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COVE SHIPPING INC \WALL STREET PLAZA. NEW YORK. N'Y. 10005

@12) 4223355
Telex:  RCA 220007
T 424126
Cables: COVESHIPS or MOUNTSHIP
WX (710) 581-2467

December 2, 1983

Mr. James Cicconi

Special Assistant to the President
Office of the Chief of Staff

The White House

Washington, D.C. 20500

Dear Mr. Cicconi:

We wish to express our sincere appreciation for
allowing us the opportunity to visit with you last Tuesday,
November 22, 1983 and for being so attentive during the
presentation of our concerns. We would like to present the
following for your consideration:

1« The U.S. Merchant Marine:

It was clearly expressed during our meeting that our
industry is diverse and complicated and that it makes a
substantial contribution to both our national economy and
our national security. Our industry deserves the support of
the U.S. Government as most nations in the world support
their merchant fleets.

2. Preservation of the Jones Act:

The Jones Act, a 63 year old cabotage law, is the heart
of the American flag fleet. This Act is the result of 130
years of maritime legislation designed to protect the U.S.
coastal trades, to foster a strong United States flag fleet
and to insure that there will be vessels under the American
Flag to assist the Navy in times of war. The Administration
should want to continue supporting and protecting the
domestic trades consistent with our nations 200 year old
policy.

3. Modify Government Programs For Increased Carriage By
U.S. Flag Ships Of Government Preference Cargo Upwards
Of 50%

We understand that the law allows increases over 50%.
The cargo allocation policy by various federal government



agencies have been controversial. A tremendous amount of
intra-agency fighting has taken place with the U.S. Merchant
Marine suffering at the end. First of all, there has been
no strict enforcement of the U.S. Flag Cargo Preference
laws. Every interpretation provided by federal agencies of
the law has been against U.S. maritime interests. There is
need for strong, coordinated direction from policy makers.

4, Construction Differential Subsidy (CDS) Payback:

This proposed rulemaking should be terminated
immediately. DOT has significantly overestimated the
projected benefits to the consumer and to the U.S.
Government, while at the same time it underestimated the
losses to the U.S. Government and the taxpayers. The
potential benefit is only $64 million while the losses to
the government will be $1 billion in defaulting mortgages,
plus $50 million in lost taxes each year. Our nation will
lose 30 - 50 ships which will be scrapped, the replacement
value of which is worth about $4 billion. National Defense
will be weakened by 30 - 50 vessels and, as you can observe
from the attached documents, the military have objected to
the DOT rulemaking. Also, 2,500 American seafaring jobs and
thousands of additional jobs will be lost. Further details
are presented in the attached documents.

5« Continue Ban On Alaska 0il Exports:

Independently owned unsubsidized U.S. flag tanker
vessels will be heavily affected by discontinuing use of
Alaskan Oil for domestic purposes. Experts advise that only
temporary gains will be enjoyed by the state of Alaska,
federal government and the oil producers because exports
from Alaska will be short-lived. When the international oil
prices reach lower levels, the oil will be purchased from
other sources and not Alaska.

6. Need for Overall Maritime Policy:

We tried to obtain and forward to you a copy to you of
the publication issued by the Office of Technology
Assessment of the U.S. Congress entitled "An Assessment of
Maritime Trade and Technology". However, the publication is
out of print. It is indeed interesting to observe that
there is such great interest. There has never been lack of
interest. However, there has been a lack of solutions for
U.S. merchant marine problems. We draw your attention to
the summary section of this government publication and
particularly to the heading "Policy Status". It is very
clearly indicated that "...the United States has no overall,
coordinated and effective maritime policy that responds to
the major trends and realities confronting the U.S.maritime




industry in the increasingly competitive and complex arena

of world seaborne trade." It further states "Existing
maritime policies are a patchwork of measures adopted at
various times to address specific needs." Most nations in

the world have long-range plans and policies to protect and
preserve their merchant marine because it is vital for their
economy, and to their national defense.

We urge the Administration to consider these matters
seriously.

We will be very happy to provide you with additional
information. Please feel free to call us.

Very truly yours,

SHIPPING INC.

ice Preside
ANG:jai
Encl.
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(VIA FEDERAL EXPRESS)

November 2, 1983

Mr. Christopher DeMuth

Administrator for Information and
Regulatory Affairs

Executive Office of the President

Office of Management and Budget

Washington, D.C. 20503

Re: Construction Differential Subsidy (CDS) Payback

Dear Mr. DeMuth:

We wish to thank you very much for your letter of September
15, 1983, copy attached.

In the second paragraph of your letter, you stated that in
addition to benefits accruing consumers and taxpayers, the
government may collect as much as $200 million. This is not true,
as explained hereunder.

1. We wish to provide you herewith with an analysis which
clearly shows that the DOT estimate is grossly exaggerated. It
is our view that initial payback from all vessels will not exceed
$128,656, 000, as detailed in the attached analysis. Furthermore,
after taking into account the fact that current tax laws allow
accelerated write-offs of CDS payback, a five year write-off
combined with Investment Tax Credit (ITC), will result in'a 50%
reduction to the government or $64, 328,000 potential benefit.

2. Although DOT states that their study was based on economics,
they have not proven that there would be net monetary benefits
to the government and/or to the consumer.

3. To the contrary, the government stands to lose close
to $1 billion in defaulting Title XI mortgages and close to $50
million in taxes each year if the rule is adopted.

4. Due to the current, depressed market conditions, there
is very little room for cost of transport savings that will benefit
the consumer. Further downward rate movement is impossible.



Mr. Christopher DeMuth
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5. If the ruling goes into effect, 30 to 50 ships, vital to
The Department of Defense, will be scrapped (replacement value
about $4 billion) and our entire foreign trade Merchant Marine fleet
will be eliminated.

6. DOT openly admitted that the effect to our National Defense
has not been evaluated. DOD has strongly objected.

7. Our company invested huge amounts of money during
the last few years on the basis of existing laws. This rule, if
adopted, will be devastating to our company.

8. The effect on balance of payments, loss of loans by banks,
and loss of investments by individuals and companies, as well as
the destruction of the maritime capital market have not been carefully
examined by DOT.

9. Evidence has been submitted to the Administration that
the rule could generate a windfall of over $600 million to oil companies
(two of them foreign) and an individual, while thousands of people
will be economically affected and some devastated.

10. Unquestionably this ruling will cause the loss of more
than 2,500 American seafaring jobs and will affect thousands of
jobs in shipyards, ship supply companies, spare suppliers and
equipment manufacturers, office personnel and management of all
of the above.

11. DOT presented the proposed rulemaking without making
the required analysis and findings in respect to the impact of this
rule on the industry. The impact of this rulemaking is certainly
more than $100 million, yet has not been dealt with as such.

Sincerely yours,

COVE SHIPPING INC.

Vice President

ANG :jai
Encl.

cc: James A. Baker, [ll, Chief of Staff
and Assistant to the President

Department of Transportation (see next page)
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Raymond J. Donovan, Secretary of Labor
William P. Clark, Secretary of the Interior
William E. Brock, U.S. Trade Representative
Attorney General William French Smith

Donald T. Regan, Secretary of the Treasury




SEF 20583
EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

September 15, 1983

Mr. Andrew N. Garbis

Vice President

Cove Maritime Companies, Inc.
Wall Street Plaza

New York, New York 10005

Dear Mr. Garbis:

Jim Baker asked me to respond to your letter concerning the
Department of Transportation's proposed Construction Differential
Subsidy repayment rule. We appreciate hearing your concerns; 1
hope you have conveyed them to the Department as well.

As you may know, OMB sent DOT a letter supporting the proposed
rule during the public comment period. Our position was based on
the DOT evaluation, which suggested that the proposal could
benefit American consumers and taxpayers by leading to greater
efficiencies in the shipping industry as well as to the repayment
to the federal government of as much as $200 million. If the
assumptions upon which the evaluation was based are suspect, then
we will have to reevaluate our support for the proposal.

President Reagan's Executive Order 12291 requires that government
agencies issue regulations only after gathering sufficient
information concerning the need for and consequences of proposed
government action. DOT prepared an economic evaluation of the
CDS repayment rule and solicited public comment on its accuracy.
DOT is now analyzing the comments it received and adjusting its
evaluation accordingly. Should the Department decide to issue a
final rule, we will reassess our position based on the record and
evaluation of comments.

Thank you once again for your views. I hope you will continue to
share your thoughts with us on the policies of this
administration in the months and years ahead.

Sincerely,

iyt L2

Christopher DeMuth
Administrator for Information
and Regulatory Affairs




CDS PAYBACK ANALYSLS
EFFECTIVE 4/30/84* .
l Nov - 11983

CDS ADJUSTMENT CDS PAYBACK
UNAMORTIZED AMORTIZATION CDS VESSEL 6 MOS. WAIVERS TOTAL CDS
VLCC's** DWT CDS 7/1/83%** TO 3/30/84 REDUCTION (L0 YEARS) **** REPAYMENT

ARCO INDEPENDENCE 265,000 24,886,000 1,375,000 -—- 8,800,000 14,721,000
ARCO SPIRIT 265,000 24,781,000 1,375,000 -—- 8,800,000 14,606,000
MARYLAND 265,000 21,028,000 1,272,000 -——- 8,100,000 11,656,000
MASSACHUSETTS 265,000 19,401,000 1,228,000 e 18,173,000
WILLIAMSBURG ~ 225,000 12,248,000 1,066,000 i 6,800,000 4,372,000
NEW YORK 265,000 16,187,000 1,038,000 -—- 8,100,000 7,049,000
BROOKLYN 225,000 10,163,000 818,000 i 5,100,000 4,245,000

128,694,000 8,172,000 46,700,000 74,822,000
PANAMAX
KITTANING 91,000 9,700,000 429,000 — - 9,291,000
CHESTNUT HILL 91,000 9,000,000 429,000 - _—— 8,571,000
AMERICAN HERTIAGE 91,000 9,274,000 403,000 -— — 8,861,000
BEAVER STATE 91,000 9,296,000 403,000 -—— --- 8,883,000
GOLDEN ENDEAVOR 91,000 9,220,000 484,000 - - 8,736,000
GOLDEN MONARCH 91,000 9,886,000 484,000 - -—— i
ROSE CITY***x* 91,000 9,195,000 429,000 8,782,000 - = i
WORTH* ** * % 91,000 9,565,000 429,000 9,152,000 -— =

3,491,000 17,934,000 53,744,000 TOTAL CDS PAYBACK
11,663,000 53,744,000 46,700,000 128,656,000 TOTAL PAYBACK -
ALL VESSELS

* Assumes CDS Payback not implemented before 4/30/84. DOT estimates total CDS Repayment at $201,000,000.
*x Vessels identified by DOT as CDS Payback candidates.
* K X DOT analysis of benefits of rule based on this date.

xxx* (CDS Payments to Treasury if Payback Rule not adopted.

xxxx*x Vessels selected for conversion to Hospital Ships for U.S. Navy.

23961,
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ATTACHMENT A

SUMMARY

THE ADMINISTRATION'S SUBSIDY PAYBACK RULE
WILL ALLOW OWNERS, OPERATORS AND
CHARTERERS OF CDS VESSELS TO OBTAIN
MASSIVE WINDFALLS

THE RULE COULD GENERATE A WINDFALL OF OVER $600 MILLION
TO AMERICAN AND FOREIGN COMPANIES.

A, CHARTERERS OF PANAMAX SIZE CDS VESSELS COULD REAP
A WINDFALL OF $308 MILLION BY SUBSTITUTING FOREIGN
FLAG VESSELS FOR U.S. FLAG CDS VESSELS.
(ATTACHMENT A, PGS. 7 THRU 9).

B. FOREIGN CHARTERERS OF TWO U.S. FLAG LARGE TANKERS
COULD AVOID $111 MILLION IN OPERATING LOSSES.
(ATTACHMENT A, PGS. 5 THRU 6).

