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M——N (S B ‘ D)
E FEBRUARY 2, 1962 %

FEDERAL 'VIARITIME COMMISSION

FEDERAL MARITIME COMMISSION

No. 807
ATIANTIC & GULF-PUFRTO 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,
7= John Regan for Administrator of General Services, intervener.
ﬁifcﬁeé J. Coo oper, Frank M, Cushman, Vernon C. Stoneman, and John B,

* Street Tor Asoclacion de Industriales de Puerto Tico (Manufacturers Associa=-
Tion of Puerto;Rico) and Commonwealth Manufacturers Association, interveners.
~ John B, Street, Frank M. Cushman, a.nd Vernon C. Stoneman for Paula Shoe

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

intervener.
Mitchell J. Cooper and Frank M. Cushman for Coastal -Footwsar Corp., .

Antervener. '
L. Merrill Simpson for Bata Shoe Company, Inc., intervener.
William M. Requa for 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 gor Louisiana State Rice Milling Company, Inc., intervener.
Wm, M, Reid Reid for The Rice Millers' Association, intervener.

AKlan 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 L, 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,
~Ince (Bull, Lykes, ‘Waterman, and Alcoa), filed with the Federal Maritime Board

(Board) Tariffs FMB F-No. 1k, Homeward Freight Tariff No. 7, and FMB F-No. 13,




LR T

Outward Freight Tariff No. 7, naming increases in commodity rates over the
applicable rates then in effect, to become effective January 55 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 b, 1957, pursuant to section 18 of the Shipping Act, 1916,
as amended, L6 U.S.C. 817 (the 1916 Act), and the Intercoastal Shipping Act,
1933, as amended, L6 U.S.C. 8i43 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 b,
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 l, 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 onVJuly 18, 1957, a 12 percent
general -rate increase (the 12 percent increase), to become effective
September 1li, 1957. On August 1k, 1957, Pan-Atlantic Steamship Corporation
{Pan-Atlantic), an affiliate of Waterman, filed revisions to its Homeward
Tariff No. 1, FMB F-No. 1, to become effective September 18, 1957, naming
loéél;cammodity 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 lawfuiness 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 1l s

i958 ; (c) made Pan-Atlantic a respandent; and (d) ordered a further hearing

in the proceeding.

Further hearings were held.y 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, 1960, in which it found
the aforesaid increased rates just and reasonable. (6 F.M.B. 1)),

The Board's order was appealed to the United States Court of Appeals
for the District of Columbia 'éi':'énii'b; shich 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 depreeiation charges thereby increased." Commonwealth
of Puerto Rico v. Federal Maritime Board, 288 F, 2d 419 (U.S.C.A.-

The Board thereafter reopened the proceeding for reconsideration of all

matters bearing upon the justness and reasonableness of the increased xzates s
and supplemental briefs and memorandums of law were filed, and oral argument

held.

terveners 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;
" Jncey.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

1, _Alcoa, ~ Alcoa offers weekly service from the North Atlantic ports
of New York and Baltimore, Md., and weekly service from the Gulf ports of
Mobile, Ala., and New Orleans, La.,, to ports in Puerto Rico. Each of the
sailings serves all ports in Puertec Rico. The vessels in the North Atlantic
service, after discharge at Puerto Rico ports, proceed into other trades,
generally contract se:r'v‘:)’.ces° In the Gulf service, the vessels return from

Puerto Rico to the Gulf portsga service inaugurated in March 1958,

2, Bull. - Bull provides three sailings per week from North Atlantic
ports to Puerto Rico. One sailing proceeds from Baltimore and Philadelphia,
Pa,, to Puerto Rico and return. Another sailing iaroceeds 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 1lift stators, generators; ammunition, and other
specialized cargo destined to Puerto Rico which camnot be handled on the
regular C~2 vessels, Liberty ships were also utilized in some instances to
carry full cargces of bagged raw sugar under the tariff, but this movement
declined rapidly in 1957 due to conversion ¢f the raw sugar movement to bulk
movement un;ier contract, and has since come to a virtual halt., Caribbean
Dispatch, Inc., an affiliate of Bull, is a major contract cr;trrier of bulk
sugar,

3, In a transaction closed December 18, 1956, characterized in the brief
for the Conference as "an irrefragibly 5137 arm’s-length transaction betwsen
éompletely 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 hy-its parent

company American Coal Shipping, Inc.,(ACS), as the instrument designed.to -
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fgcilitate ‘the -consunmation;of  the transattion., fu¢ S paid $100,000 for all
of O]smpi;i 's otstanding 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, Olympia's name fwas 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 $40 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.

L. On December 18, 1956, A, H. Bull New Jersey had over $18 million in
cash, obtained from surplus, liqﬁidation of quick assets representing in
part depreciation funds, release of vessel replacement funds, and receipt of
repayments of advances and dividends from subsidiary companies, é.mong 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 $40 million was met from the proceeds of
the loans from ACS and its stockholders of $5 million mentioned above, and
bank loans of some $17 million at interest rates ranging from h% to 5 per-
cent, g'naranteed 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 o;E‘ 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 $5,160,421.85 to $12,892,610.21, effective as
of the closing date, the latter figure representing about 70 pez"cent of the
appraised values of the vjeséels. The ascribed values of certain other assets
were cha.n‘ged also for consolidgted statement purposes, but on the corpopgt:g
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 agcr'ueg




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 ag 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 3 éeveral separate corpora-
tions which own and operate pier fac¢ilities in Puerto Rico; éaribbean 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 ariéing out of a jurisdictional dispute
‘between seafaring unions. The strike was not unrelated to the fact that
ACS, the new owner of t.hc's‘ B@i@ropertie‘s, w;s in part owned by the United
Mine Workers, Other strikes which halv"e affected the operations of Bull at
Var:lorua porbs, for varying reasons, and :ar periods of time rang:mg trom
2 to hh days, ta‘ba.led 33 days in 1951, 1952 and 1956; 12 days in 1953;

P 101 d‘aw in 198L; 78 days in 1955, 1y daars in February 1957; and 20 days
in the firet 6 months of 1958+

Lykes. - Lykes operates its weekly service between the Gulf ports

of Leke Charles, Ia., and Houston and Galveston, Texas, and occasionally
other western Gulf ports, and Puerto Rico, as a part of its subsidized serve
ice on Trade Route 19 (Line A service) between Gulf ports of the United
States and Cuba, Haiti, the Dominicen Republic, Venezuela, Columbia, and
Panamas No voyages are operated to or from Puerto Rico exclusively.

