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E R V E D
( FEBRUARY 2, 1962 )
(FEDERAL MARITIME COMMISSION)

FEDERAL MARITIME COMMISSION

No. 807

ATLANTIC & GULF-PUERTO RICO GENERAL INCREASE IN RATES AND CHARGES

Rates between North Atlantic and Gulf ports of the United States and 
Puerto Rico, as increased 15 percent or 6 cents per cubic foot or 
12 cents per 100 pounds, whichever produces the greater increase 
in revenue, and as further increased 12 percent, found just and 
reasonable.

Odell Kominers, Mark P« Schlefer, and Sterling F, Stoudenmire, Jr., 
for respondents.

Eduardo Garcia, Walton Hamilton, William D. Rogers, Abe Fortas, Seymour 
Berdon, and William L. McGovern for Commonwealth of Puerto Rico, intervener.

John Regan for Administrator of General Services, intervener.
Mitchell J. Cooper, Frank M« Cushman, Vernon C. Stoneman, and John B. 

Street for Asociacion de Industriales de PuerTo^ScoH^anuTacturer s"XssocIa- 
tion of Puerto ,Rico) and Commonwealth Manufacturers Association, interveners.

John B> Street, Frank M. Cushman, and Vernon C. Stoneman for Paula Shoe 
Company, intervener. . ” '

John B. Street and Vernon C. Stoneman for Caribe Shoe Corporation, 
intervener.

Mitchell J. Cooper and Frank M. Cushman for Coastal Footwear Corp., 
intervener. ;

L. Merrill Simpson for Bata Shoe Company, Inc., intervener. <
William Requa*?or Association of Sugar Producers of Puerto Rico, 

intervener.
J. W. Harnach for Cooperative Grange League Federation, Inc., intervener.
Harold L. Copp for Atlantic Industries, Inc., intervener.
T. A, Smith for Louisiana State Rice Milling Company, Inc., intervener.
Wm, M. Reid for The Rice Millers1 Association, intervener.
Alan F. Wohlstetter for Trailer Marine Transportation, Inc., intervener.
Alfred K, Kestenbaum for Cigar Manufacturers Association of America, Inc., 

intervener.
Edward Aptaker as Public Counsel.

REPORT OF THE COMMISSION
Thos. E. Stakem, Chairman; John Harllee, Vice Chairman;
Ashton C. Barrett, Commissioner; John S. Patterson, Commissioner.

On December 4, 1956, the United States Atlantic & Gulf-Puerto Conference 

(the Conference), then comprised of Bull Insular Line, Inc., Lykes Bros. Steam­

ship Co., Inc., Waterman Steamship Corporation, and Alcoa Steamship Company, 

Inc. (Bull, Lykes, Waterman, and Alcoa), filed with the Federal Maritime Board 

(Board) Tariffs EMB F-No. 14, Homeward Freight Tariff No. 7, and FMB F-No. 13,



Outward freight Tariff No. 7, naming increases in commodity rates over the 

applicable rates then in effects to became effective January 5, 1957, between 

United States Atlantic and Gulf of Mexico ports and ports in Puerto Rico*

On December 20, 1956, J. W. de Bruycker, Agent for the Conference, filed 

special permission application to modify on short notice the increases in 

rates to reflect an adjustment not in excess of 15 percent or 6 cents per 

cubic foot or 12 cents per 100 pounds, whichever produces the greater 

increase in revenue, over the applicable rates then in effect* This increase 

will be referred to as the 15 percent increase*

On January 4, 1957, pursuant to section 18 of the Shipping Act, 1916, 

as amended, 46 U.S.C* 817 (the 1916 Act), and the Intercoastal Shipping Act, 

1933, as amended, 46 U#S#C# 843 et seq# (the 1933 Act), the Board ordered 

an investigation into the reasonableness and lawfulness of the rates, charges, 

regulations, and practices stated in the tariff schedules filed December 

1956, and ordered the operation of these schedules suspended until midnight 

January 8, 1957, unless otherwise ordered#

On January 8, 1957, the Board amended its order of January 4, 1957, and 

granted the special permission to publish the rate increases, as modified, 

to be effective on one day’s notice but not earlier than January 9, 1957#

After hearing on the 15 percent increase, but before briefs of the 

parties were due, the respondents published on July 18, 1957, a 12 percent 

general rate increase (the 12 percent increase), to become effective 

September 14, 1957• On August 14, 1957, Pan-Atlantic Steamship Corporation 

(Pan-Atlantic), an affiliate of Waterman, filed revisions to its Homeward 

Tariff No# 1, 5MB F-No* 1, to became effective September 18, 1957, naming 

local commodity rates from Puerto Rico to United States Atlantic ports based 

on the same pattern as the Conference rates#

By supplemental order of September 5, 1957, the Board (a) expanded the proceed­

ing to include an investigation into the lawfulness of the rates as further 

increased by 12 percent^ (b) suspended the operation of the Conference and
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Pan-Atlantic schedules naming the 12 percent increase until January 14, 

1928; (c) made Pan-Atlantic a respondent; and (d) ordered a further hearing 

in the proceeding.
Further hearings were heldXin initial decision was issued by the 

hearing examiner and exceptions thereto filed with the Board. One of the 

principal issues raised in the exceptions was whether the examiner had 

erred in not requiring the carriers to produce books and records to sub­

stantiate certain financial statements which they had offered in evidence. 

On June 13, 1958, the Board remanded the proceedings to the examiner for 

further hearings with a direction to the carriers to produce substantiating 

records for financial exhibits submitted at the previous hearings. Follow­

ing further hearings, the examiner issued a decision in which he found both 

the 15 and the 12 percent rate increases to be just and reasonable.

Exceptions were filed and oral argument held by the Board. Thereafter, 

the Board issued a Report and Order dated April 28, I960, in which it found 

the aforesaid increased rates just and reasonable * (6 F.M.B. 14).

The Board’s order was appealed to the United States Court of Appeals 

for the District of Columbia Circuit, which in an opinion, stated:

’’The Board’s order is . . . vacated and the same remanded for 
the Board to reconsider and clarify the rate base question. The 
Board should also pass upon the Commonwealth’s argument that it is 
not fair to rate payers to let an accumulated depreciation reserve 
be depleted and depreciation charges thereby increased.” Commonwealth 
of Puerto Rico v. Federal Maritime Board, 288 F. 2d 419 (OW.!.- 

1961).

The Board thereafter reopened the proceeding for reconsideration of all 

matters bearing upon the justness and reasonableness of the increased rates, 

and supplemental briefs and memorandums of law were filed, and oral argument 

held.

interveners who appeared during the course of the proceedings were the Com­
monwealth of Puerto Rico (the Commonwealth), the Administrator of General 
Services, AsoCiacion de Industriales de Puerto Rico (Manufacturers Associa­
tion of Puerto Rico), Commonwealth Manufacturers Association, Paula Shoe 
Company, Caribe Shoe Corporation, Coastal Footwear Corp., Bata Shoe Company^ 

.^Association of Sugar Producers of Puerto Rico, Cooperative Grange 
League Federation, Inc., Atlantic Industries, Inc., Louisiana State Rice 
Milling Company, Inc., The Rice Millers’ Association, Trailer Marine Trans­
portation, Inc., and Cigar Manufacturers Association of America, Inc.
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The Carrier Respondents

lo Alcoa* - Alcoa offers weekly service from the North Atlantic ports 

of New York and Baltimore, Md*, and weekly service from the Gulf ports of 

Mobile, Ala*, and New Orleans, La*, to ports in Puerto Rico* Each of the 

sailings serves all ports in Puerto Ricoo The vessels in the North Atlantic 

service, after discharge at Puerto Rico ports, proceed into other trades, 

generally contract services* In the Gulf service, the vessels return from 

Puerto Rico to the Gulf port^a service inaugurated in March 1958*

2* Bull* “ ^3.1 provides three sailings per week from North Atlantic 

ports to Puerto Rico® One sailing proceeds from Baltimore and Philadelphia, 

Pa*, to Puerto Rico and return* Another sailing proceeds from New York to 

Puerto Rico and return (the Thursday sailing), and the third from New York 

to Puerto Rico, thence to the Dominican Republic and return (the Friday 

sailing) * Basically, the services are provided with six C-2 type vessels, 

operated on a strict two-week turnaround* In addition. Liberty-type ves­

sels are also employed to lift stators, generators, ammunition, and other 

specialized cargo destined to Puerto Rico which cannot be handled on the 

regular C-2 vessels* Liberty ships were also utilized in some instances to 

carry full cargoes of bagged raw sugar under the tariff, but this movement 

declined rapidly in 1957 due to conversion of the raw sugar movement to bulk 

movement under contract, and has since come to a virtual halt* Caribbean 

Dispatch, Inc*, an affiliate of Bull, is a major contract carrier of bulk 

sugar*

3* In a transaction closed December 18, 1956, characterized in the brief 

for the Conference as "an irrefragibly /sic7 arm8s~length transaction between 

Completely unrelated interests,” Olympia Corporation, incorporated in Delaware, 

acquired substantially all of the stock of A* H* Bull Steamship Co*, a New 

Jersey corporation (A* H* Bull New Jersey)® Prior to the transaction, the 

purchaser and the sellers had no stockholders, directors, or other interests 

in common, or any similar relationship. Olympia had been organized by its parent 

company American Coal Shipping, Inc.,(ACS), as the instrument designed to



facilitate the consummation of the transaction. a G S paid $100,000 for all 

of Olympia's outstanding stocks ACS and its own stockholders also loaned to 

Olympia about $5 million, at interest of 5 percent. Between December 18, 

1956, and January 21, 1957, Olympiad name was changed to A. H. Bull Steam­

ship Co. (A. H. Bull Delaware). The transaction contemplated purchase by 

Olympia of all of the outstanding stock of A. H, Bull New Jersey for a total 

consideration of $l|0 million (which was not finally accomplished until 

February 28, 1957), the liquidation of A. H. Bull New Jersey, and the trans- 

4 fer of all of its assets to A. H. Bull Delaware.

II. On December 18, 1956, A; H. Bull New Jersey had over $18 million in 

cash, obtained from surplus, liquidation of quick assets representing in 

part depreciation funds, release of vessel replacement funds, and receipt of 

repayments of advances and dividends from subsidiary companies, among others. 

On the closing date of the stock purchase, this $18 million was declared by 

A. H. Bull New Jersey as a dividend, paid principally to Olympia, and the 

remainder of the purchase price of $1*0 million was met from the proceeds of 

the loans from ACS and its stockholders of $5 million mentioned above, and 

bank loans of some $17 million at interest rates ranging from 1$ to 5 per­

cent, guaranteed by ACS.

5* The net purchase price paid by Olympia for A. H. Bull New Jersey 

was therefore about $22 million. The book net worth of A. H. Bull New 

Jersey at the time of closing was about $12,330,000. Incident to the pur­

chase, the physical assets of A. H. Bull New Jersey and its subsidiaries 

had been independently appraised. About January 21, 1957, in partial but 

almost(complete liquidation of A. H. Bull New Jersey, its assets were trans­

ferred to the books of A. H. Bull Delaware, and in the process the vessel 

book values were raised from $5,160,1*21.85 to $12,892,610,21, effective as 

of the closing date, the latter figure representing about 70 percent of th© 

appraised values of the vessels. The ascribed values of certain other assets 

were changed also for consolidated statement purposes, but on the corporate 

books only the vessel values were changed. Thus, on the books of A. Hf Bull 

Delaware the vessel book values are carried presently at amounts, less accrued



depreciation since the closing date, representing a pro rata share of the 

total purchase price paid by A* H# Bull Delaware for the assets of A. H. 

Bull New Jersey.

6. Corporate entities affiliated with respondent Bull, so far as is 

here pertinent, include A. H. Bull Delaware of which respondent Bull is a 

subsidiary; A. H. Bull & Co., which provides continental United States 

overhead services for Bull and others in the corporate family in return 

for management and operating commissions composed principally of a percent­

age of revenues and a per diem husbanding charge; several separate corpora­

tions which own and operate pier facilities in Puerto Rico; Caribbean Dis­

patch, Inc., mentioned above; and Dafton Realty Co., owner of office 

facilities in New York utilized by Bull# ;

7* For 65 days between August 1? and October 22, 1957, Bull’s opera­

tions were immobilized by a strike arising out of a jurisdictional dispute 

between seafaring unions. The strike was not unrelated to the fact that 

ACS, the new owner of the Bull properties, was in part owned by the United 

Nine Workers* Other strikes which have affected the operations of Bull at 

various ports, for varying reasons, and for periods of time ranging from 

: 2 to Ui days, totaled 33 days in 1951, 1952, and 1956; 12 days in 1953; 

* 101 days in 195b; 7 8 days in 1955; Hi days in February 1957; and 20 days 

in the first 6 months of 1958*

^ JfiSS®* “ Lykes operates its weekly service between the Gulf ports 

of Lake Charles, La., and Houston and Galveston, Texas, and occasionally 

other western Gulf ports, and Puerto Rico, as a part of its subsidized serv­

ice on Trade Route 19 (Line A service) between Gulf ports of the United 

States and Cuba, Haiti, the Dominican Republic, Venezuela, Columbia, and 

Panama. No voyages are operated to or from Puerto Rico exclusively.

^* ^^i^SSS®” At the outset of this proceeding Waterman operated a 

weekly service between New Orleans and Mobile and Puerto Rico, utilizing 

two vessels on a lh-day turnaround, with additional vessels for relief pur­

poses and when extra cargo demanded# Beginning in October 1957, Waterman 

also inaugurated weekly sailings, utilizing two vessels on a Ih-day turnaround
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in regular breakbulk service, between New fork, Baltimore, and Puerto 

Rico, . Waterman intended to provide a permanent North Atlantic-Puerto 

Rico service, at first with regular breakbulk vessels, and later con­

verting to trailership serviceo Waterman is a subsidiary of McLean 

Industries, Inc.

10 , Effective February U, 19^8, Waterman withdrew from the Con­

ference and simultaneously ceased all operations in the Puerto Rico 

trades, which were taken over without break in service by Waterman 

Steamship Corporation of Puerto Rico (Waterman P. R.). The latter is " 

a wholly-owned subsidiary of Waterman, is not a respondent, and is 

not a member of the Conference, although its rates are in all respects 

the same as those of the Conference. When filing its initial tariffs 

with the Board, and in subsequent pleadings herein, Waterman P. R. has 

agreed to be bound by the results of this proceeding so far as its rates 

are concerned. Statistical and financial data reflecting the combined 

Waterman, and Waterman P. R. operations are of record, although no recent 

data were presented, forecasting operating results for the entire year 

19^8 as was the case with the other Conference respondents.

;, 11. On February .28, 1958, Waterman P. R. inaugurated its North 

Atlantic-Puerto Rico,trailership service, with the sailing of the Bien­

ville. This .vessel, upon arrival in Puerto Rico, was prevented from 

discharging its cargo because of. labor difficulties. After some delay 

■the Bienville proceeded to New Orleans, where her cargo was discharged 

and tha,t which had not spoiled was transferred to a ship regularly 

employed in the Waterman P. R. Gulf-Puerto Rico breakbulk service. The 

Bienville voyage consumed in all 3h days. After this experience, 

Waterman P. R. discontinued its North Atlantic-Puerto Rico service, 

which has not since been resumed either on a breakbulk or trail ership 

Basis. .
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12 o Pan-Atlantic. - Pan-Atlantic is ah affiliate of Waterman, and 

as such was required to maintain the sam^ rates as the Conference by the 

terms of the Conference agreement to which Waterman was a party. Be­

tween April 1957 and early 1958, Pan-Atlantic provided a northbound serv­

ice from Puerto Rico to Miami and Jacksonville, Fla., in conjunction 

with its intercoastal and West Coast-Puerto Rico services, which was 

suspended at the end of this period and has not been resumed. The 

tariff under which such service was operated was canceled effective 

August 22, 1958. So far as the record discloses, this service was 

minimal, since the cargo carried averaged only 51 tons per voyage, 

with gross revenue per voyage of $1,506. These data are not important 

enough' to warrant their inclusion inoour;x. consideration,?.; although \ 

the rates under investigation will remain subject to the findings.

13 . Pan-Atlantic instituted a trailership service between New 

York and Puerto Rico on July 30, 1958, which is presently being 

operated. On October 27, 1958,the Board denied a petition by the conference 

requesting that this investigation be broadened by naming Waterman P. R. 

as a respondent, and bringing in issue the current tariffs of Pan­

Atlantic and Waterman P. R.

The Puerto Rican Economy and the Trade

1U. Puerto Rico is a small island, 100 miles long and 25 miles 

wide, separated from the nearest point in the United States by over 1,000 

miles of open water. The economy of the Island has never been self­

sustaining, and it has few natural resources. It is one of the most 

densely populated areas of the world. Puerto Rico’s external trade is 

almost entirely with the United States. About Uo percent of all goods 

produced, and about 5U percent of all goods consumed, by the people of 

Puerto Rico are destined to, or originate in, the United States. Average 

income per capita in Puerto Rico in 195b was $mi6, as compared with $1,770
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in the United States. The percentage of the labor force of Puerto Rico 

unemployed or only partially employed has consistently exceeded that in 

the United States. These data indicate that increases in the cost of 

shipping such as are here involved affect the economy of Puerto Rico and 

the living standards of its populace more sharply than would similar 

increases elsewhere in the nation.

15* The Conference rates in the Puerto Rico trade are determined 

by three-fourths majority vote of the members. Therefore, no one car­

rier can dominate the making of rates. Waterman P. R., presently 

operating in the Gulf-Puerto Rico trade, is not a member of the Confer­

ence, and its rates can be made by individual action, subject only to 

the competitive impact of the rates maintained by the Conference. As 

is indicated by the revenue statistics shown in Table I below, Bull is 

the largest carrier in the trade, receiving approximately fifty percent 

of the trade revenues even in the year 1957 when Bull’s operations were 

immobilized by strike, for more than 65 days.

TABLE I

GROSS TRANSPORTATION REVENUES OF THE RESPONDENTS

First half
Carrier 1956 1957 , 1958

Bull $211,993,850 $21,6116,383 $11,682,207
Waterman 6,5311,389 9,1116,267 11,651,1168
Alcoa 6,2hU,86li 9,175,9119 li,215,01i9
Lykes 3,8113,368 3,7711,8113 1,9110,279

Totals _ $U,616;U71 $1111,013,11112 $22,1189,003
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16. The available traffic and revenue projections of the respond­

ents, where given, are based on an extension of their most recent 

experience, that for the first half of 1958, subject to adjustments for 

known or contracted cost increases. Although there is testimony of 

record to the effect that a gradual increase may be expected in the 

movement of general cargo between Puerto Rico and the mainland, the 

statistics of record disclose a decline in tonnage carried of cargo 

subject to the tariffs here involved. This decline is attributed in 

large part to the conversion of the raw sugar movement from bagged 

movement under the tariffs to bulk movement under contract, and to the 

construction of a fertilizer plant in Puerto Rico, which virtually 

eliminated the movement of prepared fertilizer and subsituted therefor 

the movement of fertilizer raw materials in tramp vessels. Table II 

below shows the tonnage data submitted for the years 1955-1957 and the 

first half of 1958, and the projections for the full year 1958 where 

given. Weight tons are computed on the basis of the weight of the 

cargo carried, and freight payable tons on the basis on which the 

freight charges were paid, either weight or measurement. The data for 

the full year 1957 in Tables I and II reflect the impact of the long 

strike in that year against Bull, and the consequent diversion of sub­

stantial amounts of traffic normally carried by it to Alcoa and other 

carriers -

TABLE II

TONNAGE CARRIED IN FREIGHT PAYABLE TONS, EXCEPT WHERE INDICATED

Carrier 1955 1956 1957
First Half 1958 

Projected1957 1958
Bull 1,876,964
Alcoa 429,470
Waterman 239,535
Lykes —
Lykes 245,334*

Weight tons

1,828,275
312,701
238,895

262,389*

1,151,993
418,509 
298,831
203,438
186,220*

710,877
186,422
148,526

102,522*

558,880
169,363
132,202
107,822
102,918*

1,117,760
340,000

215,644
205,836*

4

17. Taking into consideration the factors mentioned in paragraph 16 . 

above, and the entry into the trade of Pan-Atlantic with its new and attrac­

tive trailership service, which will no doubt succeed in diverting some
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traffic from the services maintained lay the ©then respondents, it is found 

that the projections of the respondents as to the year 1958 are reasonable. 

Specific CoBgaodity Bates

18. Tn the first initial decision issued herein, the examiner found 

as follwe:

60. She shipper interveners, generally, are those -sho ship 
commodities under so-called ^promotional rates o’” These rates 
have been maintained by the carriers, prior to the proposed in­
creases, at comparatively low levels designed to promote the 
movement of the commodities so rated. The promotional rates 
apply primarily t© northbound traffic, and most of them have 
been used since 19^6 in cooperation with and at the request of 
the newly-developing industries in Puerto Rico. This traffic, 
in gross tons, in 1955, amounted to approximately 20,000 tons 
northbound and 1000 tons southbound. In 19% it amounted to 
approximately 25,000 tons northbound and 2000 tons southbound. 
The revenue from this traffic in relation to total revenue was 
perhaps less than 1/2 of 1 percent.

' 61. Selected commodities from those transported at promo­
tional rates, stated by the carriers to be typical, were north­
bound: shoes, paperboard, chinaware, coffee, cigars, rugs, 
artificial flowers, boxes kd, scrap metal, scrap tobacco and 
confectionary^ and southbound: tin cans, iron and steel arti­
cles, glass jars, bottles n.o.s., paper and paper products, and 
tiles. Two shippers, understood to be representative of shippers 
of such commodities, testified at the first hearing. One was a 
shipper of candy and the other of shoes, both shipping from Puerto 
Rico to the Wilted States mainland. Their main objections were 
that the first rate increases on the c^nanoflities were greater than 
15 percent. This is so because of the 6 cents per cubic foot or 
IP cents per 100 pounds aspect of the first increase.

62. The shippers gave important consideration to the rela­
tively low shipping rates for their products, it is stated, in 
their decisions to establish business in Puerto Rico, since trans­
portation charges are vital factors in their business prospects. 
The record shows that the 15 percent rate increase raised footwear 
costs 1.13 percent of the value of the product, and candy l.?8 
percent. These increases, it is stated, seriously limit the 
possibilities of expanding mainland business, and discourage 
people from establishing business in Puerto Rico.