C. WHILE THE VALUE OF EXISTING UNSUBSIDIZED TANKERS WILL
DECREASE DRAMATICALLY, THE VALUE OF TWO LARGE SUB-
SIDIZED TANKERS OWNED BY AN OIL COMPANY COULD BE
ENHANCED BY $185 MILLION BY PAYING BACK A PALTRY
AMOUNT OF CDS. (ATTACHMENT A, PGS. 6 THRU 7).

D. TOTAL WINDFALLS OF AT LEAST $604 MILLION DOLLARS WILL
BE SHARED BY LEO BERGER ET AL $308 MILLION DOLLARS,
PETROFINA $111 MILLION DOLLARS, AND ARCO $185 MILLION
DOLLARS.

THE RULE WILL PERMIT SUCH WINDFALLS UPON REPAYMENT OF
UNAMORTIZED CDS TO THE GOVERNMENT, A FRACTION OF THE
GOVERNMENT'S ORIGINAL CDS INVESTMENT IN THE VESSELS.

THE CDS REPAYMENT TO THE GOVERNMENT WILL BE LESS THAN 25
PERCENT OF THE WINDFALL MADE AVAILABLE TO PRIVATE PARTIES.

THE RULE WILL FORCE OUT OF BUSINESS 30 TO 50 SMALL TO
MEDIUM SIZE PRODUCT TANKERS, ESSENTIAL IN CASE OF NATIONAL
EMERGENCY. THEIR REPLACEMENT VALUE IS ESTIMATED AT ABOUT
$3 BILLION DOLLARS. THIS RULE WILL ALSO CAUSE ALL OTHER
TANKERS, MEDIUM AND LARGE, INCLUDING MANY NEW BUILDINGS TO
OPERATE AT LEVELS THAT WILL LEAD TO BANKRUPTCY.

WHILE THE RULE INSURES HIGH WINDFALLS AND UNJUST
ENRICHMENT TO A SELECT FEW, ALL NON-GOVERNMENT PARTIES,
IT WEAKENS SERIOUSLY OUR MERCHANT MARINE AND OUR NATIONAL
DEFENSE; CAUSES THE LOSS OF 2500 AMERICAN SEAFARING JOBS;
CREATES OVERTONNAGING IN AN ALREADY DEPRESSED MARKET;
PROVIDES NO SAVINGS TO THE CONSUMERS; CREATES CONDITIONS
CONTRARY TO CONGRESSIONAL POLICY AND LEGISLATIVE HISTORY;
ADVERSELY AFFECTS SHIPYARDS AND ALL RELATED SUPPORT
FUNCTIONS; DESTROYS THE MARITIME CAPITAL MARKET AND
SUBSTANTIALLY INCREASES THE GOVERNMENT'S EXPOSURE ON OVER
$1 BILLION OF TITLE XI GUARANTEES ON EXISTING TANKERS.

.+.+.FOR MORE DETAILS, SEE ATTACHED.




ATTACHMENT A

EXPLANATORY COMMENTS

ISSUE: PROPOSED RULEMAKING BY DOT
FOR
REPAYMENT OF CONSTRUCTION DIFFERENTIAL SUBSIDY
(CDS PAYBACK)

The DOT rule would provide huge windfall profits and unjust
enrichment (minimum $600 million ) to one shipowner/operator
and to major foreign and domestic oil companies.

The former Secretary of Transportation, Andrew L. Lewis, on
the day of his resignation, proposed a rule which, if
approved, would have a devastating effect on U.S. Merchant
Marine. It will send to the scrapyard 30 to 50 American
flag tankers, put out of business many companies and have a
damaging impact on our national defense and our economy.

Foreign oil companies, charterers of CDS built vessels,
would be able to terminate their charter commitments by
payment of a termination fee allowing the vessel's owners to
repay CDS and therefore enter the domestic trade.
Furthermore, these foreign charterers would then be able to
charter in (hire) cheaper foreign, flag tonnage, realizing
substantial savings. To obtain these savings the charterer
would pass a substantial portion of these savings to the
shipowner to secure releases from the charters. Thus, the
charterer is relieved of huge economic burden (which equates
to a subsidy for a foreign charterer). The
shipowner/operator receives a huge windfall from the
charterer and, additionally, he gains the opportunity to use
the vessel in the domestic trade.

The ~price paid by the shipowner/operator to receive these
advantages is repayment to the Government of the unamortized
balance only of CDS on the vessels estimated at a guarter or
less of the windfall made available to private parties.

In fact, the Administration's proposed rule is offering
another excellent bargain to commercial parties, while
sacrificing our national interest by sending to the
scrapyards the domestic unsubsidized fleet. The benefits
previously mentioned would not have occurred without payment
by the U.S. Government of Construction Differential Subsidy
(approximately 50% of the vessel's cost) in the 1970's to
support the construction of these vessels. It made good
business sense in the early '70's to enter these contracts.




In fact, it was considered then a good bargain for all
parties including the Government which wanted a foreign
trade American Flag fleet. Now, the charters are no longer
profitable to the users (oil companies). The position of
the U.S. Government as well as the position of the
shipowners are under solid guarantee. The users are
financially secure.The proposed rule gives the oil companies
the opportunity to correct a business mistake into a
sizeable profit.

The Administration, while allowing huge and unjust windfalls
to major oil companies (some foreign) and to the one
shipowner/operator compromises our national security, since
30 to 50 small to medium size product tankers (Jones Act
ships) needed by the Navy would be lost. The replacement
value of these ships is estimated at about $3 billion.

Interestingly, despite its impact on our defense posture,
the DOT proposal was offered without obtaining the views of
either the Department of Defense or the National Security
Council, as evidenced in the dialogue between a member of
the House Subcommittee on Merchant Marine and the DOT
spokesman - Charles Swinburn, Deputy Assistant Secretary for
Policy and International Affairs - during the Subcommittee's
hearings on the proposal on March 3, 1983:

Rep. Shumway: "Have you made studies on the possible impact
of this proposal as far as it relates to our
national defense needs?"

Mr. Swinburn: "The direct answer to that, Mr.Shumway, is
no, we have not. The analysis stopped, if
you will, with the economics."”

This lapse, understandably, has caused concern among defense
officials, and has led to letters to DOT Secretary Elizabeth
Dole from Paul Thayer, Deputy Secretary of Defense, and
George A. Sawyer, Assistant Secretary of the Navy. Copies
of these letters are attached hereunder as Attachments A-1
and A-2.

Furthermore, the CDS rule, if enacted, will causes more than
2,500 seagoing jobs to be lost permanently when ships will
be scrapped and creates a climate of instability. This loss
of jobs does not include the thousands of jobs that will be
affected or lost in shipyards, allied and support maritime
industries and office/management personnel. The rulemaking,
if enacted, would virtually close down the domestic
shipyards. This is a devastating position to place our Navy
in. Not only would we not have any shipbuilding capability
during times of war but no repair facilities for combatant
ships.




In excess of $5 billion of private investment is being
threatened. Domestic trade shipowners/operators made these
investments in good faith and without Government help on the
basis of existing laws.

It is unfair for the Administration to change the rules and
to abandon the goals of existing Merchant Marine
Legislation. This proposed rule is contrary to the
intentions of the Congress when it passed +the 1970
amendments to the Merchant Marine Act. Fifty years of
legislation goes down the drain on the last day of a
resigning Secretary?

Should the ground rules be changed so drastically and for so
little reason? Will it ever be possible for the Merchant
Marine community to find investors? Can the Administration
overturn long standing maritime policy without congressional
involvement?

The DOT proposal, instead of answering questions, raises
more questions; instead of solving problems, creates more
problems. The proposal was outdated the day it was issued,
it contains faulty assessment of the number of ships that
would repay their CDS; it overestimates the amount of oil
production in Alaska; it shows lack of understanding of the
Maritime Industry and market place pricing realities; it
refers to shortages of VLCC's (very large crude oil
carriers); and does not take into account physical port
restrictions and natural barriers. It shows every shade of
a "rush-rush-last minute gquick fix".

Congressional 1leadership, responsible for maritime and
defense matters and other legislators, not having the
opportunity to consider the proposed fundamental changes to
our Maritime policy, are strongly objecting to the
rulemaking, as it is demonstrated in the attached letters
(Attachments A-3, A-4, A-5, A-6, and A-7) to the current
Secretary of Transportation, Elizabeth H. Dole.

It is also interesting to note that, during the early March
1983 Congressional hearings, neither the Maritime
Administrator (Admiral H. Shear) nor the Senior Military
Transportation Officer (Admiral Kent Carroll, Head of the
Military Sealift Command) testified. Admiral Carroll was
prohibited from testifying.




According to DOT, the following vessels are expected to pay
back their CDS:

VESSEL NAME OWNER/ DWT UNAMORTIZED
CHARTERER (1) CDS (2)
VLCC'S
1) ARCO INDEPENDENCE ATLANTIC 265,000 $24.9 (5)
(3) RICHFIELD
2) ARCO SPIRIT (3) ATLANTIC 265,000 $24.8 (5)
RICHFIELD
3)MARYLAND (4) BOSTON VLCC 265,000 $21.0 (4)
TANKERS/SEATRAIN
4)MASSACHUSETTS (4) BOSTON VLCC 265,000 $19.4 (4)
TANKERS/SEATRAIN
5) WILLIAMSBURG PETROFINA 225,000 $12.2
6)NEW YORK (4) BOSTON VLCC 265,000 $16.2 (4)
TANKERS /SEATRAIN
7) BROOKLYN (3) PETROFINA 225,000 $10.2
SUBTOTAL VLCC'S 1,775,000 $128.7
PANAMAX'S
8)KITTANING KEYSTONE 91,000 $ 9.7
9) CHESTNUT HILL KEYSTONE 91,000 9.0
10) AMERICAN HERITAGEBERGER 91,000 9,2
11)BEAVER STATE BERGER 91,000 9.2
12)ROSE CITY BERGER 91,000 9.1
13) WORTH BERGER 91,000 9.5
14) GOLDEN MONARCH BERGER 91,000 9.8
15) GOLDEN ENDEAVOR BERGER 91,000 9.1
SUBTOTAL PANAMAX'S 728,000 $74.6
TOTAL VLCC'S & PANAMAX'S 2,503,000 $203.3

(1) Deadweight Tons

(2) Unamortized construction and reconstruction as
estimated by MARAD (Maritime Administration) as at
July 1, 1983 expressed in millions

(3) Applications for CDS repayment have been filed with
MARAD

(4) Owner opposes CDS Payback

(5) Owner does not support CDS under present conditions.



It is notable that Boston VLCC Companies, the owners of the
VICC's MARYLAND, MASSACHUSETTS and NEW YORK, are opposing
the CDS Payback as expressed in a letter to Secretary Dole
(Attachments A-8, A-9, and A-10). It is also noteworthy
that Atlantic Richfield, a major oil company, does not
support the entry under current conditions. Not a single
oil company is in support of DOT. Shell O0Oil Company's
comments (Attachment A-1l) typify the comments of other oil
companies.Therefore, the only VLCC owner who supports CDS
Payback is Petrofina. Why? Because it stands to gain $§111

million.

The Petrofina VLCC's - BROOKLYN and WILLIAMSBURG -~ were
built in 1973 and 1974 and chartered by Petrofina for their
economic lives (25 years). The vessels were operated by
Petrofina for many vyears in the international trade.
Petrofina, as 1is the «case with most other major oil
companies, has experienced a reduced need for this class of
vessels. Petrofina has scrapped its two owned foreign flag
VLCC's, the FINA CANADA and the FINA BRITTANIA, and is
attempting to reduce its shipping losses further by gaining
full-time domestic trading rights for its two chartered U.S.
Flag VLCC's. It is notable that Petrofina would still be
forced to meet its commitments on four foreign flag VLCC's
on long-term charter.