9+ Waterman.- At the outset of this proceeding Waterman operated a
weekly service between New Orlesns and Mobile and Puerto Rico, utilising
two vessels on a 1lli-day turnaround, with afditional vessels‘;for reliaf pur-
pesed and when extra cargo demanded. Beginning in October 1§57, Waterman
also inaugurated weekly sailings, utilizing two vessels on‘ a 1li-day turnaround
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in regular breakbulk service s ‘between New York, Baltimore, and Puerto
Rico, , Watérman intended to provide a permanent North Atlantic-Puerto
Rico service, at first with regular breakbulk vessels, and later con-
verting to trailership service. Waterman ;,ls a subsidiary of McLean
Indusi',;_:jies s, Inc.

10, Effective February L, 1958, 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

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

with the Board, and in subsequent pleadings herein, Waterman P. R. has
agreed to be bound by the results of this proceeding so far as its rates
are concerned. Statistical and financial data reﬂecting the combined
Waterman. and Waterman P. R. operations are of record, although no recent
data were presented forecasting operating results for the entire year
1958 as was the case with ‘the other Conference respondents. '

. 11.. On February 28, 1958 Waterman P. R, inaugurated its North
Atlantic-—Puerto Rlco tran.lership serv:.ce, with the sa.:l.lmg of the _Bien-
ville. This ,vessel » upon arrlvel in Puerto Rico, was prevented from
discharging its cargo l?ecau__se of labor difficulties, After some delay
the “Bie!}?ille prgc‘ieded to New Orleans,, where her cargo was discherged
and ‘l:.ha:t. t‘v‘;hioh had not spoiled was transferred to a ship regularly
anployed in the Watennan P. R. Gulf-Puerto Rico breakbulk service, The
gn.enville .Voyage consumed in all 34 days. After this experience,
Waterman P. R. discontir}ued its North Atlantic-Puerto Rico service,
which has not since been resumed either on a breakbulk or trailership

basis.




12, Pan-Atlantic. - Pan-Atlantic is ;'m affiliate of Waterman, and

as such was required to maintain the samé"/rates as the Conference by the
terms of the Conference agreement .Ato/ which Waterman was a party. Be-
| tween April 1957 and early 1958, P’;n—Atlantic provided a northbound serv-
jce 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 vojége oi‘ $1,506. These data are not impartant
‘enough~ to warrant their inclusion in: our:..considération,:ralthough,::
the rates under investigation will remain subject to the findings.

13. Pan-Atlantic instituted a trailership service between New

York and Puerto Rico on Jﬁ]y 30, 1958, which is presently being

operated. On October 27, 1958,thp‘f}3('aaj'f’d_f‘denied;s?pe?titi'on 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, H,

The Puerto Ri‘can Egonq;.qrﬁand t}}e Trade

1l;. Puerto Rico is a small island, 100 miles long and 25 miles
wide, separated from the nearest ;:oint in the United States by over 1,000
miles of open water. The ec;mogv of the Island has never been self-
gustaining, 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 L0 percent of all goods
produced, and about 5L 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 195k was $LLb, 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 daminate thé making of rates. Waterman P, R., presently
. operating in the Gulf-Puerto Rico trade, is not a.member of the Confer-
ence, and 1ts rates can be made by indiv.'ldual action, subject only to
the campetitive impact of the rates meintained by the Conference. As
is indicated by the revenue statistics showﬂ 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 wers

ek et gy

immobilized by strike.fof more than 65 days.

TABLE I

1

GROSS TRANSPORTATION REVENUES OF THE RESPONDENTS

First half
Carrier 1956 1957 . 1958

Bull $21,993,850 $21,6L6,383 $11,682,207
Waterman 6,53L,389 9,416,267 L,651,468
Alcoa 6,2“]., 86!4 9,175,9,49 h’ 215,0)49

Lykes 3,843,368 3,774,843 1,940,279
Totals “JLL.616. 471 I NERNA T $22,1,89,003




16. The available traffic and revenue projections of the respond-
ents, where given, are based cn an extension of their most recent
experience, that for the first half of 1958, subject to adjustments for
imown 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 comversion of the raw sugar movement from bagged
movement under the tariffs to bulk movement under contract, and to the
construction of & fertilizer plant in Puerto Rico, which virtually
eliminated the movement of prepared fertilizer and subsituted therefor
the movement of fertilizer raw materials in tremp 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 cerried, an;l freight payesble 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 sgainst Bull, and the consequent diversion of sub-
stantial amounts of traffic normally carried by it to Alcoa and other
carriers.

| TABLE II

TONRAGE CARRIED IN FREIGHT PAYABLE TONS, EXCEPT WHERE INDICATED

First Half 1958

Carrier 1955 1956 1957 1957 1958 | Projected
Bull 1,876,964 1,828,275 [1,151,993 |T710,87T | 558,880 | 1,117,760
Alcoa 429,470 312,701 418,509 |186,422 | 169,363 340,000
Waterman 239,535 238,895 298,831 [148,526 | 132,202 -
Lykes - - 203,438 - 107,822 215,64k
Lykes 2h5,334% | 262,389% | 186,220% [102,522% | 102,918%| 205,836%

*eight tons : '

17. ~Teking into consideration the factors mentioned in parasgraph 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 ag to the year 1958 are reasonable.

Specific Commodity Rates

18. In the first initial decision issued herein, the exsminer found

es follows¢

60. The shipper interveners, generally, are those who ship
commodities under so-called "promotional rates.” These rates
have been mainteined by the carriers, prior to the proposed in~
creases, at camparatively 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-developivg industries im Puerto Rico. This treffic,
in gross toms, in 1955, smounted to spproximately 20,000 tons
northbound and 1000 tons southbound. In 1956 it amounted to
approximately 25,000 tons morthbound and 2000 tons southbound.
The revenue from this traffic in relation to total revenue was
perhaps less than 1/2 of 1 percent.

6l. Belected 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 &
shipper of cendy and the other of shoes, both shipping from Puerto
Rico to the United States mainlesnd. Their main objections were
that the first rate increases on the commodities were greater than
15 percent. This is so bacause of the 6 cents per cubic foot or
12 cents per 100 pounds aspect of the first increase.

62. The shippers gave importanmt consideration to the rela-
tively low shipping rates for their products; it is stated, in
their decisiong to establish business in Puerto Rico, since trans-
portation charges are vital factors in their business prospects.
The record shows that the 15 percent rste increase raised footwear
costs 1.13 percent of the value of the product, and candy 1.78
percent. These incresses, 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 appesr to be noncompensatory, even with the 15 percent increase,
and there is some question as to whether the further 12 percent in-
crease rerders 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 iszues. We adopt the findings

set forth above.