63. The record shews that the promotional rates are too low, 
and appear to be noncompensatory, even with the 15 percent increase, 
and there is sane question as to whether the further 12 percent in­
crease renders said promotional rates compensatory.

19. No exceptions were taken to the findings quoted above. They are 

borne out by the record, and no additional evidence was presented at the 

second further hearing relating to these issues. We adopt the findings 

set forth above.
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Cost Increases

20. The cumulative rate increases wader investigation herein aggregate 

about 29 percent. The last prior general rate increase in the Puerto Rican 

trade -was made effective November 12, 1951° Since that date, the expenses 

of the respondents have increased substantially. For example, Bull shows 

that stevedoring wages in the United States have increased 46 percent and 

in Puerto Rico about 63 percents fuel oil costs have increased 23 percent; 

vessel operating costs as a whole 54 percent; crew wages 62 percent; vessel 

repair costs 50 percent; and insurance 52 percent. Comparable cost in­

creases are shown for the other three carriers in the trade.

21. There is evidence that the carriers, through increased efficiency 

of operations, have endeavored to minimize the impact of the stated cost 

increases. Stevedoring expenses account for a substantial proportion of 

total operating expenses. Bull shows that from 1951 to the end of 1957 

loading costs in New York increased from $4.06 per ton to $4.69 per ton, 

and discharge costs at the same port from $4.80 per ton to $5.74 p^r ton, 

increases of 15*5 percent and I9.6 percent respectively, far lower than the 

wage increases shown. This favorable result is attributed to increased 

efficiency in loading and discharge operations, the leasing of modem 

improved terminal facilities, and in sane degree to the use of containers 

and vans. Loading and discharge costs at San Juan, P. R., however, re­

flected more closely the wage increases, attributed to the lesser effi­

ciency of port arrangements and labor. Loading costs at that port in the 

same period increased from $2.02 to $3.07 per ton, and discharge costs 

from $2.79 to $4.71 per ton, increases of 52 percent and 68.8 percent, 

respectively.

22. Waterman shows, in addition to the cost increases stated above, 

that effective in October 1958 longshore wage increases at Puerto Rican 

ports will increase stevedoring expenses by about 92 cents per ton, and that 

known prospective wage increases will by the end. of 1958 increase crew wage.' 

costs by $160,000 annually.
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Allocation Methods

23. Of the principal respondents, Waterman is the only carrier •which 

operates an exclusive Puerto Rican service<> The remaining respondents, as 

shown in paragraphs 1-9, supra, operate their services to and from Puerto 

Rico either wholly or partially on a joint basis with other services. This 

has necessitated allocation of the joint service expenses of the respondents, 

and of the assets devoted to these services, so as to ascertain as nearly as 

possible the proper apportionment of expenses and assets between the regu­

lated and non-regulated trades in order to determine the adequacy of revenue 

in the regulated trade. For this purpose, the respondents have made their 

allocations principally on ton-mile prorate formulae.

2U0 Where possible, such as in the case of port and cargo handling 

expenses incurred in Puerto Rico, the expenses were directly assigned. Most 

other expenses, including vessel operating expenses, cargo and port expenses 

in the United States, vessel depreciation, and overhead, were subject to 

allocation. The need for allocation does not alter the basic factors con­

tributing to vessel operating expenses, the tonnage and the distance carried. 

In applying the ton-mile prorate, the respondents used the straight-line 

distances between ports of loading and discharge, since a vessel sailing 

toward Puerto Rico is also sailing toward the foreign ports of call. Vessel 

operating expenses and certain other expenses were then allocated to the 

Puerto Rican service in the proportion that Puerto-Rican ton-miles bore to 

total ton-miles operated in the joint services.

25 • Where the ton-mile prorate involved a heavy burden, as where the 

allocation was between the Puerto Rican trade and the entire company opera­

tion, a revenue prorate was substituted therefor, using as factors the 

proportion that Puerto Rican revenue bore to total revenue. In the case 

of loading costs, distance is not a relevant factor, and allocations were 

generally made on the basis of the number of tons handled, except in the 

case of Bull’s substantially equi-distant Puerto Rican and Dominican 

destinations, the use of a ton-mile prorate in the allocation of loading
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and stevedoring costs in the United States resulted in an approximately 

equal allocation of loading expense per tone

26. Strike expenses incurred hy Bull in 1957 were allocated by it 

on the basis of a revenue prorate, because the development of a ton-mile 

formula would have made necessary a port-to-port analysis of tonnage and 

distances for a minimum of 155 sailings. Since the Dominican revenue is 

substantially higher per ton than Puerto Rican revenue for approximately 

the same distance, as shown below, this actually allocated a higher pro­

portion of strike expenses to the Dominican traffic, and a lower propor­

tion to Puerto Rican traffic, than would have resulted from the use of 

a ton-mile prorate.

27. Vessel assets were assigned to the Puerto Rican services of the 

respondents on the proportion of the vessel operating days in those serv­

ices, allocated where necessary on the basis of a ton-mile prorate. Assets 

in Puerto Rico were directly assigned to the Puerto Rican service, and 

terminal property in the United States was generally allocated on a revenue 

prorate.

28. At the request of other parties, the respondents in most Instances, 

in additions computed their expenses on the basis of revenue prorate 

formulae. The interveners contend that for the purposes of this proceeding 

revenue prorate allocations should be used. For example, the Commonwealth 

argues that segregation of the joint voyage results on the Friday sailings 

of Bull gave inordinately excessive profits to the Dominican portion and 

exceptionally large losses to the Puerto Rican portion in 1957> as to which 

on a ton-mile prorate Bull shows a combined net revenue on the joint sail­

ings, after depreciation and overhead but before taxes, of $46,3^5, with 

allocation of a loss of $2^,973 to the Puerto Rican portion and a profit 

of $291,318 to the Dominican portion.

29 • In 1957 total tonnage carried by Bull on the joint voyages was 

311^99 tons, of which 36,78^ tons were Dominican cargo. In the same year 

total joint voyage freight revenue was $5>3^7,625, of which Dominican
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revenue was $924,140. The Commonwealth characterizes as anomalous the 

results of the ton-mile prorate which attributes to the Dominican trade 

net revenue equal to 30 percent of each dollar of revenue. Bull’s revenue 

per ton in the Dominican trade in 1957 was 36 percent higher than in the 

Puerto Rican trade ($27.04 v. $19*94), and costs of discharge in the same 

year in the Dominican Republic were only 22.5 percent of like costs in 

Puerto Rico ($1.06 v. $4.71). These data indicate that the profit results 

derived through use of ton-mile prorate formulae reflect with a reasonable 

degree of accuracy the inherent differences as between the Dominican and 

Puerto Rican trades. The Commonwealth also argues that the use of the 

ton-mile prorate results in somewhat higher unit costs on the joint service 

voyages than on the Thursday sailings of Bull which serve only Puerto Rico. 

These results are fully explained by the facts that there were more sailings 

in 1957 in the joint service with about the same amount of total tonnage, 

and consequently lower tonnage per voyage and higher costs per ton, and also 

that the joint voyages were subject to overtime costs because of late sail­

ings not incurred on the Thursday sailings.

30. The Manufacturers Association of Puerto Rico contends that alloca­

tion of expenses for the Friday joint service sailings of Bull should be 

made on a so-called ’’known-cost-per-ton" method. By this method, allowable 

expenses on the joint service voyages would be confined to the unit costs 

incurred on the Thursday sailings which serve Puerto Rico exclusively, 

which costs can be computed without the necessity for further allocations. 

Such a method boars no relation to the realities of the situation.

31. The Commonwealth alternatively suggests that in she case of 

Bull’s Friday s< Hings, the total profit results on the joint 

voyages should be included, on the grounds that the Dominican operation is 

a by-product of the Puerto Rican trade which could not stand on its own 

feet; that only 13 percent of the cargo on the joint voyages is Dominican; 

that Dominican cargo is less than one-half of one percent of the total Bull
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Puerto Rico tonnage^ and that the carrier itself recognizes the incidental 

nature of the Dominican operations by failing to allocate out of its asset 

statements any portion of vessel and other property values attributable to 

the Dominican operation. The issue here is not the profit accruing to Bull 

as a result of its joint service operations, but the justness and reason­

ableness of the rates under investigation, which in the nature of the case 

must be decided on the basis of the adequacy of the revenues derived there­

from. There is no suggestion that allocation is not necessary in the case 

of the other respondents ■which operate joint services, and no good reason 

appears why Bull should be accorded special treatment in this respect. 

The authorities cited clearly support agency action in general rate pro­

ceedings in adopting appropriate means of effectuating a separation of the 

regulated and non-regulated portions of an integrated enterprise. See 

Cities Service Gas Co. v. Federal Power Com'n, 155 ?• 2d 694, 704-5 (1946), 

cert. den. 329 U. S. 7735 and Colorado Interstate Gas Co. v. Federal Power 

Commission, 32U U. S. 5^1, 586-92 (1945)- The facts of record clearly 

indicate that dissimilar rates and cost factors as between the Puerto Rican 

and Dominican operations make allocation necessary in order to avoid distor­

tion of the operating results in the Puerto Rican tede. ; .

32. In the light of the findings in paragraphs 23-31 > supra, we agree 

with the examiner that the use of the ton-mile prorate formulae, where uti­

lized, and the other allocation methods adopted by the respondents, are 

reasonable and acceptable for the purposes of this proceeding.
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Valuation and Rate Bases

33. General. - The Conference advocates rate bases calculated as of 

June 30, 1958, notwithstanding that the first increase here involved became 

effective in January 1957® Waterman individually contends for rate bases 

compiled as of December 31, 1957* Public Counsel and the Manufacturers 

Association of Puerto Rico contend that rate bases should be constructed 

as of December 31, 1957, applicable to the 1957 rate increase, and as of 

June 30, 1958, applicable to the 1958 rate increase. The Commonwealth 

assigns values based on a composite analysis of the evidence of record.

3H* This proceeding involves two separate rate increases, the 

second superimposed upon the first. The record includes data concerning 

the actual operations of the respondents for almost a full year under the 

first of these increases, and for almost six months under the combined 

increases. In the usual rate increase case, determination of the lawful­

ness of the increases proposed is necessarily predicated upon projections 

of revenues and expenses expected in the future, and the property values 

for the purpose of calculating the expected rate of return are most 

readily determinable as of the time the rate increases are proposed. 

Here, however, particularly with regard to the 15 percent increase, the 

results of operations under the increased rates can be ascertained with 

some degree of certainty. The most precise method of resolving the issues 

presented by this proceeding would be to determine average values of the 

property of the respondents employed during 1957, applying operating 

results for the year 1957 to the resulting figures to determine rates of 

return actually earned during that year. Then, ascertain the values as of 

December 31, 1957, the approximate date when the 12 percent increase became 

effective, and apply projected operating results for the year 1958, based 

on actual operations during the first six months of that year, to ascer­

tained values as of December 31, 1957, so as to compute expected rates of 

return for the year 1958. Such extreme precision, however, is not required, and

- 17 -



for the purposes of this proceeding, therefore, property values will be 

determined; as of December 31, 1957, and the, resulting rate bases applied 

to the actual operating results so far as they can be determined on the 

record for the year 1957, and the projected results for the year 19^8. 

While this may have a tendency to lessen somewhat the values applicable 

to the year 1957 because of depreciation accrued during that year, it 

is deemed that the results will not be unreasonable*

35 • In Table III below are set forth the rate bases claimed by the

Conference; in Table IV the rate bases claimed individually by Waterman

table; III
RATE BASES CLAIMED BY THE CONFERENCE

*This figure does not include any value assigned for Liberty ships, and 
because of an error in calculation in the Conference brief, should be 
$12,288,581 on the basis claimed by the Conference•

Vessels
Working Capital 
Brooklyn Terminal (non­
Philadelphia Terminal 
Baltimore Terminal 
Puerto Rico Terminals 
Other Property 
Claims Pending

Total

■owned) 
(do.) 
(do.)

$12,01*8,581* 
" 2,000,000 

5,000,000 
3,061*,916 
6,000,000 
11,062,191* 

' 71*7,38?
22,581*

$32,91*5,665

Alcoa:

Lykes:

Watgrman:

Vessels
Working Capital
New York Terminal (non-owned) 
Baltimore Terminal- (do.)
Mobile Terminal (do.)
New Orleans Terminal (do.)
Puerto Rico Terminal (do.)
Terminal Equipment (do.)
Structures
Equipment
Spare Parts

Total
Vessels '
Working Capital
Terminal Property
Other Property
Statutory Reserve Funds

Total
Vessels
Working Capital
Mobile’Terminal (non-owned) 
New Orleans Terminal (do.) 
Puerto Rico Terminal
Furniture, Fixtures and

Other Equipment "
Office Building, Mobile 
P.R. Stevedore Equipment 
P.R. Wharf Equipment

Total
Grand Total

$ 5,183,638 
1,233,955 
2,015,1*00 
1,117,000 
1,901,800 

825,700 
1,500,000 

356,600 
98,371 

231,957 
67,731*

$ 3,781*,23O 
1*1*5,212

3,589 
92,801 

2,022,1*88

$ 1*,170,856 
1,208,091 
1,000,000

750,000 
1,21*2,716

167,601* 
289,1*91
23,863 
1,239

$111,532,155

$ 6,3118,320

$,$,853,860
$6^680^6
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TABLE IV
RATE BASES CLAIMED BI WATERMAN

Method 1: Vessels, Average of Reproduction Cost
Depreciated and Net Book Value $ 4,666,171*

Other Property 3,474,913
Working Capital 1,892,107

Total ' ^10,033,191

Method 2: Vessels, Market Value $ 3,070,500
Other Property 3,474,913
Working Capital 1,892,107

Total - $ 8,437,520
*This figure, although labeled average of reproduction cost~depre^ 
and net book value, embraces as an element the depreciated value of 
replacement vessels rather than reproduction cost depreciated of the 
vessels employed. ' ; .

36<, The items listed in Table III designated as other property, 

structures, equipment, spare parts, terminal property, furniture, fix­

tures and other equipment, office building, and stevedore and wharf equip­

ment represent allocations of owned property carried into the claimed 

rate bases at net book value, and there is generally no dispute concerning 

the propriety of including such asset values. The item called claims pend­

ing in tlie rate base claimed for Bull is disallowed, It does' not constitute

a specific, investment in property required-in performing the service.

37* Lykes alone among the respondents does not claim as a part of 

its rate base the values of any non-owned terminals, on the ground that 

its vessels utilize a number of different public terminals, and the ratio 

of its use of any particular terminals would be minimal and difficult to 

determine* Accordingly, it claims as expense items in its profit and loss 

statements the full rentals paid for terminal use* Lykes includes in its 

claimed rate base statutory reserve funds amounting to $2,022,488, made up 

of capital reserve funds of $1,734,919 representing accumulated depreciation 

on the portion of its vessels allocated to the Puerto Rican services, and 

special reserve funds amounting to $287,569. Both of these reserve funds 

are required to be maintained by Lykes in connection with its subsidized 

foreign operations under section 607 of the Merchant Marine Act, 1936, as - -
amended, 46 U.S.C. 1177. To the extent they represent depreciation on
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vessels, they are not allowable as part of the rate base property. Amounts 

other than depreciation cannot be said to be devoted to the Puerto Rican 

trade in light of the statutory provisions under which the funds are main­

tained. Therefore, they will not be included in the rate base.

38. Table V below shows, after allocation, the original and repro­

duction costs, depreciated as of December 31, 19^7, the averages thereof, 

and the market values of the vessels employed by the respondents. The 

record shows the domestic market value in April 1927, for C-2 vessels, 

exclusive of extras, as $l,3!>0,000, which by October 1928, had declined 

to $872,000. The 1927 value reflects the result of the Suez Canal crisis 

which created a sudden shortage of vessels. The 1928 value reflects the 

decline resulting from the recession in shipping which occurred between 

the given dates. For C-l vessels corresponding values shown on this record 

were $1,100,000 for April 1927, and $272,000 for October 1928. The market 

values are averages of the said domestic market values, taken so as to 

eliminate extremes of value occasioned by the special circumstances 

detailed. As in the case of Table III, the vessel values in the case of 

Bull do not include assigned values for Liberty-type vessels which the record 

indicates will occupy a diminishing role in its operations.

TABLE V 
VESSEL VALUES

Original 
Cost 

Depreciated

Reproduction 
Cost 

Depreciated Average

Domestic
Market
Values

Bull $2,922,317 $16,890,7110 $ 9,906,529 $ 7,620,900
Alcoa l,h21,166 7,1187,081 4,454,124 3,913,972
Lykes 993,200 5,409,969 3,201,585 2,359,806
Waterman 1,152,132 6,535,356 3,843,744 3,167,275

Totals $6,1,88,815 $36,323,146 $21,1102,982 $17,061,953
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DISCUSSION AND CONCLUSIONS

Under the 1933 Act we are required to determine whether the increased 

rates are "just and reasonable”®

The carriers are entitled to a fair return on the reasonable value 

of the property at the time it is being used in the service of the public. 

The Conference respondents contend that the operating ratios exper­

ienced by the carriers (ratio of expenses to gross revenues)>should be 

utilized as the controlling test in determining the reasonableness of the 

rates under investigation.

We agree with our predecessors that the fair-return-on-fair-value 

standard is proper in judging rates in the domestic offshore trades. 

General Increase in Hawaiian Rates, 9 F.M.B. 347, 394 (1997); General 

Increases in Alaskan Rates* 5 F.M.B. 486, 499 (1998). They have invariably 

followed the rate base approach, and have rejected the contention advanced 

in previous rate investigations that the operating ratio theory should be 
adopted as a measure for determining the reasonableness of rates in the 
offshore trade.

We find nothing in this record that warrants departure from the rate 

base method. In any event the use of the operating ratio theory would not 

affect our ultimate conclusions arrived at by applying the standards employed 

by our predecessors and most Federal regulatory agencies.

Various parties urge that Bull be considered as the ratemaking line. 

Those so contending argue that Bull is the most important carrier in the 

trade; that its activities are primarily devoted to this service; that it 

is the only North Atlantic carrier providing turnaround service; and that 

the operations of other carriers are so diverse that no meaningful com­

posite picture can be drawn for ratemaking purposes.

In this proceeding there are five carrier respondents serving the 

Puerto Rico trade, some from the Gulf and some from the North Atlantic. 
The rates are the same from the North Atlantic and Gulf ports. Bull pro­
vides Puerto Rico service only from the North Atlantic. To make findings 

determinative of the issues herein, based solely on the operating results 
of Bull, would fail to give consideration to operations from the Gulf. 

If separate findings were made with regard to North Atlantic and Gulf
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rates, a disparity of rates which might result would be disruptive to 

the trade. Moreover, Bull did not overwhelmingly dominate the trade. 

Bull’s gross revenue for the first six months of 19^8 were some 

$11,682,207, as compared with the combined gross revenues of $10,806,796 

for Lykes, Waterman, and Alcoa. On this record we hold that neither the 

strongest nor the weakest lines control rate determinations, but our 

findings are based on average conditions confronted by respondents 

as a group. This is the long-standing practice of the Interstate Com­

merce Commission. Increased Freight Rates, 19^7, 270 I.C.C. h03 (19U8); 

Increased Freight Rates, 1991, 2ii8 I.C.C. £89 (1992); Increases, Calif., 

Ariz., Colo., N. Mex., and Tex., 19U9, 91 M.C.C. 7h7 (1990).

In its decision of April 28, I960, the Board found that ’’the value 

of the vessels on the domestic market at or about the time the rate 

increase was requested, with adjustments to eliminate short-term peaks 

in vessel values”, is the proper method for determining the reasonable 

value of the property being used for the public.

The United States Court of Appeals for the District of Columbia 

Circuit in remanding the Board’s order of April 28, I960, stated:

’’The Board did not say why it adopted market value as a rate 
base or why it rejected Puerto Rico’s contention that this base 
is grossly excessive and rates should be based on prudent invest­
ment less depreciation." Commonwealth of Puerto Rico v. Federal 
Maritime Board, Supra.

The following methods of valuing the vessels used in the trade were 

proposed in this case: (1) prudent investment, (2) market value, and 

(3) average of original and reproduction costs depreciated.

The so-called "prudent investment" standard for measuring the rate 

base is widely used in the regulation of public utilities on the authority 

of Supreme Court approval. Federal Power Commission v. Hope Natural Gas 

Co., 320 U.S. 591 (19U).
"The rate base is a figure representing the money prudently invested 

in the properties and equipment utilized in the business" and "prudent 
investment" has become the traditional "rate base approach" for most
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Federal regulatory agencies. City of Detroit* Michigan vo Federal 

Power Commission* 230 F. 2d 810 (19#), cert* den* 3# U.S. 829 (1996).

There is, in our opinion, no sound reason why the prudent invest­

ment standard is not equally applicable in the determination of just and 

reasonable rates in the domestic offshore trades and, in fact, there 

is much in favor of its use©

' A market value rate base would produce erratic rates which are 

in the interest of neither the shipping public nor the owning companies. 

Market values fluctuate widely© For example, the market value of C-2 

vessels was $1,390,000 in April 1997 and $879,000 only 18 months later 

in October 1998. C-l vessels showed an even more striking fluctuation, 

$1,100,000 in April 1997 and $979,000 in October 1998© This variation 

was due to factors totally unrelated to the utilization of the vessels 

involved herein, which was the same on both dates. More often than not 

in the case of ships, market value is based largely on opinions and pre­

dictions, and the same would be true of rates derived therefrom. 

Logically, market value should lead to an increase or a decrease in 

rates as vessel prices rise and fall, but obviously, such rate instabil­

ity would not be practical. It would disrupt the trade to the detriment 

of the shippers, the carriers, and the general public.

Nor can we accept reproduction cost as proper for ratemaking pur­

poses. This assumes that a carrier has reproduced or will reproduce its 

vessel. Those devoting their property to the public service are entitled 

to a fair return on their actual investment, not on some speculative amount 

which they have not invested and may never invest. If and when a vessel 

is replaced, or amounts are expended for capital improvements, theft the 

carrier is entitled to a fair return on the new vessel or the improvements. 

Until that is done the shipping public should ftOt be forced to pay rates 

based to any extent on speculative vessel values.

