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Mr.

~!AGN"C"SON,

from the Committee on Commerce, submitted the
following

REPORT
Together with minority views
[To accompany H.R. 8198]

The Committee on Commerce to which was referred the bill (H.R.
8193) to require that a percentage of United States oil imports be carried on United Stat€8-flag vessels, having considered the same, reports
favorably thereon with amendments and recommends that the bill
do pass.
DESCRIPTION AND PURPOSE

H.R. 8193 requires that 20 percent initially, and by June. 30, 1977,
30 percent of the oil imported into the United States shall be transported on U.S.-flag commercial vessels to the extent that such vessels
are available at fair and reasonable rates. The bill will improve our
national security posture by reducing theNation's nearly total dependence on foreign-flag vessels to meet our energy transportation needs.
It will also significantly benefit the balance-of-payments position of
the United States and provide increased protection to our marine environment. By creating a fleet of modern U.S.-flag tankers, the bill
will ~rovide thousands of jobs for American workers aboard ship and
in shipbuilding, ship repair and support industries.
BACKGROUND

It is apparent that the 1970's will be a decade of decision for the
United States. The upheavals in our economy, as well as the economies
of other nations, and the unsettled nature of international relations
indicate that basic changes are taking place which will affect our wellbeing and national security for years to come. Courses we choose now
will determine the quality and security of our lives into the next
century.
(1)
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In that context, H.R. 8193 might appear to be modest legislation,
requiring that a percentage of petroleum imports be carried on U.S.flag ships, if such vessels are available at fair and reasonable rates.
Yet, the Committee has become convinced during the course of its
hearings and deliberations that enactment of H.R. 8193 will go far
toward solving serious problems by encouraging the construction 'and
use of a substantial number of tankers under U.S. flag.
1. Previous legislative efforts
The U.S. tank ship fleet has declined sharply since World vVar II
when there were 904 tank ships aggregating some 12.7 million deadweight tons. By 1970 there were only 262 American tankers totaling
7.4 million doodweight tons. This decline is more significant in light
of the fact that oil fmports into the United States increased dramatically during the same period. The use of U.S.-flag vessels is now
restricted, for the most part, to the carriage of oil in the coastal trades
which has constituted a declining part of our waterborne oil movements. Moreover, the U.S.-flag tanker fleet has not been able to substantially participate in the movement toward very large tanker sizes
that developed throughout the world, starting in the 1960's.
To correct these disturbing trends, Congress passed the Merchant
Marine Act, 1970 (P.L. 91-469) (the "1970 Act"), which provided
for the first time substantial Federal support for the construction and
operation of bulk carriers, including tankers. It was expected that the
American tanker fleet, as a prime beneficiary of the new program,
would expand its penetration into the U.S. oil imports trade.
Two years ago, it became apparent that, despite the new programs,
tankers for U.S. registry were not being built or operated in the
numbers necessary to adequate1y meet our needs. As a result of its 1972
hearings on this matter, the Committee concluded that the 1970 Act
was not producing the necessary number of U.S.-flag tankers and was
being thwarted because the multi-national oil companies were systematically diverting oil cargoes for import into the United States to
foreign-flag tank ships, many of which are owned by foreign subsidiaries or affiliates of these same companies. Consequently, the Committee
reported a measure requiring that at least 50 percent of our oil imports,
(with certain exceptions required because of the operation of certain
aspects of the now defunct mandatory oil import quota system), be
carried on U.S.-flag vessels to the extent such vessels were available
at fair and reasonable rates.
The measure was narrowly defeated on the floor of the Senate,
primarily because of charges that it would (1) institutionalize the
mandatory oil import quota system rand (2) increase the price of oil.
These arguments are no longer valid be.cause: the quota system has
boon eliminated; the Committee has received testimony demonstrating
that the price of oil will not be adverselv affec.ted by the preference
legislation; and the international oil crisis ;has demonstrated the advisability of becoming transportation independent.
fe, Continued depe1ldenoe on oil imports
Despite efforts of the United States to bt>,come energy self-sufficient
authorities agree that our dependence on foreign sources of oil will
continue for some time. Our imports rose from 950,000 barrels a day

(b/d) in 1952, representing 13% of our total oil consumption, to over
4.7 million b/d in 1972, nearly 30% of our total consumption. Despite
the expected opening of Alaskan resources, imports are expected to
rise further to nearly 12 million b/d by 1980, which would constitute
50% of anticipated requirements for that year. This proportion is expected to remain more or less constant through 1985, when total needs
may increase to perhaps 28-30 million b/d, apart from all other
energy sources that may be developed and exploited in the meantime.
Recent events have demonstrated the problems of being dependent
on foreign oil supplies. The lessons learned apply with e_qual fo:rce f?
transportation dependency. Consequently, we must examme the Implications of the fact-That we are almost entirely dependent on foreign
tonnage for the importation of oil. The smaJl quantity of oil shown
in the record as having moved in American bottoms, approximately 5
percent of our waterborne imports, reflected ships diverted from the
domestic trade (including some new vessels awa,iting construction of
the Alaska pipeline) by the extraordinarily high freight rates in the
foreign market during the first -part of 1973.
.
.
It is obvious that this condition cannot be accepted. Not a smgle
witness adverse to the proposed legislation purported to defend it before the Committee.
3. Legislative history of the bill
On June 27, 1973, Senators Magnuson and Beall introduced S. 2089,
legislation identical to H.R. 8193 which was introduced in the House of
Representatives on May 29, 1973 by Representative Leonor K. Sullivan,
Chajrman of the House Committee on Merchant Marine and Fisheries.
Subsequently Senator~ Jackson and Mathias joined as ~o-sponsors of
S. 2089. In the House of Representatives 226 Members mtroduced or
co-sponsored 46 bills identical to H.R. 8193.
Over the six month period between October, 1973, and March, 1974,
the Honse Committee on Merchant Marine and Fisheries' Subcommittee on Merchant Marine held 15 days of public hearings on H.R. 8193
and companion measures. On March 27, 1974, the Merchant Marine
Subcommittee favorably reported H.R. 8193 to the full Committee on
Merchant Marine and Fisheries. The bill was favorably reported by
the Committee on April9, 1974. On May 8,1974 the bill was passed by
the House of Representatives by a roll call vote of 266-136.
The Merchant Marine Subcommittee of this Committee held public
hearings on S. 2089 and H.R. 8193 on May 20, 21, 22, and 30, 1974.
Testimony was received from 15 witnesses which included officials
from the Departments of State and Commerce, the Federal Energy
Administration, a number of petroleum and shipping company and
trade association representatives, as well as economics scholars and
labor union officials.
A number of written statements concerning this legislation were
also submitted to the Subcommittee.
On .June 26, and 27, 1974 the Committ£>,e considered H.R 8193 in
executive session. During those deliberations the Committee a.dopted a
number of amendments modifying the House-passed measure. These
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are all explained in detail in the Section by Section .Analysis portion
of this report.
Several amendments proposing exemption from the requirements
of the bill were rejected bv the Committee. These included: exemption
of the fuel and oil used for heating purposes-rejected by a roll call
vote of 10 to 5; exemption of aviation fuel-rejected by a roll call vote
of 12 to 3; exemption of oil imported for use as petrochemical feedstock-reiected by a roll call vote of 10 to 5: exemption of oil imported
for electric power !!8neration because of environmental reQnirements-reiected by a roll call vote of 11 to 3; and exemption of oil imports
into the insular territories and possessions of the United States-rejected by a voice vote.
The effect of these amendments would have been to seriouslv reduce
the effectivene!"S of the legislation in favor of special interest exemptions. .As explained in detail in other sections of this report, the Committee concluded that there should not be any cost increases resulting
from the requirements of the bill and the Secretary of Commerce has
ample authority to administratively grant appropriate relief to importers or persons subject to the .Act on an emergency basis.
The Committee also defeated, on a roll call vote of 12 to 3, an amendment to include in the bill a provhdon similar to the first proviso of
SPetiol'l 901 fb) (1) of the Merchant Marine .Act. 1936, as amended. ( 46
U.S.C. 1241(b) (1) ), which would have granted temporary waiver
authoritv of the proposed cargo preference rf'AJnirements to the President, Congress, or the Secretary of Defense. The Committee felt that
the Congress can respond adeQtiately should circumstances warrant a
reroporary suspension of the bill's requirements.
.An amendment callin!Z' for a Federal Trade Commisc:ion investigation of the stmcture. conduct. and performance of the petroleum tanker
industrv was also proposed. The current anticompetitive aspects of the
tanker industry because of its control bv maior oil companies make a
compelling ca.Se for such a study of the FTC. and the Committee expressed support for such an undertaking. However, the Committee felt
that this legislation was not the appropriate vehicle for such an amendment.
On Jnne 27, 1974, the Committee voted 14-2, with 2 abstentions. in
favor of the motion of the Chairman to order H.R. 8193 reported as
amended.
,4.. Oommittee amendments meet opponents' ob.1eotions
The Committee feels that the bill as reported is much stronger than
the 1972 bill and the House-passed hill. For example. what little
remained of the argument that the hill would result in incl'flflserl costs
to the consumer has been mooted hreAnse of an amenrlment the Committee added waiving a portion ($0.15 per barren of the oil import
license fee for crude oil imnorts transported on U.S.-flag vessels, and
applving the savinm; from the waiver so as to reduce ultimRte consumer costs. Even before that amendment, some witnesses testified that
the bill would actuallv produce a eost savings for consumers. Other
Committee improvements in this bill include (1) a requirement that
a portion of vessel nrofi.ts be reinvested in new vPssels, (2) vessel age
limitations that will result in utilizing new efficient tonnage rather
than perpetuating less efficient overage tv.mage, (3) a requirement

that the vessels incorporate the best available pollution prevention
technology, including s_egrega~ ballast capacity and double bottoms,
so. as to protect our manne environment.
BENEFITS OF THE . BILL
NATIONAL SECURITY