Due to current low rates, many charterers with long-term
charter commitments are cancelling these charters and paying
large settlements (see Attachment A-12).

Petrofina, as in the case of almost all owners or charterers
of VILCC's, made a very costly commercial mistake in
chartering two vessels for 25 years in a market soon to
enter long-term and substantial overcapacity. The limited
access to the domestic trade currently provides Petrofina
with revenues sufficient to cover its capital and operating
costs for a full year.

At least in the case of the BROOKLYN, the amount of CDS to
be repaid (about $10 million) is so little that the vessel
would have an extraordinary capital cost advantage  over all
unsubsidized tankers constructed after 1973.

As an integrated, international oil company, with
potential demand for ANS crude, Petrofina would have an
imposing competitive advantage in securing charters for its
two CDS vessels.




It is extraordinary that fundamental U.S. maritime policy
would be changed to relieve a foreign charterer of a
commercial mistake made in the early 1970's, at the expense
of biliions of dollars worth of tankers, old and new,
large, medium and small, all secured by U.S. investors.

Petrofina's windfall is computed as follows:

ANTICIPATED LOSSES IN FOREIGN TRADE

FIRST 3 YEARS LAST 12 YEARS
———————— Millions of $-=——-e—mmecee—w-
VLCC "BROOKLYN"
Financial Costs $16.0 -
Lay-up Costs 5.0 $32.0*
Operating Losses - -
$21.0 $32.0

Potential Windfall for VLCC "BROOKLYN" from CDS Payback =
$53.0 Million.

ANTICIPATED LOSSES IN FOREIGN TRADE

FIRST 3 YEARS LAST 13 YEARS
———————— Millions of S—=——-meeeena—-
VLCC "WILLIAMSBURGH"
Financial Costs $18.0 -
Lay-up Costs 5.0 -
Operating Costs - $35.0%*
$23.0 $35.0
Potential Windfall for VLCC "WILLIAMSBURGH" from CDS
Payback= $58.0 Million.
Petrofina's Total Windfall Potential = $111 Million.
® These vessels already are benefiting from the right to

trade domestically for six months of any consecutive
twelve month period. The calculations show the volume
of losses likely with no domestic trading at all.

% * Losses equal to $1.00/DWT/month, reflecting higher U.S.
operating costs.

Arco (Atlantic Richfield Company) purchased two (2) 265,000
DWT CDS-built VLCC's in 1981 for $15 million in cash and the
swap of three (3) foreign built 150,000 DWT tankers, the
total value of which approximated $50 million, or $25
million per vessel. After CDS payback, the vessels would
have a capital cost of approximately $65 million. Ordered
in 1983 in the U.S., ships with a comparable carrying
capacity would require an investment ©f at least $225
million ($158 million after allowing for the age of the Arco
vessels).




CDS payback, therefore, would produce a windfall to Arco of
about $185 million. Even with this prospect, as we stated
previously, Arco does not support the entry of CDS vessels

under present conditions.

These tankers were acquired by Arco from Gulf O0il at a
depressed price (including the swap of three (3) smaller
foreign flag vessels). The value of the two (2)

U.S. ships reflected the limited employment opportunities
available to the two (2) VLCC's in the domestic trade. To
allow these ships into the domestic trade on a permanent
basis after their distress sale would provide a major oil
company with an unplanned and unnecessary windfall profit.

In addition, Arco, with its proprietary cargoes of ANS
(Alaska North Slope) crude o0il, can guarantee employment for
its two (2) 1large vessels at the expense of currently
chartered independent tanker capacity.

As far as VLCC's are concerned, conclusively Petrofina is
the only supporter and possible beneficiary.

Leo Berger is the other major beneficiary. He is principal
of the Berger Group of Companies, also known as Apex Marine.

The six (6) 91,000 DWT Panamax (capable of transiting the
Panama Canal) Tankers operated by Apex Marine represent
another situation producing an unequal competitive condition
after CDS repayment. All of the six (6) ships have
long-term charters with major oil companies. The oil
companies have been experiencing losses from the operation
of the vessels in foreign trade. The option of CDS repayment
would provide the charterers with the possibility of relief
from the unfavorable charter, the benefits of which would be
transferred by the oil companies to Apex.

Aside from the possibility of profitability in the domestic
trade, the unfair competitive advantage of cancelling the
foreign trade charters come from the following factors:

(1) the differential between the time charter rate paid for
the Apex vessel and the present rate available for
modern foreign flag vessels of a comparable size;

(2) the wage escalation payments made by the charterer to
Apex not made for foreign flag vessels under present
market circumstances; and

(3) the fuel cost differential for the Apex steam powered
tankers as compared with more efficient foreign diesel
tankers.



In sum, the cost advantage of cancelling the charters to
Texaco, for example, would total approximately $15 million
over the remaining three (3) year life of the charters, on
the assumption that Texaco requires any replacement vessels.
The hidden benefits would provide these ships with an
insurmountable competitive advantage. The subsidy program
made these charters possible. Apex would receive the
benefits of the charters in advance, enabling them to
substantially reduce their break even cost. If it fails,
Apex retains the foreign trade charters.

At no cost, the Administration would be granting to a
shipowner the option to collect a windfall gain, skim the
remaining cream from a weakening market or, at the worst,
undercut existing domestic owners sufficiently to gain
access to the domestic trade while retaining at least a
large portion of its charter termination payment.

To quote the President of the American Maritime Association,
this regulation "...would benefit principally one shipowner,
Capt. Leo Berger, who has been cushioned against losses in
the world market by his "hell-or-highwater" charters but who
now is eyeing greater profitability."

Estimated Value of CDS Payback Windfall for Panamax Tankers
was computed as follows:

TEXACO CHARTERS (5 SHIPS) APPROXIMATE
CURRENT CURRENT
U.S. FLAG FOREIGN FLAG
CDS/0DS T/C
-------- -$/DWT/MONTH--~———-=

Time Charter Cost $4.50 $2.50

Wage Escalation Payment 1.00 -

Fuel Cost Differential 2.00 -

Total $7.50

$5.00/DWT/Month
$5.00 x 91,000 DWT x 11.5 Months =
$5.2 Million

Monthly Differential
Annual Differential

o




Remaining Ship-Years of Charters:

KITTANING 4 Years
CHESTNUT HILL 4 Years
BEAVER STATE 3 Years
WORTH 3 Years
ROSE CITY 3 Years
Total = 17 Years
Total Windfall = 5.2 Million x 17 Years = $88 Million

Other Charters (5 Ships)

Estimated Average Remaining Life of Charters = 11 Years
Total Remaining Ship-Years of Charters = 55 Years
Estimated Average Monthly Differential = $4/DWT/Month
Estimated Total Differential = $20 Million/Year or

$220 Million
Total Panamax Windfall = $308 Million

The three (3) applications for CDS repayment now before DOT
(Arco, Petrofina, and Berger) represent specific situations
that prevent fair competition in the domestic trade between
the existing independent wunsubsidized vessels and CDS
tonnage. The owners or charterers that represent the three
applications control 10 of the 15 ships enumerated by DOT as
most likely to repay subsidy.

In summary, the windfalls will be shared as follows:

Berger et al $308,000,000
Petrofina 111,000,000
Arco 185,000,000

TOTAL $604,000,000

All knowledgeable and affected parties have.notified DOT
that an adequate system exists to satisfy DOT's alleged
reasons for the proposed rulemaking.
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The proposed DOT rule, while it makes possible windfall
profits/benefits to a small special interest group, if
enacted, will:

Increase unemployment substantially

Create overtonnaging of American tankers
Seriously affect National Defense

Provide NO savings to the consumers

Jeopardize Title XI Guarantees (up to $1 billion)

Create conditions contrary to Congressional policy and
legislative history

Severely affect shipyards and all related support
functions, more unemployment

Destroy the maritime capital market and any future
capital investment in American ships

Have catastrophic effect on the entire U.S. Merchant
fleet including CDS vessels.

The DOT proposed rule should be rejected.




THE DEPUTY SECRETARY OF DEFENSE

WASHINGTON,. D.C. 20301

2 g MAR 1983

The Honorable Elizabeth Hanford Dole
The Secretary of Transportation

400 7th Street, S. W.

Washington, D. C. 20590

Dear Elizabeth:

The purpose of this letter is to request that the Department
of Transportation not enact the Construction Differential Subsidy
(CDS) Replacement proposal contained in your Notice of Proposed
Rulemaking (NPRM), Federal Register (Volume 48, No. 21, p. 4408,
of 31 January 1983).

Currently, CDS built tankers, as authorized by MARAD
can participate in Jones Act Trade only to a maximum of six
months annually. It is my understanding the proposed rule
would 1ift all restrictions on Jones Act trading by CDS tankers
whose subsidies had been reimbursed. The effect of this rule
change would be threefold: (1) smaller, militarily useful
tankers would be sgueezed out of the domestic trade market
by large tankers supported by the proposed rules; (2) our
depressed shipbuilding industry, which has looked forward to
the business created by the Port and Tanker Safety Act of 1978,
would be deprived of the anticipated work it so badly needs;
and (3) a windfall profit would be provided to a few major
companies with CDS built tankers under charter.

The Navy's specific concern is the detrimental effect of
accelerated small tanker retirements on our ability to resupply
overseas forces in the event of war. Nearly half of our wartime
shipping requirements, in terms of tonnage to be shipped, must
be carried in tankers between 6 and 80 thousand DWT, with coated
tanks to permit carriage of refined product. Larger tankers,
the type supported by the proposed rules, are of limited value
for military deployment and support purposes. As a result of
the changes in petroleum product distribution systems, including
shorter routes, greater use of pipelines, and other inland
surface modes, the commercial regquirement for smaller domestic
oceangoing tankers has been steadily reduced. 2application of
the technical provisions of the Port and Tanker Safety Act will
further accelerate the retirements of these tankers.

1 fear that the proposed ruling to allow large tankers a
greater share of domestic trade will greatly exacerbate an




already dangerous trend toward small tanker extinction. I

have asked the Assistant Secretary of the Navy, Shipbuilding and

Logistics to provide a more detailed explanation of our concerns.
Your assistance in this matter 1s greatly appreciated.

Sincerely,

Paul




DEPARTMENT OF THE NAVY
OFFICE OF THE SECRETARY
WASHINGTON. D. C. 20330
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MEMORANDUM FOR THE SECRETARY OF TRANSPORTATION

Subj: Construction Differential Subsidy Repayment; Total Repayment
Policy, 46 CFR Part 276; Notice of Proposed Rulemaking

With reference to your notice of Proposed Rulemaking (NPRM), Subject
as above, contained in the Federal Register (Volume 48, Number 21, at page
4408, dated 31 January 1983), the Department of the Navy desires tc comment
on the proposed rules.

The Navy has viewed the declining health of the U.S.-flag merchant
marine with grave concern. The major element of this concern has been the
reduced capability of our merchant fleet to support our national defense
requirements under contingency situations, particularly where the U.S. must
act unilaterally and still support our private sector requirements.

We anticipate that nearly one-half of our contingency shipping require-
ments, in terms of tonnage to be shipped, would be in militarily-useful
tankers. A militarily-useful tanker is defined as between 6 and 80 thousand
DWT with coated tanks to permit carriage of refined product. Larger tankers,
the type supported by the proposed rules, are of limited value for military
deployment and support purposes.

Even without the adoption of this proposal, as a result of the changes
in petroleum product distribution systems including shorter routes, greater
use of pipelines, and other inland surface modes, the regquirement for smaller
domestic ocean going tankers has been reduced. As a result of the application
of the technical provisions of the Port and Tanker Safety Act of 1978 to these
ships in 1986, the retirements of these tankers will be accelerated beyond the
rate which would normally be anticipated.

This proposal would further enlarge and accelerate that loss with at
least an additional 20 tankers affected. Any deliberate actions taken as a
matter of policy which effectively reduce the number of militarily-useful
tankers in trade will not be helpful to our national defense posture.

