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““The complex task of creating and maintaining a merchant
marine adequate to our needs for peacetime commerce, and
sufficient for defense purposes, requires the efforts of govern-
ment, management and labor and the support of all Americans.”
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INTRODUCTION
AND SUMMARY

Shipping for Vietnam

Once again, as so often throughout the history of our Nation, the
U.S. Merchant Marine has been called upon to fulfill its role in support
of the national security. During fiscal year 1966, 101 ships were with-
drawn from the National Defense Reserve Fleets at the request of the
Military Sea Transportation Service to carry supplies to our fighting
men in Vietnam. Fourteen ships were requested in July 1965, 38 in
August, 2 each in September and October, 25 in December, and 25 in
February. Just before the end of the fiscal year, an additional 20
ships were requested.

Most of the ships withdrawn were the Victory type, and all were
brought from the priority section of the reserve fleet—ships which
had been carefully preserved since they were placed in the fleet, most
of them 20 years ago, for use in just such emergencies as this.

Shipyards on every coast pitched in to help reactivate the ships
(Chart I), for after long years of layup, in spite of the most careful
preservation, much work had to be done to put them in operating con-
dition. Private shipping companies took over the job of obtaining
supplies and crews, and of operating the ships, acting as general agents
for the Government. By the end of the year 33 companies were en-
gaged 1In carrying out this emergency shipping operation.

Many privately owned merchant ships were also called into service
for Vietnam. Subsidized and nonsubsidized, berth liners, tankers,
and tramps—about 136 of them were time-chartered by MSTS at the
year’s end, and a large proportion of cargo space on regularly sched-
uled services was also occupied by military shipments (Chart IT).
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The sudden increase in shipping to a country with limited port
facilities resulted for a time in serious congestion and delays in de-
livery of cargo. Industry representatives—from both management
and labor—cooperated with the military to relieve this congestion
and to speed up the unloading and turnaround of ships in Vietnam.
The Maritime Administration opened a small office in Saigon to assist
the general agents and other U.S.-flag lines in expediting cargo serv-
ice to that area. By the end of the year, in spite of the steady increase
in shipping, delays had been reduced to a reasonable level.

The activation costs for breaking out the first GAA ships in July
and August were relatively high, because of the urgent need. The
costs dropped off after August where more time was available for
activation. As ships requiring more extensive repairs were with-
drawn from reserve, the cost rose again slightly. Because of the long
period during which these ships had been laid up and the haste with
which some of them were reactivated, there were some breakdowns and
delays for repairs. However, the total number of days of delay for
repairs averaged about 3 percent of the total voyage days, which is
about normal for ships in regular commercial service. The perform-
ance of some of the reactivated ships was exceptionally good, with
little or no delay for repair or breakdowns, and steady operation at
top speed for long periods of time and under difficult conditions.

Over 100 ships were placed in service over a 12-month period at an
activation cost of about $49 million. They carried 1.2 million tons of
cargo to our fighting forces. Once again the Merchant Marine
demonstrated its value as a military auxiliary, justifying the support
which the Government has granted to it for this purpose.

Operating- and Construction-Differential Subsidy

Although the need for shipping to Vietnam took precedence, com-
mercial services in support of U.S. trade were not forgotten. During
the year, operating-differential subsidy payments of about $187 mil-
lion were made for operation of some 300 ships to assist them in meet-
ing foreign competition. In addition, about $126 million was com-
mitted as construction-differential subsidy to aid the building of 17
new ships and 2 conversions for subsidized operators.

In order to assure that these funds, provided by the U.S. taxpayer,
were used to the greatest possible advantage, the Maritime Admin-
istration took several steps to assure the most value for the money
spent. A policy was established that preference would be given to the
building of standardized types of ships and to ships which promised
the greatest productivity for their cost. Changes in approved de-
signs and new types of ships would be approved only if it could be
shown that in the long range the cost of the changes would be more
than offset by the improved productivity of the ships.

To take advantage of possible economies to be obtained by order-
ing a large number of ships of the same type from one yard, the
Administration requested that those companies having replacement
obligations in the next 2 fiscal years present plans for joint shipbuild-
ing programs providing for the same type of ships to be built in one
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yard. Eleven companies submitted proposals which were under con-
sideration at the end of the fiscal year.

In order to obtain a long-range view of proposed plans for ship-
building, Maritime asked all companies to submit plans for the next
5 years for all the ships they expected to build.