[

Cost Increases

20. The cumalative rate increases under investigation herein aggregate

sbout 29 pereent. The last prior general re,te inecresse in the Puerto Rican

: i}
o

trade was mde effective Novw‘ber 12 s 1951. Since that date, the expenses
of the respendente have increased substantially. For example, Bull shows
that stevedoring wages in the United States have increased 46 percent and
in Puerto Rico sbout 63 percent; f'uel oil costs have increased 23 perce:;l;,
vessel operating costs as a whole 54 percent; crew wages 62 percent; vessel
repair costs 50 percent; snd insurance 52 percemt. Ccmpareble 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 expenees account for & substantial proportion of

total opersting expenses. 'Bull shows that from 1951 to the end of 1957
loading costs in New York increased fram $4.06 per ton to $4.69 per tom,
and discharge costs at the seme port from $4.80 per ton to $5.T74 pér ton,
increases of 15.5 percent a.nd .19 6 Wem remetively, fer lower tha:n the
mge increases shown. This favora’ble result is ettri‘buted. to increased
efficiency :I.n loading and dische.rge opera:bione, the leesing of modern
improved teminal fecilities, and in scme degree to the use of containers
and vans. Ioading and discharge costs at San J;Jan, P. R., however, re-
flected more cloeely the wege 1ncrea.ses 5 attri‘buted to the lesser effi-
clency of port arrangements e.nd labor Loading costs at that port in the
same period increased from $2.02 to $3.07 per ton, and discharge costs
frm $2 79 to $3+ T1 per ton, increa.ees of 52 percent and 68 8 pereent

respectivel;y

Ve,

R Ve

22. Wa:berma.n 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 tom, and. that

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

T . eosts by $160,000 annually.




Allocation Methods

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

operates an exclusive Puerto Rican service. The remaining respondents, as

shown Ei.n paregraphs 1-9, m‘, cperate 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 apportiomment 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. 3

24. Where .possible , such as in the case of port and cargo handling
expenses incurred in ?uerto Rico, the expenses were directly assigned. Most
other expenses, including vesAsel operating expenses, cargo and port expenses
in the United States, vessel depreciation, and overhead, were subject to
allocation. The heed 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 & 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
Puert§ Rican service in the proportion that Pyerto-Rican ton-miles bore to
total ton-miles coperated in the joint services.

25. Where the ton-mile prorate involved & heavy burden, as where the
allocation was between the Puerto Rican trade and the entire company opera-
ti.on , & revenue prorate was substituted therefor, using as factors the
proportion fhat Puerto Rican revenue bore to total revenue. In the case
of loading costs, distance is not & relevant factor, and allocations were
generally made on the basis of the mumber of tons handled, except in the
case of Bull's mbstmti@y equi-distant Puerto Rican and bminican |

destinations, the use of & tom-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 & port-to-port analysis of tonnage and
_distances for & minimum of 155 sallings. Since the Dominican revenue is
substantially higher per ton than Puerto Rican revenue for approximately
the seme distance, as shown below, thié 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, a&llocated where necessary on the basis of a ton-mile prorate. Assets
in Puerto Rico were directly assigned to the Puerto Rican servicé , 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 R

" an addition, computed their expenses on the basis of revenue prorate

formulae. The interveners contend that for the purposes of this procéeding
revernue prorate allocations should be used. For exemple, the Commonwealth
'n'gues that segregation of the Joinf voyege results on the Fridsy 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 prorete Bull shows a combined i;et revenue on the joint sail-:
ings, after depreciation and overhead but before taxes, of $46,345, with

allocation of a loss of $2uk,973 to the Puerto Rican portion and a prOﬂ'E

of $291,318 to the Dominican portion.

29. In 1957 total tomnage carried by Bull on the joint voysges was
311,699 tons, of which 36,784 tons were Dominican cargo. In the same yeir
total joint voyage freight revemue 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 revemue. 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 Cammonwealth also argues that the use of the
ton-mile prorate results in 'sanewha.t. 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 voysges were subject to overtime costs because of late sail-
ings not incurred on the Thursdey sé.ilings.

30. The Manufacturers Association of Puerto Rico contends that alloca-
tion of expenses for the Friday Jjoint 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 cénﬁnéd to the unit costs
incurred on the Thursday sailings which serve Puerto Rico exclusively,
which coéts can be computed without the necessity for further allocations.

Suchh a netnod becrs no relotion to the realities of the situztion.

31. The Commonwealth alternatively suggests that in :the
Buli's Iridey wsailings, 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 cerrier itself recognizes the incidental
nature of the Dominican operations by failing te 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 & result of its joint service operations, but the Jjustness 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 revemues 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 a.uthori.j'.lies 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 F. 24 694, TO4-5 (1946),

cert. den. 329 U. S. TT3; and Colorado Interstate Gas Co. v. Federal Power

Commission, 324 U. S. 581, 586-92 (1945). The facts of record clearly
indicate that dissimilar rates and cost Tactors as between the Puerto Rican

and Dominican operations make allocation necessary in order to avoid distor-

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 formulee, where uti-
lized, and the other allocation methods adopted by the respondents, are

reasonable and accepteble for the purposes of this proceeding.




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
campiled 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.

34, 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 increascs 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 va:!.ues 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 applicg‘gle
to the year 1957 because of depreciation aderued during that year, it -
is deemed that the results will not be unreasonable.

35.
Conference; in Table IV the rate bases claimed individua;l.ly by Wate;gn&:}.

In Table ITI below are set forth the rate bases claimed by the

TABLF, IIT
RATE BASES CIAIMED BY THE CONFERENCE

Vessels
Working Capital
Brooklyn Terminal (non-owned)
Philadelphia Terminal (do.)
Baltimore Terminal (do.)
Puerto Rico Term:mals
Other Property
Claims Pending

Total

Vessels
Working Capital
New York Terminal (nun-owned)
Baltimore Termlna.l (do.).
Mobile Te (do.)
New Orleans Term.na_.l (do.)
Puerto Rico Terminal (do.)
Terminal Equipment - (do.)
Structures : T
Equipment
Spare Parts
Total
Vessels *
Working Capital
Terminal Property
Other Property
Statutory Reserve Funds
Total
: Vessels
Worki Capital
Mobile Termingl (non-owned)
New Orleans ‘I'ermlnal (dos)
Puerto Rico Términal
Furniture, Fixtures and
Other Equipment e
Office Building, Mohile
P.R. Stevedore Equipment
P.R. Wharf Equipment
Total
Grand Total

i

$12,018,58L

»000,

5,000,000 -

3,061,916
6,000,000
h,062,19h
- 747,387

2,

$ 5,183,638
2,015,400
1,117,000
1,901,800

825,700
1,500,000
356,600
98,371
231,957

67,73k

$ 3,784,230
k5,212
'3,589
92,801

2 022,h88

$ k4,170,856
1,208,091
1,000,000
750,000
1,242,716

167,604
{289,491
23,863
1',23_9

.