An additional adverse national security impact will result from this
proposal. Our depressed shipbuilding industry which has looked forward to the
business created by the Port and Tanker Safety Act will not get the anticipated
work it so badly needs. The Navy's combatant ship and sealift enhancement
programs are not sufficient to maintain the private yards necessary for a diversi-
fied mobilization base. Given the declining private order book, the prospect for
yard conversion work as well as new construction will be inhibited, if not ex-
tinguished, by a rule which would permit unrestricted domestic trade qualification
by Construction Differential Subsidy (CDS) payback.




It appears to Navy that, in addition to adversely affecting our
national security, the proposed CDS payback will result in little, if any,
direct monetary benefit to the government; will be a breach of faith with
the operators in the Jones Act Trades; and will result in a windfall to a
few major companies who presently have CDS built tankers under charter.

As a result of the vessel retirements which would be occasioned by
the CDS payback, Navy understands that MARAD has estimated that the Title XI
loan guarantee exposure of the government could be as high as $440 Million.
If applications for CDS repayment are received for all eligible tankers, the
unamortized Construction Differential Subsidy principle repaid will be $470
Million, plus interest.

The current Jones Act Trade operators who have Title XI exposure would
be defaulting on non-Construction Differential Subsidy vessels. By foregoing
CDS, these operators had acted in good faith, relying upon the operating and
financial protection of the Jones Act. Your former Secretary, Drew Lewis,
speaking for the Administration on 20 May 1982 and 5 August 1982, reaffirmed
support for the sanctity of Jones Act and existing cargo preference laws. And,
the President has affirmed his support for the domestic trades. The proposed
rulemaking would arbitrarily and rapidly reverse this position at a time when
the domestic tanker market is already under great pressure.

In summary, the proposed changes would not assist in national defense,
and in practice would be detrimental because useful-sized clean product ships
would be displaced by less useful large, crude carriers.

Recognizing the dynamic nature of the tanker trades, both in domestic
and international commerce, the Navy recommends that the proposed NPRM continue
the present practice of allowing temporary qualification of 1imited duration
with full pro-rata CDS payback (including interest), and only in those
situations dictated by tanker undercapacity.

-{,4., - T\ I
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Hon. Elizabeth H. Dole
Secretary of Transportation
Department of Transportation
Washington, D.C.

Dear Madam Secretary:

In addition to the attached record of the hearing held March
3, 1983 that, with some exception, reflects general opposition to
the proposed rule to permit CDS pay backs, we would express our
particular concern with the proposal.

Of prime interest to us when the Subcommittee on Merchant
Marine ordered this oversight hearing’was the broadness of the
rule and the possibility that its scope was in excess of the
delegation of authority granted by the Congress in the Merchant
Marine Act, 1936, as amended. The hearing did not resolve these
guestions to our satisfaction, and we therefore continue to raise
as an outstanding issue the wisdom of making such sweeping policy
changes of this type at this time.

By expressing our concern we do not take issue with the
Supreme Court's 1980 opinion in Seatrain Shipbuilding Corp. v.
Shell 01l Co. (444 U.S. 572). What we suggest is that the
Court's conclusion in Seatrain be read for precisely what it
said, ". . . the Act empowers the Secretary to approve
full-repayment/permanent release transactions of the type at
issue here." (emphasis added). Balancing the policy interests of
the 1936 Act with the necessity for discretion in the
administration of the Act would necessitate interpreting Seatrain
as permitting payback and release for the Stuyvesant. By
allowing, without distinction, any and all vessels to pay back
without any subsequent review as to impact and effect by the
Secretary would destroy the very discretionary power granted by




the Congress and reiterated in Seatrain. We also bring to your
attention the opinion by the United States Court of Appeals in
Independent U.S. Tanker Owners Committee v. Drew Lewis (342 F2d
§02) in which the Court, applying Seatrain, discussed ". . s
publication of a permanent rule governing repayment
applications." We view the decisions as urging rulemaking that
would fairly dispose of applications on a case-by-case basis.

Regardless of the many arguments which have been made for or
against the proposed rule, there exists a sincere concern with
the underlying basis for the current rulemaking, the need for
competition in the allegedly lucrative Alaska oil trades The
Congress is in the process of considering the reauthorization of
the Export Administration Act; at this time, it is not clear if
either Congress or the Administration will choose to endorse
extension of the current statutory requirement that Alaska North
Slope oil not be exported. Obwiously, if the restriction on
export of Alaskan o0il is eliminated, the underlying basis for the
proposed rule would be seriously compromised.

We also believe it is essential that two other aspects of
this proposal be examined more thoroughly. First, we find that
there is insufficient economic documentation to support DOT's
claim in the Notice of Proposed Rulemaking (Docket No. 78; Notice
No. 4, p. 13) that ". . . The proposal is not considered to be
'major' as defined by E.O. 12291 because it would not have an
annual affect on the economy of $100 million or more®™. 1Indeed,
Mr. Charles Swinburn, the Deputy Assistant Secretary of
Transportation for Policy and Program Development, at the
Merchant Marine Subcommittee hearing on March 3, 1983, expressed
doubt as to the amount of interest payment that would be returned
to the Government, while a witness representing shipbuilding
asserted that the proposed rule would have an annual negative
impact on the economy of $315 million.




The second issue of concern-to us is the national security

implication of the proposed rule.

There is compelling evidence

that smaller tankers would be replaced by the larger CDS-built

ships.

It is these smaller tankers that are important to the

military and, therefore, a thorough analysis of the rule's impact
on our national security should be undertaken,

We do not believe we interfere with the right of the
Executive Branch to implement, by way of rulemaking, the programs
we have legislated when we respectfully request that for the
reasons stated in this letter you withdraw the rulemaking.

WALTER B. JO¥WAES
Chairman
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Chairman, Merchant
Marine Subcommittee
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ROY DYSOM -~
Member of Congress

HEé%éRG H. BATEMAN

Member of Congress
ROBIN TALLON
Member of Congress

o i s

UDINE SCHNEIDER
Member of Congress

Slncerely,

" “ROBERT W.

L A

WIN

Ranking Mlnority Member

DAVIS
of Congress

O et
ORMAN E. D'AMOURS
Chairman, Subcommittee

on Oceanography '

THOMAS M. FOGLIETTA
M er of Congress _

Member of Congress
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May 2, 1983

The Honorable Elizabeth H.
Secretary of Transportation
400 Seventh Street, S. W.
Washington, D.C. 20590

Dole

Dear Madam Secretary:

We are writing to express again our sincere concern about the
Department of Transportation proposed rule that would permit
Construction Differential Subsidy (CDS) paybacks.

As was stated in a March 23 letter to you, signed by fifteen
members of the House Merchant Marine and Fisheries Committee,
there is considerable opposition to the proposed rule. An
apparent majority of the members of the Merchant Marine Sub-
committee question the wisdom of making such a sweeping policy
change and guestion the rule as being in excess of the authority

granted by the Congress in the Merchant Marine Act of 1936, as
amended.

On Thursday, April 14, the Merchant Marine Subcommittee
held a markup of H.R. 2114, the Maritime Administration
Authorization legislation for fiscal year 1984. At the markup,
Mr. Dyson of Maryland introduced an amendment addressing the

subject of CDS paybacks. A copy of the amendment is enclosed for
your information.

Several members of the Subcommittee, in support of Mr.
Dyson's position, emphasized the possible adverse effect of the
proposed rule on our nation's defense capabilities: They cited
the Deputy Secretary of Defense Paul Thayer's letter to you
asking that the rule not be implemented. We agree with Secretary
Thayer's assessment that the rule would allow large tankers a
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greater share of domestic trade, thereby greatly accelerating an
already dangerous trend for defense purposes toward small tanker
extinction. As Secretary Thayer noted in his letter to you,
large tankers, the type that would benefit from the proposed
rule, "are of limited value for military deployment and support
purposes” in time of war.

After agreeing with the Committee leadership's desire to
maintain a "clean™ Maritime Administration authorization bill,
Mr. Dyson withdrew his amendment. We have included a copy of the
transcript of the pertinent discussion on this issue which
occurred at the Subcommittee markup of the Authorization Bill.

For the reasons cited in this letter and in the March 23,
1983, letter to you, we urge you to withdraw the rule explicitly
by notice in the Federal Register.

We look forward to your reply on this important matter.

Sincerely,

\ \h,/}./mwuﬂ(\\ ﬁAT}T&}D R

'\ -, ~ : =
ER B. JONES ’ -~ EDWIN B. FORSYTHE
Chalr an Ranking Minority Member
//f / '
/ (Zees '._4'6*)7/

MARIO BIAGGI ROY DYSO

Chairman, Merchant Member, rchant

Marine Subcommittee Marine Subcommittee

Enclosure
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May 17, 1983

The Honorable Elizabeth Dole

Secretary, Department of Transportation
400 Seventh Street S.W.

Washington, D.C. 20590

Dear Madame Secretary:

I am writing to express my concerns about the proposal presently
before your Department to allow tank vessels built with subsidy to
engage permanently in coastwise trade if they pay back a portion of
the subsidy they have received. My greatest concern at this point
is that, although ultimately a payback program may be found desirable,
the logic, implications and consequences of this proposal have not
been adequately scrutinized. I would like to raise a few of my concerns
for your attention.

First, it is my understanding that in the very limited number of
previous CDS-payback cases, there were at least three distinguishing
features. The vessels were considered on a case-by-case basis. The
vessels were subject to unique economic distress. And finally, the
vessel paid back the government all or virtually all of the CDS that
went into the vessel. This latter point seems particularly important.

As I understand the present proposal before the Department, only the
unamortized portion of the subsidy, with interest, would be paid back

to the govermment. For a vessel that is not new, this means considerably
less than full subsidy repayment. In fact, it appears that if accepted,
this proposal would provide a highly subsidized financing packagz for
such operators that is unavailable to and highly prejudicial to coastwise
operators. For a vessel of considerable age, this proposal in fact
would create a huge windfall to the vessel owner, by allowing then

into the coastwise trade, without returning any significant benefit

to the U. S. Treasury through a payback. It would seem to me that the
proposal would be more equitable (and true to the press accounts dis-
cussing it) if the govermment were paid back its full construction-
subsidy with interest in return for the fundamental reversal in ground
rules that would enable such vessels to enter the daomestic trade.

There are other concerns I have as well. These points might all
be answered should full subsidy repayment, as discussed above, be
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required, but I believe they are worth your serious consideration as
well.

The proposal before the Department, unlike other CDS payback
proposals .is not vessel-specific, but rather a generic change in the
law whose implications are thus very difficult to anticipate. Is this
generic approach a more appropriate way to proceed than a case-by-case
approach?

Finally, if this proposal is accepted by tankers, I can perceive
of no logical reason why it shouldn't be applied to liners, to the
Hawaiian trade, or any other domestic trade plied by U.S. ships. Is
this the intent of the Department? Has the Department examined all the
implications of such a major change in our maritime laws? 1 suspect
not. If it has, I would certainly like to see the results of such an

examination.

Madame Secretary, this is only a brief look at some of the concerns
that I see rising from this proposal. As I mentioned earlier, a CIS
Tepayment program may ultimately be a sound idea. I am troubled, however,
by the fact that the proposal as it stands before your Department fails
to answer so many of the questions it raises. I am also troubled by
the fact that it seems to be moving forward without Congress having the
opportunity to consider the full implications of such a fundamental alter-
ation of our maritime laws.

I do not believe that there is any real reason. for the Department
to make a decision on this proposal in the immediate future, and I
hope that you will not make a decision on the proposal until you are
quite confident of the proposal's full impact and implications and until
Congress has had the opportunity to fully discuss the matter with you.

1 appreciate your attention to this request.