Studies were also being undertaken to develop a simplified system
of calculating operating-differential subsidy rates, using an indexing
method in order to establish a dollar amount per day for operating
subsidy payments. In order to carry out its responsibility to insure
that the overall cost of wage increases paid for with Government oper-
ating-differential subsidy was fair and reasonable, the Maritime Ad-
ministration set general standards for such determinations. These
standards required that the overall cost of wage increases be fair,
economical, reasonable, and noninflationary, that employer contribu-
tions to pensions and welfare benefits be reasonable, predictable, and
not inimical to long-range manpower needs of the industry, and that
employer contributions to funds must qualify as wage costs in order
to be subsidizable.

As evidence of changing and shifting patterns of trade develop-
ment, a number of proposals were received from both subsidized and
nonsubsidized operators for added or altered services. Several sub-
sidized lines were granted increased sailings on an annual basis on
their present services or on new services. Approval was given for
Grace Line to purchase Moore-McCormack’s Pacific Republics Line
for a total of $5,700,000. Grace Line thus acquired 6 ships for the
service from U.S. Pacific coast ports to the east coast of South
America, Caribbean, and east coast of Mexico to consolidate with its
west coast of South America services.

States Steamship Co. was granted an increase from 13 to 26 sailings
per year in its California to Hawaii and Far East Service. The
Oceanic Steamship Co. received approval for its holding company,
Matson Navigation Co., to institute a nonsubsidized service between
U.S. Pacific ports of Hawaii and the Far East. American President
Lines also requested approval of a domestic/Hawaiian cargo service
by a nonsubsidized or an affiliated company. This application was
under consideration. There were 3 applications from subsidized op-
erators pending for total increases of 62 sailings per year on their
services.

Six nonsubsidized lines had requested operating-differential sub-
sidy on an estimated total of 582 sailings annually. None of these
applications had received final approval. Several applications were
received for operating-differential subsidy for bulk carriers in non-
scheduled service, although no authority exists under the Merchant
Marine Act of 1936 for such subsidy.

Efforts were also made to strengthen the financial base of a number
of services. Grace Line and United States Lines were given approval
to diversify their operations. The Maritime Subsidy Board urged
consolidation of U.S. passenger services in order to reduce the high
cost of operating and subsidizing such services. Some progress was
being made by the passenger operators in consolidating facilities and
1n reducing paperwork.



Chart ITT

The building of new ships for U.S.-flag subsidized services pro-
ceeded at a deliberate pace. With the award of contracts for 17
new ships, the subsidized operators had built or ordered 154 ships,
or about one-half the total number scheduled to be built in their long-
range replacement program (Chart I1ITI). Applications were pend-
ing from 6 subsidized operators for 41 new ships and 2 conversions
and from 7 nonsubsidized lines for construction-differential subsidy
on 16 bulk carriers. No decision had been made on the policy re-
garding payment of construction-differential subsidy for bulk ships
which operate in nonscheduled services.

Many of the new ships proposed are of the barge-carrying or con-
tainership types. A total of 5 lines had submitted applications for
24 new or converted containerships. Approval was given for con-
version of nine, of which three were already under construction, cost
of the conversion to be borne by the operator without subsidy par-
ticipation by the Government.

Federal Ship Mortgage Insurance and Reserve Funds

The Federal Ship Mortgage Insurance Fund and various reserve
funds continued to be an aid to financing the construction of both sub-
sidized and nonsubsidized ships. A total of 26 ships were insured
for $119.4 million under the Federal Ship Mortgage Insurance pro-
gram during the year, making a total of 83 ships insured for $485 mil-
lion at the end of the year. Thirteen applications were pending to
insure mortgages totaling $215 million on 41 ships. There was one

6



default during the year on an insured mortgage. Maritime paid off
the mortgage indebtedness of $7.4 million on the SS At¢las, bid the
ship in for $3,265,000 when the mortgage was foreclosed, and sold
the ship for $7,701,000. Net worth of the Federal Ship Mortgage In-
surance Fund at the end of the fiscal year was $12.9 million. Regu-
lations were issued for granting approval to trustees for ship financ-
ing, to insure-the validity of bond issue financing in both existing and
future transactions.

There was a balance in nine construction reserve funds totaling
$5.8 million, or $7 million less than last year, and in the statutory
reserve funds of the subsidized operators a total of $193 million, or
a decrease of $12 million from last year.

Shipbuilding

Of the 67 ships on order in U.S. shipyards on June 30, 1966, with a
contract value of $700 million, 44 were part of the subsidized opera-
tors’ replacement programs. In addition to the 17 new cargo ships
and 2 conversions ordered with the aid of construction-differential
subsidy, 1 roll-on/roll-off ship was ordered by American Export
Isbrandtsen Lines for charter to the Military Sea Transportation
Service on completion. One ocean survey ship for Coast and Geo-
detic Survey was ordered to be built under the supervision of the
Maritime Administration. There were 12 new ship deliveries during
the year, 11 for subsidized operators and 1 ship for Coast and Geo-
detic Survey. In addition, 12 conversions were completed, of which 8
were ordered in connection with the ship exchange program.