j
t

During the past few y~ars ~here have been alarming and rapid
changes 111 the status of this nation's energy supply and energy ~ran~
portation capability. Taken together, these changes have grave llJ?-phcations for the national security of t~e Unit~q States. Th~ .Committee
is convinced that Congress must act m a decisive and positive manner
to avoid a serious and chronic condition of defense unpreparedness.
The Energy Transportation Security Act of 19'?4 represeD;ts a bold
initiative by Congress to control and direct a natiOnal se~unty factor
without further exacerbating those factors that are essentially beyond
our control. The .Act would establish a program to insure that the
United States has th.e oce:m-bo~e transportati~n. capability to supply
·our petroleum needs m a time of mternat10nal cns1s.
.
The Committee recognizes that in the short run we can do httle about
our increasing dependency on foreign oil for our domestic and defense
needs. ·we support the goals of Project Indepenqence, but despite these
efforts, it appears that the Department of InteriOr was not. far wrong
when it estimated our oil imports would increase by 300% 111 the next
10 years.
in the area of energy transportation, however,.the Con;mittee. fools
we can take a significant step to guarantee that m a penod of mternational crisis, our nation has a sufficient number of U.S.-flag tankers
to supply our armed forces and meet the needs o;f our bas~c dom~ic
industries. Currently, the number of such vessels 1s totally msuffiment,
and we would be forced to ·rely on a group of foreign-flag tankers
alleged to be under effective U.S. control (the EUSC fleet) . .After
careful study, the Committee has determined that our control over
those foreign-flag vessels is illusory rather than actual, and our present
reliance on a EUSC fleet without a sufficient nucleus of U.S.-flag
vessels constitutes a direct threat to the national security of the United
States.
1. The ilmportarwe of a U.S.-flag tanker fleet to our natimufj defeMe
Under the Merchant Marine .Act, 1936, as amended, Congress
charged the privately-owned civilian mer~~ant mari_n~ wi~h t~e defense mission of serving as a "naval and military .aux1hary 1~ time of
war or national emergency". H~wever,,the Committee .recogn:zes th~t
for some time to come, the ever mcreasmg flow of foreign 01l mto th1s
nation will depend in a large part on the availability of foreign-flag
vessels manned by officers and crews with no allegiances to the United
Stales. The Energv Transportation Security .Act was drafted for the
narrow purpose of insuring that at least a nucleus of U.S.-flag ta!lkers
carrying a fair share of our oil imports will be unqer our l!neqmvocal
control in a national emergency. To that end, the bill provides that 20
percent of petroleum products imported into this country be carried
on U.S.-flag vessels, rising to 25 percent after 1975 and 30 percent
after1977.
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From the standfoint of national security the advantages of having
a sound nucleus o tankers under U.S. registry include:
(a) Flexibility-A U.S.-flag tanker fleet can give us the flexibility
to transport oil from alternative sources if a military or political crisis
forecloses our access to more traditional sources.
(b) Crew Reliability-A U.S.-flag tanker fleet will be manned by
U.S. seamen with a long tradition of devotion to the United States
and heroism in every hostile action since the Revolutionary War.
(c) D~fen.se Design Features-A modern U.S.-flag tanker fleet can
more easily mcorporate design features particularly suited to serving
the needs of our defense apparatus. When tankers are constructed in
U.S. shipyards with a Construction Differential Subsidy (CDS)
un?er the Merchant. Marine Act, the Department of Defense may reqmre that such design features be incorporated in the construction
plan.
(d) Shipyard Capacity-To the extent American shipyards must
expa_nd to build a sufficient number of U.S.-flag tankers to meet the
reqmrements of H.R. 8193.
. (e) M~rchant Marine Development-An expanded U.S.-flag fleet
will reqmre a larger and better-trained United States Merchant Marine capable of serving our maritime trade on the high seas.
13. Current status of the U.S.-flag fleet
P:r;ogress h_a~ been made under the ship construction and operating
subsidy provisiOns o~ the Merchant Marine Act of 1970, but it has become v~ry apparent m recent years that more must be done to provide
a sufficient number of U.S.-flag tankers to transport foreign oil to our
sh<?res in the event of a world crisis. The Department of Defense has
est~mated that we would n_e~d a tanker capacity of 12.6 million deadweight tons to support mihtary operations in the event of a major
emergency. The requirements for defense support industries and
essential domestic needs would raise this figure substantially.
In his testimony on H.R. 8193, before the House Committee on
Mer?~ant Mar~ne and Fisheries, Assistant Secretary of Commerce for
Maritime Affairs, Robert ,T. Blackwell stated "To summarize there
is a strong demand for additional tankers to serve U.S. markets that
will continue to grow well into the 1980's. If a substantial portion of
these tankers are under the U.S.-flag, the United States can expect to
derive impressive economic and national security advantages."
However, as of December 31, 1973, our U.S.-flag tanker fleet consisted of 239 vessels totaling only 7.8 million deadweight tons less than
4% of the world's total tonnage. Most of the ships are small, ~veraging
only 32,600 deadweight tons per ship.
Even these figurer.;: understate the gravitv of the situation. since most
of our fleet is obsolete. At the end of 1972, there were 246 tankers
of U.S. registry, of which 96 were over 25 years old, 72 more were over
15 years old, and only 39 were 10 years old or newer. As of December 31,
1972, the average age of our fleet was 20 years. Of the top 33 world
tanker fleets, the Fnited States has an older fleet than all but one
nation-Argentina.
The obsolecence of our fleet wo11ld be a maior :factor even if we considered only its peaPetime capabilities. But the state of many of the
tankers is an item of critical concern when we realize they could well
be called upon to serve most of our energy transportation needs.
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The Merchant Marine Act, 1936, as amended, requires vessels
built with Construction Differential Subsidy (CDS) to incorporate
Department of Defense recommended features into their designs. Of
course, this provision is of little value when the major oil companies
ignore the CDS program and place most of their orders for new vessels
in foreign shipyards. By the middle of 1973, only 9 U.S.-flag VLCC's
were scheduled to be built in American shipyards under the 1970 Act
while foreign-flag shipyards had 394 pending orders, many of them
from the major ml companies that import oil to our shores.
Altogether, there were 50 tankers of 4.4 million deadweight tons
on order or under construction in U.S. shipyards as of November 1,
1973, of which 26 were using CDS. But the avemge deadweight tonnage for these vessels is only 87,400 dwt. compared to an average of
136,500 dwt. for 1,286 tankers being built for foreign registry in world
shipyards. Construction of more VLCC's is vital to our national security since these are the vessels that can transport the largest quantities of oil over the longest distances at the cheapest prices. Likewise it
is necessary for the U.S. to expand our production of smaller tankers
that may be used by the military in the diverse tactical situations that
arise in modern warfare.
At the Committee's hearings on H.R. 8193, Department of Commerce officials testified that the immediate prospects for increased
U.S.-flag tanker construction were excellent since there were CDS
applications pending with the Maritime Administration for 107 tank
ships totaling 31.6 million deadweight tons and costing in excess of
$10 billion. The Committee does not doubt that such applications are
pending, but we seriously question their significance to our future
defense needs. As valuable as the CDS program is, anyone familiar
with the administration of the program and the nature of CDS applications knows that only a small percentage of these vessels will ever
be built.
In the first place there are :funds available to finance only a fraction
of such vessels. The annual CDS expenditures for all types of vessels,
including tankers, has been less than $200 million since 1971.
Moreover, many of the applications themselves are speculative.
Very few applicants have settled their charter arrangements or financing requirements at the time they submit their applications. Furthermore, few will be successful in signing charter or financing agreements as long as the major oil companies continue to divert their
petroleum import cargoes to foreign-flag vessels. No matter how many
CDS applications are on file, the fact remains that few vessels will
be built if no cargoes are available. This legislation would solve that
problem by guaranteeing that a significant percentage of oil imported
into this country be carried on U.S.-flag ships.
3. The EUSO fleet
At present, U.S.-flag vessels carry only about 5 percent of our oil
imports. To make matters worse, the U.S.-flag vessels are mostly
engaged in transporting oil over the shorter, less profitable trade
routes, receiving only the crumbs of a lucrative trade monopolized
by the major oil companies and their foreign-flag subsidiaries.
Approximately 95% of our oil imports are now carried on foreignflag tankers, some of which are counted as part of the EUSC fleet.
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In the event that a great many of these foreign-flag tankers are not
available in a world crisis, we will be forced to re_ly. on vessels s~lp
posedly under our effective control to ~eet. ?Ur ml Imp<?rt :t;~mre
ments. The Committee finds that the reliability and availability of
the EUSC fleet under such circumstances is highly questionable. For
that reason we have concluded that a clear need exists for more U.S.flag tanke~ that are unequivocally subject to our control..
Today, the EUSC tanker fleet consists of 301 vessels with a tot~l
capacity of nearly 20 million deadweight tons. The vessels fly certam
"flags of convemence", name1y those of Liberia, Panama, and Honduras. The tankers are owned by foreign subsidiaries and affiliates
of the large multi-national oil companies. The basis of our supposed
control over the EUSC ships is section 902, Merchant Marine Act,
1936, as amended ( 46 U.S.C. 1242) under which the governl?-ent is
authorized to requisition or purchase for government servwe. any
vessel owned by a citizen of the United States in the event a natiOJ?-al
emergency is declared. Under section 1201 of the Merchant Marine
Act, 1936, as amended (46 U.S.C. 1283) the Secretary of Commeree
is authorized to issue U.S. interim war risk insurance to EUSC fleet
owners.
The policy of effective control was developed in the early days
of World War II before America entered that conflict. Acting at the
request of the United States government, American compani~ made
available their Panamanian, Honduran and Venezuelan flag ships for
the purpose of resupplying Great Britain and France _with mate:r:ial
vital to their war effort. Such trade was barred to American-flag ships
by the Neutrality Act of 1939. The government actually encouraged
U.S. owners to transfer their vessels to Panamanian registry for the
purpose of resupplying the allies while still main~aining t~chnical neutrality. After the war, the government was anxiOus to dispose of _the
huge wartime fleet and encouraged many operators to buy these ships.
wartime fleet and encouraged many operators to buy these ships.
Thus, the concept of effective U.S. control was born under circumstances unique to a particular period in our history. At that time, the
U.S.-flag fleet was strong and versatile. We could afford a policy of
encouraging foreign registry for a limited number of Americanowned vessels, particularly when the success of our own preparations
for war depended on a continued state of neutrality and resupply of the
existing allied resistance.
After the United States entered World War II, the national security justification for the EUSC concept ceased to exist. There was
no longer the need to maintain the facade of neutrality by shipping
supplies to our allies on foreign bottoms. Yet, the concept did not die,
and, in fact, the EUSC fleet grew and prospered while our own ~eet
withered away as more and more vessels were transferred to foreign
registries.
In llJ41 there were 88 EUSC tankers totaling 952,000 deadweight
tons. By 1948 there were 141 vessels with a total deadweight tonnage
of 1,950,000 dwt. The EUSC fleet continued to grow until in 1972 there
were 282 EUSC tankers totaling over 18 million deadweight tons.
Originally the EUSC vessels represented a surplus capacity over
and above a strong U.S.-flag fleet fully capable of meeting our essen-

tial needs by itself. But now, our domestic fleet cannot begin to meet
our needs, particularly in the area of oil transportation. 'l'he EUSC
fleet began as a creature of necessity, but as world conditions have
changed, so have the demands of our national security. Today, events
have forced us to reconsider our almost total reliance on foreign-flag
vessels for transporting our oil imports.
a. No wnequivocal control.-Since our control over the EUSC fleet
is based upon domestic law, serious questions may legitimately be raised
concerning the extraterritorial impact of the EU~C agreements. The
Committee has noted with interest that the AdministratiOn's opposition
to requirmg greater reliance on U.S.-flag tankers has not been matched
by confidence in our potential control over foreign-flag vessels now
transporting our oil imports. In response to questions submitted by
Congressman Frank M. Clark, Chairman of the Subcommittee on
Merchant Marine of the House Committee on Merchant Marine and
Fisheries; Robert J. Blackwell, Assistant Secretary of Commerce for
Mantm1e Atfairs; sounded these words of caution against relying on
the EUSC fleet: "As I noted in my testimony, there is no basis in internationallaw for 'effective control'. For tlus reason the availability
of EUSC vessels remains essentially a promise which, like any prom·
ise, may or may not be fulfilled when it becomes due."
Witnesses from the American Petroleum Institute and the Federation of American Controlled Shipping maintain that our government does have sufficient authority to gain control over the EUSC
vessels in an emergency. But the Committee has found the legal authority for such contention meager, at best, especially in light of the established principle of internatiOnal law that allows only the country of
registry to seize a vessel on the high seas. Under certam circumstances,
it appear'S that any nation may seize a foreign-flag vessel when it is in
that nation's territorial waters. However, tankers spend most of their
useful lives on the high seas. Moreover, most of the EUSC vessels
never enter our territorial waters at all, since they serve European or
Far Eastern countries exclusively. The Committee feels that in a crisis,
circumstances could well arise where we would be forced to wait for
EUSC tankers to enter our waters if they chose while our critical
petroleum needs went unmet.
Some have claimed that the nations offering "flags of convenience"
would never exercise their right under international law to control
vessels of their registry. However, the Government of Liberia issued
a proclamation on November 2, 1973 which put this theory to rest.
President William Tolbert issued an executive order prohibiting any
vessels flying a Liberian flag from participating in the carriage of
arms to the Middle East, regardless of the ownership. President Tolbert's decree, occurring at a time when our country was involved in the
resupply of Israel, was perfectly valid under the principle of international law which states that the nation of registry controls the vessel
and not the nation of the vessel's owner.
Aside from the purely legal questions of international law, there are
other practical factors that cast serious doubt on the availability of the
EUSC vessels in a crisis. Not the least of these is the fact that almost
all the officers and crews of these vessels are foreign nationals whose
loyalty to the United States may be negligible. The record contains
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incidents where foreign crews have refused to sail or sailed under
violent protest with cargo bound for our military forces in South
Korea or South Vie,tnam.
Testifying before the Special Subcommittee on Sea Power of the
House Committee on Armed Services towards the end of the Vietnam
conflict (October 8, 1968), Admiral Lee Ramage stated: "These ships
(EUSC vessels) cannot really be counted on. . . . In every case we
~ave to poll the crew to see if they are all going into the war zone, and
lf one doesn't then we cannot use them."
A similar view was expressed in 1969 by Captain Richard J. Godek
in Defense Department testimony before the House Appropriations
Committee: "So long as there are adequate numbers of American
ships, there should be no logistical problems. If the magnitude of the
military effort exceeds the capability of American ships and combat
supplies have to be moved by ships other than of American registry,
the probability of personnel refusals to sail ships to support an
unpopular military operation appears to be substantial."
In answer to these criticisms, the Federation of American Controlled
Shipping representing the EUSC owners has claimed that 85 percent
of tbe officers and 67 percent of the unlicensed crew on these vessels
are from friendly West European nations. While we have no doubt
that our alliance with Western Europe remains strong and viable,
it should be no secret to the EUSC owners that oil shortages are more
critical in those nations than they are in this country. Given a volatile
crisis where a world-wide shortage of oil is a prime element, who is
to say a West European crew would willingly deliver a cargo of crude
oil to the United States military when the security of their own nation
was directly threatened? We ciing to a slender reed when we assume
the patriotism of foreign seamen manning EUSC vessels is somehow
less fervent than that of our own seamen.
b. The leverage of petrolewm .mppliers.-Recent events have indicated that the countries controlling the world's oil may be willing in
certain circumstances to use their strategic advantage to make our
EUSC fleet worthless. Countries that offer "flags of convenience"
need oil, too, so we can expect that in a period of tension, such nations
may be forced to obey orders to restrict the operations of vessels under
their registry, subject to the approval of the oil-producing nations.
Even more threatening than that, however, is the vulnerable position of the oil companies themselves. Without questioning the patriotism of the United States citizens who operate these companies from
home offices in this country, it is to be expected that their corporate
interests may not always coincide with the interests of our national
security. Most recently, the oil companies importing oil to our country
from Arab nations were ordered to embargo shipments to the United
States and stop supplying our military forces in Europe with needed
petroleum products. Since the Arab countries know these same oil
companies own most of the EUSC tankers supplying our needs, the
Arabs themselves could well assume effective control over these vessels
by threatening a cut-off of product to any or all of these oil majors.
In this connection, we take note that the Arab countries have formed
their own ocean transportation company and are now building tankers
with the announced goal of requiring that at least 40 percent of Arab
oil exports be carried on ships of the Arab company.