_18-

$32,905,665

$14,532,155

$ 6,318,320

$Eg,853,86o
RAs S A
#This figure does not include any value assigned for Liberty ships, and

because of an error in calculation in’ thé Conference brief, should be
$12 288,581 on the basis cla:.m,ed by the Conference.




TABLE IV
RATE BASES CIAIMED BY WATERMAN

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

Other Property 35 lg;};, %3

Working Capital | 1
* Total r ":5']'—2—.0203"3 , 101

R ——

Method 2: Vessels; Market Value $ 3,070,500
Other Property 3,474,913
Working Capital 1,892,107
? ‘ °  Total g $ 8,437,520

#This figure, although labeled average of reproduction cost deprecfalfed
" and net book value, embraces as an element the depreciated value of
repldgement vessels rather than reproduction cost depreciated of the

vessela employedo :

-~

" 36. The items listed in Table ITI des:.gnated as other property,

structures, equipment, spare parts, terminal property, furniture, fix-
t?res.and other equipment, office building, and stevedore end wharf equip-
m'en;__i represent allocations of owned property ca.rried into the claimed

rate bases at net book value, and there is generai]y no dispute concerning
the propriety of including such asset values. The item called claims pend-
ing in the rate hase claimed for Bull is disallowed, It doés not consi;.itute
a specilic: invesiment iu preperty reauired. in performing the service. |

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

its rate ba.se the va.lues of any non-owned terminals 5 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 dif‘ficul‘b to
de‘bemine. Accordingly, :.t claims as expense items in its profit and loss
statements the rull rentals paid i‘or terminal use, Lykes includes in its
claimed rate:n"base statutory reserve funds amounting to $2,022,488, made up
of ca;_:!ital reserve _i‘q:;ds of é1,73h 2919 represenjbiﬁg accunmlatedfdepreciatim
on the portion of its vessels allocated to theb‘Puerto Rican sexfcices, and
special reserve ﬁmds“:;:'nounting to $287,569. Both of these reserve funds
are required to be maintained by Iykes in connection with its subsidized
foreign operations under section 607 of the Mercha.nt Marine Act, 1936 ’ aa

amended, 46 U.S.C. 1177. To the extent t.hey 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, 1957, the averages thereof,
and the market values of the vessels employed by the respondents. The

record shows the domestic market value in April 1957, for C-2 vessels,

exclusive of extras, as $1,350,000, which by October 1958, had declined

to $875,000. The 1957 value reflects the result of the Suez Canal crisis
which created a sudden shortage of vessels. The 1958 value reflects the
decline resulting from the recession in shipping which occurred between

the given dates. For C-1 vessels corresponding values shown on this record
were $1,100,000 for April 1957, and $575,000 for October 1958, 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 IIT, 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 Reproduction Domestic
Cost Cost Market
Depreciated Depreciated Average Values

Bull $2,922,317 $16,890,7,0  $ 9,906,529 $ 7,620,900
Alcoa 1,421,166 7,487,081 L, L5h,12) 3,913,972
Lykes 993,200 5,409,969 3,201,585 2,359,806
Waterman 1,152,132 6,535,356 3,843,7hL 3,167,275

Totals $6,488,815 $36,323,146  $21,405,982  $17,061,953




DISCUSSICN AND CONCLUSIONS

Under the 1933 Act we are required to determine whether the increased
rates are "just and reasonablef,

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. 186, 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 fraom 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 revenues 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 (19L48);

Increased Freight Rates, 1951, 248 I.C.C. 589 (1952); Increases, Calif.,

Ariz., Colo., N. Mex., and Tex., 1949, 51 M.C.C. 7h7 (1950).

In its decision of April 28, 1960, the Board found that "the value
of the vessels on the domestic market at ar 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, 1960, 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 (19Lk).

"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 v, Federal

Power Commission, 230 F. 2d 810 (1955), cert. den. 352 U.S. 829 (1956).

There is, in our opinion, n6 sound reason why the prudent ir’xvest;
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 fé.vor of its use.

A market value rate base would produ@e erratic rates which are
in mMpping 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 anly 18 months later
in October 1958, C-1 vessels showed an even more striking fluctu;.tion,
$1,100,060 in April 1957 and $575,000 in October 1958, This variatiom
ﬁas 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.

poses. "This assumes that a carrier has reproduced or will reproduce its
vessel. Those devoting their property to the public service are entitled

/

S e e —

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

which they have not invested and may never invest. If and when a véssel
id- replaced, or amounts are expended for capital improvements, thern thé

earrier is entitled to a fair retm on theé neWw vessel or the impro\rements,

Uﬁt:!.l that is done the shipping publ:u: $hotld A6t be forced to pay rates
'baaed to any‘ éxtent on speculati% Véssél valueéo
We therefore utilize the prudent investment standard ‘bo deterniné

the fair value of properfy being devoted to the serv:lne o! the pudblic in
the damestic offshore trades. Thus, amounts which havé 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 reedy‘availability of data on original costs and capital
improvements will contribute to speedler, less expensive dlsposztion
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
thevpurposes of this proceeding should ‘be based on the valuation placed
on Bullds 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

e

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 pefcent'of the appraised value. o T
To allow depreciation based on values assigned to the vessels at
the tlme they were transferred to A, H. Bull Delaware, would disrega;d
and eliminate from con31deratlon the 10 years of depreciatlon which
shippers have already paid. These large sums of depreciation were camef
pletely liquidated by the payment of the $18 million dividend prev1ously
described in paragraph L, su supra. The inauguration of an entirely new
depreciation cyple based on increased book values would be unfair to the
public. It cou;d 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




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, $1,421,166; Waterman,
$1,152,132; and Lykes, $993,200. lThere is no suggesﬁion in this record
that the sums originally paid fdr 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‘dépreciatimu
on its vessels, $532,627 for 1957, $170,08L for the first of 1958, and
$340,168 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, 6LS.