We therefore utilize the prudent investment standard to determine 

the fair Value of property being devoted to the service of the public In 

the domestic offshore trades. Thus, amounts which have been invested
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prudently in ships, terminals, lands, other facilities and property as 

of the time they are first devoted to the particular trade, plus amounts 

prudently invested in betterments, all depreciated to the period for 

which the rates are being tested, will be included in our determinations 

of the rate base of respondent carriers®

An incidental but important advantage in the use of this method is 

that the ready availability of data on original costs and capital 

improvements will contribute to speedier, less expensive disposition 

of rate cases®

An important element bearing on the reasonableness of the rates 

under investigation is the determination of the proper depreciation of 

the carrier’s property® The Conference claims that depreciation for 

the purposes of this proceeding should be based on the valuation placed 

on Bull’s vessels when A. H. Bull New Jersey assets were transferred 

to A® H. Bull Delaware. ACS purchased the stock of A. H® Bull of New 

Jersey in, they say, an arm’s length transaction. It is contended that 

the transfer of the assets from New Jersey to Delaware should be viewed 

as a part of a single transaction, i.e., the acquisition of Bull by 

ACS, and that the values placed on the vessels were reasonable, only 

70 percent of the appraised value.

To allow depreciation based on values assigned to the vessels at 

the time they were transferred to A. H® Bull Delaware, would disregard 

and eliminate from consideration the 10 years of depreciation which 

shippers have already paid. These large sums of depreciation were com­

pletely liquidated by the payment of the $18 million dividend previously 

described in paragraph U, supra® The inauguration of an entirely new 

depreciation cycle based on increased book values would be unfair to the 

public. It could result in the public being forced to pay two or three 

times for the same property. Every time some occasion arose which was 

thought to justify the assignment of new values to the property, existing
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*

depreciation reserves could be ignored and the depreciation cycle 

commenced anew on some new valuation base. Obviously, this would 

be inequitable. There was no additional investment in new assets 

created by the purchase of the stock by ACS. Exactly the same 

assets continued to serve the trade.

The Commonwealth contends that vessel depreciation should be 

computed on the difference between original cost and the amount 

which it is estimated Bull will realize at the end of the deprecia­

tion period rather than the difference between such cost and scrap 

value. The vessels, they say, have already been depreciated below 

their market values. The Commonwealth conjectures that when the 

vessels are retired they will bring not merely the residual scrap 

value, but instead will be disposed of at prices considerably in 

excess of scrap value.

This record discloses graphically the extreme fluctuations 

which occur in the market prices of vessels, by reason of political 

upheavals and economic changes in world-wide market conditions. In 

these circumstances, it is impossible to forecast, even in the rela­

tively near future, the probable disposable value of vessels at the 

end of the depreciation cycle. The residual values utilized by the 

respondents accord with the conventional long-standing practice of 

vessel owners, are the basis of depreciation allowable to compute 

income tax liability, are the only certain standard upon which we can 

rely, and in our opinion are not unreasonable.

We find the amount the several respondents prudently invested in 

the vessels devoted to the trade after allocation, depreciated to
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December 31, 1957, to be - Bull, $2,922,317; Alcoa, $1,^21,166; Waterman, 

$1,152,132; and Lykes, $993,200. There is no suggestion in this record 

that the sums originally paid for the vessels, or any other property we 

have included in each respondent’s rate base, were not prudently invested.

We further find that, of the amounts claimed by Bull as depreciation 

on its vessels, $532,627 for 1957, $170,0821 for the first of 1958, and 

$3h0,168 for projected 1958, should be disallowed.

The examiner found that a fair and reasonable allowance for working 

capital as an element of the rate bases would be approximately one-twelfth 

of the annual operating expenses experienced in 1957 of the respective 

carriers, exclusive of depreciation, or $1,800,00 for Bull, $860,000 for 

Alcoa, $360,000 for Lykes, and $615,000 for Waterman.

The Conference excepts to this finding, contending that the carriers 

are entitled to (1) a buffer fund equivalent to one-twelfth of annual 

operating expenses, exclusive of depreciation, plus (2) an amount suffi­

cient to cover the lag in revenue collections behind the related disburse­

ments, citing Alaskan Rates, 2 U.S.M.C. 558, 566 and 2 U.S.M.C. 639, 6^5.

In General Increases in Hawaiian Rates, supra, the Board used General 
2/

Order 71"as the method for the computation of working capital as an element 

of the rate base. In General Increases in Alaskan Rates and Charges, supra, 

working capital computed by the formula detailed in Alaskan Rates, supra, 

was disallowed. Working capital is required to meet the need which "arises 

largely from the time lag between payment by the Company of its expenses and 

receipt by the Company of payment for service in respect of which the 

expenses were incurred." Alabama-Tennessee Nat, Gas. Co. v. Federal 

gowgr Commission, 203 F. 2d U9U (1953) * The Conference tariff specifies 

that freight must be prepaid. There would appear to be, therefore, no 

substantial lag between payment of expenses and receipt of revenues.

To the extent there is any such lag, the working capital allowed by the

1*6 C.F.R., part 291.
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Board - an amount approximately equal to one round voyage expense of each 

vessel in the service - is ample to take care of the carrier’s needs 

(6 FXB, 14).

We agree with the Board’s prior decision in this case and find that 

the fair and reasonable allowance for working capital would be $1,087,000 

for Bull, $264,100 for Alcoa, $222,100 for Lykes, and $260,000 for Waterman*

As is indicated in Table III, Bull, Alcoa, and ’Waterman claim as 

elements of their rate bases substantial amounts representing the value 

of terminals and terminal equipment used by them in their Puerto Rican 

services which are owned by others. In conjunction with these claims, 

Bull has adjusted its operating expenses to substitute owners’ expenses, 

detailed on the record in the case of the Brooklyn and Philadelphia 

terminals, for terminal rentals, and has credited its revenues with the 

profits derived from the operation of the Puerto Rican terminals by its 

subsidiaries; Alcoa has adjusted its operating expenses to eliminate 

rental costs for terminals; and Waterman has adjusted its operating 

expenses to eliminate profits from the operation of its Puerto Rican 

terminal owned by Waterman P, R, However, Waterman claims as operating 

expenses the rentals paid for terminals at Mobile and New Orleans, and 

the record affords no basis for determining the amount of such rental 

payments. The Baltimore terminals used by Bull and Alcoa are leased to 

them free by the ovmers as an inducement to increase the amount of 

traffic moving over the piers, and Bull's rental payments for its Phila­

delphia pier are substantially less than ovmers’ costs.

In the earlier decision in this case (6 F.M.B. 14), the Board deter­

mined, correctly we think, that the value of terminal facilities used 

but not owned by the carriers should not be included in the rate base. 

The carriers are not devoting their capital to the public use insofar as 

such property is concerned.

It is proper to include as expenses the rentals paid and other 

expenses of the carriers which arise by reason of the use of the facili­

ties. However, to include the value of non-owned property in the rate
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base and owners’ expenses, instead of rentals as expenses, results in a 

windfall to the carriers at the expense of the shipping public.

Bull owns certain Puerto Rican terminals having a net book value of 

$2,144,572 as of December 31, 1957, which are used in the trade. It is 

contended by some that this value should not be included in Bull's rate 

base, and by others that the amount should be reduced by some $475,000 

representing the total acquisition cost of certain property adjoining 

one of the terminals on which is located a building which occupies about 

one-twelfth of the area, and which is leased for purposes not related to 

the Puerto Rican trade. The remainder of the property is admittedly used 

for terminal services and the building rentals are credited to the Puerto 

Rican services of Bull. The property is owned by Bull and devoted to the 

trade and should be included in Bull’s rate base. Rentals from the build­

ing will be credited to Bull’s Puerto Rican service, as well as any prof­

its realized from the operation of the terminal.

Separate amounts for going concern value are claimed. The amounts 

based on a percentage of the physical assets devoted to the trade are 

speculative estimates. We have valued the property as successful going 

enterprises. The carriers have been in business a long time and the costs 

of development have long since been paid out of rates collected from the 

public. Alaskan Rates, supra, 568.

Table VI, below, sets forth the total values of the property of the 

respondents devoted to their Puerto Rican services. They reflect the 

findings specifically made above concerning the valuation of vessels, work­

ing capital and terminals, as of December 31, 1957* In the case of other 

property, they reflect the net book values as of December 31, 1957, as 

found in the record, except as to Lykes, which values are the average of 

net book values shown in the record as of June 30, 1957, and as of June 30, 

1958. The December 31, 1957 values for Lykes are not a matter of record#

TABLE VI
Bull $ 6,901,276
Alcoa 2,083,328
Lykes 1,311,690
Waterman 3,137,045

Total
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As stated above, in the present posture of this proceeding it is 

possible to determine with reasonable accuracy the actual operating results 

experienced by the respondents during 1957 in the performance of their Puerto 

Bican services, and thus to make findings concerning the lawfulness of the 

15 percent increase. Reasonable projections for the future may be made based 

upon revenue and expense data submitted by the respondents covering the first 

six months of operations in 1958 under the combined 15 percent and 12 percent 

increases, by which lawfulness of the combined increased may be gauged. Numer­

ous issues are raised by the parties concerning the revenues to be assigned to 

the Puerto Rican trade, and the expenses allowable. Certain of these, relating 

to allocation methods employed by the respondents, depreciation claimed by them, 

and the adjustment of expenses to eliminate rental costs for non-owned terminals 

or to substitute owners* costs therefor, have been treated separately above, 

and need not be restated here. In stating the assignable revenues and allow­

able expenses, the findings there made will govern.

It is contended that the revenues of the respondents for 1957 should 

be restated so as to give effect to a full year’s operations under the 15 per­

cent increase, which became effective on January 10 of that year. It is also 

contended that the expenses of Bull for that year should be adjusted so as to 

eliminate the expenses incurred during the strike mentioned in paragraph 8 

above, of which $6^3,037 of general operating expenses and $1^16,^83 of depre­

ciation are allocable to the Puerto Rican services, on the ground that this 

strike was unique in character, and occurred for reasons not related to the 

Puerto Rican trade. The strike was unrelated to the ordinary labor management 

controversies, and the general operating expenses incurred during the strike 

should be excluded from Bull’s expenses for 1957> but no sound reason is shown 

for the elimination of depreciation expenses incurred during that period. 

With respect to the restatement of revenues to cover a full year of the 15 

percent increase, since the operating results for 1957 do not enter into pro­

jections for the future, a restatement of revenues to cover a full year of the 

15 percent increase would serve no useful purpose.
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1957 revenues and expenses. - Bull show operating revenues for 1957 

of $21,646,383 which are adjusted to include mounts of $117,95k covering 

interest revenue from a mortgage on the Brooklyn terminal held hy Bull, $86,018 

covering net profit of the Puerto Rico terminal companies, and $68,187 covering 

top wharfage collected in Philadelphia. Public Counsel and the interveners 

contend that the revenues should be further adjusted so as to include $38,335 

of the net profits of Caribbean Dispatch, Inc., earned in carrying bagged raw 

sugar under contract terms which would normally have been transported by Bull 

at tariff rates, and $60,069 of profits earned by Bull in conducting independent 

stevedoring operations at Puerto Rico for other carriers during the strike 

period. The interest revenue from the Brooklyn terminal is no more a part of 

the earnings derived from the Puerto Rican service than the revenue from any 

other unrelated investment. The terminal is not a part of Bull’s rate base. 

The elimination of the strike expense for 1957 requires also that the bagged 

raw sugar and stevedoring profits should be excluded from the assigned revenues.

Bull shows total allocated operating expenses of $22,644,027• Adjust­

ments upward include $95>372 covering costs incurred as a result of actions 

brought in Puerto Rican courts for overtime wages by stevedore foremen, and 

$39 ?273 covering the excess of actual Puerto Rican overhead expenses over budget 

provisions therefor. Adjustments downward include a credit of $145,299 for 

stevedore overhead charged into the stevedoring account; $3,813 to cover a 

correction in the allocation of 1957 strike expenses; and a stipulated correc­

tion of $35.?232 in management and operating commissions. The Manufacturers 

Association of Puerto Rico contends that the adjustment of expenses to cover 

the foremen’s overtime suits is improper on the ground that th* xpense is 

attributable to a violation of law by Bull. The suits arose t_^ a difference 

of opinion as to Bull’s liability for overtime payments, and the costs in­

curred by Bull are operating costs properly includable.

The Manufacturers .Association of Puerto Rico also contends that 

Bull’s 1957 expenses should be adjusted downward by $6,398 to reflect an allo­

cation of inactive vessel expense and depreciation of other equipment to the
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Lominican traffic not made by the respondents, and this adjustment is con­

sidered proper. Bull’s operating expenses should also be reduced by $139,404 

to cover the excess of commissions paid to A. H. Bull & Co. over and above the 

costs of the latter as allocated on a revenue prorate.

Alcoa show gross operating revenues in 1957 of $9,175,9^9• Operat­

ing expenses after allocation were $10,615,037.

Lykes shows gross operating revenues in 1957 of $3,774,843- Operat­

ing expenses after allocation were $4,540,813.

Waterman shows gross operating revenues in 1957 of feA^^T# 

covering both its Gulf and North Atlantic operations. Expenses were $8,771,685. 

Interveners contend that the expenses should be adjusted to eliminate charter 

hire of $32,400 on a vessel included in the rate base, and to eliminate $13,770 

interest on a vessel mortgage. Since the vessel is not included in the rate 

base the charter hire paid is a proper expense. Interest payments are not 

operating expenses as such, but are rather costs of capital employed which 

should be borne out of profits earned, and an adjustment is proper. It is also 

contended that Waterman’s revenues and expenses for 1957 should be restated so 

as to eliminate the results of its North Atlantic service, which was conducted 

in that year at a loss, for the reason that such service was only temporarily 

operated. As stated above, operating results for 1957 do not enter into pro­

jections for the future, and the service was instituted by Waterman with the 

full intention of making it permanent. To eliminate the results of this service 

would distort the actual revenue position of Waterman, contrary to the facts of 

record.

Giving effect to the findings above, including ells- at ion of strike 

expenses and adjustments relating thereto, and the adjustment ui Bull’s reve­

nues as found above, and the inclusion of rental expenses and deletion of 

owners’ expenses for non-owned property disallowed in the rate base, fMle 

VII below shows the operating results of the respondents in 1957, as adjusted;
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TABLE VII

1957 OPERATING RESULTS

Revenues Expenses Net Profit or (Loi

Bull $21,800,588 $21,303,362 $ 497,226
Alcoa 9,175,949 10,615,037 (1,439,088)
Lykes 3,774,843 4,540,813 (765,970)
Waterman 9A16,26T _8xI2L212 —628x322.

Totals 44,167,647 45,217,127 (1,049,480)

1958 revenues and expenses* As stated in paragraph 16 above, the 

revenue projections of the respondents, where given, were based on an extension 

of their most recent experience, that for the first half of 1958, subjected to 

adjustments for known or contracted cost increases. Revenues for 1958 were 

calculated as twice those for the first six months, adjusted to give effect 

for the full year to the 12 percent increase which became effective January 15. 

Expenses for the first six months were adjusted upward by about 1 percent. 

Waterman did not submit future projections, basing its position on the fact 

that it ceased operations in the trade and its successor in the operation is 

not a respondent herein. Waterman contends, therefore, that no consideration 

may be given to the future operations of Waterman P. R. in the trade in 

determining the lawfulness of the rates here under investigation. Waterman 

P. R. is, however, an existing operator in the Gulf/Puerto Rico trade, its 

rates are identical with those under investigation, and it has agreed to be 

bound by the findings herein* Accordingly, for the purposes of this report, 

projected 1958 results for the combined Waterman and Waterman P. R. operation 

from the Gulf ports to Puerto Rico are calculated below on the same basis as 

used by the other respondents* Revenues for the first six months are doubled, 

and adjusted upward by $5^,000 as suggested by Public Counsel U wfleet a 

full year’s operation under the 12 percent increase. Expenses for the first 

six months, as adjusted, are doubled and adjusted upward by 1 percent to 

reflect the cost increases expected by the other respondents. This will fail 

to give effect to the cost increases shown by Waterman individually as stated 

in paragraph 22 above, but it is expected that similar cost increases will
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^Iso affect the other respondents, and they are disregarded here in order to 

treat all the carriers similarly.

In editing operating expenses for the first six months of 1958, 

Ball included vessel repair expenses on a reserve basis in its voyage asacuntd. 

lor the period these reserves totaled $197,428* Actual repair e^ems toia^ 

the period were $57,951 less than this amount, and it is contended that the 

excess should be credited to Bull's expenses and only actual repair costs 

allowed- Bull's actual repair expenses were $413,311 in 1957, and $562,795 

in 1956, and it does not appear that the reserves are excessive* For the 

purpose of projecting expenses over the fun year 1958, the reserves for repaid 

expenses win be anowed.

The combined Waterman and Waterman P. R. expenses reported for the 

first six months of 1958 in their. Gulf/Puerto Rico service include costs of 

$8,617 attributable to transfer of the Bienville cargo at Nev Orleans into a 

vessel regularly providing breakbulk service to Puerto Rico. Waterman con­

tends that this amount should not be disallowed. It is a cost of a non-recur­

ring nature and for the purpose of projecting future operating results it MIX 

be disallowed. ■

Giving effect to the findings relating to 1957 revenues and expenses tf 

and those made specifically with regard to 1958, Table VIII shows the revenue® 

and expenses of the respondents for the first six months of 1958, and the pro­

jected operating results for the full year 1958.

TABES VIII

1958 OPERATING RESULTS

__First_half 1958

Reventnes Expenses Revenues Expenses

Bull $11,706,918 $11,214,148 $23,650,643 $22,730,182 $ 92O.Ma
Alcoa 4,215,049 *>990,803 8,484,000 10,027,000
Lykes 1,940,279 2,150,083 3,919,737 4,3X8,234

Waterman and 4,121,323
Waterman P.R. ___

3,417,080 8,296,646 6,902,501 1,394,145

Totals $21,983,569 $21,772,114 $44,351,026 $43,977,91T $37^W
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The parties agree that income tax liabilities may be spidered 

as an operating expense before calculation of rates of return earned 

or expected* However, It is contended that income tax liability should 

be computed on the basis of "actual liability’’, and frcsi computed operat­

ing results there should be deducted interest which Bull may claim on 

its tax returns* They argue that Bull has no tax liability for its 

earnings in th® Puerto Rican trade so long as such earnings are within 

the zone of reasonableness,-because its fixed annual interest payments 

would exceed such earnings* .. -

The Commonwealth contends that the rate of return allowable on the 

capital invested in the trade should not exceed 5 percent, because $ per­

cent represents the actual needs and costs* They point out that Bull's 

$22 million capital structure is all debt except $100,000, consisting of 

some $16 million of bank loans with annual interest at Hi to £ percent, 

or about $720,000 per annum, and roughly $5 million from stockholders 

of ACS, with annual interest at 5 percent or $250,000 per annum* '

Apparently, the position of the Commonwealth is that the owners of 

Bull are entitled to no return on borrowed capital, although a part of 

it came from the stockholders of ACS and ACS guaranteed the bank loans* 

This would be a sure way to inhibit investment*

The investors or the carriers are entitled to enough revenue not 

only for operating expenses but also for capital costs, including service 

on the debt and dividends* The equity owner Ss return should be suffi­

cient to ensure confidence in the financial integrity of the Co^pauy, so 

as to maintain its credit and attract capital*

We need not in this proceeding determine what the maximum rate of 

return allowable is in this trade, since, as shown above, the carriers 

suffered a composite loss in 1957 of over $1 million, and in 1958 earned 

before income taxes only $373,109, or less than 3 percent. In these 

circumstances, no further consideration need be given the question of the 

amount of income taxes allowable.
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We find and conclude that the 15 percent and 12 percent 

increases hereunder investigation are just and reasonable#

An order discontinuing this proceeding will be entered*

By the Ccnmission February 1, 1962

Thomas Lisi 
Secretary
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ORDER

At a Session of the FEDERAL MARITIME COMMISSION, held at its

office in Washington, D. C,, on the 1st day of February A.D 1962.

NO. 807

ATLANTIC & GULF-PUERTO RICO GENERAL INCREASE IN RATES AND CHARGES

Full investigation of the matters and things involved in 

this proceeding having been had, and the Commission, on the 

date hereof, having made and entered of record a report stating 

its conclusions and decision thereon, which report is hereby 

referred to and made a part hereof, and having found that the 

proposed rates and charges herein under investigation are just 

and reasonable:

IT IS ORDERED, That this proceeding be, and it is hereby, 

discontinued.

By the Commission. / /

Secretary



February 16, 1962

MEMORANDUM

TO: Members of the First Legislature,
State of Hawaii

FROM: Legislative Reference Bureau, University of Hawaii

SUBJECT: Changes in Federal Laws Relating to Domestic Off­
Shore Shipping; Request No. 9603.

The Legislative Reference Bureau was requested to collect 

and compile data on proposed and effected changes in federal 

laws relating to domestic off-shore shipping. This memorandum 

has been prepared in response to that request.

The federal laws require the carriage of passengers and 

freight between Hawaii and the Mainland on American flag 

vessels. This trade is regulated by the Federal Maritime 

Commission which is responsible for reviewing and, if neces­

sary, determining rates and schedules for U. S. water carriers 

serving both the domestic and foreign trade. The operating 

and construction cost differential subsidies, however, are 

available only to U. S. vessels serving in the foreign trade. 

Since the primary reasons for restricting domestic off-shore 

shipping to U. S. flag ships are the national policies which 

require the maintenance of an adequate merchant marine and 

the reserving of this business for domestic industries, it is 

frequently maintained that the noncontiguous areas are saddled

X46 U.S.C. 289; 46 U.S.C. 883.



with an extra cost which is not properly chargeable to these 

areas. This situation and the provisions relating to the 

regulation and promotion of the U. S. merchant marine generally 

have received some attention from Congress in recent years.

During the first session of the Eighty-Seventh Congress, 

consideration was given to:: (1) the reorganization of federal 

maritime functions; (2) the revision of federal policies governing 

shipping between the mainland and noncontiguous areas; and 

(3) the establishment of through service and joint rates for 

carriers serving Alaska or Hawaii. Each of these subjects 

is discussed briefly below and some comments made on matters 

likely to be considered during the second session of the 

Eighty-Seventh Congress.

