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Mission: Toimprove and strengthen théS .marine transportati@ystem to meet
the economicgnvironmental and security needs of the Nation.
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Introduction:

Wider Horizons

This was a busy year for the Maritime Administration. We greatly expanded our worldwide outreach,
participating in bilateral and multilateral international negotiations, as well as gaining support for a new
international regime governing cargo liability and cargo harmonization. We established a comprehensive
Agency-wide green program to make our practices more environmentally responsible and worked with
stakeholders and government partners on important environmental issues. Our Agency updated many of
its administrative practices and information technology media.

We have taken advantage of the worldwide shortage of skilled mariners to expand Wider
opportunities for American mariners, securing agreements with liquefied natural gas horizons mean
shippers, and with foreign-flag operators, to give training opportunities to U.S. student there is room
mariners and employ U.S. maritime school graduates on their ships. for greater
accomplishme

nts in the

We also crossed a major threshold this year when Congress called for the
establishment of a short sea transportation program within the Department of years to come.
Transportation. We are rapidly implementing this program, which has sparked

significant interest on the part of transportation planners, ports, vessel owners and

operators and shippers. Through strategic use of our coastal, intracoastal and inland

waterways, Americads Marine Highway Program could serv:
system and help mitigate congestion by replacing rail and truck traffic.

We formulated new policy and issued wide-ranging studies and leadership documents: The Maritime
Administration and the U.S. Marine Transportation System: A Vision for the 21st Century laid out the
Agencyd s v i s i improved smarineatransportation system; our five-year strategic plan, Leading the
Future, marked a departure from earlier strategic plans, laying out our refocus on non-traditional areas
such as intermodal system development and environment and compliance issues, while still maintaining
the Agencyd s tr adi t i on atihgtfe&.S.umaritimenindystry@amd national security.

The Maritime Administration made important progress in the often-vexing issue of ship disposal, taking

advantage of high worldwide metal prices, removing 25 obsolete ships from the Agencyd s f legand s i

even generating positive revenue with the program. The Agencyo s Ready Reserve Force mar
Fast Sealift Ships, in preparation for accepting title to them in October 2008.

The Maritime Administration expanded its horizons in many ways in fiscal year 2008. Wider horizons
mean there is room for greater accomplishments in the years to come.



Executive Summary

This Maritime Administration Annual Report to Congress for fiscal year 2008 outlines the financial
status of the Maritime Administration, and reports on the Agencyd s a ¢ ¢ o mp,lwhich ligrewith s
the strategic goals of the U.S. Department of Transportation.

The Industry Overview briefly outlines the status of the United States maritime industry. Thi s year 6s
annual report also outlines Expanded Opportunities

The accomplishments of the Agencyd stermodal System Development line of acIorrLSIishnAwegne r

business are highlighted in the section on Reduced Congestion , which outlines ts which align

the Maritime Administrationds work in congesyfi@h mitig:
AgencyfiGat ewayo offices nationwide, suantess§UlgcRhoi ects |
work in developing Americads Marine Highwayguieiidhe nati.
rivers, lakes, seaways, and coastwise routes. Department of

Transportation.
The section on Global Connectivity sets out the accomplishments of the
Business and Workforce Development  line of business. Itincludes the Cargo
Preference program, the Maritime Administrationds supp
security, and U.S. mariner development and employment. The section also notes the
accomplishments of the office of the Assistant Administrator , covering policy, plans and
international activities.

The section on Security, Preparedness and Response  gives the status and accomplishments of
the National Security line of business in the Maritime Security Program, the Voluntary Intermodal
Sealift Agreement program, the Ready Reserve Force, and in support of the U.S. Missile Defense
Agency. This report also outlines the growing portfolio of the Maritime Administration in the areas of
Preparedness and Response

The accomplishments of the Environment and Comp liance line of business are emphasized in the

section on Environmental Stewardship , whi ch outlines the Maritime Admini
international environmental and safety agreements, as well as identifying progress made in battling

aquatic invasive species and in ship recycling.

Appendices outlinethe Agencydé s f i nanci al and | egal transAs@cti ons, as v
included in the appendices are the Maritime Administr af
Presi dent 6simADay Rraeclamakiba,ra signed proclamation issued by the White House

every year since 1933.