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

2
Order 71‘4; 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 L9k4 (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

2716 C.F.R., part 291,




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 F.M,B. 1),

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, $261;,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 thém 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 Philadelphig
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 owners 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. 1L), 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
$2,1L4,572 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 fram 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
3 k]




As stated above, in the present posture of this proceeding it is
possible to determine with reasonsble 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 subtmitted by the respondents covering the first

six months of operations in 1958 under the cambined 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 revemues 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 qwners' 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 t.ﬁe 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 th:ls‘
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 eliminetion of depreciation expenses incurred during that period.

With respect to the restatement of revenues to cover a full year of the 15
percent incresse, since the opera.t:f.ng results for 1957 do not enter into pro-
jections for the future, a restatement of revemues to cover a full year of the

15 perceant increase would serve no useful purpose.




1957 revenues and expenses. - Bull shows operating revemies for 1957

of $21,646,383 which are adjusted to include emounts of $117,954 covering
interest revemue from a mortgage on the Brooklyn terminel held by Bull, $86,018
covering net profit of the Puerto Rico terminal campanies, and $68,187 covering
‘top vharfage 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
suger under contract terms which womld normally have been transported by Bull
at teriff rates, and $60,069 of profits earned by Bull in conducting indeperdent
stevedoring operations at Puerto Rico for other carriers during the strike
period. The interest revenue from the Brooklyn terminal is no more a psrt 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 suger and stevedoring profits should be excluded from the assigned revenues.
Bull shows total allocated operating expenses of $22,6Li,02T. Ad,just-:
ments upward include $95,872 covering costs incurred as a result of actions
brought in Puerto Rican courts for overtime wages by stevedore foremen, and
$69,273 covering the excess of actual Puerto Rican overhead expenses over budget
provisions therefor. Adjustments downward include a credit of $145,209 for
stevedore overhead charged into the stevedoring account; $3,813 to cover a
correction in the allocation of 1957 strike expenses; and & stipuleted correc-
tion of $35,232 in management and operating commissions. The Manufacturers
Association of Puerto Rico contends that the adjustment of exyenses to cover
the foremen's overtime suits is improper on the ground that the :xpense is
attributable to a violation of law by Bull. The suits arose 1..o 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 Associatien 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

- 30 =




Daminican treffic not made by the respondents, and this adjustment is con;
sidered proper. Bull's operating expenses should also be reduced by $139,L04
to cover the excess of commissions paid to A. H. Bull & Co. over and sbove the.
costs of the latter as allocated on & revenue prorate.

Alcoa shows gross operating revenmues in 1957 of $9;,175 ,949. O_perat-
ing expenses after allocation were $10,615,037.

Lykes shows gross operating revenues in 1957 of $3,77h,843. Operat-
ing expenses after allocation were $4,540,813.

Waterman shows gross operating revemues in 1957 of $9,416,267,
covering both its Gulf and North Atlantic operations. ¥xpenses 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 eliminste $13,TT0
interest on a vessel mortgage. Since the vessel is not ineluded 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 profites 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 & loss, for the reason that such service was only temporarily
operated. As stated sbove, opersting 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 thls servige
would distort the actual revemnue position of Waterman, contrary to the facts of
record.

Giving effect to the findings above, including eliwi ation of strike
expenses and adjustments relating thereto, and the adjustmezs 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 bese, Teble

VII below shows the operating results of the respoadents in 1957, ss adjusted:




TABLE VII
1957 OPERATING RESULTS

Revenues Expenses Net Profit or (loss)

$21,800,588 $21,303,362 $ 497,226
9,175,949 10,615,037 (1,h39,088g
3,774,843 4,540,813 (765,970
9,116,267 8,757,915 __ 658,352

Totals ML,IGT,&T bs »217,127 (l,0h9 ,l&BO)

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 reéent 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 sbout 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 considerstion
may be given to the future operations of Waterman P. R. in the trade in
determining the lawfulness of the rates here under investigstion. 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 egreed 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 caslculated below on the sames basls as
used by the other respondents. Revenues for the first six montas ere doubled,
and adjusted upwerd by $54,000 as suggested by Public Counsel *. yrflect a
full year's operation under the 12 percent increase. Expenses for the firset
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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#leo affect the other respondents, and they are dlsregarded here in orxder to

frest all the carriers similarly.

In camputing cperating expenses for the first six months of 1958, ‘
Bull included vessel repair expenses on a reserve basis in its voysge mew.
For the period these reserves totaled $197,428. Actual repair expenses dnrimg
the period were $57,951 less than this smount, and 1t 1s contended that the
excess should be credited to Bull's expenses and only actual repair costs
&llowed. Bull's actual repeir expenses were $:13,311 in 1957, and $562,795‘ :
in 1956, and it dces not appear that the reserﬁlrea are excessive. For idbe
purpose of projecting expenses over the full year 1958, the reserves for repals
expensés will be allowed. |

The cambined Waterman and Waterman P. R. expenses reported for the
first six months of 1958 in their Gulf/Puerto Rico service include coste of
$8,617 attributeble to transfer of the Bienville cargo at New Orleans imto .a
vessel regularly providing breakbulk service to Puerto Rico. Waterman eom-
tends that this amount should not be disallowed. It is & cost of & non-reeur-:
ring nature and for the purpose of projecting future operating results it ;!13.3,
be disallowed.

Giving effect to the findings relating to 1957 revenues émd expensesn,
and those made specifically with regard to 1958, Teble VIU: shows the revemuss
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

Revenues nses

Bull $11,706,918 $11,214,148 | $23,650,643
Alcoa },215,0k %,990,803 8,484,000
Lykes 1,9%0,279 2,150,083 3,939,737

Vaterman and 4,121,323 3,417,080 8,296,646
Waterman P.R.

Totals  $21,983,569 $21,772,11k | $44,351,006  $43,97T,917




The parties agree that income tax liabilities may be cox;s;iderod
as am operating expense before calculation of rates of retwrn earned
or expected. However, it is cantended that income tax 1iability should
be camputed on th;t.basia of "actual 1iability", 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 luerto Rican trade 80 long as such earnings are within

the zane of reascnableness ,§bécanse its fixed anmual interest payments

would exceed such earnings.