Under H.R. 8193, our nation would, at least, have ·a nucleus of
U.S.-flag tankers available to seek out alternate sources of supply in a
national emer~ency.
e. Availabilit11 of the RUSO 1'es.<;>e7s.-Manv of the EUSC ves.."Cls
supposedlv at onr immediate disposal are not. even emploved in U.S.
foreign tra.de. The Committee has noted that in 1971 onlv 20 percent
of our waterborne petroleum imnorts were carried on these tankers
while the rest were emnloyed in shinnin(!" vitally needed petroleum to
Western BnroM anfl. .Tapa.n. Accorfl.ing to Assistant Secretary of Commerce Blackwell, "It annears nnlikelv that in an emergency the U.S.
oonld exe.rcise it.!' ontion to withdraw very manv of these tankers from
this service without creatin(!" serious economic anfl. political conseQuences. Further, anv withdrawal of tan kerR from Europe could have
a.n adverse imnaet on the netroleum supplies which would support·
military and civilian needs of the European countries of NATO
allianre."
Assistant. Secretarv Blackwell'~ fenrs are now more than theoretical.
When the Sne:r. f'l'lnl'll wa!' closed in .Tune of 1967, we found it necessary
to call 1mon the 'F.TTSC t:mhrs. bnt onlv a few were available. According to Admiral Rflma~c. "We went to the owners of the U.S.-controlled
tankers and askPd them to offer as manv tankers as thev could. We got
fl. totfll of flronnd 1 ~0. anrl when we screened thPse ships, ascertained
their }oration, sizes. ronditions of the offered shins, we found there
were only about 11 which we could immediately use."
4. Swmmar11 as to national8eeurity
After careful conRideration of the testimonv pre!"ented to the Committee and ev(lnts of th!'l rerent uast that have been called to our attention. we have ronclnded that tankers of TT.S. re~istry are the most
relia'hle vessels to mPf't our ener~v transport.ation needs.
Furthermore, WPt hn.vl" concluded that H.R. 8193 will provide a suffif'ient. number of U.S.-flag shins enaaged in the foreign trade of the
United States to form a nucleus of oil transportation capability in an
emf',rg-encv.
Finallv. we have ...eiected the claims of those who feel we can simply
relv on effective U.S.-controlled vessels when our national security
is threatf'.nefl.. These shins, with their foreign officers and crews, are
disnersed ~ 11 overt he (!lobe ani! onlv a few are eng-ap-ed in transporting
oil to onr shorl"s. To make matters worse, we probablv lack authority
under internntional Jaw to seize these ships on the high seas or in another country's territorial waters.
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COST IMPACT

DnrinP" the Committee henrinp-s on this le~islation, no other issue
nromnted as much conflicting- evidence as the probable cost imnact. nf H.'R. 8193 on the. Americnn conRnmer. After carefully analyzinf! thP testimonv an fl. exhibit!' snbmit.ted bv the various witnesses, the
Committee hns rom·lnded t.hat there should not be anv increase in the
nricE's of oil attributed to the enactment of the Energy Transportation
Se(>nritv Act.
Th~tt cond11sion is strengthened by an amendment the Committee
added which waives $0.15 per barrel of the oil import fee when crudQ.
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oil is carried on U.S.-flag vessels; provided the c~t savings are passed
on oo the ultimate consumer. This amendmen~ Will reduce the overall
costs of U.S.-flag shipping bel~w that for fore1~-flag vessels on ma!ly
trade routes, even when offsettmg factors not directly related oo shipping costs are disregarded.
.
.
During its deliberations on H.R. 8193, the Comr~nt«:e w~s mmdful of the tremendous increases that have occurred m ml pr1c8!' over
recent months. To be sure, a portion of the increase may be !lttnbuted
to higher prices charged by oil producing countries for the1r product
and a small portion is due to slig:htly incre~sed demand. However,
evidence suggests that ~ large po~t10n o~ the l!lcrease has led 00 h~ge
profits for the major ml compames which, with only on~ exception,
oppose this bill as being too costly to the consumer. purmg t~e fir~t
three quarters of 1973, the seven largest oil compames operatmg m
the United States increased their profits by 46 percent although they
sold only 6 percent more of their p~oducts ~han ~he. year befo_re. During the fourth quarter, Standard 01l of Cahforma. mcreased Its profits by 194.5 percent, Phillips Petroleum by 127.5 percent, Texaco by
70 percent, and Exxon, the world:s. htrg-est com~any, by 59 percent.
Given these levels of profita.bihty m a period when the rest of
the United States is locked in an energy crisis, we. are _unders~d
ably skeptical about the professed concern of the maJor ml compames
for the pocketbooks of the American consumer.
We agree with those witnesses who ci~ed fi~res oo.show that much
of the oil price increase had not been tie~ to mcreasmg costs of production or levels of demand. The Committee has been forced to conclude that the major oil companies are charging th~ highest price
traffic will bear under a system of gove~~ent r~gula~10n .that ~as not
dealt adequately with their nearly unlnmted discretion m thts area.
1. Oost estimates
The Committee received a wide variety of estimates duri!lg its hearings as to the cost of this legislation to the consumer of ml products.
The oil companies op~osing the bil! estim~te~ a ~ost increase of $0.79
per barrel in 1975 while an ecom>mist testlfymg m support of the legislation estimated a cost savings of $0.68 a barrel in 1975.
The Committee noted that the Maritime Administration, while testifying in opposition to the legislation, estimated the cost increase un4er
this bill to be $0.0035 per gallon for 1974, a figure so small a,s to be Insignificant when compared to the high prices Americans are now paying at the fuel pump. For 1975 the estimate was $0.004 per gallon; for
1980 $0.006 per gallon; and for 1985, $0.0084 cents per gallon. Ho~ever,
the Committee questions whether the accelerating Marad estimate
for years to come adequately accounts for the proportionately ~igher
inflation rate in foreign countries. Moreover, the Marad estimates
do not take into account the expected cost savings from superports.
Government estimates project at least a 20% savings when superports
.
.
.
.
are in operation:
As for the higher cost eshmates submitted by the ma1or oll companies, we have concluded they are based upon self-servmg assumptions that are unlikely to occur, and that no cost increase should
result.
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First the oil companies recently revised their cost estimate upward

based:o~ the impact of inflation, but it appears the revision should have

.
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been downward. The U.S. inflation rate that will affect the constru?•
tionahd operation of U.S.-flag tankers is hi~h due to ge~eral economic
facto~~ but, as noted above, not nearly as h1gh as that m other co~
tries .-t>l the world. We fully expect the gap between c~mstruct10n
and operating costs of foreign-flag and U.S.-flag vessels w1ll decrease
rather than increase over the years.
.
Second, the oil companies relied heavily on the impact of foreign
government retaliation in response to passage of H.R. ~193. ~e po_ssibility of such retaliation is speculati~e at best, and as IS expl!lmed m
other sections of this report, other natiOns are already reservmg cargoes for ships of their national registry without reference to the success or failure of this legislation.
. .
Third, the oil companies based their cost estimate on the supposition
that a captive, non-competitive market would be created for U.S.-flag
vessels and such vessels could charge a captive market premium. This
seems a strange argum~n! for those who now o~ a near ~onopoly on
transportation of our 01l1mports and whose pncmg practices for that
transportation are questionable, at best. In any case the use of the term
"non-competitive" is erroneous. There will be free entry and free c<?"mpetition among all U.S.-flag carriers, subject to reasonable rate limitations fixed by the Secretary of Commerce. Moreover, H.R. 8193
would reserve only 20 percent of our oil imports for vessels of U.S.
registry, with the percentage rising to 25 percent after 1975 and
30 percent after 1977. Foreign-flag vessels owned by the oil companies
would be available to carry the rest. The oil companies have now captured a much greater percentage of the market for their own foreignflag tankers, yet they do not talk of a captive market premium under
current conditions.
Finally, opponents of the bill have apparently f~iled oo ~gnize
that U.S. tankers in the VLCC class are nearly equal m operatmg costs
to foreign-flag vessels of that size, particularly when sue~ vessels are
given their fair share of long-term charters and more dtstant trade
routes. Since many of the ships expected to be built in response to the
enactment of this legislation will be VLCC's, we can expect the total
cost differential to be less.
An economist testifying in support of the bill quantified the benefits
of increased employment, balance-of-payment credits, elimination of
transfer pricing, and more effective ta:mtion of oil company profits
under the proposed program, which more than offset any cost differential now existmg. We have dealt with each of these facoors more thoroughly elsewhere in this report, but it is worth noting here that this
. analysis seems ft:lr less speculative and more persuasive than many of
the arguments used by the oil majors to reach their conclusions. The
conclusion reached under this broader analysis was that the American
consumer would experience a real savings of $0.68 a barrel on imported
oil if H.R. 8193 were enaC!ted into law.
~- Transfer' pricing and a cost monitorirng system
Throughout its deliberations on this legislation, the Committee was
genuinely dismayed at the lack of candid inforination on the true
prices charged for trans-oceanic petroleum shipping. While relying