Reorganization of Federal Maritime Functions

Administration of the federal maritime functions was re­

organized on August 11, 1961, when Reorganization Plan No. 7 
2 

of 1961 took effect. The Plan provided for: (1) the abolition 

of the three-member Federal Maritime Board which formerly pro­

moted and regulated U. S. common carriers by water; (2) the 

establishment of the five-member Federal Maritime Commission

2
U. S., President, Reorganization Plan No. 7 of 1961, 

Message from the President of the United States Transmitting,..^^ 
Reorganization Plan No. 7 of 1961, Prepared in Accordance with 
the Reorganization Act of 1949, as Amended, and Providing for * * 
the Reorganization of Maritime Functions, 87th Cong., 1st Sess., 
1961, House Doc. 187. ’
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which was assigned responsibility for regulating common carriers 

by water; (3) the appointment of a Maritime Administrator, 

who would perform duties assigned to him by the Secretary of 

Commerce, to head the already-existing Maritime Administration; 

and (4) the vesting in the Secretary of Commerce of the responsi 

bility for promoting the U. S. maritime industry, including 

the administration of the subsidy programs, but reserving to 

him the right to delegate these functions to a subordinate.

The primary argument in favor of the Reorganization Plan 

was the desirability of vesting regulatory responsibilities 

and promotional and operating functions in separate agencies 

and thus avoiding the dilution of responsibility and the inade­

quacy of administration, particularly with respect to the 

regulatory program, which had occurred in recent years. 

Further, it was believed desirable to fix responsibility for 

the determination and award of subsidies and the administration 

of other promotional and operating activities in the Secretary 

of Commerce who could then be held responsible by Congress and 

the President for the effective conduct of these programs. 

There was some opposition to the Plan, especially with respect 

to the delegation of the subsidy function to a single individual- 

the Secretary of Commerce.

Hearings on the Plan were held before a subcommittee of 

the House Committee on Governmental Operations^ and also

r U* ^^ess, House, Subcommittee of the Committee on 
Government Operations, Reorganization Plan No. 7 of 1961 (Maritime 
Functions) , IteaiiinS-bef^^iT^--- 1961------

-3-



0

before the House Committee on Merchant Marine and Fisheries.

The Committee on Governmental Operations tabled the resolutions 

providing for disapproval of the Plan; a subsequent motion on 

the floor of the House on July 20, 1961, to discharge the 

committee and call up one of the resolutions failed. In the 

Senate, the Committee on Commerce held hearings on the Plan; 

a majority of the members reputedly favored it, but no report 

was submitted. A resolution disapproving the Plan was filed 

in the Senate but no formal hearings were held by the Committee 

on Government Operations. The Senate voted on August 10, 1961 

to reject the resolution of disapproval, after discharging 

the committee from further consideration of the resolution.

President Kennedy did not submit nominations for members 

of the new board until September 26, 1961—the last day of 

the session—on which day he submitted four names. He later 

submitted a fifth nomination. The Senate confirmed all five 

nominations on February 12, 1962. The appointees are:

(1) Thomas Stakem, Chairman of the Federal Maritime 

Board and Maritime Administrator prior to the disso­

lution of the Board;

(2) John S. Patterson, former Deputy Director of the 

Office of Civil and Defense Mobilization and former 

Deputy Administrator of the Veterans Administration;

(3) Ashton Barrett, a real estate developer and a membter 

of the Naval Advisory Committee for the Sixth 

Naval District;
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(4) John R. Harlee, a retired naval officer and a member 

of the Board just prior to its dissolution; and

(5) James V. Day, businessman and former public relations 

director, American Legion National Post.

Donald W. Alexander has been nominated by President 

Kennedy to serve as Maritime Administrator under the Secretary 

of Commerce. Mr. Alexander is a retired naval officer. He 

was a management consultant immediately prior to his appointment.

Revision of Federal Policies Governing Shipping Between the 
Mainland and Noncontiguous Areas

During March 1961 the Merchant Marine and Fisheries Sub­

committee of the Senate Committee on Interstate and Foreign 

Commerce held hearings on the shipping problems of the non— 

contiguous areas. Officials of Alaska, Hawaii, and Puerto 

Rico, as well as representatives of steamship lines serving 

these areas, presented testimony to the subcommittee. Earlier 

in the year, Puerto Rico had prepared a detailed statement 

describing its problems with the federal maritime laws. The

Commonwealth had estimated that the cost to the people of 

Puerto Rico of being restricted to using United States vessels, 

whose construction and operation were not subsidized, was over 

$10 million annually.^ Governor Munoz suggested that the burden

U. S., Congress, Senate, The Merchant Marine and Fisheries^ 
Subcommittee of the Committee on Interstate and Foreign Conujie^^ 
Domestic Off-shore Shipping, Hearing before a..., 87th Cong 
1st Sess., 1961. ;---

5Commonwealth of Puerto Rico, Puerto Rico's Problems with 
the United States Maritime Laws (January, 1961), p. 13.
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could be removed by permitting foreign vessels to serve Puerto 

Rico, but that if consideration of national interests prevented 

this, then he favored some form of subvention so that the 

additional cost would be borne nationally rather than locally.6 

Representatives of the governors of Alaska and Hawaii favored 

this latter approach.^ The steamship lines generally did not 

appear to favor a subsidy program without further detailed 

consideration.6 Matson Navigation Company was particularly 

concerned about the possible adverse effect on the Hawaii 

economy of opening the trade to subsidized carriers whose 

service to Hawaii would only be incidental to their serving 

the foreign trade.

The subcommittee took no specific action as a result of 

its hearings. A bill, designed to provide a level of transpor-

^Luis Munoz-Marin, Statement of the Governor of Puerto 
Rico...to the Senate Interstate and Foreign Commerce Committee 
(March 6, 1961).

^Burke Riley, Statement of... Executive Assistant to the 
Governor of Alaska, before the Senate Subcommittee on Merchant 
Marine and Fisheries (March 7, 1961); Shiro Kashiwa, Statement 
of the...Attorney General of the State of Hawaii, to the Senate 
Interstate and Foreign Commerce Committee (March 6, 1961).

8d. E. Skinner, Statement of... President of Alaska Steamship 
Company before the Senate Interstate and Foreign Commerce Com­
mittee (March 13, 1961); Alcoa Steamship Company, Statement of... 
before the Subcommittee on Merchant Marine and Fisheries of the 
Senate Committee on Interstate and Foreign Commerce (March 13, 1961); 
Randolph Sevier, Hawaii’s Domestic Ocean Shipping System and Its ,„^ « 
Problems, Statement of...President, Matson Navigation Comp^nyr^ 
the Merchant Marine & Fisheries Subcommittee of the Senate 
mittee on Interstate and Foreign Commerce (March 13, 1961); Pacific 
Foreign Commerce Committee, Sul) commit tee on Merchant Marine and 
Fisheries. Pacific Far East Line, Inc. appeared to favor a 
subsidy arrangement.
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tation costs for the movement of passengers and goods between 

the mainland and the noncontiguous areas no higher than the 

average rates experienced on the mainland, was prepared but 

never introduced. The proposed bill provided for each carrier 

to report the transportation charges collected by it from each 

consignee, consignor, or passenger, together with the amount 

accruing at rates, fares, and charges, as prescribed by the 

Federal Maritime Board, which would have been charged if 

average mainland conditions prevailed. The Board was then to 

remit to each noncontiguous area, the difference between the 

charges collected by the carrier and the amounts accruing at 

the corresponding base rates, fares, and charges. The govern­

ment of each area was then to pay to each consignee, consignor, 

and passenger that portion of the total subsidy which was 

received on his account.

The proposed bill did not receive much support. It was 

criticized on the basis that it attempted to underwrite 

transportation costs in order to encourage the economic develop­

ment of noncontiguous areas. Furthermore, the proposal appeared 

to create an administrative labyrinth.

Establishment of Through Service and Joint Rates for Carriers
Serving Alaska or Hawaii " ’ I————----------

The U. S. Senate has twice passed a bill permitting the 

establishment of through service and joint rates for carrier/^* 

serving Alaska or Hawaii and the other states and establishing

a joint board composed of three members including one each
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from the Federal Maritime Board, the Civil Aeronautics Board, 

and the Interstate Commerce Commission. During the 86th 

Congress, the Senate passed S. 2452 but the bill died in the 

House Committee on Interstate and Foreign Commerce. A second 

Senate bill, S. 2451 which would have made through routes and 

joint rates mandatory, never proceeded beyond the hearing 

stage. During the first session of the 87th Congress, the 

Senate passed S. 1725 which would permit the establishment of 

through service and joint rates. The bill is now in committee 

in the House. Indications are, however, that the Alaska dele­

gation, which has been pushing this proposal, has changed its 

views on the desirability of a joint board.

The joint board bill is designed to encourage land, sea, 

and air carriers to cooperate in establishing through service 

and joint rates which would permit a shipper to give a ship­

ment to a participating carrier which will accept it at the 

point of origin for delivery to the destination on the basis 

of a single bi11—of—lading and a single-factor through rate. 

The participating carriers are each to file the tariff for 

that portion of the service for which they would be responsible 

with the agency which regulates them. The joint board is to 

hear and rule on all matters relating to the legality of through 

service and joint rates and on complaints brought by shippers, 

consignees, or carriers.

^U. S., Congress, Senate, Committee on Commerce, Establish­
ment of a Joint Board and Permissive Filing of Through Routes 
and Joint Rates for Carriers Serving Alaska, Hawaii, and the 
Other States, Report, 87th Cong., 1st Sess., 1961, Calendar 
No. 416, Rept. No. 443.
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The arguments in favor of a joint board approach are 

that it will improve the quality of transportation to and from 

Alaska or Hawaii and result in substantial cost savings by 

encouraging the coordination of facilities and schedules and 

the standardization of procedures. Those who doubt the useful­

ness of this approach point out that it holds out virtually 

no hope of reduced rates. Further, it is felt that the potential 

administrative convenience, which the joint board device seems 

to provide, would be more than negated by the creation of a 

board on top of three other boards.

The Situation at Present

The bill to establish through service and joint rates is 

in the House but is unlikely to move during the second session 

of the 87th Congress. The proposed bill designed to equalize 

transportation costs is dead. A new Maritime Commission has 

been established, but its membership is not radically different 

from that of the old Board. The promotional functions are 

now, however, vested in the Secretary of Commerce.

Neither the Commission nor the Secretary of Commerce nor 

the steamship lines serving the noncontiguous areas has assumed 

the leadership responsibility for proposing major changes in 

the federal maritime laws governing trade between the mainland 

and the noncontiguous areas which would meet the problems 

which the governments of these areas believe they have. Thia 

task appears, at least in part, to have devolved upon Congress, 

which is not well-equipped to deal with the technicalities 

involved.
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While neither Alaska nor Hawaii nor Puerto Rico, together 

or singly, has submitted a new proposal to the current session 

of Congress, Hawaii, and possibly the other two governments, 

is giving consideration to the matter, especially in terms of 

its broad economic implications rather than solely as a matter 

concerning carriers and their rates.10 it is accepted, at 

least by the political representatives of the noncontiguous areas 

that the present situation requires rectification. Agreement 

does not exist, however, as to the specific changes which need 

to be made.

. 10In particular, it should be noted that the Bureau of 
Business Research, University of Hawaii, will release a report 
in the very near future entitled "An Examination of the Non­
contiguous Shipping Act."
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(SERVED) 
( APRIL 6, 1962 ) 
(FEDERAL MARITIME COMMISSION)

FEDERAL MARITIME COMMISSION

No, 926

INVESTIGATION OF INCREASED INTER-ISLAND GLASS AND COM­
MODITY RATES BETWEEN PORTS OF CALL WITHIN THE STATE OF 

HAWAII

Increased class and commodity rates between ports in the State of 
Hawaii found just and reasonableo

George F, Galland, Robert N, Kharasch and Amy Scupi for Respondent, 

Shiro Kashiwa, Arthur S, K, Fong, William D, Rogers and Richard S, 
Sasaki for State of Hawaii,

Robert J. Blackwell as Public Counsel,

REPORT OF THE COMMISSION

Thos. E. Stakem, Chairman; John Harllee, Vice Chair­
man; Commissioners Ashton C, Barrett and John S, 
Patterson

This is an investigation under the Intercoastal Shipping 

Act, 1933 (Act) to determine whether increased class and commodity 

rates filed by Young Brothers, Ltd* are just and reasonable. The 

Federal Maritime Board (Board) suspended the increased rates for 

the four months statutory period from December 4, 1961 to April 4, 

1962, when they became effective. After hearings the examiner 

issued an initial decision in which he founds

”1. Fair value for ratemaking purposes of property owned 

and used by respondent determined to be $3,650,000 

which will probably yield a return of 5,62%,

”11, The rates in the new tariff are just and reasonable, 

except the rates on fruits and vegetables from Kailua 

and Kawaihae to Honolulu are unreasonable to the



extent they were increased by more than 9Z.” 

Respondent excepted to the initial decision and oral 

argument was held.

1. Young Brothers, has operated, since 1947, a common 

carrier service by towed barges among the islands of the State of 

Hawaii (State)* In 1951 respondent merged with, and became a wholly 

owned division of Oahu Railway and Land Company (O.R. & L.). On 

October 31, 1960, with approval of the Hawaiian Public Utilities 

Commission, respondent was established as a separate corporation 

(still owned by O.R. & Lo) so that its costs and accounting for the 

common carrier operation could be more closely supervised. All of 

the barges and certain other common carrier equipment was trans­

ferred to respondent. 00Ro & L., which maintains a fleet of ocean­

going tugs for contract towing, continues to supply respondent with 

general overhead service, at no profit, and towing service at a 

fixed amount per trip based on a rate of $60 for each hour the tugs 

are in use. This rental arrangement saves respondent the expense 

of maintaining separate offices and accounting and supervisory 

personnel/ and avoids a heavy investment in tugs. Respondents 

officers are also officers of O.R. & L., and each company pays a 

portion of salaries, respondents portion being approximately 1% 

of projected revenues for 1961, Overhead allocated to respondent 

approximates 8% of projected revenue.

2. Respondent has expanded its services in the face of 

competition from three successive carriers, which in turn failed. 

It provides 11 sailings a week between Honolulu (Oahu) and the other 

four major outer islands - Hawaii, Maui, Molokai and Kauai. Its 

present competition is from inter-island airlines, carrying



perishables, furniture and appliances, and direct water services 

from the United States mainland coasts to the outer islands <> The 

State is studying whether to subsidize inter-island sea or air 

ferries, which might provide additional competition,

3, The inter-island trade is? (1) seasonal and imbalanced, 

almost 70% of revenue coming from outbound cargoes, consisting of 

consumer goods, feed, fertilizer, cement and automobiles, which sub­

stantially fill outbound barges at the peak of the shipping season;
■ ' • ’ \

and 30% from inbound traffic, consisting of agricultural products 

which cargo is insufficient to fill the inbound barges; (2) difficult, 

involving short hauls over rough water; and (3) comparatively small, 

with revenue of less than $3,000,000 annually0 Respondent claims 

that the trade is fairly static, The facts are that while Oahu has 

been growing, the outer islands have been losing population since 

1930, Revenues have increased by 44% over the last three years 

(including estimated revenue for 1961) which respondent attributes 

to the increased demand on Oahu for fruits and vegetables from the 

outer islands, and the establishment on Oahu of manufacturing plants 

and bulk storage facilities which permit the shipment from Oahu to 

the outer islands of products formerly shipped direct from the 

mainland. These factors resulted in a 7 percent growth in cargo in 

late 1960, Respondent predicted that this trend would not obtain 

beyond the first half of 1961, and that the total increase for 1961 

over 1960 would be somewhat less than 3%,

4, Respondent owns and operates barges, one of which is 

self-propelled - the Hualalai, Five are double-deck barges, pur­

chased new in 1958 at a cost of some quarter-miIlion dollars each* 

They have ramps from upper deck to hold which permits rapid loading



of cargo on pallets by lift truck from pier to hold or open-decko 

Containers are used for asphalt, feed and other bulk commodities, 

and reefer boxes and vans, recently purchased, are used for refrig­

erated cargoo This method of handling cargo eliminates shipper“s 

packing costs, minimizes cargo damage, and enables respondent to 
■ low

provide an efficient and/cost express service among the islands0 

The Haulalai, although especially designed as the most efficient 

barge to carry the fairly small traffic to and from Kailua and 

Kawaihae (Hawaii), has operated at a heavy loss and respondent 

expects to incur some losses under the new rateso

5, Respondent provides class rates, based generally upon 

distance, for general cargoa Lower special commodity rates are 

published on (a) economically important commodities such as those 

related to agriculture, and on automobiles, (b) containerized cargo, 

and (c) commodities coming into competition with shipments to 

the outer islands direct from the mainland., The class rates were 

increased 13% generally, or only 7% if shippers obtain the allowance 

of 50 cents a ton by delivering cargo loaded on their own palletso 

Many commodity rates were increased less than 13%, as for instance 

6% on containerized propane, 8% on feed, 4% on lime, and no increase 

on fertilizer, for competitive reasons0 According to respondent the 

new rates would have increased revenue during all of 1961 by $240,000 

or 9%o However, their suspension during the first three months of 

1961 reduces the anticipated revenue by one-fourth or $60,000, 

leaving $180,000 which is only 6-1/2% additionalo

6. The only challenge to any specific rates comes from 

spokesmen for fruit and vegetable growers and produce dealers in 

Honolulu., They oppose the increases on empty crates; and on fruits



and vegetables—which amount to 26Z from Kailua and Kawihae and 9Z 

from the other portso The gist of their testimony pertinent here 

is: that the farmers are caught in a ’’cost-price" squeeze; that 

the proposed rate increases will increase retail prices of fresh 

fruits and vegetables, forcing (a) increased consumption of canned 

or frozen items, and (b) the importation of fresh fruits and vegetables 

from the mainland; that instead of increasing rates which will dis­

courage further expansion in production on the outer islands, respond* 

ent should seek additional revenue from the increasing volume of 

perishables shipped from the outer islands; that the 26Z rate in­

crease from Kailua and Kawaihae, served by the Hualalai, will force 

some farmers out of business; that the poor service on empty crates 

does not justify an increase thereon; and that refrigeration capacity 

and service are inadequate.,

7* The facts cited by respondent in support of the in­

creases are that the new rates on fruits and vegetables: (a) are 

half or less than half of the regular class rates, at which most of 

the other traffic moves; (b) are being increased a lesser percentage 

than-most other rates (e.g® 5% on cabbage from Maui); (c) are 

actually lower than those in effect in 1947; and (d) have been in* 

creased insignificantly when compared with Matson” s rates on com­

peting items from the mainland; and (e) are less, from ports served 

by the Hualalai, than one-half of the rates of the predecessor 

carrier which went broke serving these ports 0 The rates on empty 

crates were supposedly applicable only to returned crates which had 

moved full to Honolulu via respondents linea However, the testi­

mony is that some growers were actually shipping full crates to 

Honolulu by air and returning their empties via respondent’s line*

co % cx>



Respondent, in order to prevent the wholly uneconomic carriage of 

empty boxes for the convenience of the airlines, increased the rates 

per ton from the equivalent of $lo00 (on deck) and $L60 (under deck) 

to $lo80 and $2o40 a ton respectivelyo The latter are a third or a 

fourth of class rateso

8« Gross revenue and expenses estimated by respondent for 

1961 are $3,118,969 and $3,004,209 respectively, leaving net earn­

ings of $114,760o This is based on application of the old rates for 

three months and the new rates for nine months <> Public Counsel and 

the State take issue with this method, contending that the new rates 

should be applied for the full "test year”, 1961 o On this basis the 

figures should be $3,179,649 revenue, $2,974,378 expenses, and 

$205,271 net earningso Pro forma calculations by respondent show a 

loss of $62,000 for 1958 and $94,000 for 1959, and a profit of 

$31,000 in 1960 o .

9o The property used by respondent in its cramon carrier 

service is listed in Column A of the table below o As-indicated, 

the allocated tug property is owned by OoRo & Lo The book values, 

less depreciation, (bv) and fair market values (fm), used in the 

succeeding columns to arrive at the various rate bases, were assigned

by respondent and they are unchallengedo



COMPARISON OF RATE BASES PROPOSED K PARTIES

Respondent Public 
Counsel .

State

(a) (b) (C) (d)

FLOATING EQUIPMENT
Barges
Tugs (OoRo & Lo)

$1,535,362 
1,701,975

bv 
fin

$1,535,362 
1,172,532 bv

$1,535,362 
1,069,940

SHORE FACILITIES
Equipment
Equipment (fully 

depreciated)
Tugs parts tO R. &

334,912
56,818

L.)161,189

bv 
fin

bv

334,912
•=0 m

161,189

334,912 
“O

omitted •

LAND & IMPROVEMENTS
Tug shop (OoRo & L

WORKING CAPITAL

419,922
„) 205,410
$4,415,588

361,604

fin 109,872 bv
30,292 bv 

$3,344,159
314,113

109,872
omitted

$3,050,086
- 343,493

TOTALS $4,777,192 $3,658,272 $3,393,579

RATES OF RETURN
Net Earnings “ $205,271 4*29Z 5O61Z 6,04%

It will be noted that the rate bases proposed by Fablie Comsel and 

the State are based entirely on book value less depreciation. (Col. 

c & d) However, the State omitted certain item® of tog pro^rty <#> 

apparently through inadvertence (Colo d) 0 Respondent0® rate base, 

including allocated tug property, which it contends should be elimi“ 

nated, is composed of both book values and fair market values. (Col. b) 

10o Respondent, who extends one month's credit to shippers 

in order to speed up the loading and handling of cargo, arrives at

its figure of $361,604 for working capital in 1961 on basis of the 

peak amount receivable from shippers during 1960, which was $362,241 

in August, 1960, and on the theory that revenues for 1961 should be 

projected on the application of the old rates, for the first three 

months and the new rates for the last nine months*



11o A Honolulu investment banker testified that based on

the premise that the business is small and static and has been un­

profitable, an investor would require a 7-1/2 to 8Z dividend return 

plus earnings coverage of the dividend of at least double percent-- 

that is, a return on capital of 15 or 16Z.

The respondents contend that the examiner was wrong in

including an allocated portion of the value of the tugs owned by its 

affiliate O.R. & L. in the rate base and excluding the $60 per hour 

rental paid to O.R. & L. by Young Bros* We agree with the examiner. 