The Conmonwealth conten&s that the rate of return allowablie on the
capital invested in the trade should nct exceed 5 percent, because 5 per-
cent represents the actual needs and costs. They point ou‘b 'bhat Bpll's
$22 million capital structure is all debt except $100,000, cansisting of
some $16 million of bank loans with anmal interest ab L3 to 5 percent,
or about $720,000 per annum, and roughly $5 million from stockholders
of ACS, with annual iﬁteresﬁ at 5 percent or $250,00(; 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 stockholde;s of ACS and ACS guaranteed the bank loans.
This would be a sure way to inhibit investment.

" 'The investors or the carriers ar; entitled to enoigh revemue not
only for operating expsnses but also for capital costs, in«:,i.uding service
on the debt and dividends., The eq[uitz; owner ‘s return should be suffi—
cient to ensure confidence in the financial integrity of the Compa.ny, 80
as to mainta:.n its credit and attract capital,

We need not in this procaading deternme what the ma.ximu 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, ori less than 3 percent., In these
circunstances, no ;ﬁ'urther‘ consideration need be given the qusation of the

amounty of income taxes allcwable.




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 Commission lebru y 1, wea .

9 M M’/% P

Thomas Lisi
Secretary




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.

Yo. 807

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

3

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.




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 Reléting 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 passenggrs and
freight between Hawaii and the Mainland on American flag
vessels.l 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 i
the reserving of this business for domestic industries, it is#

frequently maintained that the noncontiguous areas are saddled,

>

l

146 U.s.c. 289; 46 vU.s.c. ss3.




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 discyssed 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

of 1961 took effect.2 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

2y, 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 far =*
the Reorganization of Maritime Functions, 87th Cong., lst Sess.,
1961, House Doc, 187.




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 adminiétration
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 Operations3 and also

3vu. S., Congress, House, Subcommittee of the Committee on
Government Operations, Reorganization Plan No. 7 of 1961 (Maritime
Functions), Hearing before a..., 87th Cong., lst Sess., 1961.




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, 196l1--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;

John S. Patterson, former Deputy Director of the
Office of Civil and Defense Mobilization and former
Deputy Administrator of the Veterans Administrat.on;
Ashton Barrett, a real estate developer and a me

of the Naval Advisory Committee for the Sixth

Naval District;




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 Noncontiquous 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.4 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.5 Governor Munoz suggested that the burden

4y, S., Congress, Senate, The Merchant Marine and Fisheri
Subcommittee of the Committee on Interstate and Foreign Comp
Domestic Off-shore Shipping, Hearing before a..., 87th Cong.,
lst Sess., 1961. .

SCommonwealth of Puerto Rico, Puerto Rico's Problems with
the United States Maritime Laws (January, 1961), p. 13.




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 1ocally.6
Representatives of the governors of Alaska and Hawaii favored
this latter approach.7 The steamship lines generally did not
appear to favor a subsidy program without further detailed
consideration.8 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-

6ruis 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 Steemship 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 It J
Problems, Statement of...President, Matson Navigation Compgn
the Merchant Marine & Fisheries Subcommittee of the Senate C
mittee on Interstate and Foreign Commerce (March 13, 1961); Pacific
Foreign Commerce Committee, Subcommittee on Merchant Marine and
Fisheries, Pacific Far East Line, Inc. appeared to favor a
subsidy arrangement.




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 -

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




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 bill-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., lst 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. Thﬂgziiiszy
task appears, at least in part, to have devolved upon Congress,

which is not well-equipped to deal with the technicalities

involved.




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. 0 1t 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.

101n 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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FEDERAL MARITIME COMMISSION

No. 926

INVESTIGATION OF INCREASED INTER-ISLAND CLASS AND COM-
MODITY RATES BETWEEN PORTS OF CALL WITHIN THE STATE OF
HAWAIIL

Increased class and commodity rates between ports in the State of
Hawaii found just and reasonable.

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; Commnissioners Ashton C. Barrett and Johm 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 reasomable. The
Federal Maritime Board (Board) suspended the increased rates for
the four months statutory period from December 4, 1961 to April 4,
196é, when they became effective, After hearings the examiner

issued an initial decision in which he found:

"I. 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%.
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 9%."

Respondent excepted to the initial decision and oral
argument was held.

1. Young Brothers, has operated; since 1947, a common
‘cafrier 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 establishéd as a separate cbrporation
(still owned by O.R. & L.) 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 eéuipment was trans-
ferred to respondent. O.R. & L., which maintains a fleet of ocean-
going tugs for contract towing, con;inues 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 maintain@ﬁg ééparate offices and accoﬁnting and su;ervisory
'personneléﬁ;hd avoids a heavy investment in tugs. Respondent’s
officers are also officers of O.R. & L., and each company pays a
portion of salaries, respondent’s psrtion being approiimately 1%
of projected revenues for 1961. Overhead allocated to reSpondeAt

‘approximates 8% of projected revenue.

2. Respondent has expanded its services in the face of

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

2a




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 707 of revenue coming from outbound‘cérgoes; consisting of
consumer goods, feed, fertilizer, cement and automobiles, whié@ sub-
stantially fill outbound barges at the peak of the shipping se;;on;
and 307 from inbound traffic, consisting of agriculturai productg
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 annually. 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 447 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 fac?lities which permit.the shipment fr§m Oahu to
the Auter 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 6f 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-million 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-deck.
Containers are used for asPhélt, feed and other bulk commodities,
and reefer boxes and vans, recently purchased, are used for refrig-
erated cargo. This method of handling cargo eliminates shipper's
packing costs, minimizeg cargo damage, and enables respondent to
provide an efficient ané:foct express service among the islands.
The Haulalai, although especially designed as the most efficient
barge to carry the fairly smail traffic to and from Kailua and
Kawaihae (Hawaii), has operated at a heavy loss and respondent
expects to incur some losses under the new rates.

5. Respondent provides class rates; based generally upon

distance, for general cargo. Lower special commodity rates are

published on (a)-economically.importaﬁt commodities such as those

related to agriculture, and on automobiles, (b) containerized cargo,

and (¢) = commodities coming into competition with shipments to
the outer islands direct from the mainland. The class rates were
increased 137 generally, or only 7% if shippers obtain the allowance
"of 50 cents a ton by delivering cargo loaded on their own pallets.
Many commodity rates were increased less than 13%, as for instance
6% on containerized propane, 87 on feed 4% 1ime, and.no increase
on fertilizer, for competitive reasons. According to respondent the
new rates would have increased revenue during all of 1961 by $240,000
or 97%. However, their suspension during the first three months of
1961 reduces the anticipated révenue by one-fourth or $60,000,
leaving $180,000 which is only 6-1/2% additional.