14

15

heavily on estimated increases in consumer prices if H.R. 8193 becomes
law, the major oil companies and other opponents of the bill never
revealed facts and figures about their current pricing practices, even
though this issue was repeatedly raised by numerous witnesses at the
hearings on this legislation.
Proponents of the bi!l went virtually unanswered w~en they charged
that prices that Amer1can consumers now pay for ml transportat~on
bear little, if any, relation t.o the cost. of that transportation serv~ce.
We know that the major 01l compames have wholly-owned ~ore1gn
subsidiaries which, in turn, own the foreign-flail ships used to Import
the parent companies' oil to the United States. We also know t?-at at
this time the cost of shipping oil on U.S.-flag vessels may J;>e slightly
higher in most instances. However, what we do not know 1s whether
the price the American consumer is paying for oil transportation on
vessels owned by the oil companies actually reflects the lesser costs of
constructing and operating the tankers of foreign registry.
Cost figures are totally irrelevant to any discussion of the consumer
impact of this bill unless the oil companies can give us proof that cost
savings will mean lower prices at _fuel pumps in the United Sta:tes. ~o
such evidence has been forthcoming, but we do have substantial evidence to the contrary.
The Committee realizes, first of all, that when a major oil company
charters a vessel from one of its subsidiaries to import a load of oil, the
purchase price is paid when an accountant makes a bookkeeping entry
transferring the price from one account to another. That price is then
passed on to the American consumer. If the amount of such a transfer
reflected only the costs of wages, capital recovery, bunkers and port
charges, insurance, maintenance, and other miscellaneous costs, plus a
reasonable profit, then the oil company analysis of increased consumer
costs might be valid. However, we suspect the oil companies charge
themselves much more than that amount and pass much more than that
amount on to the American consumer as a component of higher oil
prices.
To understand why, one must realize that profits made by the foreign
subsidiaries are taxed at a lower rate than those of the domestic
parent company or they are taxed not at all. ?foreover roy.alti~s paid
to foreign governments for the purchase of ml are often d1sgmsed as
tax payments that mav be credited against repatriated income from
foreign subsidiaries. Thus, the Internal Revenue Code actually encourages the oil majors to transfer windfall profits to foreign subsidiaries b:v a process of transfer pricing and the American consumer
must pa:v the bill.
The Internal Revenue Service does reauire the oil companies to show
the price they charge themselves was determined "at arm's length",
but they have been able to meet this requirement bv charging the
avera~ freight rate assessment or AFRA rate. AFRA rates are compiled by averaging all freight rates paid in a given month. including
spot an·d short term charters over short.er distances. Since the oil companies usually charter their vessels over a lon,R"er term and for the
long routes, the AFRA rates can be far in excess of the actual shipping
costs. Moreover, the companies purchase manv of the components of
the AFRA rate, such as bunkerap-e, from t.hem"'elves at f'OSt. This
contributes to the overstatement of actual shipping costs. As has been

conceded by oil company witnesses, under the system of pricing using
AFRA rates, it makes no difference what registry a vessel is ( mcluding United States) since the vessels are priced on an index basis rather
than on the basis of their own cost.
This legislation will discourage excessive use of transfer pricing
by establishing a cost monitoring system for trans-oceanic freight
rates. U.S.-flag ships need only be used if their rates are fair and reasonable. To determine the fairness of trans-oceanic rates, the Secretary of Commerce must make periodic investigations of the actual cost
of such shipping. For the first time, the American consumer will have
the opportu~1ity to· compare the price they are paying for oil transportation w1th accurate and current cost figures, and judge for themselves whether the huge oil company profits are justified.
3. Tam savings
Once !lccurate cost figures for trans-oceanic shipping are systematicaHy made available by the Secretary of Commerce, we can expect
more accurate determinations of the proper ,(>rice the oil companies
may charge themselves for shipping. We beheve that price may be
substantially less in most instances than the AFRA rate now used.
Consequently, the amount of profit the oil companies are now able to
repatriate tax free will be less.
This is important to the American consumer since nearly all of
them are taxpayers who must pay the portion of the overall Federal
tax bill not paid by the oil majors. Some witnesses at our hearin~
~ttempted to_q:uantify the amount of savings to the consumer due to the
mcreased ability of the Federal government to tax shipping profits,
but we feel the resulting figures are speculative since much depends
on the reaction of the Internal Revenue Service to the new information. Nevert.heless, the Committee feels substantial savings are possible.
In a letter to the Chairman of the Subcommittee on Merchant
Marine, the Director of the IRS expressed reservations about use of
the AFRA rate by the oil majors, and noted that it is hampered by a
lack of information about transfer pricing practices. Under the fair
and reasonable rate provisions of H.R. 8100, full and accurate cost
data will be available under certain circumstances from the Secretary
of Commerce so that fresh determinations may be made about the
legitimacy of using- the AFRA rate for the purposes of repatriating
excess profits from foreign subsidiaries tax free.
4. Fee 'tnaiver
Finally, the Committee adopted an amendment allowing a waiver of
$0.15 per barrel of the oil import fee when crude oil is carried on U.S.flag vessels, provided the cost savings are passed on to the ultimate
consumer. The amendment eliminates much of the cost advantage of
importing oil on tankers o:f foreign registry by providing a cost cushion
for U.S.-flag tankers. In some instances, shipping by U.S.-flag will
produce a savings (without reference to transfer pricing arguments).
In his energy message of April 18, 1973, President Nixon termi~ated the oil import program as of May 1, 1973. Instead, crude oil
Importers must pay as of that date a set license fee for each barrel of
imported crude. The fee .will rise in a series of steps from $0.10%
per barrel as o:f May 1, 1973 to $0.21 per barrel startmg May 1, 1975.

.
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The amendment added by the committee provides for a rebate of
$0.15 per barrel of the oil import fee. Thus, a U.S. vessel carrying
crude oil under H.R. 8193 would pay only $0.06 of this fee, compared
to $0.21 for a foreign-flag vessel as of May, 1975.
Following is an example of the application of the fee waiver on
crude imports from Venezuela and North Africa.

The Maritime Administration estimates that the incremental employment generated by the construction of new ships necessary to
carry 30% of U.S. oil imports by 1985, considering the constraints
imposed by present shipyard capacity, would be about 225,000 manyears providing about $4 billion to the U.S. economy in the form of
wages. This is m addition to the current Marad program providing
340,800 man-years of employment with $36.1 billion in wages.
Put in another way, witnesses estimated that each of the 103 tankers
needed to fulfill the requirements of the bill by 1985 would account for
246 new jobs per year in shipbuilding, ship repairs, and support industries. In addition, each of the new vessels will provide 55 new jobs
per year in operations. Thus, these witnesses concluded that the legislation could provide new jobs a year by 1985, a tremend:::ms boost to
this country's sagging maritime employment posture.
The Committee feels strongly that the men and women of America's
labor force should be allowed a fair participation in the bonanza expected to accrue to the oil companies as a result of our increased relianca on imported oil. We are convinced much of the vessel owners'
flight to foreign flags may be attributed to an unjustified reluctance
to deal with organized labor in the maritime trade. As much as any
sectors of American labor, the maritime unions have placed a premium on continuity of operations. There have been some brief work
stoppages a~-:G~ntract time, but these are insignificant compared with
the disintegr;#ing labor relations in many of the foreign-flag fleets,
most notably.the'Japanese fleet. While it is true American seamen are
paid more than the near subsistence wages paid the crews on many of
the foreign-flag vessels, crew wages were never directly placed at
issue in the hearings on this legislation. This is probably because crew
costs have become a negligible factor on modern, highly-automated
tankers. The TT Brooklyn, a new 225,000 ton tanker with a speed
of 18 to 22 knots, carries a crew of 27 men. On the other hand the old
14,000-ton, T-2 tankers of World War II fame carried a ci'ew of from

Oil cosL-----------------------------------------Transportation______________________________________
Oil import fee (May, 1975>-------------"------------TotaL_______________________________________
Savings passed on to the consumer_------------------

Crude imports from
Venezuela

Crude imports from
North Africa

U.S. flag

Foreign flag

U.S. flag

Foreign flag

$10.10
• 59
• 06

$10. 10
.49
• 21

$10.05

$10. 05
.65
• 21

---

10. 75
• 05

.77
.06

,

10.80 ---------------------------0
.03
0

Sources: U.S. Department of Commerce Data, 1974, Oil and Gas Journal, Apr. 29, 1974.

5. Summary ruJ to cost impact
After studying the testimony and estimates submitted with regard
to the cost impact of H.R. 8193 on the American consumer, the Committee concluded that there should be no cost increases. In most cases
the fee waiver provision now contained in the bill will offset any cost
differences for oil imports transported on U.S.-flag and foreign-flag
tankers, providing a cost savings to the consumer in many instances.
INCREASED EMPLOYMENT

Even the strongest opponents of H.R. 8193 agree that it will provide thousands of jobs for American workers aboard ship, in shipyards, and in numerous support industries. Many countries of the
world have a shortage of maritime labor. Witnesses have·reported that
Greece, a nation with strong seafaring traditions, has trouble finding
young men who are willing to sign on as crew members. Some of the
Scandinavian countries have had to import Hong Kong seamen for
vessels registered under their flags because of sagging crew enlistments. However, in the United States we do have a substantial number of well-trained but unemployed seamen, stranded by the exodus of
vessels from the U.S. flag. The Committee feels one of the most positive benefits of this bill will be the substantial increase in maritime and
maritime related employment for U.S. citizens.
As of December 31, 1972, foreign affiliates of U.S. companies owned
419 foreign-flag tankers. The Maritime Administration h!lS estimated
that if each of those ships were operated under U.S.-registry and employed U.S. crews, there would be 17,179 new jobs for American seamen. The hypothetical U.S. crews would earn $43.4 million in wa.ges
and fringe benefits each month. Moreover, if each of the 101 foreignflag ships now on order or under construction for U.S. companies or
their foreign affiliates were crewed by Americans, there would be 4,141
new jobs and $10.4 million in wages each month for U.S. seamen. This
bill would not recapture all those lost jobs and wages, but it would
brighten the dismal maritime employment record that we now have.

~to~
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· Of course, with all the new technology in the shipping industry, , •
greater skills and technical expertise are required to operate the mod- ·
ern tanker. Fortuna.tely, the skim of our American seamen is unsurpassed by any others in the world and we have several.merchant
marine academies, State, Federal, and privately-operated to insure
that trained personnel are always available. The Committee expects
that if H.R. 8193 becomes law most of these skilled graduates can
find jobs. As it stands now, we are wasting much of this talent, since
many are forced to seek employment outside their chosen profession,
or are unemployed.
Finally, the Committee has considered and rejected the Administration's contention that increased employment in the maritime industry
should be accomplished solely by use of the subsidy program enacted
in 1970 as amendments to the Merchant Marine Act, 19M. The accomPlishments of the CDS and ODS programs have been significant.
However, more needs to be done to insure that our skilled seamen participate in the oil transportation industry.
The Administration suggests we increase employment in the maritime industry by usi~g our tax dollars for subsidiesr to the exclusion
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of any other program. We feel, however, that this end ca~ better be
achieved by legislatively requiring that oper~~tors use American labor,
rather than relying exclusiVely on expenditures f~~m the Fede~al
Treasury. This bill woul~ ~ccomplish that _by reqmrmg that an Increasing percentage of 01l Imports be earned on U.S. ~ag tankers,
built by American shipyard workers, and crewed by Amencan seamen.

any restrictions whatsoever. These have included elimination of the
foreign-flag holding prohibition for operating differential subsidy contractors and other suggestions that would overturn protections carefully built into the s_tatute over the yea!s.to prev:ent abuses. However,
even if their suggestiOns were adopted, It IS q~estwnable whe~her <_>peration of U.S.-flag vessels would be as attra?tive to the multi-natiOnal
oil companies as their foreign-flag operatiOns currently are. In. response to a question, one represehtative of such a comp3;ny candid~y
referred to foreign-flag shippi_ng ~sa "taxies~ world." It I~ a world m
which these companies are subJectto n.o sov~rmgnty ?ut the~r o~n. Certainly, there should be little Congressional mterest ~n d~phcati~g that
very favorable set of circumstances for the multi-natwnal 01l companies in the United States.
.
Nothing in this bill or report is intended to affect the Issues u~der
judidal review in Maritime Subsidy Board DocketS. 244, American
Maritime Association v. Peterson currently pending before the U.S.
Court of Appeals.
.
.
.
The Committee intends that the Secretary undertake Immediate
rulemaking regarding the relationship between Titles V and VI of the
Merchant Marine Act, 1936, as amended ( 46 USC 1151 et seq.). (46
USC 1171 et seq.) and the ~rovisions. of H.R. 8~9~. T~e Comm~ttee
has explored various alternatives rangmg from ehmmatwn C?r adJ~St
ment of assistance under those titles when preference cargo IS car~Ied
to providing such·assistance in fuJI. '\Yhile leaving the final dete~mm~
tion to the Secretary in the rulemakmg proceedmg, the Committee IS
concerned that the availability of ODS and CDS for some vessels and
not others might negatively impact the stimulation of tanker construction which is the major objec~ive of this bill, bec3;u~e ent_erpreneurs not
receiving ODS and CDS might fear a compe~ItiVe disadvantage ~t
some future date when demand for tankers might level off or begm
to decline. Thus the Secretary, in his rulemaking proceeding, might
consider methods for equalizing any unfair competitive advantage
between those U.S. flag vessels with ODS or CDS and those without
especially when there are future changes in transportation demands.
In general, H.R. 8193 will supplement and complement the 1970
Act and assure that the United States attains a secure energy transportation fleet capable of carrying a minimum percentage of its requirements as was intended in the 1970 Act.