Sincerely,
SLADE GORTON

United States Senator

SG:cko
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The Honorable Elizabeth H. Nole
Cabinet Secretary
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Dcar Madam Sccreotary:
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am concerned

that the Department would promulgatc a rule like the CDS payback rule,

published by your predecessor on January 31, 1983,
sideration to its impact on national security.

without due con-

As you must know, both the Dcpartment of Defense and the Navy
have expressed opcen opposition Lo the wule, citing their concern that
implementation of the rule would cost the tiavy at least 20 badly

needed small product tankers.

I would appreciatce vour giving this mattcer a careful review.

Once

done, I am certain that you would withdraw this rule before our na-

tional security capabilities arc further limited.

Let me thank you in advance for your attention to this matter.

Sincercely,

Nicholas Mavroules
Membcar of Conaress
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May 18, 1983

Honorable Elizabeth H. Dole
Secretary of Transportation
Department of Transportation

Dear :

I am writing to express my concern about a rule proposed by your
Department which would permit the reimbursement of construction differential
subsidies (CDS) and allow CDS tankers to engage without restriction, in
trade reserved for non-subsidized vessels.

My concern is specifically that the proposed rule would be detrimental
to our fleet of smaller vessels, which are more suitable to military use
than the larger ships which would benefit from the CDS. pay-back rule. I
understand that Deputy Secretary of Defense Paul Thayer has brought this
concern to your atterition. It is anticipated that even without proposals
such as the CDS pay-back rule, our fleet of small, militarily useful
tankers will decline unacceptably in the future. The availability of
small tankers capable of transporting refined petroleum products, as
opposed to large tankers designed to carry crude oil, is essential to
our military preparedness. It would be unwise, in my opinion, to take
steps which would unnecessarily exacerbate this problem.

I am also concerned that the proposed CDS pay-back rule will create
economic dislocations within the shipping industry. CDS supported
tankers will receive a windfall of new business, while small tanker
operators will lose business, as restrictions on larger vessels are
lifted. In my view, this sweeping change in the shipping industry
should be accomplished with due regard to its effects on all sectors of
the economy. Because the Congress has not yet acted to reauthorize the
Export Administration Act, which currently prohibits the exportation of
Alaskan crude oil, the economic impact of the CDS pay-back rule cannot
be predicted accurately.

For these reasons, I suggest that the Department withdraw its
proposal and review the underlying policy carefully in light of national

security and economic interests. Thank you for your cooperation in
this matter.

Sincerely,

EDWARD P. BOLAND
Member of Congress

EPB:sw
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Honorable Elizabeth H. Dole
Secretary of Transportation

U.S. Department of Transportation
Washington, D.C. 20590

Re: Proposed Rulemaking to Permit Repayments
Of Construction Differential Subsidy,
46 C.F.R. Part 276.

Dear Madam Secretary:

Boston VLCC Tankers, Inc. Il ("Boston [I") is the owner of
the VLCC MASSACHUSETTS, a 264,073 dwt oil carrier which was built
in 1975 at Sparrows Point, Maryland with construction differential
subsidy (CDS).

We have been following with a great deal of concern the proposal
to allow owners of vessels which were built with CDS to repay the
CDS and immediately qualify their vessels for the domestic coastwise
trade, trades which such vessels are prohibited from serving, by
statute and contract, except in limited circumstances.

Boston |l respectfully urges that the proposed regulations not
be adopted. At first blush it might seem as though a proposal which
would allow full coastwise privileges to vessels currently limited to
trading only six months per year should be vigorously embraced by
all owners of CDS-built vessels. However, careful study reveals the
dangerous fallacy of this simplistic reasoning.

We will not herein restate the detailed market analysis which
has been fully, and in our judgment accurately, put forth by OSG
Bulk Ships, Inc./Overseas Shipbuilding Group, Inc., except to note
that we share their conclusion that the Administration's proposal,
if adopted, will result in severe overtonnaging of the Alaskan oil
trade, not to mention other coastwise trades which are already
depressed to the point where a substantial percentage of the U.S.
fleet is in lay-up status. The proposed rulemaking itself acknowledges
that there will be extensive overtonnaging.

At best, the proposed regulations will cause disruption in what
is now a stable market, causing economic detriment to the entire U.S.
tanker fleet, including the CDS-built vessels, with the possible limited
exception of a few major oil companies (some foreign) and isolated
individual owners. Boston Il believes that all owners of CDS-built
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VLCC's would be forced to elect to repay the subsidy in order to
obtain domestic cargoes. With no long-term foreign commercial
prospects and the elimination of six month waivers, the result can
only be massive overtonnaging, reduced rates and lost revenues.
Any owner who does not repay the CDS under such circumstances
will essentially have an unemployable vessel.

Boston Il as an owner of a CDS-built vessel, and as an alleged
potential beneficiary of the proposed regulation, strongly opposes
the regulation because of the overtonnaging and market disruption
that will flow from qualifying these vessels for the domestic trades
and the resultant expected decline in the current value of all vessels.

Boston |l believes that the current system, perhaps with some
modifications after more careful study, consistent with S 506 of the
Merchant Marine Act, 1936, permitting CDS-built vessels over 100, 000
Dwt into the Alaskan crude trade for periods of up to six months per year
serves to assure sufficient tonnage to meet cargo demand, while at
the same time precluding overtonnaging and the resultant decline
in the market value of existing vessels. We believe the continuation
of the six-month waiver system is far more beneficial, as well as
protective of all interests.

Sincerely,

BOSTON VLCC TANKERS, INC. 11

/
-’

V/)./M el 1% /4_'_ I/\/\,
Samuel Kahn
President

cc: Admiral Harold E. Shear, USN (Ret.),
Mdritime Administrator
400 Seventh Street, S.W.
Washington, D.C. 20590

Wendell W. Gunn, Special Assistant to the
President for Policy Development

The White House

1600 Pennsylvania Avenue, N.W.

Washington, D.C. 20500
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Congressman Mario Biaggi
House of Representatives
Room 2428

Washington, D.C. 20510

Congressman Edwin B. Forsythe
House of Representatives

Room 2210

Washington, D.C. 20510

Congressman Walter B. Jones
House of Representatives
Room 241

Washington, D.C. 20510

Senator Slade Gorton
United States Senate
Washington, D.C. 20510

Docket Clerk

Room 10421

Office of the Secretary
Department of Transportation
400 Seventh Street, S.W.
Washington, D.C. 20590

Peter A. Friedmann, Esq.

Senate Commerce Committee

508 Dirksen Senate Office Building
Washington, D.C. 20510



Shell Oil Company @

Fwo Shell Plaza
P.O. Box 20939
Houston, Texas 77001

March 28, 1983

Docket Clerk, Room 10421

Office of the Secretary

Department of Transportation (DOT)
400 Seventh Street, SW

Washington, DC 20590

Gentlemen:

CONSTRUCTION - DIFFERENTIAL SUBSIDY REPAYMENT; TOTAL REPAYMENT POLICY;
NOTICE OF PROPOSED RULEMAKING

Shell 011 Company appreciates the opportunity to express its' views regarding
the above Notice of Proposed Rulemaking. As a long-term charterer of two

Jones Act ships (B.T. Alaska and B.T. San Diego) and two CDS vessels (U.S.T.
Atlantic and U.S.T. Pacific) Shell has a direct interest in this matter.

Shell is opposed to Total Repayment of CDS for the purpose of entering domestic
trade and in this regard offers the following comments:

1. An adequate mechanism exists for satisfying Alaskan and other oil movements
which exceed the capabilities of Jones Act tonnage. The "temporary waiver"
system has provided an effective and equitable means of balancing the supply
of equipment available to the market. Significantly, this system is also
consistent with long-standing government rules and regulations which have
resulted in unsubidized investments in Jones Act vessels. The existing
system works. There have been no instances of demand not being adequately
met under these rules. Any benefits, then, to be derived from the "Proposed
Rulemaking" would be beyond the requirement for adequate tonnage. In fact,
it is difficult to see what if any, those benefits would be. Rather it
appears that the "Proposed Rulemaking" would merely reward a select few
who may have made unwise (albeit subsidized) investments and, at the same
time, severely penalize those who have adhered to the well-established,
long-standing rules of the Jones Act.

2. While the existing system of 6-month temporary waivers has adequately
provided tonnage in excess of Jones Act supply, the point is made that
the process for carrying this out is cumbersome and requires an excess
of government (Marad) involvement. In this regard, Shell would support



a change in regulations to provide for consecutive 6-month waiver

periods subject to determination that unsubsidized Jones Act tonnage

is not being displaced. A system of this type would lessen the
procedural involvement of Marad. At the same time, it would provide

an improved lcnger-range planning guide for shippers of Alaskan crude
oil. Most importantly, it would continue to provide an adequate supply
of tonnage without causing an unfair, damaging alteration to the existing
system.

3. In no case, is there justification for CDS repayment on vessels less
than 100,000 DWT. Existing independently owned, unsubsidized vessels
in this size range are more than adequate to mect demand. Repayment,
we believe, would substantially weaken the financial viability of the
independent Jones Act owners with whom Shell does business. We believe
it is in the national interest as well as Shell's to maintain a strong
and viable Jones Act fleet.

4. The Department of Transportations' Notice of Proposed Rulemaking is a
radical and dramatic departure from well-established, long-standing
rules and regulations. Its effect on Shell and others in industry could
be substantial. No changes of this magnitude should be implemented
without full review and public hearings. Shell strongly urges that public
hearings be scheduled by the Maritime Administration on this important
matter so that the views of all interested parties (including Marad) can

H be given full consideration.

Very truly yours,

(/(}2-_4 \{,.’,-Lvuc_ g

Olan Runnels
General Manager Supply and Marine
Operations
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Burmah pays $32m
to cancel two

VLCC charters

BURMAH Oil Tankers of London and
New York-based Universe Tankships
Inc. have agreed to cancel the time-
charters to Burmah of the 269.000 d.w.1.
tankers Universe Burmah and Universe
Explorer. The settlement amounts 1o
approximatcly S32 million in lieu of some
six vears’ future charter hire pavments.
Payment was to be made. and the ships
returned to Universe Tankships. during
May.

The Burmah tanker tleet has now been
reduced to a manageable nucleus. Of its

cight crude-oil carriers, the ULCC
Burmah Endeavour is laid up at
Southampton and sister-ship, Burmah
Enterprise, 457,927 d.w.1., has just started
a two-year storage contract with the
Indonesian state oil company,
Pertamina. The remaining six vessels, in
the 56.000 to 138.000 d.w.1. range, are all
trading.

Although the cancellations will result
in an extraordinary charge to the Burmah
group, they will reduce both the off-
balance-sheet shipping commitments and
the current and future trading losses.

The two VLCCs were time-chartered
by Burmah for 15 years from the date of
their delivery from the Japanese shipyard
of Ishikawajima Heavy industries —
Universe Burmah in September, 1973 and
Universe Explarer in March, 1974.

Burmah decided 1o further reduce its
exposure to the tanker market. not only
because of the high charter-in rate of
these vessels but also because the
continuing surplus of VLCC tonnage will
inevitably depress prospects for this
section of the market in the medium term.
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*‘Maritime policy is not a thing unto itself.
It is or should be an integral part of our
overall foreign policy If it is not our
national interest cannot be served and

protected.’
President Ronald Reagan

‘“Sealift to sustain our warfighting
capability is inexorably bound to our
maritime industry Maritime superiority
requires more than Naval ships, since in
war;, our U.S. merchant fleet is essentially
a naval auxiliary We rely on'assets of our
merchant fleet as a source of sealift for
the deployment and support of our forces.
We in the Navy support fully a strong,

growing merchant marine.’
/édr;drial Cowhill—Deputy Chief of Navy Operations for
ogistics.

