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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

NOV 7 1975

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill S. 1542 - Maritime Appropriation

Act of 1975
Sponsor - Sen. Long (D) La.

Last Day for Action

November 14, 1975 - Friday

Purgose

Authorizes appropriations of $543.6 million for fiscal year
1976 for certain maritime programs within the Department of
Commerce; requires minimum allocation of certain funds to each
of the four seacoasts of the United States; and increases the
statutory limitation on the Federal ship mortgage guarantee
program from $5 billion to $7 billion.

Agency Recommendations

Office of Management and Budget Approval

Department of Commerce Approval

Department of Transportation Approval of Section 4;
defers on rest

Department of the Treasury . Could not support approval

recommendation unless
guaranteed bonds are
financed by Federal
Financing Bank

Discussion

S. 1542 would authorize appropriations totalling $543,618,000
for fiscal year 1976 for the following maritime programs within
the Department of Commerce:

-- subsidies for construction or reconstruction of
U.S. flag vessels, and for costs of certain national
defense features for U.S. flag ships -- $195,000,000;



-—- operating differential subsidies -- $315,936,000;

—-— research and development programs to advance ship
development and construction, ship operations
systems, and intermodal transportation systems --
$12,232,000;

-- maintenance expenses for the National Defense
Reserve Fleet -- $4,242,000;

—-— operating expenses for the Merchant Marine Academy --
$11,500,000;

-~ financial assistance to State maritime academies -~
$4,708,000.

The amounts authorized are identical to those requested by the
Administration. Because of the requirements of the Congressional
Budget and Impoundment Control Act of 1974, the Administration's
draft bill also included authorizations for fiscal year 1977.

The enrolled bill does not include those authorizations.

The enrolled bill would also authorize such Sums as are necessary
to cover increases in personnel salaries and benefits and the
effects of inflation on the Merchant Marine Academy. The Adminis-
tration had requested this provision because of the great impact
which inflation has on the budget of a school as small as the
Academy.

In addition, the enrolled bill would require that at least 10%

of the funds appropriated for the construction and operating
differential subsidy programs be allocated to each of the four
seacoasts (defined as the Atlantic, Pacific, Gulf, and Great
Lakes). An annual report on the effects of this provision would
be required. The provision is designed to assure that a certain
amount of funds be directed to the Great Lakes and St. Lawrence
Seaway region, which was defined as the fourth seacoast in the
Merchant Marine Act of 1970. Although not requested in the
Administration bill, the Maritime Administration reports that

this provision does not present a serious problem. The provision
only requires the Maritime Administration to allocate a minimum
10% of subsidy funds to each seacoast in cases in which it receives
valid applications (meeting all its criteria for approval) amount-
ing to 10% or more of total requested funding.

S. 1542 would also increase from $5 billion to $7 billion the
limit on the amount of loan guarantees which may be outstanding
under the Title XI Federal ship mortgage guarantee program.
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This program authorizes the Secretary of Commerce to guarantee
the principal and interest on loans to finance the construction,
reconstruction, and reconditioning of U.S. flag vessels, thus
enabling vessel owners to obtain long-term financing at favor-
able rates.

It is estimated that the current $5 billion guarantee limit will
be fully committed within fiscal year 1976. The Administration
did not request this increase because OMB has asked the Commerce
Department to conduct a study of this program to determine
whether the limits and controls on the use of this guarantee
authority should be modified. However, the Administration did
not object to the ceiling increase when the bill was under
consideration in the Congress because the use of guarantee
authority is potentially controllable by administrative direction.

In its views letter on the enrolled bill, Treasury states that
it is concerned with the method of financing this program. It
believes that the bonds issued under this program should be
financed through the Federal Financing Bank (FFB) rather than
on the direct market as is currently done, thus resulting in
lower interest rates on the bonds. Treasury states that FFB
financing could result in interest savings of more than $100
million for the $2 billion expansion of the program. We should
note, however, that this saving accrues to the borrowers, not to
the government, and thus increases demand for the loan guarantees,
resulting in greater Federal intrusion in the capital markets.

Treasury states in its letter on the enrolled bill that "unless
there is agreement within the Administration that future issues
of guaranteed merchant marine bonds will be financed by the FFB,
the Department could not support a recommendation that the en-
rolled enactment be approved."