RELATIONSHIP TO THE MERCHANT MARINE ACT, 1970

The Merchant Marine Act, 1970, which was overwheliJ?-ingly adopted
by the Congress, recognized the need for mo~e emphasis on the creation of a bulk cargo fleet to carry raw materials and petroleum. The
Act represented broad recognition of the vital importance to our
national security and commerce of creating a U.S.-flag tanker fleet.
However the Act did not fully take into account the tremendous
increase that would occur in our oil imports. Nor did it assure. t?e
availability of cargoes to United States-flag vessels, a prereqUisite
necessary to foster the construction of such a fleet.
.
Substantial progress has been made under the Merchant Manne
Act, 1970. Over thirty new tankers have been contrac~ed for un~er
its provisions and it is anticipated that these vesSE?ls ~Ill play a signin~ant role in carrying the cargoes provided by this bill. The purpose
of H.R. 8193 is to supplement and reinforce the Merchant Marme Act,
1970 to assure that the Congressonal objectives expressed in that Act
are ~ttained~ and to provide the United States with a tanker fleet capable of meeting the needs of its security and commerce.
.
Several of the opponents of H.R. 8193, and most notably the multinational oil companies, have argued·that enactment of H.R. 8193 wouJd
be in('onsistent with the Merchant Marine Act, 1970. While "supporting" the objective of a larger United States-flag tanker fleet as nece~
sary in the interests of our national security and commerce, the~e _011
companies and their affiliates stress that the vehicle for attamme;
th!>t obif'ctive should be the 1970 Act, rather than pnactment of H.R.
8193. Indeed, a fundamenta.I contradiction was noted in the implicit
primary argument advanced by these witnesses that the foreign-flag
fleet presently carrying oil imnorts is fully adequate and safe, but
that it is in the best interest of the United States to foster development
of a substantial U.S.-flag fleet for the carriage of crude oil by using
the 1970 Act.
While paying substantial lip service to the 1970 Act, the record of
the multi-national oil companies with respect to that Act, is in general, not very impressive. With some exceptions, they have refused to
let the charters necessary to construct U.S.-flag vessels, and have persisted in building, registering and manning their vessels in foreign
countries. They have been unswerving in the pursuit of foreign tax
and cost advantages, even though su?sidies have been available un?er
the 1970 Act intended to create panty between the U.S. and foreign
costs of constructing and operating vessels.
The most frequent response of the multi-national oil companies to
the 1970 Act has been to demand a V.ariety of changes that wo~ld, in
effect, make the Act tantamount to a system of cash grants Without

.

ENVIRONMENT

..

One of the primary benefits resulting from the enactment of the
Energy Transportation Security Act will be the increased protection
afforded our marine environment.
There is a continuing and growing concern in the United States
over the risks facing our waters, coastlines and sea-life from the carriage of oil in tankers. As the United States accelerntes its reliance on
imported oil, the potential for damage will likewise increase. Not only
will the probability of accidents in our ports and harbors be higher as
the total number of tankers increases, but intentional pollution of the
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marine environment from normal tanker operations, which already
accounts for more than half of the oil pollution problem will similarly
·
increase.
It is significant, therefore, that the Committee make a special effort
to incorporate effective and broad environmental protection mea~~res
in this bill. H.R. 8193, as amended, ·goes further than any maritime
legislation yet enacted to insure that America's marine environment
will be protected against both intentional and accidental oil pollution.
As noted above, approximately half of all oil pollution is caused by
the intentional discharge of oil into the water as part of the normal
tank cleaning operations of the vessel. After discharging its cargo at
a refinery, a tanker must take in sufficient sea water into her cargo
tanks to facilitate handling at the berth, to insure proper propeller
immersion and to provide suitable sea-keeping characteristics. The
amount of sea water or ballast that a tanker takes aboard at the unloading point depends on weather conditions, the distance and route of
the necessary ballast voyage, the veSsel's displacement and the light
ship weight of the vessel.
·
The ballast water, which was put directly into the cargo tanks upon
cargo discharge, becomes oily ballast when it comes into contact and
mixes with the oil that adheres to the tank surfaces or rests in shallow
puddles at the bottom of the tanks. The ballast water, including the
oily ballast, must be disposed of before the tanker can reload.
The most common method of disposal-and the method of H.R. 8193
as amended would e1iminate for U.S.-fl.ag tankers-is to first wash
down the cargo tanks and then pump the cleaning residue and oily
ballast overboard. The result: intentional oil pollution.
This legislation requires that L;.S.-fl.ag tankers contracte,d for construction after December 31, 1974, or delivered a,:fter December 31,
1978, be constructed and operated using the best available pollution
prevention technology including a segregated ballast double bottom
system.
The segregated ballast double bottom system has long been. a~
vocated by the United States Coast Guard as the best means for eliminating intentional oil pollution. Under the authority given to it by the
Ports and Waterways Safety Act (Public Law 92-340), the United
States Coast Guard undertook a review of the various design alternatives for achieving pollution abatement. Its report, as presented by
Rear Admiral W. F. Rea, III, Chief, U.S. Coast Guard Office of
Merchant Marine Safety to the House Merchant Marine and Fisheries
Committee Coast Guard and Navigation Subcommittee on June 6,
1973, concluded:
... ships incorporating the segregated ballast double bottom feature were definitely the best alternative from a pollution abatement/cost point of view.
The United States Government submitted the double bottom concept
'to the International Conference on Marine Pollution of the Intergovernmental Maritime Consultative Organization (IMCO) in October,
1973. The importance of this international meeting, whose task was to
develop a new "International Convention for the Prevention of Pol-