Expanded Opportunities

For many years, the Maritime Administrationés focus

industry, plus ensuring the health of the U.S. merchant marine. However, the global nature of the
maritime industry has required a global focus, particularly on what the worldwide industry has to offer for
American mariners.

American mariners now have more opportunities worldwide than they have had in more than a
generation. The increasing technical complexity of modern ships also means that the competition for
skilled licensed mariners is particularly sharp. Maritime academies reported near 100 percent job
placement for their 2008 graduates in maritime jobs at sea and ashore.

During fiscal year 2008, the Maritime Administration took advantage of these conditions to position the
U.S. merchant marine worldwide, securing training and crewing agreements with global shipping
companies. The Maritime Administrator negotiated agreements with five international-flag shipping
companies to offer training opportunities to cadets at the U.S. Merchant Marine Academy and the six
state maritime academies. Such training opportunities are vital for cadets to acquire the skills to sail
worldwide. The Maritime Administration also negotiated agreements with four liquefied natural gas (LNG)
companies to employ U.S. mariners on their ships. LNG shipping is a rapidly growing area worldwide,
and the complexity of LNG tankers calls for a highly-developed set of skills.

American mariners now have more
opportunities worldwide thant hey have
had in more than a generation.
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Industry Overview

The U.S. water transportation industry serves the needs of both foreign and domestic commerce. Itis
comprised of companies that carry freight or passengers on the open seas or inland waterways, offer
towing services, charter vessels, and operate canals and terminals.

Commerce Over the last 10
years, container
In 2007, U.S. waterborne commerce amounted to 2.3 billion metric tons. International trades increased
commerce accounted for 60 percent of the total. In the mid-1990s, domestic and at an average
foreign trades were about 1 billion metric tons each. By 2007, foreign trade had annual rate of 6.4
increased to 1.4 billion metric tons while domestic trade had decreased to 0.9 billion percent, or more
metric tons. than three times
the growth of
The growth in foreign waterborne commerce has been spurred largely by growth in non -container
container trades. Over the last 10 years, container trades increased at an average trades .

annual rate of 6.4 percent, or more than three times the growth of non-container
trades. In 2007, 80 percent of the container trades, as measured in metric tons, were time-sensitive, food
and manufactured product shipments that were carried by vessels in scheduled services.

The non-container trades, oil, ores, coal, grains and other crude materials, are moved in unscheduled
services. Because they are stockpiled, there can be significant year-to-year fluctuations in the trades as
commodity prices change; nonetheless, the long-term growth of these trades is generally below U.S.
economic growth.

To service the rapid growth in container trades, carriers have deployed post-Panamax (too large to transit
the Panama Canal) containerships in end-to-end services, increased call frequencies and reduced transit
times." Over the last 5 years, containership calls at U.S. ports increased by 16 percent while the average
vessel size (measured in TEUs [20 foot equivalent units]) per call increased by 14 percent.
Containerships calling at U.S. ports are about 38 percent larger than those calling at foreign ports
because feeder and short-sea services common in intra-European and intra-Asian trades, which use
smaller vessels than intercontinental services, rarely call in U.S. ports.

Over the last five years, calls by containerships of 5,000 TEU or greater, which are largely post-Panamax
class, increased by 247 percent. In 2007, post-Panamax containerships accounted for 20 percent of the
containership calls at U.S. ports, up from 7 percent five years earlier; and 69 percent of the post-
Panamax calls were at West Coast ports.

! Panamax refers to the maximum dimensions of a vessel that can pass through the locks of the Panama Canal: length 7 965 feet,
beam 1 106 feet, and draft i 39.5 feet. Post-Panamax containerships exceed one or more of these dimensions. In the past,
containerships that could transit the Canal were deployed in tri-continental services, such as Europe/U.S./Asia. Now, most
containerships operate in end-to-end services (transit one ocean).



As of year-end 2007, the post-Panamax segment accounted for about 35 percent of global containership
capacity, which left 65 percent of the capacity on order to be constructed. Based on existing orders, the
post-Panamax segment could grow to more than 46 percent of the fleet over the next five years. The
Panama Canal is being expanded to accommodate the post-Panamax fleet and when completed in 2014,
it will facilitate all-water post-Panamax shipments to/from Gulf and East Coast ports and reduce rail
transportation shipment costs. 2

To service post-Panamax size containerships terminal owners at U.S. ports have invested heavily in post-
Panamax and super post-Panamax gantry cranes, which are capable of unloading vessels with 18 or
more containers across. However, over the next five years, U.S. container ports will need to make
significant investments in infrastructure to accommodate the expanding post-Panamax fleets and
container trades.