There is nothing in the record to show whether the rental is reason­

able. It is experimental in nature and will be adjusted as the 

companies gain experience and knowledge regarding the cost of opera­

tion. It is admitted that O.R. & Lo hope to make a reasonable pro­

fit on the tug service it supplies to its affiliate. Young Bros. 

Only the cost of service rendered by an affiliate of a regulated 

carrier should be allowed as operating expense, and the affiliate8s 

profits should be excluded from the revenues and expenses of the 

carrier in rate determinations. American Telephone & Telegrapi^mi 

Vo United States 299 U.S. 232, 236 (1936). On this record it is 

impossible to determine either the reasonableness of the rental 

charged Young Bros, or the profit realised by O.R. & L« In view 

of the uncertainties and the admission that a reasonable' profit is 

contemplated, we will treat the respondent as a division of O.R. / 

& L. and include an allocated portion of the capital investment in 

the tugs in the Respondents rate base.

in the
While the rental charge for the tugs /rate base will -be

disallowed as an expense, an allocable portion of the.wage and other 

operating expenses will be included.

8



On the basis of the foregoing and adjusting respondents 

revenues and expenses for 1961 so as to reflect 12 months operations 

under the new rates we find that Young Bros. would realize earnings 

after taxes of $205,271»

While agreeing that the barges and certain property 

devoted to the trade should be valued under the prudent investment 
r

standard, the respondents contend that the tugs and certain land 

should be valued on a basis of fair market value. They argue that 

where values under the prudent investment theory are totally unreal 

istic, market value should be employed0

Young Bros. is entitled to a fair return of its property 

being used in the service of the public.

We recently held that in the domestic offshore trade the 

prudent investment standard would be used to determine the fair 

value of property□ Atlantic & Gulf/Puerto Rico General Increases 

in Rgtes and Charges decided February 1, 1962.

We find nothing in this record that warrants our departing 

from the prudent investment standard.

Working capital required to pay operating expenses prior 

to time revenues are received for the services rendered was found 

by the examiner to amount to $304,366. We agree.

We find the fair value of the property being devoted to 

the public by respondent to be $3,648,495 including working capital 

of $304,166.

With earnings after taxes of $205,271 respondent’s rate 

of return would be 5.63 percent.

While the respondent presented testimony that a return of 

capital of 15 or 16 percent was reasonable the record in this case 

is totally inadequate for us to determine the maximum reasonable



rate level. A 5.63 percent return on property valued on the basis 

of the prudent investment standard is not unreasonable.

Respondent excepts to the examiner“s finding that the

proposed rates on fruits and vegetables from Kailua and Kawaihae 

to Honolulu are unjust and unreasonable to the extent they were in­

creased by more than 9%. The record shows losses during 1960 for 

Young Bros.’ service to Kailua of $63,000 and for service to 

Kawaihae of $61,000 during the same year. Even at the new rates, 

it is doubtful that the service will be profitable. Rates after 

the increases, which amount to less than a tenth of a cent a pound, 

will be less than the rates in effect in 1947. The rates on fruits 

and vegetables are half or less than half of the regular class rates 

at which most other traffic moves; thus, leaving the shippers of the 

former commodities in a preferred position. Young Bros.0 rate of 

return on all of its operations, even under the increased tariffs, 

will remain low, and this service will in all probability operate 

at a loss. On ..this record we are unable to find the proposed 26% 

increase on fruit and vegetables from Kailua and Kawaihae to f J 

Honolulu to be unjust and unreasonable.

We find and conclude that the rates under investigation 

are just and reasonable.

An Order discontinuing this proceeding will be entered.

By the Conaission, April 5, 1962 o /

Thomas Lisi 
Secretary

—10—
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(SERVED) 
( APRIL 6, 1962 ) 
(FEDERAL MARITIME COMMISSION)

ORDER

At a Session of the FEDERAL MARITIME COMMISSION, held at its office 

in Washington, D. C., on the 5th day of April, 1962.

No. 926

INVESTIGATION OF INCREASED INTER-ISLAND CLASS AND COM­
MODITY RATES BETWEEN PORTS OF CALL WITHIN THE STATE OF 

HAWAII

Full investigation of the matters and things involved in 

this proceeding having been had, and the Commission, on the date 

hereof, having made and entered of record a report stating its 

conclusions and decision thereon, which report is hereby referred 

to and made a part hereof, and having found that the proposed 

rates and charges herein under investigation are just and 

reasonable:

IT IS ORDERED, That this proceeding is hereby 

discontinued•

By the Commission.

Thomas L|si
Secretary

(SEAL)



(S E I V E IF) 
( FEBRUARY 2, 1962 ) 
(FEDERAL MARITIME COMMISSION)

FEDERAL MARITIME COMMISSION

\ No. 807 '

ATLANTIC & GULF-PUERTO RICO GENERAL INCREASE IN RATES AND CHARGES

Rates between North Atlantic and Gulf ports of the United States and 
Puerto Rico, as increased 15 percent or 6 cents per cubic foot or 
12 cents per 100 pounds, whichever produces the greater increase 
in revenue, and as further increased 12 percent, found just and 
reasonable.

Odell Kominers, Mark P. Schlefer, and Sterling F, Stoudenmire, Jr., 
for respondents.

Eduardo Garcia, Walton Hamilton, William D. Rogers, Abe Fortas, Seymour 
Berdon, and William L« McGovern for Commonwealth of Puerto Rico, Intervener.

John ReganTor Administrator of General Services, intervener.
Mitchell *77 Cooper, Frank M. Cushman, Vernon C> Stoneman, and John B. 

Street for Asociacion de Industriales de ”Puer^oTSco^anuTacturersTCssocIa- 
tion of Puerto Rico) and Commonwealth Manufacturers Association, interveners.

John B, Street, Frank M. Cushman, and Vernon C. Stoneman for Paula Shoe 
Company, intervener. ’

John B. Street and Vernon C. Stoneman for Caribe Shoe Corporation, 
intervener.

Mitchell J. Cooper and Frank M. Cushman for Coastal Footwear Corp., 
intervener.

L. Merrill Simpson for Bata Shoe Company, Inc., intervener.
William Requa Tor Association of Sugar Producers of Puerto Rico, 

intervener.
J. W. Harnach for Cooperative Grange League Federation, Inc., intervener.
Harold L. Copp for Atlantic Industries, Inc., intervener.
LA. Smith for Louisiana State Rice Milling Company, Inc., intervener.
Wm. M. Reid for The Rice Millers1 Association, intervener.
Alan F, Wohlstetter for Trailer Marine Transportation, Inc., intervener.
Alfred K. Kestenbaum for Cigar Manufacturers Association of America, Inc., 

intervener*
Edward Aptaker as Public Counsel.

REPORT OF THE COMMISSION
Thos. E. Stakem, ChairinantFToh^^ Chairman;
Ashton C. Barrett, Commissioner; John S. Patterson, Commissioner.

On December 4, 1956, the United States Atlantic & Gulf-Puerto Conference 

(the Conference), then comprised of Bull Insular Line, Inc., Lykes Bros. Steam­

ship Co., Inc., Waterman Steamship Corporation, and Alcoa Steamship Compare, 

Inc. (Bull, Lykes, Waterman, and Alcoa), filed with the Federal Maritime Board 

(Board) Tariffs IMB F-No. 14, Homeward Freight Tariff No. 7, and IMB F-No. 13,



Outward Freight Tariff No. 7, naming increases in commodity rates over the 

applicable rates then in effect, to become effective January 5, 1957, between 

United States Atlantic and Gulf of Mexico ports and ports in Puerto Rico.

On December 20, 1956, J. W. de Bruycker, Agent for the Conference, filed 

special permission application to modify on short notice the increases in 

rates to reflect an adjustment not in excess of 1$ percent or 6 cents per 

cubic foot or 12 cents per 100 pounds, whichever produces the greater 

increase in revenue, over the applicable rates then in effect. This increase 

will be referred to as the 15 percent increase.

On January 1*, 1957, pursuant to section 18 of the Shipping Act, 1916, 

as amended, 1*6 U.S.C. 817 (the 1916 Act), and the Intercoastal Shipping Act, 

1933, as amended, 1*6 U.S.C. 81*3 et seq. (the 1933 Act), the Board ordered 

an investigation into the reasonableness and lawfulness of the rates, charges, 

regulations, and practices stated in the tariff schedules filed December 1*, 

1956, and ordered the operation of these schedules suspended until midnight 

January 8, 1957, unless otherwise ordered.

On January 8, 1957, the Board amended its order of January 1*, 1957, and 

granted the special permission to publish the rate increases, as modified, 

to be effective on one day’s notice but not earlier than January 9, 1957.

After hearing on the 15 percent increase, but before briefs of the 

parties were due, the respondents published on July 18, 1957, a 12 percent 

general rate increase (the 12 percent increase), to become effective 

September 11*, 1957. On August 11*, 1957, Pan-Atlantic Steamship Corporation 

(Pan-Atlantic), an affiliate of Waterman, filed revisions to its Homeward 

Tariff No. 1, 5MB F-No. 1, to become effective September 18, 1957, naming 

local commodity rates from Puerto Rico to United States Atlantic ports based

on the same pattern as the Conference rates.

Uy supplemental order of September 5, 1957,bhe Board (a) expanded the proceed­

ing to include an investigation into the lawfulness of the rates as further 

increased by 12 percent; (b) suspended the operation of the Conference and
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Pan-Atlantic schedules naming the 12 percent increase until January 14, 

19^8; (c) made Pan-Atlantic a respondent; and (d) ordered a further hearing 

in the proceeding.
Further hearings were held.^An initial decision was issued by the 

hearing examiner and exceptions thereto filed with the Board# One of the

principal issues raised in the exceptions was whether the examiner had

erred in not requiring the carriers to produce books and records to sub­

stantiate certain financial statements which they had offered in evidence.

On June 13, 1958, the Board remanded the proceedings to the examiner for 

further hearings with a direction to the carriers to produce substantiating 

records for financial exhibits submitted at the previous hearings. Follow­

ing further hearings, the examiner issued a decision in which he found both 

the 15 and the 12 percent rate increases to be just and reasonable.

Exceptions were filed and oral argument held by the Board. Thereafter, 

the Board issued a Report and Order dated April 28, I960, in which it found 

the aforesaid increased rates just and reasonable. (6 F.M.B. 14).

for

The Board’s order was appealed to the United States Court of Appeals

the District of Columbia Circuit; which in an opinion, stated:

’’The Board’s order is . . . vacated and the same remanded for 
the Board to reconsider and clarify the rate base question. The 
Board should also pass upon the Commonwealth’s argument that it is 
not fair to rate payers to let an accumulated depreciation reserve 
be depleted and depreciation charges thereby increased.” Commonwealth 
h^?^??100 v* Federal Maritime Board, 288 F. 2d 419 (uTsTETf^-----  
D.C. 1961).

The Board thereafter reopened the proceeding for reconsideration of all 

matters bearing upon the justness and reasonableness of the increased rates, 

and supplemental briefs and memorandums of law were filed, and oral argument 
held.

1/ Interveners who appeared during the course of the proceedings were the Com­
monwealth of Puerto Rico (the Commonwealth), the Administrator of General 
Services, Asociacion de Industriales de Puerto Rico (Manufacturers Associa­
tion of Puerto Rico), Commonwealth Manufacturers Association, Paula Shoe 
Company, Caribe Shoe Corporation, Coastal Footwear Corp., Bata Shoe Company, 
lnc«. Association of Sugar Producers of Puerto Rico, Cooperative Grange 
League Federation, Inc., Atlantic Industries, Inc., Louisiana State Rice 
Milling Company, Inc., The Rice Millers’ Association, Trailer Marine Trans­
portation, Inc., and Cigar Manufacturers Association of America, Inc.
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facilitate the consummation of the transaction. ACS paid $100,000 for all 

of Olympia’s outstanding stock. - ACS and its own stockholders also loaned to 

Olympia about $5 million, at interest of 5 percent. Between December 18, 

1956, and January 21, 1957, Olympiad name was changed to A. H. Bull Steam­

ship Co. (A. H. Bull Delaware). The transaction contemplated purchase by 

Olympia of all of the outstanding stock of A. H. Bull New Jersey for a total 

consideration of $U0 million (which was not finally accomplished until 

February 28, 1957), the liquidation of A. H. Bull New Jersey, and the trans­

fer of all of its assets to A. H. Bull Delaware.

U. On December 18, 1956, A# H. Bull New Jersey had over $18 million in 

cash, obtained from surplus, liquidation of quick assets representing in 

part depreciation funds, release of vessel replacement funds, and receipt of 

repayments of advances and dividends from subsidiary companies, among others. 

On the closing date of the stock purchase, this $18 million was declared by 

A. H. Bull New Jersey as a dividend, paid principally to Olympia, and the 

remainder of the purchase price, of $1^0 million was met from the proceeds of 

the loans from ACS and its stockholders of $5 million mentioned above, and 

bank loans of some $17 million at interest rates ranging from Ui to 5 per­

cent, guaranteed by ACS.

5* The net purchase price paid by Olympia for A. H. Bull New Jersey 

was therefore about $22 million. The book net worth of A. H. Bull New 

Jersey at the time of closing was about $12,330,000. Incident to the pur­

chase, the physical assets of A. H. Bull New Jersey and its subsidiaries 

had been independently appraised. About January 21, 1957, in partial but 

almost cqpjplete liquidation of A. H. Bull New Jersey, its assets were trans­

ferred to the books of A. H. Bull Delaware, and in the process the vessel 

book values were raised from $5,160,^21.85 to $12,892,610.21, effective as 

of the closing date, the latter figure representing about 70 percent of the 

appraised values of the vessels. The ascribed values of certain other assets 

were changed also for consolidated statement purposes, but on the corporate 

books only the vessel values were changed. Thus, on the books of A. H, Bull

Delaware the vessel book values are carried presently at amounts, less accrued



depreciation since the closing date, representing a pro rata share of the 

total purchase price paid by A* H. Bull Delaware for the assets of A. H, 

Bull New Jersey.

6. Corporate entities affiliated with respondent Bull, so far as is 

here pertinent, include A. H. Bull Delaware of which respondent Bull is a 

subsidiary; A. H. Ball & Co., which provides continental United States 

overhead services for Bull and others in the corporate family in return 

for management and operating commissions composed principally of a percent­

age of revenues and a per diem husbanding charge; several separate corpora­

tions which own and operate pier facilities in Puerto Rico; Caribbean Dis­

patch, Inc., mentioned above; and Dafton Realty Co., owner of office 

facilities in New York utilized by Bull.

7. For 65 days between August 19 and October 22, 1957, Bull’s opera­

tions were immobilized by a strike arising out of a jurisdictional dispute 

between seafaring unions. The strike was not unrelated to the fact that 

ACS, the new owner of the Bull properties, was in part owned by the United 

Nine Workers* Other strikes which have affected the operations of Bull at 

various ports, for varying reasons, and for periods of time ranging from 

2 to Ui days, totaled 33 days in 1951, 1952, and 1956; 12 days in 1953$ 

101 days in 195U; 78 days in 1955s XU days in February 1957; and 20 days 

in the first 6 months of 1958*

^ Ite* - Lykes operates its weekly service between the Gulf ports 

of Lake Charles, La., and Houston and Galveston, Texas, and occasionally 

other western Gulf ports, and Puerto Rico, as a part of its subsidized serv­

ice on Trade Route 19 (Line A service) between Gulf ports of the United 

states and Cuba, Haiti, the Dominican Republic, Venezuela, Columbia, and 

Panama. No voyages are operated to or from Puerto Rico exclusively.

9. Watertian.- At the outset of this proceeding Waterman operated a 

weekly service between New Orleans and Mobile and Puerto Rico, utilising 

two vessels on a lh-day turnaround, with additional vessels for relief pur­

poses and when extra cargo demanded. Beginning in October 1957, Waterman 

also inaugurated weekly sailings, utilizing two vessels on a lU-day turnaround
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in regular breakbulk service, between New York, Baltimore, and Puerto 

Rico, Waterman intended to provide a permanent North Atlantic-Puerto 

Rico service, at first with regular breakbulk vessels, and later con­

verting to trailer ship service. Waterman is a subsidiary of McLean 

Industries, Inc,

10P Effective February U, 19^8, Waterman withdrew from the Con­

ference and simultaneously ceased all operations in the Puerto Rico 

trades, which were taken over without break in service by Waterman 

Steamship Corporation of Puerto Rico (Waterman P. R.). The latter is 

a wholly-owned subsidiary of Waterman, is not a respondent, and is 

not a member of the Conference, although its rates are in all respects 

the same as those of the Conference. When filing its initial tariffs 

with the Board, and in subsequent pleadings herein, Waterman P. R. has 

agreed to be bound by the results of this proceeding so far as its rates 

are concerned. Statistical and financial data reflecting the combined 

Waterman, and Waterman P. R. operations are of record, although no recent 

data were presented forecasting operating results for the entire year 

19^8 as was the case with the other Conference respondents.

11. On February ,28, 19^8, Waterman P. R. inaugurated its North 

Atlantic-Puerto Rico trailership service, with the sailing of the Bien­

ville. This .vessel, upon arrival in Puerto Rico, was prevented from 

discharging its cargo because of labor difficulties. After some delay 

the Bienville proceeded to New Orleans, where her cargo was discharged 

and that which had not spoiled was transferred to a ship regularly 

employed in the Waterman P. R. Gulf-Puerto Rico breakbulk service. The 

Bienville voyage consumed in all 3b days. After this experience, 

Waterman P. R. discontinued its North Atlantic-Puerto Rico service, 

which has not since been resumed either on a breakbulk or trailership 

basis.
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12 * Pan-Atlantic« - Pan-Atlantic is an affiliate of Waterman, and 

as such was required to maintain the same rates as the Conference by the 

terms of the Conference agreement to which Waterman was a party. Be­

tween April 1957 and early 1958, Pan-Atlantic provided a northbound serv­

ice from Puerto Rico to Miami and Jacksonville, Fla., in conjunction 

with its intercoastal and West Coast-Puerto Rico services, which was 

suspended at the end of this period and has not been resumed. The 

tariff under which such service was operated was canceled effective 

August 22, 1958. So far as the record discloses, this service was 

minimal, since the cargo carried averaged only 51 tons per voyage, 

with gross revenue per vqyage of $1,506. These data are not .important 

enough to warrant their inclusion in .our consideration, although 

the rates under investigation will remain subject to the findings.

13 . Pan-Atlantic instituted a trailership service between New 

fork and Puerto Rico on July 30, 1958, which is presently being 

operated. On October 27, 1958,the Board denied a petition by the conference 

requesting that this investigation be broadened by naming Waterman P. R. 

as a respondent, and bringing in issue the current tariffs of Pan­

Atlantic and Waterman P. R.

The Puerto Rican Economy and the Trade

lh. Puerto Rico is a small island, 100 miles long and 25 miles 

wide, separated from the nearest point in the United States by over 1,000 

miles of open water. The economy of the Island has never been self­

sustaining, and it has few natural resources. It is one of the most 

densely populated areas of the world. Puerto Rico’s external trade is 

almost entirely with the United States. About Ho percent of all goods 

produced, and about 5U percent of all goods consumed, by the people of 

Puerto Rico are destined to, or originate in, the United States. Average 

income per capita in Puerto Rico in 195U was $Ui6, as compared with $1,770
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in the United States. The percentage of the labor force of Puerto Rico 

unemployed or only partially employed has consistently exceeded that in

the United States. These data indicate that increases in the cost of 

shipping such as are here involved affect the economy of Puerto Rico and 

the living standards of its populace more sharply than would similar 

increases elsewhere in the nation.

15. The Conference rates in the Puerto Rico trade are determined 

by three-fourths majority vote of the members. Therefore, no one car­

rier can dominate the making of rates. Waterman P. R., presently 

operating in the Gulf-Puerto Rico trade, is not a member of the Confer­

ence, and its rates can be made by individual action, subject only to 

the competitive impact of the rates maintained by the Conference. As 

is indicated by the revenue statistics shown in Table I below, Bull is 

the largest carrier in the trade, receiving approximately fifty percent 

of the trade revenues even in the year 1957 when Bull’s operations were 

immobilized by strike, for more than 65 days.

TABLE I

GROSS TRANSPORTATION REVENUES OF THE RESPONDENTS

Carrier

Bull 
Waterman 
Alcoa 
lykes

Totals

$21,993,850 
6,5311,389 
6,21il*,861t 
3,810,368

$21,61*6,383 
9,1116,267 
9,175,9119 
3,7711,81*3

$1X ME

First half 
1958

$11,682,207 
11,651,1168 
li,215,Oli9 
1,91(0,279

$22,1189,663
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16. The available traffic and revenue projections of the respond­

ents, where given, are based on an extension of their most recent 

experience, that for the first half of 1958, subject to adjustments for 

known or contracted cost increases. Although there is testimony of 

record to the effect that a gradual increase may be expected in the 

movement of general cargo between Puerto Rico and the mainland, the 

statistics of record disclose a decline in tonnage carried of cargo 

subject to the tariffs here involved. This decline is attributed in 

large part to the conversion of the raw sugar movement from bagged 

movement under the tariffs to bulk movement under contract, and to the 

construction of a fertilizer plant in Puerto Rico, which virtually 

eliminated the movement of prepared fertilizer and subsituted therefor 

the movement of fertilizer raw materials in tramp vessels. Table II 

below shows the tonnage data submitted for the years 1955-1957 and the 

first half of 1958, and the projections for the full year 1958 where 

given. Weight tons are computed on the basis of the weight of the 

cargo carried, and freight payable tons on the basis on which the 

freight charges were paid, either weight or measurement. The data for 

the full year 1957 in Tables I and II reflect the impact of the long 

strike in that year against Bull, and the consequent diversion of sub­

stantial amounts of traffic normally carried by it to Alcoa and other 

carriers.