lution from Ships," was underscored by Chairman Warren Magnuson.
He said:
The outcome of this Conference is critically important to
the environmental condition of our vessel transportation system. The content of these standards will directly affect ~he
amount of oil intentionally discharged from vessels into the
world's oceans and the potential pollution, both accidental
and intentional, in our coastal waters.
The new Convention which does not take effect until ratified by the
participating countries, rejected the United 8tates proposal to make
mandatory the use of double bottoms to effect segregated ballast. The
position advanced by the United States representatives to the Convention, led by Russell Train, Administrator, Environmental Protection
Agency, was that double bottoms would make a significant contribution to the protection of the marine environment because:
1. The double 'bottom has an incremental cost increase which is half
that of the next best approach;
2. A double bottom tanker with an inner bottom has no bottom
structural members within it and has its pump suctions below that of
the tank bottom, making it easier and more efficient to pump out the
tanks;
3. The double bottom tanker is able to turn around more quickly
.
because there is less sludge in the tanks;
4. The frequency of tank cleaning and the time spent in port are
reduced by the efficiency and protection of double bottoms, thereby
decreasing operating costs; and
5. As concluded by the Coast Guard, the use of double bottoms to
achieve segregated ballast could reduce operational or intentiona1 pollution by 95 percent, accidental pollution by 35 percent and total pollution by 67 I?ercent.
In his article, SupeTtankeTs, appearing in New ~orkeT Jf agaziw,
Noel Mostert notes that "There is no enforceable mternatwnal law
against dumping oil at sea;" that such laws depend " ... upon the
zeal of individual members." In this regard, it is significant but not
suprising that the United States, as evidenced by its advocacy of the
double bottom concept and the rejection of the concept by other maritime nations, was unsurpassed in its zeal to protect the marine environment of the world.
And it is eaually noteworthy that the Senate Commerce Committee amended H.R. 8193 t-o incorporate the :proposals advanced by U.S.
officials from the Environmental ProtectiOn Agency and the Coast
Guard representing our government at last year's IMCO Convention.
The Committee has concluded that if our country is in fact going
to preserve and protect its marine environment, then it will have to
act unilaterally, since the rest of the world's maritime nations apparently are unwilling to adopt strict standards. It is also a fact that the
standards and safe~~:uards necessary to eliminate effectively intentional
oil pollution are expensive and would, in and of themselves, place
U.S.-flag vessels at a competitive disadvantage in the world shipping
market.
The decision reached by the Committee as being the fairest and most
practical was to compensate the U.S.-flag tankers for the expensive
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safeguards through the reservati?n of a percentage of ~erica's oil
imports for U.S.-flag tankers. Th1s method has been recognized by the
U.S. Maritime Administration of the Department of Commerce although Ma.rad testified in opposition to H.R. 8J~3. In a ~eJ?Ort t;ntitled Enmronmentallmpr()1)ement of the Mant~me Adm~r1:1~tratwn
Construction Program, prepared pursuant to the stipulated settlement
of Environmental Defeme Fund, Inc., et al v. Peterson, et al. (1972),
The Maritime Administration stated:
One final approach which should also be discussed as a
potential solution to the implementation of desired pollution
abatement features is the use of cargo preference. . ..
Marad further stated,
The advantage of such an approach would be that the U.S.
oil import needs could be satisfied and the U.S. tanker trade
fleet would be environmentally upgraded.
It is important for us to enact vessel construction and operating
standards to protect the environment, but to make such standards
effective, we must also insure that ships meeting the standards carry
America's cargo. Nothing is accomplished when the government requires L:".S.-flag tankers to employ specific pollution abatement
devices if almost all of our oil imports are transported on foreignflag tankers over which we have virtually no. control.
.
Only if a foreign-flag offender of an environmental law puts mto a
U.S. port can he be penalized under our national laws. If the tanker
dumps oil and then proceeds into international waters, the only recourse is to make a complaint to the nation whose flag the violating
vessel flies. But, as stated in Supertankers,
... a large proportion of the world's tankers fly one or another of the so-called flags of convenience, and the masters of
any of these ships who choose to dump sludge are probably
not much concerned about punishment at their home portsin Panama, Honduras, Lebanon, or Cyprus.
The enactment of H.R. 8193 as amended, and the resultant use of
U.S.-flag tankers to carry a portion of our oil imports, woul.d
significantly reduce the threat to our marine environment from acCIdental pollution. The most catastrophic tanker accident occurred in
ea.rly 1967, when the Torrey Canyon, a 118,285 dwt. Liberian-flag
tanker mvned by the Barracuda Tanker Corporation (an affiliate of
Union Oil Company of California) and leased to a subsidiary of
British Petroleum, and crewed by Italians, ran onto rocks off the Sicilv
Isles with devastating results for the adjacent coasts of the English
Channel.
As noted in Supertankers, most accidental oil spills have resulted
from ships that have collided or gone aground and that,
A very large number of mistakes seem to be made by ships
flying one or other of the flags of convenience.
The United States now receives over half of its oil imports in the
flag of convenience vessels of Panama and I . .iberia. Fi~rures compiled
by the Organization for Economic Cooperation and Development
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(OECD) demonstrate that when compared to OECD fleet~, includ~ng
the United States, losses for Liberian-flag vessels are tw1ce as high
and three times as high for Panamanian vessels.
. .
This is in spite of the fact that average age for L1benan vessels
was only 8.7 years, compared to 12.0 years for OECD vessels. Furthermore, according to the OEGD study,
A large part of the Liberian shipping, particularly tankers
and bulk carriers, is employed permanently on l?ng hauls !lnd
spends relatively little time in congested waters 111 comparison
with considerable sections of the fleets of OECD member
countries which are employed in their domestic trades.
These factors, according to the OECD, should combine to lower
the Panamanian- and Liberian-flag vessels accident rates, but they
have not.
The American oil companies who own and operate flag of convenience tankers have argued in their opposition to H.R. 8193 that
their foreign-flag ships are among the best equipped and most modern
in the world and that it would be poor economic policy to construct
an unsafe tanker.
Assuming that this is true, it is also a fact that as stated in Supertankers, "ships are only as good as the men who run them, and here
the record [of the flag of convenience vessels] is not impressive."
In February, 1970, the first sizable oil spill in North America occurred when the Liberian-flag tanker, Arrow, ran ashore in Chedabucto Bay, Nova Scotia, discharging 10,000 tons of oil. A three
member commission of inquiry, led by Dr. P. D. McTaggart-Cowan,
executive director of the Science C'.Amncil of Canada, found that the
ships had been "operating with almost none of its navigation equipment serviceable." The commission said none of the crew had any
navigational skills except the master but that "there are even ~oubts
about his ability,'' In addition, the officer on watch at the time of
the accident, the ship's third officer, had no license. In its final report,
·
the commission said,
We are well aware of the fact that no form of transportation can be 100 percent safe but from the record available
to us the standard of operation of the world's tanker fleets,
particularly those under the flags of convenience, is so appalling and so far from the kind of safety which science,
engineering and technology can bring to those who care, that
the people of the world should demand immediate action.
In October, 1970, two fully laden tankers, the 77,648 dwt. Pacific
Glory and the 110,108 dwt. Allegro, both flying the Liberian flag
and carrying 170,215 tons of crude oil between them, collided off the
Isle of Wright. On both, the third officers were on watch at the time;
the Allegro's third officer had no certificate whatever. Two engineers
on both ships also had no certificates.
In August, 1972, two Liberian-flag supertankers, the 95,608 dwt.
American-owned Oswego Guardian and the 100,613 dwt. Greekowned Texanita collided in the Indian Ocean. An inquiry showed that
both ships were traveling at full speed through extremely dense fog
and that, although the two vessels had observed each other on radar,
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neither reduced speed. In addition, the Texanita made only two attempts to plot the course of the approaching ship and the Oswego
Guardian made no attempt whatsoever. Immediately after the collision, the master of the Oswego Guardian ordered his ship away from
the scene at full speed, making no attempt to pick up survivors from
the Texanita which had broken in two. In all, thirty-two men died
with the Texanita.
Noel :Mostert, in Supe-rtankers, states that,
Even where well-qualified men are commanding ships of
the highest standards, as was the case with the Torry Canyon,
the masters' judgment, responsibility and seamanship can
be impaired in the long run by terms of service that would
not be tolerated on any ship flying the American flag or the
flag of any of the other major maritime powers.
He goes on to point out that between October, 19'70, and April, 1971,
ten tankers carrying some 300,000 tons of crude oil among them were
involved in serious accidents in the English Channel area alone, and
that half of them were Liberian.
The U.S. Coast Guard is not able to regulate these foreign-flag
vessels as strictly as it does the U.S. fleet. In a letter to the Committee,
the U.S. Coast Guard indicated that it has little control over the
activities or standards aboard these flag of convenience and other
foreign-flag vessels. In this reply the Coast Guard points out:
As a practical matter, there is, at present, no way for the
Coast Guard to assess the standards used by foreign governments to measure the level of crew competency as compared
with U.S. standards ...
ThA Coast Guard's reply also indil'atf>s that it has "no iurisdiction
over the manning on forei!m vessels" or the inspootion of foreign vessels. which is a roouirement that u.s. vessels must meet.
In contrast. U.S.-flae vessels are manned by crews which are
highly trained and strineently and frequently tested by the United
States Coast Guard. Adding to this and the already strict Coast
Guard t"onstrut"tion standards. the provisions of H.R. Rl 93 as amended
make TT.R-flag tankers among the most environmentally safe vessels
in thl'l worlrl.
In addition to requiring that U.S. vessels which wm carrv ?il under
this 1eeislation be constructed nsin,!'! the best avaHahle nollutwn technolo~ to eliminate intentional pollution, the legislation also serves
to decrease accidental pollution in our waters.
Specificaliy, the legislation excludes from its provisions U.S.-flag
vessels older than 20 vearR or reconstructed vessels beyond their economic lives. In so doing, tankers with deteriorating !>quinment and
poor safeguards will be svstematically replaced by U.S.-flag tankers
oontaining the enuinment necessary to protect our environment.
.
Finally, the Committee has noted w1th approval that Congress IS
rapidly inovine toward the enactment of legislation auth.orizing the
oonstruction of deepwater ports off the coasts of the U mt~ States.
The Committee believes that such ports. which free our coastlines and
harbor areas from direct threats of pollution, can achieve even greater
environmental results if utilized by U.S.-flag supertankers con-

taining pollution abatement requirements of H.R. 8193. It would be
contradictory for the United States to encourage deepwater ports
hut then have them used exclusively by mammoth foreign-flag tankers
with poorly trained crews and few or no pollution control devices.
Secretary of the Interior Rogers C. B. :Morton, in a letter to Conwess in April, 19'73, stated that if the United States does not receive
1ts oil in U.S. tankers "that oomply with U.S. requirements, oil will
probably be imported in foreign-flag tankers that are built and operated to much lower standards."
The enactment of H.R. 8193 as amended would assure the citizens
of our oountry that at least a percentage of our oil imports were being
carried on tankers employing the safest and strictest manning and construction standards of any vessels in the world, and in a manner con·
sistent with the overwhelming national desire to protect and preserve
our nation's marine environment.
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THE REGIONAL AND INDUSTRY IMPACT OF H.R. 8193

1. Introductiffn
During the hearings on this legislation and in subsequent deliberations, the Committee systematically reviewed not only the bill's many
benefits and strengths, but also its potential effect on the major geographical sections of the nation and various industries that are particularly dependent on some imported oil products.
As is noted in more detail in the section of this report entitled "Cost
Impact", the effect on consumer prices of using U.S.-flag vessels will
be negligible. The Maritime ·Administration of the Department ot
Commerce, which opposed the bill, stated that the impact would be
to increase prices by $0.0035 per gallon, possibly growing to as much as
$0.008 in the future. Even if these figures were correct, and persuasive
economic testimony presented to the Committee indicated that to the
contrary a consumer savinq would result, such a cost would be more
than justified by the favorable impact of the bill on national security,
balance of payments, environmental and employment. Nonetheless, as
is discussed elsewhere in this report, the Committee amended the bill to
provide a waiver of $0.15 per barrel of import license fees on crude
imports carried on U.S.-flag vessels provided that the Secretary of
the Treasury determines that this cost saving is passed on the the ultimate consumer. Thus, any conceivable argument that the bill could
disadvantage the consumers of any particular region, or adversely
affect any industry has been mooted.
We are confident that the bill we have acted upon is legislation that
will benefit the entire nation, without injury or added cost to any part
of the nation or its industry.
2. I mpcwt on various reqions
(a) No-rtheast United States.-As is discussed elsewhere in this report, the Northeast United States, because it imports proportionately
more oil than the rest of the nation, will be the 'Prime beneficiary of
the increased security and other benefits of H.R. 8193. Also, located
in the Northeast are three major tanker shipyards and a fourth is
planned for the site of the old Boston Naval Yard. :Much of the ship
construction generated by H.R. 8193 will thus take place in Northeast
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shipyards. Thousands of new jobs will be created for Northeastern
maritime trades.
. .
.
The same is true for ship crews and the ~.S. comparues mvol~ed m
this trade. Because their homes and compames are concentrated m the
Northeast, the economic benefits of the bill will tend to be expended
in this region. Traditionallv. the NorthMst United States has benefited first from a healthiE>r U.S.-shipping industry.
.
BE:'£ause consumers in the Northeast are so heavily dependent on Imports, and imported resi.dua1. fuel in "!?articular. they .must relv to a
greater extent on the mawr ml compames to supply thmr needs. Therefore, H.R. 8193 will be of particular advantage to Northeast consl;\mers
by proYidinrr a U.S. shinning canab11itv to serve as an alte:native to
the foreign-flag fleet of the major oil col!lpanies, th~ts insurmg tr~tns
portation of oil to this re!rion of the Umted States m the event of an
emer!!Bncv. The bill will also set in motion a price monito~ng sy~m
to determine the fair price for shipping which could result m a savmg
to the consumer.
Furthermore. thi" bill will >~nh:;tanthtlh refl,,re th~> North.(>ast's total
depenrlence on foreign-flag ships owned by the major oil companies.
Exneri~;>nre has shown th~tt thi"' rlen»nilen('P ('an inrleerl hE' coet.lv to
the Northeast consumer as was the case when Stannard Oil of California refused to honor commitments to North Ea>~tern Petroleum
Cornoratio11 to supply Libvan oil to NEPCO. Accordinl! to estimates
bv Srn11tors Church and Cast> in a hearing lwfore the Snbcommittee
on Multi-National Corporations of the Senate Foreiim Relations Committ-E'~>. this refusal bv Standard Oil of California reouired NEPCO to
enter into cost.ly spot charter arrangements for ships to pl"'<'ure ~ibyan
oil. rf'Rnltina in an incrNIRerl em::t to the ronsnmE'r of ahout $50 n:nl11~n.
And with the environmental safeguards under the Act, 1t will
mean that at least the U.S. vessels serving the New England area are
as safe anrl free from the dan<rer of oil pollution as possible.
(b) Territorie.q.-The territories a.nd possessions. in('lnrlinq: the
Virgin Islnnrls, Guam and Am('rican Samoa, were excluded fro~ the
bills' d('finition of the Unitf'd States. In each case. the Committee
wished to avoid the possibility that oil shipped into these areas from
foreign sources might be required to be carried in U.S. ~hips, even
though it was not desti~ed fo; ultima::e shipment t~ the,U!nted States.
This would have been mcons1stent with the Committees mtent that a
percentage of oil shipped through midpoints be carr:ied on U.S. ships
onlv when the oil is ultimately destined for the Umted States.
However, by excluding these areas from the definition of the United
States, U.S. vessels would still have the opportunity to carry oil into
these areas for refinin11 or transshinment. and on to the United States.
when that was the oil's ultimate destination. This is due to the fact
that if these islands are mid-point for oil shipments to the United
States. they are treated like any other intermediate point under the
bill.
. .
d
To have totally exempted refineries located in the territories an
possessions from the requirements of the bill. as was suggested to the
Committee, would have given them an undm> preference over other
refiners and also would have created a serious defiCiencv and loophole
in the national security protections afforded by the bill.