‘“The steady decline of our U.S.-flag
merchant fleet, which is the backbone of
our logistical support, causes the
Department of the Navy great concern.
Properly developed, a strong U.S.
merchant marine is indeed a full partner,
a fourth arm of U.S. national defense. If
neglected—as has too long been the

case—it is merely a strategic missing link.’
Secretary of the Navy John Lehman

““l agree that the United States should
have a viable U.S.-flag merchant marine,
manned by U.S. citizens, capable of lifting
a fair and reasonable share of our import-
export trade, as well as serving as a naval

auxiliary in time of need.”’
Secretary of Defense Caspar Weinberger

“I cannot say too often or too clearly how
important has been the merchant navy’s
contribution to our effort. Without the
ships taken up from trade, the operation
could not have been undertaken, and I
hope this message is clearly understood

by the British nation.’
Adm. Sir John Fieldhouse

Commander-in-Chief, British Fleet and Commander of
Falkland Islands Taskforce

“In time of any new national conflict 90%
of the logistics of our armies and NATO'’s
armies must be carried by ships. Our
success will rely on the immediacy of our
response in moving men and materiel.
There is no new magic, no easy way fo
get things from one place to another
Alrlift can’t handle more than 10% of the
Jjob. The Navy and the merchant fleet must
do the job.’

Admiral Isaac Kidd, former commander-in-chief, Atlantic
Fleet, supreme allied commander for NATO

“The bald fact is that the United States
has no surge capability in sealift. We
would not be able to sustain a serious
military operation unless we abandoned
all our commercial trade routes. If we
abandoned these trade lanes we. would

never recover them again.”’ _
General H.R. Del Mar President of the National Maritime
Council

‘A nation’s maritime commerce strength
in peactime is the most telling indicator

of its overall endurance during war’”
Admiral Alfred T Mahan

Sealift
e % By JACK ANDERSON

. - AW WASHINGTON-Naval planners in the backrooms of
| the Pertagon have their fingem crossed hoping that the

4@@' 3 United States dossn't have to fight a conventional war tar
: /,;_." ik§ The reason is aimpie, ¥ embarrassing: We conY have

‘3: the ships needed 10 ksep our roops and our alhes auppied.

g Clear how low our sea kRt capability has sunk since World

: Var H, when the U.S. Navy and merchart marine camied
the miltary output of American industry 10 battiefronts arcund the giobe. That,
basicalty, s what won the war.

The estimates, seen by my associates Donaid Goidberg and Daje Van Afta,
aiso show that the Soviets' abliity 10 supply anmies on distant battiefieids has
been growing as ours has withered away. - .

What makes this wosiul lack of transport ability important is that the stocks
of munitions now on hand in Western Europe arent enough to keep a war alive.

As one top-sacret Pentagon report puts it: “Both U.S. and aflied war reserve
stocks in Europe continue 10 be inadequate. A high risk’ situation exists in NATO
today becauss a siong Initial defenss in NATO cannot be sustained untl the

«dPply pipeiine, supporied by the U.S. industrial basa, is estabtished”

in other words, the United Stales is stil the “arsenal of democracy” that |t
th\dMﬂ—mmbmW.mdM“Mumﬂ
where it's nesded. : i .

The importance of a sez N capability—if & was ever in doubt—was made
clees by the Falkiand Islands mini-war, which the British won largely brcause
they were abie !0 press imo servics their civilian sitips, inciuding the “drafting™
ol the Queen Elizabeth |i as a toop ransport

L v memmgen s T T T T d gl eeg e ST el TR TIT

Top-sacret Pentagon asssssments make frigiteningly -

Deficiencies Endanger Defense Strategy

Unfortunately. the United Swtes has no QE Il or enough other civiian ships
D draft for wartme duty. Here's what we have availabie 10 rely on In case of &
nabonal emerpency:

« The Miltary Sesiift Command Controfled Fleet of 134 govermnment-owned
ships, Unforunately, “less than three dozen shipe are estimaied 10 be idealy
sulted for sea lft of military suppiies.” according o an intemal White House
gocumeri, which adds, with some understatement, that the flest's “principal
woakness i§ that k can only carry a smail share of the miiitary cargo Skely 10 be
needed.”

* The National Defense Reserve Fleet of 254 ships that supposedty will be
ready 1o Qo within three 10 eight weska. As of October 1981, 130 of these ships
were 30 or 40 years oid.

* The U.S.-flag Merchant Marine of 578 privaiely owned ships. Bui only 38
percent of this Neet is considered usehul or the food and munitions that fighting
forces need.

* The 343-ship “eflectively U.S. controfied”™ fleet ownad by Amencan companies
of Individuals and regisierad with foreign countries. But only about 150f these
ships are capable of camyng ory cargo, and only 52 of the tankers are suitable
lor milary use. Furthermore. thess foregn-lag shits are manned by non-American
oW, WNOSS 6Nthusiasm for geting shot al in an Amerncan wars is understandably

suspect
* Free world shipping, some 600 ships. About 400 of these might be svailable,
but there's no esbmate of how many would actually be militarily usefud. .
* Some 20,000 shups owned by non-communist nations. capable of carrying
600 milhon tons of cargo. But few are Frely 10 come rushing 10 America’s aid—
ot least in tme to do any good.

Reprinted by permission. Copyright 1982, United Festire Syndicate, Ine.
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Sealift Capabilities—Grim!

“Without adequate and reliable sealift, literally none of our military
plans are executable, since more than 90 percent of all ‘wartime cargo will
bave to go by sea.” Admiral Thomas B. Hayward.

“If the whistle blows this afternoon, do we have the sealift resources to
deploy our combat power outside the United States? 1 don’t think so. Statistics
paint a grim picture.” Admiral Kent J. Carroll.

“For all the improvemenss in technology and shipbuilding, the state of the
merchant marine in our country casts doubt on our capability to supply omr
own needs, in peace or war, if ever forced io go it alone.” John Lehman,
Secretary of the Navy. '
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Required Reading

The Merchant Marine

Representative Jaseph P. Addabbo,
Democrat of Queens, addressing the
House of Representatives on the
condition of the United Statcs mer-
chant marine. Feb. 17, 1983:

The battle of the Falklands will con-
tinue to be analyzed for months and
years to come. There are lessons to be
learned. Clearly among them is the
vﬂil:lmleot the British merchant ma-

That is what we must heed and heed
well. We are spending billions of dol-
lars on defense, yet we.continue to
neglect our basic resources of trans-
portation: the merchant marine,

The Februrary issue of **The Officer
Magazine” includes an article under
the byline of Vice Adm. Kent J. Car-
roll, U.S.N., commander, Military
Sealift Command. 1 would call your
attention to the opening paragraphs’of
this article:

“It is no exaggeration to say our
country’s merchant marine is found-
ering in the worst shipping slump in 50
years. I am worried. The more I see
our merchant fleet decline, the more |
see a blueprint for chaos develop,
especially if this country requires a
deployment of our combat power.

“1f the whistle blew today, our own
sea lines of communication might
have to be filled by foreign flag ships.
That does not make sense to me. A
strong merchant marine, just as
much as a strong navy, is the basis of
any nation’s seapower."




EXCERPTS FROM

REMARKS BY

ADMIRAL JAMES D. WATKINS
CHIEFP OF NAVAL OPERATIONS
MILITARY SEALIFT COMMAND
CHANGE OF COMMAND

NAVY YARD, WASHINGTON, DC
26 MAY 1983

MILITARY SEALIFT: A RENAISSANCE OVERDUE

AS WE ENTERED THE 1950s, AMERICA'S MERCHANT FLEET WAS THE
ENVY OF THE WORLD. WITH SKILLFULLY DESIGNED AND BEAUTIFULLY
BUILT SHIPS, THE UNITED STATES HAD MORE TONNAGE UNDERWAY THAN ANY
OTHER NATION. AND THANKS TO A THRIVING MARITIME INDUSTRY AND A
STRONG, VIGOROUS NAVY, AMERICA HAD BECOME THE SEAPOWER OF THE

CENTURY!

IN THOSE EXCITING TIMES, OUR MERCHANT MARINE WAS IN ITS PRIME
—— FLEXING ITS MUSCLES IN GREAT EXPECTATION OF AMAZING THINGS TO

COME.

BUT THAT WAS 30 YEARS AGO. TODAY AMERICA IS NO LONGER THE
PRE-EMINENT MARITIME POWER IN THE WORLD. AND OUR PROUD, ENORMOUS
AND EFFICIENT FLEET OF PRIVATELY OWNED AND OPERATED SHIPS EAS ALL

BUT DISAPPEARED FROM THE SEAS.

© THIRTY YEARS AGO WE HAD MORE THAN 1,400 CIVILIAN SEAGOING
MERCHANT SHIPS. TODAY THERE ARE ABOUT 470, AND OUR MARITIME
RESERVE FLEET HAS DECLINED FROM 1,800 SHIPS TO 220.

o THIRTY YEARS AGO THIS COUNTRY'S SHIPS CARRIED 35 PERCENT OF
OUR OCEAN-BORNE FOREIGN COMMERCE. TODAY IT'S LESS THAN FIVE

PERCENT.

© THIRTY YEARS AGO WE HAD MORE THAN 70,000 SEAGOING JOBS IN
THE U.S. MARITIME INDUSTRY. TODAY THERE ARE LESS THAN 18,000.

IN LESS THAN 30 YEARS OUR FLEET HAS DECLINED FROM FIRST IN
THE WORLD TO ELEVENTH, WHILE THE SOVIET COMMERCIAL FLEET HAS
SURGED FROM 21st IN THE WORLD TO THIRD.

"SHIPPING,"™ SAID PRIME MINISTER WINSTON CHURCHILL DURING WORLD
WAR II, "WAS AT ONCE THE STRANGLEHOLD AND SOLE FOUNDATION OF OUR
WAR STRATEGY."

ENGLAND AND THE REST OF THE ALLIES PRESSED ANYTHING THAT
COULD FLOAT INTO SERVICE BECAUSE THEY KNEW A CRITICAL SHORTAGE OF
SHIPPING WOULD MEAN AN END TO ALL OFFENSIVE OPERATIONS AND
ESSENTIAL CIVILIAN SERVICES.




KOREA, VIETNAM, AND EVEN THE RECENT FALKLANDS CRISIS, HAVE
PROVEN IT'S NO DIFFERENT TODAY. ‘A STRONG MERCHANT MARINE 1S
INTEGRAL WITH THE CONCEPT OF A STRONG NAVY. 1IN FACT, IT'S A
KEYSTONE OF THIS NATION'S BASIC MILITARY STRATEGY.

OUR MERCHANT FLEET MUST NOT ONLY PROVIDE EFFICIENT, ECONOMICAL
AND PROFITABLE COMMERICAL SERVICES IN PEACETIME, BUT 1T MUST BE
READY TO CARRY MEN, MATERIEL AND SUPPLIES AS A NAVAL AUXILIARY
FORCE IN TIMES OF EMERGENCY.

THEY SAY AMATEURS TINKER WITH TACTICS AND STRATEGY, BUT
PROFESSIONALS DEAL WITH LOGISTICS. WE CLEARLY SAW THIS DEMONSTRATED
DURING THBE FALKLAND ISLANDS CAMPAIGN WHEN GREAT BRITAIN HAD TO
ORGANIZE EVERY SEALIFT RESOURCE AVAILABLE TO SUPPORT AN 8,500 MILE
LOGISTICS PIPELINE, USING EVERY SHIP THAT COULD GET UNDERWAY ——
PASSENGER SHIPS, TRANSPORTS, EVEN THE QE2.

THE BRITISHE WERE SUCCESSFUL. THEY DID KEEP THE LOGISTICS
PIPELINE OPERATING. HOWEVER, IF THERE HAD BEEN ANOTHER SIMULTANEOUS
EVENT REQUIRING SEALIFT, THEY WOULD HAVE BEEN UNABLE TO SUCCEED.

THEY BARELY KEPT THEIR LOGISTIC LINES OPEN WITH A MERCHANT
FLEET TWICE THE SIZE OF OUR OWN, AND WITHOUT EXCESSIVE LOSSES
FROM HOSTILE ACTION.