6. The only challenge to any&specific rates comes -from
spokesmen for fruit and vegetéble groweré and produce dealers in
Honolulu. They oppose the increases on empty crates; and on fruits

by




and vegetables--which amount EE—EQZLjTom Kailua and Kawaihae and 9%
from the other ports. The gist of their testimony pertinent here

is: that thelfarmers 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 canmed

or frozen items, and (b) the impéréation of fresh fruits and vegetables
from the mainland; tﬁat 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 frem the outer islands, that the 267 rate in-
crease from Kailua and Kawalhae, served by the Hualalal, will force
some farmers out of business; that the poor serviee on empty crates
does not justify an increase thereon; and that réfrigeration 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
haif,or less than half of the regular class rates; at which most of
the other traffic moves; (b) are being increaggd a lesser percentage
than most other rates (e - 51 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 thé rates of the predecessor
carrier which went broke serving these ports. The rates on empty

crates were supposedly applicable only to returned crates which had

moved full to Honolulu via respondent's line. However, the testi-

mony is that some growers were actually shipping full crates to
Honolulu Sy air and returﬁing their empties via respondent’s line,
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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 $1.00 (on deck) and $1.60 (under deck)
to $1.80 and $2.40 a ton respectively; The latter are a third or a
fourth of class rates.

8. Gross revenue and expenses estimated by respondent for
1961 are $3,118,969 and $3,004,209 respactively; leaving net earn-
ings of $114,760. 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 issué with this method, contending that the new rates
should be applied for the full "test year', 1961. On this basis the
figures should be $3,179,649 revenue, $2,974,378 expenses, and

$205,271 net earnings. Pro forma calculations by respondent show a

loss of $62,000 for 1958 and $94,000 for 1959, and a profit of

-~

$31,000 1n 1960.

90' The property usedvby respondent in iés @ommom carrier
-service;is-liq;ed in Column A Of“th@ ta£1g below. As indicated,
the ailo@étgd tug pfbperty is owned by O.R. & L. The book values, N
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 unchallenged.




COMPARISON OF RATE BASES PROPOSED BY PARTIES

Respondent Public State
Counsel

(a) (b) (e) (d)

FLOATING EQUIPMENT ' oo
Barges $1,535,362 bv $1,535,362 $1,535,362
Tugs (O.R. & Lo ) 1,701,975 fm 1,172,532 bv 1,069,940

SHORE FAGILITIES
Equipment 334,912 bv 334,912 334,912
Equipment (fully .56,818 fm =Qe Q=
depreciated)
Tugs parts (O.R. & Lo)161 189 bv 161,189 omitted -

LAND & IMPROVEMENTS 419,922 fm 109,872 bv 109,872
Tug shop (0.R. & L.) 205,410 “fm 30,292 bv omitted
$4,415,588 $3,344,159 $3,050,086

WORKING CAPITAL 361,604 - 314,113 - 343,493

TOTALS $4,777,192 / $3,658,272 $3,393,579

RATES OF RETURN
Net Earnings - $205,271 4.29% 5.61% 6.04%

It will be noted that the rate bases proposed by Public Counsel and

the'étate are based entirely on book value less depreciation. (Col.
¢ & d). However, the State omitted c@rtain items of tug prowré AP
-apparently through inadvertence (Gol d) Respondent’s rate base,
including allocated tug property, which it contends should be eliii« i
nated, is composed of both book values and fair market wvalues. (col° b)
" 10. 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 bflthe
peak amount receivable from sbippefs during 1960, which was $362{241
in August, 1960, and on the theory that révenues 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.
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" 11. 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 8% dividend return
plus earnings co&erage of the dividend of at least double percent«--
that is, a retu&n on capital of 15 or 16%.

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 adwitted that O.R. & L. hope to make a reasonable pro-

fit on the tug service it supplies to its affiliate, Youmg Bros.

Only the cost of service rendered by an affiliate of a regulated 4
1

carrier should be allowed as operating expense, and the affiliate’s VK

A
o L ’
profits should be excluded from the revenues and expenses of the GV&_;Z

e ——— —————

carrier in rate determinations. American Telephone & Telegrag

*

v. United States 299 U.S. 232, 236 (1936). On this record 11:‘ is
impossible to determine either thé feas@ﬁableness of the rental
charged Young Bros. or the profit realized by O.R. & L. In view
of the uncertainties and the admissiom that a reasonable: profit 1is
contemplated, we will treat the reépondent as a diéision of O.R., 7
& L. and include an allocated portion of the capital investmeét?in
the tugs in tﬁe respondent’s rate base,
. in the

While the rental charge for the tugs /rate base will be

disallowed as an expense, an allocable portiqn¢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 prudentwinvestment
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 umreal-
istic, market value should be employed. |

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 Rates and Charges decided February 1, 1962.

_ We find nothing in thisrecord that warrants our departing
from ;he prudent investment standard.

Working capital required to pay operating expemnses prior
to time revemues are received for the serv%geshrendered was found
by -the examiner to amount to $304,366. We agree. |

We find the fair value of‘thg“propergy 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 pefcento-
| While the respondent presented testimony that .a return of

_capital of 15 or 16 percent was reasonable the record im this case

| 'is totally inadequate for us to determine the maximum reasonable

i oL g,gcn




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.' 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 ‘

Honolulu to be unjusf'and unreasonable.
We find and conclude that the rates under investigation
are just and reasonable.

An Order discontinﬁing'this proceeding will be entered.

By the Commission, Aﬁril 5, 1962.

B rAdl

Thomas Lisi
Secretary




(S E R V E D)
( APRIL 6, 1962 )
(FEDERAL MARITIME COMMISSION)

o
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 proceediﬁé having been @ad; 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.




B R v B D)
FESBRUARY 2, 1962 )
FEDERAL MARITIME COMMISSION)

FEDERAI, MARITIME COMMISSION
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ATIANTIC & GULF-PUERTO RICO “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 revemue, and as further increased 12 percent, found just and
reasonable.

0dell 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 Commorwealth of Puerto Rico, intervener.

John Reg.a.n Tor Administrator of General Services, intervener.

itche . Cooper, Frank M, Cushman, Vernon C. Stoneman, and John B.

Street Tor Asociacion de Industriales de Puerto Niico (Manufacturers Associa-
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 Corpe., % T
intervener. I

L. Merrill Simpson for Bata Shoe Company, Inc., intervener.

William M. Requa for Association of Sugar Producers of Puerto Rico,
intervener.