North America Cruise Passengers

In 2007, 67 million passenger nights were booked on North American cruises, up 26 percent from 5 years
earlier. Over the same period, the occupancy rate increased from 105 percent to 108 percent. (Since
many double staterooms can accommodate three or four people, occupancy can actually be more than
100 percent.). The North American cruise market has been capacity driven, that is, cruise lines have
reduced prices to ensure that the cruises are fully booked. Thus, the growth of passenger nights has
followed the increase in cruise capacity. But unlike land-based resorts, cruise ships can be moved to
markets that have the highest prices. During 2008, several North American cruise lines announced the
movement of cruise vessels from North America to Europe to take advantage of a strong Euro and higher
prices for European cruises.

The North American cruise market is highly concentrated, with the top four firms (Carnival, Royal
Caribbean, Norwegian and Disney) accounting for 98 percent of the 2007 passenger nights. By itself,
Carnival accounted for six brands and 54 percent of the passenger nights. Competition between sellers
in a concentrated market can be fierce with low prices and extreme levels of product differentiation or
market segmentation, which appears to be the case in the North America cruise market. In 2007, for
example, 10 firms offered 630 different cruise products, differentiated by ship, departure port, destination
and nights. The cruises involved 117 ships, 61 departure ports, and 16 major destinations and ranged in
length from one to 35 nights.

U.S. Fleets

According to the Bureau of Economic Analysis between 2002 and 2007, U.S. carriers invested $9.3 billion
in new vessels including 91 ocean vessels, 271 tugs, 3,500 barges, 99 offshore supply vessels and 52
ferries. The investments in new vessels have contributed to a 23 percent increase in the value of the

i ndustryoés fi xed ayeasgowth ofthe lase25hearg.hest f i ve

The new vessels were largely replacements for vessels built during the expansion of the late 1970s.
There were, however, major differences between the two expansions. The investments of the 1970s
were largely speculative. Vessels were built to operate in spot markets as investors took advantage of
investment tax credits, loan guarantees and construction subsidies.

2 After the expansion the maximum dimensions of a vessel that can pass through the Panama Canal will be: length i 1,401 feet,
beami 180 feet,anddrafti 60 f eet , which will be able to accommodate the

worl dos



The recent expansion, in contrast, is largely market-driven, backed by long-term customer commitments.
The new assets are much different from those they replace. For example, articulated tank barge units
(ATBs) have replaced single-hull product tankers in U.S. coastal trades; new dual-propulsion double-hull
crude carriers have replaced 30+ year-old, steam-propulsion single-hull crude carriers in Alaska/West
Coast oil trades; and large dynamically-positioned offshore supply vessels have replaced smaller vessels
in servicing deep-water oil exploration and production in the Gulf of Mexico.

According to the U.S. Army Corps of Engineers as of year-end 2007, there were about 40,000 privately-
owned, U.S. cargo-carrying vessels available for operation in U.S. foreign and domestic trades. Over the
last five years, the largest growth has been in the dry bulk, container, offshore supply vessel and double-
hull tank barge fleets.

U.S.-flag vessels accounted for about 36 percent (236 vessels) of the ocean fleet owned by American
entities, 80 percent (523 vessels) of the offshore fleet and all of the Great Lakes, coastal and waterways
fleets. The Jones Act fleet,® which is comprised of vessels with unrestricted coastwise trading privileges,
accounted for about 53 percent (146 vessels) of the ocean fleet and all of the Great Lakes, offshore,
coastal and waterways fleets.

There are also a large number of U.S.-owned vessels on order including: 71 tankers, 67 dry-bulk carriers;
30 large tank barge units (articulated tug/barge units, ATBs), and 41 offshore supply vessels. The year-
end 2007 orders for U.S.-built coastal tank vessels are at record levels (21 product tankers and 30 ATBS)
and are more than sufficient to replace the capacity of the existing 25+ year-old single-hull fleets. Over
the next three years, the double-hulling of the coastal tank vessel fleets will be virtually complete.