IF WE HAD TO CONFRONT A THREAT IN VARIOUS OCEANS AND VARIOUS
LOCALES, WOULD WE BE ASSURED OF VICTORY WITH OUR MERCHANT MARINE OF

TODAY?

ANSWERING THAT QUESTION BRINGS THE NEED FOR A STRONG MARITIME
FLEET INTO SHARP FOCUS: A VIABLE COMMERCIAL MERCHANT MARINE
REMAINS AN ABSOLUTE PRE-REQUISITE TO OUR NATIONAL ECONOMIC
SECURITY AND TO THE DEPLOYMENT OF MILITARY FORCE OUTSIDE OUR
NATIONAL BOUNDARIES. OUR NATION'S DEFENSE CANNOT BE SUCCESSFULLY
CARRIED OUT WITHOUT ADEQUATE AND RELIABLE SEALIFT CAPABILITIES.

BUT SADLY, OUR IMPORTANT SEALIFT BASE HAS DRASTICALLY
DIMINISHED. )

LOOK AT THE FACTS, WHILE THE AMERICAN MERCHANT SEAGOING FLEET
HAS DWINDLED TO LESS THAN 500 SHIPS, THE SOVIET FLEET HAS GROWN TO
MORE THAN 2,500. THEY ALL OPERATE UNDER A MASTER PLAN THAT
INTEGRATES MILITARY AND CIVILIAN SHIPPING INTO A POWERFUL TEAM.

THE MOST EFFECTIVE IN THE WORLD.

IT IS VERY CLEAR: RUSSIAN NAVAL AND PARTY LEADERS THOROUGHLY
UNDERSTAND THE IMPORTANCE OF A STRONG MERCHANT FLEET. -THE HEAD
OF THE SOVIET NAVY, ADMIRAL GORSHKOV, HAS SAID, ". . .THE SEAPOWER
OF THE SOVIET UNION DEPENDS ON ALL ITS MEANS OF EXPLOITING THE
WORLD'S OCEANS. . .TRANSPORT SHIPS AND NAVAL FORCES. . .AND ON
SERVING ITS NATIONAL INTERESTS BY COMBINING THEM PROPERLY.®" THEIR
MERCHANT FLEET 1S EVEN INTEGRATED INTO THEIR NAVAL EXERCISES.




THE KEY TO A REVITALIZED STRATEGIC SEALIFT IS A STRONG AND
HEALTHY COMMERCIAL FLEET IN PEACETIME THAT CAN ALSO BE A STRONG
AND HEALTHY NAVAL AUXILIARY DURING HOSTILITIES. 1IT CANNOT SUCCEED

UNLESS ALL CONCERNED BECOME COMMITTED.

ALTHOUGH IT TOOK OUTSIDE EVENTS — LIKE THE THREAT TO FREE
WORLD OIL FLOW AND THE SOUTH ATLANTIC CONFLICT —-- TO SERVE AS
CATALYSTS FOR ACTION, TO GIVE SEALIFT THE PRIORITY IT DESERVES,
WE MUST NOW LOOK WITHIN FOR OUR STRENGTH.

IF WE CAN ALL PULL TOGETHER -- THE MARITIME ADMINISTRATION,
AMERICAN FLAG SHIP OPERATORS, MARITIME UNIONS, NATIONAL LEADERSHIP
AND OUR NAVY —— WE WILL BRING NEW ORDER OUT OF YESTERDAY'S CHAOS.
WE WILL BREAK FREE OF THE MORASS WITH A NEW, INVIGORATED MERCHANT

MARINE STRENGTH.

WE MUST ALL WORK TOGETHER TO DEVELOP A SERIOUS NATIONAL PLAN
OF CORRECTIVE ACTION. OUR ECONOMIC STRENGTH DEPENDS UPON IT. OUR

MILITARY CAPABILITIES REQUIRE IT.

LET'S ONCE AGAIN MAKE AMERICA'S MERCHANT FLEET THE ENVY OP
THE WORLD! -

THANK YOU & GOD BLESS.




AMERICAN INSTITUTE OF MERCHANT SHIPPING

April 29, 1983

Docket Clerk

Room 10421

Office of the Secretary

Department of Transportation (DOT)
400 Seventh Street, S.W.
Washington, D.C. 20590

Gentlemen:

The American Institute of Merchant Shipping (AIMS) is a
national trade association representing twenty-nine (29)
U.S. flag shipping companies which own or operate nearly 12
million deadweight tons of tankers and ocean-going bulk
vessels engaged in the domestic and international trades of
the United States.

The purpose of this letter is to submit AIMS comments
on DOT's notice of proposed rulemaking appearing in the
January 31, 1983 Federal Register, which provides for the
total repayment of construction differential subsidy (CDS)
and permanent entry for the vessels concerned into the U.S.
domestic trades. The proposed rulemaking states that the
purpose of. . this.CDS.payback approval is to "encourage the
development of an efficient and competitive U.S. flag mer-
chant marine by minimizing government obstacles to the
market place decisions of vessel operators.” AIMS members
strongly feel that this radical policy change will have just
the opposite effect and will serve only to drive the existing
operators out of the domestic trades they have operated in
over the years, specifically the Alaskan North Slope (ANS)
trades: Valdez to the U.S. West Coast, valdez to Panama,
and Panama to the U.S. Gulf and East Coasts. In this
connection, we are constrained to point out the gross in-
equity of drastically changing the rules in midstream. The
existing operators in the domestic trades have made sub-
stantial investments in recent years on a fixed set of
premises and on the basis of established lines of trade.

The DOT proposed rulemaking would totally upset this invest-
ment balance. The mere payback of CDS on an unamortized or
pro-rata basis as proposed can never put the former CDS
recipient and the existing domestic trade operator on an
equal competitive basis since the capital assumptions can
never be equalized, or even eguated. Basically then, the
January 31 proposed rulemaking must be discarded because it
will work a completely inequitable result since its thrust

~
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is to jeopardize the substantial investments of the existing
--ANS eperators- made in.reliance-on the fixed .and longstanding

national policy of a subsidized foreign trade and unsubsidized

domestic trade dual U.S. flag fleet. The subsidized operators

made a commitment to the foreign trades with taxpayer assistance,

they cannot now be permitted to shift wholesale into the

domestic trades and disadvantage those operators who have

relied on this policy.

In essence, we believe that the proposed rule should
not be promulgated since it is completely unrestrained in
its mandates. Not only is it wrong, but to change policy
radically as the proposed rulemaking would do, will be
catastrophic for the operators serving the ANS trades. Only
irreparable harm can result from permanently dumping at one
time all the CDS vessels wishing to payback into this already
overtonnaged trade, which has approximately 1.2 million
deadweight tons in layup. The large number of Jones Act
vessels currently tied up clearly demonstrates that existing
tonnage is more than adequate to meet demand. Only. in the
Valdez-Panama trade has the capacity of Jones Act vessels
been inadequate, and this deficiency has been alleviated by
the Section 506 waiver mechanism. We recommend that the
Administration drop this proposed regulation and consideér
changes in Section 506 waiver mechanisms of the Merchant
Marine Act of 1936, as amended, to deal with a more extensive
shortage of tonnage if it develops in the future.

The basic fact upon which any tanker carriage must be
based is the amount of cargo available. In this area the
.DOT proposal -exceeds realistic projections with respect to,
future production of ANS crude in the 1990 time frame. The
DOT proposal posits a cargo availability based on o0il pro-
duction.increase from the present level of 1.6 million B/D
to 2.0 million B/D by 1990 stabilizing at this level through
1995. AIMS members engaged in the Alaskan North Slope crude
production and movement believe that the DOT proposal con-
siderably overstates ANS production in the 1990 time frame.
ANS crude production is currently about 1.6 million barrels
per day. It is possible for an increase in production to
1.8 million B/D by 1985 or 1986 as more production from the
Kuparuk field comes onstream. Prudhoe Bay production is
then expected to decline, which will far exceed any increase
from other known North Slope reserves. There is little
probability of maintaining even 1.8 million B/D of ANS
production during the latter part of this decade since
significant production from new discoveries will not occur
before 1990 and tertiary recovery programs will not increase
production, but only Tretard-declines.

As a consequence of these factors, it is far more
likely that production levels of ANS crude in 1990 will be
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below the current 1.6 million B/D rather than the 2.0 million
-B/D estimated by -DOT.in-its proposal. Thus, neither _the
industry nor the promulgators of the proposed rule can look
to an increased volume of ANS production to lessen the
impact of unlimited CDS vessel entry into the ANS trades
during the 1985-1990 period. 1In short, the DOT proposal's
estimates of cargo availability upon which is based the
Tatiomale for-CDS payback vessel entry are—erxoneous — all
other assumptions in the proposal regarding vessel avail-
ability and capability —-- must thus fall with it.

In summary below are just some of the reasons our
members oppose total CDS payback and why the January 31,
1983 proposed rule should be abandoned:

1. Catastrophic lLosses would be inflicted on the entire
domestic tanker industry due to overtonnaging and low
rates.

This would cause reduced tax.revenues to the government
and possible Title XI defaults of one billion dollars

(as against probably Payback of about $200 million).
There are 59 unsubsidized tankers built from 1968-1984
(or under construction) with about $978 million Title XI.
The market would be devastated not only by the vessels
that payback but by the other subsidized tankers that
potentially overhang the market.

2 Unemployment in the seagoing work force would further
increase by an estimated 2,500. The skilled labor pool
would. _soon disappear, making it impossible to man
reserve vessels for national defense.

3. National Defense will suffer as the U.S. Merchant Fleet
1s reduced by an estimated 2,576,000 dwt, including
modern vessels of the type desired by the Navy for
national defense.

NOTE:

The Navy is currently building fleet oilers for $117
million each and chartering T-5 30,000 dwt tankers that
cost about $70 million each.

It seems a waste for the Government to ‘spend such sums
on new ships while simultaneocusly destroying an existing
fleet of vessels!

NOTE:

The British employed 34 product tankers to support the
10,000 man Falkland's task force. Our support for
100,000 men in the Arabian Gulf would require several
hundred product tankers (including Navy orders).
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Construction Subsidy Payback is less effective than

-1t appears because it will be deductible faor tax

purposes (i.e., depreciated over 5 years). Also,
certain VLCC's are already repaying CDS pro-rata on the
existing 6 month waiver program. Cancellation of
Operating Subsidy Contracts on the 80/90,000 dwt tankers
ensure that those ships will never trade foreign,
+thereby-sacrificing the-benmefits-of-having U.S. flag
vessels participate in international commerce and being
strategically located in case of emergency.

Shipyards would have a smaller U.S. fleet to service,
and due to overtonnaging would lose any future oppor-
tunity for domestic newbuilding. Several yards were
discussing major conversion projects which are now on
the "back burner” due to the payback proposal.

Future Capital Investment in shipping would be destroyed
due to a shattered market and the complete loss of
confidence in stable government policy.

No Savings to the Consumer will be realized since the
delivered price of o0il will be egqual to other competi-
tive crudes.

Windfall Profits would be experienced by the only two
companies which are pushing very hard for Payback,
having already taken advantage of government subsidy:

a) American Petrofina - an American subsidiary of a
foreign company that would payback its VLCC's
WILLIAMSBURG and BROOKLYN.

Petrofina is not in financial jeopardy.

Petrofina now is in a better position than if it
had chartered foreign flag ships since it has six
month/year access to Alaska oil.

b) The Berger Group - an individual whose 8 subsidized
80/90,000 dwt owner/operated tankers could payback.
Two of these vessels, the ULTRAMAR and ULTRASEA,
are controlled by American Ultramar, another
subsidiary of a foreign company.

Mr. Berger's ships have all been involved in longterm
charters. Mr. Berger's company is not in financial

“jeopardy.