To aid in the mechanization of new ships, the Martime Administra-
tion issued a detailed set of specifications for centralized engineroom
and bridge control as a guide to uniformity and standardization for
subsidized construction. Eleven new mechanized ships were de-
livered, and 44 were under construction. Plans for retrofitting of
ships already delivered were suspended, however, because of the need
to keep ships in service for Vietnam, and because of the failure of
management and labor to reach agreement on manning scales for such
converted ships.

Ship Exchange

Under the ship exchange program 13 Government-owned ships were
exchanged for 13 privately owned ships, making a total in the 6 years
of the program’s existence of 70 private ships exchanged for 66 Gov-
ernment ships, and a return to the Government of over $7 million,
representing the excess of the value of ships traded out over those
traded in.

Under an amendment to the ship exchange law enacted last year, T2
tankers in the reserve fleets were made available for trade-out and con-
version to dry cargo carriers. Twenty T2 tankers were made avail-
able, of which 13 of the more desirable Mission type were allocated
to 4 companies for conversion for cargo service. The Department of
Defense also agreed to release the last 25 C4-type ships in the reserve
fleet on condition that when converted these ships would be made
available to the MSTS.

7
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Cargo Promotion

In spite of plans for increased services and new ships, ordered or
placed in service, the share of U.S. cargo carried by U.S. ships con-
tinued to be distressingly low. Even the liners, which had increased
their participation somewhat in 1964 to 30.4 percent of liner cargoes,
declined to approximately 23 percent in 1965 (Chart IV). The de-
cline of some 3 million tons carried by U.S. liners during the year was
in large measure due to the demand for ships to serve in Vietnam and
the lengthy strike by seamen in the early part of the fiscal year.

Nevertheless the Maritime Administration and the lines continued
their efforts to improve service and to encourage the use of U.S.-flag
ships. Cooperation was sought by all Government agencies control-
ling the shipment of Government-financed cargoes, to insure that at
least 50 percent of such cargoes would be shipped in U.S.-flag vessels
(Chart V). Slightly less than 50 percent of agricultural products
shipped under Public Law 480 went in U.S.-flag ships in calendar
year 1965, mainly because of the shortage of ships caused by demands
of Vietnam. In the case of cargoes shipped by AID, 64.6 percent
went in U.S.-flag ships, while of Export-Import Bank-financed car-
goes, 84.4 percent went in U.S.-flag ships. Only 34 percent of car-
goes financed under the Inter-American Development Bank were
carried in U.S. ships, because sufficient U.S.-flag service was not
available to Central America where most of the cargoes were destined.
There were 31 general waivers of Public Resolution 17 granted to 11
nations to permit foreign flag ships to participate up to 50 percent in
cargoes financed under the Export-Import Bank.

Throughout the year the Maritime Administration sought to pro-
mote the concept of an integrated transportatlon system, incorporating
inland transportation, ports, and shipping services into one smoothly
operating transportation system. Increased use of containers and
containerships is an important part of the development of such a
system. The Maritime Administration undertook an experimental
through-container project in cooperation with several other Govern-
ment agencies, forwarding companies, railroads, and shipping lines,
both United States and foreign. Seven containers were shipped to
the United Kingdom and 10 were returned to the United States, to
pinpoint the problems that would be met in undertaking a through-
container service.

Maritime also cooperated in the setting of international standards
for containers, and for the simplification of shipping documents.
Several meetings were held between both domestic and international
port authorities to work out problems of expediting shipments through
the world’s ports, and to develop better facilities throughout the world
for handling cargoes.

Through exhibits, brochures, and special public events such as the
Maritime Day Poster Contest for high school students, and the cele-
bration of Merchant Marine Week, the Maritime Administration
sought further to promote use of U.S.-flag ships and public under-
standing of the value of the U.S. Merchant Marine.
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Research and Development

Along with and as part of the integrated transportation concept,
Maritime continued its experimentation and study of new ship types.
At the completion of 3 years of experimental demonstration opera-
tion by the Government, the world’s first nuclear-powered merchant
ship, the NS Savannah, was placed under a bareboat charter for
experimental commercial operation with the First Atomic Ship Trans-
port (FAST), a subsidiary of American Export Isbrandtsen Lines.
‘The ship made four voyages on the North Atlantic to Europe service
and three to the Mediterranean during the first year, without delay
or difficulty because of the atomic plant. Revenues were greater and
vessel and voyage expenses were less than had been estimated, result-
ing in about a $125,000 reduction in the initial estimated annual
operating cost. The charter is subject to review and renewal each
year; therefore, at the end of the first operation year, negotiations
were under way with FAST to determine the share that the Govern-
ment and the company would assume, based on revised estimated voy-
age expenses and revenues for the second year.