(c) Generril Statement.-The only witness before the Committee
to specifically raise the issue of the disparate economic effect of H.R.
8193 on various regions of the nation was Under Secretary of Commerce John K. Tabor. He noted that the 17 states in PAD District I,
"imported more than 70 percent of all U.S. petroleum imports."
Yet as the Committee noted above, the fee waiver amendment added
to this legislation has the effect of concentrating the savings from
the use of U.S.-flag tankers in those very areas, such as PAD I, that
are large importers. Hawaii, another major oil importer, would be in
an equally strong position to benefit from the enactment of H.R. 8193.
The Committee requested further data from Secretary Tabor on
exactly how the fuel prices in the various sections of the nation would
be effected by H.R. 8193. The Secretary sent the Committee a reply
which reiterated his testimony and was 1mresponsive to the particular
questions which we raised.
Finally, the Committee has repeatedly attempted to make the point
that. it is for the very reason that the New England and East Coast
states are so dependent on imported oil that H.R. 8193 must be enacted.
Almost all of the oil for this region is now imported on high risk,
unreliable foreign-flag tankers. In a future crisis it is the NortheaSt
which will be in the most exposed position should a blacklisting of
U.S. ports occur. For this reason, the Northeast, which is more import dependent than other parts of the nation, will benefit substantiallJ: more from assured shipping services, which H.R. 8193 would
prov1de.

8. lruiUIJtry impact
(a) America's farm industry is one of the nation's most essential
export industries. The Committee, in its consideration of H.R. 8193,
carefully reviewed all aspects of this legislation to be positive that
nothing in this legislation would adversely affect this vital industry.
We are convinced that U.S. farmers will in fact benefit from H.R.
8193.
United States farmers would benefit from the potential market of
U.S. vessels available at attractive rates to carry farm commodities
as backhauls to Europe and other points in the return voyage to oil
producing nations. Since U.S. flag vessels will have earned their primary revenue on the foreign to the United States voyage carrying oil,
they will be able to charge rates on the backhaul sufficient only to cover
their voyage costs. While not all U.S. vessels will be able to carry dual
cargoes, many operators may do so to increase their return. At the
present time, U.S. farmers have little opportunity to use U.S.-flag
vessels, because these vessels are not available or are engaged in other
trades. They are restricted mainly to foreign-flag vessels who look
upon U.S. farm exports as their main profit producing cargo. Thus,
the passage of H.R. 8193 would enhance the export market for U.S.
farm commodities.
In addition, be,cause U.S. farm industries are major users of imported oil and petroleum derivatives, U.S. farmers would also benefit
from the bill's provision which would require that the savings from
the waive·r of $0.15 per barrel of import license fees for crude oil
carried on U.S.-flag vessels be passed on .to ultimate consumers. By
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passing through this saving to the end user, the farmer, H.R. 8193
could produce a tangible saving to farmers over the current system involving largely formgn-fla~ vessels.
(b) The petrochemical mdustry is another industry that has made
claims for special consideration from the Committee under H.R. 8193.
The Committee did not feel that the case for exempting these producers was a strong or compelling one.
At present, only a small fraction of oil imports are for the direct
consumption of the petrochemical industry. Most of the oil the industry consumes is from domestic sources. This industry is dominated by
a number of large and highly competitive companies, among them
several chemical manufacturers and the major oil companies. None of
these companies requires special consideration.
For small petrochemical producers, the same recourse is available as
for small refiners under H.R. 8193. At any time when a petrochemical
producer feels that he is not being fairly treated under the Act, he can
appeal to the Secretary and ultimately to the Courts, under the terms
of the Administrative Procedure Act.
(c) Some public utilities are large users of imported oil, particularly low sulphur crude oil. Some of these receive their crude in large
shipments from distant oil spurces such as Indonesia.
The fact that the utilities must depend on low-sulphur oil imports is
by itself no justification for special consideration under this bill. Every
type of oil import is covered by H.R. 8193 and in the future it is likely
that low-sulphur imports will decline as public utilities take advantage
of production from Alaska, thus reducing their needs for foreign
importS.
Some public utilities have also contended that their imports are carried on foreign vessels they have hired on long-term charters because
of requirements imposed by foreign governments that vessels of their
own registry be used. This is a curious argument from persons who
oppose a similar American preference. For companies in this situation,
it will be necessary to merely switch charter parties, so that a portion
of their foreign-flag vessels which they have fixed for long periods are
relet to other charterers, to the extent U.S. vessels are available for
comparable periods. If this is impossible, then the utility would have
an additional recourse to Department of State for assistance and to
the Secretary of Commerce for exemption under the administrative
procedures. Utilities in the position of being tied to the use of
foreign-flag tankers demonstrate why H.R. 8193 must be en-acted to
break the foreign stranglehold on U.S. oil import trades.
.
With respect to utilities, the most persuasive statement in connectiOn
with the bill was made by the National Association of Rural Electric
Cooperatives:
The electric utility market is dependent on imported oil for
a good deal of its primary energy requirements. As such, any
disruption in the normal flow of this supply creates problems
not only for industry but for the nation as a whole.
It is for precisely this reason that the enactment of the
Energy Transportation Security Act is a matter of vital importance. The United States, if it is to avoid economic chaos

of the type experienced during the Arab oil embarg"O, must
be assured of a secure and uninterrupted flow of oil Imports.
In the event of another cut-off of supply to the United
States, alternate sources of supply will have to be reached
quickly so as to minimize disruptions to our ~ation. Fore~gn
flag and foreign-manned vessels, over whiCh the Umted
States has no control, cannot be relied upon to act and respond
in our best interests. Only U.S.-flag vessels, which are manned
by American citizens and under the control of our country,
can be shifted from source to source and from route to route,
all in furtherance of the well-being of the United States.
In conclusion, the Committee has no reason to believe that the bill
will have undue adverse impact on any region or industry in the country.

.

INTERNATIONAL TRADE

,.

The Committee has devoted much attention to the question of what
effect, if any, the Energy Transportation Security Act wil~ have. on
United States international trade. After a great deal of deliberation,
the Committee concluded that H.R. 8193 is consistent with existing
national and international trade policies and practices. .
The Committee believes that the enactment of H.R. 8193 1s necessary
to ensure that the U.S. flag merchant marine and the interests of
the United States will be protected. in.light of the growing ini;e::national trend towards government control, management and participation in the field of international shipping. This development has
manifested itself in a wide range of laws, policies and agreements,
including bilateral, pooling and trade .sh~ring arrangement.s between
nations, cargo preference and flag restnctwns, and the practices of the
multinational corporations dominating the world's ec~momy.
International precedents.-The precedent for re:servmg a~l or part
of a nation's trade for its flag vessels has been set time and time agam
by many nations. These nations have recognized that their interests
can be strengthened through the maintenance of a str~mg m~rchant
fleet. This realization has, for example, led to the followmg acttons by
nations of the world :
Argentina requires 50 percent of all its cargo under international
commercial agreements to be shipped on its flag vessels;
Brazil requires 50 percent of its coffee and cocoa to be transported on
Brazilian-flag vessels;
.
Chile reserves 50 percent of its export-import trade for 1ts vesse~s:
Morocco requires 40 percent of its imports and 30 percent of 1ts
exports to move on its vessels;
.·
.
.
Pakistan requires that 50 percent of 1ts trade wtth the Umted States
be carried on Pakistan vessels; and
Peru requires 20 percent carriage of Peruvian vessels, with the percentage rising to 50 percent.
The recently concluded "Code of Conduct for Liner Conferences,"
developed in the United Nations' Conference for Trade and Develop-

30

ment, requires that liner cargo be shared on a 40-40-20 basis between
vessels of the exporting and importing nations and third flag vessels.
A numbe!' ?f major maritime nations suppor~ed this agreement.
In addxtlon to these general cargo reservatiOn measures which reflect
t~e growing_belief that trading nlttions should participate in the carnage of their trade, several nations have taken actiQn with specific
reference to oil.
Spain requires that all its oil imports be carried on its flag vessels;
Algeria requires a 50 percent carriage clause in its export contracts
for both oil and liquefied natural gas;
Venezuela recently enacted legislation providing for an eventual 50
percent carriage of its oil on its flag vessels;
France has enacted a fleet size law which guarantees to the French
fleet the equivalent of two-thirds of her oil imports;
J:apan, which is almost 100 percent dependent on oil imports, has a
national policy of carrying at least 50 percent of these imports on its
flag vessels.
The Committee took careful note of the argument raised by the
opponents of H.R. 8193 to the effect that the action taken by France
and Japan, for example, do not constitute cargo preference, 'and should
not be .considered as precedent setting measures by major nations. The
Committee concluded that regardless of what the measure is called,
whether it be a cargo preference law, a fleet size l·aw or a national
policy, it is the effect that is important. The Committee further concluded that the means taken to achieve the desired goal of reserving
cargo f?r ~ national fleet must be suited to the particular and unique
economic Circumstances of each country.
In Japan, for example, the economy is managed in a way much dif:f~rent from the United States. There, the cohesiveness and cooperati?n of all b;ra~ches .of the eco~omy make a national policy coupled
with eC?nomic mcenbves a practical and w?rkable means :for achieving
the desired result. Goals are set :for each mdustry in Japan, and the
whole economy is geared to each segment reaching its goal.
Becau~ of the peculiar characteristiCl? o:f a foreign nation's economy,
these devices may prove far more effective than H.R. 8193, in channeling a nation's cargo into its own vessels. In the United States economy
many of the same measures would not be effective.
'
On the other hand, the Committee noted that H.R. 8193 is needed
for ~he. very .reason that our own nation~l policy together with economic mcentives h~s not woz:ked_ to provide cargo :for the U.S. merchant fleet. The pohcy embodied m the Merchant Marine Acts of 1936
and 1970 and. the subsidy provisions of the 1970 Act, while leading to
the constructiOn of new ships, have not resulted in the use of U.S.
ships to carry a significant portion of America's oil imports.
To~ay, while U.S. cargo opportunities grow, the U.S. fleet's share
of this trade hovers at five percent. This realization, coupled with the
fact that there is no immediate prospect for improvement because the
owners of the car~o-the multinational oil companies-prefer to employ ~oreign-fl~g shipping, makes the enactment of H.R. 8193 the only
pr~ctical solutiOn. t~ the problem ~f obtaining cargo for U.S.-flag
shiJ?S· Th? economic mduceme.nts whiCh have proven effective in other
natiOns Simply do not and Will not work in an economy such as are
based upon competition and individualistic enterprise.
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Free Trade.-Similarly, the Committee rejected the argument advanced by the legislation's opponents that H.R. 8193 is a violation,
on the part o:f the United States of the principle of "free trade" and
should therefore not be enacted into law. However, exceptions have
been made dating to the turn of the century where national security is
involved, for example, 100% of military cargoes must move in U.S.flagships.
It is true that the United States has traditionally been committed
to the concept that vessels o:f all nations should be able to compete for
the carriage of cargo. It is also true, a9 outlined above, that the practices of many other nations to guarantee their flag vessels some of their
international trade, has rendered the free trade concept in shipping
increasingly less meaningful. It is impossible, however, for the United
States flag vessels to compete with vessels supported by their respective governments or with vessels owned and used by the multinational
oil companies.
In fad, the United States has itself acted, with the approval of those
now opposing this legislation, in a manner that at first seems to be
inconsistent with the so-called free trade concept. The United StatesSoviet Union Trade Agreement of 1972 is one such example.
This agreement included a bilateral shipping arrangement among
its provisions. It provided that United States and Russian vessels
would be entitled to 33 percent each of the trade between these nations,
with the remainder going to third-flag vessels. It was designed to provide the merchant fleet of each nation the opportunity to participate
equally and substantially in the carriage of all cargoes moving by sea
between the two countries.
The bilateral shipping agreement with the Soviet Union has been
hailed as "landmark" by the Department of Commerce, an opponent
of H.R. 8193. The State Department, which opposes H.R. 8193 because
it violates "free trade," did, however, support the U.S.-U.S.S.R. bilateral shipping agreement. ·when .asked to explain the apparent contradiction, the State Department expressed the opinion that the reali~
ties of dealing with the Soviet Union necessitated some form of an
agreement to ensure that we participate in the carriage of this cargo.
The Committee took special note of the State Department's reasoning and concluded that the same reasoning should be applied in this
case. And the realities of the situation necessitate some form of protection for the U.S.-flag fleet to ensure that it participates in the carriage of our oil imports. For reason's previously mentioned, the most ·
efficacious means of obtaining the objectives is enactment of H.R.
8193.
.
Finally, with respect to "free trade;'the Committee recognized that
enacting H.R. 8193 would have the p;tactical effect o:f creating a :free
trade situation in that no-oil company U.S.-flag tankers would be .
able to compete on an open basis for a percentage of the oil coming·
to the U'nited States. For the first, time, the virtual oil industry
monopoly over oil production, refining, transportation, and marketing
would be broken. A new, competitive force would be involved in the
crucial business of providing the United States with vitally needed oil
imports. The Committee feels that independent tanker competition
with the major oil companies would be a healthy development for the
U.S. fleet and U.S. oil consumers.
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Retaliation.-The Committee has concluded that there is no basis in
fact for believing that H.R. 8193 would precipitate similar action on
the part of other nations.
As noted earlier, many of the world's nations, including most of the
developing nations of the world that are rich in raw materials needed
by industrialized nations, have already act~d to reserve cargo for their
national fleets. Inaction in this regard on the part of the United States
has not deterred this world trend. Rather, it has only had the effect
of putting our own merchant fleet at a severe competitive dis11dvantage
in the world shipping market, thereby threatening the very existence
of the merchant marine.
The Committee noted that the Arab oil exporting nations have already formed the Arab Maritime Transport Company for the express
purpose, as stated in Seatrade magazine, of having "a fleet large enough
to carry 40 percent of Arab crude exports." The Committee concluded
that if the United States is going to have leverage to deal with these
countries, it is best to have a law on the books which reflects to the exporting nations the exprE'-SS commitment on the part of our government for the use of U.S.-flag tankers to carry a portion of our oil
imports.
Other nations in the world have shown that they will act in a manner
they believe to be in the best int~rests of their national shipping policy,
without any regard to what others might think. The Committee strongly believes that it is time for the United States, in a matter as vitally
related to national security as energy, to likewise act to make its policies
and goals a reality and to not submit to impractical and· outdated
theories and doctrines.
The Committee was skeptical of the fear expressed by the opponents
of this legislation that its ena.ctment would result in retaliation against
the United 'States. The Committee rejected this argument, noting that
no opponent of H.R. 8193 was able to provide any evidence of retaliation by any nation against those countries which already reserve large
shares of their cargo for their flag vessels than H.R. 8193 would ;r:rovide. The Committee concluded that there was no reason to believe
otherwise with respect to the United States, e~ially when considering the dependency of other nations on trade w1th this country. Where
vital national security considerations are involved, the Unit~d Statt>..s
should not allow its national policies to be determined by fears of the
:eactions of other nations, particu1arly when they are as speculative as
1s here the case.
Thus, by passing the Energy Transportation Security Act, Congress
has the opportunity to act in a manner consist~nt not only with our
previously stated national policies but with the trend developing today
in the field of international shipping as well. It wi11 provide the first
U.S. initiative in an area vital to the nation's security at a time when
the survival of the U.S. fleet is already endangered by the nationalistic
•
shippi11g policies of other nations.

