amount of income we receive from the items we sell that one
cannot either understand the Hawaii of today or discuss the Hawaii of to-
morrow without considering the problem of ocean transport. I know, gentle-
men, that you are as cognizant as I of the opportunity you have to rectify an
inequity and of the tremendous beneficial impact your actions may have on the
future of our State and our people.

Thank you.

(Resolution 33 follows:)

RESOLUTION

Whereas, because of their geographical location, the people of Hawaii are
greatly dependent upon the ocean carriers of Matson Navigation Co. for their
exporting and importing trade; and

Whereas the ocean carriers of Matson Navigation Co., although considered a
part of the American merchant marine, are classified as domestic carriers or
“common carriers by water in interstate commerce” and are not qualified to
réceive any financial assistance from the Federal Government but are expected
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to pay their cost and earn a profit out of shipping revenues, which means thai
the people of Hawaii are required to assume the great burden of cost and profit
of Matson's ocean carriers: and

Whereas it is the policy of the United States to sustain the American mer-
chant marine throngh operating and construction subsidies amounting to as
much as 70 percent of wages and 50 percent of construction costs in order to
enable American-flag lines to operate successfully with tariffs and other charges
similar to those charged by foreign ocean carriers ; and

Whereas such a policy to sustain the American merchant marine is beneficial
to all of the people of the United States of America and it is just as appropriate
that the Nation as a whole pay for the maintenance of such a policy so that
the cost will not disproportionately fall upon the people of Hawaii and other
domestic shippers and their customers who pay general taxes to sustain foreign
shippers of the American merchant marine : Now, therefore, be it

Resolved by the House of Representatives of the First Legistature of the
State of Hawaii, general session of 1961, That the Honorable John F. Kennedy,
President of the United States of America, the Honorable Warren G. Magnu-
son, chairman, and all members of the Senate Committee on Interstate and
Foreign Commerce and its Subcommittee on Merchant Marine and Fisheries
are hereby respectfully requested to investigate the possibility of and give seri-
ous consideration to granting financial assistance to Matson Navigation Co, simi-
lar to subsidies granted to other American-flag lines in order that the cost of
sustaining this portion of the American merchant marine will not fall entirely
upon the people of Hawaii ; and be it further

Resolved, That, if such subsidies are granted, the Federal Maritime Board
be requested to insure the admission of other subsidized carriers to the Hawaii-
mainland frade so that ecompetitive and comparable rates ean be established ;
and be it finally

Resolved, That copies of this resolution be transmitted to the Honorable John
F. Kennedy, President of the United States of America, the Honorable Warren
G. Magnuson, chairman, and all members of the Senate Committee on Inter-
state and Foreign Commerce and its Subcommittee on Merchant Marine and
Fisheries, the Federal Maritime Board, and the Honorable Oren E. Long and
the Honorable Hiram I. Fong, U.8. S8enators from Hawaii, and the Honorable
Daniel K. Inouye, U.8. Representative from Hawaii, by the Honorable Robert
€. Oshiro, representative of the First Legislature of the State of Hawaii.

Senator Barrrerr. It was good of you to make the trip clear from
Honolulu to Washington to present your views before this committee.
That which you had to say, which you incorporated in your written
statement, and which you abbreviated in your presentation will be
carefully considered, T assure you, by the committee.

Let me ask you: When was that resolution adopted?

Mr. Osniro. Mr. Chairman, that resolution was adopted on Thurs-
dav. last week, the day T left for Washington.

Senator Barrrerr. It is brandnew, then?

Mr. Osairo. Yes, Mr. Chairman.

Senator Barruerr. Should we interpret this by the Hawaii House
of Representatives as reflecting an especially keen interest in this
problem ?

Mr. Osnrro. Mr. Chairman, T think the resolution and my presence
here indicates that as far as the house of representatives is concerned
we are very much interested in the entire problem and we intend to
keep close contact with your office and with this committee as to the
future costs. and wherever we can help we would like to do so.

Senator Bawrrrerr. Then you were directed or requested by the
honse of representatives to come here to testify?

Mr. Osmiro. Yes, Mr, Chairman.

Senator Bartrerr. And the legislature is now in session ?

Mr. Osarro. Yes, Mr. Chairman.
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Senator Barrierr. Notwithstanding the fact that your presence
there would otherwise be taken for granted, you thought it important
enough to leave for several days to come here ¢

Mr. Osuiro. Yes, Mr. Chairman.

Senator Bartrerr, Now, you mentioned subsidies. That is a word
not unheard of in these Halls. There are subsidies of one kind or an-
other, I guess. But the word is not too popular in all quarters yet;
certainly not, I suspect, with you or with me. We prefer some other
means of making suitable arrangements, if they are to be found. Do
you have any alternate ideas as to how this problem could be resolved ?

Mr. Osmiro. Mr. Chairman, I arrived earlier in Washington than
I expected, because I had short notice and I was not familiar with the
problems. But, like many other things, the more you look into the
problems, the more you find that the solutions create problems also.
Frankly, I do not have the experience, nor the knowledge, nor the back-
ground to contemplate any specific suggestions.

The only suggestion that we thought of back in Honolulu, at the
time the resolution was drafted, was on the basis of what meager in-
formation we had. We felt that if the carriers in the foreign com-
merce could be subsidized that we saw no reason why the domestic
carriers could not also be subsidized. But as far as the other solu-
tions are concerned, we would rather leave it up to the wisdom of
the committee,

Senator Barrrerr. We assuredly would not ask you to appear here
before the committee as an expert on maritime transportation.

Do you have the feeling that these repeated freight rate increases
are bearing down hard upon the individual citizen of Hawaii?

Mr. Osriro. Yes, Mr. Chairman, for this reason : The figures quoted
by Senator Long, as well as the attorney general, are correct. But
those figures, I believe, take into consideration the years from 1950 to
1959. Just for curiosity, before I left Hawaii, I had a reference
bureau check into the rates since 1946 and the astounding thing is
what we could have shipped in 1946 for a hundred dollars would cost
today, in terms of freight alone, $275. That means that we have less
money to buy other consumer goods or to buy other products from the
west coast or any other place: and that is the reason why I would like
to emphasize the factor of national economy, because Hawaii is a
good market for a lot of the west coast industries. But if the tariffs
keep on rising, it is going to get to a point where we may have to turn
to other sources for our products, like the attorney general indi-
cated. We buy a lot of lumber from Canada, whereas we used to buy
it from Washington State and Oregon and California.

Senator BarrLerr. Of course, these figures you produced, to which
you just referred, are startling that it costs $275 now to ship an item
which could have been shipped for $100 in 1946. But I don’t suppose
anyone would contend that this represents an average of the inflation-
ary process to which this country has been subjected since then. It
is extraordinary, is it not?

Mr. Osuiro. Yes, Mr. Chairman.

Senator Barrrerr. Mr. Grinstein ?

Mr. GrinsTEIN. 1 have no questions.
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Mr. Boureox. I have none.

Mr. Gopineg. I have none.

Senator Barrrerr. I want to thank you very much. And I would
deem it a personal favor, Mr. Oshiro, if you would thank your col-
leagues in the house of representatives for having made it possible
for you to come here to testify before the committee, because you have
given us some data that otherwise would not have been available.

ut, more importantly, you have contributed by informing us of the
concern of the people of Hawaii in respect to this problem. I per-
sonally am deeply appreciative.

Mr. Osnairo. Thank you, Mr. Chairman.

Senator Barrierr, Mr, (’%nding just informs me that the next sched-
uled witness, Governor Merwin of the Virgin Islands, will not appear
before the committee,

Incidentally, it might be mentioned that the Virgin Islands do not
fall within the provisions of the cabotage laws which apply to these
other areas.

Let’s go into recess for 10 minutes.

(A short recess was taken.)

Senator BarrLerr. The subcommittee will be in order.

It is our pleasure now to hear from the former Associate Solicitor
of the Department of the Interior and the present secretary of Guam,
Mr. A. M. Edwards.

STATEMENT OF A. M. EDWARDS, SECRETARY OF GUAM

Mr. Epwarps. Thank you, Mr. Chairman.

I wish to take this opportunity on behalf of the people of Guam
to say how deeply appreciative we are of this opportunity to appear
before you and express our views on this matter, which is of vital im-
portance to the island of Guam. Governor Flores asked I express his
regrets he was unable to be present and he asked that I appear and
present his views.

As you know, Guam is the most distant of the U.S. territories from
the mainland, being some 3,200 miles west of Hawaii. In fact, Guam
is the gateway to the United States from the Far East, being approxi-
mately 1,500 miles east of the Philippines. It is the largest and the
greatest populated of the Marianas Ts]l:uuh-:. having a land area of 221
gquare miles, with a population of about 70,000 persons, of which
about 30,000 are natives of Guam and the rest composing the personnel
of the Armed Forces, their departments and civilian personnel con-
nected with the various activities of the military and other Federal
and territorial activities.

Our present economy is based on furnishing services to the Armed
Forces. We have very little industry, although effort is being made
at the present time to revitalize the use of coconuts, which before
World War IT was one of the main sources of income for the territory.
While we are attempting to do this, we have discovered that a large
number of our coconut trees are diseased and we are having a survey
made now by a doctor who was formerly of the University of the
Philippines to determine whether or not we can utilize our coconuts.
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Senator Barrrerr. If he can’t do it, remember the Bartlett tree
surgeons.

Mr. Epwarps. I certainly will.

We understand and we have had information that there is a new
machine that will produce not only coconut oil but also coconut flour,
and ntilize the fiber of the coconuts and, if this would develop, if this
machine is practical, and can be economically operated, feasible for
operation on Guam, it would give us some industry.

There is little agricultural activity, although efforts are being made
to increase the production of food. We are working now in develop-
ing some poultry, but as to agriculture we are still confined more or
less to truck gardening, and we do not begin to serve anywheres close
to 10 percent. It is confined to mostly the use of bananas; we have a
few pineapples, which are used for the local market: but nothing is
exported and in fact we have to import all of our fresh fruits and
vegetables.

As I have said, we import over 90 percent of all of our food products,
and 100 percent of all other consumer items needed for the civilian
economy. Therefore, transportation is a vital connecting link to our
lifeline. In other words, (l}uam cannot survive without sea trans-
portation.

Guam, too, has been and is being affected by general rate increases.
We have had two recent rate increases, with the second coming prior
to the final defermination of the first. And these cases are still pend-
ing before the Maritime Board.

We are also in a similar position as is Hawaii, since coastwise
laws which protect American maritime industry in the shipment of

goods between the coastal cities on the mainland likewise :lpplf! to
a

Guam. And at this point we recognize that since coastwise laws
applied to Guam, the shipper of merchandise in an American-flag
vessel from the States—say it is shipped to Japan, that carrier gets a
subsidy, whereas if it is shipped to Guam, which lies practically due
south of Tokyo, being the same distance from the same city, the
carrier gets no subsidy. And thus the people of Guam have to pay
full rate, plus reasonable rate of return on their investment, in having
all of our commodities transported and all the cargo transported to
Guam.

In addition, we have, because of our location, and because of the
nearness to the Far East, we are a vital link in our national defense
and by reason thereof Guam does not enjoy the same privileges as
the coastal cities on the mainland or in other areas under the United
States flag, with regard to competition from foreign vessels.

By Executive Order No. 86-83, dated February 14, 1941, Guam
was declared and reserved as a naval defense sea area and all foreign
vessels are prohibited, unless their entry is authorized by the Secre-
tary of the Navy.

Sinee this is a matter of our national defense, naturally we in Guam
are not in a position to comment thereon. We only wish to call
this matter to your attention so that the committee might be cognizant
of this matter,

71709—862 ]
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I should like to file with the committee an exhibit which shows
the commercial inbound and outbound cargo broken down to show
whether originating in the continental United States, Hawaii, or
foreign countries, and this is broken down between two commercial
carriers serving the area and it covers the years 1955 through the
first half of 1956. It also shows the dollar value of this cargo, on the
commercial cargo.

We also have here the military cargo, that is, carried by these
civilian vessels, of the two carriers who serve that area. This does
not include the cargo that is transported by the Navy.

In conclusion, I would like to say that the people of Guam feel
that we should have some relief because as you can readily under-
stand, since over half of our population is tied in with the military
and have what we on Guam call “commissary privileges,” the other
half being the natives and the people connected with the civilian
economy do not enjoy those privileges.

We get all of our products, food, consumer durables, through com-
mercial lines. For example, it costs us, to buy a roll of toilet tissue.
more for freight than the cost of the item itself. In fact. I think
I was told that a box of toilet tissue runs around $8 and the freight
onit is $11. So you can see how our economy is tied in to the shipping
and when you realize that our carriers get no subsidy because we are
within the confines of the coastwise laws, it makes it a rather hard
and difficult situation to put upon our civilian economy, the high
rate of transportation that we have out there.

That concludes my statement. I would be delighted to answer any
questions.

Senator BarrreTr. Thank you, Mr. Edwards.
First, let me say the exhibit to which you referred will be accepted.




DOMESTIC OFFSHORE SHIPPING

above-mentioned material follows:)

Report of cargo inbound-outbound, Guam, M.I.

124

735
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Senator Barrerr. What was the value of the imports for the last
year for which there is a record, civilian ?

Mr. Epwarps. That is total import?

Senator BartLerT. Yes.

Mr, Epwarns. For 1959 it was approximately—we had $24,180,179
imported from the United States; $404,322 from Honolulu, Hawaii;
and the foreign imports were $3,734.310.

Senator Barrrerr. The goods thus imported were exclusively for
the use of the eivilian population ?

Mr. Epwagrps. Yes.

Mr. Barruerr. You told us, as I recall, that about half the civilian
population is connected with our Military Establishment in one way
or another?

Mr. Epwarps. A little over half.

Senator BarrLerr. What do the remainder of the people do?

Mr. Epwarps. Primarily serve military establishments.

Senator Barrierr. But those who are not connected, I mean?

Mr. Epwarns. Still servicing the establishments, like our civilian
laundries service the people who take and work for the Government:
private industry, as you know, the military buys quite a bit from local
firms, whatever they buy locally, that is, things that are coming in,
and really the principal function is serving the military and servicing
them.

Senator Barrrerr. Do you know if the U.S. cabotage laws have been
in effect ever since we have had jurisdiction over Guam ¢

Mr. Epwarps. I am not certain just when they went into effect. We
took jurisdiction over Guam in 1898, the Treaty of Paris. Is my
memory right? Did it start in 1916 or when? I am not familiar
enough with it.

Senator BarrLerr. We will allow you to consult your sources and
furnish this information for the committee files and include the
answer to the question I asked, which you couldn’t be expected to
answer offhand.

As a matter of practice, does the Navy permit many, or any, foreign
ships to put in to Guam and deliver cargo?

Mr, Epwarps. No, sir; none.

Senator Barrrerr. What U.S. carriers serve Guam ¢

Mr. Epwarns. Pacific Far East and American President Lines.

Senator BarrLerT. You spoke about two recent rate increases. Of
what order were they ?

Mr. Epwaros. I don’t have the numbers of them. From the Mari-
time Commisgion.

Senator Barrrerr. Will you please also supply for the files at your
convenience the dates and percentage increases applied. And it might
be well to go back for a period of 10 years before the first of these rate
increases and give us information as to what happened during that
time.

Mr. Epwaros. All right.

I would like to say i this connection that we have a local counsel
in the government of Guam which was handling those rate cases, and
he wonld be available to give any information to your staff on any of
the background here on these specific items.

Senator Barrrerr. Very good. Thank you. What ishisname?

Mr. Epwarps. Eugene glewa,rt, of Hume & Stewart.
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Senator BarrLerr. Here in town ?

Mr. Epwaros. Yes.

While his commitments precluded him from being here today, to-
morrow he will be available any time that your staff might wish to
contact him and will be delighted to cooperate and give you any in-
formation as to all of these ﬁner points on these cases which are still
pending,

Senator Barrrerr. How do you account for the fact that there has
been such a slight development of agriculture there ?

Mr. Epwarps, Well, as you know, the minimum wage laws, Fair
Labor Standards Act, applies to Guam.

Senator Barrrerr. Does that apply the same way as to Iowa, for
example?

Mr. Epwarps. The same way exactly. It is $1 minimum now. So
everybody who can get a job with the military gets a job with the mili-
tary. As you know, our land is voleanic and coral. We have a ter-
rific amount of insects that just devour crops as fast as you can put
them in and the net result is it is extremely difficult to produce them
and in the tropical climate it just keeps you busy trying to keep the
undergrowth down. It grows faster than your crops. Being ter-
rifically small areas, maybe 2- and 3-acre tracts, and that is a sizable
tract, it keeps you busy trying to keep everything but the crops from
growing and you cannot use mechanical equipment, it is not large
enough, the areas are not large enough, the farmers are not sufficiently
established that will permit them to do it.

Senator Barrrerr. Do the homestead laws of the United States
apply to Guam?

Mr. Epwaros. Well, no, they don’t. No public land laws of the
United States apply to Guam. And that is another situation. A
large number of acres were used during the war, after Japanese oc-
cupation was ended, and the military came in, we just have acre upon
acre of airfields under concrete strips. Our best and most productive
land is there now. And it is truly amazing when you go onto that
island and see the terrific buildup we had to have, which was so es-
sential and such an important point in the war, but still they have
removed a lot of the buildings and you just see acres of roads, tar
roads, water-bound roads, concrete runways, and a lot of that land
has not been returned to production and it would cost a terrific amount
to get it back.

'ﬁ;e Navy and the Armed Forces are trying as they determine, in
their wise judgment, they don’t need any land, they are turning it
back, that is, some of it goes to the government of Guam and some of
it was on lease, they acquired some of it, and in that way they dis-
pose of it under our regular disposal laws.

But the conditions are such that people cannot take and make
enough or get enough capital to start ont and try to clear the land
where there isn’t concrete and still at the same time produce a crop and
make enough, because they can live, as T say, they get our minimum
wage, $1, and our civilian economy is—our civilian workers try to get
a job with the military.

That is the reason why, before World War IT, copra was one of the
main stabilized crops they had, very productive. But you cannot use
coconut trees and generate copra with labor at $1 and $1.25 an hour.

Senator Bartrert. It won’t work out.
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Mr. Epwarps. It just won’t.

Senator Barrrerr. Is the land fertile?

Mr. Eow ArDS, Some of it is and some is not. The southern half
of the island is very hilly and in fact that part will not produce very
much of anything, because after you pass up 100 or 150 feet above
sea level it becomes very arid and very hilly, very little arable land
?‘h?l'!e It is the northern half, and that is where we have all our air-
ields.

Senator Barrurerr. What is the highest point on Guam?

Mr. Epwarps. About 1,850 feet, I think.

Senator Bartrerr. How far south from Tokyo isit?

Mr. Epwagps. It is about 1,600, I think.

Senator Barrrerr. In case you are curious, I am only asking you to
educate me. I don’t know this will be useful.

Mr. Epwarps. Well, I think your colleague, Senator Gruening, and
Senator Long, they made a trip out there, and I would strongly urge
that every Senator, every Senator, should see Guam, Having served
in Washington a number of years, working in these things, as you well
know, for the last 6 or 7 years, vou just don’t realize the problems that
you f.l: e when you go out there and see it. They are terrifically loyal
people. It is truly a wonderful sight to watch these small Guamanian
children all line up in the front of the school and make the pledge of
allegiance to the flag in the morning. They are patriotie, very loyal,
and energetic.

Senator Barrrerr. Are the services and facilities of the Farmers
Home Administration available to people there?

Mr. Epwarps. No. There is no Federal agricultural activity being
done in Guam today.

Senator BarrLerr. How many Guamanians are there?

Mr. Epwarps. A little over 29,000. That is the 1960 census.

Senator Bartrerr. How large did you say Guam is?

Mr. Epwarps. 221 square miles. Tt is approximately 30 by 8, 30
miles long by 8 miles wide.

Senator Barrrerr. I don’t know that when the witness from Alaska
appears he will be able to give, if he so desires, situations comparable
to that which you cited. I don’t know he will deal specifically with
toilet tissue, but situations where the freight is much higher than the
original cost.

But let me say what you already well know: in other ways there
are startling contrasts. You said the land area of Guam was 221
square miles and the Department of Interior recently created in
Alaska a wildlife range of over 14,000 square miles of land with,
perhaps, not much more agricultural activity there.

Now, Mr. Edwards, you are appearing here on behalf of the people
of Guam, and you suggested that they need and they are entitled to
some relief from the present situation relating to maritime transporta-
tion. Are you in a position officially or otherwise to inform the
committee as to what you believe the nature of that relief ought to be?

Mr. Epwarps. Well, naturally I cannot speak for the administra-
tion or the Department of Interior under which we all serve. I can-
not speak officially, except I can say it was the idea of Governor Flores
that we have to be put in a comparable position as the man who is
shipping cargo from the United States to a foreign country, because
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we are so far away. The coastwise laws were to protect the American
maritime industry, going from New York, say, to New Orleans,
around to San Francisco. But when you are approximately 6,500
miles from the mainland, which is much farther than a lot of foreign
areas are, and whenever American carriers carry cargo to a foreign
area, the people of the United States subsidize so he can compete with
foreign carriers. The people of Guam don’t have that. We don't
get the benefit of that. And still we are much farther away and our
rates, as you can recognize, because of the distance, we have to pay the
straight out and out rate that the carrier has to demand for his rate
of return, which makes it rather a high rate.

Senator Bartrerr. Out of your long experience in territorial mat-
ters, do you have any present recollection of why it is that the cabotage
laws are not applied to the Virgin Islands and are to Guam?

Mr. Epwaros. Well, when they wrote the Virgin Islands Organie
Act they left it up to the President to determine. That was in 1936,
It was left up to the determination of the President whether or not
they should be applicable and he issued an Executive order deter-
mining they should not be applicable. The only other area, as I
understand it—I am not an expert on coastwise or any maritime laws,
because, as you know, in the Department our experience or my experi-
ence has just been with other [lnws which would come before us on
various matters—but, as I understand, American Samoa is the only
other area in which coastwise laws are inapplicable, and since the
President made the Virgin Islands inapplicable, we, Puerto Rico,
Alaska, and Hawaii were the only ones that were made applicable
to it.

Senator Barrrerr. The President couldn’t change the situation re-
garding Guam. That would have to be done by law.

Mr. Epwarps. That has to come within—it would require legisla-
tion, yes.

Senator Barrrerr. Thank you very much.

Mr. Grinstein ?

Mr. Grixsrery. Mr. Edwards, you said Pacific Far East Lines and
American President Lines serve Guam. Do they have any obliga-
tions to serve Guam, or do they do it because they think it is good
business ?

Mr. Epwaros. Well, really I am not in a position to say absolutely
whether they are under an obligation or not. I don’t know if steam-
ships have something like a certificate of convenience that is required
of bus lines or sometﬁin like that. The airlines have; they get sched-
uled airlines and they ﬁ:n‘e to have a certificate. I am not familiar
enough with it to determine whether or not Maritime issues those
certificates or not.

Mr. Grinstery. Well, let me ask this: We will say Pacific Far East

. - - - . . g
Lines serves Guam. Does it serve it with a subsidized vessel and re-
pay back to the Treasury the amount they are subsidized?

Mr. Epwaros. Again, { am not familiar enough. That is why I
suggested that you might get all of these answers from Mr. Stewart,
who is fully familiar. He is a maritime specialist here in Washington
and would be familiar with that. I am not familiar enough with it
to determine just what the situation is on those technical aspects,
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Mr. GrinsteEin. The main source of supply, then, for the civilians
in Guam would be the U.S. mainland, including Hawaai, and the
main source of supply would be the U.S. vessels

Mr. Epwarps. Oh, yes; it is the only source.

Mr. GrinstEIN, Thank you.

Senator Barrrerr. Mr. Bourbon ?

Mr. Bourson. Did those two lines make application to Maritime
to serve you by more frequent calls?

Mr. Epwarps. I beg your pardon ?

Mr. Boursox. Di(ig {’aciﬁc Far East and APL request permission
from Maritime to make more frequent calls at Guam? It seems to
me I read that recently.

Mr. Epwarps. Well, I don’t recall whether they made a %lication
or not. I can tell you that in 1955 there were 58 vessels of PFE, 58
in 1956, 55 in 1957, 88 in 1958, 36 in 1959, and 18 in the first 6 months
of 1960.

Mr. Boureon. Do you have adequate service from them now?

Mr. Epwaros. Yes, I would say we have adequate service. Nat-
urally all our passengers come in by air and all of our mail is by air.
We have mail service by Pan American three times a week and we
have two flights a week out of Guam to the mainland. But all of
our produce comes in, all of our supplies, food products and con-
sumer durables, automobiles and hard and soft goods, by ship and the
average, as I say, is about once a week.

But here recently, the first 6 months of 1960, we had 18 vessels out
of 26 weeks. And APL had only eight vessels. So really, the first
6 months we had 26 vessels and there were 26 weeks. Now sometimes
they land within a day of each other.

Mr. Bourson. Doesn’t it seem strange, that if I recall properly,
you said you brought $24 million in imports from the United States
and only about $3 million from the Far East? They get a subsidy
on anything that is shipped from the Far East, don’t they, to Guam,
because that is foreign trade? I would think you would be able to
buy a whole lot of things a lot cheaper in the Far East than in the
United States and yet yon buy eight times as much from the United
States.

Mr. Epwarps. Well, the only imports we get from foreign countries
is some food products and some soft durables and a few automobiles,
but that is about the extent of it. These people mostly buy stateside

roducts. Now I am not certain whether they are subsidized on their
oreign merchandise that is brought in from Japan or Hong Kong
or Manila ; T am not familiar enough with that to say.

Mr. Bourson. They must be, because they are bringing it into the
United States.

Mr. Epwarps. I would imagine it would be, too, subsidized forei
merchandise. I would imagine it would be, but I am not certain of it.

Mr. Boureon. That isall.

Senator BarTuerr. Mr. Goding?

Mr. Gobing. In an area you are probably very familiar with, you
recall the Commission on the Application of Federal Laws to Guam
that made a report following t,Ee enactment of the organic act and
pursuant to the terms of that act ?

Mr. Epwarps. Yes,sir.
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Mr. Goping. If I recall, that Commission recommended that Guam
be removed from the protection of the coastwise laws.

Mr. Epwarps. That is correct, sir.

Mr. Gopine. Do you recall what happened subsequently? I can
see that in view of the security problem that you might not get serv-
ice, but there might be other reasons.

Mr. Epwarps. Well, no: no action has ever been taken on it. We
went through this application, this Commission’s recommendations
on the application of Federal laws to Guam and put in everything, but
because of the defense sea area nothing was done on that.

Mr. Gobing. My understanding is, and it may not be correct, if
Guam were removed from the protection of the cabotage laws, the
subsidized lines operating there could then serve the area without re-
bating the subsidy on that.

Mr. Bourson. That would seem to be so.

Mr. Goping. I wondered if that possibility had been considered.

Mr. Epwaros. Well, you could keep it a Navy defense sea area and
keep out the foreign vessels and still make an exception to the coast-
wise laws and permit a subsidy.

Mr. Gopine. In other words, Guam would then have the benefits of
a subsidy ?

Mr. Epwarps. Yes, and still there would be no foreign vessels com-
ing in.

Senator Barrrerr. Mr. Edwards, do you have an adequate harbor
or harbors at Guam ¢

Mr. Epwarps. A very good harbor. Tt is naval, but very good,

Senator BarrLerr. The commercial carriers use that harbor?

Mr. Epwarps. Oh, yes. They come in and one side is set off for the
Navy, and the Government. of Guam operates the commercial port.
These figures T am giving you are taken from our Department of
Commerce, which the commercial port is one of its bureaus.

Senator Barrrerr. Thank you very much. We are grateful for
Your appearing here.

Mr, Epwarps. It was a pleasure.

I wish, on behalf of the people of Guam, to express our appreciation
for you giving us this opportunity to present this problem to you,
because it is most timely in Guam right now.

Senator Barrrerr. It ties in with the problem we have under con-
sideration, most assuredly.

The final witness today will be Mr. Fitch, of the Department of
the Interior.

STATEMENT OF EDWIN M. FITCH, ASSISTANT TO THE GENERAL
MANAGER, THE ALASKA RAILROAD, DEPARTMENT OF THE IN-
TERIOR, WASHINGTON, D.C.

Mr. Frrca. Mr. Chairman, I will try and speak somewhat more to
the point and more rapidly than our last Alaska Railroad trains
used to run in the old days.

When I first got off the train at Seward in 1947, T recall being met
by a resident who said, “Good old Alaska Railroad, on time to the
day.” We now are on time usually to the minute,
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Senator BarrLerr. Now Mr. Fiteh, I take that as a matter of
gospel, but before others may be willing to do so, you had better
identify yourself.

Mr. Frron. My name is Edwin M. Fitch, Assistant to the General
Manager of the Alaska Railroad. I have worked for the Railroad
since 1947 and my headquarters are in Washington, D.C.

Senator Barrrerr. And the Federal Government owns the Alaska
Railroad and it is operated under the jurisdiction of the Interior
Department.

Mr. Frrca. That is correct, sir.

Senator Barrverr. Thank you.

Mr. Frrcn. May I give just a brief history of the Railroad. We
have been operating in one form or another for more than half a
century. The Railroad goes back to the private railroad constructed
from Seward which eventually the Government took over. We run
from the port of Seward to Fairbanks, 471 miles. We also operate
out of the port of Whittier, which used to be a military port, but is
now deactivated. We still run there because there are two or three
large industries in Whittier which we must serve.

The financial characteristics of the Railroad can be described briefly.
Our freight income is about $12 million a year. Our total income
is perhaps a couple of million dollars more. About half our revenue
is from coal and oil. We try to keep our heads above water in terms
of breaking even, as far as our costs are concerned, and those costs in-
clude $1,900,000 a year depreciation. As of this time, this year, this
fiscal year, we are $130,000 ahead of the game. Since we were in the
red last year at this time, we are $630,000 better off, in terms of our
net now, than we were last year in spite of an increase in our deprecia-
tion charges.

Senator Barrrerr. Do you care to start a steamship company then
out of the profits?

Mr. Frren, I am a railroad man and I don’t know anything about
steamship companies, except this, the Alaska Railroad is in partner-
ship with the steamship companies. Their health is important to us,
as ours is to them.

We are also in partnership with the trucklines. We would rather
work with them than fight them, though sometimes they are a little
more ready to compete strongly with us than we are with them. We
have, I think, been very successful in winning the cooperation of the
truckers. We have done it through piggyback and containerization,
and I think the only excuse for your having me testify on behalf of
the Railroad is to secure added emphasis on the subject of container-
ized freight.

The Alaska Railroad, Alaska Steamship Co., and some of the barge-
lines have pioneered in containerized freight in the Alaska trade.

If you had looked at our Anchorage yard on a sunny day in Jan-
uary—if I had been in Anchorage in January, I would have escaped
the rigors of the Washington winter—you would have seen flatears
loaded with containers and piggyback trailers all over the place.
Every time I go down past the Potomac yard I look for piggyback
and containers and rarely see them.

In my judgment, and if you will allow me a bit of bragging, the
Alaska Railroad is the No, 1 container railroad in the whole United
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States in terms of the percentage of its traffic which is shipped via
containers. The reason it is so economical for us to do this is im-
portant, I think, to this committee in considering water transporta-
tion, because we have an advantage in terms of saving through con-
tainers that a railroad that does not cross a dock does not have.

. Our goods must come largely via Seattle, or Portland, or San Fran-
cisco, over a dock. They are taken to Seward by ship or barge, again
transferred over a dock and placed on Alaska Railroad trains to go
into the interior to Anchorage and Fairbanks. It has been savings
due to that kind of transportation which has been responsible for
the fact that the Alaska Railroad is probably the only carrier in the
world that is paying 1961 prices, and is charging just about what it
charged in 1937 for transportation. That is not true in some par-
ticular commodities, but by and large we are making about the same
per hundred pounds of freight as we made in 1937 for our line haul
over the Alaska Railroad.

Senator Barrrerr. May I interrupt at that point ?

You said you are making about the same amount. Are you also
charging about the same amount.?

Mr. Frrcn. I beg your pardon, sir, I meant charge, not make. We
are charging about the same amounts as we charged in 1937. One
obvious example is our passenger rate which was 6 cents per mile in
1937 and is 6 cents per mile in 1961.

I am happy to report that our longshoremen—these longshoremen,
by the way, are the employees of a contractor of the Alaska Railroad.
not ours—they are cooperating with us in this endeavor. They are
not resisting containerization. They realize that containerization
means a great deal to the maintenance of the port of Seward as a suc-
cessful port, and we are extremely pleased with the way the ILWU
officers and members in Seward are cooperating to be certain that we
have an eflicient containerized operation at that point.

We also, of course, run piggyback, and we have done so for many
years. The largest truckers, some of them, in Alaska, may have 80
to 90 percent of their cargo going over our railroad piggyback. I am
told that there are one or two lines that have never sent a pound of
freight over the highway, but have used us for the over-the-road trans-
portation and have themselves then been the delivery carrier.

We on the Alaska Railroad regard piggyback as old fashioned,
however, and expect containerization will increase, and pigeyback
will decline as far as we are concerned.

I would like to call the attention of the committee to the fact that
the Alaska Railroad has a very lpmfmlml and deep interest in through
rates to Alaska. We would like to look forward to the day when a
container could be loaded at the manufacturer’s warehouse in Chicago,
or Pittsburgh, or wherever the origin of the goods is, and that con-
tainer could go via rail through the ports to Anchorage or Fairbanks,
the only handling being the physical handling or placing the goods
inside the container at the manufacturer’s warehouse, and the taking
of the goods out of that container when it arrives at the merchant’s
warehouse.

Senator Barrrerr. This is not now possible !

Mr. Frrcu. No,sir,

Senator Barrrerr. Why?
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Mr. Frrcu. In the first place, the Alaska Railroad is not in a posi-
tion to allow its own containers to move very far out of Seattle.
There are no arrangements for pooled containers in this country as
yet to compare with the pooling of freight cars, which is done as you
know under the guidance of the Association of American Railroad’s
Car Service Division.

There is developing, through the freight forwarders, what would
amount to a pool of containers, and in the future Eerhaps this will
develop as far as the railroads are concerned. But there are obstacles
to it now. One, there are no physical arrangements for keeping track
of these containers, and I would be the first to admit this is a difficult
problem, if they should be shipped all over the United States and to
some extent all over the world.

In the second place, we have no way of establishing a through rate,
even if we did have pooled containers at this time, As you know, the
situation there is due to the fact there is one kind of regulatory board,
ICC, for the traffic to the port, and another, the Maritime Board for
the water carrier, and another, the Secretary of the Interior, for the
Alaska Railroad, or if it moves by truck, it goes back to ICC.

I should like to report to this committee that although some mem-
bers may have been disappointed at the action by the President in
vetoing a bill to place the Alaska Railroad under the ICC last year,
that the General Manager has recommended to the Department of
Interior that we be placed under the Interstate Commerce Commis-
sion for purposes of rate regulation only, and while that has not been
adopted as official policy by the Department, the General Manager is
recommending that be done.

I would like to close, sir, with one little statement about the future
of railroading. We on the Alaska Railroad do not feel defeatest about
railroads. We operate under a good many handicaps, and also with
some financial advantages, that is true, in terms of comparison with
Class I railroads. We are a one-way railroad, a short-line railroad,
a thin traffic railroad, but we have kept our heads above water. In
terms of the meaning of the railroad to Alaska, can I call your atten-
tion to the fact that two-thirds of the population lives along the rail
belt area.

I would also like to ask you to imagine what would have happened
to Anchorage if the Alaska Railroad had gone through Va{)cﬁsz or
Cordova. In my opinion the development of Alaska would have oc-
curred some place else. I suspect Anchorage would have been little
more than a village beside a salmon cannery, except as the railroad
moved through there. True, with the coming of the highways more
development is possible, but I doubt very strongly if the highways
would have come in the rail belt area except as the Alaska Railroad
had developed the area first.

I think there is a t future for railroads in terms of furnishing
economical and g and fast transportation. I would like to wind
up this brief statement by saying that it is very important to the rail-
road that we get along with our partners, the shipping companies,
with our partners the truckers, ancs) we hope that we can continue to
work with them as cooperatively as has been possible in the past.
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The general manager of the railroad, Mr. D. N. Smith, may wish
to file a statement with the committee, and I would like permission to
do so, if he wishes.

Senator Bartuerr. Granted.

Mr. Fitch, if these joint through rates could be established, is it
your oplmon that substantial savings might be made possible to the
ultimate consumer ?

Mr. Frrca. That is always theoretically so and I think in practice
it often is so. This, of course, could happen with or without con-
tainers. The reason for it is that almost invariably the fixing of rates
for the long through route means lower rates per ton-mile “than for
the short route. For example, the rate from Seattle to Seward, for
delivery in the city of Seward, for the water haul, is normally some-
what higher than tlm me ortional rate which upp]les if the thmu;;rh
rate is apphed going on through to Anchorage or Fairbanks, and in
terms of rate history, that has been almost always the case. It takes
men’s decisions to make it so, but I think that this history means that
there would be some likelihood of the same thing happening on through
rates to interior Alaska.

Senator Barrrerr. You spoke about the innovations and improve-
ments made in respect to use of containers, both at sea and ashore.
Is it not the case, as was suggested this morning, that if this had not
occurred, the rate increases for Alaska, and I must assume for the
other offshore communities, would have been much larger than actually
has been the case during the post-World War 1T pm-md ?

Mr. Frrem. I can ﬁpealx only for the Alaska Railroad directly, of
course, but if it had not been for containers, either we would be Tos-
ing several hundred thousand dollars every year or our rates would be
higher than they are now.

Senator BarrLerr. This then has been a highly significant develop-
ment in the transportation industry.

Mr. Frron. It?as, sir, and T think it has lessons for the whole of
the transportation industry, not just for the Alaska trade.

May I point out in that connection that the military now has in
use 85.000 containers for oversea trade. Those are the so-called Con-
ex hoxes.

Senator Barrrerr. What kind ?

Myr. Frrer. Conex boxes. A small container, as T recall, about 7 by
8 by 12 or 13 ; something like that.

Senator Bartrerr. There is no standard size for these containers?

My, Frrecm, Yes; these are all the same.

Senator Bartrerr. Those, but others have different sizes?

Mr. Frron. Yes; and that is one of the big obstacles to successful
containerization throughout the country. There are several commit-
tees working on that. I happen to be alternate to the general manager
as a member of two of them, one maintained by the American Stand-
ards Association and the National Defense Transportation Associa-
tion. They have agreed to a modular standard, in units of 10 feet,
10, 20, and so forth, and T regret to say that since we were in the con-
tainer business a long time before these standards were thought of, our
containers are all 24 feet long.

Senator Barrnerr. You were first?

Mr. Frroa. We were in there first.
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Senator Barrrerr. And biggest ?

Mr, Frrea., With the steamship companies, and there has been a
tendency for the steamship companies to use the 24 to 37 foot boxes.

Senator Barrrerr. Now you mentioned that the longshoremen in
the Alaska ports are of particular interest to you as a member of the
Alaska Railroad, and that they have accepted this change in circum-
stances, Was that acceptance readily given or did it come after
tumult and toil and trouble ?

Mr. Frrern, Remember T said that the contract—we have a long-
shore contractor who made the arrangements with the union. I was
not in Alaska at the time, but I am informed the acceptance was
readily given, and that the longshoremen not only caused no turmoil
and trouble, but they have recognized that their future in Seward de-
pends to a great extent upon the success of containerization.

Senator Barrrerr. I am going to suggest in this connection that
it. will be useful to have in the file, although not in the record, an
article on this very subject which appeared in a recent issue of either
Harper’s or the Atlantic Monthly—Harper’s, T believe—by William
(Glazier upon the subject of automation, and an agreement between
industry on the Pacific coast and the longshoremen relating to this.
It bears out your declaration, Mr. Fitch, that longshoremen have
been willing to accede to that which at first blush would seem to mean
a diminution of work opportunities for them.

Mr. Boursox. Could I ask a question, Senator ?

Senator Bartrerr. Yes; of course.

Mr. Bourson. Do your longshoremen up there share in the $5,500,
000 fund the Pacific coast people have set up to compensate them for
the less work ?

Mr. Frrer. The contractor’s longshoremen—they are not railroad
employees—have their own agreement with the contractor, and T am
quite sure this is a separate agreement, applicable to the port of
Seward, and so that T am almost certain they do not share in that.

Mr. Bourson. But there is a special bonus for acceptance of the
containers?

Mr. Frren. I would like to check that point. It is my understand-
ing, thongh, that there is a wage rate only for our longshoremen. I
am not aware of any special bonus for handling containers. But that
is subject to check, sir, and I will check that.

Senator Bartrerr. I think you will probably discover that the situ-
ation is otherwise, and that these longshoremen at Seward, who
make up a unit of the international union, are included within the
agreement. I don’t know this to be a fact, but I would think so be-
cause I think they would have this protection from their national
director.

Mr. Frrom. I regret I am not more expert on that point.

Senator BarrrerT. If you are not, it 1s about the only thing relating
to this you are not.

Mr. Frron. Thank you, sir.

Senator BarTrerr. Mr. Grinstein?

Mr. GraxsTeIN. You mentioned a lot of traffic is coming in by barge.
Is this increasing? Is more traffic coming into Alaskan ports by
barge?

Mr. Frron. Yes.
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Mr. GrinstemN. And they are bringing containers in by barge?

Mr. Frrom. That is correct.

Mr. GriNsTEIN. Are these regulated by the Federal Maritime
Board ¢

Mr. Frren. Iso understand, yes.

Senator BarrLerr. Mr. Goding.

Mr, Gopine. To supplement that, do you have railroad figures over
a tpenriod of years or could you supply them on the relative proportion
of ship and barge container traffic ?

Mr. Frrem. Over how long a period ¢

Mr. Gopineg. Over the last 4 or 5 years?

Mr. Frrcu, Five years. All right. I am sure Alaska Steamship
Co. will forgive me if I point out one of the problems here has been
the provision of deck space for containers and the conventional ship
doesn’t have a great deal of deck space for containers. It is possible
to modify it ang provide more.

We have had problems of getting the type of deck space which will
permit the maximum of containers in the trade. That has been one
reason for the increase in barges in the Alaska trade, though not the
only reason.

Senator BarrLerr. Thank you, Mr. Fitch, very much. We may be
calling on you at a later date for further contributions in the way of
information.

_'Zl[‘hfi{ committee will stand in recess until tomorrow morning at 10
o’clock,

(Whereupon the subcommittee recessed at 4:33 p.m., to reconvene
at 10 a.m., March 7, 1961.)

(Supplemental information from Administrator Thos, E. Stakem.
Jr., previously requested, follows:)
U.S. DEPARTMENT oF COMMERCE,

MARITIME ADMINISTRATION,
Washington, D.C. April 28, 1961.

Hon. E. L. BARTLETT,
Chairman, Subcommittee on Merchant Marine and Fisheries, Commitice on
Interstate and Foreign Commerce, U.S. Senate. Washington, D.C.

DEAR SENATOR BARTLETT : During my testimony on March 6, 1961, at the
hearing of your subcommittee inquiring into the problems of domestic offshore
shipping, I was requested to furnish certain informtaion for the record.

It occurs to me that it would be most convenient to you and your staff to
have the inquiries directed to me identified by the page numbers of the tran-
script of the hearing.

Accordingly, there is attached a series of pages on which we have identified
the requests by the transecript page numbers involved, followed by the re-
sponses thereto,

We will be happy to furnish any additional information available to us
which you may desire.

Sincerely yours,
Tros. E. STAKEM, Maritime Administrator,

Item 1—Pages 36-38

Furnish a statement on the formula used for recoupment of operating-diff-
erential and construction-differential subsidies when a subsidized vessel makes
a call to a domestie offshore area.

Cases involving questions of reduction of operating-differential subsidy where
a subsidized vessel makes a domestic call to an offshore area fall into two
categories, namely, (1) those areas which are subject to our coastwise laws,
in which case abatement of subsidy is required, such as Hawaii, Puerto Rico,
Guam, Midway, Wake, and Alaska; and (2) those areas which are not sub-
ject to our coastwise laws, in which case abatement of subsidy is not required,
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such as the Virgin Islands and Samoan Islands. There is a separate category
involving U.8. trusteeships such as the Marshall Islands, but these areas are
not territories of the United States, are not subject to our coastwise laws
(even though foreign-flag carriers are excluded from serving such areas), and
abatement of subsidy is not required.

In all cases requiring operating-differential subsidy reduction, the formula
for such reduction is spelled out in section 605(a), as follows :

“s % % if the subsidized vessel earns any gross revenue on the carriage of
mail, passengers, or cargo by reason of such coastal or intercoastal trade the
subsidy payment for the entire voyage shall be reduced by an amount which
bears the same ratio to the subsidy otherwise payable as such gross revenue
bears to the gross revenue derived from the entire voyage.”

For example, where a subsidized vessel makes a voyage in the mixed foreign
and domestic commerce of the United States earning a gross revenue of
$200,000 of which $20,000 was earned from the cargo carried in the domestic
trade, the amount of subsidy accrued for the entire voyage would be reduced
by 10 percent.

Additionally, if the subsidized vessel regarding which operating subsidy
must be reduced had also received construction-differential subsidy aid, section
506 requires the annual repayment to Maritime of “that proportion of [one-
twentieth or] one twenty-fifth [depending upon the statutory life of the ves-
gel] of the construction-differential subsidy paid [by the Government] for
such vessel as the gross revenue derived from the entire voyages completed
during the preceding year.” For example, assume that a vessel on which a
construction-differential subsidy of $5 million was paid earned $2 million gross
revenue during the year, of which $400,000 or 20 percent was earned from
cargo carried in the domestic trade. Twenty percent of one twenty-fifth of
£5 million (20 percent of $200,000) or $40,000 would be required to be paid
to the Maritime Administration.,

Item 2—Pages 39-40

Furnish whatever is available as to how the subsidization program by Canada
to its coastal and inland water carriers to provide services to outlying com-
munities works out,

Bill 336, passed by the House of Commons of Canada on June 23, 1947, estab-
lished the Canadian Maritime Commission, The Commission is responsible for
administering, in accordance with regulations of the Governor in Council, any
steamship subventions voted by Parliament and makes an annual report to the
Minister of Transport of its affairs and operations.

In response to an inquiry to the Canadian Embassy in Washington, D.C., the
Maritime Administration was furnished information on maritime subsidies by
letter dated November 17, 1958, copy attached.

In the Commission’s latest annual report, dated June 28, 1960, the following
is the full information reported on “Subsidized Steamship Services":

“In accordance with the terms of the Canadian Maritime Commission Act, the
Commission continued to administer subventions voted by Parliament.

“During the fiscal year 1959-60 subventions were paid for coastal and inland
services only. Thirty services received assistance, 2 on the west coast, to on
the Great Lakes, and 26 on the east coast; these included the river and Gulf
of St. Lawrence and the Canadian National Railways, Newfoundland coastal
services, comprising 9 different routes and 11 vessels, A strike of seamen on
the west coast resulted in a 2-week stoppage on subsidized steamship services.
One new service is included—the Trois-Pistoles and Les Escoumains service—in
which the Federal and Provincial Governments share equally.

“A new vessel has been built for the Department of Transport to be operated
on the Pelee Island and the mainland services. Tenders were called for the
operation of this vessel, to be submitted by February 15, 1960. The previous
contractor, the Pelee Shipping Co., Ltd., submitted the lowest tender and was
consequently awarded the contract to operate the service.

“The Commission's inspectors examined all services and carried out surveys
to ascertain the need for the continuance of existing services. The Commission
is represented on the standing committee of explosives in connection with the
dangerous goods shipping regulations in the Canada Shipping Act. It has also
been represented on several interdepartmental committees investigating trans-
portation problems, in various parts of the country.

71709—62——6
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Statistics of steamship subventions

Main esti-
mates

Interprovineial services between—
Quebee, Prince Edward Island, and Nova Seotia. .
Nova Scotis and Prince Edward Island
Nova Seotia and New Brunswick
New Brunswick and Quebec.. ... ______ .. 8
Prinee Edward Island and Nawfoundland___.___ el L . 72,000

Provinelal services:
British Columbia. - - -eoeeeeee.. .. 277, 736 204, 500
New Brunswick.. : = 104, 600
Newfoundland. - e 3,707, 854 | 3, 317, 000
Nova Scotia.. = , GO0 106, 900
Ontario. . __ B e TS } 157, 500
Quéebec. . - = R kit i B L S + 225,92 1, 059, 200

Total steamship subventions. T e 581,37 6, 088, 200

Passenger, freight, and mail trafic on subsgidized coastal services

Passengers.

Cargo (tons)

Mail (bags).
Viehigles_ .....______.

“The sum of §6,581,374 shown as paid in 1959-60 is the net sum after recover-
ing the undermentioned amounts by way of recapture of subsidy :

Prince Edward Island and Nova Scotia service 358, 216
Prescott, Ontario, and Ogdensburg, N.Y., service '___ 15, 000
Vancouver and west coast of Vancouver Island service 7,334

Total recaptuored.. . .. . _________ =L e o o el L) 80, 550

! Sinee the contract was negotinted in 1951, the total subsidles paid for the Prescott

and Ogdensburg service have been fully refunded,
CANADIAN EMBASSY,
Washington, D.C., November 17, 1958.

Irwix M. Huing, Esq.,
Chief, Statistics and Special Studies O flice,
Maritime Administration, Washington, D.C.

Dear Mg. HEINE: With reference to your telephone conversation a short while
ago with Mr. Broadbridge of this Embassy on the matter of maritime subsidies
as it concerns Canada, we now have received fairly complete information from
the Canadian Maritime Commission in Ottawa.

Prior to the establishment of the Canadian Maritime Commission in 1947
steamship subsidies were administered by the Department of Trade and Com-
merce. The Canadian Maritime Commission Act 1947, section 8b, states that
“the Commission shall administer, in accordance with regulations of the Gov-
ernor in Council, any steamship subventions voted by Parliament.” Administra-
tion of steamship subventions involves the duty of advising the Minister (of
Transport) the amount of subsidy which should be placed in the estimates upon
which Parlinment votes.

At the present time there are 29 subsidized services operating on the east and
west coasts of Canada. The attached list taken from the estimates of 1958-59
gives details; 27 of the services are purely domestic and 2 involve a call at a
U.S. port.

Many of these services have been established for some considerable time; in
most cases there is no choice but to continue them as communities have grown
up which are dependent on the service afforded and have no other means of
communication. For each subsidized service a careful check is made of current
expenditures and the contractor is required to submit Yearly financial state-
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ments, One of the difficulties which faces the Commission in this administration
is the steady increase in contractor’s operating costs particularly in regard to
fuel and labour. As far as it is possible to do so the Commission allows in-
creases in costs to be offset by reasonable increases in freight rates, dependent
upon the ability of the communities involved to pay higher rates., However, even
though rates are inereased as much as the traffic will bear there remain a number
of cases where without subsidy contractors would suffer operating losses.

Before recommending any increase in subsidy the Commission makes a com-
plete investigation into the facts and satisfies itself that the services are essen-
tial to the communities involved. A careful study is made of the applicant’s
financial statements and, where necessary, an independent audit is ordered.

Similar investigations are made in regard to applications for new subsidies.
These are only recommended on the grounds of public convenience and necessity
or in cases where the Commission is satisfied that the communications involved
in the new service will promote trade and be of economic service to the commu-
nity or the country at large,

In assessing the amount of subsidy that will be required a profit of not more
than 10 percent of the capital employed is allowed. Where the reliability of the
estimates of revenues and expenditures used for this purpose is in doubt, and
it is possible that the actual earnings may be in excess of the 10 percent allow-
ance for return on capital, a recapture clause is included in the subsidy con-
tract whereby the Government recovers, in whole or in part, the subsidy
which has contributed to such excess.

The following factors are taken into account before recommending the pay-
ment of a subsidy and assessing its amounnt,

1. ESSENTIALITY OF SERVICE

(@) Examination of alternatives, if any.
(b) Consequences of cessation of an existing service.
(¢) Adequacy of service to needs of area served—
(i) consideration of freight requirements:
(ii) consideration of passenger requirements.
(d) Development or maintenance of area served,
() Relation of proposed service to industry and to imports and exports of the
community concerned.
(f) Postal requirements,
(g) Link with other transportation services.
(h) Assistance to domestic or international trade.

2, FINANCIAL ASPECTS OF SURSIDY REQUESTED

(@) Analysis of award in relation to—
(i) type and frequency of service;
(ii) mumber of passengers to be carried ;
(iii) type and amount of freight to be carried ;
(iv) suitability of vessel employed or to be required
(A) cost of acquisition;
(B) cost of operation.

(b) Analysis of ancillary government costs; public works expenditures on ter-
minals, post office expenditures on carriage of mails, ete.

(¢) Analysis of balance sheets and profit and loss statements.

(d) Serutiny of aceounts in relation to costs, expenditures, capitalization, divi-
dends, profits, and depreciation, to ensure that service will be operated on an
efficient and economic basis,

(e) Study of competitive services, if any, to prevent abuse of subsidies for
competitive purposes.

(1) Study of passenger and freight rates to ensure that the immediate area is
bearing its fair share of the total and to prevent unfair effect on other rates in
the area.

(g) Consideration of corporate or personal status and financial ability of con-
tractor to perform service.

(h) Consideration of length of contract.

Yours sincerely,

A. B. RrreniIg,
Chargé @’Affaires, ad interim.
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Canadian Maritime Commission—Steamship subventions for coastal services
1958-59

Vancouver and northern British Columbia ports, service between____  $194, 500
Vancouver and west coast of Vancouver Island, service between_____ 100, 000

EASTERN LOCAL SERVICES

Baddeck and Iona, Nova Scotia, service between 17, 500
Campobello, New Brunswick, and Lubec, Maine, service between____ 8, 600
Cross Point, Quebec, and Campbellton, New Brunswick, service
between B s e M WM e T 8 R [ M 1 50, 000
Dalhousie, New Brunswick, and Miguasha, Quebec, service between_ 27, 500
Grand Manan and the mainland, New Brunswick, service between____ 95, 000
Halifax, Canso, Guysborough, and Isle Madame, Nova Scotia 30, 000
Ile-aux-Coudres and Les Eboulements, Quebee, service between 15, 000
He-aux-Grues and Montmagny, Quebee, summer service between____ 3, 300
He-aux-Grues and Montmagny, Quebee, winter service between 1, 700
Mulgrave and Canso, Nova Scotia, service between 54, 500
Mulgrave, Queensport, and Isle Madame, Nova Scotia, service be-
e 32, 500
Murray Bay and north shore of St. Lawrence River, Quebee, winter
service between 50, 000
Owen Sound and ports on Manitoulin Island and Georgian Bay, On-
tario, service between 100, 000
Pelee Island and the mainland, Ontario, service between—. . ____ 42, 500
Picton, Mulgrave and Cheticamp, Nova Scotia, service between 17, 000
Pictoun, Nova Scotia, Charlottetown, Prince Edward Island, and the
Magdalen 174, 000
Prescott, Ontario, and Ogdensburg, N.Y., service between 15, 000
Prince Edward Island and Newfoundland, service between 104, 000
Prince Edward Island and Nova Scotia, service between__ 56T, 000
Quebee, Natashquan, and Harrington, Quebec, service hetwee 607, 000
Quebec or Montreal, Gaspé and Magdalen Islands, Quebee, service
3150 g PR S e e LT e e s e A 189, 000
Rimouski, Matane, and points on the north shore of the St. Lawrence
River, Quebee, service between 125, 500
Riviére du Loup and 8t. Simon and/or Tadoussac, Quebec, service
21, 000

St. John, New Brunswick, Tiverton, Freeport, Westport, and Yar-

month, Nova Scotia, service between 33, 000
Sorel and Tle St. Ignace, Quebec, service between 43, 000
Sydney and Bay St. Lawrence, Nova Scotia, service between__.____ 45, 000
Newfoundland coastal steamship services__________________________ 2, 800, 000

Item 3—Page 41

Furnish information as to what ships in the reserve fleets are suitable and in
comparative readiness for nse in the several domestic offshore trades if a
Government charter program is deemed appropriate,

With respect to the Alaska, Guam, and Hawalian trades, the following sult-
able ships are available from the west coast reserve fleets:

VO2-8-AP2 (Victory)
VCS8-8-AP3 (Vietory)

In addition to these ships it is estimated that one C-2 ship will be traded in
under the trade-in and build program and become available on the west coast
during the next 12 months,
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With respect to the Puerto Rican trade, the following ships are available from
the Atlantic and gulf coast fleets:

In addition to the above it is estimated that two C-2 ships will become avail-
able from the trade-in and build program on the Atlantic coast during the next
12 months.

Item j—Page 4}

Advise whether certificates of convenience and necessity would be limited to
ships or whether they would also be applicable to barge operations.

We understand the test as to the applicability of certificates of necessity
requirements under the Interstate Commerce Act is whether the carrier oper-
ates as a common carrier by water. If so, a certificate is required. If the
operation is that of a contract carrier, a permit is required, except in a very
limited area.

Consequently, it appears that certificates of necessity could be issued to barges,
as well as ships, when operating as common carriers.

Item 5—Pages §6—47 (see pp. 30-32)

Furnish any available information as to the relation between ocean transporta-
tion costs and consumer costs in the offshore domestic areas.

As was indicated at the hearing, the Federal Maritime Board has undertaken
no cost study, as such, of the relation between ocean transportation costs and
other costs which are involved in establishing the ultimate consumer costs.

The subcommittee chairman apparently concurred in our recommendation
that before any conclusion is reached as to the advisability of adopting any of
the enumerated alternative methods of lowering freight rates, an effort should
be made to settle definitely the relationship of the ocean carrier charges to
other cost factors. We believe that only by an analysis of the result of a
thorough study of the cost factors contributing to the ultimate consumer costs
can it be determined whether the ocean transportation charge is such a signifi-
cant factor in the ultimate consumer cost that a reduction of ocean freight
rates would accomplish the desired result. As we envisage it, the suggested cost
analysis would be made with respect to commodities exported from the mainland
to Alaska, Hawali, Guam, and Puerto Rico, and commodities imported therefrom
which have a significant effect on the economy of these domestic, noncontiguous
areas. The study would cover all factors that affect the ultimate costs of each
selected commodity, including, but not limited to, price of items at mainland
sources, packaging and crating, inland transportation and handling at each end,
ocean transportation, insurance, loading and unloading aboard ship, losses, in-
land distribution, and wholesale and retail prices. Inasmuch as such a study
is beyond the area of our responsibility and capability at present, we suggest
that the subcommittee consider employment of one of the many independent
research and management consultant firms who can furnish an objective report
of the type desired. In order that the subcommittee have some idea of the ex-
pense it would incur in obtaining such a report, we have obtained from one
firm an estimate of $57,000, under a cost-plus-a-fixed-fee type of contract and a
6-month period for completion.

Item 6—Pages §8-59, 65

In the hearing before the Subcommittee on Merchant Marine and Fisheries,
Committee on Commerce, on March 6, 1961, relative to the domestic offshore
shipping problems, Hon. Ernest Gruening, U.S, Senator from the State of Alaska,
asserted that the effeets upon Alaska of the operations of the carriers and the
administration of shipping affairs by the present Federal Maritime Board and
its predecessors have not given indications that consideration of the public in-
terest is of concern to either. In addition, Senator Gruening stated that neither
the Federal Maritime Board, the Maritime Administration, nor their predeces-
sors had ever offered any suggestions to solve the plight of domestic water trans-
portation—particularly in the Alaska trade.




82 DOMESTIC OFFSHORE SHIPPING

The Federal Maritime Board and the Maritime Administration feel that they
and their predecessors have shown continuing concern for the public interest
of the noncontiguons States and territories and that their concern in this re-
spect, as well as their concern for the economic well-being of the ca rriers, is in-
dicated by their annual reports to Congress since World War II. 1In fact, the
volume of material included in the annual reports during those years relative to
the domestic offshore trades makes it impractieal to repeat for insertion in the
record. However, an examination of such reports makes it apparent that the
Board and Administration, and their predecessors have been acutely aware of the
problems in the offshore domestic trade, particularly Alaska. Within our statu-
tory authority, various efforts have been made to implement the requirements of
services to such areas. Among other things, carrier service to the Alaska area
has been aided for years by providing Government-owned vessels under bare-
boat charters. Favorable bareboat charter rates and off-hire arrangements have
enabled the furnishing of services to Alaska which would not otherwise have
been provided by commercial enterprises. Bareboat charters to all domestic
operators provided for a base charter rate of 814 percent of the statutory sales
price, with additional charter hire of 64 percent, if earned. Charters for foreign
operations provided a single rate of 15 percent. Following World War I1, the
first choice for purchase of Government-owned vessels made available under the
Merchant Ship Sales Act of 1946 was given to domestic operators in recognition
of the fact that their ships were the first ones available for defense purposes and
in recognition of the urgent need for reestablishing domestic waterborne services.