An 1nteragency task force was set up to make a study of the use of
nuclear power in merchant ships and to make recommendations for
the application of nuclear power in commercial service. No immedi-
ate plans were made for building nuclear-powered ships, but expres-
sions were requested from commercial operators to determine their
interest in building and operating nuclear ships and their opinion as
to the extent to which the Government should support the use of
nuclear power in marine applications.

An industry committee was set up to review the possibilities of the
surface-effect ship, and as a result of its recommendations an agree-
ment was made between the Commerce Department and Navy Depart-
ment for joint basic research into the surface-effect ship to determine
the feasibility of building and operating large, fast oceangoing vessels.

Many other research projects were under way during the year, such
as the use of contrarotating propellers, powerplant studies, develop-
ment. of an efficient oil-water separator, improved combustion in
marine boilers, reduction of steel required in hulls of Great Lakes
ships, 1mproved mooring systems, and improvements in ship design
and navigation aids.

Labor

Labor problems continued to plague the maritime industry through-
out the year (Chart VI). The seamen’s strike, lasting from June 16,
1965, to August 30, 1965, tied up a total of 227 U.S.-flag ships and cost
$12 million in seamen’s wages. A dispute on manning an automated
ship delivered to the Liykes Bros. Steamship Co. lasted for 101 days
before an increase totaling some four men in deck and engine depart-
ments was agreed to.

The collective bargaining agreements reached between manage-
ment and unions as a result of the seamen’s strike were submitted for
approval to the Maritime Administration, but full information on
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results of the agreements had not been received to permit a final de-
termination on fairness and reasonableness of the agreements for
subsidy purposes.

Because of the reactivation of some 100 ships from the reserve fleets
during the year, the number of shipboard jobs increased by more than
4,900, causing increasing shortages of skilled seamen to man mer-
chant ships. Several measures were undertaken to relieve the short-
ages. The Maritime Administration approved early graduation of
196 cadets of the 1966 class at the U.S. Merchant Marine Academy,
and 321 third mates and third engineers were graduated from the
State Maritime Academies to help man the ships. Maritime also
approved the suspension of a prohibition against payment of cash in
lieu of vacations for active seamen, to encourage them to remain at
their posts. Many of the unions, with help from management and
the Department of Labor, undertook to increase upgrading training
programs in order to provide more skilled seamen. Nevertheless,
a total of 42 general agency ships assigned to MSTS were delayed
for 2,957 hours in the period from January 1, 1966, to June 30, 1966,
and the problem of seamen shortages was under intensive study.

War Risk Insurance

Approximately 4,000 war risk insurance binders on operating ves-
sels and one policy on a vessel under construction were outstanding as
of June 30, 1966, on almost 1,500 vessels with a maxXimum insurance
exposure of roughly $13 billion. In addition, at the request of the
Military Sea Transportation Service, Second Seamen’s war risk in-
surance was provided on 30 vessels under military control, with pay-
ment of losses subject to reimbursement by MST'S.
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Management Improvement

Continued emphasis was given during the year to improving the
quality of service rendered by the agency to the public, and to the
economy, efficiency, and effectiveness of its programs. Organiza-
tional changes were made to give additional emphasis to maritime
promotion, maritime manpower, and automatic data processing.

A cost reduction of $7.6 million was accomplished through transfer
of the Savannah to commercial operation, application of value en-
gineering to ship construction, and the automation and centralization
of the agency’s payroll; 111 Liberty ships were sold for scrap for
a return of $5 million, while 27 non-Liberty ship types were sold for
$2 million. The Norfolk Terminal in Norfolk, Va., was being trans-
ferred under a 3-year lease to the City of Norfolk for development
as a commercial terminal, pending the working out of final arrange-
ments for permanent disposition of the property to the city.

The management reporting system was further improved, reporting
requirements from the public were simplified, and information pam-
phlets, exhibits, and displays were provided to inform the public about
the merchant marine. Intensive management training programs were
continued to upgrade the quality of Maritime personnel.

International

Maritime participated in conferences, meetings, and working groups
of international shipping organizations concerned with solutions for
international shipping problems. The Maritime Administrator was
host to the 18th annual meeting of the Planning Board for Ocean
Shipping. Maritime officials gave advice and assistance in solving
the Indian grain crisis, and assistance to the Government of South
Vietnam to ease serious congestion in Vietnamese ports.