Seatrain would attempt to payback its subsidy on the
VLCC's NEW YORK, MARYLAND and MASSACHUSETTS. However,
the financial burden of payback, the probable layup of
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their 114,000 unsubsidized MANHATTAN, and rate pressures
on their already sanitized STUYVESANT and BAY RIDGE

would combine to aggravate Seatrain's precarious financial
restructuring. Government guaranteed debt (Title XI

and E.D.A.) at risk includes:

a) $100 million -- Title XI on the three large VLCC's.

b) $120 million original Title XI plus about $80
million of other guaranteed notes used to support
the CDS payback of the STUYVESANT and BAY RIDGE.

c) $100 million (approximately) Title XI debt needed
to payback the three VLCC's.

d) Total At Risk - over $400 million.

It is argued that millions of dollars will be returned
to the U.S. Treasury through CDS repayments, and the DOT
rulemaking estimates this CDS recoupment to the Treasury at
$200 million plus interest. We believe that these speculative
savings are largely illusory. If in fact $200 million is
repaid, the resulting tax effects cost the government almost
50% of the money repaid and so tax savings of $90-100 million
will return to the operators. In addition, failures of the
existing unsubsidized vessels may well trigger Title XI loan
guarantees of many hundreds of millions of dollars, as well
as lost personal income tax and corporate tax payments. The
net effect is that over the next five years, the government
may well generate a net loss rather than net income.

Any improvement in the government's Title XI exposure
on the present CDS vessels would be offset by the fact that
Section 1104 (a) (3) clearly permits Title XI guarantees to be
used to finance CDS repayment, and such guarantees would
undoubtedly be requested. Total Government Title XI exposure<
will increase, not decrease. Clearly, the Title XI exposure
resulting from the present unsubsidized vessels driven from
the trade will far outweigh any money the Treasury might
realize from CDS payback.

It is stated in the rulemaking that "adoption of the
proposal would be consistent with the policies of the Act.”
It is further stated as a basic justification for this
inegquitable proposal that an efficient and competitive
domestic merchant marine should be encouraged primarily by
allowing it to compete freely in the commercial market
place. We contend that the proposed rule contravenes the
pusposes of the Merchant Marine Act, 1936, as amended.
According to the Act, the responsible government entities
are charged with fostering and developing the merchant
marine with respect to the U.S. foreign trades. The pro-
posed rulemaking and its supporting documents seem to dwell
on the impact of this CDS payback initiative on the domestic
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trades and do not at all analyze the impact of this gues-
tiondble procedure on the U.S. flag merchant marine in- the
U.S. foreign trades. This clearly contravenes the intent of
the 1936 statute which unmistakably establishes a dual U.S.
flag merchant marine system of subsidized foreign trade and
unsubsidized domestic trade. The proposed rulemaking is
substantially deficient and illegal in ignoring the impli-
cations and impact of the proposed permanent CDS payback on
the subsidized service of the U.S. foreign trades.

It is also deficient and illegal with respect to the
1936 Act mandate regarding the defense requirement for the
U.S. flag merchant marine. This is drawn into focus even
more by the Administration's public and avowed efforts to
improve our military capability overall, and especially
overseas. The withdrawal and reduction of U.S. flag vessels
in our domestic and foreign trades is contrary to this
effort as well as the statutory defense mandates.

The recent experience of the ‘United Kingdom in their
efforts to conduct extensive military operations in the
Falkland Islands, eight thousand miles from England demon-
strated once and for all the necessity of a strong national
flag fleet that can be relied upon in the event of a national
emergency. It is guite clear that this modest U.K. military
operation, small in comparison to our rapid deployment force
concept for the Mid-East, could not have succeeded without
the contributions of the merchant marine components. Every
commentator and authority has noted the absolute contribu-
tion of the commercial fleet to this effort: container
ships, tankers, break bulk, passenger vessels and auxiliary
ships. Despite this warning example, this inadvisable rule
would further drastically reduce the size of our national
fleet. DOD itself has stressed the need for tankers of
50,000 dwt and less to provide support and resupply capability
to our Armed Forces, yet it is this very size vessel that it
is contemplated would be reduced severely in numbers if the
guestionable policy under consideration is adopted.

Thus, as mentioned above, we contend that DOT has
completely ignored this crucial factor which is critical to
our national defense capability. The rulemaking conveniently
ignores this vital matter -- another major deficiency. Once
this proven defense capability is foolishly eliminated, it
can only be restored at great cost. For example, the con-
struction costs of these smaller tankers would exceed $75
million per vessel. This would guickly more than counterbalance
the alleged $200 million benefit derived from CDS repayment.

Moreover, in proposing the CDS payback rule, the Depart-
ment of Transportation is not "minimizing government obstacles
to the market place decision of vessel operators to operate
in the domestic trade,” as it suggests, but overturning
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longstanding maritime policy in the guise of economic "geregulation.”
The "obstacles" to-the entry of CDS-built vessels into the

domestic trade are statutory and contractual commitments

upon which domestic operators have relied. CDS and ODS

recipients made a "market place" decision to receive subsidy

and to operate in the foreign trade when it was advantageous

for them to do so. It is not unreasonable to ask them to

live with these commitments during the current downswing in

the foreign market.

Contrary to the Department of Transportation's stated
purpose of removing government interference in the domestic
trade, the proposed rule will have exactly the opposite
effect. If enacted, the rule will create instability in the
domestic trade. The proposed rule obviously precludes new
tankers from being built for our domestic trades for at
least 10 years, threatens reconstruction and repair work,
and makes any kind of domestic vessel financing all but
impossible. If the "ground rules" can change so radically
and for so little reason, it will: be impossible for the
merchant marine community to make investment decisions of
any kind for either the domestic or the foreign trade. Far
from removing "obstacles" tc the strengthening of the market
position of the U.S. fleet, the proposed rule creates an
environment of alarm, uncertainty and chaos in the U.S.
maritime industry.

Nor would the proposed rule reduce "economic regulations"”
as alleged in the rule itself. DOT projects that some 15 of
29 possible vessels will repay operating subsidy and enter
the domestic trade leaving 14 tankers and all existing
liner vessels requiring a continuation of regulatory regquirements
as called for by the Merchant Marine Act of 1936, as amended.
In other words, this change resulting from the rulemaking
would not eliminate the necessity of the subsidy mechanism.
The entire administrative-regulatory structure governing the
vessel subsidy system would remain intact for the remaining
subsidized tankers and the operating liner fleet. The
reduction of "economic regulation” would be de minimis to
non-existent. -

It is argued in the proposed rule that the total
repayment of CDS and permanent entry into the domestic
trades will force the older, smaller inefficient vessels out
of service. We do not agree with the basic premise of the
rule with respect to the vessels it would force out and
believe that to some extent the opposite effect will occur.
To begin with, the present market along with the requirements
‘'ofL the Port and Tanker Safety Act of 1978 are of themselves
cleansing the U.S. Tanker Fleet of the so-called inefficient
and older vessels that are in need of substantial capital
expenditures, because of the legislative requirements.
Therefore, the permitting of subsidized vessels to enter the
domestic trades will impact almost totally on many now
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existing modern vessels which have been constructed within
the -1last ten years, a significant number of which are
covered by Title XI guarantees.

The basis of this proposed rule assumes that all modern
tonnage will find employment and that those vessels having a
larger capacity will displace the older and smaller vessels
now trading. It is important to understand, that due to the
existing restrictions in various domestic trades, which
relate to the shore storage, cargo sales, terminal, draft
and length restrictions, and regardless of whatever policy
is adopted, there will continue to be a need for a certain
number of smaller vessels, which in spite of their size, are
the most efficient in these restrictive trades. Moreover,
an older vessel is not necessarily less efficient or less
safe. There are many older vessels that are certainly in
comparable condition to some newer vessels.

The Department's argument that just a few old and small
vessels will be displaced is not a determination of competitive
impact. Congress long ago separated the foreign subsidized
and domestic unsubsidized vessels in order to promote both
trades. The purpose of the competitive impact test is to
protect the domestic trades which the proposed rulemaking
has failed to do. 1In failing to do so, the Department has
acted in an arbitrary and capricious manner and has abused
its discretion. ‘

The proposed rule unfortunately creates a completely
unstable atmosphere in which the unsubsidized owner would
have to attempt to operate. This uncertain environment will
preclude operators from constructing new tankers for at
least ten years; reduce significantly, if not eliminate, recon-
struction and repair work; lower considerably the capital
value of unsubsidized vessels; and render impossible any
kind of planning for domestic vessel financing. The only
result of this ill-conceived rulemaking will be a climate of
wildly fluctuating rates which will initially fall to lay-up
levels, with every vessel in the domestic trades scrambling
for any possible share in the market. It is obvious that if
the basic ground rules upon which the operators have relied
and invested over all these years can be changed so radically
and for so little reason, it will be impossible for the
merchant marine community to cover its present debt obligations,
let alone make any kind of investment or operating decisions.

Contrary to the avowed purpose of the- proposed rulemaking
to strengthen the domestic fleet, it will impose a climate
of. instability, uncertainty and chaos which will be not only.
detrimental to the unstibsidized tanker operators, but will
go a long way toward destroying them. Is this what the
Department of Transportation really wants? 1Is this the long
awaited and much heralded maritime policy of the Administration?
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The proposed rulemaking is both shortsighted and
deficient in not considering and.weighing into the equation,
the Administration's notion of possibly selling Alaskan
North Slope (ANS) o0il to Japan. There has been talk of
selling between 300,000 to 800,000 B/D of ANS o0il to Japan,
which would displace more than 50 percent of our domestic
fleet in the higher ranges. The inimical impact on the U.S.
domestic: tanker fleet from the export of Alaskan oil would
occur absent the payback rule, which will all but destroy
the U.S. domestic tanker fleet on its own. Put another way,
if the Administration and the Congress should go forward
with the export of Alaskan oil, which we oppose, there would
not be enough left for the CDS payback concept to impact
upon. Although the proposed rule is deficient in many
aspects, it is certainly deficient inasmuch as it failed to
analyze the impact of the possible export of ANS o0il on the
CDS payback scheme. It is our position, of course, that the
proposed rulemaking should be abandoned. Under no circumstances
should it even be considered until the issue of the export
of ANS o0il to Japan is resolved.

A corollary deficiency in the proposed rule is its
failure to consider the effect on the non-ANS trades. The
rulemaking does not analyze the impact on rate structure and
service in the non-ANS trade when smaller vessels are
displaced. The Department's own analysis and admission
indicate that half of the Jones Act tonnage is in the non-
ANS trade.

The far-ranging consequences of the proposed rule are
awesome. It will result in a significant decrease of the
U.S. domestic and foreign merchant fleets, and once these
components are destroyed, it must be realized by the framers
of the rulemaking, they cannot easily be replaced--if at
all. The results of this can only be a severe loss of jobs and
tax revenues. The proposal does not benefit anyone except a
select few shipowners and impacts adversely on many, so that
it is opposed by most of the shipowners and operators, by
most petroleum companies, in whole or in part, by the
maritime 1labor unions--save one, and by the ship builders.

One of the insidious aspects of the rulemaking is that it
would set a precedent that could extend far beyond the
tanker segment of the industry and could upset the balance
of the entire industry. How long, for example, would it be
until the same proposal is advanced for the liner segment?

~

- The proposal is in fact a radical policy change which
should not be done by a rulemaking. It is in essence
legislating by rulemaking and thus illegal. We submit that
such a sweeping policy change can only be effected by.
legislation. If laws and basic policy governing the U.S.
flag merchant marine are to be changed, it can only be done
by the Congress.
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The proposed rule is clearly illegal since it does not
comply in any way with the numerous regulatory provisions
mandated by Executive Order No. 12291 (February 17, 1981,
46 F.R. 13193). E. O. 12291 specifies in its preamble that
its purpose is "to reduce the burden of existing and future
regulations, increase agency accountability for regulatory
actions, provide for presidential oversight of the regulatory
p