Senator Gruening also asserted, “That the unduly high cost of living [in
Alaska] is a direet result of the high costs of waterborne transportation is un-
questioned,”

On the basis of the limited information developed in the hearings and our
information as reported to your subcommittee for inclusion in the hearing
record, there is considerable doubt as to that coneclusion. This uncertainty is
the prime reason for our recommendation to your subcommittee that a compre-
hensive survey be made to settle definitively the relationship of the various cost
factors which go into the ultimate consumer costs,

As to Senator Gruening’s allegation of a lack of concern for the “public
interest,” it is the view of the Board and the Administrator that the “public
interest™ of the offshore domestic areas is hest served by adequate and continuned
waterborne transportation. Consequently, the Board has exerted its efforts
to prevent unwarranted returns to carriers through increased rates but with
the knowledge that refusal of increases which are shown to be necessary in order
to provide a minimum fair return to the carriers on their investments would be
contrary to the earriers’ constitutional rights and would lead them to reduce
substantially or completely terminate their services to such areas.

Item 7—Page 67

Has the Department of Defense ever made a determination as to how many
ships are required in the domestic offshore trade?

The planning groups of all services submit their ocean 1ift requirements to
JCS in terms of measurement tons. These data are collated by the joint staff
and summarized in terms of overall military requirements. Ocean lift require-
ments are not refined to the point of specifically stating ship requirements for
a particular service or operation.

Item 8—Page 69

Has the Board ever made a general investigation of domestic offshore ship-
ping. both with respect to increasing rates and a projection of the burden it
would impose on the economy generally?

The Board has not made a general investigation of this nature. However, a
study was conducted by the Maritime Administration in April 1959, entitled
“United States South Atlantic-Puerto Rican Shipping Services” which indieates
the consideration given to the economy of that area. Copies of this report were
sent to the House Merchant Marine and Fisheries Committee, House of Repre-
sentatives, in April 1959. (The study referred to is contained in the committee
file for reference. )
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Item 9—Page 71

Furnish a comparison of the rates between mainland—domestic offshore areas
and mainland—foreign ports of comparable distances.

Freight rates are stated in different fashions, some as cents per cubie foot or
100 pounds, others as dollars per ton of 2,240 or 2,000 pounds or of 40 cubic
feet, ete, In order to present the desired comparison in a readily understand-
able manner, the attached table (item 9A) has been prepared to show the charges
for moving defined lots of cargo from named ports to particular destinations.
For example, the first column is the charge for moving a typical automobile
(Ford, Chevrolet, Plymouth) measuring 540 cubic feet and weighing 3,600 pounds.

Column 2 portrays the rates for one roll of newsprint 3 feet in diameter and
3 feet long, weighing 1,500 pounds,

Column 3 is for 2,240 pounds of flour (wheat) in bags.

Column 4 ; 1,000 board feet of lumber weighing 3,200 pounds.

Column 5 : Steel sheets, 2,000 pounds.

Colnmn 6 : Canned vegetables, 2,000 pounds measuring 50 cubie feet.

Column 7 : Cotton piece goods, 2,000 pounds measuring 80 cubie feet.

Rates are quoted for hundreds of items in almost every tariff and no effort
has been made to compare all of them, These seven items were selected at ran-
dom and are considered a fair comparison.

Item 9-A

| | |

Nau- ! lauto-| Irell | 2,240 | Lum- | Steel lt':-:muel'(.‘uuon
tical maobile | news- |pounds; ber sheets | vege- | piece
miles | print iuf flour | i tables | goods

e 48 DAF Y P ! ! | | f i

|
New York toHawall .. __________ £301 $20.06 | $38.80 2,22
New York to Capetown... | 37 19.20 | 61.56 | 113.50

New York to Buenos Alres | 16. 07 5.00 | 132,00
San Francisco to Hawaii. 25. 76 . 51.52
New York to Azorcs. 25,00 117.00
New York to Costa Riea_ ... 25. 00 90, 40
San Francisco to El Salvador.. 25,00 160, 00
Ban Francisco to Yokohama.. . x.22 111.00
Senttle to Alaska (Seward) 41,58 | 40, 80
1,372 | New York to Haiti. .. ocoeeeeeo 21.50 | 86, 00
1,474 | New York to Jamaiea. ... occooan.e B,

1,489 | New York to Dominican Republic. ..
1,399 | New York to Puerto Rico (San Juan).

1 Palletized or in vans.
Note.—Freight ealeulated from tarifis on file with the Board and in effect Feb. 28, 1961,

Item 10—Page 72

Furnish a contrast between the subsidized operators and the nonsubsidized
operators as to reserve funds and the tax treatment thereof,

Nonsubsidized American-flag carriers in the domestic offshore trade, as well
as other nonsubsidized U.8.-flag operators engaged in the foreign or domestic
commerce of the United States or In the fisheries, may establish pursuant to
section 511 of the Merchant Marine Act, 1936, as amended, a construction reserve
fund into which may be deposited the proceeds from the sale of vessels and in-
demnities from the loss of vessels. Section 511 allows the postponement of the
tax on gains arising from such sale or loss (where the owner so elects) by pro-
viding for nonrecognition of the tax but requiring a corresponding reduction in
the basis of a new vessel acquired with such proceeds, thus reducing depreciation
deductions on the latter vessel, thereby increasging taxable income over the eco-
nomic life of the new vessel. Such tax deferment is available only if the gains
are expended for the acquisition of a new vessel within a period of 2 years or
extensions granted up to an additional 3 years. Provision is also made for the
deposit of earnings in the construction reserve fund but no tax deferment is
available with respect to such deposited earnings.

A subsidized operator is required, pursuant to section 607 of the aet, to create
and maintain (1) a capital reserve fund, and (2) a special reserve fund.

The subsidized operator is required to deposit into the capital reserve fund—
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(a) Annually an amount equal to the annual depreciation, if earned, on
its subsidized ships; otherwise when earnings permit

() The proceeds of insurance and indemnities received on account of
total loss of any subsidized vessel :

(¢) The proceeds from the sale or other disposition of a subsidized vessel :

(d) Such percentage of the annual net profits from subsidized operations
as the Maritime Administration shall determine is necessary for the pur-
chase, replacement, or reconstruction of vessels, if the cumulative net profits
are over 10 percent per annum of capital necessarily employed :

(e) Interest on securities and cash balances in the capital reserve fund
and the interest on securities in the special reserve fund:

(f) Such voluntary deposits as may be approved by Maritime ; and

(g) Such transfers from the special reserve fund as may be approved by
Maritime.

Into the special reserve fund, the subsidized operator is required to deposit—

(@) Annually the entire amount of profits (without regard to capital
gains and losses) earned in the subsidized operations in excess of 10 per-
cent per annum of CNE;

(b) Interest on the fund’'s cash balances: and

(¢) Voluntary deposits as approved by Maritime.

Section 607(h) of the act provides that “earnings of any contractor receiving
an operating-differential subsidy under authority of this act, which are deposited
in the contractor’s reserve funds * * * ghall be exempt from all Federal taxes.”
The Treasury Department and the subsidized operators have entered into closi ng
agreements concerning the meaning of the above as applied to deposits of earnings
(including ecapital gain).

The closing agreements provide that the deposited earnings and capital gains
shall be tax deferred, i.e., such earnings and gains are not recognized as taxable
income but the depreciation basis of any vessel acquired with such deposits shall
be reduced by the amount of such deposits used in the acquisition of said vessel.
The closing agreements further provide that the difference between depreciation
computed on this reduced basis and the depreciation required to be deposited in
the capital reserve fund by section 807(h) of the act, which is computed on the
basis of the full cost of the vessel to the operator, shall be treated as tax deferred
funds.

In the event amounts are withdrawn from the capital or special reserve funds
and paid into the contractor's general funds or distributed as dividends or
bonuses, the earnings are taxable as if earned during the year of such with-
drawal.

Item 11—Pages 73, 7}

Furnish information as to changes in trade pattern of offshore domestic areas
as between the U.S. mainland and foreign sources.

Foreign and noncontiguous inbound trade at Alaska, Hawaii, and Puerto Rico in
dry-cargo ships, calendar years 1955 and 1959

[In thousands of long tons]

Imports from foreign sources: !
Alaska._..
Hawnii_ B . .
Puérto Rico...oaaee oo 216, L8 || Puerto Rico

| Bouree: Burean of Census (all dry-cargo ships).
* Bource: Corps of Engineers (self-propelled [F:}H.‘.DTEO ships 1,000 gross tons and over).

Item 12—Page 76

Did Mr. Morse, former Chairman, Federal Maritime Board, indicate about 2
year ago that he had changed his opinion so that he then thought certification
of carriers in the domestic offshore trades and some changes in the form of
economic regulation might be desirable?

A review of testimony by the former Chairman before congressional commit-
tees for 1059 and 1960 fails to confirm that he expressed such an opinion and
We are unaware of any other indication by Mr. Morse to this effect.
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Item 13—Page 76

Furnish specific data in the form of a tabular presentation of the tonnage and
number of dry-cargo common-carrier vessels involved in the noncontiguous
services as compared to the domestic operations.

The following tabulation is of ships of 1,000 gross tons and over which were
operating as common carriers in the coastwise, intercoastal, and noncontiguous
trades on December 31, 1960, A limited number of ships, engaging in domestic
trade incidental to their principal foreign trade services, have been excluded.
If further information concerning these exclusions and the companies involved
is desired it can be provided.

|'Tonnage in thousands)]

Number of Gross tons | Deadweight
ships tons

Total, all trades.

Coastwise trade. .
Atlanticand Gulf. ...
Pacific...
Intercoastal trade

Nonecontiguous trade
Alas

Hawail. . ... T
Poarto Bloo. . oacooioacl

Vegsels normally included in domestic trade but evcluded from above because of
being inactiviated or chartered out for foreign service on Dec. 31, 1960

Inactive Chartered for foreign service

Number | Gross |Deadweight] Number | Gross !lll::ul\\'i-!ghl
| of ships tons of ships | tons

Atlantic-Gulf
Intercoastal
Noncontiguous:
Alaska. . .........
Hawail
Puerto Rico. ...

Total.-...-..

Item 14—Pages 70, 77,78

What is the Federal Maritime Board permitting as a fair return to the car-
riers involved in the domestic offshore trades?

Supply Federal Maritime Board’'s order, report, and brief in docket No. 807,
Atlantic & Gulf-Puerto Rico, General Increase in Rates and Charges, together
with the decision of the U.S. Court of Appeals for the District of Columbia,
No. 15846, decided February 23, 1961, which vacated the Board’s order and
remanded the case for reconsideration and clarification of the rate base ques-
tion.

In docket No. 807, the Board stated that the maximum permissible rate of
return in the Puerto Rico trade is 71 per centum of a rate base consisting of
the value of owned property devoted to the trade® plus working capital. The
Board's decision in docket No. 807 is attached hereto, together with the de-
cision of the U.8, Court of Appeals for the District of Columbia, remanding the
case to the Board for reconsideration of specific issues.*

! In eomputing the rate base, vessels are valued at market value and other assets devoted
to thhe trade are valued at net book value.

2 The issues as stated by the Court are :

‘e & & the case [is] remanded for the Board to consider and clarify the rate base
question. The Board should also pass upon the Commonwealth's argument that it is not
fair to ratepayers to let an accumulated depreciation reserve be depleted and depreelation
charges thereby increased.”
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Attached are the requested order, report, brief and court decision. This mat-
ter is currently under consideration as to the appropriate further action by the
Board.

Item 1j—Order and report

ORDER

At a Session of the Federal Maritime Board, held at its office in Washington,
D.C., on the 28th day of April A.D. 1960

No. 807
ATLANTIC & GULF-PUERTO RIco GENERAL INCREASE IN RATES AND CHARGES

This proceeding having been instituted by the Board on its own motion, and
having been duly heard and submitted by the parties, and full investigation of
the matters and things involved having been had, and the Board, on the date
hereof, having made and entered of record a report stating its conclusions and
decision thereon, which report is hereby referred to and made a part hereof,
and having found that the proposed rates and charges herein under investiga-
tion are just and reasonable :

It is ordered, That this proceeding be, and it is hereby, discontinued.

By the Board.

James L. Piurer, Secretary.

FEDERAL MARITIME BOARD
No. 807
ATLANTIO & GULF-PUERTO RIcO GENERAL INCREASE IN RATES AND CHARGES

Rates between North Atlantic and gulf ports of the United States and Puerto
Rico, as increased 15 percent or 6 cents per cubic foot or 12 cents per
100 pounds, whichever produces the greater increase in revenue, and as
further increased 12 percent, found just and reasonable

Odell Kominers, Mark P. Schlefer, and Sterling F. Stoudemire, Jr.. for
respondents.

Eduardo Garcia, Walton Hamilton, William D. Rogers, Abe Fortas, Sey-
mour Berdon, and William L. MeGovern for Commonwealth of Puerto Rico,
intervener.

John Regan for Administrator of General Services, intervener,

Mitchell J. Cooper, Frank M. Cushman, Vernon €. Stoneman, and John B.
Street for Asociacion de Industriales de Puerto Rico (Manufacturers Asso-
ciation of Puerto Rico) and Commonwealth Manufacturers Association.
interveners.

John B. Street, Frank M. Cushman, and Vernon €. Stoneman for Paula
Shoe Co., intervener,

John B. Street and Vernon C. Stoneman for Caribe Shoe Corp., infervener.

Miichell J. Cooper and Frank M. Cushman for Coastal Footwear Corp.,
intervener,

L. Merrill Bimpson for Bata Shoe Co., Ine., intervener.

William M. Requa for Association of Sugar Producers of Puerto Rico.
intervener,

J. W. Harnach for Cooperative Grange Leagne Federation, Inc, Intervener.

Harold L. Copp for Atlantic Industries, Inc., intervener.,

T. A. Smith for Louisiana State Rice Milling Co., Ine., intervener,

Wm. M. Reid for the Rice Millers' Association, intervener.

Alan F. Wohlstetter for Trailer Marine Transportation, Inc., intervener.

Alfred K. Kestehbaum for Cigar Manufacturers Association of Ameriea,
Ine., intervener.

Robert B. Mitchell and Ediwcard Aptaker as public connsel,
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REPORT OF THE BOARD
(Clarence G. Morse, Chairman ; and Thos. E. Stakem, Vice Chairman)

Submitted December 3, 1959. Decided April 28, 1960.

On December 4, 1956, the U.S. Atlantic & Gulf-Puerto Rico Conference
(the Conference), then comprised of Bull Insular Line, Inc., Lykes Bros.
Steamship Co., Inc, Waterman Steamship Corp., and Alcoa Steamship Co.,
Ine. (Bull, Lykes, Waterman, and Alcoa), flled with the Board Tariffs FMB
F-No. 14, Homeward Freight Tariff No. 7, and FMB F-No. 13, Outward
Freight Tariff No. 7, naming increases in commodity rates over the applicable
rates then in effect, to become effective January 5, 1957, between U.S. Atlantic
and Gulf of Mexico ports and ports in Puerto Rico.

On December 20, 1956, J. W. de Bruycker, agent for the conference, filed
special permission application to modify on short notice the inereases in
rates to reflect an adjustment not in excess of 15 percent or 6 cents per cubic
foot or 12 cents per 100 pounds, whichever produces the greater increase in
revenue, over the applicable rates then in effect. This increase will be re-
ferred to as the 15-percent increase,

On January 4, 1957, pursuant to section 18 of the Shipping Act, 1916, as
amended, 46 U.8.C. 817 (the 1916 act), and the Intercoastal Shipping Act,
1933, as amended, U.S.C. 843 et seq. (the 1933 act), we ordered an investiga-
tion into the reasonableness and lawfulness of the rates, charges, regulations,
and practices stated in the tariff schedules filed December 4, 1956, and ordered
the operation of these schedules suspended until midnight January 8. 1957,
unless otherwise ordered.

On January 8, 1957, we amended our order of January 4, 1957, and granted
the special permission to publish the rate increases, as modified, to be effec-
tive not earlier than January 9, 1957, on 1 day’'s notice. We also ordered an
investigation of the 13-percent increase, and directed (a) that the carriers
shall keep an account of all freight moneys received by reason of said rate
increases for the period commencing January 9, 1957, and terminating May
5, 1957: and (b) that the earriers, upon final determination by the Board.
shall pay to shippers, out of their general funds, the sums if any to which the
respective persons who pay the freight may be entitled. The 15-percent in-
erease became effective on January 10, 1957.

The orders of January 4 and January 8, 1957, made the conference, Agent
de Bruycker, Bull, Lykes, Waterman, and Alcoa respondents in this pro-
ceeding. Notice of investigation and hearing appeared in the Federal Register
of January 17, 1957, 22 F.R. 355, and hearing was held in New York, N.Y,,
April 16 through May 3, 1957. After hearing on the 15-percent increase,
but before briefs of the parties were due, the respondents published on July
18, 1957, a 12-percent additional general rate increase (the 12-percent in-
crease), to become effective September 14, 1957. On Augnst 14, 1957, Pan-
Atlantic Steamship Corp. (Pan-Atlantic), an affiliate of Waterman, filed re-
visions to its Homeward Tariff No. 1, FMB, F-No. 1, to become effective
September 18, 1957, naming local commodity rates from Puerto Rico to U.S.
Atlantie ports based on the same pattern as the conference rates.

By supplemental order of September 5, 1957, we (a) expanded the proceeding
to include an investigation into the lawfulness of the rates as further inereased
by 12 percent: (b) suspended the operation of the Conference and Pan-Atlantic
schedules naming the 12 percent increase until January 14, 1958; (¢) made
Pan-Atlantic a respondent; and (d) ordered a further hearing in the proceed-
ing. Notice of the expanded investigation and further hearing appeared in the
Federal Register of September 12, 1957, 22 F.R. 7201, and further hearing was
held at New York October 21 through 28, 1957, and concluded in Washington, D.C.,
'.\;;n\'mnlmr 1, 1957. The 12 percent inerease became effective on January 15,
1958.

During the course of the hearings the examiner denied requests by the inter-
veners that the respondents be required to produce or make available underly-
ing books, records, and accounts for the purpose of cross-examination in order
to test the accuracy of certain of respondents’ exhibits in the form of financial
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and statistical summaries based upon allocations and computations derived from
underlying documents. In an initial decision served February 3, 1958, the ex-
aminer considered those exhibits as reliable, probative, and substantial, based
on the sworn testimony of the witnesses through whom they were introduced
as to thelr correctness and aceuracy.

After oral argument upon exceptions to the initial decision of the examiner,
in an order entered June 13, 1958, we overruled the examiner as to these issues,
and stated :

“We do not agree with the examiner that the summary evidence presented
by respondents, without reasonable access to supporting and nnderlying books,
records, and accounts by which the accuracy and sufficiency of the evidence may
be tested, is ‘reliable, probative, and substantial evidence’ as required by section
T(e) of the Administrative Procedure Act. The record is insufficient for the
Board to make proper findings as to the lawfulness of the rates under section
18 of the 1916 act and under the 1933 act.

* * " ® " * -

“We conclude that this proceeding should be remanded to the examiner for
further hearing, and, in order that the full record herein shall contain probative
and substantial evidence sufficient for the Board to make valid determinations
as to the lawfulness of the rates under investigation, respondents should pro-
duce at such further hearings, or make available to interveners and public coun-
sel, such original and underlying books, records, accounts, and worksheets. in-
cluding corporate profit and loss statements and balance sheets, as are required
to determine the probative value of the evidence, the accuracy of computations
and allocations between regnlated and nonregulated activities, and the scope and
accuracy of intercorporate transactions. Further, there should be full dis-
closure of data with respect to any sales or transfers of corporate assets which
would be relevant and material in determining accurately the fair value of prop-
erties and assets devoted to this Puerto Rican service.”?

The proceeding was remanded to the examiner for the purpose of receiving
further evidence,

Further hearings were held before an examiner during the period October 6-28,
1958. Interveners who appeared during the course of the proceeding in Oppo-
sition to the rate increases, or as their interests may appear, were the Com-
monwealth of Puerto Rieo (the Commonwealth), the Administrator of General
Services, Asociacion de Industriales de Puerto Rico (Manufacturers Association
of Puerto Rico), Commonwealth Manufacturers Association, Paula Shoe Co.,
Caribe Shoe Corp., Coastal Footwear Corp., Bata Shoe Co., Inc., Association of
Sugar Producers of Puerto Rico, Cooperative Grange League Federation, Inc.,
Atlanta Industries, Inc, Louisiana State Rice Milling Co., Inc., the Rice Millers’
Association, Trailer Marine Transportation, Ine., and Cigar Manufacturing Asso-
ciation of America, Inc.

In his initial decision the examiner found and concluded that the 15 percent
and 12 percent increases under investigation were just and reasonable and that
the proceeding should be discontinued.

Exceptions to the initial decision and replies thereto were filed, and oral ar-
gument was heard. Exceptions and proposed findings not discussed in this
report nor reflected in our findings have been considered and found not justified
by the facts or not related to material issues in this proceeding.

The carrier respondents

1. Alcoa: Alcoa offers weekly service from the North Atlantic ports of New
York and Baltimore, Md., and weekly service from the gulf ports of Mobile,
Ala., and New Orleans, La., to ports in Puerto Rico. Each of the sailings serves
all ports in Puerto Rico. The vessels in the North Atlantic service, after dis-
charge at Puerto Rico ports, proceed into other trades, generally contract serv-
ices. In the gulf service, the vessels return from Puerto Rico to the gulf ports
in the northbound trade, a service inaugurated in March 1958,

2. During 1956, 1957, and the first 6 months of 1938, average vessel utilization
on a cubic basis by Alcoa in the Puerto Rican service ranged from 39.5 percent
in the second quarter of 1956 to 84.3 percent in the fourth quarter of 1957 in
the North Atlantic service, and from 44.4 percent in the second quarter of 1956
to 66.6 percent in the second quarter of 1957 in the gulf service. Alcoa’s average
southbound voyage in 1957 from the North Atlantic consumed 14.5 days, and
from the gulf 12.7 days.

U.S. Atlantie and Gulf/Puerto Rico Rate Increase, 5 FMB 426, 429, and 430-1.
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3. Bull: Bull provides three sailings per week from North Atlantic ports to
Puerto Rico. One sailing proceeds from Baltimore and Philadelphia, Pa., to
Puerto Rico and return. Another sailing proceeds from New York to Puerto
Rico and return (the Thursday sailing), and the third from New York to Puerto
Rico, thence to the Dominican Republic and return (the Friday sailing). li{is-
ically the services are provided with six C-2 type vessels, operated on a strict
2.week turnaround. In addition, Liberty-type vessels are also employed to lift
stators, generators, ammunition, and other specialized cargo destined to Puerto
Rico which cannot be handled on the regular C-2 vessels, Liberty ships were
also utilized in some instances to carry full cargoes of bagged raw sugar under
the tariff, but this movement declined rapidly in 1957 due to conversion of the
raw sugar movement to bulk movement under contract, and has since come to
a virtual halt, Caribbean Dispateh, Ine., an affiliate of Bull, is a major contract
carrier of bulk sugar,

4. In a transaction closed December 18, 1956, characterized in the brief for
the Conference as “an irrefragibly [sic] arm’s-length transaction between com-
pletely unrelated interests,” Olympia Corp., Inc., in Delaware, acquired sub-
stantially all of the stock of A. H. Bull Steamship Co., a New Jersey corporation
(A. H. Bull, New Jersey). Prior to the transaction, the purchaser and the
sellers had no stockholders, directors, or other interests in common, or any
similar relationship. Olympia had been organized by its parent, American
Coal Shipping, Inc. (ACS), which paid $100,000 for all of Olympia’s outstanding
stock, as the instrument designed to facilitate the consummation of the transac-
tion. ACS and its own stockholders also loaned to Olympia about $5 million,
at interest of 5 percent. Between December 18, 1956, and January 21, 1957,
Olympia’s name was changed to A, H. Bull Steamship Co. (A, H. Bull, Dela-
ware). The transaction contemplated purchase by Olympia of all of the out-
standing stock of A. H. Bull, New Jersey, for a total consideration of $40 million
(which was not finally accomplished until February 28, 1957), the liguidation
of A. H. Bull, New Jersey, and the transfer of all of its assets to A. H. Bull,
Delaware.

5. On December 18, 1956, A. H. Bull, New Jersey, had over $18 million in
cash, obtained from surplus, liguidation of quick assets representing in part
depreciation funds, release of vessel replacement funds, and receipt of repay-
ments of advances and dividends from subsidiary companies, among others.
On the eclosing date of the stock purchase, this $18 million was deelared by A. H.
Bull, New Jersey, as a dividend, paid prineipally to Olympia, and the remainder
of the purchase price of $40 million was met from the proceeds of the loans
from ACS and its stockholders of $5 million mentioned above, and bank loans
of some $17 million at interest rates ranging from 434 to 5 percent. guaranteed
by ACS.

6. The net purchase price paid by Olympia for A. H. Bull, New Jersey, was
therefore about $22 million. The book net worth of A, H. Bull, New Jersey, at
the time of closing was about $12,330,000. Incident to the purchase, the physical
assets of A. H. Bull, New Jersey, and its subsidiaries had been independently ap-
praised. About January 21, 1957, in partial but almost complete lignidation of
A. H. Bull, New Jersey, its assets were transferred to the books of A. H. Bull,
Delaware, and in the process the vessel book values were raised from $5,160,421.85
to $12,892,610.21, effective as of the closing date, the latter figure representing
about 70 percent of the appraised values of the vessels. The ascribed values of
certain other assets were changed also for consolidated statement purposes, but
on the corporate books only the vessel values were changed. Thus on the books
of A. H. Bull, Delaware, the vessel book values are carried presently at amounts,
less accerued depreciation since the closing date, representing a pro rata share
of the total purchase price paid by A. H. Bull, Delaware, for the assets of A. H.
Bull, New Jersey.

7. Corporate entities affiliated with respondent Bull, so far as is here pertinent,
include A. H. Bull, Delaware, of which respondent Bull is a subsidiary; A. H.
Bull & Co., which provides continental U.8. overhead services for Bull and
others in the corporate family in return for management and operating com-
missions composed principally of a percentage of revenues and a per diem hus-
banding charge; several separate corporations which own and operate pier
facilities in Puerto Rico; Caribbean Dispatch, Ine¢., mentioned above ; and Dafton
Realty Co., owner of office facilities in New York utilized by Bull.

8, For 65 days between August 19 and October 22, 1957, Bull's operations were
immobilized by a strike arising out of a jurisdictional dispute between seafaring
nnions, The strike was not unrelated to the fact that ACS, the new owner of the
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Bull properties, was in part owned by the United Mine Workers. Other strikes
which have affected the operations of Bull at various ports, for varving reasons,
and for periods of time ranging from 2 to 44 days, totaled 33 days in 1951, 1952,
and 1956 ; 12 days in 1953 ; 101 days in 1954 ; 78 days in 1955 ; 14 days in Febrnary
1957 ; and 20 days in the first 6 months of 1958.

9, Lykes: Lykes operates its weekly service between the gulf ports of Lake
Charles, La., and Houston and Galveston, Tex., and occasionally other western
gulf ports, and Puerto Rico, as a part of its subsidized service on trade route 19
(line A service) between gulf ports of the United States and Cuba, Haiti, the
Dominican Republic, Venezuela, Colombia, and Panama. No voyages are oper-
ated to or from Puerto Rico exclusively. The number of vessel days operated by
Lykes in the Puerto Rican portion of its line A service is less than fhat in the
service to and from foreign ports. During 1956, 1957, and the first 6 months of
1958, average vessel utilization on a cubic basis achieved by Lykes in its com-
bination Puerto Rican service ranged from 66.6 percent in the fourth quarter of
1957 to 90.9 percent in the first quarter of 1957.

10. Waterman: At the outset of this proceeding Waterman operated a weekly
service between New Orleans and Mobile and Puerto Rico, utilizing two vessels on
a4 14-day turnaround, with additional vessels for relief purposes and when extra
cargo demanded. Beginning in October 1957 Waterman also inaugurated weekly
sallings, utilizing two vessgels on a 14-day turnaround in regular breakbulk serv-
ice, between New York, Baltimore, and Puerto Rico. Waterman intended to
provide a permanent North Atlantic-Puerto Rico service, at first with regular
breakbulk vessels, and later converting to trailership service. Waterman is a
subsidiary of McLean Industries, Inc.

11. Effective February 4, 1958, Waterman withdrew from the conference, and
simultaneously ceased all operations in the Puerto Rican trades, which were
taken over without break in service by Waterman Steamship Corp. of Puerto
Rico (Waterman P.R.). The latter is a wholly owned subsidiary of Waterman,
is not a respondent, and is not a member of the conference, although its rates are
in all respects the same as those of the conference. When filing its initial tariffs
with the Board, and in subsequent pleadings herein, Waterman P.R. has agreed
to be bound by the results of this proceeding so far as its rates are concerned.
Statistical and financial data reflecting the combined Waterman and Waterman
P.R. operations are of record, although no recent data were presented forecasting
operating results for the entire year 1958 as was the case with the other confer-
ence respondents.

12. On February 28, 1958 Waterman P.R. inaugurated its North Atlantie-
Puerto Rico trailership service, with the sailing of the Bienville. This vessel,
upon arrival in Puerto Rico, was prevented from discharging its cargo because
of labor difficulties. After some delay the Bienville proceeded to New Orleans,
where her cargo was discharged and that which had not spoiled was transferred
to a ship regularly employed in the Waterman P.R. gulf-Puerto Rico breakbulk
service. The Bienville voyage consumed in all 34 days. After this experience,
Waterman P.R. discontinued its North Atlantic-Puerto Rico service, which has
not since been resumed either on a breakbulk or trailership basis.

13. Pan-Atlantic: Pan-Atlantic is an affiliate of Waterman, and as such was
required to maintain the same rates as the conference by the terms of the confer-
ence agreement to which Waterman was a party. Between April 1957 and early
1958 Pan-Atlantic provided a northbound service from Puerto Rico to Miami and
Jacksonville, Fla., in conjunction with its intercoastal and west coast-Puerto
Rico services, which was suspended at the end of this period and has not been
resumed. The tariff under which such service was operated was canceled effec-
tive August 22, 1958. So far as the record discloses, this service was minimal,
gince the cargo carried averaged only 51 tons per voyage, with gross revenue
per voyage of $1,506. These data are so insignificant as to warrant their exclu-
sion from consideration herein, although the rates under investigation will re-
main subject to the findings.

14. Pan-Atlantic instituted a trailership service between New York and Puerto
Rico on July 30, 1958, which is presently being operated. On October 27, 1958,
we denied a petition by the conference requesting that this investigation be
broadened by naming Waterman P.R. as a respondent, and bringing in issue the
current tariffs of Pan-Atlantic and Waterman P.R.

The Puerto Rican economy and the trade

15. Puerto Rico is a small island, 100 miles long and 25 miles wide, separated
from the nearest point in the United States by over 1,000 miles of open water,
The economy of the island has never been self-sustaining, and it has few natural
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resources. It is one of the most densely populated areas of the world. Puerto
Rico's external trade is almost entirely with the United States. About 40 per-
cent of all goods produced, and about 54 percent of all goods consumed, by the
people of Puerto Rico are destined to, or originate in, the United States. Average
income per capita in Puerto Rico in 1954 was $446, as compared with $1,770 in
the United States. The percentage of the labor force of Puerto Rico unemployed
or only partially employed has consistently exceeded that in the United States.
These data indicate that increases in the cost of shipping such as are here in-
volved affect the economy of Puerto Rico and the living standards of its populace
more sharply than would similar increases elsewhere in the Nation.

16. The conference rates in the Puerto Rican trade are determined by three-
fourths majority vote of the members, Therefore no one carrier can dominate
the making of rates. Waterman P.R., presently operating in the gulf-Puerto
Rico trade, is not & member of the conference, and its rates can be made by in-
dividual aetion, subject only to the competitive impact of the rates maintained
by the conference. As is indicated by the revenue statistics shown in table I
below, Bull is the dominant carrier in the trade, receiving approximately 50
percent revenues even in the year 1957 when Bull's operation were immobilized
for more than G5 days.

Tapre 1.—Gross transportation revenues of the respondents

Carrier 1956 1957

R e e S e BT e B o T R $24, 003,850 | $21, 646, 38¢
Waterman__. FEATAR AT S h, 534, 380 9,416, 267
81 R Ny : - 7
Lykes__......

- O PSR e Rt el e e SO S e LA £ St e e DY 1 I T g | 44,013, 342 |

17, The most recent traffic and revenue projections of the respondents, where
given, were based on an extension of their most recent experience, that for the
first half of 1958, subject to the adjustments for known or contracted ecost in-
creases.  Although there is testimony of record to the effect that a gradual
increase may be expected in the movement of general eargo between Puerto Rico
and the mainland, the statisties of record disclose a deecline in tonnage carried of
cargo subject to the tariffs here involved. This decline is attributed in large
part to the conversion of the raw sugar movement from bagged movement under
the tariffs to bulk movement under contract, and to the construction of a ferti-
lizer plant in Puerto Rico, which virtually eliminated the movement of prepared
fertilizer and substituted therefor the movement of fertilizer raw materials in
tramp vessels, Table II below shows the tonnage data submifted for the years
1955-57 and the first half of 1958, and the projections for the full year 1958
where given. Weight tons are computed on the basis of the weight of the cargo
ecarried, and freight payable tons on the basis on which the freight charges were
paid, either weight or measurement. The data for the full year 1957 in tables
I and II reflect the impact of the long strike in that year against Bull, and
the consequent diversion of substantial amounts of traffic normally carried by
it to Aleoa and other carriers. They show the dominant position of Bull in
the trade.

TasLE I11.—Tonnage carried in freight payable tons, except where indicated

I 15t half

Carrier |
|
1058

Ly 1 R A SR RN TS s ity 1,828, 75 . 151, 003 710 568, &80 | 1, 117, 760
Alcoa....... = s 4 7 312, 701 509 i 166, 363 | 340, 000
WAL . o i aes x . AR, RO5 2 i ko B -
Lykes | 203, 438 |.. 107, 822 215, 644

Dol iy, . I 1 245, 34 262,380 | 1186, 220 522 | 1102,018 1 205, 836
| |

1 Welght tons.
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18. Taking into consideration the factors mentioned in paragraph 17 above,
and the entry into the trade of Pan-Atlantie with its new and attractive trailer-
ship service, which will no doubt succeed in diverting some traffic from the
services maintained by the other respondents, it is found that the projections of
the respondents as to the year 1958 are reasonable.

Specific commaodity rates

19. In the first initial decision issued herein, the examiner found as follows:

“60. The shipper interveners, generally, are those who ship commodities under
so-called promotional rates. These rates have been maintained by the carriers,
prior to the proposed increases, at comparatively low levels designed to promote
the movement of the commodities so rated. The promotional rates apply
primarily to northbound traffie, and most of them have been used since 1946 in
cooperation with and at the request of the newly developing industries in Puerto
Rico. This traffie, in gross tons, in 1955, amounted to approximately 20,000
tons northbound and 1,000 tons southbound. In 1956 it amounted to approxi-
mately 25,000 tons northbound and 2,000 tons southbound. The revenue from
this traffic in relation to total revenue was perhaps less than one-half of 1 percent.

“61. Selected commodities from those transported at promotional rates, stated
by the carriers to be typical, were northbound: Shoees, paperboard, chinaware,
coffee, cigars, rugs, artificial flowers, boxes, knocked down, scrap metal, serap
tobaceo and confectionary: and southbound: Tin cans, iron and steel articles,
glass jars, bottles, not otherwise specified, paper and paper products, and tiles,
Two shippers, understood to be representative of shippers of such commodities,
testified at the first hearing. One was a shipper of candy and the other of
shoes, both shipping from Puerto Rico to the U.S. mainland. Their main ob-
jections were that the first rate increases on the commodities were greater than
15 percent. This is so because of the 6 cents per cubic foot or 12 cents per 100
pounds aspect of the first increase,

“62. The shippers gave important consideration to the relatively low shipping
rates for their produets, it is stated, in their decisions to establish business in
Puerto Rico, since transportation charges are vital factors in their business
prospects. The record shows that the 15 percent rate increase raised footwear
costs 1.13 percent of the value of the produect, and candy 1.78 percent. These
increases, it is stated, seriously limit the possibilities of expanding mainland
business, and discourage people from establishing business in Puerto Rico.

“63. The records show that the promotional rates are too low, and appear to be
noncompensatory, even with the 15 percent increase, and there is some question
as to whether the further 12 percent increase renders said promotional rates
compensatory.”

20, No exceptions were taken to the findings quoted above. They are borne
out by the record, and no additional evidence was presented at the second fur-
ther hearing relating to these issues. We adopt the findings set forth above,
Cost increases

21. The eumulative rate increases under investigation herein aggregate about
29 percent. The last prior general rate inerease in the Puerto Rican trade was
made effective November 12, 1951. Since that date, the expenses of the re-
spondents have increased substantially. For example, Bull shows that steve-
doring wages in the United States have inereased 46 percent and in Puerto Rico
about 63 percent, fuel oil costs have increased 23 percent, vessel operating costs
as a whole 54 percent, erew wages 062 percent, vessel repair costs 50 percent, and
insurance 52 percent. Comparable cost increases are shown for the other three
carriers in the trade.

22, There is evidence that the carriers, through increased efficiency of opera-
tions, have endeavored to minimize the impact of the stated cost increases,
Stevedoring expenses account for a substantial proportion of total operating
expenses. Bull shows that from 1951 to the end of 1957 loading costs in New
York increased from $4.06 to $4.69 per ton, and discharge costs at the same port
from $4.80 to $5.74 per ton, increases of 15.5 percent and 19.6 percent respectively,
far lower than the wage increases shown. This favorable result is attributed to
increased efliciency in loading and discharge operations, the leasing of modern
improved terminal facilities, and in some degree to the use of containers and
vans. Loading and digscharge at San Juan, P.R,, however, reflected more closely
the wage increases, attributed to the lesser efficiency of port arrangements and
labor. Leading costs at that port in the same period increased from $2.02 to $3.07
per ton, and discharge costs from $279 to $4.71 per ton, increases of 52
percent and 65.8 percent respectively.
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23. Waterman shows, in addition to the cost increases stated above, that
effective in October 1958 longshore wage increases at Puerto Rican ports will
after that date increase stevedoring expenses by about 92 cents per ton, and
that known prospective wage increases will by the end of 1958 increase crew
wage costs by $160,000 annually over the wage levels for 1957.

Allocation methods

24. Of the principal respondents, Waterman is the only earrier which operates
an exclusive Puerto Rican service. The remaining respondents, as shown in
paragraphs 1-9, supra, operate their services to and from Puoerto Rico either
wholly or partially on a joint basis with other services. This has necessitated
allocation of the joint service expenses of the respondents, and of the assets
devoted to these services, so as to ascertain as nearly as possible the proper
apportionment of expenses and assets between the regulated and nonregulated
trades in order to determine the adequacy of revenue in the regulated trade.
For this purpose, the respondents have made their allocations principally on
ton-mile prorate formulae,

25. Where possible, such as in the case of port and cargo handling expenses
incurred in Puerto Rico, the expenses were directly assigned. Most other
expenses, including vessel operating expenses, cargo and port expenses in the
United States, vessel depreciation, and overhead, were subject to allocation. The
need for allocation does not alter the basic factors contributing to vessel operat-
ing expenses, the tonnage and the distance carried. In applying the ton-mile
prorate, the respondents used the straight-line distances between ports of loading
and discharge, since a vessel sailing toward Puerto Rico is also sailing toward
the foreign ports of call. Vessel operating expenses and certain other expenses
were then allocated to the Puerto Rican service in the proportion that Puerto-
Rican ton-miles bore to total ton-mriles operated in the joint services.

26. Where the ton-mile prorate involved too heavy a burden, as where the
allocation was between the Puerto Rican trade and the entire company operation,
4 revenue prorate was used for convenience, using as factors the proportion that
Puerto Rican revenue bore to total revenue. In the case of loading costs, distance
is not a relevant factor, and allocations were generally made on the basis of the
number of tons handled. In the case of Bull's substantially equidistant Puerto
Rican and Dominican destinations, its use of a ton-mile prorate in the allocation
of loading and stevedoring costs in the United States resulted in an approxi-
mately equal allocation of loading expense per ton.

27. Strike expenses incurred by Bull in 1957 were allocated by it on the basis
of a revenue prorate, because the development of a ton-mile formula would have
made necessary a port-to-port analysis of tonnage and distances for a minimum
of 155 sailings, a burdensome task. Since the Dominican revenue is substantially
higher per ton than Puerto Rican revenue for approximately the same distance,
as shown below, this actually allocated a higher proportion of strike expenses
to the Dominican traffic, and a lower proportion to Puerto Rican traffic, than
would have resulted from the use of a ton-mile prorate.

28. Vessel assets were assigned to the Puerto Rican services of the respondents
on the proportion of the vessel operating days in those services, allocated where
necessary on the basis of a ton-mile prorate. Assets in Puerto Rico were directly
assigned to the Puerto Rican service, and terminal property in the United States
was generally allocated on a revenue prorate.

29. At the request of other parties, the respondents in most instances also
computed fheir expenses on the basis of revenue prorate formulae. The inter-
veners contend that for the purposes of this proceeding revenue prorate alloca-
tions should be used. For example, the Commonwealth argues that segregation
of the joint voyage results on the Friday sailings of Bull gave inordinately ex-
cessive profits to the Dominican portion and exceptionally large losses to the
Puerto Rican portion in 1957, as to which on a ton-mile prorate Bull shows a
combined net revenue on the joint sailings, after depreciation and overhead
but before taxes, of $46,345, with allocation of a loss of $244,973 to the Puerto
Rican portion and a profit of $201,318 to the Dominican portion.

30. In 1957 total tonnage carried by Bull on the joint voyages was 311,699
tons, of which 36,784 tons were Dominican cargo. In the same year total joint
voyage freight revenue was $5,367,625, of which Dominican revenue was $924,140.
The Commonwealth characterizes as anomalous the results of the ton-mile pro-
rate which attributes to the Dominican trade net revenue equal to 30 percent of
each dollar of revenue. Bull's revenue per ton in the Dominican trade in 1957

71709 0—82——7
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was 36 percent higher than in the Puerto Rican trade ($27.04 versus $19.94),
and costs of discharge in the same year in the Dominican Republic were only
22,5 percent of like costs in Puerto Rico ($1.06 versus $4.71). These data
indicate that the profit results derived through use of ton-mile prorate formulae
reflect with a reasonable degree of accuracy the inherent differences as between
the Dominican and Puerto Rican trades. The Commonwealth also argues that
the use of the ton-mile prorate results in somewhat higher unit costs on the
joint service voyages than on the Thursday sailings of Bull which serve only
Puerto Rico. These results are fully explained by the facts that there were
more sailings in 1957 in the joint service with about the same amount of total
tonnage, and consequently lower tonnage per voyage and higher costs per ton,
and also that the joint voyages were subject to overtime costs because of late
sailings not incurred on the Thursday sailings.

31. The Manufacturers Association of Puerto Rico contends that allocation
of expenses for the Friday joint service sailings of Bull should be made on a
so-called known-cost-per-ton method, By this method, allowable expenses on
the joint service voyages would be confined to the unit costs incurred on the
Thursday sailings which serve Puerto Rico exclusively, which costs can be
computed without the necessity for allocations. Such a method bears no
relation to the realities of the situation, and is clearly erroneous.

32. The Commonwealth alternatively suggests that in lien of allocation in
the case of Bull's Friday sailings, the total profit results on the joint voyages
ghould be included, on the grounds that the Dominican operation is a byproduct
of the Puerto Rican trade which could not stand on its own feet; that only
13 percent of the cargo on the joint voyages is Dominican ; that Dominican Cargo
is less than one-half of 1 percent of the total Bull Puerto Rico tonnage; and
that the carrier itself recognizes the incidental nature of the Dominican oper-
ations by failing to allocate out of its asset statements any portion of vessel
and other property values attributable to the Dominican operation. The issue
here is not the profit aceruing to Bull as a result of its joint service operations,
but the justness and reasonableness of the rates under investigation, which
in the nature of the case must be decided on the basis of the adequacy of the
revenues derived therefrom. There is no suggestion that alloeation is not
necessary in the case of the other respondents which operate joint services, and
no good reason appears why Bull should be accorded special treatment in this
respect. The authorities cited clearly support agency action in general rate
proceedings in adopting appropriate means of effectuating a separation of the
regulated and nonregulated portions of an integrated enterprise. See Cities
Service Gas Co. v. Federal Power Com'n, 155 F. 2d 64, T04-5 (1946), cert. den.
329 1U.8. T73; and Colorado Interstate Gas Co. v. Federal Power Commission,
324 U.8. 581, H86-92 (1945). The facts of record clearly indicate that dissimilar
rates and cost factors as between the Puerto Rican and Dominican operations
make allocation necessary in order to avoid distortion of the operating results
in the Puerto Rican trade and the use of the resulting data in assessing the
lawfulness of the rates under the jurisdiction of the Board.

33. In the light of the findings in paragraphs 23-31, supra, we agree with
the examiner that the use of the ton-mile prorate formulas, where utilized,
and the other allocation methods adopted by the respondents, are reasonable
and proper for the purposes of this proceeding.

Depreciation and Bull's vessel book values

34. In general, the vessel book values maintained by the respondents represent
the cost of acquisition, plus additions and betterments, depreciated on the
basis of a 20-year vessel life down to a residual scrap value amounting to 25
percent of aequisition cost, In the discnssion immediately to follow, vessel
acquisition costs and book values are stated as approximations, since precision
is not necessary for disposition of the issues here raised, and since precise data,
after allocations, are shown, infra.

35. Aleoa’s C-1 vessels, utilized in its gulf service, were acquired in 1941 and
1942 at costs ranging from $1 million to $1,250,000, and by December 31, 1956,
had been depreciated down to net book values ranging from $223.000 to $322,000.
Its C-2 vessels used in the North Atlantic service were acquired in 1946 and
1947 for $1,200,000 to $1,333,000 and by the same date had been depreciated
down to $535,000 to $635,000.

36. Waterman's C-2 vessels used in its gulf service were acquired in 1947
and 1948 for $084,000 to $1,100,000, and by December 31, 1956, had been de-
preciated down to about $500,000. Lykes' C-1 vessels were acquired between
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1943 and 1949, for £043,000 to $1 million, and by the same date had been de-
preciated down to slightly less than 50 percent of original cost.

37. In the case of Bull, most of the C-2 vessels had been acquired in 1947
at costs of $048,000 to $1,006,000 by A. H. Bull New Jersey, and by December
18, 1956, had been depreciated down to about $750,000. Two of the (-2 vessels
were acquired in 1954 by A. H. Bull New Jersey in exchange for fully depre-
ciated Liberty vessels and modest . mounts of cash, and entered on the books
at about $208,000 and $245,000, These two C-2's by December 18, 1956, had
been depreciated down to about $173,000 and $203,000. Annual depreciation
charges in 1957, if taken by A. H. Bull Delaware on the basis of the vessel book
values maintained in the books of A. H. Bull New Jersey, on the portion of the
fleet allocated to the Puerto Rican trade, would have amounted to $396,887.

38. As of December 18, 1956, as a result of the transaction detailed in para-
graphs 4-6 above, the (-2 vessels utilized by Bull in its Puerto Rican services
were entered on the books of A, H. Bull Delaware at acquisition costs of about
$853,000 to $979,000, representing as there stated about 70 percent of their then
appraised values. As a result, depreciation charges claimed herein by Bull in
1957, and actually taken on the books of A. H. Bull Delaware, amounted to
$029,514, or $532,627 more than would have been claimed by A. H. Bull New
Jersey in the event the transaction had not taken place. Similarly, the in-
creased depreciation taken in the first 6 months of 1958 amounted to $364,540, as
against §194,456 had the transaction not occurred.

39. Domestic market value for C-2 vessels, exclusive of extras, in April 1957
is shown in the record as $1,350,000, which by October 1958 had declined to

875,000, The earlier value reflects the high market values which were the
result of the Suez Canal erisis which created a sudden shortage in available
vessels. The later value reflects the decline in vessel market values resulting
from the depression in the shipping industry which occurred between the
dates given. For C-1 vessels, exclusive of extras, the domestic market value
in April 1957 was $1,100,000, which declined by October 1958 to $575,000.

40. The Commonwealth contends that, with respect to depreciation generally,
the vessels of the respondents have already been depreciated below realistie
economical residual values as reflected by the market values shown, that residual
values based on nominal scrap value are unrealistic and do not represent an
accurate measure of the actual residual value of the vessels which can be pre-
sumed to have a service life of more than 20 years and will at the expiration
of that time either be sold or traded in at prices much higher than serap value,
that the residual service value of the vessels is at least equal to their book
vitlues at the end of 1955, and that as a consequence depreciation charges taken
by the respondents shounld be disallowed in their entirety as an item of expense
in determining the results of the operations by the respondents in the Puerto
Rican trade.

41. The depreciation practices of the respondents, and the estimated residnal
value, are recognized for tax purposes, and are in conformity with the Board's
General Order 24 (46 C.F.R, sec. 284.2(f)). Contrary to the contention of the
Commonwealth, this record affords no basis for conjecture as to the possible
residual value of the vessels utilized in the Puerto Rican trade, other than the
traditional and long-accepted residnal value used by the respondents. To adopt
the suggestion of the Commonwealth would substitute speculation for certainty,
since depreciation charges allowed would fluctuate with varying judgments as
to possible future residual values which may be affected by unforeseen circum-
stances. We reject the contention of the Commonwealth.

42. Public counsel and the interveners also contend that for the purposes of
this proceeding the depreciation charges claimed by Bull on the basis of vessel
acquisition costs entered on the books of A, H, Bull Delaware must be dis-
allowed, depreciation allowed only on the book values maintained prior to the
ACS transaction by A. H. Bull New Jersey, and vessel book values determined
on the basis of projections of the books of A. H. Bull New Jersey. The argu-
ments are based in the main on the rule propounded by the Supreme Court,
particularly with regard to utility companies such as power and light and tele-
phone companies, that the proper guide to book value of a utility’s property is
the cost as of the time when the property to be valued was first acquired by a
public utility or dedicated to the public use. See A.T. & T. Co. v. United States,
209 U.8. 232, 239 (1936), and cases there cited. A.T. & T. Co. v. United States,
supra, upon analysis, is also authority at pages 240-244 for the statement that
acquisition cost of the last owner in a bona fide arm’s-length transaction may
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properly be entered on the books of the acquiring utility, and is the proper
depreciation base,

43. There is no suggestion here that the ACS purchase was anything other
than an arm’s-length transaction between unrelated interests, that there was
any attempt at collusion so as to arbitrarily inflate the values of the Bull
properties, or that the purchase was an improvident one. In fact, based upon
vessel market values shown in the record, the Bull assets were acquired at
bargain prices, and the vessel acquisition costs entered upon the books of A, H.
Bull Delaware represent the true acquisition costs incurred by that corporation.
The Board has no jurisdiction over financial transactions involving carriers
such as these subject to the statutes, and the decision here must be based on
the facts as they exist.

44. It is found that the depreciation charges claimed as expenses by the
respondents, including those claimed by Bull on the basis of vessel acquisition
costs incurred by A. H. Bull Delaware, are reasonable and proper for the pur-
poses of this proceeding, and that the vessel book values maintained by A. H.
Bull Delaware reflect the true acquisition costs of the vessels utilized by Bull
in its Puerto Rican services.

Valuation and rate bases

45. General: The conference advocates rate bases caleulated as of June 30,
1958, notwithstanding that the first increase here involved became effective in
January 1957. Waterman individually contends for rate bases compiled as of
December 31, 1957, Public counsel and the Manufacturers Association of Puerto
Rico contend that rate bases should be constructed as of December 31, 1957,
applicable to the 1957 rate increase, and as of June 30, 1958, applicable to the
1958 rate increase. The Commonwealth assigns values based on a composite
analysis of the totality of the exhibits submitted. In General Increase in
Hawaiian Rates, 5 F.M.B. 347, 354-5, we stated that carriers are entitled to a
fair return on the reasonable value of the property at the time that it is being
used for the public, and that in ascertaining the “reasonable value” of the
carrier’s property devoted to public services, we are not bound by any artificial
rules or formula, citing San Diego Land Company v. National City, 174 U.8. 739
(1899), and the Minnesota Rate Cases, 230 U.S. 352 (1913).

46. This proceeding involves two separate rate increases, the second super-
imposed upon the first. The record, includes data concerning the actual opera-
tions of the respondents for almost a full year under the first of these increases,
and for almost 6 months under the combined increases. In the usnal rate in-
crease case, determination of the lawfulness of the increases proposed is neces-
sarily predicated upon projections of revenues and expenses expected in the
future, and the property values for the purpose of calculating the expected
rate of return are most readily determinable as.of the time the rate increases
are proposed. Here, however, particularly with regard to the 15-percent in-
crease, the results of operations under the increased rates can be ascertained
with some degree of certainty. The most precise method of resolving the issues
presented by this proceeding would be to determine average values of the prop-
erty of the respondents employed during 1957, applying operating results for
the year 1957 to the resulting figures to determine rates of return actually
earned during that year, and then to ascertain values as of December 81, 1957,
applying projected operating results for the year 1958, based upon actual opera-
tions during the first 6 months of that year, to the ascertained values as of De-
cember 31, 1957, the approximate date when the 12 percent increase became
effective, so as to compute expected rates of return for the year 1958. Such
extreme precision, however, is not required, and it is doubtful that the different
values arrived at would be substantially at variance with each other. For
the purposes of this proceeding, therefore, property values will be determined
as of December 31, 1957, and the resulting rate bases applied to the actunal
operating results so far as they can be determined on the record for the year
1957, and the projected results for the year 1958. While this may have a
tendency to lessen somewhat the values applicable to the year 1957 because of
depreciation, it is deemed that the results will not he unreasonable,

47. In table III below are set forth the rate bases claimed by the conference,
and in table IV the rate bases claimed individually by Waterman.
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TasLE II1.—Rate bases claimed by the conference

Vortaln Mt o B ndN ool o ol o il Segell N s o80T 181
Working capital
Brooklyn terminal (nonowned)

2, 048, 584

2 000 000

W0, 000

Philadelphia terminal (nonowned) g
4,

5, (

064, 916
Baltimore terminal (nonowned) 000, 000
Puaerto Rico terminall o e e 062, 194
O T PR ODOT Y e e e e i e e e 747, 387
Claims pending 22 584

32, 945, 665

: 5, 183, 638
Working capital 1, 233, 955
New York terminal (nonowned) 2, &, 400
Baltimore terminal (nonowned) 1, 117, 000
Mobile terminal (nonowned) 1, 901, 800
New Orleans terminal (nonowned) 825, 700
Puerto Rico terminal (nonowned) 1, 500, 000
Terminal equipment (nonowned) 356, 600
L n i g e O S SRR T B SR s ol LSS 98, 311

Tquipment 231, 957
T TSR e TRt NS Syt R LI R A S S e AR 3 A 67, 734

14, 532, 155

3, T84, 230
Working captial 445, 212
Terminal property.-_.. ; 3,5
Other property 92, 801
Statutory reserve funds 2,022, 488

Total 6, 348, 320

Waterman :

4, 170, 856
Working capital 1, 208, 091
Mobile terminal (nonowned) 1, 000, 000
New Orleans terminal (nonowned) 750, 000
Puerto Rico terminal 1, 242, 716
Furniture, fixtures and other equipment
Office building, mobile e oo e o
Puerto Rico stevedore equipment
Puerto Rico wharf equipment

Grand total

! This figure does not Include any value assigned for Liberty ships, and, because of an
error in calenlation in the conference brief, should be $12,288,581 on the basis claimed by
the conference,
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TasLE IV.—Rate bases claimed by Waterman
Method 1:

Vessels, average of reproduction cost depreciate and net book
value

10, 033, 191

Vessels, market value 3, 070, 500
Other property

3,474,913
Working capital 1, 892, 107

Total 8, 437, 520

1 This figure, although labeled average of reproduction cost depreciated and net book
value, embraces as an element the depreclated value of replacement vessels rather than
reproduction cost depreciated of the vessels employed,

48. The items listed in table ITI designated as “other property ;" “strue-
tures ;" “equipment;” “spare parts;” “terminal property:" “furniture, fixtures,
and other equipment:” “office building ;" and “stevedore equipment” : and
“wharf equipment” represent allocations of owned property carried into the
claimed rate bases at net book value, and there is generally no dispute concern-
ing the propriety of including such asset values, There is little justification for
the inclusion of the item called claims pending in the rate base claimed for
Bull, and it will not be further considered.

49. Lykes alone among the respondents does not claim as a part of its rate
base the values of any nonowned terminals, on the ground that its vessels utilize
4 number of different public terminals, and the ratio of its use of any particular
terminals would be minimal and diffieult to determine. Accordingly, it claims as
eXpense items in its profit and loss statements the full rentals paid for terminal
use. Lykes includes in its claimed rate base statutory reserve funds amounting
to $2,022.488 made up of capital reserve funds of £1,734.919 representing ac-
cumulated depreciation on the portion of its vessels allocated to the Puerto Rican
services, and special reserve funds amounting to $287,569. Both of these reserve
funds are required to be maintained by Lykes in connection with its subsidized
foreign operations under section 607 of the Merchant Marine Act, 1936, as
amended, 46 U.8.C, 1177. We are not impressed with the argument advanced
that these statutory reserve funds should be congidered as property devoted to
the Puerto Rican service, and no further consideration will be given to this item.

50. Vessels: In table III, the vessels allocated to the Puerto Rican trade by
the respondents are valued by weighting original and reproduction costs, de-
preciated, using as factors 70 percent of reproduction cost depreciated and 30 per-
cent of acquisition costs, depreciated. These percentages were rejected by us
in our decision in General Increases in Alaskan Rates and Charges, 5 F.M.B.
486, 498 (1958). The respondents argue that Bull has in the distant past built
its own ships and operated in the Puerto Rican trade with newly constructed
tonnage, and has developed plans for replacement vessels, although there are
no present indications that new ship construction will be embarked upon in the
near future; that Alcoa has likewise had naval architects prepare designs for
replacement vessels; and that Lykes is contractually committed to a ship re-
placement program in connection with its subsidized operations. For these
reasons, the conference contends that the circumstances presented in this pro-
ceeding differ from those in the Alaska case and justify the use of the 70 per-
cent/30 percent weighting. The examiner used an average of original costs and
reproduction costs, citing prior decisions, see Rates of Inter-Island Steam
Navigation Co., Ltd., 2 U.SM.C. 253 (1640) ; Alaskan Rates, 2 U.S.M.C, 558
(1941), and 2 U.BM.C. 639 (1942) : General Increase in Hawaiian Rates, supra;
and General Increases in Alaskan Rates and Charges, supra.

51. Table V below shows, after allocation, the original and reproduction costs,
depreciated as of December 81, 1957, the averages therefore, and the market
values of the vessels employed by the respondents. The market values are
averages of the domestic market values stated in paragraph 39 above, taken
80 as to eliminate extremes of value occasioned by the special circumstances
detailed. Asin the case of table III, the vessel values in the case of Bull do not
include assigned values for Liberty-type vessels which the record indicates will
occupy a diminishing role in its operations.
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TapLe V.—Vessel values

Original cost | Reproduc- Domestic
deprecisted | tion cost de- Average market
preciated values

$4,875,005 | $16, 800, 740 | $10, 883, 318 $7, 620, 900
1,421, 166 7,487, 081 , 454, 3,013,072
993, 200 5, 400, 969 : 2, 359, 506
1,152,132 6, 535, 356 , 843, 3, 167, 276

8, 442,493 30, 323, 146 17, 061, 953

52. We disagree with both the conference and the examiner as to the fair
and reasonable value of respondent’s vessels. What the respondent carriers are
entitled to is “a fair return on the reasonable value of the property at the time
it is being used for the public,” San Diego Land Company v. National City,
supra. We find that value of the vessels on the domestic market at or about
the time the rate increase is requested with adjustments to eliminate short-term
peaks in vessel values, is the proper method for determining the reasonable
value of the property being used for the public. We do not feel that we should
assume for ratemaking purposes that a carrier has reproduced its vessels.
When the carrier has reproduced a vessel and placed it in service he is entitled
to a fair return on its value. Until then, the shipping public should not be
forced to pay rates based even in part on the conjectural value of some phantom
vessel which may never serve it. To the extent the conclusions set forth in
prior cases disagree with those expressed herein they are overruled.