Free world and Polish flag ships trading with North Vietnam were
placed on a list of vessels prohibited from carrying Government-
financed cargoes from the United States. There were a total of 26
ships on the list at the end of the fiscal year, and 253 on the similar
list of ships trading with Cuba.

The U.S. Merchant Marine declined further in world standing,
both in the number of ships in service and the number of new ships
built. At the end of the fiscal year the United States stood second
among world merchant fleets (Chart VII and Appendix I) and in ship
construction ranked 15th among the shipbuilders (Chart VIII and
Appendix IT). Of a total U.S. merchant fleet of 2,268 ships of
27,185,000 deadweight tons, 1,019 of 15,181,000 deadweight were in
active service on June 30, 1966 (A ppendix I1T). Of the 1,249 inactive
ships, 1,189 were in the reserve fleet (excluding 138 nonmerchant ship
types), of which 796 were under priority preservation. Most of the
rest were Liberty ships available for scrapping. The emergency re-
serve Libertys had been reduced to 333. Forty-five large U.S.-flag
ships were approved for sale abroad and three were denied. The ships

sold averaged 28 years of age, and most of them were disposed of for
scrap.
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A few of the ships delivered
during the year in the long-
range replacement programs
of the subsidized shipping
lines—*‘‘President Monroe’’ of
American President Lines,
‘““‘Santa Lucia’’ of Grace Lines,
‘““Prudential Seajet’’ of Presi-
dential Lines, ‘‘Mallory Lykes’’
of Lykes Lines.




GOVERNMENT
ASSISTANCE

Government aid programs for the U.S. Merchant Marine are de-
signed to assist and encourage U.S.-flag operators in the operation and
maintenance of an efficient and modern American merchant marine.

Maritime administers the operating-differential and construction-
differential subsidy programs and other Government aids to merchant
shipping. Under the operating subsidy program, the Government
may pay the difference between certain foreign and domestic costs of
ship operation on foreign services which have been found to be essen-
tial. Under the construction subsidy program the Government also
may pay the difference between American and foreign shipbuilding
costs for ships to be operated in foreign trade. Current law provides
that the maximum construction subsidy allowed is 55 percent of do-
mestic cost for new construction and 60 percent for reconstruction of
passenger ships.

Construction reserve funds may be set up by a U.S. ship operator for
the purpose of building new vessels for U.S. foreign and domestic
commerce. Such funds are granted certain tax deferment benefits.

The Government pays the cost of national defense features certi-
fied by the Navy as necessary for national defense, but which are
found by Maritime to be in excess of commercial requirements. In
addition, Maritime insures mortgages and/or loans made by private
lending institutions to finance the construction, reconstruction, and
reconditioning of ships. It also acquires old ships in exchange for
better types, or for allowances of credit on the construction of new
ships.

Maritime investigates and determines which ocean services, routes,
and lines are essential for the development and maintenance of the
foreign commerce and defense of the United States; and the type,
size, speed, and other requirements of ships to provide adequate serv-
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ice on such routes. Only operators who agree to provide regular
services on these routes are eligible for award of operating-differential
subsidy contracts.

Operating-Differential Subsidy

Payments during the year on operating subsidy due for fiscal 1966
and for prior years totaled $186,628,358.

At the year’s end a study was being undertaken by Maritime in co-
operation with the subsidized lines to ascertain whether a simplified
system of calculating operating-differential subsidy rates by using
indexing methods to determine variances in foreign and U.S. costs
could be used to establish a dollar-amount-per-day subsidy.

Total operating-differential subsidies accrued from January 1, 1937,
to June 30, 1966, were $2,476 million; recapture amounted to $231
million ; subsidies paid amounted to $2,141 million ; and net subsidy
payable as of June 30, 1966, amounted to $104.5 million (Appendix
Iv).s

A summary of the 14 operating-differential subsidy contracts in ef-
fect at year’s end is shown in Appendix V.

Operating subsidy was being paid on 128 overage ships pending
their replacement. Sixteen of these were added to the overage group
during the year.

On December 1, the Maritime Subsidy Board authorized a 1-year
extension, to December 31, 1966, of the existing operating-differential
subsidy agreement with Bloomfield Steamship Co. The company
had previously been given two 1-year extensions, ending December 31,
1965. On December 6, Bloomfield rejected the 1-year extension,
which was then rescinded by the Board. The subsidy agreement
ended December 31, 1965, reducing to 14 the number of subsidized
steamship companies.

Pending Applications

Applications were pending from three subsidized operators seeking
increased sailings on their existing services, or additional sailings on
other routes (Table I).