Financing by the FFB can be undertaken under current law and,
therefore, is not dependent on this enrolled bill. Moreover,
Treasury and OMB are currently conducting a joint study of
appropriate guidelines for future FFB financing in general. 1In
any case, your action on S. 1542 need not be determined by con-
ditions related to agreement on financial arrangements now under

study within the executive branch.
Assistant Directo

for Legislative Reference

Enclosures



OFFICE OF THE SECRETARY OF TRANSPORTATION
WASHINGTON, D.C. 20590

NOV 4 1975

GENERAL COUNSEL

HonorabTle James T. Lynn
Director

Office of Management and Budget
Washington, D.C. 20503

Dear Mr. Lynn:
You have asked for our comments on S. 1542, an enrolled bill

"To authorize appropriations for the fiscal year
1976 for certain maritime programs of the
Department of Commerce and for other purposes.”

Section 4 of the enrolied bill, which amends Section 809(a) of the
Merchant Marine Act of 1936, is of interest to this Department. It
would require that not less than 10 percent of the funds appropriated
for construction-differential subsidy and operating-differential
subsidy be allocated to each of the Atlantic, Gulf, Great Lakes,
and Pacific port ranges. However, this allocation shall apply only
to the extent that subsidy contracts for each coastal range are
approved by the Secretary of Commerce. Section 4 also requires

the Secretary of Commerce to submit to Congress an annual report
describing the actions that have been taken to assure insofar as
possible that direct and adequate service is provided by United
States-flag commercial vessels to each range of ports mentioned
above, including any recommendations for additional legislation
that may be necessary.

The Department of Transportation endorses efforts to attract United
States-flag service into the Great Lakes. We understand that Section

4 of the enrolled bill is designed to provide the Great Lakes coastal
range with a greater share of maritime subsidies, subject to the

approval of appropriate subsidy contracts by the Secretary of Commerce
(see October 20, 1975 Congressional Record at page H 10074). From

this perspective, we would recommend that the President sign the enrolled
bill. However, other provisions of the biil relate specifically to
appropriations for certain maritime programs of the Department of
Commerce, and we would defer to that agency as to the sufficiency

of those provisions.

Sincerely,




GENERAL COUNSEL OF THE

DEPARTMENT OF COMMERCE
Washington, D.C. 20230

NOV 5.1875

Honorable James T. Lynn
Director, Office of Management
and Budget

Washington, D. C. 20503
Attention: Assistant Director for Legislative Reference

Dear Mr., Lynn:

This is in reply to your request for the views of this Department
concerning S. 1542, an enrolled enactment

"To authorize appropriations for the fiscal year 1976
for certain maritime programs of the Department
of Commerce, and for other purposes.'

Section 2 of S. 1542 authorizes the appropriation of $543, 618, 000
for fiscal year 1976 for maritime programs of the Department of
Commerce.

Section 3 authorizes additional supplemental appropriations for
fiscal year 1976 for the activities specified in section 2, to the
extent necessary for increases in employee benefits authorized by
law, and for uncontrollable cost increases in public utilities, food
services and other expenses of the Merchant Marine Academy at
Kings Point.

The provisions of sections 2 and 3 are identical to those contained
in the draft bill submitted by this Department to the Congress on
February 21, 1975, except that our proposal authorized $245 million
in fiscal year 1976 for ship construction activities, whereas S. 1542
authorizes $195 million. Also, our proposal authorized appropria-
tions for fiscal year 1977 as well as fiscal year 1976 for maritime
programs. We have no objection to these changes. The decrease
in authorizations was requested by the Maritime Administration to
reflect a carryover of funds due to ship construction contract
cancellations.

Section 4 amends the Merchant Marine Act, 1936 to require that not
less than 10 percent of construction and operating-differential sub-
sidy funds be allocated to each of the U.S. seacoasts, including the
Great Lakes. Such allocations are to apply to the extent subsidy

contracts are approved by the Secretary of Commerce that would ooy
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absorb this amount. It also requires the Secretary of Commerce to
submit annual reports to Congress on U.S. flag-commercial service
to each of these seacoasts, including any recommendations for addi-
tional legislation that may be necessary to achieve the purpose of
the section. We have no objection to section 4.