TABLE II

TONNAGE CARRIED IN FREIGHT PAYABLE TONS, EXCEPT WHERE INDICATED

Carrier 1955 1956 1957
First Half 1958 

Projected1957 1958
Bull 1,876,96^
Alcoa 429,470
Waterman 239>535
Lykes —
lykes 245,334*

*Weight tons

1,828,275 
312,701 
238,895

262,389*

1,151,993 
418,509 
298,831 
203,438
186,220*

710,877
186,422
148,526

102,522*

558,880
169,363
132,202
107,822
102,918*

1,117,760
340,000

215,644
205,836*

17. Taking into consideration the factors mentioned in paragraph 16 

above, and the entry into the trade of Pan-Atlantic with its new and attrac­

tive trailership service, which will no doubt succeed in diverting some
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traffic from the services maintained by the other respondents, it is found 

that the projections of the respondents as to the year 1958 are reasonable 

Specific Commodity Rates

18* In the first initial decision issued herein, the examiner found 

as follows:

60. '* < The shipper interveners, generally, are those who ship 
commodities under so-called ’’promotional rates.” These rates 
have been maintained by the■carriers, prior to the proposed in­
creases, at comparatively low levels designed to promote the 
movement of the commodities so rated. The promotional rates •
apply primarily to northbound traffic, and most of them have 
been used since 1946 in cooperation with and at the request of 
the newly-developing industries in Puerto Rico. This traffic, 
in gross tons, in 1955, amounted to approximately 20,000 tons 
northbound and 1000 tons southbound* « In 1956 it amounted to 
approximately 25,000 tons northbound and 2000 tons southbound* 
The revenue from this traffic in relation to total revenue was 
perhaps less than 1/2 of ,1 percent*

61*. Selected commodities from those transported at promo­
tional rates, stated by the carriers to be typical, were north­
bound: shoes, paperboard, chinaware, coffee, cigars, rugs, 
artificial flowers, boxes kd, scrap metal, scrap tobacco and 
confectionary’ and southbound? tin cans, iron and steel arti­
cles, glass jars, bottles n.o.s*, paper and paper products, and 
tiles. Two shippers, understood to be representative of shippers 
of such commodities, testified at the first hearing. One was a 
shipper of candy and the other of shoes, both shipping from Puerto 
Rico to the United States mainland. Their main objections were 
that the first rate increases on the commodities were greater than 
15 percento This is so because of the 6 cents per cubic foot or 
12 cents per 100 pounds aspect of the first increase*

62. The shippers gave important consideration to the rela­
tively low shipping rates for their products, it is stated, in 
their decisions to establish business in Puerto Rico, since trans­
portation charges are vital factors in their business prospects. 
The record shows that the 15 percent rate increase raised footwear 
costs 1*13 percent of the value of the product, and candy 1.78 
percent. These increases, it is stated, seriously limit the 
possibilities of expanding mainland business, and discourage 
people from establishing business in Puerto Rico.

63. The record shows that the promotional rates are too low, 
and appear to be noncompensatory, even with the 15 percent increase, 
and there is some question as to whether the further 12 percent in­
crease renders said promotional rates compensatory.

19. No exceptions were taken to the findings quoted above* They are 

borne out by the record, and no additional evidence was presented at the 

second further hearing relating to these issues. We adopt the findings 

set forth above.
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Cost Increases

20. The cumulative rate increases under investigation herein aggregate 

about 29 percent. The last prior general rate increase in the Puerto Rican 

trade was made effective November 12, 1951. Since that date, the expenses 

of the respondents have increased substantially. For example. Bull shows 

that stevedoring wages in the United States have increased 46 percent and 

in Puerto Rico about 63 percent; fuel oil costs have increased 23 percent; 

vessel operating costs as a whole 54 percent; crew wages 62 percent; vessel 

repair costs 50 percent; and insurance 52 percent. Comparable cost, in­

creases are shown for the other three carriers in the trade.

21. There is evidence that the carriers, through increased efficiency 

of operations, have endeavored to minimize the impact of the stated cost 

increases. Stevedoring expenses account for a substantial proportion of 

total operating expenses. Bull shows that from 1951 to the end of 1957 

loading costs in New York increased from $4.06 per ton to $4.69 per ton, 

and discharge costs at the same port from $4.80 per ton to $5.74 per ton, 

increases of 15.5 percent and 19.6 percent respectively, far lower than the 

wage increases shown. This favorable result is attributed to increased 

efficiency in loading and discharge operations, the leasing of modern 

improved terminal facilities, and in some degree to the use of containers 

and vans. Loading and discharge costs at San Juan, P. R., however, re­

flected more closely the wage increases, attributed to the lesser effi­

ciency of port arrangements and labor. Loading costs at that port in the 

same period increased from $2.02 to $3.07 per ton, and discharge costs 

from $2.79 to $4.71 per ton, increases of 52 percent and 68.8 percent, 

respectively. • ■ • . . . ( . .

22. Waterman shows, in addition to the cost increases stated above, 

that effective in October 1958 longshore wage increases at Puerto Rican 

ports will increase stevedoring expenses by about 92 cents per ton, and that 

known prospective wage increases will by the end of 1958 increase crew wage 

cost by $160,000 annually.
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Allocation Methods

23 < Of the principal respondents. Waterman is the only carrier which 

operates an exclusive Puerto Rican service. The remaining respondents, as 

shown in paragraphs 1-9, supra, operate their services to and from Puerto 

Rico either wholly or partially on a joint basis with other services. This 

has necessitated allocation of the joint service expenses of the respondents, 

and of the assets devoted to these services, so as to ascertain as nearly as 

possible the proper apportionment of expenses and assets between the regu­

lated and non-regulated trades in order to determine the adequacy of revenue 

in the regulated trade. For this purpose, the respondents have made their 

allocations principally on ton-mile prorate formulae.

24. Where possible, such as in the case of port and cargo handling 

expenses incurred in Puerto Rico, the expenses were directly assigned. Most 

other expenses, including vessel operating expenses, cargo and port expenses ' 

in the United States, vessel depreciation, and overhead, were subject to 

allocation. The need for allocation does not alter the basic factors con­

tributing to vessel operating expenses, the tonnage and the distance carried. 

In applying the ton-mile prorate, the respondents used the straight-line 

distances between ports of loading and discharge, since a vessel sailing 

toward Puerto Rico is also sailing toward the foreign ports of call. Vessel 

operating expenses and certain other expenses were then allocated to the 

Puerto Rican service in the proportion that Puerto-Rican ton-miles bore to 

total ton-miles operated in the joint services.

25. Where the ton-mile prorate involved a heavy burden, as where the 

allocation was between the Puerto Rican trade and the entire company opera­

tion, a revenue prorate was substituted therefor, using as factors the 

proportion that Puerto Rican revenue bore to total revenue. In the case 

of loading costs, distance is not a relevant factor, and allocations were 

generally made on the basis of the number of tons handled, except in the 

case of Bull’s substantially equi-distant Puerto Rican and Dominican 

destinations, the use of a ton-mile prorate in the allocation of loading
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and stevedoring costs in the United States resulted in an approximately 

equal allocation of loading expense per ton.

26. Strike expenses incurred by Bull in 1957 were allocated by it 

on the basis of a revenue prorate, because the development of a ton-mile 

formula would have made necessary a port—to—port analysis of tonnage and 

distances for a minimum of 155 sailings. Since the Dominican revenue is 

substantially higher per ton than Puerto Rican revenue for approximately ' 

the same distance, as shown below, this actually allocated a higher pro­

portion of strike expenses to the Dominican traffic, and a lower proper- 

tion to Puerto Rican traffic, than Would have resulted from the use of 

a ton-mile prorate.

27. Vessel assets were assigned to the Puerto Rican services or the 

respondents on the proportion of the vessel operating days in those serv­

ices, allocated where necessary on the basis of a ton-mile prorate. Assets 

in Puerto Rico were directly assigned to the Puerto Rican service, and 

terminal property in the United States was generally allocated on a revenue 

prorate.

28. At the request of other parties, the respondents in most instances, 

in addition, computed their expenses on the basis 'of revenue prorate 

formulae. The interveners contend that for the purposes of this proceeding 

revenue prorate allocations should be used. For example, the Commonwealth 

argues that segregation of the joint voyage results on the Friday sailings 

of Bull gave inordinately excessive profits to the Dominican portion and 

exceptionally large losses to the Puerto Rican portion in 1957, as to which 

on a ton-mile prorate Bull shows a combined net revenue on the joint sail­

ings, after depreciation and overhead but before taxes, of $46,345, with 

allocation of a loss of $244,973 to the Puerto Rican portion and a profit 

of $291,318 to the Dominican portion.

29. In 1957 total tonnage carried by Bull on the joint voyages was 

311,699 tons, of which 36,784 tons were dominican cargo. In the same year 

total joint voyage freight revenue was $5,367,625, of which Dominican
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revenue was $924,140. The Commonwealth characterizes as anomalous the 

results of the ton-mile prorate which attributes to the Dominican trade 

net revenue equal to 30 percent of each dollar of revenue. Bull’s revenue 

per ton in the Dominican trade in 1957 was 36 percent higher than in the 

Puerto Rican trade ($27.04 v. $19.94), and costs of discharge in the same 

year in the Dominican Republic were only 22.5 percent of like costs in 

Puerto Rico ($1.06 v. $4.71). These data indicate that the profit results 

derived through use of ton-mile prorate formulae reflect with a reasonable 

degree of accuracy the inherent differences as between the Dominican and 

Puerto Rican trades. The Commonwealth also argues that the use of the 

ton-mile prorate results in somewhat higher unit costs on the joint service 

voyages than on the Thursday sailings of Bull which serve only Puerto Rico. 

These results are fully explained by the facts that there were more sailings 

in 1957 in the joint service with about the same amount of total tonnage, 

and consequently lower tonnage per voyage and higher costs per ton, and also 

that the joint voyages were subject to overtime costs because of late sail­

ings not incurred on the Thursday sailings.

30. The Manufacturers Association of Puerto Rico contends that alloca­

tion of expenses for the Friday joint service sailings of Bull should be 

made on a so-called ”known-cost-per-ton” method. By this method, allowable 

expenses on the joint service voyages would be confined to the unit costs 

incurred on the Thursday sailings which serve Puerto Rico exclusively, 

which costs can be computed without the necessity for further allocations. 

Such a method bears no relation to the realities of the situation.

31. The Commonwealth alternatively suggests that in the case of 

Bull’s Friday sailings, the total profit results on the joint voyages 

should be included, on the grounds that the Dominican operation is a 

by-product of the Puerto Rican trade which could not stand on its ovm 

feet; that only 13 percent of the cargo on the joint voyages is Dominican; 

that Dominican cargo is less than one-half of one percent of the total Bull
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Puerto Rico tonnage; and that the carrier itself recognizes the incidental 

nature of the Dominican operations by failing to allocate out of its asset 

statements any portion of vessel and other property values attributable to 

the Dominican operation. The issue here is not the profit accruing to Bull 

as a result of its joint service operations, but the justness and reason­

ableness of the rates under investigation, which in the nature of the case 

must be decided on the basis of the adequacy of the revenues derived there­

from. There is no suggestion that allocation is not necessary in the case 

of the other respondents which operate joint services, and no good reason 

appears why Bull should be accorded special treatment in this respect. 

The authorities cited clearly support agency action in general rate pro­

ceedings in adopting appropriate means of effectuating a separation of the 

regulated and non-regulated portions of an integrated enterprise. See 

Cities Service Gas Co. v. Federal Power Coming 1££ F* 2d 69bj 70U-£ (1946), 

2Ei* «• 329 U. S. 773; and Colorado Interstate Gas Co. v. Federal Power 

Commission, 32h U. S. £81, £86-92 (19U£). The facts of record clearly 

indicate that dissimilar rates and cost factors as between the Puerto Rican 

and Dominican operations make allocation necessary in order to avoid distor­

tion of the operating results in the Puerto Rican trade.

32. In the light of the findings in paragraphs 23-31? supra, we agree 

with the examiner that the use of the ton-mile prorate formulae, where uti­

lized, and the other allocation methods adopted by the respondents, are 

reasonable and acceptable for the purposes of this proceeding.
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Valuation and Rate Bases

33* General. - The Conference advocates rate bases calculated as of 

June 303 1958, notwithstanding that the first increase here involved became 

effective in January 1957« Waterman individually contends for rate bases 

compiled as of December 31, 1957 • Public Counsel and the Manufacturers 

Association of Puerto Rico contend that rate bases should be constructed 

as of December 31, 1957, applicable to the 1957 rate increase, and as of 

June 30, 1958, applicable to the 1958 rate increase. The Commonwealth 

assigns values based on a composite analysis of the evidence of record.

3h. This proceeding involves two separate rate increases, the 

second superimposed upon the first. The record includes data concerning 

the actual operations of the respondents for almost a full year under the 

first of these increases, and for almost six months under the combined 

increases. In the usual rate increase case, determination of the lawful­

ness of the increases proposed is necessarily predicated upon projections 

of revenues and expenses expected in the future, and the property values 

for the purpose of calculating the expected rate of return are most 

readily determinable as of the time the rate increases are proposed. 

Here, however, particularly with regard to the 15 percent increase, the 

results of operations under the increased rates can be ascertained with 

some degree of certainty. The most precise method of resolving the issues 

presented by this proceeding would be to determine average values of the 

property of the respondents employed during 1957, applying operating 

results for the year 1957 to the resulting figures to determine rates of 

return actually earned during that year. Then, ascertain the values as of 

December 31, 1957, the approximate date when the 12 percent increase became 

effective, and apply projected operating results for the year 1958, based 

on actual operations during the first six months of that year, to ascer­

tained values as of December 31, 1957, so as to compute expected rates of 

return for the year 1958, Such extreme precision, however, is not required, and
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for the purposes of this proceeding, therefore, property values will be 

determined as of December 31, 1957, and the resulting rate bases applied 

to the actual operating results so far as they can be determined on the 

record for the year 1957, and the projected results for the year 1958* 

While this may have a tendency to lessen somewhat the values applicable 

to the year 1957 because of depreciation accrued during that year, it 

is deemed that the results will not be unreasonable*

35* In Table III below are set forth the rate bases claimed by the 

Conference; in Table IV the rate, bases claimed individually by Watermai

tabu; hi
RATE BASES CLAIMED BY THE CONFERENCE

Bull; Vessels
Working Capital

$12,01*8,581!.* 
2,000,000

Brooklyn Terminal (non-owned) 5,000,000
Philadelphia Terminal (do*) 3,O6U,916
Baltimore Terminal ( do •) 6,000,000
Puerto Rico Terminals h,062,19h
Other Property 7U7,387
Claims Pending 

Total
22,58U

$32,91(5,665

Alcoa: Vessels $ 5,183,638
Working Capital 1,233,955
New York Terminal (non-owned) 2,O15,l»OO
Baltimore Terminal (do.) 1,117,000
Mobile Terminal (do.) 1,901,800
New Orleans Terminal (do*) 825,700
Puerto Rico Terminal (do.*) 1,500,000
Terminal Equipment (do.) 356,600
Structures 98,371
Equipment 231,957
Spare Parts 

Total
67,73U

$11(,532,155 •
lykeg: Vessels $ 3,781(,23O

Working Capital ^,212
Terminal Property 3,589
Other Property 92,801
Statutory Reserve Funds 

Total
2,022,^88

$ 6,31(8,320
Waterman: Vessels $ U,179,856

Working Capital
Mobile" Terminal (non-owned) 
New Orleans Terminal (do*) 
Puerto Rico Terminal 
Furniture, Fixtures and

1,2o8,o91 
1,000,000

750,000
1,21(2,716

167,6O1(Other Equipment
Office Buildiqg, Mobile 289,1(91
P*R* Stevedore Equipment 23,863
P,R. Wharf Equipment 

Total 
Grand Total

1^39
$,8,853,860 
$62,680,000

♦This figure does not include any value assigned for Liberty ships, and
because of an error in calculation in the Conference brief, should be
$12,288,581 on the basis claimed by the Conference*
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TABLE IV 
RITE BASES CLAIMED BI WATERMAN

Method 1: Vessels, Average of Reproduction Cost *
Depreciated and Net Book Value $ 4,666,171

Other Property 3,474,913
Working Capital 1,892,107

Total £10,033,191

Method 2: Vessels, Market Value $ 3,070,500
Other Property 3,474,913
Working Capital 1,892,107

Total $ 8,437
♦This figure, although labeled average of reproduction coWdeprecliSed 
and net book value, embraces as an element the depreciated value of 
replacement vessels rather than reproduction cost depreciated of the 
vessels employed.

36. The items listed in Table III designated as other property, 

structures, equipment, spare parts, terminal property, furniture, fix­

tures and other equipment, office building, and stevedore and wharf equip­

ment represent allocations of owned property carried into the claimed 

rate bases at net book value, and there is generally no dispute concerning 

the propriety of including such asset values. The item called claims pend­

ing in the rate base claimed for Bull is disallowed. It does not constitute 

a specific investment in property required in performing the service.

37. Lykes alone among the respondents does not claim as a part of 

its rate base the values of any non-owned terminals, on the ground that 

its vessels utilize a number of different public terminals, and the ratio 

of its use of any particular terminals would be minimal and difficult to 

determine. Accordingly, it claims as expense items in its profit and loss 

statements the full rentals paid for terminal use. lykes Includes in its 

claimed rate base statutory reserve funds amounting to $2,022,488, made up 

of capital reserve funds of $1,734,919 representing accumulated depreciation 

on the portion of its vessels allocated to the Puerto Rican services, and 

special reserve funds amounting to $287,569# Both of these reserve funds 

are required to be maintained by lykes in connection with its subsidized 

foreign operations under section 607 of the Merchant Marine Act, 1936, as 

amended, 46 U.S.C. 1177* To the extent they represent depreciation on



vessels, they are not allowable as part of the rate base property. Amounts 

other than depreciation cannot be said to be devoted to the Puerto Rican 

trade in light of the statutory provisions under which the funds are main­

tained. Therefore, they will not be included in the rate base.

38. Table V below shows, after allocation, the original and repro­

duction costs, depreciated as of December 31, 1997, the averages thereof, 

and the market values of the vessels employed by the respondents. The 

record shows the domestic market value in April 1997, for C-2 vessels, 

exclusive of extras, as $1,390,000, which by October 1998, had declined 

to $879,000. The 1997 value reflects the result of the Suez Canal crisis 

which created a sudden shortage of vessels. The 1998 value reflects the 

decline resulting from the recession in shipping which occurred between 

the given dates. For C-l vessels corresponding values shown on this record 

were $1,100,000 for April 1997, and $979,000 for October 1998. The market 

values are averages of the said domestic maricet values, taken so as to 

eliminate extremes of value occasioned by the special circumstances 

detailed. As in the case of Table III, the vessel values in the case of 

Bull do not include assigned values for Liberty-type vessels which the record 

indicates will occupy a diminishing role in its operations.

TABLE V 
VESSEL VALUES

Original 
Cost 

Depreciated

Reproduction 
Cost 

Depreciated Average

Domestic 
Market 
Values

Bull $2,922,317 $16,890,7^0 $ 9,906,529 $ 7,620,900
Alcoa 1,1*21,166 7,1*87,081 1*,1*51*,121* 3,913,972
Lykes 993,200 5,1*09,969 3,201,585 2,359,806
Waterman 1,152,132 6,535,356 3,81*3,71*1* 3,167,275

Totals $6,1*88,815 $36,323,11*6 $21,hO9,982 $17,061,953
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DISCUSSION AND CONCLUSIONS

Under the 1933 Act we are required to determine whether the increased 

rates are ’’just and reasonable ”•

The carriers are entitled to a fair return on the reasonable value

of the property at the time it is being used in the service of the public.

The Conference respondents contend that the operating ratios exper­

ienced by the carriers (ratio of expenses to gross revenues). should be 

utilized as the controlling test in determining the reasonableness of the

rates under investigation.

We agree with our predecessors that the fair-return-on-fair-value 

standard is proper in judging rates in the domestic offshore trades. 

general Increase in Hawaiian Rates, 5 F.M.B. 347, 354 (1957); General 

Increases in Alaskan Rates, 5 F.M.B. 486, 495 (1958). They have invariably 

followed the rate base approach, and have rejected the contention advanced 

in previous rate investigations that the operating ratio theory should be 

adopted as a measure for determining the reasonableness of rates in the 
offshore trade.

We find nothing in this record that warrants departure from the rate 

base method. In any event the use of the operating ratio theory would not 

affect our ultimate conclusions arrived at by applying the standards employed 

by our predecessors and most Federal regulatory agencies.

Various parties urge that Bull be considered as the ratemaking line. 

Those so contending argue that Bull is the most important carrier in the 

trade; that its activities are primarily devoted to this service; that it 

is the only North Atlantic carrier providing turnaround service; and that 

the operations of other carriers are so diverse that no meaningful com­

posite picture can be drawn for ratemaking purposes.

In this proceeding there are five carrier respondents serving the 

Puerto Rico trade, some from the Gulf and some from the North Atlantic. 
The rates are the same from the North Atlantic and Gulf ports. Bull pro­
vides Puerto Rico service only from the North Atlantic. To make findings 

determinative of the issues herein, based solely on the operating results 
of Bull, would fail to give consideration to operations from the Gulf. 

If separate findings were made with regard to North Atlantic and Gulf
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rates, a disparity of rates which might result would be disruptive to 

the trade. Moreover, Bull did not overwhelmingly dominate the trade* 

Bull’s gross revenue for the first six months of 1958 were some 

$11,682,207, as compared with the combined gross revenues of $10,806,796 

for Lykes, Waterman, and Alcoa* On this record we hold that neither the 

strongest nor the weakest lines control rate determinations, but our 

findings are based on average conditions confronted by respondents 

as a group. This is the long-standing practice of the Interstate Com­

merce Commission. Increased Freight Rates, 1947, 270 I.C.C. 403 (1948); 

Increased Freight Rates, 1951, 248 I.C.C. 589 (1952); Increases, Calif., 

Ariz*, Colo*, N. Mex*, and Tex., 1949, 51 M.C.C. 747 (1950).

In its decision of April 28, i960, the Board found that ’’the value 

of the vessels on the domestic market at or about the time the rate 

increase was requested, with adjustments to eliminate short-term peaks 

in vessel values”, is the proper method for determining the reasonable 

value of the property being used for the public*

The United States Court of Appeals for the District of Columbia 

Circuit in remanding the Board’s order of April 28, I960, stated:

"The Board did not say why it adopted market value as a rate 
base or why it rejected Puerto Rico’s contention that this base 
is grossly excessive and rates should be based on prudent invest­
ment less depreciation." Commonwealth of Puerto Rico v* Federal 
Maritime Board, Supra.