Industry Growth

The investment in new water transportation assets has contributed to significant growth in water
transportation employment and earnings. From 2002 to 2007, employment in water transportation
increased by 18 percent while earnings per employee increased by 22 percent. By comparison,
employment and earnings for other transportation modes increased by just 8 percent and 14 percent,

respectively.
[

[;

While it might seem reasonable to expect that the newer vessel
assets would require less employment than those they replace,
the new technologies have, in fact, created new markets for
marine transportation services. For example, high-speed ferries
have opened up new longer routes for marine transportation of
passengers; dynamically-positioned supply vessels were built to
service the expansion of deepwater oil exploration; and the
vessels they replaced are now used to move products in the
coastwise trades.

The investments in new vessels have been driven by customer .
needs and many are tied to long-term customer commitments, which have mtegrated marine
transportation into the production and distribution processes, improved service to customers and
contributed to stable growth in employment and earnings

% Jones Act vessels must be constructed in the United States, owned by U.S. citizens, and registered under the U.S.-flag; or
wrecked in U.S. waters and rebuilt in the U.S. and re-flagged U.S.; or forfeited for violation of U.S. law and reflagged U.S.






Reduced Congestion

Congestion in the transportation system constrains growth and distorts business decisions. When the
transportation infrastructure does not support efficiency, there are delays in the supply chain, which in
turn lead to increased prices for goods. Increased prices for goods not only have a negative impact on
businesses, consumers, and the U.S .economy, but also mean lost export opportunities for American
companies.

Marine Highways Program

During fiscal year 2008, the Maritime Administration pil
effective way to move bulk freight cargo through its Marine Highways Program.

The United States has more than 25,000 miles of inland, intracoastal, and coastal waterwaysd those are
Americab6s Mar.iThmeyHirgepwayent a practical tool to help m
congestion challenges on our roads and rails. Use of the waterways can be cost effective, requires very

little new infrastructure, and could provide significant fuel savings and air emission reductions relative to

truck or rail transport.

Fiscal year 2008 marked a turning point for Americads |
were achieved and awareness of its benefits grew. In December 2007, Congress passed and President

George W. Bush signed the Energy Independence and Security Act, which called for the expansion of

the Marine Highways as an extension of the surface transportation system. The Maritime Administration

assisted several new Marine Highways services that will help mitigate congestion and improve air quality.

The new law also requires the Secretary of Transportation to designate Marine Highways corridors and

specific projects to mitigate landside congestion, and requires the integration of Marine Highways into

surface transportation planning by working with state, multi-state and regional transportation planners and

to conduct research to be carried out in partnership with the U.S. Environmental Protection Agency to

identify benefits derived fromAmer i cabés Marine Highways and vessel desi
efficiencies that can help advance the initiative as a transportation solution.

The Ager
Gateway offices
Gateway Presence identify bottlenecks
and ways to
Having a presence in major U.S. ports is an important way to gain insight into the improve freight
challenges facing the industry, and finding practical ways to address them. movement.
Continuing the Agency6 s Gat eway office initiative that began in f

Maritime Administration provided a presence in 2008 at more of the largest ports on

the West, East, and Gulf Coasts, as well as the Great Lakes and inland river system. Using the

successful model developed in Southern California, the offices have worked with public and private sector

participants to better understand the connections among improved cargo flow, economic vitality,

community improvement, and environmental sustainability. The Southern California effort has led to an

inter agency cooperation agreement to specifically address congestion in and aroundthe Nat i onds busi es
port area.

The Agencyd s teWay offices identify bottlenecks and ways to improve freight movement. They work
with stakeholders to promote collaboration among Federal, State, local and private partners on
challenges facing the marine transportation system in their areas of responsibility, focusing particularly on
planning and environmental issues. These offices act as liaisons for the Agency to help ensure that
measurable progress is made on specific projects as well as to bring Agency and U.S. Department of
Transportation expertise to the table.



The offices support and place particular emphasis on most Maritime Administration priorities:

Congressional Outreach I nitiatives; Americabds Marine Hi
Development, including project support and overcoming impediments at intermodal nodes, including rail,

barge, road and air connectors; Development of Deepwater Ports; Shipper and Carrier Outreach

including linkages to the Marine Transportation System National Advisory Council, and the Committee on

the Marine Transportation System; support to the passenger and cruise industry including ferries;

Workforce Development, which promotes opportunities for American employment; Emergency

Preparedness and Response Activities; and support for the Port Security Grants Program.