Table 1
ODS APPLICATIONS FROM SUBSIDIZED OPERATORS

Number
Company Trade route sailings
requested
Araerican Export Isbrandtsen Lines, Inc. - ___________________ o _____ 18 30
Lykes Bros. Steamship Co., Inc__ _ _ __ __ e 13 12
Prudential Lines, Inc - _ - __ _ ______ e 10 20

On February 11, American President Lines, Litd., requested per-
mission to engage in a cargo service to Hawaii directly or through a
new subsidiary or affiliated corporation in which APL would be a

1 See also Appendix VI, Subsidized and Selected Unsubsidized Operators, Combined Con-
densed Income and Surplus Accounts, and Balance Sheets.
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substantial shareholder. This request was published in the Federal
Register on March 3, 1966. The company also proposed (1) To pro-
vide weekly sailings with some container service between Hawaii
and the Atlantic coast, and (2) to include Hawaii in the itinerary
of its trans-Pacific freight service vessels. Matson requested a stay
of the proceeding and consolidation with the States application. On
May 20, 1966, APL withdrew the latter two applications, but the
original request was being considered at the end of the fiscal year un-
der Docket No. S—-191.

On September 16, Atlantic Express Lines of America, Inc., amended
its application (filed Nov. 30, 1960) for operating subsidy on Trade
Route 5-7-8-9 (United States North Atlantic ports to Europe and
United Kingdom), indicating that an agreement had been reached with
Sapphire Steamship Lines under which Sapphire had been granted an
option to buy 90 percent of Atlantic’s common stock for whatever
amount would be necessary to provide Atlantic with the minimum
required equity capital to qualify for operating subsidy. It was con-
templated that if a subsidy were granted the firms would merge.
The applicant proposed to provide 26 subsidized sailings a year with
3 ships owned by Sapphire, which would be replaced with 5 new ships
capable of making 52 sailings a year.

On September 21, the Waterman Steamship Corp., amended its
application for operating-differential subsidy on TR 5-7—8-9 (North
Atlantic/Continental Europe), TR 21 (Gulf/UK and Continent),
TR’s 22 and 12 (Atlantic, Gulf, and California/Far East), TR 29
(Pacific/Far East) and TR 32 (Great Lakes/Western Europe).

On August 31, 1964, the applicant had refused to conclude negoti-
ations for an operating-subsidy contract on terms proposed by the
Maritime Subsidy Board.

Waterman was then purchased by Mr. Cornelius Walsh, who in-
dicated on June 23, 1965, that an amended application would be filed.
The application, which was filed subsequently, asks for 18-30 sallings
on TR 5-7-8-9; 3042 on TR 21; 18-30 on TR’s 22 and 12; 20-24 on
TR 29; 7-12 on TR 32. The only major change from the original
application was in the increase from 20-24 to 30-42 on TR 29. No
final action had been taken on the application at year’s end.

Operating-differential subsidy applications pending from nonsub-
sidized operators are shown in Table IT.

Table 11
ODS APPLICATIONS PENDING FROM NONSUBSIDIZED OPERATORS

Company Trade routes Sailings Date filed
requested
Atlantic Express Lines of America, Inc_______ 5789 ___ ___________________ 50-60 | Nov. 30, 1960
Central Gulf Steamship Corp_ _______________ 18 o ______ 3640 | June 16, 1964
Central Gulf Steamship Corp.____.____________ 1033 __ . 4448 | Oct. 4,1963
Isthmian Lines, Inc. (amended) 1_____________ R/W (westbound) and 18___ __ 62-76 | Aug. 7,1963
Sea Coach Transatlantic Lines, Inc___________ 5789 ____ o _______ Weekly | Mar. 15, 1966
States Marine Lines, Inc. (amended) __________ Tri-Continent, TR 13-29______ 108-168 | Aug. 7,1963
Waterman Steamship Corp. (amended)._______ 5-7-8-9, 21, 22/12, 29 and 32_, __ 93-138 | Sept. 21, 1965

1 Incomplete application. Additional information requested not supplied.
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Applications Granted or Denied

On July 7, 1965, the Secretary of Commerce approved the applica-
tion of States Steamship Co. to increase its calls at Hawaii in its Cali-
fornia/Far East service from 13 to 26 a year. The Secretary speci-
fied, however, that at the expiration of a 3-year period the Maritime
Admlnlstratlon would schedule an appropriate proceeding to deter-
mine, on the basis of accrued experlence, whether the authorization
should continue in effect.