53. We find the fair and reasonable values of the vessels of the respondents
devoted to the Puerto Rican service to be those set forth in table V under the
heading “Domestic Market Values,”

54. Working capital: The examiner found that a fair and reasonable allow-
ance for working capital as an element of the rate bases would be approXi-
mately one-twelfth of the annual operating expenses experienced in 1957 of the
respective carriers, exclusive of depreciation, or $1,800,000 for Bull, $860,000 for
Aleoa, $360,000 for Lykes, and $615,000 for Waterman.

55. The conference excepts to this finding, contending that the carriers are
entitled to (1) a buffer fund equivalent to one-twelfth of annual operating ex-
penses, exelusive of depreciation, plus (2) an amount sufficient to cover the
lag in revenue collections behind the related disbursements citing Alaskan
Rates, 2 U.8.M.C. 558, 566 and 2 U.S.M.C. 639, 645. Under this method they say
Bull is entitled both to the buffer of one-twelfth of operating expenses or
$1,800,000 and the collection lag of $1 million and that the other respondents are
entitled to a similar working capital determination. }

56. The interveners and public counsel also except to the examiner’s find-
ing, contending that working capital should be computed on the basis of the
requirements laid down in General Order 31, 46 C.F.R. sec. 286.3(a) (1)}

57. In General Increases in Hawaiian Rates, supra, we used General Order T1
as the method for the computation of working capital as an element of the rate
base. In General Increases in Alaskan Rates and Charges, supra, we disallowed
claimed working capital computed by the formula detailed in the Alaskan Rates
cases, supra and allowed working capital calculated in accordance with Gen-
eral Order 71 (superseded by General Order 31). In that case we characterized
that general order as basically consisting of the average voyage expenses for
each vessel in the carrier’s fleet.

58, The examiner concluded that use of the formula was not appropriate
in this proceeding, pointing out that under limitation 3, the inclusion by Bull
in its current liabilities of annual installments due of its debt, and annual
interest payments would leave it with a negative balance for working capital.
We find nothing in this record to warrant a reversal of our holding in General
Increases in Hawaiion Rates, supra and General Inereases in Alaskan Rates
and Charges, supra. We will, however, clarify those two decisions in one
respect. In determining a fair and reasonable allowance for working capital
as an element of the rate bases in proceedings such as these, we will limit the
amount to that determined under limitation 4 of General Order 31 and give no
consideration to limitation 3 of that order.

2 Limitations 3 and 4 of that order which relate to the computation of working capital
are set forth in appendix A,
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59. We find that the fair and reasonable allowance for working capital would
be the amount computed under limitation 4 of General Order 31, or $1,087,000 for
Bull, $264,100 for Alcoa, $222,100 for Lykes, and $285800 for Waterman.

60. Property used but not owned: As is indicated in table III, Bull, Alcoa,
and Waterman claim as elements of their rate bases substantial amounts repre-
senting the value of terminals and terminal equipment used by them in their
Puerto Rican services which are owned by others. In conjunction with these
claims, Bull has adjusted its operating expenses to substitute owners’ expenses
detailed on the record in the case of the Brooklyn and Philadelphia terminals for
terminal rentals, and has credited its revenues with the profits derived from
the operation of the Puerto Rican terminals by its subsidiaries: Alcoa has
adjusted its operating expenses to eliminate rental costs for terminals: and
Waterman has adjusted its operating expenses to eliminate profits from the
operation of its Puerto Rican terminal owned by Waterman P. R. However,
Waterman claims as operating expenses the rentals paid for terminals at
Mobile and New Orleans, and the record affords no basis for determining the
amount of such rental payments. The Baltimore terminals nsed by Bull and
Alcoa are leased to them free by the owners as an inducement to increase the
amount of trafic moving over the piers, and Bull's rental payments for its
Philadelphia pier are substantially less than owners' costs.

61. The examiner found that in the case of Bull and Alcoa the inclusion
in their allowable rate bases of the value of property used but not owned
with the concurrent elimination from operating expenses of rentals paid for
such property and the substitution of owners' expenses therefor, is reasonable
and proper. In the case of Waterman, however, he found that since it was
impossible to determine on the record its rental payments for the use of its
Mobile and New Orleans terminals or the expenses of the owners thereof, that
the value of such property should not be included in its rate base. In arriving
at the value of property used but not owned he found the proper valuation
to be the net book value where ascerfainable, or if not, he found a value on
the basis of other evidence of record. The examiner concluded that prior
decisions of the Board had allowed for rate base purposes the value of property
used,' although not owned by the carriers, which he states is in accord with the
accepted theory of valuation.

62. In our most recent ruling on this point in General Increases in Alaskan
Rates and Charges, supra, we included the value of a chartered vessel in the
carrier's rate base but excluded certain nonowned -shoreside property since it
was difficult if not impossible to determine its proper value. We think we were
in error in including the value of the nonowned assets in the carrier's rate base.
We are not impressed with the arguments of the conference that such assets
should be included in the rate base of some of the carrier respondents in this
proceeding. We note that Lykes did not claim as part of its rate base such
nonowned property, and it appears that Bull did not include piers owned by
the Commonwealth of Puerto Rico. Further, in the case of Waterman, the
examiner refused to include the value of such property in its base. Again in the
case of Alcoa, in arriving at a value to be included in that company's rate base
the examiner because of insufficient data reduced the amounts claimed by the
same percentage he had reduced Bull’s claimed values. These same problems led
us to conclude in General Increases in Alaskan Rates and Charges, supra, that
(l;ertain nonowned property was not properly includible in the carrier’s rate

ase.

As Indicated above, such assets were claimed by some of the earriers and not
by others, were excluded by the examiner in the case of Waterman, and Bull
apparently did not claim all of such property, Thus we are asked to arrive
at rate bases of various carriers containing different elements depending in
some cases on the claims of the carriers and in others on the evidence submitted
by it as to the value of the property. This we will not do. Proceedings such
as this are difficult enough without adding to the problems. The respondents
in this case present no binding precedent that requires us to include such
property in a carrier's rate base. We do not feel that either logic or law
necessitates their inclusion. The carriers are not devoting their capital to the
shipping public insofar as such property is concerned. It is proper of course
to include in allowable expenses the rental paid and other expenses of the
carriers which arise by reason of the use of such facilities, but to include the
value of nonowned property in the rate bases in our opinion would grant the
carriers a windfall at the expense of the shipping publie.
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63. Bull's Puerto Rican terminal: The examiner included in the rate base of
Bull $2,144,572, the net book value as of December 31, 1957, of certain Puerto
Rican terminals owned by Bull and devoted to the trade. Public counsel ex-
cepts to this inclusion and the Commonwealth contends that the amount should
be reduced by some $475,000 representing the total acquisition cost of certain
property adjoining one of the terminals on which is located a building which
oceupies about one-twelfth of the area and which is leaded for purposes not re-
lated to the Puerto Rican trade. The remainder of the property is admittedly
used for terminal services and the building rentals are credited to the Puerto
Rican services of Bull. We agree with the examiner that $2,144,572 should
be included in the rate base of Bull as representing the value of Bull's Puerto
Rican owned terminals. This property is owned by Bull and devoted to the
trade, rentals from the building will be credited to Bull's Puerto Rican service,
as well as any profit realized from the operation of the terminal. Under such
cirenmstances there is no justification for excluding the terminals in whole or
in part from Bull’s rate base.

64. Recapitulation: Table VI below sets forth the total values of the property
of the respondents devoted to their Puerto Rican services, as found for the
purposes of this proceeding, reflecting the findings specifically made above con-
cerning the valuation of vessels, working capital, and terminals and terminal
equipment as of December 31, 1957, and reflecting also the net book values of all
other property as of December 31, 1957, as found in the record, In the case of
Lykes, net book values for such other property were not submitted as of De-
cember 31, 1957, and the values included are the averages of net book values
shown in the record as of June 30, 1957, and as of June 30, 1958.

TasLe VI.—Values
$11, 491, 987
Alcoa 4, 570, 966
5] 2o TR R I S O L s XSS P 2, 680, 115
Waterman 5, 350, 285

REVENUES AND EXPENBES

65. General : As stated in paragraph 46 above, in the present posture of this
proceeding it is possible to determine with reasonable accuracy the actual operat-
ing results experienced by the respondents during 1957 in the performance of
their Puerto Rican services, and thus to make findings concerning the lawful-
ness of the 15 percent increase. Reasonable projections for the future may be
made based upon revenue and expense data submitted by the respondents cover-
ing the first 6 months of operations in 1958 under the combined 15-percent and
12-percent increases, by which the lawfulness of the combined increases may be
gaged. Numerous issues are raised by the parties concerning the revenues to
be assigned to the Puerto Rican trade, and the expenses allowable. Certain
of these, relating to allocation methods employed by the respondents, deprecia-
tion claimed by them, and the adjustment of expenses to eliminate rental costs
for nonowned terminals or to substitute owners' costs therefor, have been
treated separately above, and need not be restated here. In restating the
assignable revenues and allowable expenses, the findings there made will govern.
Generally, disposition of the issues raised concerning 1957 expenses and revenues
will suffice, and later data restated accordingly.

66. Interveners and public counsel contend that the revenues of the respond-
ents for 1957 should be restated so as to give effect to a full year's operations
under the 15-percent increase, which became effective on January 10 of that
year. It is also contended that the expenses of Bull for that year should be
adjusted so as to eliminate the expenses incurred during the strike mentioned
in paragraph 8 above, of which $643,037 of general operating expenses and
$146,483 of depreciation are allocable to the Puerto Rican services, on the
ground that this strike was unique in character, and occurred for reasons not
related to the Puerto Rican trade, As to the strike expenses, the examiner
concluded that the effect on the revenue position of Bull was no different except
in degree from that of any other strike for which no claim was made. We
disagree with the examiner. This strike was unrelated to the ordinary labor-
management controversies, and the general operating expenses incurred during
the strike should be excluded from Bull's expenses for 1957, but no sound reason
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is shown for the elimination of depreciation expenses incurred during that
period. With respect to the restatement of revenues to cover a full year of the
15-percent increase, we agree with the examiner that the operating results for
1957 do not enter into projections for the future, and restatement thereof so as
to reflect a full year's operation would serve no useful purpose.

67. 1957 revennes and expenses: Bull shows operating revenues for 1957 of
$21,646,383, which are adjusted to include amounts of $117,954 covering interest
revenue from a mortgage on the Brooklyn terminal held by Bull, $86,018 covering
net profit of the Puerto Rico terminal companies, and $68,187 covering top
wharfage collected in Philadelphia. Public counsel and the interveners con-
tend that the revenues should be further adjusted so as to include $38,335 of the
net profits of Caribbean Dispatch, Inc., earned in carrying bagged raw sugar
under contract terms which would normally have been transported by Bull at
tariff rates, and $60,069 of profits earned by Bull in conducting independent
stevedoring operations at Puerto Rico for other carriers during the sirike pe-
riod. Of these adjustments, the examiner found that only the inclusion of the
interest revenue is improper, that it is included only for the reason that the
value of the Brooklyn terminal is claimed in Bull’s rate base and that it is no
more a part of the earnings derived from the Puerto Rican service than the reve-
nue from any other unrelated investment. We agree with the examiner, as to
the interest revenue, but are of the opinion that elimination of the strike ex-
pense for 1957, as found above, requires also that the bagged raw sugar and
stevedoring profits should be excluded from the assigned revenues.

68. Bull shows total allocated operating expenses of $22,644,027. Adjustments
upward include $95,872 covering costs incurred as a result of actions brought in
Puerto Rican courts for overtime wages by stevedore foremen, and $69.273 cover-
ing the excess of actual Puerto Rican overhead expenses over budget provisions
therefor. Adjustments downward include a credit of $145,299 for stevedore
overhead charged into the stevedoring account ; $72,319 to substitute owners' ex-
penses for terminal rentals; $3,813 to cover a correction in the allocation of 1957
strike expenses; and a stipulated correction of $35,232 in management and op-
erating commissions. The Manufacturers Association of Puerto Rico contends
that the adjustment of expenses to cover the foremen’s overtime suits is improper
on the ground that the expense is attributable to a violation of law by Bull. The
suits arose from a difference of opinion as to Bull's liability for overtime pay-
ments, and the costs incurred by Bull are operating costs properly ineludible.

69. The Manufacturers Association of Puerto Rico also contends that Bull's
1957 expenses should be adjusted downward by $6,398 to reflect an allocation of
inactive vessel expense and depreciation of other equipment to the Dominican
traffic not made by the respondents, and this adjustment is considered proper.
We agree with the examiner that operating expenses should be reduced by
$139,404 to cover the excess of commissions paid to A. H. Bull & Co. over and
above the costs of the latter as allocated on a revenue prorate.

70. Alcoa shows gross operating revenues in 1957 of $9,175.049. Operating
expenses after allocation were $10,615,037, adJusted downward by $423,120 to
exclude pier rentals,

71. Lykes shows gross operating revenues in 1957 of $3,774,843. Operating
expenses after allocation were $4,540,813.

72. Waterman shows gross operating revenues in 1957 of £0,416,267, covering
both its gulf and North Atlantic operations. Expenses were $8,771,685. Inter-
veners contend that the expenses should be adjusted to eliminate charter hire of
$32,400 on a vessel included in the rate base, and to eliminate $13,770 interest on
a vessel mortgage. Since the vessel is not included in the rate base the charter
hire paid is a proper expense. Interest payments are not operating expenses as
such, but are rather costs of capital employed which should be borne out of
profits earned, and an adjustment is proper. It is also contended that Water-
man’s revenues and expenses for 1957 should be restated so as to eliminate the
results of its North Atlantie service, which was conducted in that vear at a loss,
for the reason that such service was only temporaril y operated. As stated above,
operating results for 1957 do not enter into projections for the future, and the
service was instituted by Waterman with the full intention of making it perma-
nent. To eliminate the results of this service would distort the actual revenue
position of Waterman in defiance of the facts of record.
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73. Giving effect to the findings above, including elimination of strike expenses
and adjustments relating thereto, and the adjustment in Bull's revenues as
found in paragraph 67 above, and the inclusion of rental expenses and deletion of
owners' expenses for nonowned property disallowed in the rate base, table VII
below shows the operating results of the respondents in 1957, as adjusted :

TapLe VII.—1957 operating results

Revenues Expenses | Net (Pm’}“ or
088

$21, 80O, $21, 835, 089

L, 1785, 10, 615, 037
P 3, y 4, 540, 813
Waterman. % = 3 8, 757,915

74. 1958 revenues and expenses: As stated in paragraph 17 above, the revenue
projections of the respondents, where given, were based on an extension of their
most recent experience, that for the first half of 1958, subjected to adjustments
for known or contracted cost increases. Revenues for 1958 were calculated as
twice those for the first 6 months, adjusted to give effect for the full year to the
12 percent increase which became effective January 15. Expenses for the first
6 months were adjusted upward by about 1 percent. Waterman did not submit
future projections, basing its position on the fact that it ceased operations in
the trade and its successor in the operation is not a respondent herein. Water-
man contends, therefore, that no consideration may be given to the future opera-
tions of Waterman, P. R., in the trade in determining the lawfulness of the rates
here under investigation. Waterman, P. R., is, however, an existing operator in
the Gulf-Puerto Rico trade, its rates are identical with those under investigation,
and it has agreed to be bound by the findings herein. Accordingly, for the
purposes of this report, projected 1958 results for the combined Waterman and
Waterman, P. R., operation from the gulf ports to Puerto Rico are calculated
below on the same basis as used by the other respondents. Revenues for the
first 6 months are doubled, and adjusted upward by $54,000 as suggested by
public connsel to reflect a full year's operation under the 12 percent increase.
Expenses for the first 6 months, as adjusted, are doubled and adjusted upward
by 1 percent to reflect the cost increases expected by the other respondents,
This will fail to give effect to the cost increases shown by Waterman individually
as stated in paragraph 23 above, but it is expected that similar cost increases
will also affect the other respondents, and they are disregarded here in order to
treat all the carriers similarly.

5. In computing operating expenses for the first 6 months of 1958, Bull
included vessel repair expenses on a reserve basis in its voyage accounts. For
the period these reserves totaled $197,428. Actual repair expenses during the
period were $57,951 less than this amount, and public counsel and the interveners
contend that the excess should be credited to Bull's expenses and only actoal
repair costs allowed. Bull's actual repair expenses were $413,311 in 1957, and
$562,795 in 1956, and it does not appear that the reserves are excessive. For
the purpose of projecting expenses over the full year 1958, the reserves for
repair expenses will be allowed.

76. The combined Waterman and Waterman, P. R., expenses reported for the
first 6 months of 19568 in their Gulf-Puerto Rico service include costs of $8,617
attributable to transfer of the Bienville cargo at New Orleans into a vessel
regularly providing breakbulk service to Puerto Rico. Waterman contends that
this amount should not be disallowed. It is an expense of a nonrecurring nature
and for the purpose of projecting future operating results, the contention has
merit, and the adjustment requested will be made.

77. Giving effect to the findings relating to 1957 revenues and expenses, and
those made specifically with regard to 1958, table VIII shows the revenues and
expenses of the respondents for the first 6 months of 1958, and the projected
operating results for the full year 1958,
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TasLe VIII.—1958 operating results

First half 1058 1958 projected

Revenues Expenses Revenues Expenses Net profit
or (loss)

$23, 070, 350 $580, 203

YT el & o 215, , B0, s . 10, 027,000 | (1, 543, 000)
g T R e e , 40, , 150, , 919, 4,318, 234 (808, 497)
Waterman and Waterman P.R.. . 121, . 417, 3 6, 902, 501 | 1,3M, 145

DISCUSSION AND CONCLUSION

In our order remanding this proceeding for further hearing we directed that
the record developed should be sufficient for consideration of the issues either
through analysis of all carriers, or through consideration of Bull as the rate-
making carrier. The examiner treated the respondents as a whole. We disagree.
In General Increases in Hawaiian Rates, supra, and again in General Increases
in Alaskan Rates and Charges, supra, we followed our prior decisions and ad-
hered to the prineiple that the dominant carrier in a noncontiguous domestie
trade will be taken as the ratemaking line. We find nothing in this record
which warrants a different conclusion here. Bull is by far the dominant earrier
in the trade and its gross revenues during the first half of 1958 exceeded those
of the other three carriers, They were approximately 2% times those of the
next largest carrier. Consideration of the issues in this proceeding will be
made on the basis of Bull as the ratemaking carrier.

On the basis of the findings set forth herein Bull in 1957 suffered a loss of
some $35,500 and the 15-percent increase has been shown to be fully justified.
On the basis of the 1958 projection which we have found to be reasonable, Bull
on a rate base of $11.5 millions during 1958 would earn 5 percent before income
taxes.

The Commonwenlth contends that Bull’s allowable return should be 5 per-
cent. The conference argues that a rate of 10 percent after taxes is reasonable.
Public counsel says 7.5 percent after tax is the proper rate of return in this
proceeding.

Our predecessors fixed 7 percent after taxes in Rates of Inter-Island Steam
Navigation Co., Ltd., 2 U.SM.C. 253, 262 (1940), and 7.5 percent in Alaskan
Rates, 2 U.S.M.C. 508, 573. Recently in General Increases in Alaskan Rates and
Charges, supra, at pages 500 and 501, we allowed rates of return of 5.22 and 8.90
percent upon two alternative methods of rate base valuation considered by us.
We find that a rate of return of not in excess of 7.5 percent after income taxes
of the rate bases determined as set forth in our findings is fair and reasonable.

In view of our finding as to a fair and reasonable rate of return and the find-
ing as to Bull's earnings under the combined 15-percent and 12-percent increases
we find it nunnecessary to give further consideration on the contentions of the
Commonwealth with respect to the treatment of income taxes.

The conference excepts to the examiner's failure to include in the rate base a
separate amount for going concern value. As we said in General Imereases in
Alaskan Rates and Charges, supra, at page 500, “Neither the Board nor any of its
predecessors has ever included a separate ‘going concern value' in a rate base
of any of the respondent carriers.”

We see no reason to depart from the fair-return-on-fair-value standard which
the Board and its predecessors have used and reject the contention of the con-
ference that the operating ratios experienced by the respondents should be con-
sidered by us as a method of determining the reasonableness of the rates under
investigation in this proceeding.

ULTIMATE FINDINGS

We find and conclude that the 15- and 12-percent increases here under
investigation are just and reasonable.
An order discontinuing this proceeding will be entered.
By the Board.
James L. Pimper, Secretary.
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APPENDIX A

General Order No. 31, provides in pertinent part as follows (46 C.F.R. sec.
286.3(a) (1) in part) :

LIMITATION (3)—ADJUSTED WORKING CAPITAL

The excess, if any, of the balance of “adjusted working capital” of the oper-
ator and its wholly owned subsidiary companies as of the balance sheet date,
after interim adjnstments thereof, as provided in paragraph (d) of this section,
and allocated to subsidized operations as provided in paragraph (e) of this
section, over “limitation of adjusted working capital” in subsidized operations,
as defined in limitation (4), shall be deemed to be “capital held in reserve” in
the business and shall not be taken into account in determining “capital em-
ployed."”

For the purpose of applying this limitation, “adjusted working capital” shall
include only the following accounts defined in part 282 of this chapter:
Accounts:

100-199 (369) : Current assets (less reserves and provision for accrued
deposits in statutory reserve funds other than voluntary deposits, which
shall not be acerned for deposit),

200: Unterminated voyage expense.

375-389: Deferred charges (to operations) and prepaid expenses.

Less accounts:

400-534 : Current liabilities (excluding mortgage notes—vessels, and other
liabilities payable from statutory reserve funds).

405: Advance ticket sales and deposits.

500: Unterminated voyage revenue.

The provision for accrued deposits into the statutory reserve funds referred
to in accounts 100-199 hereinabove shall include, but is not limited to, the
following :

(i) Acerued depreciation on vessels required to be deposited into the capital
reserve fund ;

(ii) Proceeds from sale or loss of vessels and other amounts which, upon
collection, are required to be deposited into the capital reserve fund;

(ili) All acerued mandatory deposits into the special reserve fund.

LIMITATION (4)—LIMITATION OF ADJUSTED WORKING CAPITAL

AdJjusted working capital as determined under limitation (3) shall be allowed
as “capital employed” to the extent of the total average voyage expenses employed
in subsgidized operations determined as follows :

Average voyage expenses shall be determined on the basis of the actual expenses
of operating and maintaining the subsidized vessels (excluding layup expenses)
for a period represented by the average length of time of all round voyages
(excluding layup periods) calculated separately for each subsidized service
(line). For the purposes of this limitation, the term “line” shall be deemed to
mean those described in part I of the operating-differential subsidy agreement,
or in instances where the routes or services described therein are not designated
as “lines,” then the trade routes referred to in part I of the subsidy agreement
shall for such purposes be deemed to be “lines” : Provided, That in any event
passenger services shall be deemed to be “lines” separate and distinet from freight
services : And provided further, That in instances where unsubsidized vessels are
operated in subsidized services and are subject to the reserve and recapture pro-
visions of the agreement, they shall not be considered as a separate category but
shall be included with the subsidized vessels for the line involved.

This determination shall be made in the following manner :

First : By dividing the sum of such expenses for the accounting period involved
applicable to the subsidized vessels in each such service (line) by the aggregate
number of days (excluding layup days) consumed in all voyages of such vessels
in each such service (line) terminating during such period ;

Second : By multiplying the quotient thus obtained by the number of days
(excluding layup days) in the average voyage in each such service (line) ; and

Third : By multiplying the resulting product by the quotient of the total num-
ber of days (excluding layup days) consumed in voyages of subsidized vessels




106 DOMESTIC OFFSHORE SHIPPING

in each such service (line) terminating during the accounting period divided by
the number of calendar days within the accounting period.

The expense of operating and maintaining the subsidized vessels shall include
overhead (accounts 900-955 less accounts 670 and 895) allocated to subsidized
operations under § 286.4 and total operating expense—terminated voyages (ac-
counts 701-799 in pt. 282 of this chapter). For the purpose of this limitation
(4), if in any instance, the average subsidized voyage in auny subsidized service
(line), as determined above, is of less than 90 days' duration, the expense of hull
and machinery insurance (account 755) and P. and I. insurance (account 07)
shall be determined to be that for a period of 90 days : Provided, That such allow-
ance for insurance expense shall not, in the aggregate, exceed the total actual
insurance expense for the accounting period. Expenses used for this purpose
shall be those included in the annual accounting for each ecalendar year, filed
under part 292 of this chapter, and shall not be adjusted thereafter.
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STATEMENT OF QUESTIONS PRESENTED

The questions presented by the Commonwealth of Puerto
Rico® are:

1. Whether the Board erred in aseribing to the carriers’
vessels a valuation for rate base purposes equal to their
market value.

2. Whether the Board allowed an excessive rate of re-
turn to the carriers.

3. Whether the Board allowed the carriers to charge an
excessive annual vessel depreciation expense.

The questions presented by the United States Atlantic
and Gulf/Puerto Rico Conference, et al,, are as follows:

1. Whether the Conference has standing to seek review
of the Board’s order.

2. Whether the Board erred in considering the Bull
Steamship Company to be the ““ratemaking carrier’’ in the
trade.

3. Whether the Board erred in excluding from the car-
rier’s rate base terminal properties which are used, but
not owned, by the carriers.

4. Whether the Board understated the carriers’ rate base
by allowing an unreasonably low working capital.

5. Whether the Board erred in aseribing to the carriers’
owned terminal facilities a valuation for rate base purposes
equal to their net book value.

6. Whether the Board erred in rejecting an operating
ratio approach, rather than the fair-return-on-rate-base ap-

proach, in determining whether the carriers’ rates are Just
and reasonable.

! The Commonwealth’s petition for review raises additional ques-
tions, which are abandoned in the Commonwealth’s brief. Accord-
ingly, respondents’ statement of the questions presented by the
Commonwealth is limited to only those questions which the Com-
monwealth is now pressing.

(1)




DOMESTIC OFFSHORE SHIPPING

TABLE OF CONTENTS

Statement of Questions Presented.................
Jurisdictional Statement . ...
Statement of the Case. s e
A. Statutory Background
B. The Board’s Findings ..... il 4
1. Valuation and Rate Base.....
2. Expenses :
3. Dominant Csrner Theory
4, Rate of Return
5. Operating Ratio as Measure of Reasonableness. .
C. The Instant Petitions. .
Summary of Argument 3
A. Summary of Argument in Response to Brief of Common-
wealth of Puerto Rico
B. Summary of Argument in Response to Brief of United
States Atlantic & Gulf-Puerto Rico Conference.........
Argument
A. Argument in Response to Brief of Commonwealth of
Puerto Rieo .....
I. The Board Dld Not Err in Valumg Vessels at
Market Value ......
IT. The Board Did Not Err in Fmdmg a 7’7&% Rate
of Return to Be Reasonable

III. The Board Did Not Allow Excessive Depreciation

Charges
B. Argument in Response to Brief of United States Atlantic
Gulf-Puerto Rico Conference. .
I. The Conference’s Petltlon Should Be Dls-
missed for Want of Jurisdiction
II. The Board Did Not Err in Considering Bull as
the “Ratemaking Carrier”

III. The Board Properly Excluded from Rate Base
the Terminal Properties Used, But Not Owned,
by the Carriers

IV. The Board’s Allowance for Working Capital Is
Fair and Reasonable and Consistent With the
Facts and Evidence

V. The Board Correctly Asecribed to Carrier-Owned
Terminals a Rate Base Valuation of Net Book
Value

VI. The Board Correctly Refused to Follow the Op-

erating Ratio Approa.ch
Conelusion
Statement of the United States. ..

e
&
XN WO - @

(s +]




DOMESTIC OFFSHORE SHIPPING

TABLE OF CASES

Page
Alabama-Tenn. Natural Gas Co. v. Federal Power Commission, 203
F.2d 404 (1958) .......... _ LT
Alaska Rate Investigation, 1 [J E: S B 1 (1919) R SRS ¢ ey
Alaskan Rates, 2 U.S.M.C. 558 (1941) .. Al T P e 16T
Alaskan Rates, 2 US.M.C. 639 (1942). . ... .. . 43
American Tel. & Tel. Co. v. United S’tates 299 U S 232 (1936} A 27
Baltimore, C & A Ry. Co., 31 Val. Rep. 505 (1930). . ... . 44
City of Dezrmr Mlc}ngan v. F.P.C., 97 App. D.C. 260, ..30 F2d
810 (1955) _ 53
F.P.C. v. Hope Natural Gas Cﬂ 3% U.S 591 {1944),
17, 18, 19, 21, 23, 24, 29, 33, 55
Frozen Food Express v. United States, 351 U, S 40 (1956) . . . 35
General Increases in Alaskan Rates, 5 F.M.B. 486 (1958) .. 38 4.., 48, 51
General Increase in Hawaiian Rates, 5 F.M.B. 347 (1957) . . 22, 38, 48, 51
Georgia Properties Co. v. Henselee, 138 F. Supp. 587 (M.D. Tenn
1955) ...
ICC&NewYarkNH({‘HR Co 287US 1:8(193)) 2 st
Interstate Natural Gas v. F.P.C., 156 F.2d 949 (1949), Aﬁ'd 331
U.B. 682 (1946) ......... 37, 3¢
Kanawha Gas & Utilities Co. v. Commasswﬂer of Int Rez, 214 F 2d
685 (C.A. 5, 1954) . . b
Kimbell- Diamoml Mtllmg (’r) v. Cammsmauer 187 F ’ll 718
(C.A. 5, 1951). Cert. den. 342 U.S. 827 (1951). Ay
Lindheimer v. Illinois Bell Telephone Co., 292 U.S. 151 (1934)
Manufacturers Ry. Co. v. United States, 246 U.S, 457 (1918)
Minnesota Rate Cases, 230 U.S. 352 (1913) e 1
Middle West General Increases, 48 M.C.C, 541 (1048).7:= ..,
Missouri ex rel, Soutkweslern Bell Telephone Co. v. P.S.C., 262
U.S. 276 (1923) .
Montana-Dakota Utilities Co V. F’PC 169 F .d 39" (1948), cert
den. 335 U.8, 853 (1948) .......
New York Central R.R. Co. et al,, o7 Val Rep 1 (19..9)
New York, N.H. & H.R. Co., 30 Val, Rep. 1 (1929), Aﬁ'd 287
U.S. 118 (1932) .
Pacific Far East Lines v. Federai Maritime Board, 107 U. S. App
D.C. 155, 275 F.2d 184, 187, cert. den. 363 U.S. 827 .
Rates of Inter-Island Steam Navigation Co. Ltd,, 2 USM. C. 253
(19405 8] n
Rochester Tel. Corp V. US' 307 US 125 {1939) s
Secretary of Agriculture v, The United States, 347 U S. 645 6;}4
Sun 0il Co. v. F.P.C., 256 F.2d 233 (1958) ... . . ..
United States v. Los {ngeles & S.L.R. Co. 273 U.S, 299 (19"7}
United States v. Storer Broadeasting Co., '301 U.S. 192 (1956)




DOMESTIC OFFSHORE SHIPPING

STATUTES

Intercoastal Shipping Aet, 1933 (46 U.S.C. § 843-848)

Internal Revenue Code, 1954, Section 1031(a) (26 U.S.C.
§1031(a)) : : N

Interstate Commerce Aet, Section 19(a) (49 U.S.C. §19(a))

Judicial Review Aet, 1950 (5 U.S.C. § 1031 et seq.)

Merchant Marine Act, 1936 (46 U.S.C. 1101 et seq.):
Sec. 607(a) (46 U.S.C. §1177(a))
See. 607(e) (46 U.S.C. §1177(¢c))

Shipping Aet, 1916:

Section 15 (46 U.S.C. § 814)
Section 18 (46 U.S.C. § 817)

MISCELLANEOUS

Federal Maritime Board General Order 31, Limitations 3 and 4,
46 C.F.R. Sec. 286.3(2)(1)
I.T. 2615, XI-1 Cum. Bull, 112 (1932)







Ix THE

United States Court of Appeals

For taE District oF CorLumsia CIrcUlT

No. 15,846
ComMmoNWEALTH OF PUugrTO RICO, PETITIONER
v.

UxiTep StaTES oF AMERICA AND F'EDERAL MARITIME BoARD,
RESPONDENTS

No. 15,847

Uxrtrep States Atrantic & Gurr-Pugrto Rico CONFERENCE,
Buri-Insurar Line, Inc., ArLcoa SteamsHIiP CoMPANY,
Inc., Lykes Bros. Steamsare Co., Inc., and RicHArD
KINSELLA, PETITIONERS

U~rrep StaTeEs oF AMERICA AND FEDERAL MariTiIME BoArp,
RESPONDENTS

BRIEF OF RESPONDENT FEDERAL MARITIME BOARD
AND STATEMENT OF RESPONDENT UNITED STATES
OF AMERICA

JURISDICTIONAL STATEMENT

The jurisdiction of this Court is based on the Judicial
Review Act of December 29, 1950 (64 Stat. 1129, as amended,
5 U.S.C., Section 1031, et seq.).




DOMESTIC OFFSHORE SHIPPING

STATEMENT OF THE CASE

A. Statutory Background

The proceeding arises out of petitions by the Common-
wealth of Puerto Rico (Commonwealth) and by the United
States Atlantic & Gulf-Puerto Conference, et al. (Confer-
ence),! for review of an order of the Federal Maritime
Board entered after an investigation held by the Board
pursuant to Section 18 of the Shipping Act, 1916 (39 Stat.
735, as amended, 46 U.S.C. Section 817), and Section 3
of the Intercoastal Shipping Act, 1933 (47 Stat. 1426, as
amended, 46 U.S.C. Section 845), wherein the Board found
certain rate increases of the Conference to be just and
reasonable. The increases applied to rates governing the
common carriage of ocean-borne cargo between United
States Atlantic and Gulf ports and ports in Puerto Rico.

On December 4, 1956, the Conference filed with the Board
tariffs increasing the existing rates by 15 percent. Ex-
ercising the powers vested in it by the 1916 and 1933 Aects,
the Board entered an order, January 4, 1957, instituting
an investigation into the lawfulness and reasonableness
of these increases. The Commonwealth moved for leave,
and was permitted, to intervene in the proceeding.

Hearings were held before a hearing examiner of the
Board in April, 1957. However, prior to issuance of an
initial decision by the Examiner, the Conference, on Au-
gust 14, 1957, filed a further general rate increase of 12
percent to become effective on September 14, 1957. The
Board suspended the 12 percent rate increase for four
months, as authorized by Section 3, Intercoastal Shipping
Act, 1933 (46 U.S.C. § 845), thus postponing the effective
date of the increase to January 15, 1958. The Board's
investigation was expanded to cover this second inecrease,
and further hearings were held in Oectober, 1957. An ini-
tial decision was issued by the hearing examiner, and ex-

! Joined with the Conference as petitioners are its individual
steamship line members and its secretary.
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ceptions thereto were filed with the Board. One of the
principal issues raised in the exceptions was whether the
examiner had erred in not requiring the carriers to pro-
duce books and records to substantiate certain financial
statements which they had offered in evidence. On Jui:
13, 1938, the Board remanded the proceedings to the ex-
aminer for further hearings, with a direction to the car-
riers to produce substantiating records for all financial
exhibits submitted at the previous hearing. Following
such further hearings, in which the carriers produced
and/or made their underlying records available to all par-
ties for inspection and copying, the examiner issued an
initial decision on September 10, 1959 (J.A. 54). In the
initial decision, the examiner found both the 15 and the 12
percent rate increases to be just and reasonable.

Exceptions were filed to the initial decision, and oral
argument was heard by the Board. Thereafter, the Board
issued the Report and Order of April 28, 1960, which are
the subject of these review proceedings.

B. The Board’s Findings

In its Report and Order of April 28, 1960 (J.A. 12),
the Board announced its findings and conelusions, with
reasons therefor, holding the rate increases to be just and
reasonable (J.A. 53).

In arriving at its conclusions, the Board followed the

traditional ‘‘fair return on rate base’’ approach, calculat-

“ing the carrier’s rate base by placing a valuation on the
property devoted to the trade by the carriers (the rate
base), and allowing the carriers a fair and reasonable re-
turn thereon.

The Board treated the Bull Steamship Company, one of
the Conference members, as the ‘‘ratemaking line’’ (J.A.
49). This approach was based principally on the facts
that Bull was by far the largest carrier in the trade, and
that in its capital investment, revenues, and expenses,

Bull was fairly representative of all the lines in the trade
(J.A. 49).
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The Board’s findings and conclusions, and its reason-
ing in support thereof, may be summarized as follows:

1. Valuation and Rate Base

In determining the rate base, the Board followed the
principle that the carriers are entitled to a fair return on
the reasonable value of the property at the time it is being
used for the public (J.A. 34). In valuing the carriers’
vessels, the Board rejected such approaches as original
book cost depreciated (suggested by the Commonwealth)
and reproduction values (urged by the carriers), and in-
stead, used as a basis the domestic market values of the
vessels for the period under consideration. These market
values were averaged out so as to eliminate fairly wide
fluctuations occasioned early in the period by the Suez
cerisis and later in the period by a depression in the ship-
ping industry (J.A. 37-38).

In determining the value of terminals, the Board dis-
tinguished between those owned by the carriers and those
used-but-not-owned by the carriers. For the used-but-not-
owned terminals, the Board did not include their value
in the rate base for the reason that the carriers are not
devoting their own capital to the public service. How-
ever, the Board did allow the carriers to charge against
revenues, as operating expense, the rental and other ex-
penses incurred by the carriers by reason of their use of
such facilities (J.A. 42). For the carrier-owned termi-
nals, the Board, like the examiner, allowed the carriers to
include the net book value of those properties in the rate
base (J.A. 42), but it rejected the carriers’ contention
that such terminals should be valued at what a willing
seller and willing buyer would settle on as a fair price
for the property (J.A. 131).

The Board found that a fair and reasonable allowance
for working capital as an element of the rate base wonld
be an amount equal to the total of vessel operating ex-
penses for one round voyage for each vessel in the car-
rier’s fleet. This formula is the same as that set up in
its General Order 31, Limitation 4, by which ‘‘capital neces-

4
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sarily employed”’ is calculated for carriers operating under
subsidy contract in the foreign trades (46 C.F.R. 286.3(a))
(J.A. 40).

2. Exzpenses

The only expense item in dispute in this proceeding is
depreciation expense. As to this expense item, the Board
found that in December, 1956, American Coal Shipping,
Ine., through a subsidiary (Olympia Corporation) pur-
chased substantially all of the stock of A. H. Bull Steam-
ship Co. of New Jersey. In January, 1956, in substantially
complete liquidation of A. H. Bull, New Jersey, its assets
were transferred to the books of Olympia Corporation, since
renamed A. H. Bull Company of Delaware, and the ves-
sels were entered on the latter’s books at an acquisition
cost of $12.9 millions, the latter figure representing about
70 percent of the appraised value of the vessels (J.A. 19).
The same vessels had, at the time of the transfer, a book
value of $5.2 million on the books of the predecessor cor-
poration. The purchase of Bull by Olympia was found on
undisputed evidence to be an arms-length transaction be-
tween unrelated interests. The Board concluded that in
the light of the bona fides of the transaction and the rea-
sonableness of the purchase price, as compared with the
substantially higher market values for vessels, the acquisi-
tion cost of the vessels as entered on Bull of Delaware’s
books constituted a proper depreciation base (J.A. 33).

The carriers depreciate their vessels, on the basis of a
20-year service life, from acquisition cost down to a resid-
ual serap value amounting to 2.5 percent of acquisition
cost (J.A. 30). In the case of Bull’s vessels, the residual
value was thus set at about $55,000 per vessel. The Board
found that such depreciation practice is recognized for tax
purposes, and is in conformity with the Board’s regula-
tions; and it approved this method of depreciating the ves-
sel assets. The Board rejected the Commonwealth’s con-
tention that residual value must be based on predicted
market values at the end of the vessel’s service life, on
the ground that such a method would substitute specula-
tion for certainty (J.A. 31-32).

)
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3. Dominant Carrier Theory

After thoroughly examining all the evidence relating to
traffic and operations of the four carriers in the trade, the
Board determined that Bull is by far the dominant carrier
in the trade.®* It makes three sailings weekly, as compared
with only weekly services by each of the other three car-
riers (J.A. 17 & 20). Unlike any of the other three carriers,
Bull is not engaged in substantial vessel operations in
other trades (J.A. 17 & 20). And with the ships used in the
Puerto Rico trade, Bull calls at no foreign ports on two
of its three weekly sailings, while on the third, it calls only
at one foreign port and handles a proportionately small
volume of foreign traffic (J.A. 17). Two of the other
three carriers earry substantial volumes of foreign cargo,
and call at a number of foreign ports, with the same ships
which serve Puerto Rico (J.A. 20). Consequently, the
Board followed the theory, also followed in its prior de-
cisions, that the dominant carrier in a noncontiguous do-
mestic trade may, on facts such as these, be taken as the
ratemaking line. The issues in the proceeding were de-
termined, therefore, by treating Bull as the ratemaking
carrier (J.A. 49).

4. Rate of Return

The Board carefully projected an estimate of operating
results for the year 1958, based on actual operating re-
sults of record for the first half of 1958. 1958 was the
first year in which the carriers operated under the in-
creased rates. The Board found that Bull, with a rate
base of $11.5 millions, would earn before taxes a net profit
of $580,293 for 1958 with the increased rates in effeet.

2'The gross revenues for the first half 1958 were as follows:
$11,706,918
4,215,049
1,940,279
Waterman and Waterman PR.................. 4,121,323

(J.A. 48)
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Such earnings are equivalent to a return of 5.0 percent,
before taxes, on the rate base. The Board found that a
rate of return of not in excess of 7.5 percent after income
taxes wounld be fair and reasonable (J.A. 49). Inasmuch
as the combined 15 percent and 12 percent increases thus
resulted in a return of not more than 5.0 percent before
income taxes to Bull, the ratemaking carrier, the Board
reached the ultimate conclusion that the increased rates
were just and reasonable (J.A. 50).

5. Operating Ratio as Measure of Reasonableness

The Board, finding that the rate increases under investi-
gation were just and reasonable under the fair-return-on-
fair value standard adopted by the Board and its predeces-
sors in similar investigations, found no reason to depart
from that standard. Consequently, the Board rejected
the contention of the Conference that the operating ratio
theory, rather than the rate base theory, be used as a
method of determining the reasonableness of rates (J.A. 50).

C. The Instant Petitions

The instant petitions, filed separately by the Common-
wealth and by the Conference although consolidated for
argument, seek review of the order of the Federal Mari-
time Board finding the increased freight rates in the United
States Atlantic and Gulf Coast to Puerto Rico to be just
and reasonable. On the one hand, the Commonwealth chal-
lenges (a) the vessel valuations, (b) the rate of return,
and (c) the depreciation expense allowed by the Board as
unreasonably oppressive on the shippers, and as excessively
liberal to the carriers. On the other hand, the Conference
challenges as unreasonably oppressive on the carriers and
excessively liberal to the ratepayers (a) the Board’s valua-
tion of terminals, (b) its exclusion from the carriers’ rate
base of certain terminals which are used, but not owned,
by the carriers, and (¢) the amount of working capital
allowed by the Board. The Conference, in addition, at-
tacks the Board’s (d) use of the ‘‘ratemaking line’’ ap-

7
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proach, and (e) the Board’s refusal to use the operating-
ratio formula rather than the fair-return-on-rate-base
formula in determining a just and reasonable rate level.

SUMMARY OF ARGUMENT

There are three basic considerations which closely affect
any exercise by the Board of its power to preseribe just
and reasonable rates under the Intercoastal Shipping Act,
1933.

The first of these considerations is the fact that the Board
cannot control entry into the regulated field, for there is
no statutory requirement of a license or certificate of pub-
lic convenience and necessity as a prerequisite to operation
in the domestic off-shore trades.

Secondly, there is no limitation upon abandonment of
service. Any carrier in the domestic off-shore trade is
entirely free to decrease the number or scope of its sail-
ings or to abandon service altogether.

Thirdly, the capital equipment employed in the regulated
off-shore trades is mobile and immediately useable in un-
regulated business. The vessels employed in the regulated
trade can be shifted readily into the foreign trades where
the level of rates is unregulated.

These three factors distinguish the regulated off-shore
domestic trades from all other businesses in which rates are
regulated. Such other businesses where there are limita-
tions on inauguration and abandonment of service, and
where capital equipment is not adaptable to unregulated
use, give rise to regulatory principles which are not always
applicable to the regulatory problems confronting the Board
with respect to rates in the domestic off-shore trade.

A. Summary of Argument in Response to Brief of Common-
wealth of Puerto Rico

I. The Board was correet in valuing vessels at current
market value for rate base purposes. If the Board were
to limit vessel valuation to net book cost depreciated, as
urged by the Commonwealth, carriers would feel a strong
inducement in inflationary times such as these to take their

8
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ships out of the regulated trade and place them into for-
eign trades.

The basic reason for using net book value in determining
a rate base lies in the great difficulty encountered in de-
termining an exchange value for the capital equipment
used by most types of utilities. This consideration does
not apply in the case of ships, for ships are commonly
bought and sold in the market, and they have a readily
ascertainable exchange value.

Another reason for adhering to net book value for rate
base purposes is the fact that the capitalization of net
earnings furnishes an unrealistic yardstick. This is be-
cause future net earnings depend on the rates allowed by
the regulatory body. In the case of ships, however, cur-
rent market value is in fact a capitalization of earnings
realizable in the unregulated trades. In other words, ves-
sels have a value independent of what the Board allows
for rate base purposes, since they are immediately avail-
able for use in unregulated trades.

In view of these considerations, the use of market value

by the Board was reasonable and proper. It resulted in
a valuation very substantially lower than that argued for
by the carriers who sought to introduce reproduction cost
as a relevant factor. The Board’s use of market value
has the merit of insuring that carriers will not abandon

the domestic service for more profitable ventures else-
where.

II. The Board did not err in finding a 7% % rate of re-
turn to be reasonable. Contrary to the Commonwealth’s
contention, Bull should not have been restricted to earnings
which would merely permit it to pay the interest on its
debt capital and to realize a reasonable return on its equity
capital. Since the company is to an overwhelming extent
debt-financed, the approach urged by the Commonwealth
would result in an unreasonably small return on the invest-
ment risked in the trade. Whether the capital is borrowed
or owned, its value remains the same and the public bene-
fits to the same degree.

In any case, the Board simply engaged in obiter dictum

9




122 DOMESTIC OFFSHORE SHIPPING

in establishing a 774 % rate of return as the maximum allow-
able rate. In faect, as the Board expressly found, Bull,
the ratemaking carrier, earned a return of only 5.0% on
its rate base during the first year of opération under the
increased rates. With allowance for income taxes, this rate
of return is reduced to roughly 2.5%. This can scarcely
be condemned as an excessive rate of return.

The rate of return allowed by the Board compares rea-
sonably with the returns allowed in comparable trades
serving Alaska and Hawaii. It is lower than the 10%
rate of return allowed to subsidized earriers in foreign
commerce before recapture of subsidy. It is not out of
line even with returns earned by other regulated utilities
which have the benefit of a franchise or other protected
monopoly. The rate of return allowed by the Board is very
substantially below the rate of return contended for by the
carriers.

III. The Board did not allow excessive depreciation
charges. In this connection, the Commonwealth argues that
the Board erred in allowing Bull to use as a vessel aequisi-
tion cost a cost higher than the original cost to a predeces-
sor company. It further argues that the residual values
for ships have been fixed too low, with the consequence
that annual depreciation expense is too high.

With respect to the acquisition cost allowed for Bull’s
vessels, the Board found on undisputed evidence that the
present owners of the Bull Steamship Company purchased
that company from its predecessors in a bona fide, arms-
length transaction. The purchase price was prudent and,
as ratably apportioned to the vessels, resunlted in an acqui-
sition cost for the vessels considerably below their then
market value. It is settled that where a utility purchases
capital equipment at a cost higher than the seller’s book
cost, the excess may properly be amortized over the life
of the property if such excess is a “‘true increment of
value.”” In the instant case, the higher acquisition cost
reflected a true increment of value since ships had in fact
appreciated in value. Since the acquisition cost of the
ships was the result of a bona fide, arms-length purchase,

10
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and was manifestly within the range of prudent investment,
the Board was correet in allowing Bull to elaim deprecia-
tion on the basis of such cost.

With respect to residual value, the Board allowed the
carriers to charge annual depreciation against a residuul
value equal to estimated scrap value. The Commonwealth
argues that the residual value is mnrealistically low, and
that at the end of their service lives, the ships are likely
to be worth much more. The Commonwealth’s argument
is based entirely on conjecture. It is impossible to know
whether after the approximately seven remaining years
of their service life, the ships will be worth more or less
than the residual value ascribed to them on the carriers’
books.

If it should turn out that the ships have a value in ex-
cess of the book residual value, the carriers are required
under the tax laws to apply such excess against the tax
base of any replacement vessel in the purchase of which
the proceeds of the prior vessel are used. Thus, even if
there is an excess, such excess does not represent a wind-
fall to the carrier, but instead, reduces the depreciation
expense borne by ratepayers during the life of the replace-
ment vessel.

B. Summary of Argument in Response to Brief of United
States Atlantic & Gulf-Puerto Rico Conference

I. The Conference’s petition should be dismissed for want
of jurisdiction. The Board’s decision finds the Conference’s
rate increases to be just and reasonable. It consequently
does not adversely affect the Conference, nor does it have
any present impact upon the Conference. All that the
Conference can complain about is the possible application
of statements in the Board’s report in a way that may
adversely affect petitioners in some future rate case if
future contingencies should so eventuate. This position
is wholly conjectural and fails to present at this time any
case or controversy for decision. Moreover, the Conference
can not at one and the same time both support the Board’s
decision and attack it.

11
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II. The Board did not err in considering Bull as the ‘“rate-
making carrier.”” The ‘‘ratemaking carrier”’ approach
followed in the instant case is consistent with Board prece-
dent. It correctly recognizes that Bull is by far the largest
- carrier in the trade, and that its service is almost entirely
free of any foreign admixture. Unlike the other carriers
in the trade, Bull’s service presents no serious problems
of cost or asset allocation.

In arguing against the ‘‘ratemaking carrier’’ approach,
the Conference wishes to introduce Alcoa and Lykes into
the ratemaking picture in a way that accords them equal
weight with Bull and Waterman. Since Alcoa, and to a
lesser extent, Lykes, operate in an atypical fashion, their
introduction into the ratemaking picture would materially
distort the results.

The use of Bull as the ‘‘ratemaking carrier”’ brings
about an end result closely similar to that which would
be reached if a composite of Bull, Waterman, and Lykes
were used. Since Alcoa, by reason of its highly peculiar
operations is not entitled in any event to consideration

in the ratemaking process, the Board’s use of the “‘rate.
making carrier’’ approach did not adversely affect the
Conference.

ITI. The Board did not err in excluding from the car-
riers’ rate base certain terminal properties used but not
owned by the carriers. The exclusion of such non-owned
property is consistent with Board precedent. - A contrary
approach would permit the carriers to earn a return on
property which they have never risked or put into the
public service.,

This is especially true in the instant case. The terminal
used by Bull at Philadelphia is rented to Bull by the
Municipal Port Authority at a favorable rental as a pro-
motional device to increase traffic through the Port of
Philadelphia. The terminal used by Bull at Baltimore is
owned by an I.C.C.-regulated railroad, which permits Bull
to use it free of charge. Thus, both the Philadelphia and
Baltimore terminals have already been dedicated to and
paid for by the public, and it would be an injustice to

12
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require the public to pay again for such property. Such
payment would give Bull an unearned windfall. With
respect to the terminal used by Bull at New York, the
Board was satisfied that the rental payment was prudent,
and the inclusion of such payment as an operating expens?
made it unnecessary to include the asset value as an
element of Bull’s rate base. The Board thus treated all
used-but-not-owned terminals consistently.

IV. The Board did not err in allowing the carriers an
insufficient working capital. As computed by the Board,
the working capital allowed the carriers was equivalent
to the expense of one complete round voyage for each of
the ships in the service. This sum is ample to meet all
working capital needs of the carriers. Under the terms
of the carriers’ tariff, freight in the Puerto Rico trade is
prepaid and consequently the carriers, unless they depart
from their own tariff, have in hand the voyage’s revenues
before the voyage begins. The Conference has failed to
show that it needs any allowance greater than that fixed
by the Board.

V. The Board did not err in aseribing to earrier-owned
terminals a rate base valuation of net book value. The
carriers contend that since the Board allowed market
value for ships, it should have done the same for car-
rier-owned ferminals, The record, however, contained no
evidence of market value for terminals. All that was
available was an appraised value resulting from the con-
sideration of a number of factors, including original cost,
reproduction cost, present and future revenues, etec. There
would have been no consistency if the Board used this ap-
praised value for terminals and true market value for
ships.

Moreover, the use of any ‘‘market value’’ for terminals
introduces great uncertainty, since there is no active ex-
change of terminal properties. The Board was correet in
using net book value for carrier-owned terminals.

VI. The Board did not err in rejecting the operating
ratio approach. It has never followed such approach in
any precedent case, although it has often been urged to
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do so. The nature of the steamship industry is such as
to make the fair-return-on-fair-value approach reliable.
Since it is the method traditionally used, the Board would
need some important reason for departing from it. The
record discloses no such reason. Moreover, the Confer-
ence cannot claim that it is prejudiced by the Board’s
refusal to use the operating ratio aproach, since the Board
found the rate increases to be just and reasonable on the
basis of the approach which it did follow.

ARGUMENT

In empowering the Board to prescribe ‘‘just and rea-
sonable’’ rates, the Intercoastal Shipping Aect, 1933 (46
U.S.C. Sections 843-848), employs terminology which re-
sembles that employed in other rate-regulatory statutes.
But this resemblance should not be permitted to obsecure
some very important differences between the statutory
scheme entrusted to the Board’s jurisdietion and those
entrusted to other rate-regulating agencies. These differ-
ences are so basic that they cast grave doubt upon argu-
ments premised upon analogies between the Board and
such other agencies as the I.C.C., C.A.B., F.P.C., and state
publie utility commissions. '

The first of these differences lies in the fact that, unlike
other rate-regulating bodies, the Board has no power to
control entry into the regulated field of business.* It can-
not grant or withhold a certificate of public convenience
and necessity. Such a certificate or some other type of
license is a prerequisite to engaging in all other rate-
regulated businesses.

Because there is no licensing restriction in the domestic

3 Since enactment in 1940 of Part III of the Interstate Commerce
Act, which applies to common carriers by water in commerce be-
tween points in one state and points in another state, the Inter-
coastal Shipping Act applies only to trade between points in the
48 contiguous states, on the one hand, and points in the outlying
states and territories, on the other. The most important areas of
application of the Intercoastal Shipping Act are the domestic trades
to and from Alaska, Hawaii, Puerto Rico, Guam, and the Virgin
Islands.
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off-shore trades, carriers in those trades do not enjoy a
protected monopoly. It is true that such carriers may,
as they do in the trade under consideration, join together
into conferences for the purpose of fixing rates in concert,
as authorized by Section 15 of the Shipping Aect, 1916
(46 U.S.C. Section 814). Such conferences, however, are
purely voluntary, and regardless of their existence, new
carriers are free to enter into the regulated service with-
out any restriction whatsoever. Thus, while carriers in
the domestic off-shore trades are subjected to rate regula-
tion, they do not have the countervailing benefit of being
protected against excessive competition.

A second difference between the regulatory scheme in-
volved here and those applicable in other public utility
fields is the absence of any governmental control over
abandonment of service. Any carrier in the domestic off-
shore trade, although regulated as to its rate level, is un-
regulated as to whether and to what degree it will con-
tinue to operate in the regulated trade. Any such carrier
can at will add to or subtract from its number of sailings
or porfs served; or it may abandon its service altogether
if it wishes to.

A third difference between this regulated trade and most
others lies in the mobility and adaptability of the capital
equipment. The vessels used in domestic off-shore trade
are equally capable of use in unregulated business. In
this respect, the carriers’ capital equipment is different
from pipeline, communications, and power equipment, since
these are immobile and unadaptable for use in any unregu-
lated business. Railroad equipment ean similarly be used
only in regulated business. Even aireraft, although they
are mobile, cannot be transferred readily into unregulated
services, for there are only a limited number of unregn-
lated activities in which aireraft can be used. The only
other regulated business in which the capital equipment
is, like ships, readily adaptable to unregulated activity is
trucking. But motor carriers are given some protection
against excessive competition by the regulatory require-
ment that new carriers must first obtain a certificate of

15
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public convenience and necessity. It is significant of the
adaptability of trucks to unregulated use that the I.C.C.
fixes truck rates on an operating ratio basis, rather than
on a fair-return-on-rate-base formula. Under the operat-
ing ratio approach, carriers are allowed to earn a net
profit which is measured in terms of the relationship be-
tween operating revenues and operating expenses, and not
in terms of the relationship between net profit and capital
investment.

The foregoing differences closely affect the Board’s rate-
making powers. These differences have long been recog-
nized by the Board. In Alaskan Rates, 2 U.S.M.C. 558, 572
(1941), the Board’s predecessor called attention to the fact
that:

(9

. . question arises whether such risks warrant a
higher rate of return than would be allowed a land
utility. Such utilities operate under public franchise
or other protection and are, in effect, momnopolies
within the areas they serve. Railroads also are af-
forded protection against undue competition through
the issnance of certificates of public convenience and
necessity. There is no such protection in the Alaskan
trade.”’

These considerations are such as to give a present rele-
vance to the words of Justice Jackson:

‘““We are confronted with regulation of a unique type
of enterprise which I think requires considered rejec-
tion of much conventional utility doctrine and adoption
of concepts of ‘just and reasonable’ rates and practices
and of the ‘public interest’ that will take account of
the peculiarities of the business.

L - » L L

‘““To regulate such an enterprise by undiscriminatingly
transplanting any body of rate doctrine conceived and
adapted to the ordinary utility business can serve
the ‘public interest” as the Natural Gas Act requires,
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if at all, only by accident.”” Dissenting opinion of
Justice Jackson, Federal Power Commission v. Hope
Natural Gas Co., 320 U.S. 591, 646, 649-650 (1944).

A. Argument i Response to Brief of Commonwealth of
Puerto Rico.

The Commonwealth attacks three aspects of the Board’s
order: The valuation of ships at market value; the rate
of return allowed by the Board; and the amount of vessel
depreciation expense recognized by the Board. The Board
is said by the Commonwealth to have been too liberal with
the carriers with respect to each of these elements of the
Board’s order. In so contending, the Commonwealth is
in error.

I. The Board Did Not Err in Valuing Vessels at Market Value.

The Board rejected the carriers’ contention that the ves-
sels should be valued at a weighted average of original and
reproduction costs depreciated, weighting the former at 30
percent and the latter at 70 percent.* On this theory, Bull’s
vessels would have been assigned a value of $12,048,584
(Conference’s Brief on Further Hearing, p. 46, App. A).

Instead, the Board held that reproduction cost should
not be a factor in vessel valnation, because ‘‘the shipping
public should not be forced to pay rates based even in part
on the conjectural value of some phantom vessel which
may never serve it”’ (J.A. 38) (Bd. Rep., p. 25). Accord-
ingly, the Board refused to ‘‘assume for rate-making pur-
poses that a carrier has reproduced its vessels’’ (Ibid.). In-
stead, the Board found that the carriers are entitled to
‘“‘a fair return on the reasonable value of the property at
the time it is being used for the public’’ (Ibid.). On this
theory, the Board fixed Bull’s vessel values at $7,620,900,
i.e.,, the ‘““value of the vessels on the domestic market at
or about the time the rate increase is requested, with ad-

4 The Examiner recommended that Bull’s vessels be valued at
$10,883,318, the straight arithmetical average of original and re-
production costs depreciated (J.A. 84-87). (In. Dec., pp. 25, 29).

17




130 DOMESTIC OFFSHORE SHIPPING

Justments to eliminate short-term peaks in vessel values’’
(Ibid.).

The Commonwealth contends that the Board should have
permitted Bull only to earn a return on the depreciated
vessel book cost of $4,875,995. The Commonwealth’s ‘“basic
objection is one of fundamental principle’’ (Comm. Br.,
p. 14), ie., that the Board erred in using market value at
all, rather than original book cost depreciated. Accord-
ingly, we do not herein reargue the aceuracy of the market
value as determined by the Board. That value was testi-
fied to by a competent, wholly disinterested expert witness
from the Maritime Administration’s Office of Ship Con-
struction, whose responsibility it is to maintain current in-
formation on the market values of vessels of all types.
We discuss here only the principle of using market value
as the proper formula for valuing vessels in the regulated
domestic off-shore trades.