As of September 30, 2008, the Maritime Administration had staffed its Gateway offices in Long Beach;
New York City; Chicago; Norfolk; Miami; New Orleans; St. Louis and Seattle. The planned Gateway
office in Houston is expected to be staffed during fiscal year 2009.

Port Development and Expansion Programs

The Maritime Administration continued working with the Port of Anchorage, Alaska, and its prime

contractor, completing a substantial portion of the ne:
redevelopment as a part of the overall Port of Anchorage Intermodal Expansion Project. Environmental

mitigation measures have also included underwater noise monitoring during all in-water construction and

measuring sound levels to ensure marine mammal safety.

(Figure 1)

B K === "PHASING PLAN

Port of Anchorage Intermodal Expansion Project Phasing Plan
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This partnership has evolved into an infrastructure development program, using the Maritime
Administrationods e x p-d@mensiosakand nulti-pear prajecis to gxpandithetcapacity
of Amer i c8hé successin Anshorage has led to two other projects, one in Hawaii and another in
Guam.

In Hawaii, the Maritime Administration has begun joint work with the Hawaii Department of Transportation
Harbors Division and the Hawaii Harbors Users Group, completing and publishing a draft environmental
assessment. This is part of the National Environmental Policy Act process required for the Pier 2A at
Kawai hae Harbor on the ABig |Islando of Hawai.i

In May 2008, the Maritime Administration signed a Memorandum of Understanding with the government
of Guam and the Port Authority of Guam. The Agency is also working with the Port Authority of Guam to
develop and implement a strategy to accomplish the necessary port improvements required to meet the

expected expansion in trade resulting from the redeployment of military forces in the Pacific.

The success in
Anchorage has
led to two other
projects, one in
Hawaii and
another in Guam.
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Highlights and Accomplishments in Reducing Congestion

The Maritime Administration provided leadership and assistance in a public-private partnership to create
the A64 Expresso, a project that wildl pr ovA dhe a
project, which is scheduled to begin in fiscal year 2009, is expected to shift more than 4,000 trucks from
the congested I-64 highway corridor in its first year, and as many as 120,000 by its fifth year. By its third
year, the service is expected to reduce hydrocarbon and nitrogen oxide emissions by an estimated 70
tons per day.

The Maritime Administration and Texas Transportation Institute released a Modal Comparison of
Domestic Freight Transportation assessing the environmental, energy-saving and safety-related benefits
of the Marine Highways. The Maritime Administration, in a partnership with the Texas Transportation

I nstitute, conducted and published a study concl n
offers important benefits, especiallycon si der i ng t odayo6s t r &hesylyfouhddhati on ¢ h

freight transportation on inland waterways represents a lower cost alternative to other modes, and it does
so while consuming less fuel, with greater safety, and generating fewer emissions. Following the study,
the U.S. Environmental Protection Agency revised national air quality standards, triggering mandates that
require communities to focus on transportation activities that reduce emissions.

The Maritime Administration and the U.S. Marine Transportation System: A Vision for the 21st Century
laid outthe Agency6 s new emphasi s ingproged Anierscanonarind ti@mspodation system
that can better accommodate the ever-increasing amounts of cargo arriving on U.S. shores each year.
The Vision emphasizes the intermodal nature of freight congestion, the tremendous importance of the
U.S. transportation system to national economic prosperity and the recognition that the diverse spectrum
of transportation stakeholders must work together to plan and implement a better future for the marine
transportation system.

0154

005

Carbon Monazide Emissions

Southern California Cooperation Agreement. The Maritime Administration played a
{GrameTore) crucial role in helping to develop a cooperation agreement for the Southern
California National Freight Gateway. This cooperation agreement serves as a

‘ framework to advance projects for sustainable and efficient freight transportation
operations in the Southern California National Freight Gateway area. This effort is

barge

udi ng |
al

in support of the Department of Transportatic

Congestion on Amer i cadsThdSoathes Gaiforhi]mat i on Net wor
i o e Gateway is one of six focus areas for the national strategy because more than 40
percent of all goods imported into the United States flow through Southern
(Figure 2) California, which ishometotheNat i onés | argest port complex o

Beach.

Carbon Monoxide

Emissions
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