The following methods of valuing the vessels used in the trade were 

proposed in this case: (1) prudent investment, (2) market value, and 

(3) average of original and reproduction costs depreciated*

The so-called "prudent investment" standard for measuring the rate 

base is widely used in the regulation of public utilities on the authority 

of Supreme Court approval. Federal Power Commission v. Hope Natural Gas 

Co,, 320 U.S. 591 (191|W.
"The rate base is a figure representing the money prudently invested 

in the properties and equipment utilized in the business" and "prudent 

investment" has become the traditional "rate base approach" for most
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Federal regulatory agencieso City of Detroit^ Michigan v© Federal 

Power CcEnnission, 230 F© 2d 810 (19^)j cert© den© 352 U©S© 829 (1956)©

There is, in our opinion, no sound reason why the prudent invest­

ment standard is not equally applicable in the determination of just and 

reasonable rates in the domestic offshore trades and, in fact, there 

is much in favor of its use© .

A market value rate base would produce erratic rates which are 

in the interest of neither the shipping public nor the owning companies. 

Market values fluctuate widely© For example, the market value of C-2 

vessels was $1,350,000 in April 1957 and $875,000 only 18 months later 

in October 1958© C-l vessels showed an even more striking fluctuation, 

$1,100,000 in April 1957 and $575^000 in October 1958© This variation 

was due to factors totally unrelated to the utilization of the vessels 

involved herein, which was the same on both dates© More often than not 

in the case of ships, market value is based largely on opinions and pre­

dictions, and the same would be true of rates derived therefrom. 

Logically, market value should lead to an increase or a decrease in 

rates as vessel prices rise and fall, but obviously, such rate instabil­

ity would not be practical© It would disrupt the trade to the detriment 

of the shippers, the carriers, and the general public©

Nor can we accept reproduction cost as proper for ratemaking pur­

poses. This assumes that a carrier has reproduced or will reproduce its 

vessel. Those devoting their property to the public service are entitled 

to a fair return on their actual investment, not on some speculative amount 

which they have not invested and may never invest© If and when a vessel 

is replaced, or amounts are expended for capital improvements, then the 

carrier is entitled to a fair return on the new vessel or the improvements. 

Uhtil that is done the shipping public should hot be forced to pay rates 

based to any extent on speculative vessel values.

We therefore utilize the prudent investment standard to determine 

the fair value of property being devoted to the service of the public in 

the domestic offshore trades© Thus, amounts which have been invested
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prudently in ships, terminals, lands, other facilities and property as 

of the time they are first devoted to the particular trade, plus amounts 

prudently invested in betterments, all depreciated to the period for 

■which the rates are being tested, will be included in our determinations 

of the rate base of respondent carrierso

An incidental but important advantage in the use of this method is 

that the ready availability of data on original costs and capital 

improvements will contribute to speedier, less expensive disposition 

of rate cases.

An important element bearing on the reasonableness of the rates 

under investigation is the determination of the proper depreciation of 

the carrier’s property. The Conference claims that depreciation for 

the purposes of this proceeding should be based on the valuation placed 

on Bull’s vessels when A. H. Bull New Jersey assets were transferred 

to A. H. Bull Delaware. ACS purchased the stock of A. H. Bull of New 

Jersey in, they say, an arm's length transaction. It is contended that 

the transfer of the assets from New Jersey to Delaware should be viewed 

as a part of a single transaction, i.e., the acquisition of Bull by 

ACS, and that the values placed on the vessels were reasonable, only 

70 percent of the appraised value.

To allow depreciation based on values assigned to the vessels at 

the time they were transferred to A. H. Bull Delaware, would disregard 

and eliminate from consideration the 10 years of depreciation which 

shippers have already paid. These large sums of depreciation were com­

pletely liquidated by the payment of the $18 million dividend previously 

described in paragraph U, supra. The inauguration of an entirely new 

depreciation cycle based on increased book values would be unfair to the 

public. It could result in the public being forced to pay two or three 

times for the same property. Every time some occasion arose which was 

thought to justify the assignment of new values to the property, existing 
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depreciation reserves could be ignored and the depreciation cycle 

commenced anew on some new valuation base* Obviously, this would 

be inequitable. There was no additional investment in new assets 

created by the purchase of the stock by ACS. Exactly the same 

assets continued to serve the trade.

The Commonwealth contends that vessel depreciation should be 

computed on the difference between original cost and the amount 

which it is estimated Bull will realize at the end of the deprecia­

tion period rather than the difference between such cost and scrap 

value. The vessels, they say, have already been depreciated below 

their market values. The Commonwealth conjectures that when the 

vessels are retired they will bring not merely the residual scrap 

value, but instead will be disposed of at prices considerably in 

excess of scrap value.

This record discloses graphically the extreme fluctuations 

which occur in the market prices of vessels, by reason of political 

upheavals and economic changes in world-wide market conditions. In 

these circumstances, it is impossible to forecast, even in the rela­

tively near future, the probable disposable value of vessels at the 

end of the depreciation cycle. The residual values utilized by the 

respondents accord with the conventional long-standing practice of 

vessel owners, are the basis of depreciation allowable to compute 

income tax liability, are the only certain standard upon which we can 

rely, and in our opinion are not unreasonable.

We find the amount the several respondents prudently invested in 

the vessels devoted to the trade after allocation, depreciated to
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December 31, 1^7, to be - Bull, $2,922,317; Alcoa, $1,^21,166; Waterman,

$1,192,132; and Lykes, $993,200* There is no suggestion in this record 

that the sums originally paid for the vessels, or any other property we 

have included in each respondent’s rate base, were not prudently invested* 

We further find that, of the amounts claimed by Bull as depreciation 

on its vessels, $932,627 for 1997, $170,08h for the first of 1998, and 

$3^0,168 for projected 1998, should be disallowed.

The examiner found that a fair and reasonable allowance for working 

capital as an element of the rate bases would be approximately one-twelfth 

of the annual operating expenses experienced in 1997 of the respective 

carriers, exclusive of depreciation, or $1,800,00 for Bull, $860,000 for 

Alcoa, $360,000 for Lykes, and $619,000 for Waterman.

The Conference excepts to this finding, contending that the carriers 

are entitled to (1) a buffer fund equivalent to one-twelfth of annual 

operating expenses, exclusive of depreciation, plus (2) an amount suffi­

cient to cover the lag in revenue collections behind the related disburse­

ments, citing Alaskan Rates, 2 U.S.M.C* 998, 966 and 2 U.S.M.C. 639, 6^9.

In General Increases in Hawaiian Rates, supra, the Board used General 
2/Order 71“as the method for the computation of working capital as an element 

of the rate base* In General Increases in Alaskan Rates and Charges, supra, 

working capital computed by the formula detailed in Alaskan Rates, supra, 

was disallowed. Working capital is required to meet the need which "arises 

largely from the time lag between payment by the Company of its expenses and 

receipt by the Company of payment for service in respect of which the 

expenses were incurred." Alabama-Tennessee Nat* Gas. Co* v. Federal 

Power Commission, 203 F. 2d U9h (1993). The Conference tariff specifies 

that freight must be prepaid* There would appear to be, therefore, no 

substantial lag between payment of expenses and receipt of revenues.

To the extent there is any such lag, the working capital allowed by the

1,6 C.F.R., part 291.
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Board - an amount approximately equal to one round voyage expense of each 

vessel in the service - is ample to take care of the carrier’s needs 

(6 FABe 1U)»

We agree with the Board’s prior decision in this case and find that 

the fair and reasonable allowance for working capital would be $1,087,000 

for Bull, $26^,100 for Alcoa, $222,100 for Lykes, and $260,000 for Waterman.

As is indicated in Table III, Bull, Alcoa, and Waterman claim as 

elements of their rate bases substantial amounts representing the value 

of terminals and terminal equipment used by them in their Puerto Rican 

services which are owned by others. In conjunction with these claims, 

Bull has adjusted its operating expenses to substitute owners’ expenses, 

detailed on the record in the case of the Brooklyn and Philadelphia 

terminals, for terminal rentals, and has credited its revenues With the 

profits derived from the operation of the Puerto Rican terminals by its 

subsidiaries; Alcoa has adjusted its operating expenses to eliminate 

rental costs for terminals; and Waterman has adjusted its operating 

expenses to eliminate profits from the operation of its Puerto Rican 

terminal owned by Waterman P. R. However, Waterman claims as operating 

expenses the rentals paid for terminals at Mobile and New Orleans, and 

the record affords no basis for determining the amount of such rental 

payments. The Baltimore terminals used by Bull and Alcoa are leased to 

them free by the ovmers as an inducement to increase the amount of 

traffic moving over the piers, and Bull’s rental payments for its Phila­

delphia pier are substantially less than owners’ costs.

In the earlier decision in this case (6 F.M.B. lh), the Board deter­

mined, correctly we think, that the value of terminal facilities used 

but not owned by the carriers should not be included in the rate base. 

The carriers are not devoting their capital to the public use insofar as 

such property is concerned.

It is proper to include as expenses the rentals paid and other 

expenses of the carriers which arise by reason of the use of the facili­

ties# However, to include the value of non-owned property in the rate
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base and owners’ expenses, instead of rentals as expenses, results in a 

windfall to the carriers at the expense of the shipping public.

Bull owns certain Puerto Rican terminals having a net book value of 

$2,144,572 as of December 31, 19^7, which are used in the trade. It is 

contended by some that this value should not be included in Bull’s rate 

base, and by others that the amount should be reduced by some $475,000 

representing the total acquisition cost of certain property adjoining 

one of the terminals on which is located a building which occupies about 

one-twelfth of the area, and which is leased for purposes not related to 

the Puerto Rican trade. The remainder of the property is admittedly used 

for terminal services and the building rentals are credited to the Puerto 

Rican services of Bull. The property is owned by Bull and devoted to the 

trade and should be included in Bull’s rate base. Rentals from the build­

ing will be credited to Bull’s Puerto Rican service, as well as any prof­

its realized from the operation of the terminal.

Separate amounts for going concern value are claimed. The amounts 

based on a percentage of the physical assets devoted to the trade are 

speculative estimates. We have valued the property as successful going 

enterprises. The carriers have been in business a long time and the costs 

of development have long since been paid out of rates collected from the 

public. Alaskan Rates, supra, 568.

Table VI, below, sets forth the total values of the property of the 

respondents devoted to their Puerto Rican services. They reflect the 

findings specifically made above concerning the valuation of vessels, work­

ing capital and terminals, as of December 31, 1957. In the case of other 

property, they reflect the net book values as of December 31, 1957, as 

found in the record, except as to Lykes, which values are the average of 

net book values shown in the record as of June 30, 1957, and as of June 30, 

^•958• The December 31, 1957 values for Lykes are not a matter of record.

TABLE VI
Bull $ 6,901,276
Alcoa 2,083,328
Lykes 1,311,690
Waterman 3,137,045

Total
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As stated above, in the present posture of this proceeding it is 

possible to determine -with reasonable accuracy the actual operating results 

experienced by the respondents during 1957 in the performance of their Puerto 

Rican services, and thus to make findings concerning the lawfulness of the 

15 percent increase. Reasonable projections for the future may be made based 

upon revenue and expense data submitted by the respondents covering the first 

six months of operations in 1958 under the combined 15 percent and 12 percent 

increases, by which lawfulness of the combined increased may be gauged. Numer­

ous issues are raised by the parties concerning the revenues to be assigned to 

the Puerto Rican trade, and the expenses allowable. Certain of these, relating 

to allocation methods employed by the respondents, depreciation claimed by them, 

and the adjustment of expenses to eliminate rental costs for non-owned terminals 

or to substitute owners’ costs therefor, have been treated separately above, 

and need not be restated here. In stating the assignable revenues and allow­

able expenses, the findings there made will govern.

It is contended that the revenues of the respondents for 1957 should 

be restated so as to give effect to a full year’s operations under the 15 per­

cent increase, which became effective on January 10 of that year. It is also 

contended that the expenses of Bull for that year should be adjusted so as to 

eliminate the expenses incurred during the strike mentioned in paragraph 8 

above, of which $643,037 of general operating expenses and $146,483 of depre­

ciation are allocable to the Puerto Rican services, on the ground that this 

strike was unique in character, and occurred for reasons not related to the 

Puerto Rican trade. The strike was unrelated to the ordinary labor management 

controversies, and the general operating expenses incurred during the strike 

should be excluded from Bull’s expenses for 1957, but no sound reason is shown 

for the elimination of depreciation expenses incurred during that period. 

With respect to the restatement of revenues to cover a full year of the 15 

percent increase, since the operating results for 1957 do not enter into pro­

jections for the future, a restatement of revenues to cover a full year of the 

15 percent increase would serve no useful purpose.
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1957 revenges and expenses* - Bull shows operating revenues for 195? ’

of $21,646,383 which are adjusted to include amounts of $117,954 covering 

interest revenue from a mortgage on the Brooklyn terminal held by Bull, $86,018 

covering net profit of the Puerto Rico terminal companies, and $68,18? covertly 

top wharfage collected in Philadelphia* Public Counsel and the interveners 

contend that the revenues should be further adjusted so as to include ♦38,335 

of the net profits of Caribbean Dispatch, Inc., earned in carrying bagged raw 

sugar under contract terms which would normally have been transported by Bull 

at tariff rates, and $60,069 of profits earned by Bull in conducting independent 

stevedoring operations at Puerto Rico for other carriers during the strike 

period. The interest revenue from the Brooklyn terminal is no more a part of 

the earnings derived from the Puerto Rican service than the revenue from any 

other unrelated investment. The terminal is not a part of Bull’s rate base.

The elimination of the strike expense for 1957 requires also that the bagged 

raw sugar and stevedoring profits should be excluded from the assigned revenues.

Bull shows total allocated operating expenses of $22,644,027* Adjust­

ments upward include $95 >672 covering costs incurred as a result of actions 

brought in Puerto Rican courts for overtime wages by stevedore foremen, and 

$69>273 covering the excess of actual Puerto Rican overhead expenses over budget 

provisions therefor. Adjustments downward include a credit of $14^,299 for 

stevedore overhead charged into the stevedoring account; $3,813 to cover a 

correction in the allocation of 1957 strike expenses; and a stipulated correc­

tion of $35,232 in management and operating commissions. The Manufacturers 

Association of Puerto Rico contends that the adjustment of expenses to cover 

the foremen’s overtime suits is improper on the ground that th« expense is 

attributable to a violation of law by Bull. The suits arose xsus & difference 

of opinion as to Bull’s liability for overtime payments, and the costs in­

curred by Bull are operating costs properly includable.

The Manufacturers Association of Puerto Rico also contends that 

Bull’s 1957 expenses should be adjusted downward by $6,398 to reflect an allo­

cation of inactive vessel expense and depreciation of other equipment to the
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Dominican traffic not made by the respondents, and this adjustment is con­

sidered proper. Bull’s operating expenses should also be reduced by $139,404 

to cover the excess of commissions paid to A. H. Bull & Go. over and above the 

costs of the latter as allocated on a revenue prorate.

Alcoa shows gross operating revenues in 1957 of $9,175,949* Operat­

ing expenses after allocation were #0,615,037.

Lykes shows gross operating revenues in 1957 of $3,774,843* Operat­

ing expenses after allocation were $4,540,813.

Waterman shows gross operating revenues in 1957 of $9,416,267, 

covering both its Gulf and North Atlantic operations* Expenses were $8,771,685® 

Interveners contend that the expenses should be adjusted to eliminate charter 

hire of $32, iW on a vessel included in the rate base, and to eliminate $13,770 

interest on a vessel mortgage* Since the vessel is not included in the rate 

base the charter hire paid is a proper expense* Interest payments are not 

operating expenses as such, but are rather costs of capital employed which 

should be borne out of profits earned, and an adjustment is proper* It is also 

contended that Waterman’s revenues and expenses for 1957 should be restated so 

as to eliminate the results of its North Atlantic service, which was conducted 

in that year at a loss, for the reason that such service was only temporarily 

operated. As stated above, operating results for 1957 do not enter into pro­

jections for the future, and the service was instituted by Waterman with the 

full intention of making it permanent* To eliminate the results of this service 

would distort the actual revenue position of Waterman, contrary to the facts of 

record.

Giving effect to the findings above, including elimination of strike 

expenses and adjustments relating thereto, and the adjustment in Bull’s reve­

nues as found above, and the inclusion of rental expenses and deletion of 

owners’ expenses for non-owned property disallowed in the rate base, Table 

VII below shows the operating results of the respondents in 1957, as adjusted:
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TABLE VII

1957 OPERATING RESULTS

Net Profit or (Loss)ExpensesRevenues

Bull $21,800,588 $21,303,362 $ 497,226
Alcoa 9,175,91x9 10,615,037 (1,439,088)
Lykes 3,774,843 4,540,813 (765,970)
Waterman 9,416,267 8,757,915 658,352

Totals 44,167,647 45,217,127 (1,049,480)

1958 revenues and expenses^ As stated in paragraph 16 above, the 

revenue projections of the respondents, where given, were based on an extension 

of their most recent experience, that for the first half of 1958, subjected to 

adjustments for known or contracted cost increasesu Revenues for 1958 were 

calculated as twice those for the first six months, adjusted to give effect 

for the full year to the 12 percent increase which became effective January 15* 

Expenses for the first six months were adjusted upward by about 1 percents 

Waterman did not submit future projections, basing its position on the fact 

that it ceased operations in the trade and its successor in the operation is 

not a respondent herein* Waterman contends, therefore, that no consideration 

may be given to the future operations of Waterman P* R* in the trade in 

determining the lawfulness of the rates here under investigation^ Waterman 

P* R* is, however, an existing operator in the Gulf/Puerto Rico trade, its 

rates are identical with those under investigation, and it has agreed to be 

bound by the findings herein* Accordingly, for the purposes of this report, 

projected 1958 results for the combined Waterman and Waterman P R* operation 

from the Gulf ports to Puerto Rico are calculated below on the same basis as 

used by the other respondents* Revenues for the first six months are doubled, 

and adjusted upward by $5U,000 as suggested by Public Counsel to reflect a 

full year’s operation under the 12 percent increase* Expenses for the first 

six months, as adjusted, are doubled and adjusted upward by 1 percent to 

reflect the cost increases expected by the other respondents* This will fail 

to give effect to the cost increases shown by Waterman individually as stated 

in paragraph 22 above, but it is expected that similar cost increases will
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also affect the other respondents, and they are disregarded here in order to

* treat all the carriers similarly*

In computing operating expenses for the first six months of 1958, 

Bull included vessel repair expenses on a reserve basis in its voyage accounts* 

For the period these reserves totaled $197^^28* Actual repair expenses during 

the period were $57,951 less than this amount, and it is contended that the 

excess should be credited to Bull’s expenses and only actual repair costs 

allowed. Bull’s actual repair expenses were $1113,311 in 1957, and $562,795 

in 1956, and it does not appear that the reserves are excessive. For the 

purpose of projecting expenses over the full year 1958, the reserves for repair 

expenses will be allowed.

The combined Waterman and Waterman P. R. expenses reported for the 

first six months of 1958 in their Gulf/Puerto Rico service include costs of 

$8,617 attributable to transfer of the Bienville cargo at New Orleans into a 

vessel regularly providing breakbulk service to Puerto Rico. Waterman con­

tends that this amount should not be disallowed. It is a cost of a non-recur­

ring nature and for the purpose of projecting future operating results it will 

be disallowed.

Giving effect to the findings relating to 1957 revenues and expenses, 

and those made specifically with regard to 1958, Table VIII shows the revenues 

and expenses of the respondents for the first six months of 1958, and the pro­

jected operating results for the full year 1958,

TABLE VIII

1958 OPERATING RESULTS

First half 1958 1958 Projected

Revenues Expenses Revenues Expenses
Net Profit 
or (Loss)

Bull $11,706,918 $11,2111,1118 $23,650,643 $22,730,182 $ 920,461
Alcoa 4,215,049 4,990,803 8,IM, 000 10,027,000 (1,543,000)
Lykes 1,940,279 2,150,083 3,919,737 4,318,234 (398,497)

Waterman and
Waterman P.R.

4,121,323 3,417,080 8,296,6116 6,902,501 1,394,145

Totals $21,983,569 $21,772,114 $44,351,026 $43,977,917 $373,109



The parties agree that income tax liabilities may be considered - W 

as an. operating expense before calculation of rates of return earned 

or expected* However, it is contended that income tax liability should 

be computed on the basis of ®actual liability®, and from computed operat­

ing results there should be deducted interest which Bull may claim on 

its tax returns* They argue that Bull has no tax liability for its 

earnings in the Puerto Rican trade so long as such earnings axe within 

the zone of reasonableness, because its fixed annual interest payments 

would exceed such earnings*

The Commonwealth contends that the rats of return allowable on the 

capital invested in the trade should not exceed 5 percent, because £ per­

cent represents the actual needs and costs* They point out that Bull’s 

$22 million capital structure is all debt except $100,000, consisting of 

some $16 million of bank leans with annual interest at u§ '^' 5 percent, 

or about $720,000 per annum,, and roughly $5 million from stockholders 

of ACS $ with annual interest at 5 percent or $2^0,000 per annum*

Apparently# the position of the Commonwealth is that the owners of 

Bull ar e entitled to no r eturn on borrowed capital, although a part of 

it came from the stockholders of ACS and ACS guaranteed the bank loans* 

This would be a sure way to inhibit investment*

The investors or the carriers are entitled to enough revenue not 

only for operating expenses but also for capital costs, including service 

on the debt and dividends* The equity owner’s return should be suffi­

cient to ensure confidence in the financial integrity of the Company, so 

as to maintain its credit and attract capital*

We need not in this proceeding determine what the maximum rate of 

return allowable is in this trade, since, as shown above, the carriers 

suffered a composite loss in 195? of over $1 million, and in 19^8 earned 

before income taxes only $373109$ or less than 3 percent* In those 

circumstances, no further consideration need be given the question of the 

amount of income taxes allowable*
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We find and conclude that the 15 percent and 12 percent

increases here under investigation are just and reasonable

An order discontinuing this proceeding will be entered# 

By the Caanission February 1, 1962

Thomas Lisi 
Secretary
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ORDER

At a Session of the FEDERAL MARITIME COMMISSION, held at its

office in Washington, D. C», on the 1st day of February A.D 1962.