In rejecting the extremes suggested by the Conference
and the Commonwealth, and adopting market value, the
Board correctly settled on a valuation that was fair and
reasonable. Under the controlling case law—of which
Federal Power Commission v. Hope Natural Gas Co., 320
U.S. 591 (1944), is the basic expression—the ratemaking
agency is ‘‘not bound to the use of any such formula or
combination of formulae in determining rates.” 320 U.S.
at p. 602. ‘“. . . the result reached, not the method em-
ployed, . . . is controlling’”’ (Ibid.). “‘If the total effect
of the rate order cannot be said to be unjust or unreason-
able, judicial inquiry under the Aect is at an end’’ (Ibid.).

As pointed out in the introductory passages of this argu-
ment, the vessels employed by Bull in this trade are useable
in the unregulated foreign trades, and available for such
use without limitation.

For this reason, market value is the proper measure of
valuation of ships® for ratemaking. So low a value as

% Fixed properties, such as terminals, used by carriers in their
regulated operations call for a different method of valuation. In
recognition of this fact, the Board valued the terminal properties
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book cost depreciated—at a time when ships have, in gen-
eral, greatly appreciated in value during the years since
their acquisition—would be unrealistic. It would tend to
discourage, rather than foster, regular and dependable
service in the regulated domestic trades. In periods when
rates are firm in foreign commerce—i.e., when vessel mar-
ket values are high-—carriers in the regulated domestic
off-shore trades will be strongly induced to do what they
are always able to do—to put their vessels into more
profitable foreign service.

In contending that ships should be held to their net
book value and no more, the Commonwealth places great
reliance on the ‘‘classic dissent’’ of Justice Brandeis in
Missouri ex rel. Southwestern Bell Tel. Co, v. P.S.C., 262
U.S. 276, 289 (1923). One of the principal bases for Justice
Brandeis’ disagreement with certain valuation theories
theretofore followed was the fact that ‘‘It is impossible
to find an exchange value for a utility, since utilities, un-
like merchandise or land, are not commonly bought and
sold in the market.”” 262 U.S. at p. 292. This is pertinent
and correct in reference to all other utilities; but is not
pertinent and correct in reference to common carriers by
water. Ships are commonly bought and sold in the market,
and their exchange value is at least as easily ascertainable
as that of land.

A further basis for the Brandeis rationale lies in the
fact that ‘‘the present value of a utility [cannot] be de-
termined by capitalizing its net earnings, since the earn-
ings are determined, in large measure, by the rate which
the company will be permitted to charge; and thus, the
vicious circle would be encountered’’ 262 U.S. at pp. 292-3.
The same idea underlies the majority decision in Federal
Power Commission v. Hope Natural Gas Co., 320 U.S. 591,
601 (1944), where the Court reasons: ‘““The heart of the
matter is that rates cannot be made to depend upon ‘fair

owned by the carriers at their net book cost, depreciated. The Con-
ference, in its petition, asails this method of valuation of terminals
as unfairly low (see infra, p. 54).
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value’ when the value of the going enterprise depends on
earnings under whatever rates may be anticipated.”’

These observations have cogeney in relation to ““captive’’
utilities, in which capital is committed more or less irrevo-
cably to the regulated business. The capital equipment
of such utilities can be used only in regulated enterprises,
and can earn only what the regulatory authority will
allow. This is not so in the case of off-shore domestic
carriers. The carriers in the Puerto Rico trade, with only
small operating adjustments, could withdraw their equip-
ment and engage in foreign commerce. Bull already calls
to a minor extent at the Dominican Republic with the
ships used in the Puerto Rico trade; if rates in the Puerto
Rico trade failed to reflect fairly the earning capability
of these ships, Bull would be under considerable induce-
ment to reduce or abandon its Puerto Rican service and
increase its service at foreign ports in the Caribbean or
other areas. So also Lykes, which devotes about 30 per-
cent of its vessel days to domestic calls as against 70
percent to foreign calls in the Caribbean. And Waterman,
with services embracing broad trading areas in the trans-
Atlantic and trans-Pacific trades, could readily put its
two Puerto Rico vessels into these trades where it is
well-established, if its management felt that the returns
earned by these ships do not fairly reflect their earning
capacity. No legal limitation exists to prevent or even
hinder such a change in operations.

Thus, unlike most other utilities, where value depends
on what earnings the regulatory authority will allow, ocean
shipping equipment has a value independent of what the
regulatory authority will allow. Vessel values are estab-
lished, in faet, on precisely the basis that Justice Brandeis
correctly observed to be impossible in the case of other
utilities: their present values can be, and are, determined
by capitalizing earnings, and thus are precisely what their
market value is, after all. Vessel market values are a
direct reflection of the earning capacities of vessels.
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When ocean rates are firm, ship market values are high,
and when the contrary is true, vessel values drop.

As the Supreme Court held in the Hope Natural Gas
case, the ratemaking funection ‘‘involves the making of
pragmatic adjustments’’ 320 U.S. at p. 602. Itis a necessary
pragmatic adjustment for the Board to recognize the faect
that ships have a particular earning capacity, represented
by their market value, and that this earning capacity, if
it cannot be realized in the regulated trade, can readily
be realized in unregulated trades.

Nor can it be argued that, by operating in a regulated
trade, the carriers have elected to surrender temporarily
high earning capabilities in return for long range regula-
tory protection against competition. Unlike other rate-
regulated fields, the domestic off-shore trades are open
to the entry of any carrier without limitation. The car-
riers before this Court hold no certificate or license; and
no would-be competitor needs any certificate or license to
enter the trade in competition with them.

The ‘principle followed by the Board was proper. The

Commonwealth concedes, as it must, that ¢‘the Board might
employ an alternative to prudent investment’”” (Comm.
Br, p. 15). As the Supreme Court said in the Hope case:

Liw » L]

it is the result reached not the method em-
ployed which is controlling. * * * If the total effect
of the rate order cannot be said to be unjust and
unreasonable,” judicial inquiry under the Aect is at an
end. * * * and he who would upset the rate order
under the Act carries the heavy burden of making
a convinecing showing that it is invalid because it is
unjust and unreasonable in its consequences.” 320
U.S. at page 602, 64 S. Ct. at page 287.

The ‘‘total effect’” of the Board’s determination is not
unjust or unreasonable. The use of market value for
vessel valuation has the merit of tending to insure that
the carriers will not abandon the domestic service for
greener pastures elsewhere, and thus helps to preserve
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regular and dependable service in the domestic trades.®
Moreover, the Commonwealth has not carried the ‘‘heavy
burden of making a convincing showing that it is invalid
because it is unjust and unreasonable in its consequences,’’
The rates between Puerto Rico and the mainland have
not been shown to be unduly high in relation to rates
between the mainland and other off-shore states or terri-
tories, or in relation to rates for any other kind of com-
parable service.

II. The Board Did Not Err in Finding a 7149, Rate of Return
To Be Reasonable.

On the theory advanced by the Commonwealth, Bull
should be confined to no ‘‘greater return than is required
to service the debt and pay the cost of equity capital.’’
(Comm. Br.,, p. 19.) Anything more, asserts the Com-
monwealth, would ‘‘create a windfall to the owners,”
(Ibid.)

In the case of Bull, a company purchased in early 1957
for $22 million, only $100,000 of the purchase price was
equity capital. The entire balance was debt capital, bor-
rowed at rates ranging from 4% to 5 percent. The Com-
monwealth seems to be argning that as to the debt capital,
Bull should be permitted only to recoup the cost of that
capital, i.e., the interest expense, and as to the equity cap-
ital, Bull should be permitted only to recoup from the
ratepayers a fair return—let us say for the sake of argu-
ment, 74 percent—as reflecting the cost of that capital.
On the theory apparently advanced by the Commonwealth,

®The Board has had oceasion in the past to concern itself with
this question. In General Increase in Hawaiian Rates, 5 FM.B.,,
347, 356, it said.

“If the book value of Matson's property is used as a rate
base, the proposed tariffs may well be said to yield an unrea-
sonably high return. Matson’s vessels were purchased at a
time when their cost was considerably lower than they are
at the present time. If the fleet were liquidated it would have
twice the amount of its book value, available for other invest-
ment. Therefore, book value, as the measure of the fair value
of the property devoted to these trades is entirely unrealistic.”
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the owners of Bull, on what is in fact a $22 million invest-
ment, should be allowed to earn no profit on the borrowed
money, and an annual profit of 73 percent on the $100,000
equity, or only $7,500. Such a return represents an annual
profit of about four one-hundredths of one percent on an
investment of $22 million. This is a sure way to inhibit
investment.

Whether the money is borrowed or owned, the value of
the capital devoted to the public service remains the same.
It is the carrier’s rate base on which a rate of return should
be calculated. It cannot affect the ratepayer if the carrier
uses borrowed, rather than owned capital. To the rate-
payer, the ships and other facilities which are placed at
his service remain the same, and the service afforded him
remains as valuable, whether the carrier has used owned or
borrowed capital. The carrier, when it borrows capital,
assumes the liability to repay it. It does not receive any
unconscionable windfall by reason of using borrowed money
rather than owned money. The capital comprising the
rate base is risked equally, whether it is borrowed or
owned.

The question before the Board was ‘‘what return should
a carrier be permitted as a fair compensation for putting
a rate base, of whatever value, into the Puerto Rico trade?’’
This question the Board answered, by finding that a re-
turn not in excess of 7% percent would be a fair compen-
sation for employing such rate base in the trade. The
Board was, in effect, setting an upper limit beyond which
it would not find a rate of return to be reasonable.

In making this finding, the Board went somewhat fur-
ther than was necessary, by way of obiter dictum. The
Board found that Bull, the ratemaking carrier, was in faet
earning under the increased rates a return, before taxes,
of 5.0 percent on its rate base (J.A. 49). With allowance
for income taxes, this rate of return is reduced to roughly
2.5 percent. It cannot seriously be argued that this is an
excessive rate of return.

The Hope case tells us that it is enough if the ‘‘total
effect of the rate order cannot be said to be unjust and
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unreasonable.”” 320 U.S. at p. 602. The total effect of
the Board’s decision is to let stand a rate structure which
returns to the ratemaking carrier the modest return of 2.5
percent on its rate base, after taxes. It is therefore, we
submit, a just and reasonable rate order.

Even the 7% percent return which the Board fixed as a
maximum by way of dictum ‘‘cannot be said to be unjust
or unreasonable,”” in the language of the Hope case. ‘It
is not theory but the impact of the rate order which counts.”’
Hope, 320 U.S. at p. 602. Here the 7% percent maximum
rate of return, which the Board said it would have found
reasonable, is the same as that allowed in comparable
trades serving Alaska and Hawaii. It is lower than the
10 percent return on ‘‘capital necessarily employed’’ which
1s allowed to subsidized carriers in the foreign trades be-
fore recapture of profits (see Section 607(c), Merchant
Marine Act, 1936, 46 U.S.C. Section 1177(c)). It is not
out of line with returns realized at the present time even
by public utilities which enjoy a protected monopoly bv
reason of holding a certificate or some other form of
franchise.

It is also far below the rate of return contended for by
the carriers. The carriers argued that ‘‘in the sharply
competitive Puerto Rican trade 10% is a rock-bottom
minimum.”” (Conference’s Brief on Further Hearing, p.
50). The carriers argued also that Bull’s rate base should
be valued at $32,945,665. (J.A. 35) (Bd. Rep., p. 22).
Thus, the Conference was asking for a permissible re-
turn for Bull after taxes of $3,294,566 annually. The
Board, however, found Bull’s rate base to be $11,491,987
(J.A. 43) (Bd. Rep., p. 30), and thus, under its dictum,
would have allowed an annual return for Bull, after taxes,
of up to 7% percent of this amount, or $861,898. On the
rate base contended for by Bull, this return would repre-
sent a rate of return of less than 3 percent. The Board
allowed, in effect, a return less than one-third of that con-
tended for by the carriers.

There is, in summary, no merit to the Commonwealth’s
claim. If the return were limited, as the Commonwealth
24
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contends, to ‘‘proven capital costs,”’ the carriers would
be held to an insufficient return.

IIl. The Board Did Not Allow Excessive Depreciation Charges.

The Commonwealth argunes that the depreciation ex-
pense allowed Bull is excessive for two reasons: (a) it is
based on an asset cost which is higher than the original
cost to the original owners of the assets; and (b) it is
based on an unrealistically low residual value, with the
result that the amount of asset value to be annually de-
preciated—i.e., the difference between values when the as-
set is acquired and when it is disposed of—is greater than
if a higher residual valuation were used. Neither conten-
tion has merit. The Board, as will be shown, allowed Bull
an acquisition cost that properly reflected the cost of acqui-
sition in a bona fide, arm’s length transaction, and it al-
lowed as a residual valuation a reasonable amount, based
on expected serap value.

(a) The acquisition cost allowed by the Board was
not unreasonably high.

In October 1956, the owners of the Bull Steamship Cor-
poration of New Jersey agreed to sell their stock in that
company to a group of purchasers for the price of $40 mil-
lion. This was a bona fide, arm’s length transaction. There
was no relationship whatsoever between the two agreeing
parties other than the relationship of buyer and seller (J.A.
120-121).

One of the elements in the purchase price was the large
cash reserve of the company, amounting to $18 million.
The purchasers, in short, knew that the purchase repre-
sented an outlay of $22 million for the assets of the com-
pany other than cash. The purchasers set up a Delaware
corporation named ‘‘The Olympia Corporation,’”’ and it
bought the stock of Bull, New Jersey. After the purchase,
the name of the Olympia Corporation was changed to A.
H. Bull Company of Delaware.

The $22 million purchase price was then distributed
among the various assets for the ultimate purpose of es-
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tablishing an acquisition cost for each asset on the books
of Bull Delaware. The method of distribution was a rea-
sonable one. An independent appraisal of market value
was made for each asset. So determined, the total ap-
praised market value for all the assets of the company came
to approximately $31.5 million. Thus, the purchase price
of $22 million was equal to 70 percent of the appraisal
value. The $22 million purchase price was then distributed
among the component assets by assigning to each 70 per-
cent of its appraisal value. By this method, the six Bull-
C-2 vessels were assigned an acquisition cost of $878,000
each for four of the vessels and $980,000 each for the
other two vessels which had valuable improvements. The
actual market value of the four ships in 1957 was $1,200,000
each, and for the two improved ships was $1,300,000, as
established in the undisputed testimony of the valuation
expert from the staff of the Federal Maritime Board (J.A.
194-196, 225). Thus, the acquisition cost assigned to the
vessels was roughly 25 percent below their market value.

The assets of Bull, New Jersey, were then transferred
to Bull, Delaware, and entered on the books of the latter
corporation at the acquisition costs calculated as deseribed
above. :

The Commonwealth, recognizing that the initial pur-
chase by Bull, Delaware, of Bull, New J ersey’s stock was
indisputably an arm’s length transaction, attacks the trans-
fer of the ships from the New Jersey to the Delaware
corporation as a transfer between related interests. It
is true that these companies were related, the Delaware
corporation having become the parent of Bull, New Jersey,
at the time of the book transfer of the ships.

What the Commonwealth overlooks, however, is the fact
that the entire purchase, although involving several steps,
was intended to be a single transaction. Tt is settled that
““. . . where the essential nature of a transaction is the

acquisition of property, it will be viewed as a whole and
closely related steps will not be separated. . . .’ Georgia
Properties Co. v. Henselee, 138 F. Supp. 587 (M.D. Tenn.
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1955). Thus, in effect, such a transaction is nothing more
than the acquisition of the assets of Bull, New Jersey, by
the new owners. A subsequent book transfer of these as-
sets, as a step in the process of acquisition, does not have
a separate legal effect independent of the entire purchase.
Kanawha Gas and Utilities Co. v. Commissioner of Int.
Rev., 214 F. 2d 685 (C.A. 5, 1954) ; Kimbell-Diamond Milling
Co. v. Commissioner, 187 F. 2d 718 (C.A. 5, 1951) ; cert. den.
342 U.S. 827 (1951).

What we have, then, is an arm’s length purchase of ships
at a price which cannot be called anything but prudent, in
view of the substantially higher prevailing market prices.
Should such a price be discounted by the regulatory author-
ity, and disallowed to the extent that it exceeds the de-
preciated book cost of these assets to the original owner of
the ships? The Board correctly concluded that it should
not.

Even where fixed utility equipment was involved, the
Supreme Court has held that a prudent, bona fide pur-
chase, made at arm’s length, will support the entry of as-

sets on the purchaser’s books at the purchase price. In
American Tel. & Tel. Co. v. United States, 299 U.S. 232
(1936), the Court held that where aecquisition costs for
valid reasons exceed the seller’s book costs, the excess will
be considered a ‘‘true increment of value’’ and ‘‘provi-
sion will be made for amortization of such amounts through
operating expenses.”’ (299 U.S. at pages 240, 243.) Of
course, they will not be permitted to be amortized if they
appear ‘‘to be a fictitions or paper inerement.’”’ (299 U.S.
at p. 240.) In the instant case, the higher cost to the new
owners does in fact represent a ‘‘true increment of value,"’
for the market values of the ships was materially higher
than the new owner’s cost, which, to the extent it exceeded
the old owner’s cost, was truly representative of increased
value of the asset.

If the rule of the American Tel. and Tel. case is properly
applicable to such fixed utility assets as communications
equipment, it is a fortiori applicable to the vessels used
in domestic off-shore trade. Such trades are not fran-
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chised; and carriers engaging in it are not only open to
the competition of new carriers, they are also subject to
no restrictions as to abandonment of service. Thus, in
contrast to communications equipment, which has a value
and is useful only as it is used in a regulated utility, ships
have an independent value as assets readily useable in un-
regulated business. If an investor in the domestic off-
shore service were limited to an acquisition cost, for depre-
ciation purposes, equal to the original cost of the ships to
the original owner, it is safe to say that there would be
very little capital available for investment in these trades.
In short, the owners of Bull, Delaware, invested in the
ships of that company a sum truly and accurately reflected
in the acquisition costs entered on the books of that com-
pany. Since the acquisition costs were the result of a bona
fide, arm’s length transaction, and since such costs were
manifestly within the range of prudent investment, they
are properly subject to amortization out of operating ex-
pense. The Board correctly allowed Bull to claim depre-
ciation expense calculated on the basis of such cost.

(b) Bull’s vessel depreciation expense was not im-
properly based on an unrealistically low residual value
of the ships.

The Board, as it has uniformly done in all prior rate
cases, allowed the carriers to charge annual depreciation
against a residual value equal to estimated scrap value.
This was to be depreciated over a 20-year period, the esti-
mated service life of the vessels. This method of depre-
ciation is in accord with the Board’s—and the Interstate
Commerce Commission’s —uniform system of accounts,
and it accords with the conventional, long-standing prac-

" The Board and the Interstate Commerce Commission have col-
laborated in setting up a Uniform System of Accounts to be used
by water carriers. Many of the water carriers under the jurisdie-
tion of one agency are also under the jurisdiction of the other, and
the Uniform System of Accounts was set up so that a single report
could be made and filed by carriers with the two agencies.
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tice of vessel owners. It also has been sanctioned by the
tax authorities (J.A. 152).

The Commonwealth, however, disputes the use of scrap
value as residual value. It points to the fact that vessel
values have over the postwar years declined more slowly
than anticipated, so that ships bought immediately after
the war, such as the ships under consideration, are now,
with about two-thirds of their normal service life expired,
still worth more than one-third of their original post-war
purchase price. The Commonwealth conjectures that when
the ships are retired, they will bring not merely the resid-
ual serap value to which the book values of the ships are
being depreciated, but instead will be sold or traded in
for new ships at a price considerably in excess of the scrap
value.

It is possibly true that, if the Board had presecribed a
higher value than scrap value, and a correspondingly lower
annual depreciation expense, such prescription would be
legally valid, if the residual value fixed by the Board could
be supported as a reasonable prediction of future value.

There is no constitutional or statutory requirement that
the operator of a public service shall receive in the end
more than he has put into it at the beginning. Federal
Power Commission v. Hope Natural Gas Co., 320 U.S. 591,
606-7 (1944). But on the other hand, there is no prohibi-
tion against his receiving more if, as here, asset values
have in effect appreciated during their useful life.

The nub of the question is, what should be done with
the incremental value of assets whieh are worth at the
end of their service life more than the residual value
aseribed to them on the carriers’ books? Under the
Board’s view, the carrier will receive this value. Under
the Commonwealth’s view, the owner is not entitled to
this benefit. Only the ratepayers may receive it, in the
form of lower annual depreciation expense during the life
of the vessel.

What the Commonwealth is really saying is that the
carriers should have predicted that vessel values would
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not decline to scrap value. The Commonwealth goes on
to say that, having failed to prediet the still conjectural
fact that their resale value at the end of their service lives
will exceed the predicted scrap value, the earriers should
compensate for their faunlty prediction by no longer charg-
ing depreciation expense. It should be noted that the
Commonwealth does nof say that when it was set up on
the carriers’ books, the residual value was unreasonably
or capriciously chosen.

While the Commonwealth has the benefit of a decade
and a half of hindsight on its side, it still is by no means
clear that it is correct in its contention. The ships now
being used in the Puerto Rico trade have a few years of
service life ahead of them. As of January 1957, the six
Bull C-2 vessels principally used in the Puerto Rico com-
mon carrier service had, depending on the individual ship,
anywhere from 74 to 93 months, or an average of 7 years,
of depreciable life ahead of them. The carriers had—
and still have—no way of knowing that at the end of those
seven years (roughly, January 1964) the ships will be

worth more, and if so, how much more, than the predieted
scrap value of approximately $55,000 per ship. There is
no assurance that values will not deeline more sharply in
the next few years. The Commonwealth cannot show
that the carriers’ elaimed residnal values are necessarily
too low. Whether they are or not is a faet that will not
be known for a few more years.

The Commonwealth speeulates, however, that it is a fair
probability that at the end of their service lives the ships
will be worth a good deal more than $55,000 apiece. (Con-
ceding for the sake of argument that this is true, and con-
ceding even that this might have been foreseen when the
ships were first acquired immediately after World War
II, we question whether it follows that carriers should
for this reason be required to base their accounting praec-
tices during the life of the vessel on any such prediction.
We further question whether depreciation schedules should
be periodically revised to reflect changing conjectures about
vessel values at the end of their service lives.
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The effect of such a prediction is to increase greatly the
carriers’ capital risk. If residual values are put at a
high figure representing the judgment that market values
will in the future be high, the carrier is held to a limited
depreciation expense that will not restore his investment
if, in the end, the market value fails to maintain the pre-
dicted level. The Commonwealth’s theory, in short, would
force the carrier to rely on a highly speculative trade-in
or resale value for the recoupment of his capital invest-
ment, rather than to rely on the far more certain method
of recouping capital during the service life of the ships
by an evenly spaced depreciation expense based on a con-
servative residual scrap value.

The choice, in essence, is between a large terminal re-
coupment at the end of twenty years, or a more gradual
recoupment evenly spaced over the twenty years. The
former choice puts on the carriers all risk of loss if the
actual residual value turns out to be lower than predicted,
and gives the ratepayers precisely the same kind of ‘‘wind-
fall’’ -which the Commonwealth would withhold from the
carrier. The latter choice appears to be the more reason-
able, for although it leaves open the possibility that the
carrier will get the benefits of any capital gain that results
from appreciations in ship values, it merely puts on the
ratepayer the not unfair burden of paying out over the
vessel’s service life no more tham its cost of acquisition by
the carrier. In short, we do not believe that the rate-
payer has ground for complaint if benefits resulting from
asset appreciation accrue to the carrier rather than the
ratepayer. The alternative, of requiring the carrier to
predict appreciations in value and causing him to bear all
risk of loss in the event of an erroneously high predietion,
makes for too much uncertainty and, in a field where car-
riers are subject to rate regulation but are not franchised
against competition, would tend to discourage investment
in new equipment.

Nor can it be assumed that any incremental value would
necessarily acerue to the earriers to the execlusion of the
ratepayer. What is most likely—and what might be re-
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quired by the Board if and when the question is presented
—is that the incremental value would be applied to the
acquisition cost of the replacement vessel and thus reduce
its initial book value, resulting in correspondingly reduced
depreciation expense on the replacement vessel.

Under section 1031(a) of the Internal Revenue Code, 26
U.S.C. section 1031(a), no gain or loss shall be recognized
for tax purposes if property held for use in business is
‘exchanged solely for property of a like kind to be used in
business. This means that a carrier may avoid tax lia-
bility on the capital gain realized in the exchange of fully
depreciated vessel where the trade-in allowance is in ex-
cess of the depreciated basis of that vessel. See I.T. 2615,
XI-1 Cum. Bull. 112 (1932). Such capital gain is applied
to the purchase price of the replacement vessel so as to
reduce its tax basis and thus reduce the depreciation ex-
pense allowable for tax purposes against the new vessel.

It is entirely possible that when and if the carriers are
able to sell their present vessels for a price materially in
excess of the residual value, such ‘“‘windfall’’ (as the
Commonwealth calls it) would be required by the Board
to be deducted from the book value of the replacement
ships and thus pro tanto to reduce the depreciation expense
to be borne by ratepayers during the life of the replace-
ment vessel. Certainly, it would at that time be open to
the Commonwealth to make its ‘‘windfall”’ argument, if
the Board treated the matter differently. But to make
this argument now is premature.

The theory advanced by the Commonwealth is, we believe,
less meritorious than the theory followed by the carriers
and sanctioned by the Board. The Commonwealth over-
looks the fact that at the outset of the depreciation period,
it is likely to be impossible to judge reliably what market
values will prevail twenty years hence ; and it moreover fails
to consider the inhibition on investment that would result
if the carrier were to be deprived in advance of any bene-
fits that might result from asset appreciation. The depreci-
ation practices under review are, we submit, reasonable,
and ‘‘the total effect of the rate order cannot be said to
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be unjust and unreasonable.’”” Federal Power Commission
v. Hope Natural Gas Co., 320 U.S. 591, 602 (1944).

B. Argument In Response To Brief of Umied States
Atlantic & Gulf-Puerto Rico Conference

Notwithstanding the fact that the Board’s order permits
the Conference’s rate increases to stand, the Conference
assails the Board’s action as possibly restrictive on future
rate actions of the Conference.

The Conference’s petition should be dismissed for want
of jurisdiction, because it does not present a case or con-
troversy.

The Conference’s petition is, moreover, without merit.
On the basis of arguments which are unsupported by either
the evidence or the applicable law, it seeks a gross en-
largement of its rate base which the Conference would no
doubt seize upon to justify large further rate increases.
In addition, it seeks to overturn the Board’s ‘‘ratemaking
carrier’’ approach in favor of an approach which would
in this trade materially distort the aggregate profit-and-

loss position of the carriers, and it seeks to replace the
Board’s traditional fair-return-on-rate-base approach with
a novel operating ratio approach. In all of these conten-
tions, the Conference is in error.

I. The Conference’s Petition Should Be Dismissed for Want
of Jurisdiction.

The Board’s decision finds the Conference rate increases
to be just and reasonable, and permits the Conference rate
structure to stand undisturbed. There is, therefore, no
case or controversy for the Conference to bring before the
Court. An earlier motion by respondents for dismissal of
the Conference’s petition was denied by the Court, without
prejudice to its renewal at this time. The respondents
accordingly renew the motion.

The Conference seeks to find standing to sue by arguning
that the Board’s order lays down principles which ad-
versely affect the Conference. Even though the rate in-
creases have not been interfered with, the Conference asserts
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that these principles somehow have an immediate impact
upon the Conference.

The unanimous decision of the Supreme Court, per Justice
Brandeis, in United States v. Los Angeles and S.L.R. Co.,
273 U.S. 299, 309-310 (1927), is dispositive of the Confer-
ence’s position:

““The so-called order here complained of is one which
does not command the carrier to do, or refrain from
doing anything; which does not grant or withhold any
authority, privilege, or limits; which does not extend
or abridge any power or facilities; which does not
subject the carrier to any liability, civil or eriminal;
which does not change the carriers existing or future
status or condition ; which does not determine any right
or obligation.”” Supra, 309-310.

The Conference cites the decision in Rochester Tel. Corp.
v. United States, 307 U.S. 125 (1939), as modifying the
principle of the Los Angeles case. In fact, the Rochester
case confirms that the Conference has no standing.

In its' Rochester decision, the Court quoted the above
passage from the Los Angeles case, and went on to say :

““Plainly the denial of judicial review in these cases
does not derive from a regard for the special functions
of administrative agencies. Judicial abstention here
is merely an application of the traditional eriteria for
bringing judicial action into play. Partly these have
been written in Article 3 of the Constitution, U.S.C.A.,
by what is implied from the grant of ‘judicial power’
to determine ‘Cases’ and ‘Controversies,” Art. 3, Seec.
2, U.S. Constitution. Partly they are an aspect of the
procedural philosophy pertaining to the federal courts
whereby, ever since the first Judiciary Act, Congress
has been loathe to authorize review of interim steps in
a proceeding.”” [Footnotes omitted.] 307 U.S. at p.
131.

This is simply a re-affirmation of the principle that where,
as here, ‘““the order sought to be reviewed does not of it-
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self adversely affect complainant but only affects his rights
adversely on the contingency of future administration ac-
tion,”’ then ‘““resort to the courts . .. is either premature
or wholly beyond their province.”” 307 U.S. at p. 130.

In a further attempt to establish its standing, petitioner
cites United States v. Storer Broadcasting Co., 351 U.S. 192
(1956), and Frozen Foods Empress v. United States, 351
U.S. 40 (1956). In the former, the Federal Communica-
tions Commission issued a ‘‘rulemaking order’’ which had
the effect of placing a limit on the number of broadeasting
stations in which the applicant, directly or indirectly, could
have an interest. In the latter, the Interstate Commerce
Commission issued an order that specified certain com-
modities as not being ‘‘agricultural’’ within the meaning
of an exception of 203(b) of the Interstate Commerce Aect.

In the Storer case, the Court found that :

““The regulations here under consideration presently
aggrieve the respondent. . . . The Rules now operate to
control the business affairs of Storer. ... Commission

hearings are now affected by the Rules. Storer can-

not cogently plan its present or future operations.”
351 U.S. at pp. 199-200.

In the Frozen Food Express case, the Court found
that:

““[The Commission’s determination] has an immedi-
ate and practical impact on carriers. . . . The ‘order’
of the Commission warns every carrier, who does not
have authority from the Commission to transport these
commodities that it does so at the risk of ineurring
criminal penalties. . . . [they] run ecivil and eriminal
risks. . . . [A carrier] may lose its rights to operate
at all, if it does not respeet the Commission’s ‘order’.”’
351 U.S. at p. 4.

It is clear that in these cases the orders under review
established standards which immediately altered or affected
the manner in which the regulated businesses were to be
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conducted; and in the second of these cases, there was the
additional fact that failure to comply with the standard
could result in criminal and civil penalties. In contrast, the
instant Report and Order of the Federal Maritime Board
neither alters nor affects the Conference’s business prac-
tices, and threatens no penalties. The carriers may con-
duct their business as they have been doing, with the rates
which they have themselves established, entirely unaffected
by the order.

All that the Conference is saying is that it is apprehen-
sive that the Board has laid down ‘‘principles by which
future regulation of the trade will be governed,’” with the
result that the Board may have restricted the Conference’s
freedom in the future to make rates. The Conference is
merely speculating that ‘‘all the carriers may at any moment
find their existing rates unlawful because of improvements
in Bull’s operating efficiency or other factors, outside of
their control, improving the profitability of Bul] s opera-
tions.”” The sxmple fact, demonstrated by the Conference’s
own argument, is that it is asking for an advisory ruling
that some of the statements made in the Board’s Report
are erroneous, because in the event of some future con-
tingency, these statements may conceivably be applied so as
to result in a future determination adverse to the petitioners.

The wholly conjectural argument of the Conference in
the instant case is on all fours with that of the petitioner in
Montana-Dakota Utilities Co. v. Federal Power Commis-
sion, 169 F. 2d 392, 402 (1948) (cert. den. 335 U.S. 853).
There the Commission set up a formula designed to return
to petitioner a fair and reasonable compensation for its
services. In its suit for review, petitioner posed two hypo-
thetical situations in which, so it argued, it would not in
fact receive reasonable compensation. The Court said:

““Until an actual test of the rate schedule is made show-
ing that it results in some unfairness, the Court can-
not annul a prescribed rule for applying the rate to
deliveries simply because petitioner can conceive a sit-
uation which considered in isolation might not return
the amount hoped for.”” supra, at 402.
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Similar reasoning was followed in Sun Oil Company v.
Federal Power Commission, 256 F. 2d 233 (1958). There,
Sun’s rate schedule filings were rejected and its certifi-
cates of public convenience and necessity were cancelled,
but no injury to Sun was shown nor was there any threat
of injury. The Court stated:

““There is no need to anticipate an injury not presently
threatened and not shown to be something likely to arise
in the future.”” 256 F. 2d at p. 239.

The Conference has been unable to show that there is any
injury likely to arise in the future under the conditions
which presently exist and which presumably will continue
to exist. The Conference can at best only assume that Bull’s
operating efficiency will increase or that other factors—not
further described—may occur to the detriment of the re-
maining carriers in the Conference. Such speculative con-
jeeture does not warrant the Court’s setting aside the
Board’s order.

The Conference cannot at one and the same time both
support the ultimate coneclusion of the Board and attack
the methods employed to arrive at that conclusion. The
following language from Lindheimer v. Illinois Bell Tele-
phone Co., 292 U.S. 151 (1934), is dispositive of the instant
case:

“The company was successful in the Distriet Court and
has no right to appeal from that decree in its favor.
The company is not entitled to prosecute such an appeal
for the purpose of procuring a review of the Court
below with respect to the value of the company’s prop-
erty or other findings of which it complains.”” supra,
at 176.

Even if the Conference were to prevail in the instant
controversy, the rates wonld still stand as approved by the
Board. This being the case, there is no purpose to be
served by judicial inquiry. In Interstate Natural Gas Co.
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v. Federal Power Commission, 156 F. 2d 949, 951 (1946)
(affd. 331 U.S. 682), the Court stated:

‘‘[T]he rate order must be viewed in its entirety, and
‘it is not the theory but the impact of the rate order
which counts. If the total effect of the rate order
cannot be said to be unjust and unreasonable judicial
inquiry under the Actis at anend.’ *’ (citations omitted)
supra, at 951.

Here, the Conference admits that the total effect of the
rate order is just and reasonable, for it has established
the rate itself, and it supports the rate order against the
challenge of the Commonwealth. It cannot now ask for
further judicial inquiry. 3

II. The Board Did Not Err in Considering Bull as the “Rate-
making Carrier.”

In certain prior rate investigations,® the Board and its
predecessors have followed the ‘‘ratemaking carrier’’ ap.-
proach in analyzing the justness and reasonableness of the
rates under inquiry. In so doing, the Board has, in effect,
said that where there is a single, greatly predominant car-
rier in a domestic off-shore trade, whose operations compre-
hensively serve that trade, that carrier may be treated as
the ‘‘ratemaking’’ carrier, and rates for the trade will be
reviewed by the Board in the light of the rate base and
profit and loss positions of that carrier.

In those cases, as in the instant case, this is a reasonable
approach under the particular circumstances which the
Board found to be prevailing in the trade. Bull is by far
the largest carrier in the trade. For the first half of 1958
it carried 57 percent of the total tonnage carried by all
carriers in the trade.’ Bull has three sailings per week

8 E.g., General Increase in Hawaiian Rates, 5 F.M.B. 347 (1957)
General Increases in Alaskan Rates, 5 F.M.B. 486 (1958).

? 558,880 tons for Bull; 169,363 tons for Alcoa; 132.202 tons for
Waterman; and 107,822 tons for Lykes (J.A. 23) (Bd. Rep. 7).
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from North Atlantic ports to Puerto Rico,'® utilizing six
(-2 type vessels on a strietly maintained 14-day turnaround
(J.A. 17) (Bd. Rep. 5). Moreover, Bull devotes its op-
erations almost exclusively to the domestic trade. Of its
three weekly sailings, two call at no other ports than those
in the U. S. North Atlantic and in Puerto Rico. The third
sailing calls at the Dominican Republic, but the amount of
foreign cargo picked up and discharged is very small in
proportion to the domestic cargo and the geographical
deviation involved is trifling (J.A. 17). The Bull serv-
ice, therefore, presents no very complex problem of revenue
and expense allocation as between regulated and unregu-
lated activity.

In contrast with the service of Bull, Alcoa and Lykes
are preponderantly concerned with trades other than the
Puerto Rican trade.

Lykes operates vessels worldwide as a subsidized carrier.
Its so-called ““Line A’’ service (one of five major services
linking U. S. Gulf ports with every continent except Aus-
tralia) sails once weekly to a broad area throughout the
Caribbean, calling at Cuba, Haiti, the Dominican Republie,
Puerto Rico, Venezuela, Colombia, and Panama, in addi-
tion to U. S. Gulf ports. Lykes makes no voyages to or
from Puerto Rico exclusively (J.A. 20) (Bd. Rep. 8). The
U.S.-Puerto Riecan cargoes handled by Line A are far ex-
ceeded by the foreign cargoes handled.

Alcoa’s Puerto Rican service consists of a weekly south-
bound voyage from North Atlantic ports to Puerto Rico,
averaging 14.5 days in transit to Puerto Rico, as contrasted
with 6 days for Bull (J.A. 17). After discharge at Puerto
Rico, these vessels then proceed into foreign trades. Alcoa
also has a weekly service from Gulf ports to Puerto Rico,
averaging 12.5 days in transit to Puerto Rico (J.A. 17).
Prior to March 1958, Alcoa had no northbound service in
either its North Atlantic or Gulf trades, but in that month

10 Pyerto Rico is roughly equidistant from New Orleans and New
York. As the ratemaking carrier, Bull’s service from the North
Atlantie is also fairly representative of services from the Guli.
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it began to haul cargo homebound to the Gulf (but not the
North Atlantic) from Puerto Rico. The record herein was
made too soon after the commencement of Alcoa’s home-
bound service to the Gulf to permit any firm impression of
it to be drawn (J.A. 17) (Bd. Rep. 5).1

Waterman, like Lykes, operates vessels in a number of
wide-ranging trades, serving the Atlantic, Gulf, and Pa-
cific ports of the United States and ports in Asia and
Europe. It furnishes a weekly shuttle service between
New Orleans and Puerto Rico, operating 2 C-2 vessels on
a 14-day turnaround, and it calls at no foreign ports with
these ships.

In short, Lykes serves Puerto Rico as an incident to its
subsidized Line A service; and Alcoa serves Puerto Rico
southbound primarily to place ships in position so that it can
honor its northbound contractual commitments. Only
Bull and Waterman operate what may be called a “pure”’
Puerto Rican service, and in contrast to Bull, Waterman
carries a small proportion of the total traffic.

On these facts, the Board obviously was correct in con-
cluding that Bull is the ‘‘rate-making line’’ in the trade.

The Conference, however, argues that the ‘‘rate-making
carrier’’ doctrine deprives other earriers of their right to
a fair return, thereby ‘‘depriving [them] of their property
in violation of the Fourteenth Amendment.’’ Tt advocates,
as the only Constitutional approach, the use of ““the com-
posite results of the group or a representative sample of its
members.”’ Use of the composite results of the group (or
their average, which is the same thing), or of a representa-
tive sample, would still result in rates too low for Alcoa
and Lykes to earn a profit. This stems from peculiaritics
of their operation, not the Board’s method of evaluating
the overall rates. There is no way to assure every carrier
a profit, unless the rates be set at a level which permits even
the most inefficient carriers to earn a profit. Obviously,

11 Alcoa has contract commitments which preempt its vessels after
they have called at Puerto Rico on the southbound voyage from
New York (J.A. 194).
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such a rate level would destroy all incentive for efficiency
and would be exorbitant in its effect on shippers.

There is no logic to the Conference’s argument that
the Board violates the carriers’ Constitutional rights by
using the ‘‘rate-making ecarrier’’ approach, but not by
using composite results as a representative sample. As
seen, whichever approach is used, the least efficient carrier
or carriers will operate at a loss. There is nothing about
the composite group or representative sample approach
which makes it any more Constitutional than the ‘‘rate-
making carrier’’ approach. Whatever approach the Board
took, it would have to discount heavily the weight to be
given to Lykes and Alcoa, whose Puerto Rican service is
merely incidental to other predominating foreign opera-
tions, and whose operations even under the increased rates
adopted by the Conference itself resulted in very substantial
losses for the year 1958. Their inclusion would materially
distort the much more reliable picture to be gained from
the operations of Bull and Waterman, which operate sub-
stantially ‘““pure’’ Puerto Rican services unencumbered by
far-ranging and heavy foreign carryings. These carriers
operated at projected profits for 1958 of $580,293 for Bull
and $1,394,145 for Waterman.

Even if the Conference’s suggestion were adopted, and
the composite group or a representative sample were used,
Alcoa would have to be completely eliminated from the
ratemaking picture pecaunse of its curiously atypical opera-
tions, which consume twice as many days in transit (with
twice as much vessel operating expense) as the other car-
riers. It is even doubtful whether Lykes, with its very
diffuse service, should be included in the composite or rep-
resentative sample. But even including Lykes, the net result
of a composite of Bull, Waterman, and Lykes would be
more unfavorable to the Conference’s position than using
Bull alone. On the aggregate rate base for these three

12 As projected on the basis of actual operations for the first
gix months of 1958, Alcoa would have suffered a loss of $1,543,000
for the full year 1958; and Lykes on the same basis would have
suffered a loss of $398,497 (J.A. 48) (Bd. Rept., p. 36).
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carriers as determined by the Board (J.A. 43) (Bd.
Rep., p. 30), the aggregate net profit of the three (J.A. 47)
(Bd. Rep., p. 36) would have resulted in a net rate of return
of 7.7 percent before taxes, rather than the 5.0 percent
rate of return calculated by the Board for 1958 using Bull
alone.

There is therefore no merit to the Conference’s conten-
tion that the composite results should have been nsed. The
purpose of this contention is to bring into the picture the
distortion that would result from giving any ratemaking
weight to Alcoa’s circuitous and unreasonably expensive
and inefficient operations.

The Board did not violate the carriers’ Constitutional
rights by using Bull as the ‘“‘ratemaking carrier.”” De-
ciding as it did, the Board actually reached a more favorable
result for the carriers than if it had used the approach now
advocated by the Conference.

IIl. The Board Properly Excluded From Rate Base the Ter-
minal Properties Used, But Not Owned, By the Carriers.

The Board, upon consideration of the record, of the
parties’ arguments, and of previous Board decisions,’* con-
cluded that the value of certain terminal facilities used but
not owned by the carriers should not be included in the rate
base. These were the terminals used by Bull at Phila-
delphia, Baltimore, and New York. The basis for the
Board’s conclusion lies in the fact that, insofar as such
property is concerned, the carriers are not devoting their
capital to the shipping public (J.A. 42).

The Board has maintained this consistent position (with
the one exception mentioned in footnote **) since enactment
of the Shipping Act, 1916. In the very first rate investi-

13 Except on one occasion, the Board has uniformly held that
used-but-not-owned property should be excluded from rate bases.
As to the one instance in which the Board departed from the rule
(General Increases in Alaska Rates and Charges, 5 F.M.B. 486),
the Board stated in its instant decision that “we were in error in

including the value of non-owned assets in the carrier’s rate base.”
(J.A. 41).
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gation under the Act, Alaskan Rate Investigation,1U.8.8.B.
1 (1919),"* the predecessors of the present Board stated:

““The reasonableness of the rates depends largely
upon whether they yield a fair return upon the value
of the carrier’s property devoted to the public service.”’
(emphasis added.) (1.U.S.S.B. at p. 4.)

In the decision under review, the Board found that to depart
from this principle and ‘‘to include the value of this non-
owned property in the rate bases in our opinion would
grant the carriers a windfall at the expense of the shipping
public.”” (J.A. 42)

The Conference assails the Board decision in this respect.
It would have the Board include in the rate base the value
of all terminals used by Bull, regardless of whether Bull
owned, leased or was allowed to use the property free of
charge. The Conference bases its position on its assertion
that ‘“the public benefits from the use of the property, and
must therefore pay rates allowing a return thereon. . . .”

To support this position, the Conference cites various
agency and court decisions arising out of section 19a of
the Interstate Commerce Act (49 U.S.C. section 19a). That
section requires the Interstate Commerce Commission to
make a detailed physical valuation, classification, and in-
ventory of all of the property of rail carriers under its
regulation. There is nothing comparable to this in the
Shipping Act.

But even the cases arising under Section 19a of the
Interstate Commerce Aect, including those cited by the
Conference, run counter to, rather than in support of the
Conference position. The Conference admits that ‘“Bull
leases the Philadelphia and Baltimore terminals from the
municipal Port Authorities at favorable rentals (i.e., below
owner’s costs), as a promotional device on their part to

"Petitioners In their brief (see Conference Brief, page 27) make
the unsupported assertion that the Board included an item of
non-owned property in the rate base in the Alaska Rate case of
1919. There is nothing in the text of the opinion to justify such
an assertion.
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increase the traffic using their services.”’ (Conference
Brief, page 26.)"® In dealing with the same type of situa-
tion, the ICC in New York Central Railroad Company, el
al., 27 Val. Rep. 1, 57 (1929), stated :

“In our view these properties must be regarded as
held for development in the general public interest
and not that of corporations organized for profit.”

The Supreme Court in Manufacturers Ry. Co. v. United
States, 246 U.S. 457, 496 (1918) has followed the same prin-
ciple:

““If the stipulated rental is less than the fair annual
value of the property, it is to be presumed that the grant
of the excess was to the public, not to the private interest
of the Railway.”’

The short answer to the Conference’s contention is that
in dealing with the ratemaking questions arising out of
the lease of terminal properties from municipal authorities,

the ICC considers that insofar as such property is muniei-
pally owned it is part of the public domain, and that :

‘“‘where the carrier makes no capital outlay in its ac-
quisition, nothing should be included in the valuation
for public property of this kind, but that the rentals
should be charged to operating expenses.”” (Emphasis
supplied.) Baltimore, Chesapeake & Atlantic Railway
Company, 31 Val. Rep. 505, 512. (1930).

The same reasoning is applicable to the Baltimore terminal.
It is already devoted to public use by the railroad which
owns it and is being compensated for it in the rail rate
structure. Bull has no right to gain a windfall by including

15 According to the evidence of the record, only the Philadel-
phia terminal is municipally owned (J.A. 114). The Baltimore
terminal is actually owned by the Baltimore and Ohio Railroad
in whose rate base it is already included (J.A. 196). The railroad
permits Bull to use the terminal free of charge for the purpose of
attracting additional railroad cargo over its line.
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it in its rate base, and thus to cause the public to pay twice
for the same asset.

Thus, so far as Bull’s Philadelphia and Baltimore ter-
minals are concerned, the Board dealt with them in the
same manner as the ICC would have: the rental expense, if
any, was required to be treated as operating expense and
the value of these terminals was excluded from the rate
base.

Bull’s New York terminal is used by Bull under an arm’s
length, commercial lease. The Conference argues that the
Board should include the value of this terminal in the
rate base, although it concedes that the Board has the dis-
cretion to do what it did, that is to include the rental as
an operating expense, and to exclude the terminal value
from the rate base.® In the ascertainment of value of
property used for the convenience of the public, the Board
is not controlled by an artificial formula, ““but there must
be a reasonable judgment, having its basis in a proper con-
sideration of all relevant facts.”” Minnesota Rate Cases,
230 U.S. 352, 434 (1913).

The Board exercised a ‘‘reasonable judgment’’ in ex-
cluding the New York terminal from Bull’s rate base. In
so doing, the Board treated all of Bull’s terminals con-
sistently : it excluded all used-but-not-owned terminals from
the rate base, but permitted Bull to include as operating
expenses the rental for such terminals. By satisfying itself
that the rentals were reasonable, the Board protected the
rate-payers against any exorbitant expense that might re-
sult from an improvident lease. And the method followed
by the Board had the advantage of uniformity and certainty.
The Board summarized the conflicting positions of the car-
riers and the highly uncertain valuations claimed by them,
and said:

‘“As indicated above, such [used-but-not-owned] assets
were claimed by some of the carriers and not by others,
were excluded by the examiner in the case of Water-

18 Interstate Commerce Commission v. New York, N.H. & H.R.
Co., 287 US. 178, 198 (1932), fn. 6.
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man, and Bull apparently did not claim all of such
property. Thus we are asked to arrive at rate bases
of various carriers containing different elements de-
pending in some cases on the claims of the carrier and
in others on the evidence submitted by it as to the value
of the [terminal] property. This we will not do. Pro-
ceedings such as this are difficult enough without add-
ing to the problems.”” (Emphasis supplied.) (J.A.
42)

The Conference cannot show that the Board has acted
arbitrarily in choosing to include terminal rentals as an
operating expense rather than to include their values in
the rate base. The Board’s treatment of the problem is on
all fours with that of the ICC in New York, N.H. & I.R. Co.,
30 Val. Rep. 1, 36, (1929), aff’d 287 U.S. 178 (1932). There,
the Commission considered the valuation for ratemaking
purposes of the Grand Central Terminal in New York which
the railroad was permitted to use, jointly with other carriers,
under a lease or contract arrangement. The situation was
thus similar to the situation before the Board. The Com-
mission said :

““The carrier does not own an interest that would
cause it to suffer a loss by deflation or to profit by the
the enchancement of value which might take from or
add to the intrinsic worth of the property.”’

The Commission, although acknowledging that such a use
of the terminal is a ‘‘commercially valuable contract,’
concluded that for rate-making purposes, no portion of the
Terminal’s asset value should be included in the earrier’s
rate base.

The Board, in short, did not err in excluding used-but-
not-owned terminal property from Bull's rate base.
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IV. The Board’s Allowance for Working Capital Is Fair and
Reasonable and Consistent With the Facts and Evidence.

The Board considered three alternative methods of com-
puting working capital:

1. To use an amount equal to one twelfth of the year’s
operating expenses, which would be approximately $1,800,-
000 for Bull, using actual operating expenses for 1957.
This was the method suggested by the hearing examiner.

2. The use the figure arrived at by the hearing examiner
plus an additional $1,000,000 allowance said to be necessary
to cover the time lag involved in collecting receivables. This
method was urged by the Conference, and would call for a
working capital of $2,800,000.

3. To caleulate the amount by applying the formula set
out in the Board’s General Order 31, Limitations 3 and 4,
46 C.F.R. sec. 286.3(2)(1). This formula establishes the
procedure for calculating adjusted working capital as an
element of ‘‘capital necessarily employed’’ by subsidized
operators in the foreign trade.'” This method was advo-
cated by Public Counsel and interveners. In essence, this
method fixes working capital at an amount equal to the
expense of one round voyage for each vessel employed in
the service. Bull, which operates 6 C-2s in the Puerto Rico
service was thus allowed a sum equal to six times the voyage
expense of a typical C-2 round voyage in the regulated
trade. As applied to Bull, the formula resulted in a work-
ing capital allowance of $1,087,000.

The Board had found in two prior rate investigations
that the General Order 31 formula allowed a fair and
reasonable valuation of working ecapital for rate-base pur-

17 Under the subsidy program enacted in the Merchant Marine
Act, 1936, a carrier operating under a subsidy contract may dis-
tribute or withdraw as profit a sum “not in excess of 10 per centum
per annum on the contractor’s eapital necessarily employed in his
business. . . .” 46 US.C. Section 1177(a). Profits exceeding 10
per cent of capital necessarily employed are subject to partial
recapture by the Government. Among other components, capital
necessarily employed includes a working capital allowance as
spelled out in the Board’s General Order 31.
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poses. General Increase in Hawaiian Rates, 5 F.M.B. 347,
350 (1957), and General Increases in Alaskan Rates and
Charges, 5 F.M.B. 486, 500 (1958). In the latter case, the
Board reviewed method (2) above, which had earlier been
followed in Alaskan Rates, 2 U.S.M.C. 639, 644-6 (1942),
and rejected that method as unsound and excessive. It is
this rejected method which the Conference would reinsti-
tute.

The amount of working capital allowed by the Board is,
as seen, equal to the expense of one complete round voyage
for each of the ships in the service. This sum is clearly
sufficient to meet all working capital needs of the carriers.
While some, but not all,’® of the voyage expenses are laid
out by the carrier in advance, it is normal practice for the
carrier to receive its freight payment either upon receipt
of the cargo, or upon delivery thereof. Thus, the termina-
tion of the round voyage normally marks the point when
the revenues for such voyage are in the carrier’s hands.
In fact, the Conference tariff specifies that freight must be
prepaid (J.A. 157-8). Thus, to the extent the carriers live
up to their own tariff, their freight revenues are actually
in hand when the cargo is placed aboard the vessel. There
is consequently no very substantial lag between payment of
expenses and receipt of revenues. To the extent that there
is any such lag, the working capital allowed by the Board—
equal to the round voyage expense for each ship in the serv-
ice—is ample to take care of the carrier’s interim needs.

Working capital is required to meet the need which
‘‘arises largely from the time lag between payment by the
Company of its expenses and receipt by the Company of
payment for service in respect of which the expenses were
incurred.”” Alabama-Tennessee Nat. Gas Co. v. Federal
Power Commassion, 203 F. 2d 494 (1953), cited in General
Increases in Alaskan Rates and Charges, 5 F.M.B. 486, 500
(1958). The allowance of any additional amount would

18 It was conceded by the ecarrier’s witnesses that some of the
voyage expenses were not paid out in advance in cash, but were
rather accrued as accounts payable, and thus did not represent any
actual cash requirement (J.A. 157).
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unnecessarily inflate the rate base to the detriment of the
shipping publie.

In support of its demand for a larger working capital,
the Conference asserts that there is an additional need for
a ‘“fund for uncontrollable contingencies.’”” They suggest
that this fund be set at approximately $2,000,000, repre-
senting 30 days’ operating expenses. The only example of
such an ‘‘uncontrollable contingency’’ given by the Con-
ference is a strike. The conference apparently has over-
looked the fact that where a strike causes a discontinuance
of vessel operations, there would be a corresponding de-
crease, if not a cessation, of vessel operating expenses dur-
ing the strike. In the event of such a contingency, the
working capital allowed by the Board would still appear to
be adequate to cover all foreseeable financial needs during
such a contingency.

The Conference also criticizes the Board’s working capital
calculation on the ground that it is based on a formula ap-
plicable to subsidized carriers in the foreign trade, but the
Conference is unable to show why this is necessarily bad.

The faet is that Limitation 4 of General Order 31 sets up a
clear and precise formula by which working capital can be
computed; and it is a formula, moreover, which is entirely
fair and reasonable and readily adaptable to the needs of
carriers in the regulated domestic trades. The Board’s
working capital allowance should be found to be lawful.

V. The Board Correctly Ascribed To Carrier-Owned Terminals
a Rate Base Valuation of Net Book Value.

As to terminals owned by the carriers, the Board al-
lowed net book value for the rate base valuation. In the
case of Bull, the ratemaking line, it owns the terminals
which it uses in Puerto Rico. These terminals had a net
book value of $2,144,572 as of December 31, 1957. The
Conference sponsored a witness who testified that Bull’s
Puerto Rican terminals should be valued at $4,062,194, this
being the value at which the terminals were appraised by
the independent appraisers hired by the purchasers of Bull
(J.A. 203). In arriving at this appraisal, the following
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factors were considered: present and future earnings, de-
gree of obsolescence and adequacy or inadequacy, original
cost, reproduction cost, previous appraisals, ete. (J.A. 130-
1). The appraisers then concluded that a willing buyer
would pay a willing seller the price of $4,062,194 for the
properties; but there was no actual sale or market transac-
tion against which this opinion could be checked (J.A. 131).

The Conference argues that the Board should have ap-
plied to the terminals the appraisal value of $4 million in-
stead of the net book value of about $2 million. The sole
ground advanced by the Conference for this argument is
that, having valued the ships at their market value, the
Board should also have valued terminals at their market
value.

The Conference’s argument is based on an erroneous
premise. The record contained no market value for ter-
minals comparable to the market value for ships. Ship
market values are easily and objectively determined, on
the bases both of sales prices on ships actually sold and of
bidding and asking prices which are constantly being ex-
changed through ship brokers. The activity of the ship
market reported currently in trade publications makes it
possible for anyone conversant with this market to arrive
at a fairly precise and objective judgment of the current
market value for a particular type of ship at any given time.

In contrast, a judgment of the ‘‘market value’’ of
terminals is entirely subjective, for there is no such thing
as a market or frequent exchange of terminals. This is
borne out by the testimony of the Conference’s own ap-
praiser, who admitted that such subjective factors as re-
production cost and future earnings entered into appraisal.

In view of these facts, the Board’s decision to use net
book value for terminals, far from being inconsistent with
its ship valuation, is entirely reasonable. In the first place,
the record contained no evidence of a terminal ‘‘market
value,”” for there is no such ‘“market value,’ in the
sense that that term is applied to ships. Thus, although
the Conference charges the Board with inconsisteney in
using book value for terminals while using market value
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for ships, the Conference is equally inconsistent in urging
that the Board should use appraisal value for terminals
and market value for ships. The appraisal value is no
more equivalent to market value than is net book value.

The Board was correct for the further reason that the
considerations which led the Board to reject net book
value for ships are absent in the case of terminals. Un-
like ships, terminals are not mobile or readily saleable,
and there is not the danger, present in the case of ships,
that a restriction to net book value for rate purposes will
induce the owner to withdraw the terminals from the regu-
lated trade. This is especially true in the case of Puerto
Rican terminals, whose usefulness is practically confined to
the regulated domestic trade with the United States main-
land, ’uerto Rico having only a limited volume of trade
with foreign countries.

In sum, the Board was correct, and was not inconsistent,
in rejecting the highly uncertain and subjective appraisal
value for terminals and adopting net book value instead.

VL. The Board Correctly Refused to Follow the Operating
Ratio Approach,

The Board in the present case adhered to its regular
practice of using the fair-return-on-rate-base approach
in judging rates in the domestic offshore trades. Alaska
Rate Investigation, 1 U.S.S.B. 1, 4 (1919), Rates of Inter-
Island Steam Navigation Co., Ltd., 2 U.S.M.C. 253 (1940) ;
Alaska Rates, 2 U.S.M.C. 558 (1941) ; General Increase in
Hawaiian Rates, 5 F.M.B. 347, 354 (1957); General In-
creases in Alaskan Rates, 5 F.M.B. 486, 495 (1958). The
Board and its predecessors have invariably followed this
approach, and have rejected the contention, advanced in
previous rate investigations, that the operating ratio ap-
proach should be adopted. In General Increases in Alaskan
Rates, 5 F.M.B. at p. 495, the Board stated :

‘““We agree with the examiner that the operating
ratio theory has never been followed by the Board or
its predecessors and shounld have no controlling weight
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in this proceeding. Operating ratio has been used in
motor carrier rate cases by the Interstate Commerce
Commission, where the ratio of operating revenues (and
expenses) to investment in capital equipment is rela-
tively large; i.e., four or five to one or better. In con-
trast, Alaska Steam’s ratio of revenue (or expenses)
to capital investment is only slightly in excess of two
to one. We see no reason to depart from the fair-
return-on-fair-value standard which the Board and its
predecessors have used.’’

To justify the requested departure from precedent, the
Conference relies heavily upon cases involving motors car-
riers. Such cases have only a doubtful relevance to the
instant case. Motor carrier equipment depreciates very
rapidly in contrast to the far slower depreciation char-
acteristic of ships. Trucks have a service life of the order
of 5 years; the service life of ships is four times as long.
It is commonplace for regulated motor carriers to operate
hundreds of pieces of rapidly-depreciating rolling stock,
thus making the rate base approach cumbersome. In con-
trast, Bull, the largest carrier in the Puerto Rican trade,
operates only six ships.

In the instant case, the ratio of annual operating expense
to investment is approximately two to one. In motor ear-
rier cases, this ratio is much larger. In Middle West Gen-
eral Increases, 48 M.C.C. 541, 552 (1948), the Interstate
Commerce Commission found that this ratio was 3.78 to 1
for 98 Class I motor carriers. However, even dealing with
motor carriers, the Commission has recognized that rate
of return on investment is ‘“useful in an appraisal of the fi-
nancial condition and progress of the motor carrier indus-
try.”” 48 M.C.C. at p. 533.

In arguing that the Board should abandon the fair-return-
on-fair-value principle, the conference is asking the agency
to discard over forty years of well-settled practice. Com.-
menting on the adoption of a method other than the tradi-
tionally used rate-base method to determine the lawfulness
of natural gas rates, this Court in City of Detroit, Michigan
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v. Federal Power Commission, 97 App. D.C. 260, 230 F. 2d
810, 818-9 (1955), stated:

“[The rate-base method] has been repeatedly used by
the Commission, and repeatedly approved by the
Courts, as a means of arriving at lawful— just and
reasonable’—rates under the Act. Unless it is contin-
ued to be used at lease as a point of departure, the
whole experience under the Act is discarded and no
anchor, as it were, is available by which to hold the
terms ‘just and reasonable’ to some recognizable mean-
lng.”