Section 5 amends the 1936 Act to increase from $5 billion to $7
billion the statutory limitation on obligations guaranteed under
the title XI federal ship mortgage guarantee program. An
increase to $8 billion was recommended by this Department in
its Legislative Program for the lst Session, 94th Congress. We
have no objection to the $7 billion ceiling.

This Department recommends approval by the President of S. 1542,

Sincerely,

KMC.BM

General Counsel



THE GENERAL COUNSEL OF THE TREASURY

WASHINGTON, D.C. 20220

NOV 6 1975

Director, Office of Management and Budget
Executive Office of the President
Washington, D. C. 20503

Attention: Assistant Director for Legislative
Reference

Sir:

Reference is made to your request for the views of this
Department on the enrolled enactment of S. 1542, "To
authorize appropriations for the fiscal year 1976 for certain
maritime programs of the Department of Commerce, and for
other purposes."

The enrolled bill is similar to the Commerce draft bill,
"To authorize appropriations for the fiscal years 1976 and
1977 for certain maritime programs of the Department of
Commerce, and for other purposes," that was submitted to the
Congress on February 21, 1975. Sections 4 and 5 of the
enrolled enactment were not in the original proposal.

Section 4 would amend section 809 (a) of the Merchant
Marine Act of 1936, as amended, to require that not less
than 10 percent of Maritime Admlnlstratlon program funds
be allocated to serve the foreign trade requirements of the
ports of each of the four seacoasts of the United States.

Section 5 would increase the statutory limitation on
obligations guaranteed by the title XI Federal ship mortgage
~guarantee program from $5 billion to $7 billion. The
House Report on H.R. 3902, a companion bill to S. 1542,
states that the Office of Management and Budget 1nd1cated

that it would not oppose this increase since any future
increased controls in the program would not depend on the
ceiling for enforcement.
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The Department did not report on this legislation, and has
no recommendation to make from a program standpoint. However,
from a debt management standpoint, the Department is concerned
with the method of financing the guaranteed merchant marine
bond program which would be expanded by section 5 of the
enrolled enactment. We believe that these bonds should be
financed by the Federal Financing Bank rather than by the
present method of direct market'financing,_which results
in paying excessive interest rates to investors in obligations
backed by the full faith and credit of the United States.

For example, on October 15, 1975 a $19 million issue of

. guaranteed merchant marine bonds was sold in the market at
interest rates, depending on maturity, of 8.8 percent and

9.3 percent. If these bonds had been financed through the

FFB, which was established by the Congress in 1973 for the
purpose of consolidating the financing of such Government-
backed securities, the FFB lending rates would have been

8.28 percent and 8.50 percent, respectively. On a present
value basis, the savings in financing costs from FFB
financing of this $19 million issue would have been $1 million.
On this basis, the savings in financing costs from FFB
financing of the $2 billion program expansion contemplated

by the enrolled enactment would exceed $100 million. Rather
than forego these savings and continue to pay needlessly

high interest rates to investors in Treasury-backed securities,
we believe that the savings should be realized by the guaranteed
borrower or by the Government.

Accordingly, unless there is agreement within the
Administration that future issues of guaranteed merchant
marine bonds will be financed by the FFB, the Department
could not support a recommendation that the enrolled
enactment be approved.

Sincerely yours,

General Counse

Rishard R. Albracht



> ” : EXECUTIVE OFFICE OF THE PRESIDENT
N7 i OFFICE OF MANAGEMENT AND BUDGET
/\a /"\ * WASHINGTON, D.C. 20503
\ o
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NOV 7 1975

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill S. 1542 - Maritime Appropriation

Act of 1975
__ Sponsor - Sen. Long (D) La.

Last Day for Action

November 14, 1975 - Friday
Purpose

Authorizes appropriations of $543.6 million for fiscal year
1976 for certain maritime programs within the Department of
Commerce; requires minimum allocation of certain funds to each
of the four seacoasts of the Unitad States; and increases the
statutory limitation on the Federal ship mortgage guarantee
program from $5 billion to $7 billion.