J. W, Harnach for Cooperative Grange League Federation, Inc., intervener.

Harold L. Eogg for Atlantic Industries, Inc., intervener.

T, A, omith for Louisiana State Rice Milling Company, Inc., intervener.

Wm. M. Reid for The Rice Millers' 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 Gounsel.

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

On December l, 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, Iykes, Waterman, and Alcoa), filed with the Federal Maritime Board

(Board) Tariffs FMB F-No. 1l, Homeward Freight Tariff No. 7, and FMB F-No. 13,




Outward Freight Tariff No. 7, naming increases in commodity rates over the
applicable rates then in effect, to become effective January 5, 1957, between
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 gshort 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 L, 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, L6 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 k,
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 L, 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.
o

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 1k, 1957. On August 1L, 1957, Pan-Atlantic Steamship Corporation
(Pan-Atlantic), an affiliate of Waterman, filed revisions to its Homeward
Tariff No. 1, FMB 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.

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 Jamuary 11,

1958; (¢) made Pan-Atlantic a respondent; and (d) ordered a further hearing

in the proceeding.

Further hearings were held.y An initial decision was issued by the

hearing examiner and exceptions theretq 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 Jjust and reasonable.

Exceptions were filed and oral argument held by the Board. Thereafter,
the Board issued a Report and Order dated April 28, 1960, in which it found
the aforesaid increased rates just and reasonable. (6 F.M,B. 1}).

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 (U .5.C.A.-

Co )e

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,

terveners 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
Campany, Caribe Shoe Corporation, Coastal Footwear Corp., Bata Shoe Cemipany,
doce, Association of Sugar Producers of Puerto Rico s 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 transattion. g ¢ S puid $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, Olympia's 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 $40 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.

L. 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 $4j0 million was met from the proceeds of
the leoans fram ACS and its stockholders of $5 million mentioned above, and

bank loans of some $17 million at interest rates ranging from L% to 5 per-

cent, guaranteed by ACS.

S. 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 subsidieries
had been independently appraised. About January 21, 1957, in partial but
almest 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 $5,160,421.85 to $12,892,610.21, effective as
of the closing date, the latter figure representing about 70 percent of the
appraised values of the vessels, The ascribed values of certain other assets
were changed also for consolidated statement purposes, but on the corporate
books only the vessel values were changed, Thus, on the books of A. H, Bull

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




depreciation since the closing date, representing a pro rata share of the
total purchase price paid by A. He Bull Delaware for the assets of A, H,
Bull New Jersey.

6. Corporate entities affiliated with respondent Bull, so far ag is
here pertinent, include A, H, Bull Delaware of which respondent Bull is a
subgidiary; 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 revenuses 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
Mine 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 Ll days, totaled 33 days in 1951, 1952, and 1956; 12 days in 19533
101 days in 198L; 78 days in 1955; 1L days in February 1957; and 20 days
in the first 6 months of 1958,

8. ILykes. - Lykes operates its weekly service between the Gulf ports
of Lake Charles, La., and Houston and Galveston, Texas, and occasionally
other western Gulf ports, apd Puerto Rico, as a part of its subsidized serv-
jce 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, Waterman.- At the outset of this proceeding Waterman operated a
weekly service between New Orlesns and Mobile and Puerto Rico, utilising
two vessels on a lli-day turnmaround, with aMditional vessels for relief pure
poses and when extra cargo demanded. Beginning in October 1957, Waterman
also inaugurated weekly sailings, utilizing two vessels on a 1l~-day turnaround
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in regular breakbulk service, between New York, Baltimore s 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 service. Waterman 1s a subsidiary of McLean
Industyies, Inc.

10, Effective February L, 1958, 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
1958 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 that which had not spoiled was transferred to a ship regularly
employed in the Waterman P. R. Gulf-Puerto Rico breakbulk seérvice. The
Bienville voyage consumed in all 3l 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,




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 voyage of $1,506. These data are not important
enough +to warrant their inclusion in .our considération, 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

1. 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 econcmy of the Island has never been self-
gustaining, snd 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 LO percent of all goods
produced, and about 54 percent of all goods consumed, by the people of
Puerto Rico are destined to, or originate in, the United States. Average
income per capita in Puerto Rico in 195k was $LLS, 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 campetitive 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 $24,993,850 $21,616,383 $11,682,207
Waterman 6,534,389 9,416,267 L,651,468
Alcoa 6,241,864 9,175,949 L,215,049

k 3,843,368 3,774,843 1,940,279
TP otels WLALHT SO EERTRO]




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
¥nown or contracted cost inereases. 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 & fertilizer plant in Puerto Rico, which virtually
eliminated the movement of prepared fertiliizer and subsituted therefor
the movement of fertilizer raw materials in tremp vessels. Table II
below shows the tonnage data sulmitted 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
Bull
Alcoa
Waterman
Lykes
Lykes

1,

1!

429, k70
239,535

245,334%

*Weight tons

1957

First Half

1958
Projected

e

312,701
238,895

262,380%

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

713,377 '33%%gg;i

186,422 | 169,363
148,526 | 132,202
- 107,822

102,522%

102,918%

1,117,760
340,000
215,64k
205,836%

iT.

Taking into consideration the factors mentiomed in paragraph 16

above, end 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:

604>« 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 %o
approximately 25,000 tons northbound and 2000 tons southbounde.
The revenue from this traffic in relation to total revenue was
perhaps less than 1/2 of 1 pércent.

6l.. 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 percent.s 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 1413 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.




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., Comparsble cost in=-
creases are shown for the other three carriers in the trade.

21, There is evidence that the carriers, thréugh increased efficiency
of operations, have endeavored to minimize the impéot 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,
end 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 Juaﬂ, P. R., however, re-
flected more closely the wage increases, attributed to the lesser effi-
ciency of port arrangements eand labor. Loading costs at that port in the
seme period increased from $2.02 to $3.07 per ton, and discharge costs
from $2.79 to $4.71 pef ton, increases of 52 percent and 68.8 percent,
respectively. : R e

22. Waterman shows, in addition to the cost increases stated abbve,
that effective in October 1958 longshore wage increases at Puerto Rican.

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

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

cost by $160,000 annually.




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. TWhere 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 propor=
tion to Puerto Rican traffic, than would have }esultedhfrom 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 oﬁ other parties, the respondents in most instances,
in addition, oomputed'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 seame

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 Ricen 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 Manufacturérs 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 & method bears no relation to the realities of the situation.

3l. 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 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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