Similar considerations apply in the instant case.
Moreover, since the Board found the rates to be just and
reasonable on the theory which it did follow, the Conference
can scarcely claim that it is prejudiced because the Board did
not go through the process of also using the operating ratio

to reach the same conclusion. As the hearing examiner
- stated :

‘“Since in any event the use of the operating-ratio
theory would have no effect on the ultimate conclusions
here arrived at by the use of standards heretofore ap-
proved by the Board, no further consideration need be
given to the contentions relating thereto.”” (J.A. 104).

All that the Conference really seeks is for the Board to do a
superfluous act. This request is without merit.

CONCLUSION

Although assailed from either extreme, the Board was
correct in its decision that the rate increases under investi-
gation are just and reasonable. For its part, the Com-
monwealth contends, without merit, that the carriers should
be held to limitations on vessel valuation, rate of return,
and depreciation expense which would unreasonably de-
prive the carriers of revenues to which they are entitled,
and which would tend to discourage the investment of addi-
tional capital in the domestic off-shore trades, if not to
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cause either the curtailment or abandonment of service.
And for its part, the Conference, although it is in no way
prejudiced or adversely affected by the Board’s decision,
seeks to impose on the Board such a change in its rate-
making principles as would result in the end in a most
exorbitant rate structure, intolerable and expensive to the
taxpayers.

Both petitions are without merit. The Board’s decision
strikes the proper balance between the interests of the
carriers and of the ratepayers. The decision should there-
fore be affirmed.

Respectfully submitted,

JaMmEes L. PiMpER
General Counsel

Roserr E, M1TcHELL
Epwarp APTAKER
Assistant General Counsel

Doxarp J. BRUNNER
Attorney

Attorneys for Respondent
Federal Maritime Board

Washington 25, D. C.
November 7, 1960
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STATEMENT OF THE UNITED STATES

The United States does not believe that the issue of the
appropriate rate base can be resolved on the basis of the
present record. On this basic issue, the Board did not pass
on the argument of the Commonwealth, but held simply:

““We find that the value of the vessels on the domestic
market at or about the time the rate increase is re-
quested with adjustments to eliminate short term peaks
in vessel values, is the proper method for determining
the reasonable value of the property being used for the
public’’ (Par. 52).

This conclusion of the Board may come within the wide
discretion the Board has in this area, in view of the peculiar
limitations on its regulatory authority over the shipping
industry. See Federal Power Commission v. Hope Natural
Gas Co., 320 U. 8. 591. But it is impossible, on this bare
assertion, to ‘‘know what [its] decision means...’’ (Secre-
tary of Agriculture v. The United States, 347 U.S. 645, 654),
and judicial review of it must await, the United States
believes, a detailed explanation by the Board based upon
the record in this case or other relevant comsiderations
within the Board’s expertise. Cf., Pacific Far East Lines
v. Federal Maritime Board, 107 U.S. App. D.C. 155, 275
F. 2d 184, 187; cert. den. 363 U.S. 827. The United States
further believes that the Board, on such a remand, should
pass on the Commonwealth’s argument that it is unfair to
the ratepayers to permit the depletion of the old deprecia-
tion reserve built up over the years and removed to finance
the purchase.

Respectfully submitted,

RoserT A. Bicks,
Assistant Attorney General
Ricuarp A. SorLomonw,
Hexry GELLER,
Attorneys, Department of Justice
Washington 25, D. C.

November 7, 1960




168 DOMESTIC OFFSHORE SHIPPING

Item 14—Decision

UNITED STATES COURT OF APPEALS FOR THE DISTRICT OF
COLUMBIA CIRCUIT

No. 156846

Tne CoMMONWEALTH oF PUERTO Rico, PETITIONER, ©v. FEDERAL MARITIME BOARD
AND UNITED STATES OF AMERICA, RESPONDENTS

Unrrep Stares AteanTtio & Gurr-Puerro Rico CONFERENCE, ET AL, WATERMAN
STEAMSHIP CORPORATION AND WATERMAN STEAMSHIP CORPORATION OF PUERTO
R1co, INTERVENORS

No. 15847

UNITED STATES ATLANTIC & GULF-PUERTO RIcO CONFERENCE, ET AL, PETITIONERS,
v. FEDERAL MARITIME BOARD AND UNITED STATES OF AMERICA, RESPONDENTS

TrHE CoMMONWEALTH OF PUErTO RIco, INTERVENOR
ON PETITIONS FOR REVIEW OF AN ORDER OF THE FEDERAL MARITIME BOARD
Declded February 23, 1961

Mr. William D. Rogers for petitioner in No. 15846. Mr. George Bunn also en-
tered an appearance for petitioner in No. 15846,

Mr. Mark P. Schlefer, with whom Mr. T. 8. L. Perlman was on the brief, for
petitioner in No. 15847,

Mr. Edward Aptaker, Assistant General Counsel, Federal Maritime Board, with
whom Messrs, James L. Pimper, General Counsel, and Robert E. Mitchell, Assist-
ant General Counsel, were on the brief, for respondent Federal Maritime Board.

Mr. Henry Geller, Attorney, Department of Justice, with whom Mr. Richard
A. Solomon, Attorney, Department of Justice, was on a statement filed in behalf
of respondent United States of America.

Messrs, Warren Price, Jr., and Sterling F. Stoudenmire; Jr., were on the brief
for intervenors Waterman Steamship Corporation and Waterman Steamship
Corporation of Puerto Rico in No. 15848,

Before EpGerTon, PRETTYMAN, and BASTIAN, Circuit Judges.

PErR Curram: We are asked to review a Federal Maritime Board ruling of
April 28, 1960, that certain large rate increases for carriage of cargo between
Puerto Rico and ports on the Atlantic and Gulf coasts of the United States are
just and reasonable.’

In a report which accompanied its order the Board said: “We find that value
of the vessels on the domestic market at or about the time the rate increase is
requested with adjustments to eliminate short term peaks in vessel values, Is
the proper method for determining the reasonable value of the property being
used for the public.” The Board did not say why it adopted market value as a
rate base or why it rejected Puerto Rico's contention that this base is grossly
excessive and rates should be based on prudent investment less depreciation.

The Department of Justice urges on behalf of the United States that the rate
basge question cannot be resolved on the present record. We agree. The Ad-
ministrative Procedure Aect requires all decisions to state not only findings and
conclusions but also “the reasons or basis therefor, upon all the material issues
of fact, law or discretion presented on the record * * *" §8(b), 5 1.8.C. § 1007 (b).
The Board “should make the basis of its action reasonably clear. We cannot
find that it did so here.” Radio Station KFH Co. v. Federal Communication
Commission, 101 U.S. App. D.C. 164, 166, 247 F. 2d 570, 572: Pacific Far East
Line, Inc. v. Federal Maritime Board, 107 U.S. App. D.C. 155, 275 F. 2d 184. (4] A
Secretary of Agriculture v. United States, 347 U.8. 645, 654,

The Board's order is therefore vacated and the same remanded for the Board
to reconsider and clarify the rate base question, The Board should also pass
upon the Commonwealth’s argument that it is not fair to rate payers to let an
accumulated depreciation reserve be depleted and depreciation charges thereby
increased.

# The Board ncted under § 18 of the Shipping Aet, 19186, ¢, 451, 30 Stat. 785, as amended,
46 U.B.C. §§ 801, 817, and § 3 of the Intercoastal Shipping Act, 1933, c. 199, 47 Stat. 1428,
as amended, 46 U.S.C. §§ 843, 8405, This i'rﬂt"?!'dinx or review is brought under the

Judicial Review Act of 19560, ¢. 1189, 64 Stat. 1129, as amended, 5 U.8.C. § 1031 et seq.
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The motion to dismiss Puerto Rico's petition for review in No. 15846 is denied.
Puerto Rico’s motion to dismiss the petition for review in No, 15847 is granted.
Vacated and remanded.

Item 15—Page T8

How much Investigation is made and how is evidence weighted by the Federal
Maritime Board in making a determination on a requested rate increase?

Protests by affected local shippers and Government bodies against offshore
domestic rate Increases are always given attentive consideration. In formal
cases involving offshore domestic rates, State and other local government
bodies are welcome to intervene, and the practice has been, in general, that
they have intervened and presented evidence as to the impact of the proposed
rate change on the local economy.

The Board has long been aware that steamship service is a factor in the
economy of the domestic offshore areas. Recently, in its decision in docket No.
BOT, United States Atlantic and Gulf-Puerto Rico Conference Increases in
Rates (mult. op. decided April 28, 1960, pp. 9-10), the Board made special find-
ings as to the effect of increased steamship rates on the economy and living
standards of Puerto Rico.

The needs of the economy of the domestic offshore areas for lower freight
rates must be weighed against the constitutional right of the carriers to rates
that will not deprive them of a minimum fair return on their investment.
The Board must also balance against the need for low freight rates the need
for continuing steamship service, and therefore must allow a rate structure
which will not drive carriers out of the trade. Accordingly, the Board allows
what it considers a fair return on investment, endeavoring to hold these down
to their lowest reasonable values. In recent cases, it has determined such
fair return to be not more than 714 percent of the market value of the owned
property the carrier actually devotes to the trade plus working capital.

Item 16—Page 79

What, if any, evidence is there that high domestic freight rates may be con-
ducive to imports into offshore domestic areas via foreign-flag vessels from

foreign ports? Specific reference is made to steel cargoes and other construc-
tion materials being imported into Alaska aboard Japanese ships.

The Trans-Pacific Freight Conference of Japan which covers traffic moving
from Japan to Alaska quotes open rates on iron and steel angles, bars, channels,
plates, rods, rails, sheets, etc, subject to a minimum per 2,240 pounds or 40
cubie feet of §14 to Anchorage and $18.20 to other ports.

The rates of Alaska Steamship Company for moving such property from
Seattle or Tacoma to Seward or Valdez (Anchorage is not served direct) is
$46.57 per 2,240 pounds (quoted as $1.80 per 100 pounds plus 10 percent).

An examination of records of the Census Bureau reveals that in 1959 the
only movement of metal from Japan to Alaska was classified as metal manu-
factures and parts, 311 short tons moving to Sitka. The Corps of Engineers
report for 1959 indicates 12,822 short tons of metal manufactures and parts
and 6,259 short tons of steel mill products moved to Alaska from the Pacific
Northwest. Thus it appears that less than 2 percent of such materials moving
into Alaska in 1959 originated in Japan. Reports of the domestic movement in
1060 are not available; Census records indicate that during January through
October 1960, the movement of this type commodity totaled 1,872 short tons of
which 1,403 short tons were iron and steel pipe and tube. The port of dis-
charge is not indicated on the reports. Because of this small volume of the
movement of steel from Japan to Alaska, it cannot be concluded that any dif-
ferences in freight rates has had a significant impact on the source from which
the cargoes were obtained.
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TUESDAY, MARCH 7, 1961
U.S. SexaTE,

ComMmrTTEE ON INTERSTATE AND FOREIGN COMMERCE,
SuBcoMMITTEE ON MERCHANT MARINE AND FISHERIES,
Washington, D.O,

The subcommittee was called to order, pursnant to adjournment, at
10:16 a.m., in room 5110, New Senate Office Building, Hon. E. L.
Bartlett presiding.

Senator BarrLErr. The committee will be in order.

It is the committee’s very special privilege this morning to hear as
the first witness Dr. Fernés-Isern, Resident Commissioner from Puerto
Rico, a factual as well as eloquent witness on all matters having to do
with the great commonwealth.

Dr. Fernés, we welcome you.

STATEMENT OF DR. A. FERNOS-ISERN, RESIDENT COMMISSIONER
OF PUERTO RICO

Dr. Fernos. May I proceed ?

Senator BartLErr. Yes; surely, Mr, Commissioner.

Dr. Fernés. Mr. Chairman, I appreciate the opportunity to appear
before your committee briefly to present some pertinent facts concern-
ing maritime transportation between Puerto Rico and continental
United States.

I understand that later in the hearing—in fact today—the commit-
tee will hear a representative of the Puerto Rico Economic Develop-
ment Administration, who will present the views of the Governor of
Puerto Rico, the Honorable Luis Mufioz Marin, and will go into the
matter in more detail.

The Foraker Act of 1900, the first Organic Act approved by Con-
gress for Pureto Rico, provided in section 9 of that act, that—
the coasting trade between Puerto Rico and the United States shall be regulated
in accordance with the provisions of law applicable to such trade between any
two great coastal districts of the United States.

This provision was continued by the Organic Act of 1917, known
as the Jones Act, by virtue of its section 58 which provided “that all
laws or parts of laws applicable to Puerto Rico not in conflict with
any of the provisions of this act, are hereby continued in effect.”

This section 58 of the Organic Act of 1917 was, in turn, continued
as part of the Puerto Rican Federal Relations Act, referred to by
section 3 of Public Law 600, 81st Congress. It was within the frame-
work of Public Law 600, 81st Congress that the Commonwealth of
Puerto Rico was created by the people of Puerto Rico and proclaimed

1M
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on July 25, 1952. Thus, the provisions of section 9 of the act of
1900 concerning intercoastal shipping remain in effect today.

Under the Merchant Marine Act of 1936, both the operating and
construction cost differential subsidies are limited to foreign trade.

It is generally agreed that the operation of U.S.-flag vessels is sub-
stantially more costly than the operation of ships under foreign flags.
Consequently, tariff rates for American vessels operating in foreign
trade would have to be substantially higher than that of foreign
vessels, were it not for the differential cost Federal subsidy paid to
U.S. vessels engaged in foreign trade. That is to say, the subsidy
permits American-flag vessels to meet foreign vessels in freight rate
mmf}etition ; otherwise they would not be able to compete.

There is no competition with foreign vessels in coastwise shipping.
Neither is there a subsidy. Freight rates are supposed to be geared
to the total cost of construction and operation. In other words, while
the cost of maintaining the U.S. merchant marine in foreign trade is
paid partly by its American users and partly through general taxation,
the cost in coastwise shipping is borne exclusively by its users.

The impact of this situation on offshore domestic areas is not the
same as it pertains to continental U.S. users of coastwise shipping for
obvious geographical and logistic reasons. In the mainland trade,
there is no competition between U.S. vessels and foreign trade registry
vessels, but there is competition between U.S. vessels and overland
transportation; namely, railrdads and truck lines. That is to say,
users have a choice between coastal transportation and overland
transportation. This has resulted in the re&uctinn to minimal pro-
portions of the actual coastwise trade between ports in the mainland.
But in what pertains to offshore areas, it is obvious that there is no
such alternative. All transportation must be by sea, regardless of
freight rates.

This situation should be approached with full appreciation of its
practical impact on the offshore areas. These areas are insular, or
noncontiguous peninsular. Either an ocean or a foreign country
separates them from the mainland. Ocean transportation is their life-
line. At the same time, since they are included within the U.S. tariff
system and are a part of the U.S. common market, most of their out-
side trade is with the United States proper, They depend on U.S.
shipping for this trade. It is obvious that they should CAITY & proper
share of the burden of maintaining and protecting the American
merchant marine. But for the reasons above stated, the burden these
areas carry is proportionately much greater than the burden carried
by the mainland.

Because of ocean transportation costs, the economic development of
these areas is affected. ?t evidently must add to the cost of living.
The cost of living in Alaska has been found to be 25 percent higher
than Washington, D.C.: the cost of living in Hawaii has been found
to be 17.5 percent higher than Washington; and the cost of living in
Puerto Rico has been found to be 12.5 percent higher than Washing-
ton. Let me point out that this represents considerable expense to
the Federal Government, because a cost -of-living differential payment
is made to Federal employees in these areas. These Federal employees

are compensated to the degree that their living costs are higher than
in Washington, D.C.
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On the other hand, transportation costs are reflected in production
wages paid in Puerto Rico. Most of the material for Puerto Rico
industrial plants is shipped from continental United States to Puerto
Rico, and manufactured products must then be carried back
from Puerto Rico to the mainland. In order to meet competition and
offset transportation costs, wages must be lower than in the mainland.
It has not been possible to apply the minimum wage law in Puerto
Rico on the same basis as in continental United States. The combina-
tion of a lower wage and a higher cost of living results in a lower
level of existence.

Where an adjustment in wages to compensate for costs of transpor-
tation is not feasible, industrialization is handicapped.

Domestic trade consists in fact not of one, but of two categories:
Domestic coastwise trade and domestic noncontiguous trade. They
cannot be treated identically because their situation and circumstances
are different.

It is in the national interest and it is fair that the offshore areas
should have the same opportunity for development and well-being as
the continental areas insofar as this is possible. Nature has placed
them in an unfavorable position because of distance and geographical
isolation ; manmade laws should not add to their natural limitations.
Although they should carry a proportionate share in support of the
U.S. merchant marine, they should not be called upon to assume a
disproportionate share, lest their growth and development be stunted
and their welfare impaired.

I shall conclude with a comment with regard to a special situation
which concerns Puerto Rico. The present service given by the various
shipping lines is freight service, with some limited and unsatisfac-
tory passenger service on these ships, a maximum of 12 passengers
per ship. The tourist trade is one of the developing trades in the
Caribbean, but other than by freighters there is no passenger shipping
service between Puerto Rico and the United States, either regular or
tourist. Tourists can reach Puerto Rico only by air or by freighter,
except for those who occasionally may visit Puerto Rico on cruise
ships. Whoever lives in Puerto Rico can only get out of the island
either by airplane or on freighters . The effect of this situation was
dramatized by the recent strike against the airlines. All the rest of
the Caribbean has tourist and regular shipping service.

_ Various suggestions might be made in this respect. First, sub-
sidized regular American lines with passenger service and plying
between the United States and countries neighboring Puerto Rico,
now bypassing Puerto Rico, might be allowed to make San Juan a port
of call without loss of subsidy. Second, American tourist ships cruis-
ing the Caribbean with subsidy might be allowed to carry passengers
from the mainland to Puerto Rico and from Puerto Rico to the main-
land without loss of subsidy. Third, foreign-flag ships might be al-
lowed to carry passengers between Puerto Rico and the United States.

Thus, Puerto Rico might have regular passenger service plus some
additional service, especially during the tourist season.

I thank this committee for the time it has given me.

Senator Barrrerr. Thank you, Commissioner Fernés, for a very
well reasoned statement.

71709 0—62——12
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You made a suggestion here, inferentially at least, which had not
yet come to the attention of the committee, and that is that if an
arrangement could be made here to accommodate the situation which
you desecribe and which is the genesis of the problem before the
committee, it could result in a saving to the Federal Government,
because if transportation costs are lowered, the cost of living in these
areas might be ])owered and the Federal Government would thereby

be able to lessen or eliminate the cost of living allowance to Federal
emI])Jloyees.

r. FErnGs. And the Federal employees would not suffer by that
because their differential payment is geared to the high cost of living.
If the cost of living is so much higher than Washington, that is what
they get, that percentage. So they always would get a differential if,

in s;inte of better transportation or less expensive transportation they
would have a higher cost of living there anyhow. But the chances
are that the cost of living would be reduced and therefore the differen-
tial would be correspondingly reduced if geared to the cost of living.

Senator Barrrerr. I think that is a very important consideration
for the committee, because it could serve as a large offset to whatever
additional costs might be accumulated by reason of any payment made
to these carriers.

How long is it, Dr. Fernés, if you recall, since you have had regular
passenger service to Puerto Rico f

Dr. Fernos. We had no passenger service, of course, during the
war. We had had up to the Second World War, but after the
war there was an attempt on the part of the Bull Insular Line
to run a passenger-service boat. 1 remember the name was the Puerto
Rico. But I think it is over 10 years now that we haven’t had any,
because they discontinued the service,

Senator Bartrerr. Of course, the service provided by the freight-
ers—12 passengers each as a maximum—is inconsequential as far as
carrying any number of people to the islands ?

Dr. Fernés. Very small; and also, although I have traveled in
them and I can say that the staterooms are pretty comfortable, there
are no recreational or other amenities of sea travel, and, naturally,
because they are freighters.

Senator Barrierr. How many days does that trip take from San
Juan to New York by freighter ?

Dr. Ferx6s. About 314 days.

Senator BartLETT. Mr. Goding ?

Mr. Gobing. Ihave one question.

You mentioned here among possible suggestions on the passenger
service, the possibility of allowing American tourist ships cruising
the Caribbean with subsidies to be allowed to carry passengers—pre-
sumably without loss in subsidy. Is that now possible? I didn’t
know that we subsidized the cruise vessels,

Dr. Ferxés. If a cruising ship is boarded by somebody in New
York and that ship is to make San Juan a port of call. of course, the
passengers may land, but they are supposed to go back to the boat
and continue with their cruise. I don’t know if anyone just wanted
to stay in San Juan and then come back by air or some other way
could do it; but the cost of the transportation would be for the whole
cruise.
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As T understand, the shipping lines could not sell a ticket just for
New York-San Juan transportation, just for that much, That is my
understanding.

Senator BarrLerr. Thank you very much, Dr. Fernés. We appre-
ciate your coming over.

Mr. Moscoso, director, economic development administration, will
be the next witness.

STATEMENT OF HON. LUIS MUN0Z-MARIN, GOVERNOR OF PUERTO
RICO, READ BY TEODORO MOSCOS0

Senator BartrLerT. Do you have a prepared statement

Mr. Moscoso. No, sir. 1 have a message from the Governor of
Puerto Rico which I wish to read and then I shall have an extempo-
raneous message to make,

Senator Barruerr. Will you please identify yourself for the
record.

Mr. Moscoso. I am Teodoro Moscoso, economic development ad-
ministrator for Puerto Rico.

Senator BarrLerr. I may elaborate a little bit, if I may, upon that
introduction,

One of the first men I met in Puerto Rico was dynamic Teodoro
Moscoso, head of the Puerto Rico Industrial Development Company.
This organization was set up.by the insular government in 1942 to
bring industry to the island and thus reduce unemployment.

Through his resourcefulness and energy, Mr. Moscoso has induced
100 industries, large and small, to locate on the island, thus furnishing
about 14,500 new jobs. Other industry has arrived independently to
create more work.

Mr. Moscoso's first big development job back in the war years was to build a
government-owned glass factory to manufacture bottles,

Now that constitutes a quotation. As a matter of fact that was
when your job was relatively new. As you come across old maga-
zines—I found this in a dentist's office dated April 1951, and although
it doesn’t pertain directly to the subject matter of the hearing, I
know it would be most interesting if we had the story of what has
happened in the decade since this was published, but however that
may be, I want to congratulate you upon a splendid job in this Opera-
tion Bootstrap.

Mr. Moscoso. Thank you, Mr. Chairman.

I read Governor Munoz-Marin’s statement addressed to the com-
mittee.

Senator Barrrerr. Yes, sir; if you can get me away from flattering
you.you can. Yes,sir: indeed.

Mr. Moscoso (reading) :

My dear Mr. Chairman and committee members, I deeply regret my inability
to be present today. There is no single problem of greater economic conse-
quence to the people of Puerto Rico than the problem which you have determined
to investigate and remedy: the deepening crisis of our offshore shipping
services.

For over half a century, Puerto Rico has been in closest assoclation with
the Federal Union, first as a territory, since 1917 as U.S. citizens and since

1952 as a self-governing Commonwealth. Basic to the relationship has been
freedom of trade between Puerto Rico and the States. The consequence of free-
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dom of trade has been that Puerto Rico is now integrated into the economy
of the mainland. Almost half of everything we produce is shipped to the
States each year. Over half of all we consume is exported from the States to
Puerto Rico. The Commonwealth is one of the best customers of U.S. mainland
industry and agriculture.

For this movement of vital goods we depend practically exclusively on mari-
time transport. We have nothing else—no trucks, no railroads, no pipelines—
to move the goods which we must sell, and import the commodities we must
have, for survival as a viable company. We are, as you know, concentrating
our energies on a unigue program of economic deevlopment in Puerto Rico—
Operation Bootstrap. Operation Bootstrap must succeed if we are to meet
our goal of a decent standard of living for all the people of Puerto Rico. But
whether Operation Bootstrap succeeds or fails depends to a large degree upon
whether the Commonwealth of Puerto Rico is served by a merchant marine
of maximum efficiency and minimum cost.

Our deepest concern is with the high and mounting cost of our present services,
and the looming threat that these costs will increase to levels beyond our
capacity to pay, when new vessels are introduced into the service, as I am
advised they must be shortly. These increasingly costly services are provided
in vessels of U.8. registry. Vessels of foreign-flag registry are very much less
costly, we understand. Thus, the law restricting our vital services to U.S.
vessels imposes a very heavy and inequitable cost burden on the people of the
Commonwealth of Puerto Rico, a burden which we calculate at more than $10
million per year.

This inequitable burden could be lifted from our shoulders by an amend-
ment to the law permitting the operation of foreign vessels. If, however, na-
tional interest considerations prevent this, then some other remedy must be
found, such as, perhaps, a system of subvention, so that the costs of these na-
tional interest considerations are borne equitably and evenly by all citizens of the
United States.

The people of the Commonwealth of Puerto Rico are deeply gratified that your
committee has set out to remedy this vital problem. I have asked Mr, Teodoro
Moscosco, the administrator of our economic development administration, to
present this communication to you, on behalf of the Commonwealth government
and to extend the resources of the Commonwealth government in every way In
cooperation and aild of your program.

Gov. Luis Mufoz-MARIN.

Senator Bartrerr. The committee appreciates this expression from
the Governor, and for the record I will say that it is indeed a very
deep interest, to my personal knowledge, which has been reflected not
only in the presentation of this statement which you have just read,
but which was long since generated.

When the Governor was here in January, I recall that he partici-
pated in at least two meetings devoted to discussion of this very sub-
ject. Governor Egan, of Alaska, and Governor Quinn, of Hawaii,
were also present, and it should be recorded that the three Governors
are intensely concerned about the maritime shipping problems in their
respective areas.

You may proceed.

Mr. Moscoso. Mr. Chairman, from the biographical notes that you
were kind enough to read, you will know that I have been living with
this problem for quite a number of years and it has become increas-
ingly burdensome to the industrial development program.

The net income of Pnerto Rico in 1959 was $1.300 million. Now.
during the fiscal vear 1960 we brought in from the United States $750
million worth of goods, and we shipped to the continental United
States $600 million worth of goods. Now if you add this two-way
movement of oversea shipments, you will see that they add to a total
which is larger than the entire net income of Puerto Rico.

Now. I think that there are very few areas in the world that can
match that kind of a situation.
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In the case of the continental United States, the total import and
export trade of the United States, both over land and over water is
less than 10 percent of the national net income. In the case of Puerto
Rico, it is over 100 percent. In other words, shipping to us over the
ocean lanes is from 10 to 12 times more important than it is to the
economy of the United States. You can see why we give so much
attention to this problem.

The industrialization program, as the chairman mentioned awhile
ago, was originally initiated to try to solve the problem of unemploy-
ment in Puerto Rico. I am sorry to say that even with the strides we
have made, we are still quite far from solving that problem. Our
unemployment rate now stands at 14 percent of the labor force. That
is a very substantial proportion.

The ocean and freight rates and the increases we have been sufferin,
over a period of time are of great magnitude. Since fiscal 194748,
these rates have gone up close to 100 percent. In the last 4 years alone
the increases have been in the magnitude of 29 percent. During the
same period, during these past 4 years, the foreign-flag costs have in-
creased, according to the United Nations Secretariat, less than 1 per-
cent. The rate increases in the United States-Puerto Rican trade over
the last 10 to 12 years have roughly been three times the increase of
the U.S. wholesale price index.

Now, I notice that one of the witnesses from Hawaii, yesterday, men-
tioned a comparison similar to this, except that the comparison was
made between shipping costs of Hawaii and the Honolulu consumers
cost index. In this case, I am using as a basis of comparison, the
U.S. wholesale cost index, and you can see that the figure indicates
an increase three times faster in shipping costs than in the U.S. whole-
sale cost price index.

The present freight rates really impose an inequitable burden on
Puerto Rico. As it is well known by the committee, foreign-flag ves-
sels cost about one-half to build and operate than U.S.-flag vessels.
We have estimated that to Puerto Rico alone, this additional cost rep-
resents about $10 million per year. However, this impact on Puerto
Rico must be viewed in the light of the fact that our net income per
capita is about a fourth of the average net income per capita in the
United States. So the $10 million really must be compared to a figure
closer to $40 million if you are going to look at it from the point
of view of our much lowered net income per capita.

The impact differential in subsidies in the U.S. mainland is about 89
cents per caleita, that is, the cost of the maintaining of the subsidy
{)mg'mm of U.S.-flag vessels in foreign trade. Whereas the $10 mil-
ion excess cost in the Puerto Rican shippning represents about $4.28
per capita. In other words, it is costing Puerto Rico about five times
more per capita than it is costing the mainland citizens. However,
again since our net income is about a fourth of what the mainland
net income is, you really have to multiply this by four to get the true
impact in the lives of the people of Puerto Rico. In other words, it is
costing, on the basis of our much lower net income per capita, about
20 times more to support this differential between the shipping costs
of American-flag vessels and what we could get if foreign-flag vessels
were allowed to ply between Puerto Rico and the United States.
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This, of course, has heavily affected the shipments to Puerto Rico
from mainland suppliers. It is already affecting the shipment of
American-made automobiles. I notice that the Hawaiian gentleman,
yesterday, mentioned that very same situation. We are starting to
see that in Puerto Rico, also.

As a matter of fact, a considerable number of our automobiles are
foreign made today. The vessels we are now using are, as you are
all aware, obsolete or obsolescent and they will have to be retired very
soon. We all recognize that up to now the trade has been obtaining
a type of subsidy E; being able to acquire these vessels from the re-
serve fleet at a considerably lower cost than what it would be if they
had to buy new vessels. Even assuming that we were able to ob-
tain construction subsidy for the vessels which will be replaced in this
trade, I can see where the impact of this subsidy would not be suf-
ficient to maintain freight rates at a level which would allow these off-
shore areas to develop adequately.

The alternative is either we continue operating these obsolete ves-
sels which, of course, would be almost worthless in case of an emer-
gency, or we replace them at high domestic cost, which. of course,
will increase the rates. These rate increases may probably go beyond
& point where we are able to pay for them. We must have some kind
of a release. We must have an operation of the lowest cost carrier
regardless of flag and a subsidy to enable domestic carriers to com-
pete. We must also strengthen our regulatory procedures and our
standards.

I think that it has been well brought out by other witnesses that
have come before this committee that the regu atory functions of the
Maritime Commission are in a clash with the promotional functions
of the Commission, and I am afraid that that is something that will
have to be resolved sooner or later.

1Z‘[drmtima that Mr. Gruening brought that out very forcefully yes-
terday.

Noz', we have prepared a study, copies of which are available, on
Puerto Rico’s pro%lems with the U.S. maritime laws. This study was
grepared almost 2 years ago, but it has been brought up to date, as of

anuary 1961. Copies of it will be available to the members of the
committee,

I must say that the first time we tried to bring this matter to the
attention of the Executive, we were assured in a letter by President
Eisenhower of June 16, 1959—
that the review of the U.S. maritime policies, which I have asked the Secretary
of Commerce to undertake, will include a careful consideration of the difficulties
faced by the Commonwealth of those in shipping. This review embraces not
only the Merchant Marine Act of 1988, but all other significant aspects of Fed-
eral policy affecting the merchant marine.

Now, this was June 16, 1959. This letter was received by the Gov-
ernor of Puerto Rico as a result of the transmittal of the original
study of the problems of the U.S. maritime laws insofar as they affect
Puerto Rico.

Now, the Department of Commerce prepared a report dated March
1960, called “Federal Transportation Policy and Program,” and the
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only mention which I can see which pertains to this particular prob-
lem is the following, and I quote:

The economic problems of the noncontiguous States and territorles arising
from the high shipping costs and these protected trades have been called to our
attention and it has been suggested that either foreign-flag participation in these
trades or subsidy must be provided. These lssues turn however on broader
considerations than those of transportation policy herein discussed.

I am very happy, Mr. Chairman, that you have taken the initiative
in this committee to study this very, very imHortsnt problem which
affects the life of the noncontiguous areas of the United States, and I
am sure that as a result of the activities of your committee, we will
now get positive action.

Thank you very much.

Senator BartLErr. We thank you.

My only regret is that every member of the full committee was
not ﬁem to hear your statement. It was very convincing. How is
Operation Bootstrap proceeding?

Mr. Moscoso. I am afraid between what we can now call a reces-
sion and the high shipping rates, we are not doin¥ as well as we had
expected this year. Our promotions are much slower than we had
anticipated. !

How much of that is due to the recession and how much of that is
due to the fact that high shipping rates are making it very difficult
for certain industries to establish themselves in the island, we have
not been able to find out as yet. We are looking into the problem
continuously, as you can see from the report that I have filed with
the committee, and we hope to have an answer shortly.

But I must say that everything that we can do to make Operation
Bootstrap successful should be done because it is the only hope we
havelin uerto Rico of achieving a decent standard of living for our
people.

Senator Barrrerr. Well, if we can refer to Americans as bein
customers of Americans in this sort of trade, Puerto Rico must ran
very high in respect to imports of American goods and exports to the
United States in the whole worldwide scheme of things.

Mr. Moscoso. Yes, sir. 'We purchased approximately $800 million
from the United States in the past year and we shipped about $600
million. Of course, there is a difference there which the balance-of-
trade gap is closed by invisible exports such as tourist dollars which
are spent in Puerto Rico and now that I mention tourist dollars, I
am very happy to see Dr. Fernés brought out the fact we do not have
passenger service to Puerto Rico. We have not had it in the last 8
years.

If you are unable to fly for medical reasons or for psychological
reasons, the only way you can get down to Puerto Rico and come
back is by using a freighter, and one of the 12 staterooms which are
normally available in freighters, except that these staterooms are
usually set aside for large shippers that use the freighter services of
these carriers.

Senator Barrrerr. How many lines are serving Puerto Rico?

Mr. Moscoso. We have Bull, Sealand, Waterman, Lykes, Alcoa,
and one more company the name of which I do not recall now, and
probably a smaller company that services primarily the—oh, yes, Is-
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brandtsen, which also services us on a round-the-world service. Those
are seven companies,

Senator BartLETr. What is your situation as to adequacy and fre-
quency of service ¢

Mr. Moscoso. We have reasonably good frequency of service, yes.
That has not been our particular problem.

Senator Barrrerr. How many people are there in Puerto Rico?

Mr. Moscoso. The island has 2,380,000 inhabitants—2,380,000 in-
habitants and it has an area of 3,500 square miles which gives a popu-
lation density of about 650 per square mile.

Senator Barrrerr. That is very, very high in terms of thickly
settled countries of the world, isn't it ?

Mr. Moscoso. One of the highest in the world, yes, sir.

Senator BartLerr. Is the population inereasing rapidly ?

Mr. Moscoso. It has been increasing rapidly, at the rate of ap-
proximately 2145 percent per year. This has forced the migration of
a considerable number of Puerto Ricans in search of jobs to come to
the United States. A number of them have come into New York.
Fortunately now they are spreading all over the country, primarily
in the northwestern section of the Nation. During the past few years,
however, the rate of migration has come down considerably, pri-
marily due to the fact that not enough jobs have been available. This
is a good indication that the Puerto Ricans will only migrate if they
can get jobs.

Senator Barrrerr, It isn’t because the jobs are available at home?

Mr. Moscoso. It is because jobs are not available at home. We
have not been able through Operation Bootstrap to create sufficient
jobs to take care of not only of the backlog but also of the increase
n the labor force every year.

One of the difficulties that we face, Mr. Chairman, is the fact that
at the same time that we are industrializing we have been rationaliz-
ing or mechanizing our a iculture, so we have been destroying or

pushing people out of jobs in as large numbers as we have been
creating new jobs for them.

Senator Barrrerr. Do you have any personal explanation for the
fact which you stated that American shipping costs are going up
with such great mpidity as compared with slow increases on the part
of foreign carriers?

Mr. Moscoso. There are undoubtedly a number of reasons for
that, sir. The merchant seamen of the United States are extremely
well paid as compared to foreign seamen. I am very happy that 1s
so. The only complaint which I have is that Puerto lﬂico 1 probably
the less able of several areas to pa y these wages.

The other reason, of course, is that almost everything that pertains
to maritime transportation has been going up. Fuel, all the services
that they use, the construction of piers and docks by some of the steam-
ship companies, et cetera.

SIenator Barrrerr. You mentioned the unemployment rate in Puer-
to Rico as being 14 percent. Is that a seasonal factor?

Mr. Moscoso. No, sir, this is the yearly average. We have times
when this drops, that is, at the time when the sugar season is at its
high peak. But this is the average throughout the year.

Senator Barrrerr. What is the per capita income in Puerto Rico?
Mr Moscoso. Now $565.
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Senator Bartuerr. How does that compare, if you know, with
Mississippi ?

Mr. Moscoso. It is about one-half of that of Mississippi and about
a fourth of the average per capita income of the whole United States.

Senator Barrrerr. But it has been increasing very dramatically in
the last decade?

Mr. Moscoso. It has been, but it also has been increasing here in
the States. We are really low men on the totem pole.

Senator Bartuerr. You said, as I recall, shipping costs have gone
up three times as much as U.S, wholesale prices—in what period?

Mr. Moscoso. Inthe last 12 years,

Senator Barrrerr. In the last 12 years?

Mr. Moscoso. The last 12 years, yes, sir.

Senator Bartuerr. While testifying yesterday, the Chairman of
the Federal Maritime Board suggested to the committee that there
would be need to evaluate as a unit, as it were, all of the factors that
enter into these increased costs. Did you have an opportunity to
read his statement ¢

Mr. Moscoso. I read it last night, sir, late last night.

Senator Barrrerr. You will recall then, he said that freight rates
by themselves constitute only one element of many and I should like
to ask you if you care to answer—what weight you would give to
those suggestions that Chairman Stakem made?

Mr. Moscoso. Over the years we have been looking into this prob-
lem and we know pretty much how much an impact freight rates
have on Puerto Rican costs. It is rather simple to take our trade
figure and to take our freight bill and work out the cost of moving
that freight in and out of Puerto Rico.

Senator Barruerr. Do you know, of your personal knowledge, what
consideration was given to those factors by the Federal Maritime
Board in respect to proposed recent rate increases?

Mr. Moscoso. If they have taken into consideration the impact on
the economy of Puerto Rico?

Senator Barrrerr. Yes.

Mr. Moscoso. I have my doubts about that, Mr. Chairman. I
don’t really know, but I have my doubts about that. Sometimes I
believe that they are strictly concerned with the profit-and-loss state-
ments of the carriers.

Senator Barrrerr., You feel that perhaps Senator Gruening had
a point when he informed the committee yesterday that these two
responsibilities didn’t always meet and blend, promotional and
regulatory ?

Mr. Moscoso. I think it is very difficult to blow hot and cold out
of the same side of your mouth. I think that perhaps we are asking
them to do the impossible. Maybe this should be separated into two
different agencies.

Senator Bartierr. You don’t believe, as T gathered from your state-
ment, that application of a construction differential for these trades
would cure these ills?

Mr. Moscoso. No, sir, I don’t think it is sufficient, because right
now for all intents and purposes we have almost subsidized con-
struction of these vessels by virtue of the fact that the carriers have
been able to acquire them at a relatively low cost. I remember seeing
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the testimony of the attorney general of Hawaii where he listed the
value of the vessels now being used by the Matson Line. I can assure
you that those vessels today, if replaced by new vessels, would prob-

ablsve cost anywhere from 5 to 10 times what is now the value of boats.
nator Barrrerr. By itself, that might only serve to aggravate
an existing bad situation ?

Mr. Moscoso. Yes.

Senator Butrer. Did you say that each citizen of the United States
now pays, whether he knows it or not, and I suspect he does not, 89
cents of his tax mony for subsidization of U.S.-flag carriers?

Mr. Moscosco. Eighty-nine cents per capita for the entire subsi-
dization program, and we pay $4.28 in Puerto Rico.

Senator Barrrerr. Of course, to caleulate what it might cost if a
program of the nature you recommended were applied for the benefit
of Puerto Rico and Guam and Hawaii and Alaska would be virtually
impossible on the basis of data available to you. You don’t know what
that would cost, do you ?

Mr. Moscoso. No, I don’t know what that would cost.

Senator Barrrerr. That isn’t your business to inform us, of course.

I was very interested when you said that the Governor of Puerto
Rico had called this situation to the attention of the executive depart-
ment as far back as 1959, because the situation was already then bad,
and that the report that was made ducked the whole proposition,
didn’t go into it at all, in spite of the assurances the Governor had
that it would receive closer inquiry.

Mr. Moscoso. Yes, sir.

Senator Bartrerr. You never heard why it is that the inquiry was
not made ?

Mr. Moscoso. T have no idea, Mr. Chairman, why this thing was
not given the attention it really merits. I am almost sure that this
was due to the fact that your committee had not taken a hand in the
matter. I feel quite confident that the results are going to be much
different from now on. '

Senator Barrrerr. I must say, not in a questioning manner, but in
a declaratory one, T have never-f °n able to understand why this com-
mittee should have to initiate the inquiry, because it is properly, in'
my opinion, the responsibility of the executive agencies,

You said the fleet serving Puerto Rico is becoming obsolete and
obsolescent ?

Mr. Moscoso. Yes, sir.

Senator BartLeErT. You are an economist. As T understand it,
you are professionally an economist ?

Mr. Moscoso. No,sir; I ama pharmacist.

Senator Bartrerr. Pharmacist !

Mr. Moscoso. Yes, sir.

Senator Barrrerr. You haven’t had much chance lately to mix
any drugs, have you?

Senator BurLer. What is that cigarette—you think for yourself ?
Viceroy.

Senator Bartrerr. Right here, I need them today.

You are going to qualify in my judgment as an economist anyway.
If nothing 1s done in this area——

Mr. Moscoso. Pardon me.
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Senator Barrrerr. If nothing is done in this area, if we fail to
enact any legislation, if otherwise no action to alleviate is taken, what
is going to be the consequence, in your judgment, so far as Puerto
Rico is concerned ?

Mr. Moscoso. The consequence will be that rates are going to con-
tinue to increase because it is almost impossible to reduce costs with
these obsolete vessels. 1 can see that wage rates are going to continue
to increase among the seamen. It will be necessary to increase them
as time goes on. There will be no possibility of increasing the pro-
ductivity in these vessels because of l%eir obsolete characteristics, and,
therefore, it will be the consumer in Puerto Rico who will have to pay
the price.

Senator Barrrerr. What will this do to your program of indus-
trialization ?

Mr. Moscoso. The industrialization program is alrendﬂ suffering
from these increases in rates. One of the things that it has done is
that it has forced us to limit ourselves to certain industries that are
not affected too much by increases in freight rates. It almost virtually
forces us into that, anything that is heavy and bulky, in which the raw
materials are heavy and bulky or in which the finished product is
heavy and bulky, is almost out of the question.

We have had to limit ourselves to light manufacturing, to elec-
tronics, light metal manufacturing, and things of that kind which,
of course, hampers us tremendously.

Senator BarrrLerr. You are required to import a considerable per-
centage of your foodstuffs; are younot ?

Mr. Moscoso. Yes.

Senator BarrLerr. How do the people live, with an average income
of less than $6001?

Mr. Moscoso. We have been doing what we can in order to reduce
those costs.

Since the ships apparently are not going to be changed unless some-
thing is done within the next few years, we have been trying to better
the loading and unloading facilities at the docks.

For instance, our main industry is sugar, and we now are shipping
all of our raw sugar to the United States in bulk. That has reduced
costs,

We are now shipping in wheat instead of bagged flour and we are
milling in Puerto Rico. We are now shipping in the raw materials
for our cattle and poultry feed in bulk, and that has also reduced
costs considerably.

Rice, which is the main staple in our diet, is also being brought in
in bulk and we have been able, in that way, to hold the line on costs,
but we cannot go any further. I do not think that there are very
many more things that we will be able to ship in in bulk, so insofar as
rationalization, as the term is concerned, I think we have about
reached the limit.

Senator Barrrerr. Then you told the committee that freight rates
have increased 100 percent, almost, since 194748,

Mr. Moscogo. That is right.

Senator Barrrerr. And 29 percent in the last 4 years?

Mr. Moscoso. That is right.

Senator Barrrerr. If this trend continues, under existing arrange-
ments, inevitably this will mean a decline in the standard of living
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for Puerto Ricans, the average Puerto Rican who does not have now
a very high standard.

Is that a fair assumption ¢

Mr. Moscoso. That is a fair assumption for two reasons: First, the
items of consumption for Puerto Ricans will increase considerably in
price, because as I mentioned to you, over 50 percent of everything
we consume has to be shipped in by boat, and it will also reduce the
standard of living because I do not believe that the industrialization
program can continue at the rate it is doing today if freight rates
continue to increase at that fast a pace.

Senator Bartrerr. I have read this study which you alluded to
entitled “Puerto Rico’s Problems With the United States Maritime
Laws,” dated January 1961, and I believe it is so valuable, that it
ought to be incorporated as part of the record.

If there is no objection, it will be included.

(The study referred to appears asappendix A, p. 324.)

Senator Burrer. I would like to ask one or two questions, Mr.
Moscoso.

I must first beg your pardon for not having been here during your
entire testimony.

You mfernady to an 89-cent subsidy per annum for each man, wo-
man, and child in America !

Mr. Moscoso. That is right, sir.

Senator BurLer. You also referred to the high wages paid to
American seamen ?

Mr. Moscoso. Yes, sir.

Senator Burrer. What is the relationship between the two? T don’t
know the point that you were trying to make.

Mr. Moscoso. I am not trying to imply that the entire reason for
the high shipping rates is due exclusively to the high wage costs.
There are other reasons including the fact that our vessels are
thoroughly obsolete.

The only point of contact between one figure and the other is as
follows: The 89 cents is the result of the dividing the cost of the
subsidy program——

Senator BurLer. That is the construction differential?

Mr. Mosooso. No; the operational subsidy.

Cenator Burrer. Just the operational subsidy alone?

Mr. Moscoso. Which is about $150-some-million a year, by the
population.

Senator Burrer. Does that take into account the recapture under
the Merchant Marine Act?

Mr. Moscoso. No, sir; this is just exclusively the operation——

Senator Burrer. The money is paid out and you do not deduct
from that any money that the Government recaptures under provi-
sions of the law ¢

Mr. Moscoso. I believe that this is a net figure, as far as I know.

Senator Burrer, This is a net figure?

Mr. Moscoso. Yes, sir.

Senator BurLer. And the purpose of that figure is what—why do
you cite that figure? What do you do it for?

Mr. Moscoso. This figure is the cost of the subsidy program
adopted through the Maritime Administration for the purpose of
permitting U.S.-flag vessels to compete in foreign trade in order to
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have R ready fleet, in order to accomplish the purposes of the Mari-
time Act.

Senator Burrer. In other words, that subsidy puts the American
merchant marine operator on precisely the same basis as his foreign
competitor ¢

Mr. Moscoso. That is right.

Senator BurrLer. But it gives him no advantage and he suffers no
detriment by reason of it? X

It merely puts him in a position to compete on equal terms with a
foreign competitor

Mr. Moscoso. That is right.

Senator Burrer. If he makes more than that amount of money
he has to pay some back to the Government under the provisions of
the act?

Mr. Moscoso. That is right.

Senator Burrer. You are for that, are you, for the subsidy?

Mr. Moscoso. I am for that; yes, sir.

My only contention is this, that the same subsidy should apply to
the shipping freighters in the offshore areas of the United States.

Senator BurLer. Let me get your reasoning on that.

Mr. Moscoso. The offshore areas of the United States are forced by
the cabotage laws to trade exclusively in American flatbottoms. The
purpose again is to have a ready fleet. Of course, it goes back to 150
geears ago and merchantilism, but the modern conecept is that this is

ing done in order to help the United States have a ready fleet in
case of an emergency.

Now, our contention is just the same as we pay a subsidy to Ameri-
can vessels which trade in foreign trade, there should be a subsidy

iven to American vessels that apply to offshore areas, otherwise the
urden is inequitably distributed.

In the case of Puerto Rico, we have found if we were allowed to
trade in foreign-flag vessels, we would pay $10 million less.

Now in an economy such as ours, where the net income per capita
is one-fourth that of the United States, that has the equivalent im-
pact of $40 million freight bill, which we have to pay in addition to
what normally would be paid, if we did not have to use American-
flag vessels. And that price, $4.28, multiplied by 5, gives us a total of
about 20 times more.

Senator BurLer. Thank you, sir.

Senator Barrrerr. Mr. Grinstein !

Mr. GrinsteEiN, Mr. Moscosco, yesterday Chairman Stakem of the
Maritime Board suggested that the committee study other costs be-
sides shipping that are added to consumer goods, such as retail and
distribution costs. Has Puerto Rico made a study of that?

Mr. Moscoso. Yes, sir. Prof. John Kenneth Galbraith did a very
fine study. I think he is going to be the Ambassador to India. Pro-
fessor Galbraith made this study about 8 years ago and it is called
Marketing Efficiency in Puerto Rico. It was done under the auspices
of the Social-Scientific Research Center of the University of Puerto
Rico and results have been published in a book by Harvard Univer-
sity Press,

ﬁ'a acted on the basis of that report and whereas 8 years ago, 6
years ago, Puerto Rico did not have a single supermarket, today we
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have 30. We have some of the largest retail exchanges in the United
States operating in Puerto Rico today.

We have modernized, by the way. We also have drug chains that
have come into Puerto Rico to compete with our local drugstores.
We have in every possible way stimulated competition to a point
where quite a number of Puerto Rican merchants are almost com-
plaining that there is too much competition. Well, that was bound
to be expected and Professor Galbraith said that would happen.

In other words, we have been doing something about the distribu-
tive trades—knowing quite well that there might be some hidden
costs there that were increasing our costs of living,

You will notice that the cost-of-living allowance allowed Federal
employees has been reduced in the case of Puerto Rico in the past
few years and I think that is partly due to this program of commer-
cial modernization.

Mr. GrinsteiN. Mr. Moscosco, has the Commonwealth protested
the rate increases over this, I guess, beginning in 1947481

Mr. Moscoso. Vociferously.

Mr. GrixsTeIN, All of them§

Mr. Moscoso. Every one.

Mr. GrinsteN. These protests, I take it, were based not only on
rate formula and standards to be applied but also impact of the econ-
omy needs and industrial development ?

Mr. Moscoso. Now, one case before the court, as a matter of fact,
already has been remanded to the Federal Maritime Board for review.

Mr. Granstein. This base on standards to be applied in ratemak-
ianformula?

esterday Senator Gruening testified that there was an absence of
standards on the part of the Federal Maritime Board in the rate pro-
ceedings. Do you have any view on that ?
. Mr. Moscoso. Well, we have a view and that has been expressed
in our briefs before the courts to the effect that we do not think that
they should use a market value for establishing a base for the rate-
making. We think that it should be cost of acquisition less deprecia-
tion and I believe that the courts have seen fit to have the Board re-
view its method of figuring the base rate.

Senator Bartrerr. Mr. Bourbon ?

Mr. BourroN. Mr. Moscosco, T was reading recently in one of the
maritime journals about a new service which vou were getting down
there, T think it may have been from T & T Trailer Co., the people
who had the unfortunate experience with the Carib Queen, in which
they were supposed to have gotten away from conventional vessels
and taken some LST’s, removed the propulsion units, and were taking
them down with tugs. Their idea was that they could do that with an
8-man crew on a tug, where it would be 35 or 40 on a ship. Now
are you familiar with that operation ?

r. Moscoso. I know the operation a little bit; yes, sir. T have
seen them operate in and out of San Juan.

Mr. Bourson. I was wondering whether you could say whether you
had gotten any lower rates because they had been able to operate so
much more effectively ?

Mr. Moscoso. The rates are slightly lower than the usual freight
rates. Of course, you have to carry a full freighter.
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Mr. BoureoN. One other thing, last year, the last Congress passed
a bill to give you some passenger service to the Virgin Islands by hy-
drofoil and by the time we got the bill through, we found the man
had decided not to operate out of your place. His reason was that
Kour Commonwealth had not lived up to certain promises made to

im about berthing facilities, et cetera, so now he is up in Puget Sound.
Was he correct in saying that the reason he didn’t use the law that we
pl?megi was that after making him certain promises you didn’t fulfill
them {

Mr. Moscoso. T think that he was partly right, the proportion be-
ing maybe 10 or 15 percent right. We were a little bit derelict in con-
structing the facilities, primarily due to the fact that his estimate of
cost was way below what it actually turned out to be when we went
out on bids. But the facilities were finally built for him and if he
does not give us that service, we propose to buy the hydrofoils our-
selves and provide that service.

Mr. Boureon. One other question: How long does it take by boat
to go from Miami to San Juan?

Mr. Moscoso. From stateside.

Mr. Boureon. From Miami?

Mr. Moscoso. From Miami, I think it would be about 3 days. I
wouldn’t know. I know the New York-San Juan much better; that is
314 days.

Mr. GrinstErN, You do have containerized shipments down there?

Mr. Moscoso. Yes, we are very lucky to have been able to establish
the containerized service, which started about a year and a half ago,
after quite a bit of difficulty, coming to an agreement with the labor
unions. But, it is now operating and we have great hopes that even-
tually it will mean a reduction or at least a holding of the line insofar
as freight rates are concerned.

Now, this is the kind of a breakthrough in maritime transportation
that probably should have been inspired or encouraged quite a num-
ber of year ago. Much more of that I believe has to be done, espe-
cially with the problem of the noncontiguous areas prominently in
mind.

Mr. Boursonx. Do you find the containerization is less expensive!

Mr. Moscoso. Less expensive for quite a number of products and,
as a matter of fact, as we gain experience with the movement in con-
tainers, I believe that we are going to find that with the exception of
a few cargoes, most of the goods that we move back and forth can be
moved in containers.

Mr. Boursown. Is Sealand the only concern that uses containers?

Mr. Moscoso. Yes, Sealand is operating in Puerto Rico.

Mr. BoursoN. That is all T have.

Senator BartLerr. Do you have any questions, Mr. Goding ?

Mr. Gopineg. I have only one question.

In your economic industrial development program, you have made

uite & number of studies. Have you studied the failures as well as
the successes and the reason for them? Do you have any figures re-
lating to shipping costs as a factor in closings?

Mr. Moscoso. We have a complete analysis made every year of all
the factory closings and, in a number of instances, that has been
given as one of the reasons for their having to close, primarily, when
it is a heavy product. I remember in the case of automobile spring
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operation, where the steel had to be breught in, and then the springs
had to be distribtued, the manufacturer claimed that was one of the
reasons why he had to close down.

Now, one of our biggest difficulties, however, is not with the industry
that we already have, but with the mdustry that has not come in ye,
convincing them that they can operate with the spector of a freight
increase staring them in the face in the very near future.

Senator Barruerr. Mr. Moscoso, it was testified here yesterday
by a representative from Hawaii that the pineapple industry there
is being hurt by foreign competition, and he related that one big pine-
apple factory on one of the islands is about to close down because pine-
apples from Asia are being shipped to the United States at a lower
cost than the Hawaiian producers can meet.

Are you in any comparable situation

Mr. Moscoso. Yes, sir; we have a pineapple cannery in Puerto
Rico and they found themselves with a very soft market a year and a
half ago and we asked our representative in Europe—we have a small
office in Frankfurt—to see i; he could dispose of some of his inven-
tory in Europe.

He is a very knowledgeable businessman. He knows the European
market quite well and for almost 3 months he attempted to sell the
&inenpples and he was faced with this competition from Taiwan, to

specific. Their price was almost half of what we could sell it for.

Senator Barrrerr. Do you think this was partially or altogether on
account of higher freight rates?

Mr. Mosooso. No,sir; partly due to freight.

There were other factors involved, but it was partly due to freight.

Senator Barrrerr. Partly due to freight?

Mr. Moscoso. Yes, sir.

Senator Barrrerr. Now the fact of the matter 18, is it not, that to-
iather with all the benefits Puerto Rico enjoys by being under the

merican flag, it also suffers a discrimination here in that you are

required to abide by the U.S, maritime laws. Otherwise you could
have foreign carriers serving
Mr. Moscoso. Yes, sir.

Senator Bartrerr. And the people of Puerto Rico bear the entire
S
1

burden for maintaining this mere
monwealth ?

Mr. Moscoso. We would be willing to bear a reasonable share of
that burden, just like any citizen of the United States. We are not
trying to shirk our duty here, all that we say is that it should not be
any heavier than what it is on the shoulders of any other citizen of
the United States,

Senator BartLeTT. Thank you for a most excellent statement.

You have been a first-class witness,

Now, it is Alaska’s turn and I believe the witness representing the
%tate of Alaska is Mr. Burke Riley, executive assistant to Governor

gan.

Do you have a prepared statement, Mr. Riley?

Mr. Rizey. I have, Mr. Chairman.

Senator Bartrerr. Do you have any copies for the committee?

Mr, RiLey. That I don’t know.

ant marine that serves the Com-
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Senator Bartrerr. We will take a 5-minute recess and perhaps you
will have copies of the statement.

(Short recess.)

Senator BarrLerr. The committee will be in order.

Mr. Riley, I apologize for the delay in hearing you and it is high
time that we hear a witness from the 49th State and the biggest State.
You may proceed.

STATEMENT OF BURKE RILEY, EXECUTIVE ASSISTANT TO THE
GOVERNOR OF ALASKA

Mr. Rizey. Mr. Chairman, for the record, my name is Burke Riley.
I am executive assistant to Gov. William A. Egan of Alaska and ap-
pear for him.

I should like to convey Governor Egan’s regrets at not being able
to be here personally. He believes the problems under consideration
by this committee to be extremely important and would be here in
person were it possible for him to leave Alaska at this time.

May I express my appreciation on behalf of the State of Alaska
for this opportunity to appear. I know of no problem in Alaska more
deserving of our collective efforts and attention than the eritical prob-
lem of adequate and economical transportation. This problem is of
highest priority and greatest urgency. Its proper solution is vital
to the development of Alaska.

I should like particularly to thank the senior Senator from Alaska,
the Honorable E. L. Bartlett, for initiating these hearings. I am ad-
vised that it was Senator Bartlett’s persistent efforts, with the sup-
port of his able and distinguished colleague, Senator Ernest Gruening,
which brought about this extremely worthwhile investigation. This
is especially gratifying. It is a dividend of statehood. We in Alaska
know that with Senators Bartlett and Gruening on the job in Wash-
ington our problems will have an attentive and sympathetic audience
by the U.S. Senate.

I am of the impression that these hearings were called to consider
a basic issue of national policy. That issue is whether the noncon-
tiguous domestic areas of the United States such as Alaska, Hawaii,
Puerto Rico, and Guam are to be forced to continue to bear the cost
of national defense measures adopted for the benefit of the entire
Nation. T refer to the policy of restricting waterborne commerce
exclusively to American bottoms between those areas and other parts
of the United States without benefit of any Government assistance.
The continuance of that policy is unjust. Moreover, the cost of its
continuance is becoming intolerable for the areas involved.

While I speak specifically about Alaska, the other noncontiguous
domestic areas face the same problem. Those areas are rapidly ap-
{)roarhing an economic crisis of great magnitude and that crisis in
arge measure is a result of the high cost of transportation. The
ultimate question is whether the economies of these areas shall be al-
lowed to develop and flourish or, instead, shall continue to be retarded
by an outmoded and stultifying national policy. Certain character-
istics of the Alaska trade must be borne in mind in considering its
shipping problems.

71709 0—82——13
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Like the other noncontiguous areas, Alaska’s carriers are faced with
the problem of seasonability of the trade and an unbalanced move-
ment. The difference is one of degree. In the Alaska trade the bulk
of the northbound movement occurs in a period of approximately
6 months, from April throngh October. Other maritime trades are
generally faced with the same problem but over a span of differing
months.

Like the other trades, the Alaska trade has one port or area of
major importance in terms of volume of traffic. Thus, in the Alaska
trade the port of Seward with its command of the so-called rail belt
receives the greatest portion of northbound cargo. Following Seward
come the ports of Valdez, Kodiak, Ketchikan, and Junean. These
would compare, in importance, to San Juan, Mayaguez, and Ponce in
the Puerto Rican trade,

Alaska receives no service whatever from subsidized vessels operat-
in{z; over connecting links with subsidized trade routes, Consequently,
Alaska has no shipping company operating to and from any of its
ports with vessels constructed or acquired with the aid of construe-
tion-differential subsidies.

The physical characteristics of Alaska require that year around,
regular water line service be supplied to several areas of the State be-
cause there is no other way of bringing in the necessities of life and
commerce. These areas include southeastern and southwestern Alaska,
Kodiak Island, Bristol Bay, and the Bering Sea.