On September 27, Oceanic Steamship Co. applied for Maritime Ad-
ministration’s approval of a weekly nonsubsidized service between
U.S. Pacific ports or Hawaii and Far East ports, to be instituted by
its holding company, the domestic operator, Matson Navigation Co.
This application was approved on February 2, but was made subject to
cancellation or modification, in whole or in pa.rt by the Administra-
tion on 90 days’ notice to Oceanic, after affording the company an
opportunity to discuss the matter. The domestic operations between
Hawaii and mainland ports in the service were found to fall within
the existing section 805 (a) permission covering the present domestic
service of Matson.

The applications by American Export Isbrandtsen Lines and by
American President Lines for operating subsidy for bulk carriers in
nonscheduled service were rejected on the basis that no authority was
granted by the Merchant Marine Act of 1936 for subsidizing this type
of operation. American President Lines had asked that if a finding -
were made that such service was not subsidizable, the Board join the
company in seeking legislation to permit subsidization of such service.

American Export was permitted to establish a direct freight service
between U.S. Atlantic and Far East ports on TR 12 with a minimum of
11 and maximum of 15 sailings per year, which may be increased to 24
and 30 after new replacement ships have been introduced. AEIL was
also granted subsidy for operation of the Renusen Heights on TR 32
and 5-7-8-9.

The application of American President Lines to add three more
vessels to its subsidized fleet was denied. APL was permitted to in-
crease its TR 29 transpacific freight service sailings from a maximum
of 37 to 48 per year, increase round-the-world westbound service from
a maximum of 28 to 32, and reduce TR 17 Atlantic/Straits service
from a minimum of 24 to 18.

APL was ordered by the Maritime Subsidy Board to withdraw,
and did withdraw from the Japan/Saigon Freight Conference, on the
basis that other U.S. lines had been refused membership.

Farrell Lines was permitted to extend its TR 15—A (United States
Atlantic/South and East Africa) and TR 14 (United States Atlantic,
Gulf/West Africa) service into the Great Lakes and St. Lawrence
River ports west of Montreal during the 1966 navigating season.

A joint application filed April 22 by Grace Line Inc., and Moore-
McCormack Lines, Inc., to sell Mormac’s Pacific Republics Line serv-
ice to Grace was approved by the Board on June 29. This involved
purchase of 6 C3 type ships, all over 20 years old, for a total of
$5,640,000, plus $60,000 for Mormac’s interest in the route. The ships
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had been operating on TR 24 (United States Pacific/East coast of
South America) and on a privilege and permissive basis to ports on
TR 23 (United States Pacific/Caribbean and East coast of Mexico)
on a minimum of 22 and maximum of 26 sailings per year. Grace,
which operates a subsidized line on TR 25 (United States Pacific/
West Coast Mexico, Central and South America) with 4 C2 and 2 C1
freighters for a minimum of 26 and maximum of 34 sailings per year,
planned to consolidate the two services into a new service comprising
Line B-1, United States Pacific/East and West Coasts of South
America, and Line B—2, United States Pacific/Caribbean and Pacific
Coast, Central America and Mexico Service. This was expected to
result in better vessel utilization, improved operating revenues, and
substantial economies in overhead and other expenses. The Line B-2
service is to be continued at least until October 1, 1969, at which time
Grace may indicate whether it is able to continue the service and to
provide for replacement vessels.

The Maritime Subsidy Board on August 12, 1965, approved the
application of United States Lines for an increase in its subsidized
sailing requirements on TR 12 (United States Atlantic/Far East)
from a minimum of 27 and maximum of 36 to 45-55 per year, but
denied the request of the company to be permitted to build 3 addi-
tional ships for the service and instead reduced the company’s replace-
ment program by 5 ships in consequence of sale of the Australian
service to Farrell. The Board also required the withdrawal from
subsidy of four old C2’s on delivery of the five replacement ships.

United States Lines appealed the decision on the withdrawal of the
four C2s, and after further consideration the Board modified its
action to limit continued subsidized operation of the ships to the
termination of any voyage in progress as of September 24, 1966, or
upon redelivery to the company by MSTS of any ship under charter.
The Board pointed out that since military requirements had caused
the withdrawal of U.S.-flag ships from essential services, it would be
better to continue to subsidize old U.S.-flag ships than to permit the
charter of foreign-flag ships to provide service on the essential routes.

This decision of the Board was remanded by the Under Secretary
of Commerce for Transportation on the basis that the four ships had
been subsequently chartered to MSTS by United States Lines. The
Board reaffirmed its decision on the basis that the subsidized ships
were taken off subsidy when chartered to MSTS and that in the
meantime subsidization of the ships would continue their commer-
cial services on an inadequately served trade route, and that support
should not be denied for ships to provide essential commercial serv-
ices because of the possibility or probability that such ships might
shortly be engaged in meeting requests of the military for movement
of cargoes.