Agency Recommendations

Office of Management and Budget Approval

Department of Commerce . - Approval

Department of Transportation Approval of Section 4;
defers on rest

Department of the Treasury Could not support approval

recommendation unless
guaranteed bonds are
financed by Federal
Financing Bank

Discussion

S.- 1542 would authorize appropriations totalling $543,618,000
for fiscal year 1976 for the following maritime programs within
the Department of Commerce:

-- subsidies for construction or reconstruction of
U.S. flag vessels, and for costs of certain national
defense features for U.S. flag ships -- $195,000,000;



—-- operating differential subsidies -- $315,936,000;

-~ research and development programs to advance ship
development and construction, ship operations
systems, and intermodal transportation systems ~--
$12,232,000;

-— maintenmance expenses for the National Defense
"Reserve Fleet -- $4,242,000;

-— operating expenses for the Merchant Marine Academy --
$11,500,000;

'-- financial assistance to State maritime academies --
$4,708,000.

The amounts authorized are identical to those requested by the
Administration. Because of the requirements of the Congressional
Budget and Impoundment Control Act of 1974, the Administration's
draft bill also included authorizations for fiscal year 1977.

The enrolled bill does not include those authorizations.

The enrolled bill would also authorize such sums as are necessary
to cover increases in personnel salaries and benefits and the
effects of inflation on the Merchant Marine Academy. The Adminis-
tration had requested this provision because of the great impact
which inflation has on the budget of a school as small as the
Academy.

In addition, the enrolled bill would require that at least 10%

of the funds appropriated for the construction and operating
differential subsidy programs be allocated to each of the four
seacoasts (defined as the Atlantic, Pacific, Gulf, and Great
Lakes). An annual report on the effects of this provision would
be required. The provision is designed to assure that a certain
amount of funds be directed to the Great Lakes and St. Lawrence
Seaway region, which was defined as the fourth seacoast in the
Merchant Marine Act of 1970. Although not- requested in the
Administration bill, the Maritime Administration reports that

this provision does not present a serious problem. The provision
only requires the Maritime Administration to allocate a minimum
10% of subsidy funds to each seacoast in cases in which it receives
valid applications (meeting all its criteria for approval) amount-
ing to 10% or more of total requested funding.

S. 1542 would also increase from $5 billion to $7 billion the
limit on the amount of loan guarantees which may be outstanding
under the Title XI Federal ship mortgage guarantee program.
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This program authorizes the Secretary of Commerce to guarantee
the principal and interest on loans to finance the construction,
reconstruction, and reconditioning of U.S. flag vessels, thus
enabling vessel owners to obtain long-term financing at favor-
able rates.

It is estimated that the current $5 billion guarantee limit will
be fully committed within fiscal year 1976. The Administration
did not request this increase because OMB has asked the Commerce
Department to conduct a study of this program to determine
whether the limits and controls on the use of this guarantee
authority should be modified. However, the Administration did
not object to the ceiling increase when the bill was under
consideration in the Congress because the use of guarantee
authority is potentially controllable by administrative direction.

In its views letter on the enrolled bill, Treasury states that
it is concerned with the method of financing this program. It
believes that the bonds issued under this program should be
financed through the Federal Financing Bank (FFB) rather than
on the direct market as is currently done, thus resulting in
lower interest rates on the bonds. Treasury states that FFB
financing could result in interest savings of more than $100
million for the $2 billion expansion of the program. We should
note, however, that this saving accrues to the borrowers, not to
the government, and thus increases demand for the loan guarantees,
resulting in greater Federal intrusion in the capital markets.

Treasury states in its letter on the enrolled bill that "unless
there is agreement within the Administration that future issues
of guaranteed merchant marine bonds will be financed by the FFB,
the Department could not support a recommendation that the en-
rolled enactment be approved."

Financing by the FFB can be undertaken under current law and,
therefore, is not dependent on this enrolled bill. Moreover,
Treasury and OMB are currently conducting a jOlnt study of
appropriate guidelines for future FFB financing in general. In
any case, your action on S. 1542 need not be determined by con-
. ditions related to agreement.on frnanc1al arrangements now under

study within the executlve branch.
Assistant Directo

for Legislative Reference

Enclosures


















THE WHITE HOUSE

WAaSHINZTON

November 10, 1975

MEMORANDUM FOR: JIM CAVANAUGH
FROM: MAX L. FRIEDERSDORF%. y
SUBJECT : S. 1542 - Maritime Appropriation Act of 1975

The Office of Legislative Affairs concurs with the agencies

that the subject bill be signed.

Attachments











































































