Finally, Alaska stands alone, with most of its backhaul traffic bound
inextricably to one commodity, fish, which by nature and resource
management is limited to perhaps 30 to 60 days during the summer
months.

So far as Alaska is concerned, it is of utmost importance to reduce
or at least stabilize the high costs of transportation. Approximately
95 percent of all consumer goods used in Alaska must be imported by
water, rail, air, or truck. The overwhelming proportion of such im-
ports comes by water, and water transportation rates have risen in-
credibly.

It has been mentioned already in these hearings, that within the
last 10 years, waterborne freight rates in the Alaska trade have in-
creased 56.4 percent.

Since January 1, 1958, water rates have increased by 82.8 percent.

The cost of transportation is, of eourse, a part of the lnntletll cost of
the product. The high cost of transportation is an element in the high
cost of labor, and in turn in Alaska’s having the highest cost of living
of any State in the Nation.

Alaska is making great efforts to develop its economy, with particu-
lar reference to the development of its natural resources. Progress
is being made, but not because of the transportation picture. If
transportation and associated costs continue to rise, new and prospec-
tive industry will be priced out of the market before really starting.
That must not happen.

The high cost of our water transportation is attributable directly
to the national policy of requiring shipments between Alaska and the
other States to Le made on U.S.-flag vessels. I have no quarrel with
that policy. But if we are to maintain the policy of restricting ocean
transportation between the noncontiguous domestic areas and other
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ports of the United States to U.S.-flag vessels built in American yards
and manned by American crews, we must be willing to recognize that
the cost of such a policy is a national obligation.

To impose the entire cost of this policy on the citizens of Alaska,
Hawaii, and Puerto Rico is not only unconscionable but also ineffec-
tive. It has resulted in the deterioration, rather than the promotion,
of a sound merchant marine, and at the same time has frustrated the
economic development of those areas.

Since 1898 the American coastwise trade has been expressly reserved
to U.S. vessels, and so far as Alaska is conecerned, earlier statutes had
been interpreted to the same effect. In 1900, the Foraker Act ex-
tended the coastwise shipping laws to trade between Puerto Rico and
the continental United States. Thus, while these areas in terms of
reography and economics are not part of the domestic coastwise trade,
egalistically and artificially they were so made.

Meanwhile, the cost of American shipping has risen spectacularly.
In the subsidized trades those increases have been absorbed by the
Nation, in the noncontiguous domestic trades these costs have been
imposed entirely on the traflic to those noncontiguous areas.

The tremendous rise in the cost of American shipping as compared
with foreign shipping has been recognized by the J‘ungress. In 1936,
in the interests of preserving a maritime fleet for war, subsidies were
extended to l"..‘i.lfllug operators in foreign trades.

Consequently, domestic coastwise shipping in the continental United
States has virtually disappeared. Transportation by truck and rail
has become more efficient in those years, and there is now almost no
reserve domestic fleet.

The people of the offshore areas were not so fortunate. They re-

ceived no subsidy by the 1936 act. But they were unable to turn to
the more efficient methods of land transportation.

They have had to rely on maritime transportation. And they are
now paying the penalty in the form of higher rates.

At the present time, the entire burden of limiting these trades to
the U.S. flag is borne by the traffic of these areas.

Now this outmoded system is falling apart. The most direct evi-
dence of the evils of the present policy has been its impact on the cost
of living in the areas affected. The Ward Index of Consumer Prices
in seven Alaskan cities, published November 15, 1958, shows the fol-
lowing comparison in cost-of-living index based on Seattle, 1956, as
100.0: Nome, 159.3; Fairbanks, 154.6; Anchorage, 143.7; Seward,
131.4; Juneau, 129.0; Sitka, 135.8; and Ketchikan, 127.1. As alarm-
ing as those figures are, the corollary differentials in the landed cost
of capital goods is more alarming in their threat to the development
of Alaska.

I am not familiar with the cost of living in Hawaii and Puerto Rico,
yet I know that they labor under a similar burden. A comparative
cost-of-living survey released by the U.S. Civil Service Commission
in February 1960, showed the following comparisons for the year
1959 with Washington, D.C., a notoriously high cost-of-living area as
100,0: Honolulu, 117.6; San Juan, 111.9. The same study showed
Anchorage, 147.8; Fairbanks, 152.0 ; and Juneau, 133.1.

Unfortunately, this problem, created in great measure by high
transportation costs is accelerating rather than diminishing. = These
trades will soon face a massive problem of vessel replacement, which
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at current U.S. construction costs would impose backbreaking
burdens.

Under present legislation there is no vessel replacement program
required of carriers in the noncontiguous domestic trades. Generally
speaking the carriers have not undertaken new vessel construction.
By and large, they have acquired vessels from the reserve fleet of
the United States, thus diminishing the value of that reserve source.
Obviously, such a program cannot be followed indefinitely.

In the Alaska trade the problem is particularly acute. Most of the
vessels in that trade were built during the war and are already
obsolete.

Various possible solutions have been advanced for these problems
of high transportation costs and vessel replacement.

Mr. Clarence G. Morse, former Maritime Administrator, and Chair-
man of the Federal Maritime Board, appeared before this commit-
tee on February 16, 1960, and suggested two alternatives: one, to
subsidize the noncontiguous trades and .the other to permit foreign-
flag vessels to operate to the noncontiguous domestic areas. The same
suggestions were made in the Department of Commerce’s report to the
President in March 1960, entitled “Federal Transportation Policy
and Program.”

The elimination of the protective cabotage restrictions and the
opening up of the domestic noncontiguous trades to foreign-flag par-
ticipation might go far toward solving our high transportation cost
problem. This, however, would collide with long-established national
policy of attempting to maintain and preserve a healthy merchant
marine.

On balance I think it would be better, if possible, to adhere to our
policy of subsidizing U.S.-flag vessels, provided that legislation could
be develol!)):d that would lower waterline freight rates and insure

that the
public.

In light of factors discussed, I should like to make some general
recommendations both about the procedure to be followed in develop-
ing curative legislation and with respect to the content of the legisla-
tion itself.

First, as to procedure, I should like to take the liberty of suggest-
ing to your committee that it would be extremely worthwhile to under-
take several specific case studies without, however, deferring legisla-
tive action based on the facts that cannot be established.

I would recommend that the members of your committee and its
staff select the principal carrier in each of the noncontiguous trades
and actually go back to the beginning of its service and trace its his-
tory to date. It would be significant to establish, for example, what
equipment was purchased and dedicated to the trade, the price at
which such equipment was acquired, the replacement experience of
the carrier, the depreciation polli(-ies followed, the profits taken from
the trade or the losses incurred, the operating problems entailed in
maintaining efficient service, the existence or lack of competition and
the differential in cost of service between such U.S.-flag lines and
foreign-flag lines rendering comparable services. 1 strongly believe
that 1f such actual case studies were undertaken, it would be possible
to gather enough basic data to write legislation that would serve the

nefits of such savings are passed on to the rate-paying
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needs of the areas involved, protect the legitimate interests of the
carriers and take into account the requirements of national defense.
I would hope that this case-by-case approach need not take too much
time or delay legislation, the need for which is already apparent.

Studies should also be made of the effect on all parties of the institu-
tion of cargo van and unitized cargo equipment, and particularly, in
the Alaska trade, of the relationship between contract carriers and
common carriers of cargo.

As to the form which legislation should take, T would suggest
generally :

1. Extension of the construction differential subsidy provisions of
the Merchant Marine Act of 1936 to vessels operating in the non-
contiguous domestic trades.

2. Payment of operating differential subsidies to vessels engaged in
these trades based on a comparison of operating costs incurred in
comparable foreign-flag operations.

3. Adoption of realistic rate regulatory standards to insure that the
beneﬁtq of subsidies are, in fact, passed along in the form of lower
rates, with the carriers entitled to a reasonable return on net invest-
ment. However, policy standards should be established limiting such
fair rate of return to the actual capital investment based on the time
actually employed in the common carrier service.

4. Enlargement of legal, accounting, and administrative staff of
the Federal Maritime Board, so that adequate help is available to
Board members to check statements and documents filed and to ana-
lyze and report on significant facts in timely, searching manner.

5. Revision of reporting procedures to show all intercompany and
affiliated company transactions clearly in consolidated as well as sepa-
rate statements of parent holding, subsidiary and affiliated companies.

6. Elimination of the interest-free use of funds subject to refund by
the carriers while investigations are in progress in line with practice
in other Federal agencies.

7. Extension of the statutory suspension period in connection with
rate increase investigations, as contemplated by S. 804 sponsored by
Senators Bartlett and Gruening.

8. Except in unusual circumstances, requiring that reports and
statement filed by all carriers be available to the public.

9. Establishment of an organized vessel replacement program for
the noncontiguous trades through institution of the construction sub-
sidy program with present safeguards against abuse.

10. Certification of the entry into and abandonment of service with-
in the trades on the basis of public convenience and necessity. The
carriers should be reasonably protected against uneconomic competi-
tion while required to render adequate service at reasonable rates.

I have touched on certain general considerations to be taken into
account in developing legislation to correct the shortcomings of pres-
ent policy. T am confident that legislation embracing these general
principles would be of substantial benefit to the carriers as well as to
the general public.

It is my sincere belief that the enlightened self- interest of the
carriers lies not in increasingly higher freight rates, but in a con-
scientious effort at lowering rates to stimulate economic development
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in the offshore domestic areas. This effort to be wholly useful will
require a corresponding legislative effort along lines indicated.

t also seems clear to me that a legislative program to permit the
construction of new and modern vessels would serve the best interests
of national defense. The vessels in use in the offshore trades were
built during World War II. The defense program, if it needs 17.S.-
flag vessels in these trades, needs vessels that are modern, efficient, and
readily available in time of emergency.

It is the purpose of the State of Alaska to state the problem as
known and experienced in Alaska—yet as noted earlier in these
proceedings, the problem is general to the several areas mentioned
and is national in its significance. Its solution requires a change in
national policy.

While I do not presume to testify as an expert, I have attended
many maritime hearings and I will venture the guess that when all
the testimony is in on this occasion from Government, from the car-
riers, shippers and from the publie, it will show in many areas of
discussion a unanimity seldom found in a discussion of coastwise
maritime matters.

This, I believe, should be cogent and compelling.

Thank you again for this opportunity to appear. The State of
Alaska is gmbefgﬁ for your efforts and stands ready to cooperate with
your committee in every way.

Senator BarTrerT. han{ you, Mr. Riley.

Do you have any questions, Mr. Grinstein or Mr. Bourbon?

Mr. Boureown. Just to keep the record straight, where the witness
said the carriers have not undertaken new vessels under construction
and there has been none, I might observe a group in St. Lawrence
have built two container vessels and American Hawaii has asked for
mg}lﬁgaga help to build three container vessels at a cost of about $30
miliion.

Mr. Rirey. I stand corrected and will ask approval for amendment
and revision of my statement.

Senator Bartrerr. Mr. Goding ?

Mr. Gopine. Thave no questions.

Senator Bartrerr. Mr. Riley, your statement noted that in the last
10 years, waterborne freight rates in the Alaska trade have increased
56.4 percent. Those increases are not as great as the rate boosts for
Hawaii and Puerto Rico, according to testimony previously supplied
to the committee. I suppose as to the effect on the economy, we would
have to know the original base upon which the increases were made,
but can you tell the committee what the last increase was in percentage
terms and when it was applied ?

Mr. Rieey. Well, it was applied within the last year and a half,
if my memory serves me—relatively recent in any event,

Senator Barrrerr. Let me interrupt you. You have pretty well
stated in here the percentages. You said that since January 1958,
the increase has been 32.8 percent. That includes the latest ?

Mr. Riey. That includes the latest, that is right.

Senator Barruerr. Mr. Riley, you have stated that the cost of liv-
ing in Alaska is higher than anywhere else in the Nation. You have
presented some rather horrifying figures in that respect. Earlier,
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Commissioner Fernés-Isern, testifying in behalf of Puerto Rico, stated
this:

The cost of living in Alaska has been found to be 25 percent higher than
Washington, D.C. The cost of living in Hawali has been found to be 17.5
percent higher than Washington, and the cost of living in Puerto Rico has
been found to be 12.5 percent higher than Washington,

In reference to the 25 percent figure for Alaska, is it not a fact
that that determination relates only to the upper limit of the so-
called cost of living allowance which the Federal Government ma
pay to its employees in Alaska and does not necessarily relate at all
to actual cost of living?

Mr. Rey. That is true, Senator Bartlett. It bears no relation-
ship to the indexes over the years. There is no one figure that could
be reached that is applicable to all of Alaska unless it were an average,
but at least according to the latest Ward Index, I find no community
has as little as 25 percent, although the Puerto Rican figure corre-
sponds roughly with mine. I have 111.9.

Senator Bartrerr. That is to say that even in Ketchikan, Alaska,
which according to this Ward Index, found the cost of living there to
be 27.1 percent higher than Seattle, the Federal employee could not
be compensated sufficiently under the law to meet that added cost of
living ?

Mr. Rizey. Not within the 25 percent.

Senator Barrrerr. Is this high cost of living having a detrimental
effect upon the present economy of Alaska?

Mr. RiLey. It certainly has, in many ways. The employment of
labor by the householder, for example, is rendered far more difficult.
The wage rate must bear a certain relationship to the cost of living.

Senator Barrrerr. Mr. Riley, will you speak a little louder, please?

Mr. Rieey. The effect of such higher living costs, the highest in the
Nation, are felt in every part of life and endeavor in Alaska because
it reaches everyone right at the purse. One could multiply examples.
I don’t think that is the purpose of the question.

Senator BartLerr. What has been the main industry, if that is the
right description, which I doubt, in Alaska during the post World
War II period?

Mr. Riey. For the last several years it has been the construction
industry and in the construction trades you find appreciably higher
hourly rates than in most other fixed, hourly rates of pay. In con-
struction, the Federal Government, being the prime builder, has felt
at every turn these appreciably greater wage rates to the point where
it has cost every builder, including the Government, far more to build
in Alaska than it would any place else.

Senator Barrrerr. The Federal Government has been engaged prin-
cipally in this area in military construction?

Mr. Ricey. Almost altogether military related or military.

Senator Barrrierr. The necessity for building these defensive in-
stallations speedily has tended, has it not, to elevate the wage strue-
ture faster than otherwise might have been the case?

Mr. Rmey. It has, primarily because of seasonality of the con-
struetion period; weather condifions prevent a year around con-
struction program in many areas; the need for haste has been quite
uneconomie, I should say, and in turn the wage scales have reflected
all these factors.
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Senator BarrLerr. Have those wage scales been translated in meas-
ure out of economic necessity to the civilian economy? If I don't
make myself clear, let me say this. If a given craftsman is paid a
given sum on a military construction job, does that tend to force up the
wages of the clerks in service industries in a given community close by ?

Mr. Riey. Indeed it does because the amount of money in circula-
tion has a great deal to do with costs as well as with other factors
that tend to elevate costs, and the man in the service industry is di-
rectly affected by the money going into a community in large pay-
rolls of the construction industry.

Senator BarrLerr. Would it be correct then, in your opinion, to
say that the inflation which has been noted throughout the country,
particularly, let us say, in the last 15 years, has been felt in Alaska in
exaggerated form?

Mr. Ricey. Altogether.

Senator BarTLErT. Then on page 3 of your statement., you said this,
and I quote:

Alaska is making great efforts to develop its economy, with particular refer-
ence to the development of its natural resources.

Now, is it not true, Mr. Riley, that those resources in large measure
or perhaps altogether, must be competitive with like resources else-
where in this land ?

Mr. Ruey. They must. For the most part they are of the extrac-
tive industries. We have seen it illustrated in lumber and pulp, in
Alaska salmon, competing with foreign-caught salmon. In every
respect, when they cannot compete the Alaskan products remain un-
sold. Transportation is a large element, of course, in getting those
resources, those products to market. In turn, the labor costs, which
we were alluding to earlier, that go into the extraction or the process-
ing of those resources, compound the problem of competitive position
for Alaskan products.

Senator BarrLerr, Would you say the competitive disadvanta
for Alaska in the use of these natural resources increases with the
spread of the cost of doing business between the other States and the
49th State?

Mr. Ricey. I think that is quite apparent, Senator.

Senator Bartrerr. If Alaska can’t develop its natural resources,
what can it turn to in aid and abetment of its economy ?

Mr. Riey. The entire industrialization of Alaska is dependent, as
I see it, on the utilization and development of its resources: water,
mineral, fish, agriculture in lesser degree, and if those resources can-
not be utilized and there is any cessation of Federal spending, we
will certainly be up against it.

Senator Bartierr. Then your presentation hinges upon a belief
on the part of the State of Alaska that Alaska can play its proper
role in the national economy only when it is placed in a competitive
position to do so and this cannot be arrived at with ocean freight rates
on a constant rise?

Mr. Ritey. Precisely. We are increasingly in a bind of rising costs
and competitively fixed prices for the goods we have to sell.

Senator Barrierr. Mr. Riley, elsewhere and later in your state-
ment, you made specific suggestions which we welcome, but I did note
that you would not urge the committee to delay any legislative action
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which it might be disposed to initiate until the case studies which you
urged had been made, Do you think they are absolutely essential to
a determination on the part of the committee as to need for corrective
legislation ¢

Mr. Ricey, I think that there are many areas of substantial agree-
ment from the testimony I have heard in the last 2 days as to which
the committee could perhaps proceed at once. Other areas may re-
quire the gathering of additional data and I think that the most re-
liable means of gathering that information will be by case studies of
the principal carriers serving each of the trades.

Senator Barruerr. Have you yourself lived long in Alaska, Mr.
Riley ?

Mr. RiLey. Some years, 23.

Senator Barrrerr. You live in Juneau ?

Mr. Ricey. Yes, presently.

Senator Barrrerr. Do you find that the average citizen is com-
pensated adequately to take care of this added cost of livi ing which is
discovered there in one of the most southerly Alaskan cities?

Mr. Ricey. I think in Juneau and most Alaskan communities, life
is very marginal in an economic way, that most people just get by,
if indeed they stay in the black.

Senator Barruerr. Aside from Federal employees, for whom spe-
cial arrangements are made, I have often heard that the Alaskan
citizen has a special tax problem because he must get a high income
in order to subsist, but he has to pay his income taxes based upon the
higher wage or salary rate. Do you believe that is a problem here?

Mr. Riey. That feeling is generally entertained by non-Federal
employees who recognize that they must have a higher dollar figure
to subsist, and among those non-Federal employees there is an aware
ness that living costs to the Federal employee, are no greater or no
less than their own, but Federal employees have a cost of living dif-
ferential which is not taxable and, therefore, is advantageous to the
one category. That feeling isnatural. In Juneau, for i}xumple there
are many people in government.

Senator Barrverr. Take one commodity, for example, do you know
the cost of a quart of milk in Juneau?

Mr, RiLey. It varies, about 40 cents now.

Senator Barrverr. Is that considerably higher than in Seattle, do
you know?

Mr. Rimey. I don’t know for a fact. I should say it is about
double. Now, that is guesswork, just my memory.

Senator Barrrerr. That must make it economically diffieult for
the parents of small children.

Mr. Rirey. Let me put it on this basis, Senator Bartlett, and this
is not a valid comparison because many years have elapsed, but I
used to purchase buttermilk for a nickel in Seattle and it is now 35
cents in Juneau. I was struck by the difference.

Senator BarrLerr. This must be an especial problem for the parents
of small children buying all this milk.

Mr. Riey. I think I caught the implication.

Senator Barrrerr. I have no further questions.

Mr. Grinstein?

Mr. GrixstEIN. Are you h.umg an increase in barge traffic from
the United States to Alaska?
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Mr. Riey. I cannot say whether the entire State is having an in-
crease. I do know Alaskan Freight Lines has recently come into
Juneau and I don’t know of any recent cessation of service elsewhere.

Mr. GrinsteiN. Are they operating under a Federal Maritime
Board tariff ?

. Mr. Rmey. That I do not know. I just cannot answer the ques-
ion.

Senator BarrLerr. Mr, Goding ?

Mr. Goprne. Of industrial cargoes, say in pulp, specifically, how
much of the traffic moves on the common carriers?

Mr. Rieey. It is my impression that none does, speaking of the prod-
ucts moving. Now the incoming material for construction of plant
probably is another matter. T would suppose that common carriers
have brought in a share of the construction materials. T can’t tell you
of my own knowledge that that is true.

Mr. Gopina. The pulp export is mostly on contract?

Mr. RiLey. Yes.

Senator Barrrerr. Thank you, Mr. Riley, and when you return to
Juneau, T wish you would convey to Governor Egan our gratitude for
having had the State so ably represented at this important meeting.

Mr. Riey. Thank you, Senator Bartlett.

Senator Bartrerr. We have Mr. Kendall and Captain Beck last on
the agenda so I think we can complete our hearing this morning.

Thank you, Mr. Kendall and Captain, for appearing. You may
proceed.

STATEMENT OF LANE C. KENDALL, COMMERCIAL SHIPPING AD-
VISER, ACCOMPANIED BY CAPT. CHARLES B. BECK, USN, DIREC-
TOR, WATER TRAFFIC DIVISION, MSTS, AND JOSEPH DALY,
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, INSTALLA-
TIONS AND LOGISTICS

Mr. Kenparn. Mr. Chairman, it is a pleasure to be here. I am rep-
resenting the Military Sea Transportation Service. I am the commer-
cial shipping adviser to commander, Military Sea Transportation Sery-
ice. T am here to supply information on the operation of MSTS be-
tween the United States and the noncontiguous States and territories
of the United States.

I wish to explain very briefly the role of MSTS in the movement
of passengers and cargo. By its charter, MSTS is the single manager
for ocean transportation for the Department of Defense. It does not
ﬁenerate any cargo of its own, nor does it, under normal circumstances,

andle any commercial business. The Army, Navy, Marine Corps, and
Air Force are our main customers. They inform us of their require-
ments for transportation by sea and it is our responsibility to ship
them on appropriate commercial or MSTS-controlled vessels.

There are 16 transports in active operation at this time and 1
transport is on loan to the New York State Maritime College. This
fleet of 17 transports was determined by the Joint Chiefs of Staff to
be the minimum number to be maintained in full operational status
to take care of immediate mobilization requirements. Even if these
ships are not used to carry troops and dependents they still must be
continued in a state of full operational readiness at considerable ex-
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pense to the taxpayers, with no compensating return. To benefit in
peacetime from the existence of this fleet, the transports are used by
the Department of Defense to carry military personnel and their
dependents between the United States and military outposts around
the world. Fourteen of the 16 transports are fitted to carry dependent
women and children in what MSTS calls cabin-class accommodations,
Additionally, they have berths for 1,200 to 2,000 troops, depending
upon the individual ship. The remaining two transports in opera-
tion carry troops and troop officers only, and have a normal capacity
of about 3,100 men each. There is no commercial American-flag
shipping with the troop-lift capability of these 16 ships. They pro-
vide rapid, safe, and economical transportation for large numbers of
military personnel, and are essential to the Department of Defense.

About three-quarters of the cargo offered to MSTS by the shipper
services, and by that term “shipper services,” we mean Army, Navy,
Marine Corps, and Air Force, is allocated to American-flag commer-
cial steamship companies. The balance is carried in vessels controlled
by MSTS. These controlled ships are predominantly Government
owned and MSTS operated, but some of them are chartered from
American operators to meet specific transportation requirements.
This controlled fleet, insofar as possible, is emploved to carry eargo
on routes not regularly served by American liner operators, or to
handle many cargoes, such as ammunition and unit lifts, which are not
truly susceptible of transportation in berth-service vessels, and the
Arctic and Antarctic operations.

The operations of MSTS are governed by the 1904 law requiring
that American-flag ships be used to transport Government cargoes
when American-flag service is available, and by the 1954 law direct-
ing that at least half of all military cargo be lifted in American com-
mercial shipping. In addition, the Secretaries of Defense and Com-
merce signed an agreement in 1954 by which MSTS was directed to
support the American merchant marine to the maximum extent prac-
ticable, Following these directives, and to keep the nucleus fleet at
the smallest size consistent with the responsibilities placed upon
MSTS, about 75 percent of our business is channeled to the privately
owned American maritime industry.

A basic reason for maintaining the nucleus MSTS fleet is to meet
the requirements of the shipper services for transportation of goods
on routes where commercial service under the American flag is not
adequate in frequency, capacity, or ports of call. For example, from
San Francisco, three Government-owned “reefers” are operated for
us by an established liner-service company, and serve Hawaii, the
Aleutian Islands, Guam, Okinawa, and Japan at approximately fort-
nightly intervals. The roll-on roll-off ships Comet and Taurus are
operated by MSTS to provide a highly specialized service for the
Army. These ships run between New York and France, carrying self-
propelled or wheeled vehicles fully loaded with high priority cargoes
deemed essential to the military readiness of troops in the European
theater. There is no commercial counterpart for these vessels.

I would like to emphasize that MSTS carries only cargo sponsored
by the armed services, or appropriate Government departments, and
it is constantly working to insure that its nucleus shipping offers
minimum competition to the privately owned American merchant fleet
consistent with the military mission to be performed. It does provide
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an indispensable form of transportation to remote points, such as the
Aleutian Islands, Pacific atolls, and the Caribbean outposts, as well
as highly specialized shipping service for which there is no com-
mercial counterpart.

We have a continuing concern that there be adequate American-flag
shipping service between the continental United States and the non-
configuous territories and States. A substantial volume of tonnage
moves under military sponsorship in these trades; we are happy to
see it carried in privately owned American ships.

This committee may be interested in the fact that in calendar year
1960 MSTS arranged to move a total of 434,908 measurement tons of
cargo from the Pacific coast to Hawaii, Of this, berth-service opera-
tors carried 273,447 measurement tons, and MSTS vessels handled the
balance of 161,461 measurement tons. A substantial proportion of
the MSTS tonnage was aircraft transported in MSTS-operated,
cargo-aireraft carriers, for which there is no commercial counterpart.
We booked 95,835 tons of cargo by commercial carriers to Alaska, and
sent 58,417 measurement tons by controlled ships like the L.ST-822,
which had to discharge much of its loads over the beach. No com-
mercial capability of this sort was available. Also, we sent a quantity
of refrigerated cargo by the three reefer ships previously mentioned
because there was either insufficient commercial space or the schedules
of the commercial carriers were not satisfactory to the shipper services.

Our passenger business to the noncontiguous States and territories
is substantial. Except for Hawaii, no commercial passenger ship serv-
ice to these areas is provided by American steamship lines, and MSTS
has filled this gap at low cost to the taxpayer and to the satisfaction
of the services whose personnel we have carried.

In fiscal 1960, our passenger business was:

Cutbound Inbound

Cabin

Alnska (Whittier and Kodlak) . ........_...___
v oD R I O N
Guam_._.

Hawail_._.. bt - o
Puerto Rico.. ' + B4 2,m7 1,678

R e e e i, . | 7 & 2 | 10,985

Since September 1960, because of the restrictions on travel funds
in the military departments, they have not booked any commercial
passenger space through MSTS.

In summary, may I say that the Military Sea Transportation Serv-
ive, as the single manager for ocean transportation for the entire De-
partment of Defense, has a keen interest in all matters relating to the
economic well-being of the privately owned American merchant fleet.
It desires that there be as extensive American-flag service as is deter-
mined to be economically feasible. It is constantly aware of the im-
portance to the American merchant marine of military-sponsored
cargo. Under the concept establishing the single manuﬁ_rer for ocean
transportation, efficiency and economy must be sought by MSTS at
all times. We want the lowest possible transportation rates we can
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negotiate with the carriers, but we accept the fact that these rates must
be fair and reasonable.

Senator Barruerr. Thank you, Mr. Kendall.

Do you have any questions, Mr. Grinstein ?

Mr. GrixsTEIN, Mr. I{en(iull, it has been stated during the conrse
of the hearing that the cabotage laws which restrict trade between
the domestic noncontiguous areas and the main United States are sup-
ported mainly by national defense reasons. They want a ready re-
serve of ships available. Is this consistent with the thinking of the
Department of Defense and Department of the Navy

Mr. Kexparn., Yes, sir; we need an immediately available fleet of
merchant-type vessels which can be mobilized in the event of emer-
gency and tlle existence of these ships in the restricted trades is, of
course, a mobilization potential. We are concerned, however, in the
decline of ships in the protected trades.

Mr. GrixstEiN. Mr, Kendall, Mr. Stakem, in behalf of the Federal
Maritime Board said the Board is constantly in contact with the De-
partment of Defense in being advised as to how many ships are needed.
Could you tell us how many American-flag ships are required under
domestic noncontiguous trade for defense purposes?

Mr. Kexparn, No, sir; I have not made a study along that line.

Mr. GrinsteiN. Could we get that material for the record ?

Mr. Kexparr, I will try, sir, and see if we can find it. It may be
classified material, sir, but I will see that it gets out.

Mr. GrinsteEIN. Thank you.

During the course of the hearing. it has been pretty clearly devel-
oped there is a conflict between the needs of the carriers for higher
rates to meet operating and replacement costs and, on the other hand,
the need on the part of the noncontiguous areas for either stable rates
or lower rates. If the rates were to remain the same then the carriers
would not be in good economic health. If the rates continue to go up,
then the areas served will be penalized. Does the Department of De-
fense or Department of Navy have any recommendations to make to
the committee which might be helped in resolving this impasse ?

Mr. Kexparn. I think that properly belongs in the field of mari-
time policy and should be stated by Mr. Stakem as the Chairman of
the Maritime Board. They make the policy in that regard ; we do not.

Mr. GrinsteIN. Mr. Stakem is advised as to how many ships are
required for national defense purposes in this trade?

Mr. Kenparr. T assume so.

Mr. GrinsTery. Would the Department of Defense or the Depart-
ment of Navy have any objection to allowing foreign-flag ships into
ilomeitsic noncontiguous trade; in other words, opening up our cabotage
aAws<

Mr. Kenparr. This is a matter of high policy, sir, and I do not
think I am in a position to make a statement. This is a Defense De-
partment position and, frankly, I didn’t know that was one of the
question which might be asked, so I did not clear that with the De-
partment of Defense.

Senator Barrrerr. Parenthetically, I might say, you never know
what questions are going to be asked here and neither do we.

Mr. Goprne. I have a question that is somewhat related. You say
that the Department of Defense has a keen interest in matters relat-
ing to the economic well-being of the privately owned American
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merchant marine—this is the whole merchant marine—and desires
there be as extensive American-flag service as is determined to be
economically feasible. I would think that the interest of the Defense
Department would run a little bit beyond what you might call bed-
rock economic feasibility or we might not have a merchant fleet of
an{[description. Do you have any comment ?

Mr. Kenvarr. The Department of Defense, sir, is concerned that
there be a merchant fleet under the American flag which can be
mobilized in the event of emergency. The Department of Defense
is not a subsidizing organization; it does not make national defense
policy with regard to the merchant marine, its size or the amount of
money which the Government is prepared to advance to keep this
merchant marine in existence. Therefore, the matter of the size of the
merchant marine and amount of subsidy to be paid which would in-
volve this matter of economic feasibility is something which probably
is determined by the Maritime Board.

We do realize, of course, that there are economic limitations on the
size of the merchant marine which the Defense Department might like
to have in the event of mobilization. We are deficient, for example,
in the number of passenger ships which are in commercial operation
at the present time viewed from the mobilization standpoint. We are
not authorizing anybody to build ships at the Department of Defense
axRense.

Mr. Gopine. The fundamental purpose behind the existing subsidy
program is maintenance of a fleet irrespective of economic feasibility.
That is the only thing I wanted to bring out. There are certain de-
fense goals, certain mobilization requirements and they cannot be
weighed on the scales of economic feasibility or we might be in a
bad situation.

Mr. GrinsterN. Mr. Kendall, when you are supplying material
for the record, I wonder if you could also supply the views of the
Department of Defense or the Department of Navy on the increasing
use, as we understand it, of tug and barge service between mainly the
United States and Alaska, as to the utility of these tug and barages
in the event of a national emergency as opposed to the utility of self-
propelled vessels presently serving?

Mr. Kexparr. I will do my best to comply with that, sir.

Senator Barrrerr, Mr, Kendall, you said in your statement that
under normal circumstances, the MSTS doesn’t handle any com-
merical business. I take it that you do so under the most extra-
ordinary circumstances when an emergency arises?

Mr. Kenparn. This is correct, sir. In any event, the commercial
cargo which we would handle would have to be authorized by a
Government department, which in turn would ask the Department of
Defense to sponsor it to us so that we, in no way, set up a commercial
competition with the carriers.

Captain Beck has a comment in this regard.

Captain Beck. I think the best example, and I am not sure of the
dates, but some years ago, there was a strike in Hawaii and the mili-
tary department, the Department of Defense, did transport in MSTS
vessels considerable food products for Hawaii.

Senator Barrrerr. Upon a determination that an emergency had
arisen?
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Captain Beck. That is correct.

Senator Barrrerr. Mr. Kendall, on page 5, you noted tonnage to
Alaska and said 58,000 tons plus had been sent up there by controlled
ships like the LST-822, and, of course, that was a very large propor-
tion of the total tonnage, becanse commercial carriers didn’t carry
twice that amount, only 95,000 tons. This is my question, did all of
that LST cargo go to situations like those found in the Alentians?

Mr. Kexparr. The figures which I have here, sir, were for the
calendar year 1960, At that time, the LST-822 was cArrying cargo
into Whittier and discharged over the beach. The volume of tonnage
which this particular vessel handled was about 7,500 tons. The rest
of the cargo was refrigerated cargo which was taken up to the
Aleutians by these controlled reefers, which are operated for us by a
commerical carrier.

Senator Barrrerr. I am wondering why an LST would be put into
Whittier because commerical ships are available for service there, or
were available for service there, when the Army controlled the facil-
ity, They had a big dock. They didn’t have to land over the beach.

Mr. KexpaLr. It probably, sir, lay in the nature of the cargo. It
might have been very heavy, wheeled equipment, engineer equipment,
which could not be lifted out of the ship with the facilities available
either at the port or with the ship which might possibly have been
nominated for the job,

Senator Barrrerr. I wonder if you would be good enou%? to file
with the committee a supplementary statement relating to the LST-
Whittier operation ?

Mr. Kexparr. Certainly, I will be glad to.

Senator BartLeTT. Now, going back to the question raised by Mr.
Grinstein, which is essential to our study and inquiry and action, if
any, I take it that you gentlemen are here merely to inform us of the
operations of the MSTS and cannot go into policy decisions that
might involve, for example, the size of the fleet needed in the event
of national defense ?

Mr. Kexparr. This is correct, sir.

Senator Bartrerr. Of course, we will have to know, it is essential
that we know how close to the goal the U.S.-flag fleet engaged in for-
eign trade is to the need in case of a national emergency; the value,
if any, of a larger domestic offshore fleet in being and nt.ﬁer consider-
ations which would have an essential bearing upon this subject. I
don’t know that we should properly ask you to obtain this informa-
tion for the committee in open session or otherwise because that may
not be your province, but in any case, this the committee must know
before it can even hope to proceed.

Mr. Kexparr. Mr. Bartlett, T have just been informed by Mr. Daly
from the Office of the Assistant Secretary of Defense, that it is his
opinion that the Chief of Naval Operations has written recently to
Senator Butler, giving him this type of information. We will look
into this, sir, and find out about it.

Senator Barrrerr. This was a personal letter to Senator Butler?

Mr. Dany. Yes, sir.

Senator Barrrerr. Then, I take it, the information is not classified ?

Mr. Davy. Certain of the questions you have asked, sir, are defi-
nitely classified, but general conclusions as to the overall adequac
of elements of the merchant marine would not necessarily be classified.
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Senator BarrLerr. 1 suggest that since these hearings are going to
be resumed at a later date, the committee will require this informa-
tion, and perhaps some of it you would be willing to give us in execu-
tive session, if necessary. But in any case, we will have to have it
hefore we hope to legislate and we will have to have it broken down,
as Mr. Grinstein suggested to me, with special reference to the off-
shore areas, the very problem with which we are dealing.

Mr. Davy. If T can offer, sir, I believe the technicians in our office
would be very happy to consult with your staff as to what type of
information can be acceptable to you and readily made available.

Senator Barruerr. These are welcome words.

Thank you, gentlemen, very much for your appearance.

Mr. Kexparr. It has been a pleasure to be here, sir.

(The following letter was subsequently submitted for the record :)

DEPARTMENT OF THE NAVY,
MrLiTary SEA TRANSPORTATION SERVICE,
Washington, D.C., March 28, 1961,
Hon, WaRreN G. MAGNUBON,

Chairman, Senate Commitice on Interstate and Foreign Commerce,
New Senate Ofice Building, Washington, D.C.

My Dear SExaATOoR MAGNUSON: Pursuant to the request of Senator Bartlett
made to Department of Defense representatives, 1 am happy to supply to your
committee the following information relating to the movement of military pas-
sengers and cargo to noncontiguous States and territories :

The first question was: *“What was the nature of the cargo carried to Alaska
in noncommercial ships in calendar year 1960 7"

In calendar year 1960, the Military Sea Transportation Service (MSTS)
transported in MSTS-operated or MSTS-controlled ships a total of 58,417 meas-
urement tons (M/T) of cargo destined to Alaska and the Aleutian Islands for
the Department of Defense (DOD). This tonnage was divided in this manner :

Measurement

Vehicles (including privately owned ears)_______ e i T e 21, 328
Aircraft = et 277
901

Household goods and general eargo.____ O LAy R SR 727

Total : = \ e o8, 417

This cargo was not subject to shipment in common-carrier vessels for a variety
of reasons, such as priority of delivery which did not permit waiting for the

next commercial ship; “unit lift,"” meaning the cargo of a military organization
which had to move at one time ; exceptionally heavy cargo bevond the capability
of the commercial carriers to handle; delivery to points when berthing facilities
for conventional shipping either were inadequate or nonexistent, and lack of
commercial service to outlying destinations. The following analysis will explain
these points:

Measurement
tons

“Reefer” cargo to Aleutian Islands._ .. . LA 3,184
Mobile Construction Battalion (MCB) 9, unit 1ift to Adak___ 6, 056
MCB moves to Adak and Kodiak.. 1, 865
Locomotives (extra-heavy lift) on USNS Brostrom._____________ . 2,805
Locomotives and heavy-lift vehicles to Kodink and Adak on

Gammon =
Cargo carried in USNS LST-822, including heavy engineering equipment

for over-the-baach Aoty o o e S N TR 13, 057

The second question was: “What is the Navy's opinion as to the practicability
in wartime of barge operations for transportation of cargo to Alaska and Puerto
Rico?”
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The complete answer to this question involves two separate conslderations.
First, the construction and use of barges to supply these noncontiguous areas
would require considerably less steel per ton of cargo carried than self-propelled
vessels. The expansion of existing barge service in time of war also would
release for oversea operation oceangoing ghips which otherwise would have
to be assigned to service the noncontiguous areas. The military desirability of
using barges would depend on the nature of the cargo requiring transportation,
the schedule which could be followed by a barge service, the availability and
capability of tugs, the capabilities of the barges themselves, and the cargo-
handling facilities in the ports of ecall.

The second consideration encompasses the vulnerability of a barge-tow to
submarine, surface, or air attack. The characteristics of such an ocean tow do
not permit any evasive action, and its low speed makes it a prime target for
hostile attack. The element of luck in accomplishing the voyage must enter into
the planning of transoceanic barge operations to greater extent than for self-
propelled equipment.

Despite these reservations, the DOD interposes no objection to the continued
development of barge transportation from the United States to the noncontiguous
States and territories.

The third question was: “What is the position of the DOD on the use of
foreign-flag shipping in trades between the main and and noncontiguous States
and territories of the United States?”

The DOD does not favor the admission of foreign-flag shipping into these
trades. The volume of cargo generated at any given time on a gpecific route
will support only so many ships. To introduce foreign ships would broaden
competition, and would mean a reduction in American ships. Such a reduction
would be contrary to DOD desire for a strong and substantial American mer-
chant marine.

The fourth question was: *“What is the DOD position on the adequacy of
the American merchant marine for mobilization purposes? How close to the
goal of readiness for an emergency does the present U.S.-flag fleet come "

In the most recent study made of transportation requirements and capabil-
ities for emergencies, the DOD concluded that the American merchant marine
was not sufficient to meet minimum needs of the DOD. When ships of foreign
(Panama, Honduras, Liberia) registry but owned by American citizens and
under effective 1.8, control, are counted along with American-flag tankers, the
tanker fleet becomes marginally adequate. Dry cargo types and passenger
ships were found to be inadequate, both in numbers and in guality. A com-
prehensive resurvey of transportation requirements is now underway and is
to be completed this summer. A definitive answer to the question ean better
be made after study and analysis of this survey.

The fifth question was: *“What is the DOD position as to the number of
ships that should be assigned to the trades between the mainland and non-
contiguous States and territories?”

The DOD regards the ships assigned to these trades as particularly valuable
becanse of the probability that most of these ships will be relatively close
to our shores at all times and thus readily available in an emergency. No at-
tempt has been made, however, to express this desirability in a numerical
formula. We regard all American-controlled ships as desirable for national
defense purposes.

Sincerely yours,
Roy A. GaNo,
Viee Admiral, U.8. Navy,
Commander, Military Sea Transportation Service.

Senator BarrLerr. Since Puerto Rico and Alaska and MSTS have
been heard from this morning, the committee will stand in recess until
10 a.m. on Monday, the 13th of March.

Thank you all for appearing.

(Thereupon, the hearing was adjourned at 12: 30 p.m., to reconvene
on Monday, March 13, 1961, at 10 a.m.) '

71709 0—62——14







DOMESTIC OFFSHORE SHIPPING

MONDAY, MARCH 13, 1961

U.S. SExATE,
ComMmrTTEE ON INTERSTATE AND FOREIGN COMMERCE,
SvecoMMITTEE ON MERCHANT MARINE AND FISHERIES,
Washington, D.C.

The subcommittee was called to order, pursuant to adjournment, at
10:15 a.m. in room 5110, New Senate Sﬁice Building, Hon. E. L.
Bartlett presiding.

Senator BartLETT. The committee will be in order.

This is the third day of hearings on the problems of ocean trading
with Alaska, Hawaii, Puerto Rico, and Guam. Previous witnesses
from the areas concerned and Government offices have very ably set
out issues of concern to the committee.

Today’s testimony will be from the carriers operating in the trade
between the mainland States and offshore States and territories.
Views and materials recorded in this hearing will provide the com-
mittee with another side of a complex story.

Let me say to you gentlemen who have come from so far away,
and those who have come from near points, I wish to express the
thanks of the committee for your having taken time out from busy
schedules to come to Washington and appear before us. This is cer-
tainly an indication of the importance of the problems, as well as the
spirit of cooperation needed for a solution of them. Y

The first witness this morning will be Mr. Randolph Sevier, presi-
dent of the Matson Navigation Co. We are glad to have you here,
Mr. Sevier. You may proceed as you desire.

STATEMENT OF RANDOLPH SEVIER, PRESIDENT OF THE MATSON
NAVIGATION CO.

Mr. Sevier. Mr. Chairman, I am Randolph Sevier, president of
Matson Navigation Co. T wish to express my company’s sincere ap-
preciation to the committee for the opportunity of presenting our
views on Hawaii's domestic ocean shipping system and its problems.

This is a large and complex subject, not only vital to Hawaii and
the steamship companies in the trade, but to the Nation as well. To
cover it adequately requires a presentation of some length and detail.
The principal points, however, are briefly reviewed in this summary
statement, with supporting statisties and narratives contained in an
appendix. We respectfully request permission to file a supplemen-
tary statement later to cover points raised in the 2 previous days of
hearings which are not touched upon here.

(See letter of Mr. Pessel, p. 324.) b

i
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Senator Bartrerr. If there is no objection, that permission is
granted.

Mr. Sevier. Thank vou.

There are six principal points in this presentation :

First, the present vigorous character of Hawaii’s economy.

Second, the essentiality of reeular. dependable steamship services
to an island State, as has been provided by Matson.

Third, the impact on Hawaii’s economic well-being of freight rates
required to maintain such regular service.

Fourth, the aspects of Hawaii’s shipping system which makes its
strength and adequacy matters of national concern.

Fifth, the specific problems faced by Matson, the principal carrier
in the trade for nearly 80 years.

Finally, some areas where Hawaii’s ocean shipping system may be
strengthened by assistance from the Federal Government.

I. The Hawaiian economy is vigorous and growing : Hawaii en-
tered the decade of the 1960’s as the Nation’s newest State and brought
into the Federal Union a strong economy. During the past decade,
in particular, this island economy has experienced a growth un-
orecedented in its history and matched by few other areas in the

Inited States. In a recent freight rate hearing, Gov. William F.
Quinn said, in part:

These islands have recorded remarkable economic advances in the past decade.
And there is no doubt that the pace of growth has quickened substantially since
Hawail became n State and that our economy will continue to grow at an
Accelerated pace during the next 10 years. Upon the growth of the economy
are based our hopes for higher standards of living for our people,

And in the same proceeding, State Senator Randolph Crossley, of
the State of Hawaii, said ;

The growth of the territory, and now the State of Hawail, as a whole over
the past 10 years has been a healthy, substantial, and steady growth.

A few statistics give some idea of the magnitude of this growth.
Between 1952 and 1958, gross production of the State increased from
$1,141,304,000 to $1,400 million. The average annual rate of growth
was greater than that of the mainland. Total personal income in-
creased from $893 million in 1954 to an estimated $1,209 million in
1959, an increase of 44.5 percent, compared to a 34.5 percent increase
nationally.

Per capita income in Hawaii has also been rising, the rate of growth
being about the same for the United States as a whole. It is virtually
at the national average, despite the fact that the percentage of per-
sons below usual employment age is materially greater in Hawaii
than in the Nation as a whole. This has the effect of depressing ab-
normally the indicated per capita income. Among the 50 states,
Hawaii ranks fourth in annual output per farm worker, seventh in
per residence use of electricity, and eighth in life insurance per
capita.

Dr. James H. Shoemaker, director of business research, Bank of
Hawaii, a recognized specialist on the general economy of Hawaii, in
1960, commented on the future status of the economy as follows:

I would say that there is in my view no question but what there will be a
substantial advance in this economy.
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And Dr. Thomas K. Hitch, director of the department of business
research, First National Bank of Hawaii, also a recognized expert in
this field, in his study entitled “A Brief Review of Hawaii for the
Businessman,” said he expects the per capita income in Hawaii to
continue to grow at about the national rate. According to him,
Hawaii “is to the businessman a prosperous (3-percent unemploy-
ment rate), affluent, modern, progressive, and diversified economy.”

Perhaps the most recent comment on the State of Hawaii’s economy
is contained in a report by Dean Witter & Co., investment bankers,
dated February 20, 1961, which, in part, said :

Hawaii’s rate of growth in the past 5 years has been nearly twice that of the
U.S. mainland, and about on a par with that of California. Moreover, the
dynamic forces in the Hawaiian economy have remained strong enough to over-
come the downpull of the current mainland recession and to push business in
the 50th State further ahead, even though at a slower pace than in 1959 and
early 1960 * * *,

Therefore, it is not surprising to find the islands’ 1960 retail sales 11.3 per-
cent ahead of 1959, as compared to a lean 2-percent increase on the mainland,
and unemployment at a low 3.4 percent of labor force, as against a recent 6.8-
percent recession figure for the United States * * *.

The full account by Dean Witter is attached as exhibit No. 1.

I1. Matson’s essential Hawaiian service : Hawaii, it must be remem-
bered, is a unique State. It is the Nation’s only island State, separated
from the other 49 by 2,100 nautical miles of ocean. It is almost totally
dependent on commerce with other areas, mostly the mainland United
States, to support its vigorous and growing economy. This commerce
moves, and for the foreseeable future must continue to move, by but
one means of transport—ocean shipping.

A Dean Witter & Co. special st ugy in 1960 describes Hawaii’s
economic profile, in part, as follows:

Insufficiently endowed with raw materials, these small islands could never
have attained a high living standard on the basis of a self-contained economy.
Both economiecs and politics worked powerfully toward transforming Hawaii
from a primarily agricultural self-contained economy in the early 19th century
into an economy highly specialized and fully integrated with the mainland’s
economy in the 20th century. Hawaii has been the perfect illustration of an
economy concentrating on its best potentialities, thereby raising its living stand-
ards to about the level of the larger area it primarily serves, namely the
United States.

The islands’ commanding geographical location, their good soil and climate,
and their scenic beauty have become the main determinants of their economic
destiny. The same is true, in a negative way, for their principal weaknesses—
the lack of ores, coal, and minerals, and of a domestic mass market. The result
to date has been an economy highly specialized in certain services—primarily
defense and tourism, and in gome agricultural specialities—mostly suzar, pine-
apple, and related food processing industries with limited activity in other fields
of manufacture. Ancillary services such as public utilities, transportation, and
banking have developed in step with the islands’ economy and are up to modern
mainland standards.

And Dr. Shoemaker, in a 1959 report on Hawaii, says:

The integration of Hawaii's economy into that of the United States is not new.
It began more than a century and a half ago with the early trade relations of
American salling ships that stopped in Hawaii for provisions and sandalwood
en route to China. Trade gradually rose until 1872. Thereafter, with the growth
of sugar exports (and later the admission of Hawail as a Territory), commer-
clal, financial, and trade re’ations expanded at an accelerating pace—never more
rapidly than during the past decade.

From the beginning, the growth of the economy of the islands has been directly
geared to such expansion. Hawalii's last decade as a Territory thus has been
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the gréatest decade of growth in production, income, and employment. In some
ways, Hawaii is today as fully integrated into our national economy as is

any State.

At this point it would seem proper to ask: What has been the char-
acter of the ocean shipping service that has made possible this integra-
tion of an island economy with the mainland United States?

Hawaii has received, for the most part from Matson as the principal
carrier in the trade for nearly 80 years, frequent, dependable, and
specialized steamship service which has connected the islands to the
Pacific, gulf, and Atlantic coast ports, making it possible to market its
two principal products—sugar and pineapple—and in turn to obtain
from the mainland United States the goods it has needed to support
its growing population, its tourist industry, the vast Defense Estab-
lishment, as well as its basie agricultural economy.

Through the years the Matson freighter fleet has had many con-
figurations. Today it consists of 20 cargo vessels, including 6 C-3’s
with capacity for 75 containers on deck, the all-container C-3,
Hawaiian Citizen, which carries 408 containers, 2 elongated C—4’s, the
Californian and Hawaiian, each with a capacity for 286 containers
and which carry bulk sugar (16,000 tons) and molasses (3,000 tons)
from Hawaii to California. Frequency of service from mainland
U.S. ports is geared to tonnage requirements. From San Francisco,
sailings average nearly three per week. From Los Angeles, service
frequency exceeds one sailing per week, and from Northwest ports
there is a sailing approximately every 2 weeks.

Matson and Tsthmian Lines, under a joint service, provide a 14-day
sailing frequency between Hawaii and Atlantic coast and gulf ports,
and a 28-day frequency to South Atlantic ports from Hawaii.

In 1960 Matson operated 247 round freighter vovages between the
continental United States and all the ports in the Hawaiian Islands.
These vessels, averaging a call at Honolulu every 114 days, carried a
total of 3,893,000 revenue tons during the year.

In addition to those vovages, we made 58 round-trip voyages with
our passenger liners, the Lurline and Matsonia.

No other island community of comparable size and remoteness en-
joys such a regularity and frequency of service as Hawaii receives
from Matson.

As a result, in the postwar era the Matson freighter has become
Hawaii’s floating warehouse. Goods, in large volume, go directly
from mainland warehouses to shipside, and from the docks in Hawaii
to store shelves, eliminating multiple handling, reducing inventories
and costly warehousing. In land-scarce Hawaii. the diminution of
the need for warehouse space as well as the elimination of costly
multiple handling, and other costs inherent in large-scale warehous-
ing, holds down the price to the ultimate consumer. If such frequent
service should cease, these benefits would cease.

III. The impact of freight rates: Keeping in mind both the State
of Hawaii’s economy and the principal freight service that sustains
it, the following questions appear proper to explore: What has been
the impact of the freight rates? Have they constituted a burden on
the economy ?

It would appear auite obvious that, to date, the level of rates for
Hawaii's essential freight service have not had a serious, adverse
effect on the economy.
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Proof of this is found in the vigorous growth of the emnonR' durinF
the past decade. The reason freight rates have not retarded growth
is simply that, contrary to assertions heard from time to time, the
ocean cost. of transportation is not a large part of the retail price at
which common household items are sold in Hawaii.

For example, of the average 1959 Honolulu retail price of a 1-pound
can of salmon (66.3 cents), the freight rate accounted for 2.01 cents;
of the price of a pound of coffee (98.6 cents), the freight rate ac-
munteJ for 3.7 cents; for a No. 303 can of peas, the average price was
25.4 cents, the freight cost, 1.87 cent; for a 12-ounce can of lunch
meat, the average price was 55.8 cents, the freight cost 1.73 cents.
Other examples are shown on exhibit No. 3, attached.

While freight rates have risen, on the average, 150 percent since
1946, the added cost, when placed against common commodities that
go into most, Hawailan homes, it is not large nor burdensome. For
instance, these increases from 1946 on some common commodities are
as follows: about three-fourths of a cent on a pound of rice, a No. 1
can of soup, and a pound of potatoes, and about 2 cents on a pound of
coffee. The appendix contains several exhibits on this subject so it
is not, necessary to burden the committee with further statistics. Ex-
hibits 2 and 4 contain some very interesting information.

We are aware that its residents may consider Hawaii to be a high
cost of living area.

However, Dr. Hitch, in the study referred to earlier, commented
upon the question of whether Hawaii is a high cost of living area by
reason of its remoteness and dependence upon transportation from
the mainland, in the following statement :

Most businessmen and economists who have been faced with this question
have concluded that lighter clothing and no winter clothes, the need for less sub-
stantial housing and no heating, and the ready availability of attractive and
inexpensive recreational areas counterbalance, largely if not entirely, the higher
cost of imported consumption goods and the higher value of residential land.

Of 10 mainland cities, according to consumer price studies, 9 ex-
perienced larger increases in consumer prices than Honolulu did for
the period 194749 to 1960. This is covered in greater detail in ex-
hibit 4-A.

In any event, the price and freight rate data shown in the exhibits
indicate that the effect of ocean freight rates on Hawaii's cost of
living has been overemphasized.

Since Hawaii's cost of living, however, is a much debated and much
misunderstood topic, it may be a proper endeavor to have a study made
of the impact of transportation costs on the cost of goods to the ulti-
mate consumer in Hawail. I have noted with interest that such an
inquiry—the relation of freight rates to the cost of offshore living—
has been mentioned by another witness and has been the subject of
committee questioning. It certainly appears to be a logical area of
committee interest.

IV. Hawaii shipping is of national concern: Now I would like to
take up the fourth point—the aspects of Hawaii's shipping system
which makes it eminently in the national interest, which has been
touched upon by nearly every witness at this hearing. Matson Lines
fully supports the national policy expressed in the Merchant Marine
Act of 1936, concerning domestic ocean transportation.
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This policy says that the United States should foster the develop-
ment and encourage the maintenance of.a merchant marine sufficient
to carry and maintain the flow of its domestic waterborne commerce
at all times, capable of serving as a naval and military auxiliary in
times of or in national emergency, owned and operated under the
American flag and manned by U.S. citizens insofar as may be prac-
ticable, and composed of the best equipped, safest and most suitable
types of vessels constructed in the United States.

This is the policy which Matson, as Hawaii’s privately owned prin-
cipal carrier, has followed consistently. We believe it is sound and
should be continued,

Certainly the well-being of the 50th State, which supplies 10 percent
of the Nation’s sugar, and 75 percent of its pineapple, supports a key
Defense Establishment, utilizes about $500 million worth of goods an-
nually from many of the States on the mainland, is of concern to more
than just its 630,000 citizens, including the military. Because ocean
shipping is so fundamental to the strength of the economy, it is most
commendable that this committee of Congress interest itself in the
problems.

A modern, efficient domestic freight fleet, not subject to being
bottled up in foreign ports in time of war, is of vital importance to the
Nation’s defense posture. The history of the Matson fleets in World
Wars I and IT is ample evidence of the role this branch of the Nation’s
maritime industry lIlIH played, and must continue to play, in the
Nation’s emergencies.

President Kennedy, then Senator Kennedy, in a letter dated June
29, 1960, to Senator Magnuson, emphasized the importance of the
domestic merchant marine of this country when he stated :

When the United States entered World War I, the domestic merchant fleet
was taken over almost in its entirety by the Government, for military logistics
purposes, In any future emergency the need for such a fleet, ready at hand
to serve defense needs, would be equally urgent. But there may not be any
such fleet to requisition, from present indications, if we stand idly by.

[f the domestic merchant fleet, so strategic to the Nation's economy and to
its defense, is to be kept alive—and it must be—Government must lend a hand.

V. Matson’s problems in the Hawaiian service: From this broader
view of Hawaii’s shipping problems, I would like to channel your
attention to some of those faced by Matson, as the States’ principal
ocean freight carrier.

One that Matson shares with U.S. industry in general is that of
spiraling costs of doing business.

The two principal elements of freight service costs are cargo han-
dling and vessel operating. Cargo handling is the largest, amount-
ing to about 48 percent of the total cost of moving Hawaii's com-
merce. This is followed by vessel expense which, including deprecia-
tion, averages about 39 percent. The principal component of these
expenses is labor, which accounts for approximately 56 percent of total
cargo handling and vessel expense. Unlike the foreign commerce of
the United States, which involves low cost cargo handling in foreign
ports, domestic commerce is burdened with high cost handling at
both ends of the voyage. Expensive cargo handling equipment and
terminal facilities are also required in both places. Cargo handling
expense per ton, including labor and other costs, increased 167 per-
cent from 1946 to 1961. Althongh there have been some price fluctua-
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tions, bunker fuel oil prices have been moving upward materially
during the past decade. And our war-built freighters, which have
been operating from 16 to 18 years, each year become more expensive
to maintain. Vessel operating costs per day since 1946 to date have
increased 115 percent.

Because labor has been such a large part of our increased cost
problem, Matson, in concert with much of American industry, has
sought, where possible, to replace labor with capital when such pro-
grams would mean sunitable savings.

This is not always an easy course, for it brings in its wage socio-
logical and financial problems of some magnitude. Two examples of
how Matson has tried to relieve the pressure of the growing cost
burden are the freight container service and the all-auto carrier.

In the fall of 1956 Matson Lines organized the first integrated re-
search department at the top management level of any American-flag
steamship company. This was done in recognition of the need for
careful study of the cause and effect of postwar cost increases, and
the necessity for practical measures to stem the tide of further cost
increases. Matson’s long history of maritime innovation in the
Hawaiian trade has been stimulated not by competitive forces, but by
or sincere interest in Hawaii's continning welfare,

Our research department’s analysis of the cost of providing Hawaii’s
ocean transportation indicated that cargo handling of general mer-
chandise moving from the Pacific coast to Hawaii offered the most im-
portant opportunity for reduction of expenses. This led Matson to
yioneer its present large scale containerized shipping service between
Lzm Francisco, Stockton, and Los Angeles port areas in California
and Honolulu.

Cargo may be loaded and sealed in a container at a shipper’s ware-
house in a California port area, and the goods not touched until the
container is unsealed and unloaded at the consignee’s warehouse in
Honolulu. The resulting savings in cargo handling, vessel operations,
damage and pilferage have enable Matson to name container rates
below the rates charged for carriage of cargo in conventional loose
stowage.

In exhibit 4-B, we have compared actual freight charges paid to
Matson by the shipper on typical container service shipments with
what his costs would have been for carriage in loose stowage. Since
the container rate includes pickup service, wharfage, and insurance,
in addition to ocean haul, these items are added to the ocean rate for
conventional service, which does not include them. The savings
shown in exhibit 4-B range from over 13 percent to above 31 percent.

Matson’s present investment in this container system, including
ship conversion costs and lease obligations on containers and chassis,
now totals $17,800.000.

The carriage of automobiles in the Hawaiian trade posed special
problems for mannfacturers and dealers as well as for Matson.

In January 1961 Matson completed conversion of the C-3 type
SS Hawaiian Fisherman and placed into service the Nation’s first
oceangoing automobile carrier. This “floating garage,” designed by
our own engineering staff, will sail throughout the year on a 14-day
turnaround, carrying up to 464 automobiles on each voyage from San
Francisco and Los Angeles to the islands. This is covered in greater
detail in exhibit 5.
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These two problems—rising labor costs and the need for offsetting
technological improvements—are subordinate, however, to a third:
the inability of Matson to produce a fair and reasonable return to its
shareholders in rendering the scope of service with the specialized
equipment the Hawaiian economy requires, while at the same time
providing for an adequate ship replacement or modernization pro-
gram,

From 1952 through 1960, earnings on our combined Pacific and
Atlantic-Gulf Hawaii freight service operations have averaged but
$800,000 annually. Actual losses were suffered in 1952, 1959, and in
1960. On the average, during the past 9 years, these earnings have
been at about one-fourth the level found reasonable by the Federal
Maritime Board in docket 808, decided in December 1957 after 1 year
of hearings.