On August 12, 1965, the Board approved an application from
American Export Isbrandtsen Lines, Inc., for operating-differential
subsidy on two containerships in the North Atlantic service. The

company was also permitted to reduce its fourth replacement group
from four to three ships.
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Sea-L.and Service, Inc., which announced plans to start a mnon-
subsidized transatlantic containership service, asked a U.S. District
Court to enjoin the Subsidy Board from consummating this operating-
differential subsidy contract with AEIL without the matter being
specifically considered in a public hearing under Section 605(c) of
the Merchant Marine Act, 1936. This case was pending at the end
of fiscal year 1966.

Services

Because of the emergency requirements of the Military Sea Trans-
portation Service for extra shipping capacity to Southeast Asia 2
requiring the charter of many of the subsidized lines’ ships, it became
difficult for some of the companies to meet the requirements of their
commercial service. In reply to inquiries as to the possibility of their
chartering foreign-flag ships to fulfill their service obligations, the
Maritime Administrator outlined the conditions under which con-
sideration might be given to waivers permitting the use of foreign-flag
ships by subsidized operators.

The requirements were:

(1) That the sailing would be in the applicant’s regular com-
mercial service;

(2) That no U.S.-flag ships were available for charter;

(3) That other U.S. lines providing service in the trade did not
object ;

(4) That labor unions manning the line’s ships did not object;

(5) That any profits from the chartered ships would be included
for subsidy accounting and any losses would be for sole ac-
count of the applicant.

The unions in general objected strongly to any proposals to use for-
eign-flag ships in the subsidized services. Only four applications for
use of foreign-flag ships were made. Two were granted.

Approval was granted by the Maritime Administration to 9 sub-
sidized lines for a reduction of 272 in the minimum number of sailings
required under their contracts because of the impact of the seamen’s
strike in midsummer and the charter of many of their ships by the
Military Sea Transportation Service.

In June 1965, the Maritime Administration had noted the concern of
government, management, and labor with rising operating costs, high
overhead expense, and substantial subsidy payments to U.S. passenger
vessels. The Maritime Subsidy Board, after a study of the admin-
istration of passenger ship operations, had concluded that important
savings would be realized through “mutually acceptable consolidation
of some operations.” The Board urged that the four principal pas-
senger line operators voluntarily undertake to consolidate some of
their operations and asked that regular reports be submitted to the
Board on the progress made.

In their first such report, in November, American Export Is-
brandtsen Lines and United States Lines reported near completion of
a program of consolidation of domestic passenger offices, with an-
ticipated savings of $100,000 a year. They also revised and stream-

2 See Operations, p. 49.
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lined all record-keeping and reporting procedures of their branch
offices, reducing paper work by 40 percent.

The feasibility of handling passenger bookings and reservations and
space control by means of electronic data machines was under study
by these two lines and by Moore-McCormack Lines. Grace Line indi-
cated that it was continuing to explore possibilities of achieving sav-
ings through cooperative efforts, but felt that as they were receiving a
satisfactory return from their Passenger operations, there was no
necessity for extensive consolidations with the other lines.

Diversification

Grace Line on September 15 applied for permission to reorganize
its corporate structure by transferring its shipping operations to a new
wholly owned subsidiary, with no substantive change in its subsidized
operations. The application was approved on December 9, 1965.

United States Lines on November 10 also asked for permission to
reorganize its corporate structure to enable it to diversify its activi-
ties, by transferring its subsidized shipping operations to a wholly
owned subsidiary “United States Lines, Inc.,” retaining in the parent
company $2 million cash from free earnings and the stock in Number
One Broadway Corp.

The application was approved on April 14, subject to approval of
stockholders, interested TJ.S. agencies and, to the extent necessary,
of the trustees and bondholders under Title XT mortgages, all with-
out prejudice to the rights of the Internal Revenue Service.

Construction-Differential Subsidy

Policy and Plans

In August 1965, the Maritime Subsidy Board requested all com-
Panies interested in building ships with construction-differential sub-
sidy during the 5-year period beginning July 1, 1966, to submit plans
and proposals for review and evaluation by the Board. In order to
plan ship construction programs and budgets from as informed a base
as possible, the Board wished to know what the maximum ship expan-
sion programs of the country could be if operators were not re-
strained by Maritime’s budgetary limitations. Knowing this, the
Board would be in a better position to plan, budget, and select for
subsidy the proposals that would give the Government, the operators,
and the unions as many ships and as much shipping capability as
possible.
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