NO. 807

ATLANTIC & GULF-PUERTO RICO GENERAL INCREASE IN RATES AND CHARGES

Full investigation of the matters and things involved in 

this proceeding having been had, and the Commission, on the 

date hereof; having made and entered of record a report stating 

its conclusions and decision thereon, which report is hereby 

referred to and made a part hereof, and having found that the 

proposed rates and charges herein under investigation are just 

and reasonable:

IT IS ORDERED, That this proceeding be, and it is hereby, 

discontinued*

By the Commission. / /

Secretary
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1 V RAYMOND M. CARLSON I
£ CARL L. STEINHOVSE

2 j Antitrust Division, Department of Justice
* * 595 Ala Moana Boulevard

3 i P. 0, Box 2115
HonoLulu 5, Hawa11

* J Phone 58-831, Ext. 293

5 Attorneys for the Plaintiff

| IN TUB UNITED STATES DISTRICT COURT ~ j
7 [ FOR THE DISTRICT OF HAWAII

8 I UNITED STATES OF AMERICA, ) i

* Plaintiff, ) | ,

U v‘ ) Civil No. 2235 j
) .

12 ALEXANDER & bALWIN, LTD,; ) Pile: Jftnyr:y 20. .1964 . I
| CASTLE & COOKE, INC.; C. BREWER & )

n ; COMPANY, LTD.; AMERICAN FACTORS, )
I LTD.; and MATSON NAVIGATION COMPANY, )

Defendants. )

is I,

C • COMPLAINT •

i; The United States of America, plaintiff, by it* att^rneva, acting 

under the direction of. the Attorney General of the United States, brings I

ij this civil action to obtain equitable relief against defendants, a-4

eoKipla.rtf end alleges as follows:

1. This complaint is filed and chia action is instituted against

1 Che defendants under Section 4 of the Act of Congress oi July 2, 1890,

.^ - fts amended (15 U.S.C. t 4), cowaonly known as the Sbe.man Act aud under

p Section 15 of the Act of Congress of October va aueoded

O5 H.S.C. | 25). ccwmonly known as the Clayton Art, in rder to prevent

I *n^ r**LtaiT» continuing violations by the defendants, tn hereinafter

29 j aliened, of Section 1 of the Shersmn Act (15 U.S.C. § 1) ^nd of Seethe 7

30 f of the Clayton Act (15 U.S.C. § 13).

3j i; ^ ■■ All of the defendants transact business and are found within 

no < the District of Hawaii. ■
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24.
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DEFINITIONS

3. As used herein:

(a) ’’Hawaii" means the Territory of Hawaii prior to 

August 21, 1959 and the State of Hawaii since August 21, 1959.

(b) "Mainland” means all states of the United States

: with the exception of the State of Hawaii.

(c) ’’Big Five” means Alexander A Baldwin, Ltd., Castle 

i
! & Cooke, Inc., C. Brewer & Company, Ltd., American Factors, Ltd.

| and Theo. H. Davies & Co., Ltd., considered collectively.

(d) "Big Four” means Alexander & Baldwin, Ltd., Castle & 

| Cooke, Inc., CL Brewer & Company, Ltd. and American Factors, Ltd., 

; considered collectively.

DESCRIPTION of the defendants

4- Alexander & Baldwin, Ltd, (herein called "A&B"), a corpora* 

J tion organized and existing under the laws of Hawaii, is made a 

defendant herein. A&B was incorporated in 1900 by J. P. Cooke and 

James B. Castle, among others, who were sons of the founders of

; defendant Castle & Cooke, Inc.

5. A&B is primarily engaged as a sugar and pineapple factor.

I In this capacity, a substantial portion of its income is derived 

from factoring functions, which include purchasing, sales, shipping, 

। financial, tax, management and consultant services rendered to its 

B subsidiaries and affiliates. In 1961 A&B merged with Rs. liian

Commercial & Sugar Company, Ltd., the largest sugar riant,it ion in

I Hawaii. It also controls two other sugar company subsidiaries.

These three A&B companies combined produced 2)5,479 tons if sugar 

in 1961, accounting for 19.7% of Hawaiian sugar production. In

31
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1962, they produced 213,903 tons, or 19.IX. AO acts & factor for 

these sugar producers.

6. MB controls Maui Pineapple Company (resulting from the 

merger of two Maui pineapple companies, Maui Pineapple Company and 

Baldwin Packers); The Kauai Pineapple Company is a division of 

MB. MB acts as factor for these pineapple producers.

7. As hereinafter alleged with respect to other companies 

comprising the Big Five, defendant MB represents its sugar pro­

ducers in the management and operations of California & Hawaiian 

Sugar Refining Corporation, Ltd. (herein called "C&H"), a marketing 

cooperative whose capital stock is owned by the various sugar plan­

tation companies located in Hawaii.

8. MB is a major influence in the economies of Maui and 

Kauai. In addition to its control of much of the pineapple 

industry on Maui, it is that Island’s largest supplier of foods, 

lumber, cement, mill supplies and heavy equipment, amon^ other 

things. An MB subsidiary, Kauai Commercial Co., Ltd., is engaged 

in the business of trucking and merchandising on the Island of 

Kauai.

9. In 1962 MB acquired complete ownership of Edward R. Bacon 

Company of Hawaii, Ltd., tfiich sells, leases and services contractors 

and agricultural equipment in Hawaii.

10. MB has acquired 33.45Z of the stock of Matson, and has 

four of the twenty*one representatives on Matson’s board of directors

11. Castle & Cooke, Inc, (herein called ”C&C”), a corporation 

organized and existing under the laws of Hawaii, is made a defendant 

herein. C&C, one of the oldest companies in Hawaii, was one of the 

first to enter the sugar industry as factor for several plantations, 

gradually buying up and finally controlling several such plantations.

12. C&C Is primarily engaged as factor for three sugar pl agita­

tions in which it is the controlling stockholder. A substantial

u. s. wm»»«r Miinm<> cn^rt
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portion of its incase is derived from its factoring functions, which 

include purchasing, sales, shipping, financial, tax, management and 

consultant services rendered to its subsidiaries and affiliates.

Its three sugar plantations produced 165,466 tons of sugar in 1961, 

or approximately 15.1% of Hawaiian sugar production. In 1962 its 

plantations accounted for about 14.6% of such production. C&C 

recently obtained majority stock interest in Ewa plantation Company, 

one of the largest sugar companies in Hawaii.

13. C&C, as do the rest of the companies comprising the Big 

Five, represents its sugar plantations in the management and oper­

ations of C6H.

14. C&C has recently acquired all the stock of and merged 

with both the Dole Corporation (formerly Hawaiian Pineapple Co., 

Ltd.), the largest pineapple cannery in the world. Mid with the 

Columbia River Packers Association (now called Bumble Bee Seafoods, 

Inc ), one of the nation*s largest seafood producers. Dole, in i960 

accounted for 36% of the Hawaiian pineapple production, and Bumble 

Bee Seafoods, Inc. accounts for 100% of the Hawaiian tuna pack.

15. C&C is also engaged in heavy equipment merchandising, 

production of macadamia nuts, real estate and ranching, among 

other things.

16. C&C has acquired 23.31% of the stock of Matson and has 

four of the twenty-one representatives on Matson*» board of 

directors.

17* C. Brewer & Company, Ltd, (herein called ”C. Brewer”), a 

corporation organized and existing under the law of Hawaii, is made 

a defendant herein. C. Brewer, one of the Islands* first commercial 

ventures, was founded in 1826.

18. C. Brewer is primarily engaged aa a sugar factor. In this 

capacity, a substantial portion of its income is derived from its 

factoring functions, which include purchasing, sales, shipping,

a. r coa.aMmr.T r.iMriNS office
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financial, tax. Management and consultant services rendered to its 

subsidiaries and affiliates. Its ten sugar plantation subsidiaries 

produced 271,626 tons of sugar in 1961, amounting to about 25% of 

Hawaiian sugar production. In 1962 these subsidiaries produced 

288,673 tons, accounting for about 25.7%. In January 1963, two of 

C. Brewer*a sugar companies were merged, reducing the total number 

of such operations to nine.

19. As in the case with the other Big Five membera, C. Brewer 

represents its sugar companies in CM. j

20. C. Brewer owns Pell Co., Inc., a Hawaii merchandiser of 

industrial and mill supplies. Its wholly owned subsidiary, Ultramar 

Corp., produces fertiliser, agricultural insecticides and other 

chemicals. In 1961 C. Brewer purchased the Hilo fertiliser plant 

of Pacific Chemical & Fertiliser Co. It owns or controls several 

ranches on the Island of Hawaii.

21. C. Brewer has acquired 14*24% of the stock of Matson and 

has two of the twenty-one representatives on Matson*s board of 

directors*

22. Mtrto Factors , Ltd, (herein called ”AmfacM), a corpo­

ration organized and existing under the laws of Hawaii, is made a 

defendant herein. Amfac, one of the early firms in Hawaii, was 

originated under the name of H. Hackfeld & Co., Ltd. and by 1880 

was financing 18 sugar plantations. At the outbreak of World War 1, 

the United States Alien Property Custodian sold the then Serman- 

controlled company, which became known by its present name. Amfac 

is substantially engaged as sugar and pineapple factor for plantations ; 

owned or controlled by it. A substantial portion of its income is 

derived from its factoring functions, which include purchasing, sales, 

shipping, financial, tax, management and consultant services rendered 

to its subsidiaries and affiliates. It also performs agency services l
I

for several non-related companies.

J. «.;/»«run-inr wuris; ofriCi
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1 i 23. Amfac acts as factor for six sugar plantations with a
2 j production of 294,717 tons in 1961, 307,160 tons in 1962, comprising

3 | about 27% and 27.4% respectively of the total Hawaiian sugar pro-

4 j duction. .

$ I 24. Amfac, as do the other members of the Big Five, represents

6 its sugar plantations in CAH.

1 25. The Wholesale Division, of Amfac comprises some ten depart-

8 ments which merchandise tires, drugs, dry goods, beer, wines and 

liquors, hardware, chemicals, and commercial and industrial machinery

j and equipment. It also wholesales glass, lumber, appliances and 

j certain other merchandise* Amfac distributes and retails household 

12
I appliances (it is exclusive distributor for General Electric) under 

13
j the tradename ’’Ramsey". In conjunction with its wholesale operations, 

14 ' •
Amfac acts as sales representative for many Mainland manufacturing

15 •
companies. It acts as purchasing and shipping agent for large quanti-

16
ties of lumber sold to Hawaii's building industry.

17
26. The Retail Division of Amfac operates "Liberty House", the

18
oldest and largest department store in Hawaii, with four stores on 

19 ’
Oahu. It also operates Waikiki Pharmacy. Amfac is affiliated with 

20
Kauai Stores, Ltd., which operates grocery, electrical appliance

21
and department stores on the Island of Kauai.

22 । .27* Amfac has acquired 2.58% of the Matson stock and has two

23
; of the twenty-one representatives on Matson's board of directors. 

24
28- Matson Navigation Company, organized and existing under 

25 .

the laws of the State of California, is made a defendant herein. 
26

Matson is a common carrier operating on routes between Hawaii and 
27 „

coastal ports on the Mainland.
28 ; •

29. Matson, since its incorporation in 1901. has eliminated
29

much of its competition. In about 1901 Matson acquired e controlling 

interest in the Planters Line, a competing carrier, which went out

,1 of existence a short time later. Xn 1927 Matson bought out the

67—W<
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i! Los Angeles Steamship Company, a competing carrier. In 1931 Matson 

acquired partial control of Oceanic & Oriental Navigation Company, 

a competing carrier, which thereafter discontinued Hawaii service.

During the 1930s Matson entered into an agreement with Dollar Lines, 

a competing carrier, whereby in return for Matson withdrawing from 

the Manila trade. Dollar would permit Matson to act as its agent in 

Dollar’s Hawaiian trade and Dollar would pay Matson 50% f all 

freight revenues received in its Hawaiian runs. This agreement was 

voided by the United States Maritime Commission, but Dollar did not 

remain a significant factor in the Main!and“Hawaii trade thereafter. 

Since that time Matson has been the dominant carrier between the 

Pacific Coast of the United States and Hawaii. It carries most of 

the cargo each way.

30, In 1934 Matson entered into a pooling arrangement with 

Isthmian Lines to serve the Hawaii-At 1antic/Gulf Coast trade. Matson 

and Isthmian Lines,.pursuant to this pooling arrangement, carry most 

of the cargo on these routes.

31. Matson (including its joint service with Isthmian) carries 

approximately 80% of all cargo shipped between the Mainland and Hawaii. 

In 1961 Matson received $64,000,000 gross revenue from its freight 

service on 3,675,400 revenue tons of cargo.

32. Twelve members of the twenty-one member Matson board of 

directors are officers or directors of one of the Big Four. Eight 

of the twelve directors of C&H are directors or officers in one of 

the Big Four. Five of these Big Four directors or officers sit on 

the boards of both Matson and C&H. Executives of the Big Four act 

as an advisory board to Matson’s board of directors,

III

TRADE AND COMMERCE '

33. The State of Hawaii bears the unique geographical distinc 

tion of being ’’water locked”. An island chain, Hawaii is virtually

7—1404
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totally dependent upon ocean transportation for all of it# domestic 

interesta, as well as foreign trade. The State of Hawaii is dependent 

upon the Mainland, both as a market for its principal products, sugar 

and pineapple, and as a source of most of its food and other requi­

sites of living. Sugar and pineapple account for almost 90% of 

Che sales of Hawaiian products shipped to the Mainland. The lack of 

self-sufficiency in basic food stuffs and consumer goods has 

magnified Hawaii's reliance on ocean transportation. Two-thirds 

of Hawaii's food requirements and practically all of its other 

needs (such as clothing, building supplies and medical supplies) 

come from the Mainland. Sales to the Mainland in 1961 exceeded 

$280,000,000, and purchases from the Mainland exceeded $550,000,000. 

A* The Shipment of Sugar

34. Production of sugar is Hawaii's largest industry. Receipts 

from sugar operations totalled approximately $145,000,000 in 1961 

and $157,000,000 in 1962. Twenty-six plantation companies are engaged 

in the production of sugar in Hawaii. Twenty-one of such companies, 

already identified herein, producing approximately 86% of all Hawaiian 

sugar, are controlled by the Big Four.

35. Three sugar companies are controlled by Theo. H. Davies & 

Co., Ltd. (herein called "Davies”), the fifth member of the Big Five. 

Davies' three plantations produced 90,577 tons of sugar in 1961, 

accounting for about 8.3% of Hawaii's total production. Sugar com­

panies under the Big Five control accounted for about 95.1% and 94.9% 

of Hawaii's total sugar production in 1961 and 1962, respectively.

36. Davies represents its sugar companies on the board of 

directors of C&H, as do the other members of the Big Five.

37. The twenty-fifth sugar company. Gay 6 Robinson, is repre­

sented by Bishop Trust Co. The Big Four has eleven of the eighteen 

seats on the board of directors of Bishop Trust Co. Bishop Trust 

Co. has two representatives on the C&H board of directors.

7—140*
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38. The twenty-sixth sugar company is Grow Farms. Amfac 

and its affiliated sugar companies have four interlocking directors 

on the board of directors of Grove Fanes. Grove Farms and Amfac 

have a common director on the CW board of directors

39. In about 1937, the Big Five, acting as managing factors 

for the individual sugar plantations, formed OH, a cooperative 

marketing association engaged in the business of refining raw sugar 

and marketing the refined sugar under contract for its 26 Hawaiian 

sugar company owners. The stock of CW, owned by the 26 Hawaiian 

sugar plantation companies, hereinbefore identified, is held in a 

voting trust. The board of trustees of said voting trust controls 

the management and policies of CW, and is composed of representatives 

of the Big Five. The Big Five have nine representatives on the

twelve-seat board of director# of CW. CW has the world’s largest 

sugar refinery, located in Crockett, California, It also has a 

refinery in Aiea, Hawaii, and a bulk storage station in Portland, 

Oregon. Its sugar is sold in many Mainland states, under the brand 

name ”GW", to wholesale grocers, fruit canners, baker supply houses, 

food manufacturers and confectionery manufacturers.

40. CW accounts for all sugar and sugar by-products shipped 

from Hawaii to the Mainland. These shipments amount to about 95% 

of Hawaii's total sugar production; about 80% of this 95% is shipped 

to West Coast ports, the remaining 20% to Atlantic and Gulf Coast 

ports. During the period 1950 to date, Matson has carried virtually 

all of Hawaii's sugar bound for the West Coast.

B* The Shipment of Pineapple

41. Pineapple production ranks second to sugar production in 

Hawaii in total dollar volume. Total pineapple processed by all 

Hawaiian pineapple cannery operations for 1961 amounted to 30,759,483 

cases, with an approximate value of $117,000,000.

V. ». SOFt^HEM MSWTiWS CiCE
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42. Three members of the Big Four, A&B, C&C and Amfac, account 

for over 50% of Hawaii’s total production of pineapple. Dole Corpora 

tion, completely controlled by C&C, is the world’s largest pineapple 

canner. Its production alone accounts for about 36% of Hawaii’s 

total.

43. Hawaii’s pineapple production from 1950 to date has been 

carried to the Mainland principally by Matson. Dole ships virtually 

all its Hawaii pineapple to the Mainland via Matson.

C. ?*he Shipment of Other Cargo in Which the Big Four is Interested

44. In addition to the shipment of sugar and pineapple, each 

member of the Big Four is engaged in other business activities, 

delineated below, pursuant to which substantial quantities of other 

commodities are shipped between Hawaii and the Mainland:

a. MB

(1) Is a wholesaler of consumer goods, including 

food, lumber, cement, mill supplies and heavy 

equipment, which are sold or distributed through 

its affiliated companies on the Islands of Maui 

and Kauai;

(2) Is a supplier of lumber products to City Mill Co. 

Ltd., Honolulu.

b. C&C

(1) Is one of the largest seafood producers in the 

United States, with Hawaii’s only tuna cannery;

(2) Owns a controlling interest in two of Hawaii’s 

largest trucking firms;

(3) Is a processor and distributor of macadamia 

nuts;

(4) Is engaged in ranching;

(5) Is a merchandiser of machinery and equipment 

through its wholly owned subsidiary, Hawaiian 

Equipment Company, Ltd.

V. S. MVZRKMCNr WIHTUB OFFICE 10
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c. C. Brewer

(1) Merchandises industrial equipment and mill 

supplies through its wholly owned subsidiary, 

Pell Co., Inc.;

(2) Manufactures and distributes fertilizer, 

fungicides, herbicides and other chemical 

products;

(3) Is engaged in ranching.

d. Amfac

(1) Is the largest wholesaler of consumer goods in 

Hawaii, its wholesale lines including chemicals 

drugs, dry goods, beer, wines and liquors, 

tobacco, candy, tires, hardware, glass, lumber, 

appliances, and commercial and industrial 

machinery and equipment;

(2) Is a retailer of household appliances under the 

trade name “Ramsay”;

(3) Engages in department store retailing through 

Liberty House, the largest department store

operation in Hawaii;

(4) Operates a retail drug outlet called Waikiki 

Pharmacy.

45. Most of the commodities purchased and sold by the Big 

Four are transported between the Mainland and Hawaii by Matson.

IV

BIG FOUR ACQUISITIONS OF MATSON STOCK

46. Prior to 1959, the Big Four acquired 40.2% of the stock of 

i Matson.

47. On October 15, 1959, Matson offered to redeem 677,^30

jl shares of its capital stock at the equivalent of $73.37 per share -

u. 5 60Vt>MMfMr MirNYCM* CPPtCK
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1 Incorporated in the redemption offer was the agreement of the Big

2 Four and three other stockholders to waive their rights to participate

3 in the redemption* This redemption offer was carried out as follows:

4 cash and other consideration received from the sale of Matson’s non­

shipping assets was paid to stockholders who accepted the redemption 

offer. Thus the shipping assets of Matson were acquired completely

7
by the non-redeeming stockholders. As a result of the redemption, 

g
the Big Four gained control of 73.58% of Matson stock, as follows:

9
' A&B 33.45%

10
C&c 23.31%

11 |
C. Brewer 14.24%

12
Amfac 2*58% I

13
. 48. Since effectuation of the redemption plan, officers and

14
directors of the Big Four have come to hold twelve of the twenty-

15 '
one directorships on the Matson board of directors, as follows:

16
A&B 4 directors

17
C&C 4 directors

18
C. Brewer 2 directors

19
Amfac 2 directors

20

21 12 directors

22 OFFENSES CHARGED

23 A9» The acquisitions by the Big Four and by each of them of

24 Matson’s stock, described in paragraphs 46 and 47 hereof, violate

25 Section 7 of the Clayton Act and Section 1 of the Sherman Act and the 

redemption offer agreement described in paragraph 47 hereof violates 

27
i Section 1 of the Sherman Act in that, inter alia:

28 |
a. Actual and potential competition between Matson

29
and other shipping lines in the shipment of

30
sugar cargoes may be and has been substantially

31
lessened and restrained:

32
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(1) From Hawaii to West. Coast ports.

(2) From Hawaii to Gulf and Atlantic ports.

b. Actual and potential competition between Matson 

and other shipping lines in the shipment of 

pineapple cargoes from Hawaii to the Mainland 

may be and has been substantially lessened and 

restrained.

c. Actual and potential competition between Matson 

and other shipping lines in the shipment of cargo, 

other than sugar and pineapple, between Hawaii and 

the Mainland, may be and has been substantially 

lessened and restrained. ;

PRAYER

THEREFORE, plaintiff prays:

1* That the aforesaid acquisitions be adjudged a violation of 

Section 7 of the Clayton Act and Section 1 of the Sherman Act.

2. That the aforesaid redemption offer agreement be adjudged a 

violation of Section 1 of the Sherman Act.

3. That the Big Four defendants and each of them be required to 

divest themselves of all of their stock in the defendant Matson and 

that each of the Big Four defendants be permanently enjoined from 

acquiring any stock or other interest in defendant Matson.

4. That all interlocking directorates, direct or indirect, between 

Matson and any Big Four defendant, or any company affiliated with or 

represented by any Big Four defendant, be eliminated and enjoined.

5. That plaintiff have such other, further, general and different 

relief as may be necessary to prevent the defendants from engaging in 

the same or similar offenses, deprive defendants of the fruits of the

u. s. ■'.': ■ :<^r jjjwumg omt*
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aforesaid offenses and restore competition*

6. That plaintiff recover the costs of this suit*
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