It is obvious that such a low earnings record will make difficult the
replacement of the present fleet, even by conversion or modernization
of older vessels, let alone by construction of new freighters. To re-
place the present Matson fleet employed in the trade is a staggering
financial undertaking. The cost of new construction, depending on
vessel types, would range from $178 million to $268 million. This is
covered in greater detail in exhibit 6.

In September 1959 Matson filed a rate increase, following the stand-
ard of reasonable earnings laid down by the Board in docket 808. The
Federal Maritime Board permitted the increase, docket 869, to go into
effect, subject to investigation, with the proviso that any portion
finally disallowed be refunded to the ratepayers. Hearings were held
in four cities. They were lengthy and costly, not only to Matson,
but to the Board and to the public.” The case is now submitted for de-
cision. The cost and consumption of personnel time of such hearings
are understandable, but pose added burdens for a regulated company.

At this time it seems well to mention that we are filing for a further
rate increase of 10 percent within the next several days, even though
our previous request is still to be decided by the Federal Maritime
Board. The 10-percent increase is necessary to offset operating losses
caused by increased operating costs which have oceurred since Septem-
ber of 1959. In 1960, for example, Matson lost $35,000 before taxes
on its Hawaiian freight service on a gross revenue of $71 million.
Obviously we cannot continue to operate this service at a loss.

Under present conditions, Matson, as Hawaii's principal freight
carrier, does not rate high as an investment risk.

Investment risk characteristics of Matson’s freighter operations in
Hawaiian service include the following :

1. The earnings record of freighter operations in Hawaiian trade
does not reflect financial soundness and is not conducive to attraction
or retention of capital.

2. Matson’s freighter operations have been subject to competition,
strikes, steadily increasing costs, and a lag in rate adjustments follow-
ing wage increases,

3. During the past 9 years, Matson has retained, on the average,
only 114 cents out of each freight revenue dollar.

4. Matson’s prospects for significant growth in net revenue-produc-
ing tonnage are limited by lack of any prospect of material growth
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in exports from Hawaii to the mainland. We have attached as exhibit
7 some further information on this point.

The final Hawaii trade shipping rrob]em I wish to set before the
committee involves our passenger liner service. The Lurline and
Matsonia are the last nonsubsidized liners flying the U.S. flag. The
provide, in our estimation, not only an essential service to Hawaii's
tourist industry, by giving tourists the choice of more than one mode
of transportation, but are of vital importance to the U.S. defense pos-
ture. Both ships served notably as troop transports in World War
11, are popular first-class modern vessels, and could again serve the
Nation in any emergency.

The principal problem with these liners is the apparent lack of
concern for their defense importance exhibited by the military. In
September of 1960, after very short notice, approximately $1 million
worth of Government business, on which the company had based its
annual operating income for the balance of that year, was suddenly
withdrawn. Efforts to date to restore this traffic to these vessels have
been unavailing, For the past several years we have enjoyed approxi-
mately $3 million worth of Government business, being principally the
dependents of military personnel moving between Hawaii and Cali-
fornia ports.

The same kinds of high-cost operating problems detailed earlier also
affect these two liners. The question of maintaining them both in the
Hawaiian service in the face of these costs is a most serious one—
and one to which Matson still does not have a suitable answer. Part
of it rests with the Government. There is a narrative attached as
exhibit 8 which goes into this in greater detail.

Before taking up the final item—areas of possible Federal assist-
ance—I would like to summarize the principal points I have made
about Hawaii’s ocean shipping system and its problems:

Hawaii, as the Nation's only 1sland State, 1s unique in that it must
depend almost entirely on ocean transportation for the transport of its
essential commerce,

Hawaii’s economy has grown and prospered because this ocean
transportation system has provided a pattern of schedules, ships, and
specialized equipment, geared to the specific needs of its island
economy.

Matson has been the principal carrier in Hawaii’s ocean transporta-
tion system, investing private capital for more than 75 years to assure
its continuance, but in recent years has not been able to earn a suitable
return.

Emerging problems are of such a nature that the future course and
development of Hawaii's ocean transportation system appear to be
increasingly matters of national interest,

Matson has embarked on several programs designed to reduce the
pressures of rising costs. All require substantial capital. The pros-
pect for attracting added new capital into the venture of providing
ocean transportation for Hawaii is not bright.

Passenger liner service, essential to the national defense posture and
to the tourist economy, faces serious problems, partially because of the
withdrawal of military dependents traffic.

V1. Suggestions for Federal assistance: In considering possible
Federal assistance to Hawaii’s domestic shipping system, the prob-
lems of which are national in scope, this fundamental fact should be
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foremost : The paramount need of the Hawaiian economy has been and
will continue to be, regular, frequent, dependable, and modern ship-
ping service.

It is Matson’s position that this need can be met best by a carrier
or carriers devoted exclusively to serving the Hawaiian trade at
reasonable rates. By reasonable rates we mean rates sufficient to meet
operating costs and to provide a fair return, which will enable these
carriers, as part of the Nation’s free enterprise system, to retain and
attract the capital necessary to continue to provide the Hawaiian trade
with adequate capacity and improvements as maritime technology
advances.

Opening the trade to subsidized carriers, whose service to Hawaii
would be incidental to their principal foreign trade routes, would have
a serious adverse impact on domestic carriers serving only Hawaii.
In the scramble for premium cargo, chaotic rate situations would de-
velop, service would deteriorate, and the Hawaiian economy would be
the loser.

Briefly, may I expose the hidden fallacies in this suggested approach
to Hawaii’s shipping future. Experience reveals that through car-
riers would :

1. Serve only one Hawaii port, carrying only the fast handling
high revenue cargo;

2. Siphon this cargo from the domestic carriers, thus endangering
rate levels, frequency of service and full range of Hawaiian port calls
on the part of the domestic carriers;

3. Serve only at the convenience of the carrier, based on Far East
trage conditions, not the necessity or convenience of the Hawaiian
trade.

Present laws which restrict domestic shipping in the Hawaiian trade
to U.S. flag carriers must be continued as an essential part of our
Hawaiian defense posture.

Upon this premise, the following means of providing Federal as-
sistance to the Hawaiian shipping system are offered at this time.
Such assistance could be prm-':({)ed at little or no cost to the taxpayer:

1. Simplify and streamline ratemaking procedures. At best there
is some delay in recovery by the carriers of cost increases, since their
impact must be felt before increased rates can be filed. Collection
of anticipated cost increases is not permitted, however firmly manage-
ment may be convinced of their certainty. We were pleaced to learn
the Federal Maritime Board is planning to study ways of simplifying
and streamlining ratemaking procedures.

2. Enactment of legislation under which water carriers in these
domestic offshore trades may voluntarily establish through routes and
joint rates with carriers subject to the jurisdiction of the ICC and to
that of the CAB. covering through movement of shipments between
mainland interior points and Hawaii. Joint rates would immediately
afford shippers single-carrier responsibility, simplifying shipping ar-
rangements, tracing, and claims. Joint rates should also make pos-
sible a reduction of transportation costs to shippers, justified by im-
proved coordination in handling through shipments by participating
carriers.
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3. It is congressional policy of long standing, that terminal area
pickup and delivery service by motor vehicle, incidental to interstate
rail and water transportation, is regulated as part of such line haul
transportation, rather than as separate motor carrier service. We
think this policy applies to water carriers such as Matson, operating
under the Shipping Acts, as well as to carriers subject to the Inter-
state Commerce Act. However, certain drayage carriers claim this
policy does not apply to the Hawaiian trade and seek thereby to pre-
clude Matson from offering pickup and delivery service within the
terminal areas of the ports it serves. Only if the application of this
principle to container service in the Hawaiian trade be preserved can
shippers and consignees realize maximum savings in transportation
costs. We urge enactment of legislation which will make it clear that
in the Hawailan trade container pickup and delivery service, within
our port areas, is regulated as part of our water transportation, in or-
der to put our trade on a basis comparable with that of the transpor-
tation between the first 48 States.

4. Consider a Federal program of port modernization for Hawaiian
ports, including the possible transfer of military piers 39 and 40 in
Honolulu to the State Government. Such a program would in many
ways paralle] the Federal assistance now given to airport and air ter-
minal construetion and modernization. It should be established in
order to develop and enlarge the port facilities that will be required
to support modernized ships and systems of cargo handling. Such
port facilities would then be available in time of national emergency,
for port facilities, in offshore areas at least, are of national as well as
local concern.

5. Amend the Vessel Exchange Act in order to give the dqmestic
operator a priority on the purchase of turned-in subsidized freighters
and assistance in defraying costs of purchases and modernization.
This suggestion recognizes the stern reality that new construction for
the Hawaiian trade is almost financially impractical and that the
modernization of existing vessels, under the proper circumstances,
currently offers the best method of fleet replacement.

6. Federal subsidies for the domestic offshore trades have been sug-
gested by several witnesses before this committee. This would involve
a basic change in national maritime policy and would require exten-
sive study. Beyond what T have already said, we do not have a posi-
tion on this subject. If legislation on domestic subsidies is prepared,
we will be pleased to testify concerning it.

In concluding, I wish to thank you again for this opportumity of
appearing before you to discuss the shipping system and problems of
the Hawaiian trade. T wish to assure vou that utmost in cooperation
will be afforded by the management of the Matson Navigation Co. in
an endeavor to find long-range and orderly solutions to these very
complex problems. We are confident that with the joint efforts of
the Federal and State Governments, labor, management, and users of
transportation service, workable solutions can be developed.

(Exhibits 1 through 8 follow:)
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HAWAIIANA

Hawali and Hawaiian Co es One Year Later
(A Brief Followup to Our Extensive 1960 Reporta)

Hawail's rate of growth in the past five years has been nearly twice that of the United
States mainland, and about on a par with that of Californis. Moreover, the dynamic
forces in the Hi y have r ined strong enough to overcome the down
pnlloillumrtnthhlnlmdmulimmtnpuhbuduulnlh Fiftieth State further
ahead, mmwbuadmrmmmlulanduﬂylﬁso‘

The tourist trade continues as one of the principal expansionist forces in Hawail, with
1860 arrivals 21% above 1959 (1959 was 41.7% shead of 1958). In recent months,
obvioualy under the infl of the Mainland n, tourist growth has somewhat
leveled off, but it {s likely to show renewed vigor when the United States economy turna
up later In 1961,

In sddition, military expenditures - the largest single item in Hawali's economy - was
again up about 10% in 1960. Thirdly, construction in 1960, stimulsted by the rising

number of tourists and permanent residents and by incressed government spending,
exceeded the prior year by 28%, dollarwise. Oabu bullding permits, indicating the
more immediste construction trend, continue well above 12 months ago.

Therefore it is not surprising to find the Islands' 1960 retail sales 11, 3% ahead of 1959,
&5 compared to a lean 2% Increase on the Mainland, and unemployment at a low 3.4% of
labor foroe, as against a recent 6. 8% recession figure for the United States.

It would be foolish to think that the economic skies around the Islands are entirely with-
out clouds and safe from occasional showers but they probably will continue to show a
bias toward "fair weather conditions."

One of Hawall's 1 diate probl reaides In the current renegotiation of the labor
contracts in the sugar industry, This year happens to be the first one when the State's
sugar output could recover to more normal levels from the effect of the 1958 strike,

Even so, the expected production of about 1,100, 000 tons would still fall short of Hawall's
first quarter quota of 1,215,412 tons {on an annual rate). While the Mainland sugar
industry is expanding plantings to benefit from the eliminationef Cuban sugar from

U. 8. mrk-hﬂboqhhmhbbeprlnnrﬂ;mlod from foreign sources) Hawall now
is In no position to benefit likewise from this situstion. Despite the recent brief walkout of

"o e . e - DL rBe TEue meneus
e TGS 48 0 COMPLITERESS 6 ACEUSATT M el ROWETER SEe
SOUSCER WE SEAARE A8 SELABLE DEAN WITTER & CO.




DOMESTIC OFFSHORE SHIPPING 219

labor in some plantations, labor and management are mostly expected to have learned
their lesson and to get together in a new contract without a new and disastrous strike.

Technologically, the Hawailan sugar industry is in the lead. It may have solved the
mechanization of sugar cane harvesting which would eliminate the cost of cleaning the
cane, reportedly as high as milling costs on many plantations. On the other hand, the
economic use of bagasse as a raw material for paper in Hawali will have to wait for
another substantial increase In the State's population and market.

There are other short range problems: Tremendous as the growth in tourism has been,
the number of hotel rooms has recently increased even more rapidly - in 1960 alone
from 7,266 to 9, 627 - with the result that recent occupancy rates in major hotels have
been relatively low. However, if the Hawaii Visitors Bureau's forecast turns out to

be correct that tourist arrivals by 1965 will be about twice the 1960 number of 295, 400,
the present inbalance in hotel space would soon be corrected. Oahu's well known land
problem - only 11% of the Island acreage is owned by private parties holding lese than
5,000 acres each - will again make headlines as holdover land laws expire next

August 21 and a new land code must be enacted by that time. Despite the differences
between a Democrat-controlled State House and a Republican-controlled Senate and
Governorship, a constructive compromise seems likely. Connected with the land pro-
blem {8 the rather startling upthrust in Oahu's real estate prices in recent years, which
could cause temporary problems if Hawai{'s boom should level off for a more extended
period at some time.

We think that these, and other problems, will not prevent Hawail from having a very
promiging future, and mention them only for the sake of drawing a balanced and realis-
tic picture. We believe that the positive factors will enable the Islands to enjoy a
continued good basic growth trend - though perhaps at a less hectic rate than in the
past few years, as -

1. the Fiftieth State has a young and eager population, with high educational and living
standards, and unhampered by acrimonious racial strifes;

speedier and more complete transportation facilities are provided between the
Mainland and the Fiftieth State, and also between the latter's various islands;

a growing population and domestic market stimulates domestic manufacturing and
farming;

substantial land on Oahu {s being made available to the economy, mostly on a rental
basis;

tourism continues a vigorous uptrend and begins to inject new life into the "outer
islands" of Hawaii, Kauai, and Maui; and
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6. other service industries - such as banking, insurance, and public utilities - have to
keep up with the needs of a rising number of residents and tourists.

With the long term outlook good, and Hawaii's economy fully resistant to the current
Mainland business recession, it is not surprising to find nearly all Hawaiian stocks
selling at historically respectable levels. However, most of them - with the excep-
tion of the leading utility and bank stocks, and American Factors - have not yet regained
their 1960 highs. The following are some brief comments on a number of Hawaiian
stocks.

Castle & Cooke - Considering merger with two undisclosed Mainland companies after
merger with Dole and Columbia River Packers in April. Management considers Main-
land acquisitions and land development most promising. There has been some discussion -
though nothing final - about large scale future development of some of the company's
extensive landholdings in Hawaii. Company has no | diate plans for subdividing its
potentially valuable 6,556 acre Blackhawk Ranch in Contra Costa County, California.
Management is confident that it will soon sell its 160, 000 shares of Honolulu Oll, now
worth about $12 1/2 million, to replenish its working capital and use the balance for
other corporate needs. Since earnings potential can probably be lifted materially above
the $2.00 to $2.50 per share historical level, stock around 40 seems not out of line for
long range commitments; listing likely after Dole merger. More information may
appear in Proxy Statement to be issued in March.

American Factors - We understand 1960 earnings, exclusive of Pioneer Mill and Oahu
Sugar, were up from the 1959 figure of $1.27 per share. Merchandising, together with
insurance and other services, accounts normally for about two-thirds of earnings; the

rest comes from sugar. Expects to close deal with Sheraton Co. for first hotel on com-
pany's Maui luxury résort development which will eventually have 10 hotels. Also plan-
ning new resort on Kauai. Some relatively minor earnings dilution in case of full conversion
of $8 million 5% convertible notes. Around 30, stock is reasonable long term speculation
on land developments and sugar recovery.

C. Brewer - 1960 earnings were depressed by poor sugar operations; however, this year
sugar crops should be back to more normal levels - union-management relations, and
weather permitting. Company has contract to develop Iran sugar industry and is nego-
tiating management contract in Ecuador. Will acquire large sugar operation in Puerto
Rico including 8, 800 acres of fee cane land and five sugar mills with 230, 000 ton annusl
capacity (110 day season) which it hopes to make profitable. Financed by $18.8 million
6 1/4% loan from Prudential, with no payback in next five years. Stock at 35, quite high
on 1960 depressed earnings, is a speculation on the Puerto Rican venture,

Oahu Railway & Land - Its tugs provide regular freight service between the State's
islands. Some property leases coming up for renewal on more favorable basis. Com-
pany's docks may be taken over by State; standing on the books at $6 million, they are
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believed to have a real market value of perhaps $30 million or more. Stock at 55, with
an earnings potential of around $3.20 and paying $2.40 a year, is selling at about one-
half estimated real asset value.

Lewers & Cocke - A merchandiser of building materials benefiting from current
construction boom. Have recently gone into tract housing developments; built 200
houses in 1960 and grossed $3.6 million on them: plan to build 300 houses this year
and 500 yearly thereafter. Company owns nearly 15 acres next to the new Ala Moana
Shopping Center worth perhaps four times its book val ue of $370, 000, Stock at 22
has thin market (about 380, 000 shares outstanding) but seems attractive at about

11 times 1960 earnings which we estimate at $2.00 per share or slightly better,

Hawaiian Telephone - (See Report of March 28, 1960). Expects telephone additions at
annual rate of 5-7% in next five years; 1961 capital outlays $14-15 million. To issue
$7 million bonds soon, sell $5 million equity later this year on rights basis, which may
keep 1961 earnings in neighborhood of last year's $1.50 or slightly below. Intends to
split stock 2-for-1 and raise dividend slightly, (Recent price: 28, current yield 3.7%).

Bank of Hawaii - (See Report of April 25, 1960). Company has extended its outstanding
growth record last year when net operating earnings climbed to $6.78 per share from
$6.14 in 1959, and net to $7.52 from $6.63. Despite the easing in interest rates and a
slowdown in Hawalii's growth rate, some further earnings progress seems likely this
year. The stock is deservedly attuned to growth. (Recent price 120, yield 2.0%, also
paid 8% stock in 1960).

First National Bank of Hawail - (See Report of July 15, 1960). In the last few years,
First National - the former Bishop National Bank - has definitely stepped up its pace

in various ways, and last year, the earnings improvement was impressive: Net operating
earnings of $4.05 versus $3.25 in 1959, and net of $3.01 as against $2.78, Some further
earnings increment seems likely in 1961. (Recent price 50, yield 2.8%).

Dean Witter & Co. and/or its partners may in the normal
course of business have a position in some of these securities.

RAB:In/SF
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SEVIER EXHIBIT NO. I
EENATE MERCHANT MARINE AND
FISHERIES SUBCOMMITTEE = 3/10/8)

MATSON NAVIGATION COMPANY
PACIFIC COAST/HAWAIIAN ISLANDS
FREIGHT COST PER SELLING UNIT
CURRENT RATES

AVERAGE WT. OR
CUBIC MEASUREMENT
__OF SHIPPING UN SHIPPING UNIT

1. 3I5 Cufi, par 24/ 18 Regular par Carton
1. 188 Cuft. per C 24/8 ox. Instant per Carten
n Ibs. par #8/8 Cans per Carton
+MOZ Cuft, p Carton
« 804 Cuft, Cartoa
1% Cuft, po 24/2-1/2 Cans per Caron
« bbb Cufr, 24/ 301 Cans per Carton
bbb Cufr, 24/ 303 Cans per Carton
L 429 Cuh, 48/ 16 ou. Cans par Carton
+hbb Cufr, 24/ 303 Cans par Carton
Al Cum, : 24/1 Cans per Carton
1.0) Cuft, 4n Talls per Carton
50,5  Ibas, 50 Ibs. net welght
53 Ihe, por case 30 donen per case
2,38 Cuft, par ea 30 donan par cane
L1] ibs, per bals 10/5 1b, packages par bale
iba, per Carton 30/ L0 prints per Carton
Cuft. par Carton 30/ L# printa par Carton
Tba, gross wi, par Carios 3/ 18 packages par Carton
Cuft, per Carton Y/ 1¥ packages par Carton
o v Carton 4B/ 10 packages par Carton
I Bal

Carton 24/8 o, packages par Cartom
Cuft. par Carion AB/1F Cans per Carton
Cuft, par Carton 12/% as, Cans par Carton
Cuft. par Carton 24/11 an. Cans par Cartoa
Cuft, par Carton 24/26 on. packages per Carton
Ibe, sach Looss
lbs. por sack S04 par sack nai
Cult. par Carton One Unit par Carton
Cuft, par Carton One Unit par Carton
lbe, per Carton 19 Ibs, net por Carton
Cult, par Carton 12/5th Boviles per Carton
Cult, par C 12/%th Bonies par Carion
ibe, p L] 100 Ibs, met
ibe, gross par bale L2/S Ib, pachag
Cult, par barral 85 gallsns par barral
Culi, psr Carton 12 pairs par Carton
Cuft. par Cr One ¥ Cult. wnit per Crate
Cuft, por Cartan Average hiris par Cartes

FREIGHT COST
_PER UNIT _

L0353 par
0NN per
L0083 par
LO21S par
L0216 per
L0308 per
L0179 par
L0179 per
SO181 par
LOLTY pur
LOLLY per
DL per
J0130 por
JON4) pary
L0501 par
0626 par
L0402 par
JOIM par
L0821 par
L0129 per
L0518 per Ib.
L0878 par Ib.
SObAd par pack
0154 per can
L0123 por can
0134 par can
L0247 per pachage
5L per tire
L0124 pur Ib,

a0} sk

14.2) wh
0281 par b,
0491 par batile
0445 per botile
013 parib.
JOb3k per 5 Ib. phy.
LB31S par quart
() pair

2011 per uait
<0871 per shirt
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DOMESTIC OFFSHORE SHIPPING

Seviar Exhibit Ne. 4 A
Senate Merchant Marine

and Fisheries Subcommittee
3/13/61

CONSUMER PRICE INDEX
for
TEN U.S. MAINLAND CITIES, HONOLULU, AND TOTAL U.S.

September, 1960
(1947-1949 = 100)

San Francisco 133.0
Chicago 130.4
Los Angeles 129.8
Baltimore 128.7
Atlanta 127.9
St. Louis 127.4
Philadelphia 127.2
Total U.S. 126,8
New York 125.5
Detroit 125.4
Honolulu 125.1
Cincinnati 124.8

Note: Honolulu Consumer Price Index base has been shifted
from March 15, 1943 = 100 to 1947-1949 = 100,

Sources: Honolulu Consumer Price Index -
State of Hawaiil
Department of Labor & Industrial Relations
Bureau of Research & Statistics
Honolulu, Hawail

Consumer Price Index for cities other than Honolulu -
U.S. Department of Labor,
Bureau of Labor Statistics

For the month of December 1960 (1947-1949 = 100), the
Honolulu Consumer Price Index was 126.1 and the total
U.S. Consumer Price Index 127.5.
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SEIVER EXHIBIT NO. 4-B
Sheet 1

Senate Merchant Marine

and Fisheries Subcommittee

3/13/61

COMPARISON OF TRANSPORTATION COSTS ON
REPRESENTATIVE SHIPMENTS - CONTAINER VS,
CONVENTIONAL SERVICE

BAKERY GOODS, VIZ: CRACKERS OR COOKIES

971 Cases - 16,222 1bs, 1290 Cubic feet
TARIFF NO. 1-N, ITEM NO. 5 (Conventional Stowg_e_)
LOCAL DRAYAGE (1)

16,222 1bs, @ § .32 per 100 1bs, $ 51,01
SAN FRANCISCO WHARFAGE

1290 Cublc feet @ § .80 per 40 cubic feet § 25,80
OCEAN FREIGHT CHARGES

1290 Cubic feet @ $25.76 per 40 cuble feet $830,76
HONOLULU WHARFAGE

1290 Cubic feet @ $ .45 per 40 cubic feet §$ 14,51
INSURANCE

32,25 Tons @ $§ .50 per ton $ 16,13

TOTAL 3939.1T
TARIFF NO. 14, ITEM NO, 220, (ZONE 1/CFS)- CONTAINER SERVICE®*

16,222 1bs, @ $4.40 per 100 1lbs. $713.77

Saving per Tariff No. 14 $225, 34
Per cent of total costs under Tariff No. 1-N 31.57

* CL shipments do not require marking; rate includes

pickup, wharfage and insurance.

(1) city Carriers Tariff No. 1-A, Item No, 360-I, Rate Basis
B, 3rd class,
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DOMESTIC OFFSHORE SHIPPING

SEVIER EXHIBIT NO, 5 =~ Sheet 1
SENATE MERCHANT MARINE AND

FI SHERIES SUBCOMMITTEE - 3/13/61

HAWAII'S SPECIAL FREIGHT SERVICE REQUIREMENTS

Although the development of the container and automobile services
have been the most dramatic post war changes, there were a number of other
important Matson improvements made through the years to meet the specific
transportation requirements of the Hawaiian trade,

Just prior to World War II, Matson was instrumental in construction of

a bulk sugar lmding facility at Kahului, and a discharging gantry at Crockett,

to eliminate the handling of raw sugar in bags. These proved to be successful,
and after the war, Matson constructed a second bulk loading facility at Hilo and
operated four discharging gantries at Crockett. All raw Sugar now moves from
Hawaii in bulk. In addition, Butterworthing equipment was installed in deep
tanks to reduce the time required and the cost of cleaning them, enabling C3's
to carry bulk fuel oil to the Islands for power plants, and molasses to the
Pacific Coast in the same tanks. Special bronze fittings were added to carry
aqua ammonia in bulk for use as fertilizer in the Islands. Refrigeration boxes
were modified to carry concentrated fresh frozen pineapple juice at minus 10°
temperature to new mainland markets. Procedures were developed with
shippers to carry papaya and fresh pineapple in chilled space, making it possible
for Hawalii to develop an entire new markst for its tropical fruit products, The
lumber trade was assisted In the development of packaged lumber, cutting down

transportation costs and reducing losses,
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Matson is studying many other innovations in the constant battle to

stem the rising tide of operating costs. Each of these changes takes ingenuity,

patience and money. Problems imposed by national, state and local laws and
regulations, labor practices and requirements, and plant procedures and

equipment of shippers and consignees, do not permit overnight solutions.
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SEVIER EXHIBIT NO. 6 - Sheet 1
MERCHANT MARINE AND
FISHERIES SUBCOMMITTEE - 3/13/1!

REPLACEMENT COST OF HAWAIIAN SERVICE VESSELS

Under Federal laws, vessels engaged in domestic Hawaiian trade are
restricted to those built in shipyards located in the United States, When it
becomes necessary to replace Hawaiian trade vessels with new vessels, it will
be necessary to have them constructed or modernized in American shipyards,
paying American costs,

Vessel replacement is not a new problem for Matson. It has been faced
many times during 79 years of operation in the Hawalian trade,

In 1887 Captain Matson and his associates constructed the first LURLINE
with a cargo capacity of 640 tons, Three more sailing ships were added, in-
cluding the RODERICK DHU equipped with a cold storage plant and electric lighte,
The 3, 630 ton ENTERPRISE, the company's first steamer, purchased in 1901,
was rebuilt for the Hawaiian trade. The second LURLINE with 8, 000 tons
capacity was followed by the WILHELMINA in 1909, the 8, 500 ton MANOA in
1913 and the first high-powered gear, turbine driven vessel on the Pacific, Other
firsts have included te FALLS OF CLYDE, the first oil tanker in the Hawailan
trade, the external Sperry gyrofin stabilizers installed on the MONTEREY and
MARIPOSA, in Australian trade,which were the first for any passenger liner,
the HAWAIIAN CITIZEN which was the first all-container ship in the Pacific,
the HAWAIIAN FISHERMAN which was the first automobile carrier in the Pacific,
and the MATSONIA's new internal flume stabilizing systemn, the first for any

passenger liner,
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Matson's W.W. II fleet was requisitioned by the Govern-
ment for war use. In the immediate post-war years Matson
acquired 15 C3 type vessels and two Liberty type vessels for
$20,352,880, In addition approximately $5,038,165 was spent
between 1947 and May 31, 1955 on special facilities required to
serve the trade, Since that time there have been several sales
and acquisitions so that the cost of the present fleet of 20
cargo vessels with modifications, improvements and conversions
is $41,554,672.

In looking to the future it appears quite probable that the
Hawaiian service may have to be sustained by a program of
modernization of old vessels, rather than the construction of
new., Should the time come, in the foreseeable future, when a
new fleet of freighters is required by the trade, it 1s of in-
terest to consider the possible cost of such a program. The
cost of replacing the present fleet with new vessels would be
many times the acquisition cost of the present fleet.

Some concept of the magnitude of the cost replacement
problem can be formulated on the basis of the testimony of a
naval architeot and marine engineer presented by Matson as a
witness in the FMB hearing Docket 869 (concerning the cost of
replacing the Matson fleet). This testimony was reviewed by
the Maritime Administration's experts on ship construction and
it was stated on the record that they were satisfied as to the
reasonableness of the costs developed.

The witness's study was based on a fleet of 22 vessels

consisting of 14 C3's,  of which six were fitted with special deck
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container equipment, three AP3 type vessels, two Liberty type

vessels, one C3 converted to a full container ship, and two Cl's

converted to ombi.nn'..j:lm bulk container ships. The pre-war

domestic cost of such vessels, as shown in the Federal Reglster,
was compared with estimated construction costs of new Maritime
Administration designed vessels, using American shipyard bids
opened in 1959 and 1960.

Pre-war oonstruction cost of a Liberty was $1,278,000
compared with the estimated 1960 construction cost of $8,550,000
for a replacement of the Freedom type, 670% of pre-war cost.

Pre-War construction cost of a Victory was $2,130,000
compared with the 1960 construction cost of $10,550,000 of a
replacement of the new Clipper design ship, 495% of pre-war
cost.

The pre-war construction cost of a C3 was $2,460,000
compared with the 1960 construction cost of $11,550,000 for a
replacement of the new Seafarer design, 470% of pre-war cost,

Reproduetion of the 22 vessels in the January, 1960
freighter fleet, that 1is, bullding new vessels using the Cc3,
Victory and Liberty designs, would cost $178,559,430. Replace-
ment cost of the January, 1960, fleet with the new design
Seafarer, Clipper and Freedom type vessels, and three special
types for the container ship and bulk-container combination
ships, would be $272,144,000. Replacement of the January, 1960,
fleet with three Seafarers without facilities to carry con-
tainers on deck, five Seafarers equipped to carry containers on
deck, two bulk container ships, two Clippers and four full-
container ships would cost $268, 332,000,
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The designs and the number of ships in each design
selected by the witness were used for his own calculations
in order to prepare the study and present the testimony in
proceeding. Due to the changing requirements of the trade and
changing cost factora, replacement vessels gotually selected
for Hawaiian trade may be of substantially different design,
and substantially different in number.

His findings, however, do emphasize the tremendous
inecrease that has occurred in recent years in the cost of con-
structing new vessels with modern equipment specially designed
to fit the requirements of the Hawaiian trade. A comparison
of these estimates can be made with the bids which were opened
on February 8, 1961, in New York City in the offices of the
Federal Maritime Board for construction of three container ships
for American Hawailan Steamship Company. The proposed vessels
would be approximately 900 feet in length, 101 foot beam, 24
knots, 60,000 shaft horsepower, twin-screw and would 1ift 1,000
30' x B! x 8' containers between New York harbor and Los Angeles

and San Franeisco on a nine-day turnaropnd. The apparent low

bid was $21,400,000 for the first ship, $20,600,000 for eash

of two, and $20,350,000 for each of three. The apparent high
bid was $24,988,000 for the first ship, $23,173,000 for each
of two, and $22,452,000 for each of three.

Another example of present-day costs 1s the contract
signed recently between States Line of San Francisco and the

FMB with the National Steel and Shipbuilding Company of
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San Diego for construction of two mariner type freighters at

more than $11,000,000 each. In each case, $71,000 was added

for national defense features.

While no exact figures can be given today on the cost of
replacing the present Hawaiian fleet with new vessels, it is
apparent to Matson management, and others also, that the cost
will be extremely high - probably prohibitive,




DOMESTIC OFFSHORE SHIPPING

SEVIER EXHIBIT NO, 7 - Shee: 1
MERCHANT MARINE AND
FISHERIES SUBCOMMITTEE - 3/13/61

THE COMPETITION FOR CAPITAL

The offshore domestic shipping business, just as any other regulated
business, is entitled to an opportunity to earn a rate of return which will
produce for its shareholders a return commensurate with what they could
receive on investments in other businesses having corresponding risks. The
return must be sufficient to assure the financial integrity of the business and
enable the company to attract capital. To provide the FMB a basis for findings
respecting the fair rate of return, Matson caused a study of ite freight service
operations in the Hawaiian trade to be made by an investment analyst, who
testified in both Dockets 808 and 869. He acquainted himself with the economics
of such operations sufficiently to enable him to evaluate them from an investment
viewpoint in comparison with other types of business enterprises, Comparing

price earnings ratios and dividend yields of 125 industrial companies, 24 utility

companies and 5 shipping companies, the analyst found that investors expect a

greater return for their investment in the shipping industry than they do for
their investments in utilities or industrials, He further found that the risks
attendant to an investment in Matson freight operations are very much greater
than those in the gas and electric utility field. Gas and electric companies
have shown a generally steady growth resulting from increasing population and
greater consumption per customer,

The prospects for growth in Matson's freight operations are limited.
Such growth as Matson may expect in its freight operations will be primarily

in its westbound cargo, without a compensating growth in its eastbound cargoes,
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which are principally sugar, molasses and pineapple. The result would be a

further aggravation of the imbalance which presently exists between westbound

and eastbound cargo, with a corresponding adverse effect on the economics of
Matson's freight operations,

Insofar as stability of earnings Is concerned, the record of Matson's
freight operations is extremely poor in relation to that of Eas and electric
companies. During the period from 1952 through 1959, Matson's earnings
fluctuated widely, with a loss in 1952, followed by its highest level of earnings
in 1953 during the period. Then in 1954 there was a drop in earnings of more
than 50%. Substantial recovery in 1955 was followed by a steady decline
thereafter. In 1959 Matson operated at a substantial loss, No significant gas
or electric utility has experienced a comparably poor and spotty earnings record
during this period.

If offered the same rate of return on common equity, considering Matson's
earnings record and prospects, an investor would obviously choose a gas or
electric utility in preference to Matson,

The risks of industrial manufacturing concerns vary widely from industry
to industry and from company to company., However, investors, by their low
valuations of shipping industry stocks, have clearly indicated that risks of
investment in shipping are higher in relation to earnings received than the risks

in manufacturing ente rprises,




DOMESTIC OFFSHORE SHIPPING

SEVIER EXHIBIT NO, 8 - Shect 1
MERCHANT MARINE AND
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THE PASSENGER LINER PROBLEM

Prior to 1901, passengers in the Hawaiian trade traveled in cabint on
freighters. In that year Matson introduced the S§ ENTERPRISE, first oil-
burning steamer in the Pacific. It was equipped with comfortable accommoda-
tions for 22 passengers. The service grew, and prior to World War II Matson
operated two large passenger liners, the LURLINE and MATSONIA, The
LURLINE was built in 1933 at a cost of about $8 million, with accommodations
for over 700 passengers. The MATSONIA, formerly the MALOLO, was built
in 1927 and had accommodations to carry 575 passengers and 2, 000 tons of
express cargo.

The reconversion period after the war and transition to peacetime opera-
tions wers difficult for the shipping industry generally, and for the Hawaiian
trade In particular. The government was committed to restore the LURLINE and
MATSONIA to their former condition after their wartime use, but it was apparent
that passenger vessels to serve Hawaii and elsewhere in the post-war era would
have to meet entirely new standards of modern design and comfort to keep pace
with the competition of air transportation.

Matson made the decision to modernize the MATSONIA promptly to
provide Hawali at the earliest possible moment with an interim service during
the time required to rebuild and reactivate the LURLINE, The LURLINE was
returned to service in April of 1948. The conversion cost exceeded $19 million,

which included a settlement received from the U.S, Government of about

$6, 250, 000, Subsequent modemization has cost an additional $400, 000, Shortly

after the LURLINE was returned to service in April, 1948, the MATSONIA was

71709 0—62——186
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retired from the trade and sold.

The LURLINE operated on & schedule of maximum utilization.
It carried in excess of 40,000 passengers each year between the
mainland and Hawail, By mid-1950, there appeared to be a need
for a second liner to support the demand of a constantly growing
Hawailan tourist economy, despite the growth of air traffic.

The SS MONTEREY, which Matson had sold to the Government, was pur-
chased back as a running mate to the LURLINE, After extensive
reconversion at a cost of over $20 million, the SS MATSONIA made
her maiden voyage to Hawaii in June, 1957.

The LURLINE and the MATSONIA are now operating in Hawaiian
trade. The LURLINE has 720 salable berths, and on the basis of
29 round voyages per year, an annual passenger capacity of 41,760,
The MATSONIA has T30 salable berths, and on the basis of 30 round

voyages per year, an annual passenger capaclty of 43,800. These

two vessels have a total capacity of 42,780 one-way passengers per
year,

Passenger travel between the mainland and Hawall has
increased substantially in the past five years, as forecast. How-
ever, two factors have developed which make it very difficult to
predict the future volume of passengers moving on ocean liners
between the mainland and Hawaii, The first 1s impact of jet air-
craft on the traveling public, and the second involves a change in
the policy of the Defense Department with respect to the carriage

of military personnel and thelr dependents.
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There has been a substantial growth in passengers moving
between California and Hawail, and in the inroads made by jet
aircraft on the increasing volume of Hawaii bound travelers. The
Civil Aeronautics Board is now processing applications by a number
of air carriers to by-pass Pacific Coast points and provide non-
stop Jet flights between interior mainland points and Hawaiil,

The effect on passenger liners of such expanded operations, if
permitted, is yet to be felt,

The second factor involves the decision by the Department
of Defense to move almost all military personnel and their de-
pendents between the mainland and Hawaii by air instead of on
commercial ocean liners, From 1957 to September, 1960, Matson

carried 9633 such passengers per year on the average, Since the

adoption of the air 1ift policy, we do not carry any military
passengers,

Passenger service problems are further complicated by
rising operating costs., The average dally vessel expense cost
of operating a passenger liner during 1960 in Hawaiian trade was
$18, 708, not including depreciation, advertising, mortgage costs
and vessel layup expense. The cost of labor, ineluding crew
wages and benefits, is the largest single component of this daily
expense, averaging 52,4%,

The finanecial results of our domestic passenger service

reflect the effect of these rising costs and the loss of passengers
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due to the competition of jet aircraft and the change in Defense
Department policy on the carriage of military personnel and their
dependents,

In 1956 Matson operated the LURLINE at 96% occupancy

which is a higher load factor than any experienced in other U.S.
passenger trades. The net profit after taxes was only $393,615.
Thils was, indeed, a wholly inadequate return on a sizeable in-
vestment in passenger service, particularly considering the
risks involved, In 1957 with the addition of the MATSONIA,
which doubled our service during the last half of the year,
Matson nevertheless achleved an occupancy of B84% for both
vessels for the entire year. In that year there occcurred a

net loss after taxes of $319,936. In 1958 occupancy was in-

creased to 90%, but, due to increasing costs, the loss grew

to $629,000, 1In 1959 sales efforts were increased to build
passenger business, resulting in a 96% occupancy on the LURLINE
and MATSONIA and a net profit of $649,000 after taxes.

In 1960 the number of jet flights between the Pacific
Coast and Hawall increased greatly, and the change in the Defense
Department poliey on transportation of military personnel and
their dependents occurred. Occupancy on the LURLINE and MATSONIA
dropped to 70%. Because of increased fares and some success in
cost controls, the two liners showed a net profit,but only
$247,000 after taxes.




DOMESTIC OFFSHORE SHIPPING 241

Senator Barrrerr. Thank you, Mr. Sevier. I should like to note
first for the record that the subcommittee is honored this morning
by the presence with us of Hawaii’s senior Senator, Senator Fong,
who at the opening of these hearings last week appeared before us
and offered a most useful statement on this subject. We are glad to
have you with us, Senator Fong.

Senator Fone. Thank you, Mr. Chairman.

Senator Barrrerr. Of course you will be given the privilege later
on of asking any questions that you may desire.

Mr. Sevier, I congratudate you upon the statement which you have
just made, and T want to say that when you return home, if anyone
accuses you of not having done your homework before you appeared
b'fafore the committee, you can get affidavits to the contrary from all
of us.

Mr. Sevier. Thank you, sir.

Senator Barrrerr. I think the fact that we are operating here on
this complex problem in a very temperate climate, even though not
a subtropic one, is made evident by the fact that not even Senator
Fong screamed when you said another 10-percent rate increase was
going to be requested. In another day it might have been otherwise.

Mr. Sevier. We wished to inform you.

Senator Barrrerr. Senator Butler, would you care to start?

Senator Burrer. Mr. Chairman, I want to congratulate Mr. Sevier
on a very learned discussion of a very difficult problem. I feel that
some of these matters could probably be handled better on an in-
dividual basis. Taking some of these suggested aids from the Federal
Government would seem to be feasible, and handling them on the
basis of individual legislation where they could be more thoroughly
gone into.

I know that just last year we had a situation with the railroads
which was somewhat similar to the first point that you make, simplifi-
cation and streamlining the ratemaking procedures. We did that for
the railroads and it seems to be working very well. It is a fact that
before you catch up with the benefit of the new rate that you have
lost a considerable amount of money. The railroads have the same
experience.

was not aware of the fact that you could not have pickup and
delivery services by motor carriage at the beginning or end of a
shipment. I think certainly we could very well look into that and
see what could be done.

It seems to me, Mr. Sevier—I don’t know whether you agree with
me or not—that from the facts and figures which you have sub-
mitted—of course I haven’t had an opportunity to study them—your
E‘mblem is almost one of some type of aid through legislation by the

ederal Government. You have pared yourself down to the bone in
vessel maintenance and other costs. And as you have pointed out, a
lot of these costs are above and beyond your control. They are in-
flicted upon you and you must pay them or cease to do business.

I have very much enjoyed this exposition and I will be very sym-

athetic in my approach to it, and 1 hope that my good friend from
EIawaii will do the same which I am sure that he will. T think facts
and figures speak for themselves.
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On some of the other suggestions that you have made, which are
of considerable interest to me, I don’t know about these two piers.
Are they the berthing piers that you now regularly use in Hawaiit

Mr. Sevier. They were piers constructed, Senator Butler, just prior
to World War II. In fact I think they were completed at the out-
break of the war.

Senator BurrLer. And you berth there ¢

Mr. Sevier. No. They are used solely for military cargo. Some of
our freighters do call t{lem to deliver military cargo, but they are
confined to use by the military services. And I might add, they have
minimum use. Very little use is made of them. They are idle most
of the time.

Senator Burrer. I think that is something that the Senator from
Hawaii will have something to say about, and will probably have
legislation at a future date.

Ir. Sevier. I know that there was—2 or 3 years ago—a study made
by a committee representing the Army, Nav[y, and Air Force, con-
cerning the use of those piers and their need by the military. Ob-
viously the results of that were not made public, but we do under-
stand that their recommendation favored the release of the piers by
the military.

Senator %Umn. I am also interested in a fifth point that you made
in connection with the operators in domestic trading having a priority
on the purchase of turned-in subsidized freighters, That may mean
putting the America into service on’ your run if she is retired on the
Atlantic run, rather than letting her lay in mothballs or something
of the kind.

Mr. Sevier. That would be an example. Of course, the ones we
had in mind were freight vessels, primarily.

Senator Burrer. I would say that it seemed to me to make a lot
of sense to employ these vessels rather than lay them up, and if they
can be profitably employed by the domestic operators, 1t would seem
to me that the domestic operator, in the best interest of the national
interest, should have that priority to use those vessels.

hTh?ey are all turned in by the vessels owners in foreign trade, aren’t
they

Mr. Sevier. Yes. The subsidized lines in their replacement pro-
grams turn the ships in with an allowance from the Government.

Senator Burrer. Has this been taken up with the Maritime Ad-
ministration {

Mr. Sevier. Yes, sir; it has, and it is my recollection—I am not
sure that I have my facts absolutely correct—that of the 2 or 3
C-3-type freighters that have been turned in, there are some 18 or
20 applicants for those vessels. We are among them.

These vessels are more suitable for our purposes than some of the
vessels we are now operating. Specifically it would be our hope that
we could turn in some of our less desirable vessels on these more desir-
able vessels and be given a priority because of the essentiality of the
service we are rendering, rather than some tramp service that might
not be good.

Senator Burrer. In conclusion, may I say that the sixth point that
you have made I think would meet immemfmls resistance in the Con-

ss. From my experience here I would think that you would meet
ormidable opposition even in this committee to extending a direct
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subsidy to your domestic trade. I think that maybe the solution to
this problem would lie in some other direction.

hMr. Sevier. I think, Senator, that I suspected that that might be
the case.

Senator BurLer. I speak only for myself. From my experience on
this committee, I would say that that would meet with some resistance.

I say that anything that we can do in maintaining this essential
trade with our sister State, we will certainly do. Your presentation
and the suggestions that you have made will be most carefully
studied. We certainly appreciate your coming here and giving us
this information.

Mr. Sevier. Thank you, sir.

Senator Burrer. It is a very beautiful and very well documented
statement.

Mr. Sevier. Thank you, sir.

Senator Bartrerr. Thank you, Senator Butler.

It has been suggested that Senator Fong might have a sympathetic
interest in these problems. I suspect that is the case.

Do you have any questions, Senator Fong?

Senator Fona. Yes, Mr. Chairman.

First I want to say that we of Hawaii are very grateful to you and
to Senator Butler and Senator Cotton for your patience in listening
to the testimony which has been presented to tLis committee. The
people of Hawaii certainly appreciate your patience and your interest
In the matter.

I would like to thank Mr, Sevier for his very comprehensive state-
ment. It covered the situation very, very well. The six principal
points that he has presented to this committee give us a very fine idea
of the magnitude and complexity of the problem.

I would like to thank Mr. Sevier and his company for the 80 years
of very useful service of the Matson Navigation Co. to the people of
Hawaii and to the United States in general.

Coming to the point of subsidy, did you mention, Mr. Sevier, that
the two passenger ships that you have are not under subsidy now?

Mr. Sevier. They are not, They are completely without subsidy
or Government aid of any kind.

Senator Foxa. You said, I think, in your statement that these are
the only two ships that are not under subsidy.

Mr. Sevier. The only two remaining ships in the American mer-
chant marine that are not subsidized—passenger liners, yes.

Senator Foxa. Would you please elaborate on that problem a little
bit, on subsidies for other ships, as compared to no subsidy for these
two ships?

Mr. Sevier. We made a uick calculation. Admittedly it has no
validity because there is no precise formula. But we do operate two
subsidized passenger ships under a subsidiary company, the Oceanic
Steamship Co., which owns and operates the Mariposa and Monterey
by way of the South Pacific to Hawaii.

We took the established rates, the subsidy rates, as applied to those
ships, and just for our own purposes we applied them to the Zurline
and Matsonia operation. And for the year 1960, had we received sub-
sidy to the same extent; that is, the same percentage of wages and
subsistence that the Oceanic ships received, the Federal Government
would have paid us $6 million in subsidy.
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Of course, the ships just about broke even so that would have been
$6 million which would represent profit had those rates applied.

The only assistance we have had from the Federal Government on
those ships has, as I mentioned, been the right to carry and earn the
revenues derived from carrying dependents of military personnel be-
ing transferred to and from the mainland. When that was abruptly
discontinued that put a substantial crimp in our resources, and does
imperil the vessels.

I would say that the continued operation of those two ships is very
much in the balance.

Senator Foxa. I understood you to say that if you had secured a
subsidy equivalent to the subsidy given to the other ships, you would
be receiving $6 million ?

Mr. Sgvier. $6 million in Government aid for those two ghips for
the year 1960, had we received the same rates of subsidy as the Oceanic
shil)s received.

Senator Foxa. Just for 1 year?

Mr. Sevier. One year.

Senator Foxa. All these years you have not received any subsidy at
all, for the past 80 years that you have been operating?

Mr. Sevier. Not ships in the Hawaiian trade, no, sir.

Ships in the foreign trade that we operate, the Oceanic ships, do
receive the subsidy. They have subsidy contracts with the Govern-
ment and we receive subsidy payments annually for the operation of
the Oceanic freighters and passenger vessels.

Senator Foxe. Would you like to comment a little bit on the mod-
ernization of your ships in relation to replacing them ?

Mr. Sevier. In relation to replacing them ?

Senator Fone. Yes.

Mr. Sevier. We acquired war-built ships, which were general pur-
pose vessels, by and large, and we adapted them to our trade at the
time of their acquisition, or following their acquisition. With changes
in the method of moving cargoes, bulk cargoes, unitized cargoes and
container cargoes of various kinds, we found that the length of the
life of a ship could be substantially extended by a modernization pro-
gram. We have done that in the case of conversions for container
cargo, automobile carriage, and for bulk sugar carriage.

There are further modernization plans that we have. We haven’t
proceeded with them largely because of the cost and the inability to
earn on the overall freight service.

We think that an additional container ship could be supported by
the trade. We think a package-lumber ship conld be devised out of
an existing freighter that would be a useful facility. But as I say, it
is difficult to get the capital to do that when you can’t earn on the
money you already have invested in the service,

Senator Foxe. You have a very difficult time attracting capital to
your company ¢

Mr. Sevier. As I mentioned, it is probably one of the poorest finan-
cial risks that T can think of. I think we would have a very difficult
time finding a buyer for any stock issue that we would attempt to put
on the market.

Senator Foxe. Has the company made a very definite decision on
the Northwest Line to Hawaii? I think there was a time when you
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were contemplating cutting out one of your ships, or cutting down
the service from the Northwest to Hawaii?

Mr. Sevier. It goes beyond that. We gave very serious considera-
tion to abandoning the service entirely. We lost a good deal of money
in the service in 1959 and 1960. In fact we have never made any
money up there. But in looking at it on the aggregate we felt that it
was the type of thing that we should include in our service; there
was a demand for goods from the Pacific Northwest. Matson had
served that area since the beginning of the century. We therefore
continued it. But we found that the inroads of foreign competition
in the Canadian newsprint trade and foreign automobiles was such
that we could no longer afford to call at British Columbia ports.

We found we had barge competition for the carriage of lumber out
of some of the ports where most of the lumber originated. They were
shallow draft and we couldn’t get into those ports. We have had to
contract and discontinue a specialized lumber service.

We still will operate, at least for the time being, a service from
Seattle, Tacoma, and Portland.

The frequency of the service between those ports and Honolulu
will be an improvement over our past service. Our service to the
out ports will be less satisfactory.

We will continue to carry approximately 20 million feet of lumber
on those ships as contrasted with some 45 or 50 million feet.

We carried about 50 million feet last year, and in 1961 or in any
full year, our present operation would be about 20 million feet.

Senator Foxe. You apprised me sometime ago that you were con-
templating a request for another rate increase. You stated this morn-
ing that you are now asking for a 10-percent increase ¢

Mr. Sevier, Yes, sir.

Senator Fona. Can you give us some idea of what you are basing
that on?

Mr. Sevier. We are basing it on two factors: one, a portion of it,
roughly half of it, will be applied toward costs that have been experi-
enced since our last increase went into effect. In other words, since
September 1959. The costs we have realized arose out of collective
bargaining agreements, the money we have paid and are paying to
labor, money we have paid for fuel oil and other supplies and for
shipyard labor costs; in other words, operating costs in the trade that
have been experienced to date.

The remaining part of our 10 percent would at least be a contribu-
tion toward a profit in the trade; something to make up the loss in
1960, to avoid a substantial loss which we are confronted with in
1961, and possibly and hopefully provide something for profit.

Our forecasted loss in our freighter operation for 1961 at the present
time is $2 million. The loss for the year 1961. We obviously can’t
go on on that basis.

Senator Foxe. You say your loss in 1961 is $2 million ?

Mr. Sevier. Our forecasted loss in January was $2,600,000. We
have since had this Northwest service adjustment, and other adjust-
ments we have made. We have brought that forecasted loss down
to slightly over $2 million. And that is where it stands today.

Senator Foxa. That is, if you do not receive this 10-percent increase
that you are asking for ?
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Mr. Sevier. That assumes two things, Senator: it assumes that we
get no further increase in rates, and it assumes we have no further cost
increases in 1961. T have my fingers crossed on that one,

Senator Foxa. Does it assume also that the increase that you have
asked for, 1214 percent, will be sustained ?

Mr. Sevier. {"e don’t know. That is up for decision by the Board,
and we haven’t any idea not only what the decision would be but
when it will be rendered.

Senator Foxe. My question to you is this: Your anticipated loss
of $2-million-some-odd is based on the fact that you will take into
consideration the fact that your request for an increase will be granted ?

Mr. Sevier. The 1215-percent increase ?

Senator Foxg. Yes.

Mr. Sevier. Yes, sir.  We are assuming that we will not have to
rebate or refund any of the 1214 percent that was granted to us in
September of 1959, subject to a hearing.

genat.or Foxg. And the State of Hawaii has filed an objection to
that, is that correct ?

Mr. Sevier. They were rather vigorous in their protest; yes, sir.

Senator Foxa. And now you are saying to this committee that even
with that increase of 1214 percent, you anticipate a loss of approxi-
mately $2 million and more ?

Mr. Sevier. That is correct. And furthermore, even with that 1214
percent which we enjoyed throughout 1960. we lost $35,000 on $71
million revenue, with the 1214 percent.

Senator Foxe. And now you have an increase of 10 percent which
you are speaking of. Do you anticipate you will come out even in
19617

Mr. Sevier. We anticipate that we will have a modest profit but
nog in excess of anything that was authorized by the Board in docket
808.

Senator Fone. What would that amount to as far as your capitaliza-
tion is concerned? What percentage?

Mr. Sevier. In the neighborhood of 714 percent.

Senator Foxe. When do you expect to file this request for an
increase ?

Mr. Sevier. We have our accountants here now, and attorneys. We
will meet with the Board probably on Wednesday. We have already
had preliminary discussions with the regulatory section. And as soon
as our figures are finalized and verified—we have submitted the figures
that we have prepared to date to the Board and to the State—we
would expect to file this week sometime.

Senator Foxa. Is there any possible way of deferring it for a while
until this hearing has been concluded ?

Mr. Sevier. If you will give us a special appropriation so that we
can stay in business.

Senator Foxa. That T can’t promise you.

I have no further questions.

Senator BurLer. Mr. Chairman, I have one further question.

Mr. Sevier, on the second point that you made under your general
heading of No. 6, I think it is, suggestions for Federal assistance,
the second point is that you be given the right to make agreements
with other carriers the same as the railroads now do, and have a ship-
ment go on a joint rate from the origin to destination. T can see how
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that would simplify the handling of claims and it would certainly fix
single carriage responsibility. But how would that result in an in-
crease in your revenue !

Mr. Sevier. Tt doesn’t, necessarily. We feel that it is of more bene-
fit to the shipper, the consignee, than it would be to the carrier. At
the present time we can’t offer that service to the trade, which we
believe they are entitled to have. We can’t offer it because neither the
ICC nor the Federal Maritime Board will take jurisdiction. I think
in Alaska you have a somewhat different situation. I am not too
familiar with that. But T know in Hawaii we can’t make a through
arrangement of the kind that is contemplated by the joint board bill.

Senator ButLer. Who would object to that arrangement being
made? Would anybody be hurt by that?

Mr. Sevier. 1 believe you held hearings, some committee of Con-
gress held hearings last vear on that.

Senator BartrLerr. Hearings were held before this committee. The
Senate did pass a joint board bill. No action was taken in the House
of Representatives.

Senator Burrer. I can’t see objection to that type of relief if it is
going to help you.

Mr. Sevier. I think it would help Hawaii a great deal.

Senator Burrer. I will join with the Senator from Hawaii and we
will see if we can’t push it through again and get after the House.

Mr. Sevier. It would be good legislation, and both ICC and the Fed-
eral Maritime Board favor it, I believe. I think the railroads prob-
ably, and the trucklines may have some objections.

Senator BurLer. It would seem to me that that would be good legis-
lation, and that it would simplify the shipper’s shipping procedures.

Mr. Sevier. It would. Today it is a very awkward arrangement.

Senator BurLer. I have no further questions, Mr. Chairman,

Senator Barrrerr. I think T might say in reference to the joint
board that, for information purposes, the truckers generally approved
it, and that the ICC had some substantial doubts which have now been,
if not removed, diminished, so that prospects for some future affirma-
tive action are much better than they were in the last Congress.

Mr. Sevier. I see.

Senator BarrLerr. Mr. Sevier, in the concluding sentence of your
statement you said :

We are confident that with the joint efforts of the Federal and State Govern-
ments, labor, management, and users of transportation service, workable solu-
tions can be developed.

For my own part, after two full hearings and this third hearing
underway now, I would want to strike the word “confident” and
replace it with “hopeful.”

Mr. Sevier. I think that is probably more realistic.

Would you feel that today, if I may say so, Mr. Chairman, we have
not had at all times that joint effort that is referred to there. If we
would get in and move in the same direction, I think there would be
a better chance.

Senator Bartrert. I think this is the first time, as far as I am aware
at least, that this joint effort has been attempted without creating a
forum in which recriminations instead of constructive suggestions are
put to the forefront.
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You quoted, on pages 3 and 4 of your statement, Dr. Shoemaker :
and on page 4 the quotation was in these words:

I would say that there is, in my view, no question but what there will be a
substantial advance in this economy.

Mr. Sevier, I don’t ask you to speak for Dr. Shoemaker, but I am
wondering what might occur to cause continued substantial advances
in the economy of Hawaii ¢

Mr. Sevier. Neither can I speak for him, Senator. I have talked to
Dr. Shoemaker many times. We used the quote in here to merely
emphasize the fact that people who have studied the problem inti-
mately in Hawaii—and I am sure Dr. Shoemaker would be in that
category—feel that the economy is sound and will continue to grow.

I believe that that is based in substantial measure on hopes that the
tourist industry will continue. As you know, Hawaii has a delightful
climate. I could put on a nice sales talk here, if you would be inter-
ested. It is a 12-month recreation area. It does have an appeal to the
traveler. It is a way of conserving the gold outflow, since it is all in
our own economy. I think there is a good deal of hope that that will
take up the slack that might result from some decline in the sugar and
pineapple revenues or other types of revenues. There have been new
industries attracted there in recent months. The Standard Oil Co.
has completed a $60 million project for an oil refinery. Two cement
plants have been constructed, one with mainland eapital, one partly
mainland and partly island capital.

There have been other small industries starting up there, and I
think there is some reason, some ground for hope that the economy
will continue to prosper.

Senator Bartrert. I wasn't seeking to dispute his conclusion, but
merely to verify it from you. You agree that tourist expansion
offers the best foreseeable opportunity to cause the economy to in-
crease and to enlarge.

Mr. Sevier. I do, sir. T do feel that the economy has several legs
to it, as you know, supported by agricultural commodities, agricul-
tural production, by the military, the military spending, the Govern-
ment installations there, and by the services and tourists. 1 think
the latter is probably the most reliable of those supports.

Senator BartLerT. As expressed on page 8 of your statement, “the
level of rates for Hawaii's essential freight services have not had
a serious, adverse effect on the economy.” That was the quotation
from your statement.

Mr. Sevier. Yes, sir.

Senator BarrrLert. Do you believe that further rate increases might
possibly have that adverse effect ?

Mr. Sevier. Yes, Mr. Chairman, I am confident that there will come
a time, if rates keep going up and spiralling, and all other costs go
up proportionately, or even to a lesser extent, there will come a time
when they will become extremely burdensome. They do have an
effect. It would be foolish to say they have no effect, becanse you
can’t transport goods 2,400 statute miles without incurring some costs,
and that has to be borne along with other costs.

So it does have an effect. We don’t think it has the damaging effect
that some believe they have. Some of our exhibits are quite clear.
Using information supplied by the State on the difference in costs
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between the mainland and Hawaii, we have attempted to show, in
exhibit 4, that the freight has been a small part of that.

Senator Barruerr. It is my indistinct recollection that the rate in-
creases for Hawaii since the end of the war have been on the order
of 89 percent, or was that in error?

Mr. Sevier. Our rates have gone up on the average, since 1946, 150
percent. T believe the State used a figure of 172. But that was more
on general merchandise. But on the average it has been 150 percent.

Senator Bartrerr. 150 percent $

Mr. Sevier. Yes.

Senator Bartrerr. Let me ask you this: Have the numbers and
degrees of those rate increases been on an accelerating basis? By that
I mean this: Have the greater number and have the greater percent-
age amounts been applied in the last, say 8 years?

Mr. Sevier. I may have something on that.

Senator Barrrerr. I ask that because generally it seems that this
has been the case, that these rate increase requests have come with
greater frequency in the last few years.

Mr. Sevier. I have here a record that we prepared in anticipation
of some questioning on that.

On March 10,1947, we had a 20-percent rate increase.

Segtember 1,1948, we had a 10-percent increase,

February 1, 1951, a 10-percent increase,

January 14, 1952, a T14-percent increase.
March 1, 1953, an 814-percent increase.
March 19, 1955, a 6-percent increase.
February 1957, 9 percent.

July 1957, 13.42 percent.

I am lost there. I don’t know which that should be. I think the
Board allowed some of the rate increase to go into effect, and then
held a hearing and granted the balance of it, that is my recollection.

January 1958, 9 percent.

January 1959, 1214 percent.

Senator Bartierr. That would seem to reveal, then, that before
1953, rates increased a bit less than 50 percent between the end of the
war and that period, and a little over 100 percent since then. So this
tends to prove, does it not, that the problem is becoming aggravated
and inflationary pressures are to be noted more by Matson in the last
8 years than in the previous 7.

Mr. Sevier. I haven’t chartered this out or plotted it out, but it
would seem that the curve is fairly steady, Mr. Chairman. Our costs
have gone up that same way. believe it is safe to say that the
standard of living in Hawaii has increased, and the per capita income
has likewise gone up. This Consumers Price Index that I mentioned
earlier on the cost of living in Hawaii, only the eity of Cincinnati had
a lower increase in the Consumers Price Index than Honolulu.

Senator Barrrerr. Would you not agree with me that although it
may well be true, as you stated on page 8, that freight costs do not
constitute a large part of the retail prices, nevertheless when a rate
increase is made, this tends to have a pyramiding effect on the cost
of living. Tt isn’t only the added cost of carrying the freight; it
is that others, down to the person who sells to the ultimate consumer,
are likely to and may be forced to add to their prices. Is that a fair
statement ?
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Mr. Sevier. I think that is a fair statement, Mr. Chairman. T
couldn’t quarrel with that. T think any increased cost that is passed
on to the consumer does pick up a little bit of something all along the
line. If the status quo could be maintained it would be & much better
situation.

The last thing we want to do, I might say, is to raise our freight
rates, because it doesn’t bring us any happiness, They don’t put a lei
around our neck in Hawaii when we announce that we are going to
raise freight rates. It is a very unpleasant experience so far as we
are concerned. But we have to cover our freight costs with freight
revenues. We have no alternative to that.

_Senator Barrrerr. I think the committee quite understands your
situation.

Another reason why you wouldn’t want to raise rates unless you
felt obliged to is because this would subject you to competitive pres-
sures that otherwise might not be imposed.

Mr. Sevier. That is correct.

Senator Barrrerr. You quoted Dr. Hicks, who implied in his state-
ment as to the cost of living in Hawaii that the absence of need for
winter clothing and heatingﬁwmes and such might counterbalance the
higher cost of imported consumption goods and residential land. But
1t 1s a fact, is it not, that the Bureau of Labor Statistics of the U.S.
Labor Department revealed the cost of living in Hawaii to be sub-
stantially higher than in any city on the mainland ?

Mr. Sevier. T have done no research on that, Mr. Chairman, at all.
I realize that the Federal Government does pay a cost-of-living
allowance to Federal employees there, but whether that is based on
BLS statistics, I don’t know. If that is a fact I will accept it as such.

Senator Barrrerr. That is the case; yes.

How about private industry? Does private industry have to pay
its employees in Hawaii, notably in Honolulu, a cost-of-living alllc}m-
ance greater, for example, than might be paid in San Francisco? Do
you know?

Mr. Sevier. No.  Our personnel, we in our office in Honolulu have
the same salary administration program for the employees there as
we do in San Francisco. The starting salary for monthly employees,
I believe, is the same. We make no cost -of-living allowance, We do
recognize when a person is transferred there that he has some prob-
lems and we try to recognize that and help him in those problems of
transition, but not in the basic wage. People doing comparable work
in one place get the same salary as in the other.

Senator Barrrerr. T don’t know whether any other companies do
this in Hawaii, either, but I do know that several, maybe all of them,
do in Alaska—Standard Oil, Pan American Airways—and I will seek
elsewhere information on that point as to whether there is a cost
of living paid to private employees in Hawaii.

Mr. Sevier. If T could just check?

Senator BarrrerT. Surely.

Mr. Sevier. I was just checking with Mr. Stanley Powell, execu-
tive vice president, who might be more familiar with that. He con-
firmed what I said was correct.

Senator BartieTT. If you don’t have it readily available, we can
get it elsewhere if we need it.
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On page 14 of your statement you referred to the modernization
methods that Matson has employed. It was stated here last week,
and there is no dissent from anyone on the committee, Mr. Sevier,
that these carriers engaged in so-called offshore trades have led the
entire American merchant marine in this field, containerizing and the
like, and all of you, in my judgment, are to be complimented for your
forward-looking attitudes and actions in that area.

However, it has occurred to me that there is so much you can do
in respect to modernization, and using new methods, such as con-
tainers, and no more. There will be a period when you will just
have to use what you have. And then again there will be, will there
not, an adverse effect on the consumer in Hawaii if general costs con-
tinue to rise and you eannot make savings such as from 13 percent to
above 31 percent? There is a point of no return on that; is there not?

Mr. Sevier. Well, yes. I presume we will reach a point where we
will have modernized everything that is suitable for that. Then we
will have to look into new design. We have, as I mentioned, a very
well-staffed, competently staffed research department which, among
other things, works with shippers and consignees in suggesting ways
that they might change their packaging or shipping methods, move-
ment of cargoes that lend themselves to bulk carriage and that type
of thing. We do a good deal of research on that for the benefit of
our customer.

We feel that the ocean transportation part of serving an island area
of this magnitude is only a small part of the total movement of that
cargo from factory to consumer. We therefore are interesting our-
selves in more than just the part that we perform.

That is why we suggested some of these joint rates. We suggested
legislation that clears up the point of jurisdiction and responsibility
in the port areas. We believe that there is money to be saved in
various areas that really aren’t our particular business. 'We are trying
to point those things out in an effort to reduce the landed cost of mer-
chandise in the State of Hawaii.

Senator BarTLeTT. You surely are to be congratulated for having
instituted this research department. I think that is wonderful. But
there will come a time, of course, when they can make only refine-
ments upon the methods to which you have referred, and we can’t
hope for the dramatic results which have been apparent in the last few
years.

Mr. Sevier, how many troops can the Lurline and Matsonia carry?
Or how many did they carry during the war?

Mr. Sevier. During the war they carried in the Atlantic trade—
we had two in the Atlantic trade and two in the Pacific—we had four
ships of comparable size—they carried roughly 6,000 troops each.

Senator Barrrerr. What happened in September 1960 when you
had counted upon a million dollars worth of Federal Government
business in transporting dependents and that was withdrawn? How
did they send those people over?

Mr. Sevier. By air, by military air transport, largely, and also
MSTS surface transport.

Senator Bartuerr. You said that you don’t know how you are going
to maintain those liners in the Hawaiian service because of the mount-
ing costs and obsolescence. If you are not able to make any arrange-
ment for modernizing them, how long will they last?
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Mr. Sevier. Of course, the cost of maintaining them increases as
the vessels get older—the tax life of the Zurline will be complete in
another 2 years. She can probably operate without major expendi-
ture for probably the balance of this decade. The Matsonia will be
somewhat longer, but that ship has been more recently renovated and
a great deal more money spent on it in 1957.

Senator Bartrert. If you went out in the money market and sought
capital for the construction of new passenger liners, would you (&) in
your opinion be able to secure it, and (b) if you didn’t build those
ships would you be able to keep the rates low enough so that people
would travel on those ships?

Mr. Sevier. I am afraid not, Senator. I say that with a good deal
of regret, but I just do not believe that we would be able to get finane-
ing under title 11 or any other type of financing because 1 don’t be-
lieve we would prove the economic feasibility of such construction.
It would cost approximately $40 million to replace either of those
ships. And even if we had construction subsidy of—55 percent, is
it now, Senator Butler?

Senator BurLer. On a temporary basis.

Mr. Sevier. Even if we had 55 percent, I doubt we could justify
the investment.

Senator BarrLerr. You would have to charge the passenger much
more than you do now if he were to go on a brandnew ship ?

Mr. Sevier. Probably not, no; I would think not. I think we
might be able to, in & new ship design, eliminate certain things, certain
stations that now have to be manned. We could eliminate those,
perhaps reduce the crew, which would perhaps reduce the cost some-
what. We have less manning, for instance, on the Ma¢sonia than we
have on the Zurline.

Senator Burrer. But your only hope of securing financing of those
vessels would be through insurance?

Mr. Sevier. That is right.

Senator BurLer. You are not entitled to differential susidy ?

Mr. Sevier. Oh, no; no. That is pie in the sky. I realize we
don’t have a construction differential subsidy available to us, but I
said if we did even then it wouldn’t be economically feasible and cer-
tainly would not be on a domestic operation.

Senator Bartierr. Senator Fong

Senator Foxa. Mr. Sevier, you alluded to possible Federal assis-
tance for the Hawaiian shipping. And you mentioned the Federal
program of modernization for Hawaiian ports, including the possible
transfer of military piers 39 and 40 in Honolulu, and also that the
Vessel Exchange Act be amended so that a priority would be given on
the purchase of turned-in freighters, and assistance in defra ing
costs of purchase and modernization. You have not stated a.nytizin;z
about subsidy ; is that right?

Mr. Sevier. About what?

Senator Fona. About subsidy.

Mr. Sevier. My only reference to subsidy is that we haven’t a posi-
tion on it. We realize that the existing laws would have to be sub-
stantially modified and changed to make subsidy possible, to make it
available to us. We would have to see what those changes meant
and what they involved,
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Our recommendations would be to go along with what other wit-
nesses have said, that this thing should be studied carefully, and
then legislation drafted lmlhlpb, and if it were drafted we would
then be perfectly willing to testify on that legislation. At the pres-
ent time we don’t know what subsidy would mean.

Senator Fone. Mr. Sevier, you are apprised of the action taken by
the Hawaiian Legislature ¢

Mr. Sevier. Yes,sir.

Senator Foxa. That a subsidy be given to the Matson Navigation
Co. so that costs of shipping would be cut down ?

Mr. Sevier. I did not see the bill, but I am aware of the legislation.

Senator Fone, The present cabotage laws, present maritime laws,
prejudice Hawaiian residents to this extent: that freight must be
shipped on U.S.-flag vessels and may not be shipped by any other
vessels: is that correct ?

Mr. Sevier. Cannot be shipped by any other vessels between two
American ports; that is correct.

Senator Foxa. So that the freight which comes to Hawaii from the
west coast or from any American port must be shipped by a U.S.-flag
:-=|]]|1.

Mr. Sevier. That is correct, under existing laws.

Senator Foxa. A ship going to Japan—say, flying the Panamanian
flag—ecannot take cargo to Hawaii.

Myr. Sevizr. That is correct.

Senator Foxe. Could vou venture a guess, if these ships were al-
lowed to take freight to Hawaii—that is, the Panamanian-flag ships,
the Japanese-flag ships, and any flag ship that was operating be-
tween the west coast, Hawaii, and the Orient—would there be a sav-
ing in cost to the Hawaiian residents?

Mr. Sevier. There certainly should be, because their operating costs
are less than half of the American-flag costs. Their construction
costs are less than half of the American-flag costs. And they certainly
should charge less freight rate. Our freight rates are based on our
costs. If their freight rates are based on their costs, it certainly
wonld be cheaper.

Senator Foxa. Without arriving at a percentage, would you say
that the people of Hawaii are in fact subsidizing the American mer-
chant marine to that extent ?

Mr. Sevier. Well, I do say here that because of the cabotage laws,
and because of the fact that we must employ American citizens, we
must buy our ships and equipment from American manufacturers,
that that indicates that the subject is a matter of national concern.
That is why I commented that 1 think this committee should be con-
gratulated for undertaking a review of the subject.

However, Senator, I think the record is amply borne out that even
though it is subject to some debate and controversy in various places
and at various times, it is borne out that that reliance on foreign-flag
shipping to carry America’s commerce either in foreign trade or do-
mestic trade is rather an insecure way of protect in:_-'lhv customer.

I believe that if the domestic operator is erowded out of the Ha-
waiian trade and it were left to the foreigners, and they had the op-
portunity to charge what they wanted, that their rates would be at
least as high as ours and probably higher.

T1709—62 17
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Senator Foxe. I brought this matter up not that I am against the
cabotage laws; I am just as much for the cabotage laws as you are.
I feel that we should have a strong merchant marine. But I brought
it up just to show that the Hawaiian residents are subsidizing a part
of the American merchant marine to that extent. That being so, it
would not be fair to the Hawaiian population to bear all the costs of
the transportation, would it

Mr. Sevier. It would seem that there is some justification in the
State’s position for the Federal Government to interest itself in the
problem. And I think that Senator Bartlett’s committee is to be com-
mended for making such a thorough examination of it.

However, I think these things are all subject to rather sudden
change. Freight rates, where freight service is being rendered by
disinterested parties. That is certainly what the foreign-flag oper-
ator would be, or even a subsidized operator under the American flag
in foreign trade. His principal objective is his destination.

We are a destination carrier. Our service is to Hawaii, with turn-
around service. We turn around and go back again. So we have a
vital interest in it. And I think that more attention, therefore, would
be given to it.

agree with you that if we can get some relief, it is a fine thing.
But you raised the question of foreign rates. I teletyped our office
on Saturday and asked for some information which came in this morn-
ing. It is rather interesting. I will agree that I wouldn’t want to
swear to this or vouch for it, because it is subject to many variables.
All trades aren’t the same, volume has a factor to it, and so on. But
we checked on rates.

I believe the question may have arisen last Monday or Tuesday,
here, on freight rates of subsidized lines. In the Caribbean area we
took some distances. New York to Cartagena, a distance of 1,800
nautical miles. I have no idea of the Cartagena imports or exports, or
the volume, or anything about it. But the distance is 1,800 miles,
which is 300 less nautical miles than our service. The n.o.s, merchan-
dise rate is $70 a ton, weight or measurement.

New York to Trinidad, 2,000 nautical miles: the merchandise n.o.s.
rate there is $56.80, weight or measurement.

These are subsidized lines, American-flag subsidized carriers. Our
rate for 2,090 miles is $25.76.

We have another conference rate, New Orleans to Kingston, Ja-
maica, a distance less than ours, That is $72, weight or measurement.
That is the subsidized carrier or foreign-flag carrier. It is the same
rate.

As I say, those aren’t exactly comparable with the Hawaiian situa-
tion, but they are indicative of the fact that freight rates vary. Our
rates have been fair and reasonable, we believe, even though they have
been going up. ' ¥

Senator Fone. To the extent that the Hawaiian population is pay-
ing more for this freight rate than it would be paying if foreign ves-
sels were allowed to operate between the two ports, would you say that
it would be fair that the National Government should bear a portion
of that expense, although you have not stated whether it should be
subsidy or otherwise? You are saying that some relief should be
given in that respect ?
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Mr. Sevier. Iam sure Senator Bartlett’s questioning led to the point
that sooner or later these rates will become burdensome. I think when
that time comes—if it is here now and it can be demonstrated that it
is here now—perhaps this is the time for Government aid. I believe
the subject should be discussed and studied further.,

I don’t believe we are in a position to say that we should have help.
We don’t believe that the impact of our rates at the present time is that
serious. They are serious; of course, any of it is. None of us like
costs. I don’t like the cost of anything. But we know we have to live
with them. We believe some of the suggestions that we have made
here, in these five or six points at least, would enable us to hold the
line on costs, at least to assist us in holding the line. I don’t believe
we can expect a reduction in freight rates, although that would be the
day that I hope to live to see, when I can come in and say that we are
going to reduce them. Don’t count on that, Senator,

Senator Fonxe. With the present rates that you have, there is a
mounting protest in Hawaii due to the fact that these rates are pretty
high, isn’t that correct, as evidenced by the opposition filed by the
Attorney General ?

Mr. Sevier. Senator, I am not being facetious. I don’t know
whether this is political or whether it comes from the consumer, or
just where it comes from, but I will admit that there has been
opposition.

Senator Fona. You know further, that with your request for an-
other 10 percent, that there will be further opposition ?

Mr. Sevier. I suspect it. I am going down next Friday. I will
probably hear all about it.

Senator Fone. And you wish this committee naturally to study the
problem, and if relief can be given in the matter of subsidy, it is for
the committee to decide.

Mr. Sevier. Ibelieve that is correct.

Senator Foxa. Thank you.

Senator Barrrerr, I have a good many more rﬁuestions here, Mr.

1

Sevier. I am not going to put them to you, nor will the staff members
ask the questions they have prepared, because we have kept yon on the
stand for almost 2 hours now. With your permission, we should like
an opportunity to submit questions, perhaps in writing, to you, and
you can reply at your convenience.

I will only say, in concluding, that the problem is, in my opinion,
as related by Senator Fong, a national one. And it is national from
two standpoints: The continuing development of the economies of
Puerto Rico, Hawaii, and Guam, and Alaska, and national defense
needs. Senator Butler said he thought there would be grave difficul-
ties in persuading the Congress to adopt a subsidy program and I have
no doubt that that is the case. This would be revolutionary but we
may have to adopt some revolutionary tactics. The suggestions that
you made to the committee will be carefully considered, as they ought
to be, because they are constructive in their nature. '

I do want to say, however, that no matter how desirable a Federal
program of port modernization for Hawaiian ports might be—and I
don’t doubt at all that it is desirable—it will perhaps be almost as
difficult to go into a new area such as that as it would be to approach
the broader problem to which Senator Fong and I have made previous
reference.
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Thank you very much, Mr. Sevier.

Mr. Sevier. Thank you, sir.

[ would be very happy to furnish any material or any information
that the committee wants and would welcome any questions that you
have to submit in writing.

Senator Burrer. Thank you, Mr. Sevier.

Senator Barrrerr. Now we turn north. The next witness is Mr.
D. E. Skinner, president of the Alaska Steamship Co., a company that
has some interest also in this problem.

We are glad to have you here, Mr. Skinner.

STATEMENT OF D. E. SKINNER, PRESIDENT OF ALASKA
STEAMSHIP CO.

Mr. Skainver. Thank you, Senator.

Mr. Chairman and members of the committee: T am D. E. Skinner,
president of the Alaska Steamship Co. I should like to say in preface
to my following remarks that having heard the testimony which Mr.
Sevier gave on behalf of Matson Navigation Co., we would subscribe
to all of the recommendations that Matson made in connection with
the Hawaiian trade. We would subseribe in principle to those recom-
mendations as they apply to the Alaska trade.

We appreciate this opportunity to meet cooperatively with your
committee to try to work out some long-range solutions of the shipping
problems of the domestic noncontignous areas, We are pleased to
note that the nature of the testimony in these hearings with one ex-
ception has been constructive rather than destructive and it is in the
former spirit that we offer our comments.

We agree with the State of Alaska in favoring the establishment
of certificates of convenience and necessity for both common and con-
tract water carriers in the noncontiguous trades in much the same
way Congress has recognized their need in other domestic areas. In
the 65 years that we have served all of Alaska, over 130 carriers have
come and gone from that trade and for good reasons. The great dis-
tances and small tonnage available present a unique problem to any
carrier. Probably nowhere else in the world does a private common
carrier operate in a trade that provides him with less than 1 ton of
cargo for every mile traveled. In addition there are the inherent
hazards of the operation, such as one-way haul, seasonality, and the
number of small ports. This pattern of maritime carriers coming
and going in the Alaska trade over the years has worked a real hard-
ship on all concerned. Each one of them has skimmed some of the
cream off the trade and many of them have assumed little or no
responsibility. Meanwhile, this surviving common ecarrier has been
left to provide the reliable service that the Alaskan economy requires.

As a responsible common carrier serving Alaska it has long been
our determination to provide complete service. To implement this
goal we have spent substantial sums of money seeking the most com-
plete service that the people of the area could afford. Not all of our
efforts have been snceessful but they all were part of our determina-
tion to provide comprehensive, frequent, and regular service at a
reasonable rate.
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We have continuously sought to devise improved methods of cargo
handling in order to reduce costs. One of the key factors in this
search for economy has been to pioneer for all the transportation in-
dustry the use and application of containers on board ships, Our
actual experience with vans began in 1953 and since that time we
have invested approximately $3 million in ship improvements and
company-owned containers, and in addition at least another $3 mil-
lion worth of equipment to implement this program.

Confirming our judgment on the future of “contained cargo ship-
ments” we then sought to develop a complete containership which
could accommodate both rail freight cars and vans. Notwithstand-
ing the fact that we had the affirmative support of MARAD and the
Department of Defense we were forced to abandon the project be-
cause the cost together with the tonnage forecast would have neces-
sitated a rate beyond the ability of the Alaskan shippers to pay.

Being forced to abandon the roll-on, roll-off ship we continued to
accommodate and expand the container program to our existing fleet.
In 1957, for example, we carried 1,129 24-foot vans to Alaska. By
1960 this figure has increased to 8,445, This does not include a many
times larger movement of smaller-sized containers ranging from 4 to
12 feet in length. This has been of great importance to the Alaska
consumer because the van program has reduced both the frequenecy
and amount of rate increases. Constant improvement of efficiency
in cargo handling is necessary if we are to survive in a labor market
whose cost in the last 14 vears has inereased 137 percent. You can
appreciate the effect of this large increase on our trade where 73 per-
cent of our operating expense dollar is paid for direct labor. In view
of these substantial wage increases, I believe the earriers should be
complimented rather than eriticized for limiting general tariff in-
creases to 56 percent over this period of time. The last 3 years of our
passenger operation, 1952-34, were conducted at a loss of $114 million.
Appreciating the value of tourism to the Alaska economy we made
futile efforts to increase the volume of traffic as well as to get off-sea-
son patronage or use for these vessels. Since that time there has
been no American passenger service to and from Alaska.

In 1958 we purchased lighterage equipment in the Nome area for
§500,000. This investment was made in spite of a depressed local
economy and no indication of any improvement in sight. The prin-
cipal objective of the purchase was to assure the people of that area
continued complete water transportation service even though the
volume of traffic did not give any promise of a return on this invest-
ment.

We submit that 45 percent of our trade is devoted to unprofitable
voyages, but no responsible authority in either the Government of
Alaska or Washington, D.C., has suggested we abandon these serv-
ices, or even indicated a method by which these routes could become
profitable. Tt is, of course, true that such service is of benefit to the
State of Alaska as well as to the Defense Department of the United
States,

The greatest need in Alaskan water transportation is stabiliza-
tion. The laws and regulations should apply alike to all. We strong-
ly recommend to your committee that the Federal Maritime Board
should be given sufficient effective personnel to actively police and
enforce existing statutes, We need adequate enforcement and more
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intelligent regulation and inspection of both contract and common
carriers in this Alaska trade which has numerous totally or partially
unregulated and uninspected carriers. ;

The Alaska trade is not only plagued by the unregulated financi-
ally irresponsible operator, but also by Government competition. For
many years the Bureau of Indian Affairs has conducted an opera-
tion in Alaskan waters to service the native schools and hospitals.
We ask this committee to study the operation to determine whether
or not we could provide this service more economically for the
Government.

Similarly the State of Alaska is currently considering authorizing
the expenditure of about $23 million for the operation of a ferry sys-
tem. We do not oppose this but we feel we must point out to this com-
mittee the impact that such an operation might have on the Alaska
maritime situation. To the extent that these ferries haul cargo they
will not create new tonnage, they will only further subdivide that
which already is too small.

All Federal agencies require certain minimum standards for con-
tracting with builders or suppliers. We think that this committee
should recommend that such a program be extended to the common
carriers who are required to conform with all Federal laws and regu-
lation. Thus if a Government project is to be built in Alaska. various
statutes having to do with wages, working conditions, et cetera, are a
necessary part of contracting with the Government. We ask that the
Government show the same consideration by following the same pro-
cedure in their contract award so that an integral part of any con-
tract be the shipment of materials and supplies on carriers who are
serving Alaska in compliance with all F(-[!('m] laws and regulations

We seek more expeditious rate hearings and determination of sim-
pler, more definite, and uniform regulatory rules. The use of the
operating ratio theory is a possible solution but in any event it is
important that we have fixed formulas to determine “capital neces-
sarily employed” and a “fair rate of return.” We are pleased to hear
the Chairman of the Federal Maritime Board report that he feels he
has answered the criticism of Dean Landis on what he termed the
“inordinate delays in the disposition of adjudicatory proceedings be-
fore substantially all of our regulatory agencies.” The Federal Mari-
time Board Annual Report for 1960 shows 795 proceedings pending
at the start of the year, and 901 on file at the end of the year. Every
trade represented in these hearings has had to contend with long-
Arawn-out hearings, several of which have been in process over a year
at this moment, We would be opposed to any legislation that might
cause additional unnecessary delays.

We feel that the Federal Maritime Board can further stabilize our
operations by stating and defining more clearly the criteria for sus-
rension of applications for a general rate increase. Similarly there
Im\'v been altogether too many rate investigations that have repetiti-
ously covered the same subject matter at great loss of time and money
to the State, Federal Government, and the carriers. To correct this
we advocate a clearer and firmer statement of reasons or grounds for
initiating and dismissing investigations, without infringement on the
right of any parties to file formal complaints.

We endorse the position of Chairman Stakem seconded by Senators
Bartlett, Fong, and Long as well as the State of Alaska that repeal
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of the cabotage laws is undesirable. At the same time, we wish to
call to the attention of this committee that these cabotage laws do not
protect our noncontiguous trades equally. Alaska faces a present
threat of foreign-flag competition not true of any other of these areas
because of the third proviso of section 27 of the Merchant Marine Act
of 1920.

We maintain that Alaskan maritime transportation rates do not
have as much impact on the prices or economy of Alaska as is often
contended. The water transportation charges of all carriers were in-
ereaséd on January 10, 1960. The University of Alaska Agriculture
Extension Service, in cooperation with the U.S. Department of Agri-
culture, publishes a quarterly report on Alaska’s food prices. I have
appended to my statement an attachment (No. I) showing the market
basket prices in various cities in Alaska and Seattle during December
1959 and March 1960 and the freight revenue which would acerue to
Alaska Steamship Co. if it transported the 40 food items which com-
prise the market basket. Obviously since the water transportation
charges increased on January 10, 1960, and since the market basket
price or cost to the housewife in the cities shown was increased in
some instances and decreased in others, the transportation charge
which must be a component of the final price or cost is certainly far
from a controlling or even dominant factor, For further comparisons
I have attached exhibit No. I1.

We agree and heartily endorse the suggestion of the Federal Mari-
time Board for a precise study of the relationship of the ocean car-
rier's charges to the ultimate consumers’ costs. We feel this would
bring out many unregulated items and show that ocean transporta-
tion costs are not as significant a factor as often claimed. In our
opinion the problem is not that transportation costs are too high, but
rather that transportation is necessary at all. I have attached a list
of five food items (No. ITI) mentioned by the State of Hawaii to
show the great disparity between price differentials and transporta-
tion costs. We join with the Federal Maritime Board and the Matson
Navigation Co. in recommending the passage of regulations estab-
lishing a joint board. This would then allow water carriers to offer
through rates and joint rates with carrier subject to the jurisdiction
of the ICC and CAB.

I have attached a list of the 62 ports (No. V) of call for the year
1960 to show the extent of our Alaskan operations.

I have also attached a comparison of freight rate increases from
1947 through 1960 (exhibit No. IV) in several trades to correct and
complete figures introduced into these hearings in various contexts.
In H]w case of Alaska this shows the general across-the-board increases
and does not include many rate reductions made by our company
during that period. These include reductions on groceries, household
goods, and a dozen other items as well as reduced charges for container
cargoes and our assumption of cargo insurance formerly paid by
shippers.

If the foregoing suggestions are favorably acted upon by your
committee and the Government agencies involved, we feel that the
concepts of subsidies, either construction or operating, as presently
constituted and administered do not adapt themselves to our trade
at this time.

( Exhibits T through V follow.)
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Exnamir 1

} "Market Basket" retail prices of listed 40 food {tems in Alasks oities
and Seattle from "Quarterly Report on Alaska's Pood Prices”
in December, 1959, and in March, 1960, published
by Dniversity of Alaska Agrisul ture
Extension Division.

¥ TFreight revenus scoruing to Alaska Steazship Company
for trunsportation of the 40 "Market Basket Iteas"
ship's tackle receipt and delivery.
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FExumit 11

Tabulation of retail shelf prices effective Mar. 7, 1961, on so-called market
basket food items from a grocery chain which has stores in both Anchorage,
Alaska, and Seattle, Wash.

of units]

Unit

ExHiBiT III

Comparisons of 5 food items in 2 Alaska cities and U.S. averages®

wernge | Ketehikan Nom#e Difference Frelght

The distance between K kan and Seattle is 640 miles; between Nome and Seattle 2,200 miles.
t quotst r
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Examr V
ALaskA STEAMsHIP Co. Ports oF CALL, YEAR 1960

Ports shown in parentheses served on regular scheduled basis. Other ports,
indicated by asterisk (*), served as tonnage warrants.
*Metlakatla *Oreca *Kenai
*Waterfall ( Cordova) *King Cove
*Ward's Cove *Port San Juan *Cold Bay
*George Inlet *Port Ashton *False Pass
*Excursion Inlet { Valdez) #*Sand Point
*Tamgass Harbor (Seward) *Squaw Harbor
(Ketchikan) ({ Whittier) *Chignik
{ Wrangell) {Kodiak) *Duteh Harbor
(Petershurg) ( Womens Bay) *Captains Bay
*Kake *Ousinki (Nushagak)
(Junean) *Alitak (Nakuek)
*Hood Bay *Jap Bay (Port Moller)
*Chatham *Port Wakefleld (Goodnews Bay)
*Pelican *Shearwater Bay (Bethel)
*Hawk Inlet *Uganik Bay (Nome)
(Sitka) *Port Williams *Port Clarence
(Mount Edgecumbe) *Larsen Bay (St. Michael)
(Haines) *Port Bailey (Unalakleet)
(Skagway)' *Snug Harbor (Teller)
*Letnikof Cove (Seldovia) (Kotzebue)
*Yakutat { Homer)

Senator Barrrerr. Thank you, Mr. Skinner. Assuming that the
suggestions that you have made are adopted, is it your opinion that
they would go a long way in enabling you to withhold furtllu:r freight
rate increases?

Mr. Skinner. T would say they would go a long way in helping us to
minimize the effect of additional increases in our direct operating costs.

What effect that would have on the freight rate itself, T am obviously
not prepared to say at this time.,

Senator Barrerr. You have suggested that in your opinion the
freight rates to Alaska do not of themselves constitute the reason for
the high costs to be found there, is that correct ?

Mr. SkinNer. That is correct, sir.

Senator Barrrerr. You and I know, and everyone else knows, that
the cost of doing business, the costs of living in Alaska, are indeed
very high. What factors do you believe are chiefly responsible for
these facts, mindful that the cost of living in Fairbanks is on the order
of 150 percent over and above that of Washington, D.C. My recollec-
tion is that not too long ago the Corps of Engineers assigned a con-
struction cost for Alaska of about 2.4 times that which would pre-
vail on the average in the smaller and earlier 48 States. What are
these factors which taken together account for that?

Mr. SkiNNer. I think the answer to that would vary, depending
on what area we were discussing. So long as you mentioned Fair-
banks let us assume it is the railroad area, and T well know the
economy up there is pretty well dependent upon the Defense De-
vartment. Even though it might be said that it is a blessing that the
‘ederal Government has decided to include Alaska in its defense
program, that has been a blessing to the people who have lived there
and has been directly responsible for many people moving there
from the United States, it nevertheless is a burden also.

I think the fact that the defense program fluctuates as it has over
say the past 15 years has contributed certainly to the higher cost of
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COMPLRISON OF FREIGET RATE IBCREASES FROM
—  May, 1957 through May, 1960 ——
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living there than maybe some other comparable area that had in
addition to a defense program a normal economy based on local
industry. 1 think a good example in that case would be the Hawaiian
Islands, which Mr. Sevier has just explained. The fact that there
is such a large territory to serve, and so few people in it means that
it becomes impractical economically for people to build large ware-
houses in the area, making it possible then to ship in carloads of
groceries, for instance. The demand is not large enough to justify
this expense and, therefore, it requires a frequency of sailings from
Seattle, the principal port of supply, to the many areas throughout
Alaska. This obviously creates a burden to the water carrier. In
order for him to satisfy the trade it becomes necessary to offer at least
two sailings a week. In many cases the carrier cannot justify that
in view of the fact that the tonnage to so many of the ports is as
low as it is. When I say that, to be specific, I would say that over 50
percent of our arrivals in port are for the purpose of discharging less
than 200 tons of cargo. I think for most water carriers this would
be quite a burden.

Senator Barrrerr. Let us desert the rail belt for a moment and go
to Juneau where I believe the Federal Government figures show the
cost of living to be something of the order of 25 percent above Wash-
ington, D.C.

What factors in your estimation would cause the price to be so high
in Juneau in consideration of the fact that on the sea it is only 900
miles north of Seattle?

Mr. SkinNer. In Juneau, as you know, that being the capital of
the State, there is very little other industry in that city which con-
tributes to its economy. The fact that the Federal Government, prior
to statehood, determined that the people in Alaska were entitled to 25
percent higher salaries than people doing comparable work in the
other 48 States, had a great effect, I think, on inereasing the cost. of
doing business in Juneaun, because the day the Government decided
that those people were entitled to 25 percent more in salaries it auto-
matically meant that other people doing business there also had to
meet that salary scale or lose their employees.

This is just one of the reasons. I don’t know how far you want
me to go.

Senator Bartrerr. If you have any other reasons in mind, we would
be glad to hear them,

Mr. Skin~Ner. I don’t think Juneau is necessarily unique. I think
that it is representative of the problems that the State has to face.

Senator BartrLerr. You are being subjected to competition at this
time and you have been for quite awhile from barge operators, are you
not ¢

Mr. SkinNeEr. Yes, sir, that is correct. 'We also are faced with com-
petition in other forms as I testified in my statement.

Senator BarrLerr. You mentioned the operation of the Bureau of
Indian Affairs ship, and suggested as I recall that an effort might be
made to inquire as to whether this could be done cheaper through
your services than is now the case.

* Have you made proposals to the Bureau of Indian Affairs citing
rates that you would charge?

Mr, Skinner. We haven’t been able to do that because until we
knew what service they would wish us to perform it would not be
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very easy to tell them how much we would charge. We do know that
the Bureau’s ship services the same area that we serve on a common
carrier basis. We do know that since the need for that service was
determined some years ago, the nature of that need has changed also.

You probably recall that that ship had passenger facilities in order
to take the natives from and to the villages, and had dentist and
doctor facilities on board in order to treat those same natives.

It is my understanding that since that time, with the excellent air
service which is being provided, that that ship is no longer called upon
to provide the transportation service, and that the medical needs of
the natives are handled by taking them to the medical centers from
those particular villages.

So I think that now the job of that ship is pretty much a trans-
portation service, transportation of cargo. I see no reason why the
common carrier operating in that trade couldn’t do that at a great sav-
ing to the Government, All I suggested is that we be allowed to
study it for that purpose.

Senator Barrrerr. I am going to ask Mr. Goding in that connection
to prepare a letter to the Commissioner of Indian Affairs on that sub-
ject for my signature or that of Chairman Magnuson, so that we may
look into this matter.

Mr. Skinyer. Thank you, Senator.

Senator Barrrerr. Mr, Skinner, you related to the impact of mili-
tary construction throughout the railroad belt especially. As we
know, that is in the process not of being leveled off but of dropping
very precipitously. The actual construction dollars to be spent in
this field during the coming season are probably not more than 25 per-
cent of last year’s, and there will be a further diminution in the fol-
lowing year if the Defense Department plans are not altered.

In light of this fact, if that is what it turns out to be, that military
construction will not have the bearing on the Alaska economy that it
has had since the end of the war, what is your vision for the Alaska
of 50 years from now, if this isn’t too abrupt a question? You ecan say
anything that you want, however, because none of us will be around to
challenge you 1f you turn out to be wrong.

Mr. Skrxser. This is one of the few times when I ever had the op-
portunity to answer a question when I myself won’t be here either, in
order to eat my words, probably.

Let’s look at it from the light of what was Alaska before the war.
I would say that we are quite prepared—we wouldn’t look forward to
it but T would say that we are quite prepared to serve an area such as
Alaska, whose demands were no greater than they were prior to 1941,
That isn’t a very pleasant outlook, but the company I represent has
been serving it since 1895, and I think as far as we are concerned we
are dedicated to serving it no matter how small or large it gets,

But for me to make a prediction as to what the economy of Alaska
would be 50 years from now I think would be unrealistic and would be
presuming that I am much more intelligent on the subject than T
know I am.

Senator Barrrerr. Mr. Sevier related the operating experiences of
Matson during the last several years as to profit and loss. Wonld you
care on behalf of your company, Mr. Skinner, to tell us whether you
are losing money or making money ?
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Mr. SkixNer. I would say that fortunately we have, over the years
since the war, certainly ended up in the black. But I could refer to
testimony which was introduced in our freight rate hearing in 1958,
where a representative from a nationally known bonding house testi-
fied that had we, instead of buying Alaska Steamship Co. stock from
the Kennecott Copper Co. in 1944, had we taken that same amount of
money and bought Government bonds, we would have had a consider-
ably greater return on our investment than the one that we did make.

That is hardly any compensation for the blood, sweat, and tears that
those of us who are in the water transportation business have had to
put up with since that time.

If you asked me whether or not we would have made the same deci-
sion again, knowing what we know now, I think probably we would
have, because of our sincere interest in Alaska. But certainly as an
investment we are in no different position than the Hawaiian trade.

Senator Barruerr. Mr, Skinner, we will ask you the same indul-
gence that Mr. Sevier granted, and that is permission to put questions
to you in writing, if you so desire, at a later date.

Mr. Sginyer. We will be happy to accommodate you in any way.

Senator Barrrerr. Thank you, sir.

(See questions submitted by Mr. Clark, p. 321.)

Senator Barrrerr. We have a time problem. We always do. Be-
fore the committee goes into recess, we should like to hear from Mr.
Ross, secretary-treasurer of the Pacific Far East Line. We under-
stand that he desires to depart Washington as soon as possible.

STATEMENT OF LEO C. ROSS, SECRETARY-TREASURER, PACIFIC
FAR EAST LINE, INC.

Mr. Ross. Mr. Chairman, T too would like to say that the Pacific
Far East Line welcomes this opportunity to address this committee
on this most important issue,

Senator Barrrerr. We are glad to have you do so, Mr. Ross.

Mr. Ross. Thank you.

My name is Leo C. Ross, and T am secretary-treasurer of Pacifie Far
East Line, Inc., with main offices in San Francisco, Calif.

To understand better the experience of Pacific Far East Line in
maintaining a service to Guam over the past 14 years, a brief résumé
of our overall operations, growth, and development appears to be
in order.

Pacific Far East Line, Inc., a Delaware corporation, was formed
in July 1946 to engage essentially in the trans-Pacific Ocean freight
service. The company began operations with vessels chartered from
the U.S. Government and in the first year of operation purchased five
(-2 type vessels under terms and conditions set forth in the Ship
Sales Act of 1946.

By the end of 1947, the company was operating a total of 32 vessels,
5 owned and 27 under bareboat charter, all engaged in the trans-
Pacific service, including a monthly service to Guam. In 1951, the
company purchased from the U.S. Government three AP-3 Victory
type vessels and by the end of that year had in service 49 vessels—8
owned, 27 charted, and 14 operated on behalf of the National Ship-
ping Authority under a general agency agreement. Our service had
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been expended to the Indian Ocean area enroute to the Persian Gulf
and, via the Panama Canal, to ports in the Mediterranean, and the
service to Guam was increased to two monthly sailings.

Effective January 1, 1953, Pacific Far East Line was awarded an
operating-differential subsidy contract on Trade Route 29. The terms
of the agreement provided in part for not less than 36 sailings nor
more than 40 sailings per annum, employing five C-2 type vessels and
three AP-3 type vessels. The company committed itself to replace the
three AP-3 vessels with three Mariner type vessels and, in addition,
agreed to the ultimate replacement of the five C-2 vessels with more
modern tonnage satisfactory to the U.S. Government. Trade route
29 embraces service from California to Japan, Korea, Okinawa, For-
mosa, Philippine Islands, Hong Kong, Indochina, and Thailand.

Continued operation of services to other than Trade Route 29 areas
was dependent upon obtaining approval from the Federal Maritime
Board, which resulted in reducing our fleet by the end of 1953 to 22
vessels, 2 of which were operated under general agency agreement with
the National Shipping Authority. We continued however, to main-
tain, with the approval of the Federal Maritime Board, a twice-
monthly llllsllllﬂ\‘il‘IiZl‘{] service to Guam.

In 1955, we took delivery of three Mariner type vessels contracted
for in 1953 in substitution for the Vietory type vessels and, in addi-
tion, purchased a fourth Mariner to augment our subsidized service,
and t}m number of subsidized sailings was increased to a minimum of
47 and a maximum of 57 sailings annually.

Pacific Far East Line became the first operator to purchase and

lace in service the Mariner class cargo ship, which basic design has
gecome the accepted standard for most operators engaged in foreign
commerce.

In 1956, three additional Mariners were purchased from the U.S.
Government, thus leaving us with but two 5—2 type vessels to be re-
placed by modern tonnage to complete our replacement obligations
under subsidy. The last two Mariners were contracted for in 1959
and are presently under construction with anticipated delivery early
in 1962. Delivery of these last two vessels will complete our replace-
ment, obligations under our subsidy contract. Pacific Far East Line
thug became the first company to complete its replacement obligations
under the Merchant Marine Act of 1936. During this entire period
and to date, in addition to meeting the substantial financial obliga-
tions involved with the acquisition of new tonnage, the company con-
tinued to maintain and expand as needed its service to Guam to meet
not only the commercial requirements but the military as well.

Through the payment of operating differential subsidy funds and
construction differential paid to domestic shipyards, we have been
able to fulfill our obligations to the U.S. Government in building up
a fast modern fleet of cargo vessels for our subsidized service in com-
petition with foreign-flag vessels.

Pacific Far East Line is one of the few American-flag operators
with an operating differential subsidy that has every year without
exception refunded to the U.S. Government in the form of recapture a
part of operating subsidy accrued to the line. The financial return
to the company resulting from maintaining continuous service to
Guam, without financial assistance however, has been so marginal
over the years that it has been impossible to modernize the fleet in
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this service. In fact, during the past 3 years, Pacific Far East Line
has suffered substantial losses in this trade.

The present tonnage in this service consists of three AP-3 Victory
type vessels and three C-2 vessels with an average age of 17 years
from date of construction, all owned by Pacific Far East Line or its
subsidiary company. These vessels must ultimately be replaced and,
with continuing losses, it would be impossible to meet the obligations
that would be imposed if we were to contract for new tonnage.

So long as the strategic location of Guam remains important to
the national interest, as is evidenced by the continued movement of
military cargoes to that area and commercial cargoes which in turn
supports the military and defense needs of the area, we would desire
to continue to serve Guam, providing a fair return on the capital so
employed could be realized.

However, since we are a publicly owned company and we have an
obligation to our slum-lmers. we cannot justify the continued ab-
sorption of heavy losses by maintaining this service. It has been the
policy of the company, in recognition of the economic limitations of
Guam, to defer rate increases until all other means of meeting ever-
increasing costs had been exhausted. This is evident when one re-
views the history of the rate increases in this area during the period
January 25, 1951 to December 31, 1959, in relation to increased per
diem vessel costs for the like period. During this period, there have
been three rate increases aggregating 39 percent. Operating expense
of vessels of the type employed in this service had, during this same
period, risen from an average of $1,633 per day to $2,763 per day, or
66 percent.

I‘n view of the foregoing, justification for the most recent applica-
tion for a commercial rate increase is, we feel, apparent. Operating
results for the year 1961 predicated on income produced by the latest
published tariff continues to reflect a loss in this service. One of the
major problems in serving this area is that it is a one-way service,
that is to say, the outbound tonnage movement, both military and
commercial, must be in such volume and move at such a rate as to
create revenues sufficient to meet the round voyage costs and overhead
applied to this operation. Return cargo from Guam has been limited
primarily to military household goods and military retrograde cargo.
Commercial cargo has, for the most part, been limited to occasional
shipments of scrap, trocus shells, and empty containers.

g)chedule 1 to exhibit ITT gives the comparison of outbound revenue
to inbound revenue for the year 1959, which year is representative of
our annual experience. Inbound commerical cargo constitutes less
than 2 percent of total voyage revenue.

In order to justify the continued service to Guam, this compan
has in the past attempted to augment the inbound revenue by calls
beyond Guam to Japan and the Philippines. There are, however,
limitations in cargo liftings from these areas since we must avoid com-
petition with sizsidized vessels servicing these same areas.

Although no part of our service to Guam, including calls to foreign
ports beyond Guam, permits of subsidy payments, in instances where
the revenue derived in foreign areas on Trade Route 29 amounts to
50 percent or more of the total voyage revenue, the net financial
results of such voyages must be taken into account for purposes of de-
termining the amount of recapture, if any, that may be due the Gov-
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ernment. Recapture is an amount equal to 50 percent of profits
realized after statutory return on capital employed.

It is now quite apparent that the volume of available tonnage moy-
ing interport from most Far East ports to Guam is not compensatory
with the added vessel time in calling at such ports. However, since
Guam has in an effort to bolster their own economy and to find
markets for their limited production engaged in modest trade with
Japan, and since Pacific Far East Line is the only ocean carrier pro-
\'i:{ing service for such movement, we contemplate continuing this
service between Guam and Japan for the time being.

A proforma (exhibit 1), based on a year’s operations utilizing 5
vessels serving west coast to Guam and, in addition Japan, has been
prepared to show the anticipated financial results of this service.
Whereas our calculations indicate a substantial reduetion in losses
presently being incurred, the net result of this curtailed service still
remains in a loss position. In addition, this revised service by limit-
ing calls beyond Guam-to-Japan leaves us with one surplus vessel for
which we must find other employment or place in idle status, adding
further to our costs,

We have also made a study of the net effect if our service were fur-
ther reduced to limit ealls to the mid-Pacific islands and furning af
Guam. This is submitted as exhibit IT and indicates approximately
the same financial results as is evidenced by exhibit I.

When this committee has the opportunity to review these exhibits,
it will be noted that the overhead allocated to this service is quite sub-
stantial. Since this company operates its transpacific service under
an operating differential subsidy contract, the basis for allocating over-
head between subsidized operations and unsubsidized operations is
prescribed by the Maritime Administration. If we can prevail upon
the Administration to amend their allocation of overhead, it will help
materially in justifying the possible continuance of this service.

If the volume of military and commercial tonnage outhbound remains
at the level experienced during the years 1959 and 1960—and we have
been informally advised that there appears to be no lessening in the
military cargo for 1961—there is need for a minimum of 4 vessels of
the C-2 and/or Victory class in this service. maintaining a frequency
of calls at Guam not less than every 12 days.

We are required by the Maritime Administration to submit quarter-
ly operating statements on the results of our unsubsidized operations,
and the continuance of this service is subject to the approval of the
Federal Maritime Board. Since the losses sustained in this service
during the past 2 years exceed $1 million a year, such losses obviously
cannot continue. It is therefore quite apparent that a solution to this
problem must be found with reasonable dispatch and, in our opinion,
the answer is not to be found by continued upward revision of ocean
freight rates to the point where in time it will affect the overall eco-
nomy of Guam.

The present commercial freight rates applicable to Guam are in
excess of the rates to foreign ports in the Far East. The Far East
rates are established by the Pacific Westhound Conference which is
dominated by foreign-flag lines. Under the two-third voting rule in
the conference, even if all American-flag lines voted in a block. they
would still be outnumbered by the foreign-flag vote. This situation
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permits foreign-flag lines, whose operating costs are less than Ameri-
can, to mainfain a rate level which would not necessarily be in all
cases compensatory to the American-flag operator.

With respect to the operation of American-flag vessels in the Far
East trade, all operators are either presently subsidized or have made
application for subsidy contracts pursuant to public hearings con-
ducted by the Federal Maritime Board. It therefore seems only
proper that the aid for service to Guam should come from the Govern-
ment the same as is the case in the Far East instead of coming from
the residents of Guam. Freight rates to Guam are based solely on the
American-flag operator. Therefore, rates must be compensatory to
American-flag operators with their higher operating costs. The net
result is that the residents of Guam are, in effect, bearing the burden.
This situation certainly appears to be an unreasonable and unrealistic
position ; nevertheless, if it were not the case, American-flag vessels
could not profitably operate to Guam.

By its geographic location and at the same time its apparent
strategic importance to the national interests of the United States
and the desire on the part of the Navy to maintain the security for
defense of this area, the problems confronting Guam are unique.
Guam must be served solely by American-flag operators as no foreign
lines are permitted to make calls. Vessel operations conducted at
Guam are subject to limitations imposed by the Navy.

For example, vessels cannot arrive or depart or make an intraport
shift between sunset and sunrise. All harbor floating equipment and
services incident thereto, such as tughoats, launch hire, pilotage, float-
ing cranes and barges, are controlled by the Navy, all with the ap-
parent intent to maintain the defense security of the island. Whereas
Guam is considered in the domestic trade, it lies over 5,000 miles west
of continental United States, the most distant outpost on our defense
perimeter containing major defense installations. The nearest land
mass beyond Guam is Japan, approximately 1,300 miles northwest
and, secondly, the Philippines, approximately 1,500 miles due west.
Because of this relative isolated location, it is difficult to integrate
service to Guam with any other area affording ample commercial
tonnage for sustained operations.

Pacific Far East Line is the only commercial operator maintaining
regular service to Guam except for one other commercial operator
calling at Guam on an average of 14 times a year. Pacific Far East
Line alone maintains service between Guam and Japan.

The foregoing constitutes in brief the service that Pacific Far East
Line has endeavored to maintain to this strategically important area,
the steps we have taken to improve the economic conditions to permit
of the continuance of such a service, and the conclusions reluctantly
reached that without some form of financial assistance from the
Government the maintaining of service to this area by Pacific Far
East Line is sericusly questioned.

In support of our position and statements made today, we would like
to submit for your study and evaluation the following exhibits and
schedules:

Exhibit I: Pro forma of the projected annual operating results
utilizine five vessels in the Guam service, including ecalls between
Guam and Japan.

T1709—62 18
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Exhibit II: Pro forma of the projected annual operating results
utilizing four vessels in the Guam service, eliminating calls beyond
Guam.

Exhibit III: Operating revenue and expense statement—unsub-
sidized service—domestic leg (Guam) for the year 1959.

Schedule 1 to exhibit 11?: Vessel operating statement—year 1959
and analysis of terminated voyage revenue and expense.

Exhibit IV: Operating revenue and expense statement—unsub-
sidized service—domestic leg (Guam)—first 6 months 1960.

Schedule 1 to exhibit lg\": Vessel operating statement—first 6
months 1960 and analysis of terminated voyage revenue and expense.

Exhibit V: Analysis of annual tonnage to Guam for the years 1956
through 1959 and first half 1960 based on voyage terminafions.

Exhibit VI: Characteristics of vessels employeﬁ in the Guam service.

Exhibit VII: Analysis of increased vessel operating cost per day
1957 to 1960,

I would like to add, Mr. Chairman, that we would like the privilege
of supplementing our testimony and these exhibits at some future
date, depending on other testimony given before this committee.

Senator Barruerr. That permission is granted, Mr. Ross. Yours
has been an excellent statement.

Mr. Ross. Thank you.

Senator Barrrerr. We appreciate your giving it.

Specifically, I should like to inform you that the record is to be
kept open for 6 weeks from the date of the last hearing. We would
be, I know, especially interested in having any concrete suggestions
from you as to what form the financial assistance from the ﬁ?edeml

Government might take, because, as you have stated, it must be given

if this service is to be maintained. If you fail to offer those specific
suggestions, we shall understand, because it is already apparent that
this isn’t simple at all.

Mr. Ross. No,sir, it isn’t.

Senator Barrrerr. In any case, you have aided us by stating the
extent and deepening gravity of the situation. I can well imagine
that the most attentive auditor of your testimony was Mr. Godin
on my right, as President Kennedy has announced his intention o
appointing Mr. Goding as High Commissioner to the Trust Territory.
He will be living at Guam and will have the keenest interest in the
continuation of satisfactory maritime service to that entire area.

Mr. Ross. Very good, sir.

Senator Barrrert. I should like, in the interest of saving time, Mr.
Ross, to ask you if we might put to you questions in writing for your
answers in the same form ¢

Mr. Ross. Certainly, sir. I would be very hapgy to respond.

Again, my thanks to you and your committee for permitting us
these moments.

Senator BarrLerr. We are especially glad to hear from you because
we didn’t hear enough about Guam previously.

(Exhibits to Mr. Ross’s statement follow :)
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Pacrrrc Far East LINE, INC.
Exnmmir 1.—Guam service—i-vessel fleet

Three sailings a month (every 10 days) as follows:
Average
turnaround
Itinerary in days
. West coast to Guam and return direct to west coast
2. West coast to Kwajalein, Guam, Japan and return to west coast
3. West coast to Honolulu, Wake, Guam, Japan, Guam and return to west
coast (incluodes Portland call every 60 days)
Nore.—Los Angeles call to be made every 20 days (or as required).
Estimated revenne :
Projected
Jull year
Commereial freight outward $4, 533, 825
Commercial freight intermediate :
sSerap 108, 000
General : 611, 931
- 719, 931
Commercial freight inward 876, 015
Julk revenue outward:
162, 000
Bulk asphalt____. i O T
Cement
463, 872
Household goods vans:
Outward
Intermediate
Inward

Mail outward :
Civilian
Military
141, 372
Military revenue outward:

B OO D e e e e e e et e i w0 30 s s
— 2,829,441

Military revenue intermediate 121,014
Military revenue inward 477,618
Passengers :

Outward

Intermediate. .-

Inward
36, 801

Other voyage revenue (H/L & Hdlg. $35,001.54, Wake Hdlg.
$16,002.41) 156, 252

Total estimated revenue 10, 854, 576

Estimated operating expenses:
Vessel operating expenses 5, 285, 796
Agency fees and commissions 290, 655
341, 826
Stevedoring 1, 494, 783
Other cargo expense 1, 585, 374
other voyage expense 90, 000

Total estimated operating exXpenses . oo 9, 088, 434

Direct profit 1, 766, 142
Depreciation and interest. e 429, 963

1,386,179
Overhead allocation 1,414, 881
Net 1088 before tAXeS. e ccccccc e c e —————
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Exuisir 1L.—Guam service—j-vessel fleet

Sailings every 12 days (voyages averaging 48 days) as follows *
ITtincrary
West coast to Guam and return direet to west coast,
West coast to Kwajalein, Guam, and return direct to west coast.
West coast to Honolulu, Wake, Guam, andreturn direct to west coast.

Note 1.—Sailing from Portland every 60 days.
Nore 2—Sailing from Los Angeles every 24 days.
Projeoted
Estimated revenue : full year
Commercial freight ontward_ . ___ e . $4, 319, 178
Commercial freight intermediate e 13, 905
Commercial freight inward - L3 oy 100, 116
Bulk revenue outward :
Asphalt_______
Cement

Household goods vans:
Ountward..._____. . eSS : 5 n 149, 067
Inward 255, 976
— - 405, 042
Mail outward :
Civilian RN, 95, 387
38, 937
— 134, 304
Military revenue outward :
Space_ . - 2,424,270
Exempt : P i , 699

Military revenue intermediate___
Military revenue inward
Passengers :
Outward
Inward._.__.

Other voyage revenue (Hdlg & H/L $34.139. Wake Hdlg
$15,287____ o e i e

Total estimated revenue___. S g o biias i 8, 452, 443

Estimated operating expenses :
Vessel operating expenses._._________ < » ] 4, 078, 518
Agency fees and commissions L 184, 854
Port charges - 289, 716
Stevedoring._ _ - s T . & 1, 133, 523
Other cargo ’ S e AL W 1, 270, 263
Other voyage expense____.__________ 75, 000

Total estimated operating expense_______

Direct profit
Depreciation and interest

Total
Overhead alloeation

Net loss before taxes - e o (79, 038)
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[II.—Water line operating revenwe and expense statement unsubgi-
ized service, domestic leg for the period Jan. 1, 1959, through Dec. 31, 1959
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Vesgel operating statement for the period Jan. 1

, 1958, through
Dee. 31, 1960, unsubsidized service, domestic leg

1

Outbound | Intermediate [ Inbound

Freight payable tons of cargo carried

(600} Operating rovenue, terminated voyages:
Commercial ¢
Milita:

1
Other v

Total operating revenue = L8 W3, 7
I

(700) Operating expense, terminated voy
"esse] exg
01 W
08
itributions
i », domestic
anee, foreign. . -
and equipment, domestic
8, and equipment, foreign. .
alntenance axpanse e
1l ol s
Repairs, domestic.
Repairs, foreign X
Instirance, hull and machinery
Insurance, P. & 1 L
58 Insurnnce, other
60 Charter hire
64 Other vessel expense

Total vessel expense

Port expense;
65  Agency foes and commissions
70 Wharfage and dockage
7 Port charges

dl, KO8,
- it o R . 32, 168
B i 2 e o SIS , 115,

- DR SRS € 182,83

Cargo expense:
s S O T SO I L LR 1, 300, 720, 33
80 Other cargo expense . | 1,404, 571.27

Total.....

| 2, 804, 201. 60

Brokerage:
#0 Freight
92 Passenger

Other voyage expense;
99  Other voyage expense. .. ......... " la SRR el 45, 623. 67

Total voyage expense | 3,282,1588.34
Total vessel operating expense
Direct profit from vessel operations
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Exnmarr IV.—Watl

gervice, domesi

ritnie

ising.......- "
, other than Federal...

profit or (loss) from ¢
before depreciation
Depreciation
Amortization, leasehol
Floating equipment, v
Other floating equipme
Other shipping property

Cirnss
1

aind equipment

Net profit or (loss) before mortgage Interest

Federal income tax. ..

OFFSHORE

aperating revenue
ie leg, for the period Jan. 1,

SHIPPING

and erpense statement, unsubsidized
1960, H-,«-f.r”;!, June 30, 1960

$3 1 il §1
3 K u) oty ] 1,
), 651 160, S04, 3
2 0
> i3
9. 5> 30
10. 1 Al 239

, B0,

and

3, 463, 13) {311. 43)
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SCcHEDULE I—Vessel operating statement for the period Jan, 1, 1960, through
June 30, 1960, unsubsidized service, domestic leg
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Exumrir VII.—Increased costs in vessel operations
COMPARISON OF VESSEL OPERATING COSTS

7 T
Percent Percent
1957 | 1060 increase | increase or
per per or (decrease)
diem diem | (decrease) to total
inerease

=

Wages:

Stralght time. ... ... ....... -

Overtime. -

P

||.1 '-uml!hw 3

Fuel ofl ’pc r sen-doy
Insurance .

Vessel expense

Subtotal...........
Port expanse

Total. e
Per diem per port-day

1 Average cost per port-day not included

COMPARISON OF LONGSHORE WAGE-HOUR RATES, PACIFIC WEST COAST PORTS

|
Subsequent to June 15, 1957 Subsequent to June 13, 1060 |

| |
Stralght | Straight Increase

time Fringe Total | time Fringe Total

|
! ¥ J0] P By | Percent
i
|

|

Longshoremen .

Walking boss

Clerk..

Clerk supervisor.

-u;r» TCArRO. .- -
Carpenter. o

Carpenter foremen .

Senator Barrrerr. It is the conclusion of the committee to hear one
more witness, Mr. Lykes.

Mr. Marg Scurerer (counsel for Mr. Lykes). He was under the
impression that he would be heard this afternoon, and will not be
back until then.

Senator Barrrerr. It was stated that Mr. Ross would be the last
witness. However, we cannot continue this afternoon because of the
situation on the floor of the Senate.,

At this time the committee will stand in recess until 10 o’clock to-
MOITOW,

(Whereupon, at 12:50 p.m., the subcommittee was adjourned, to
reconvene at 10 a.m., Tuesday, March 14, 1961.)
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