ment to alter U.S. monetary or fiscal policies or without the need of
instituting national policies that would further disrupt the international financial situation. H.R. 8193 provides the means to reduce the
balance of payments deficit now being created by the use of foreignflag tankers, which carry approximately 95% of U.S. oil imports. Because of increasing oil imports, the payments deficit produced by our
nearly exclusive use of forei~-flag tankers is so severe that it has
thrown shipping as a whole mto deficit, despite the major advances
made by the U.S. liner fleets in penetrating U.S. trade.
1. Direct balance of payments savings
In May 1974, the U.S. fuel bill which 'had been steadily rising as the
effects of the oil embargo dissipated, stabilized at $2.3 billion a month.
If this rate is maintained throughout the year, this nation will have
an oil import bill of over $27 billion for 1974, a figure three times higher
than that for last year. The Department of Interior has indicated the
figure will continue to grow well into the 1980's.
Since the negative impact of this foreign oil bill on our balance of
pttyments has been staggering, the Committee was naturally impressed
by the Department of Commerce estimate indicating that this bill
would lead to a balance of payment savings in the oil transportation
segment of $3.1 billion between 1975 and 1985. Over the life of the
first generation of ships constructed under the bill, the savings would
be in excess of $11.5 billion. The Commerce Department figures are
contained in an excerpt from a Maritime Administration chart shown
below:

THE BALANCE OF PAYMENTS BENEFITS OF H.R. 8193

The Committee was deeply impressed with the opportunity provided
by H.R. 8193 to significantly alter the payments position of the United
States on oil import transactions without any corresponding require-

?
)

BALANCE·OF-PAYMENTS IMPACT FROM SUBSTITUTING U.S.-FLAG FOR FOREIGN-FLAG VESSELS

lin millions of 1973 dollars!
H.R. 8193,•
constrained

100 percent

Year
1975•••.. ---------------------------------------.--.- -···---- --.1980••• ----.--------------.-.-------.--- ------ .••. - ------------ -1985•....• ----- --.--.----- -·.- ---.--- .•. ------------------ .. - ---Cumulative, 1975-85.. .. __ .........•.•...•.•••. _.••.•..•..• _...•..•

Cumulative over life of ships in operation In 1985•...•................

foreign
carriage

H.R. 8193 I

798.8

l, 517.6
2,094.5
16,267.5
41,889.2

by shipyard

capacity

165.9 ---------·····
405.1
288.7

580.5
4, 285. 5
11, 608.1

579.4
3, 132. 8
11, 588. 2

I Assumes that required new U.S. shipping capacity is available.
'Assumes foreign-owned, foreign-flag, and foreign-constructed vessel.
'Assumes the use of 4 yards to construct VlCC's, and 1 yard to construct 90,000 DWT tankers.

One witness found this estimate inconsistent with Commerce Department figures on the cost of shipping oil by foreign-flag and
projected oil imports. He stated the total balance of payment saving
could be double that of the estimate.
13. Supplemental balanee of payment benefits
Finally, the Committee is convinced that this legislation will make
available several supplemental balance of payment gains in related
shipping areas. Because the U.S. fleet will be larger and operate in
·more trades due to H.R. 8193, it will be able to take advantage of op·
portunities not present today.
The U.S.-Soviet Trade Agreement has already demonstrated how
a cargo promotion program can produce side benefits. In this case,
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U.S. vessels carrying grain to Russia were able to obtain backhauls of
oil from the Mediterranean area.
Similarly, under H.R. 8193, the construction of versatile U.S. vessels such as OBO's will be encouraged, so that after carrying oil imports to the United States, American vessels can offer attractive backhaul ratt>s to U.S. farm and bulk product exporters. Now most of these
products are carried on foreign-flag vessels.
Because U.S. vessels will rely on oil imports for their ~ain revenue,
the rates they can charge for backhauls will be near thmr break-even
level. In contrast, foreign-flag vessels, many of which are dependent
on U.S. farm exports for their main revenue source, must allow for
substantial return in figuring their rates. Thus, the U.S. fleet may be
able to capture a share of the backhaul business, benefiting U.S. farmers and bulk exporters and the balance of payments. 'Vhile no exact
figures are available, it is likely that revenues from these backhaul
cargoes for U.S. ships could exceed several hundred million dollars
a year by 1980, all of which would have. formerly gone to foreign-flag
vessels and crews, to the detriment of the U.S. balance of payments.

Lakes-St. Lawrence Seaway. This is consistent with the provisions of
section 809 of the 1936 Act, as amended in 1970, ( 46 U.S.C. 1213),
which accord Great Lakes ports independent status as a fourth seacoast for purposes of assuring that Federal financial assistance to the
maritime industry is provided on an equitable basis for the benefit of
all port areas in the United States.
It should be noted that the section is not primarily a. cargo routing
statute. It does not require that cargo move through the nearest range
of ports. Rather, it simply means that the nearest range of ports is
where the shipping agency initially looks to determine U.S.-flag availability. ~ether or not there is a U.S.-flag vessel at the nearest range
of ports, the agency can still route the cargo through any range of
ports it chooses based on normal factors determining cargo routing,
such as rates, sailing schedules, etc. The section only means that
cargo will not be diverted from a. range of ports solely because a U.S.flag vessel is not available there, but is available elsewhere.
For purposes of this section, a range of ports is a seacoast, i.e.,
Atlantic, Pacific, Gulf and Great Lakes.
As was noted above, the section is not intended to be a cargo routing
statute. ~ether or not a U.S.-flag vessel is available at the nearest
range of ports, the shipping agency can still route the cargo through
any port it chooses based on normal factors governing routing. Of
course, it is intended that if a U.S.-flag vessel is available at the range
of ports over which the cargo actua.lly moves; whether or not such a
vessel is available at the nearest port range, it will be given the statutory preference in carrying the government generated cargos subject
to section 901 (b) .
SEc. 3. This section is the heart of the Energy Transportation Security Act of 1974. It outlines the basic requirements to use U.S.-flag
commercia 1 vessels for the importation of oil; provides for the increase
of the U.S.-flag percentage over time upon certain findings hy the
Secretary of Commerce; establishes certain procedural sa.fegua.rds for
persons subject to the Act; defines the oil imports subject to the Act,
and sets forth certain requirements with respect to U.'S.-flag commercial vessels that wiii participate in the carriage of the cargoes subject to the Act. It also sets forth a require~ent to comply with the Act
and the regulations thereunder, and provides for annual reports by
the Secretary of Commerce to the Congress on the implementation of
the provisions of the Act.
As passed by the House of Representatives, H.R. 8193 was ~asically
an amendment to section 901 (h) ( 1) of the Merchant Ma,rme Act,
1936, as amended. The Committee revised this to make the new Act a
new section 901 (d) rather than amend existing section 901 (ib) ( 1).
This was done to provide more clarity in drafting: it also has the
effect of avoiding certain provisions in section 901 (b) (1) that should
be applicable to the government-generated ca.rgoes subject to that
section, but which should not have a.pplication to the oil imports covered by the Energy Transportation Security Act.
.
Paragraph (1) of new subsection (d) set forth the basic cargo preference requirement that a quantity equal to not less than 20% of the
gross tonnage of all oil transported on ocean vessels for import into
the United States be carried on U.S.-flag commercial vessels, and nro-

SECTION-BY-SECTION ANALYSIS
SEc. 1. Section one of the bill provides the Act may be cited as the
"Energy Transportation Security Act of 1974".
SEc. 2. This section is a Committee amendment. It does not relate to oil imports but rather to existing preference cargoes under
section 901 (b) ( 1) of the Merchant Marine. Act, 1936, as amended, ( 46
U.S.C. 1241 (b) (1), which are largely export cargoes.
The section is intended to correct a long-standing grievance of the
Great Lakes region. Under section 901 (b) of the Act, government
agencies are required to take steps to assure that at least 50 per~ent of
certain government generated cargoes are transported on pnvately ·
owned Fnited States-flag commercial vessels "to the extent such vessels
are available." There is currently no regularly scheduled U.S.-flag
vessel service between the Great Lakes and other continents to which
the subject cargoes move. Therefore, U.S.-flag vess~ls are in_fr~que~tly
"available" at ports on the Great Lakes. Under varwus admuustratwn
interpretations, cargoes originating in the Great_ Lakes area are th.erefore diverted to other ranges of ports ( AHanbc, Gulf and Pacific)
solely because U.S.-flag vessels are not available on the Great Lakes
but are available at these other ranges of ports.
This section is intended to Pnd this problem which long has been
viewed by the Great Lakes region as discriminatory. Under this section, the shipping agency would look to the range of ports nearest to
the point where the equipment, materials or commodities being
shipped are manufactured, in order to initially determine whether
U.S.-flag wssels are "available". If a U.S.-flag vessel were not available at that range of ports (i.e., Great Lakes-St. Lawrence Seaway
ports), the agency would be free to use foreign flag vessels at that
range of ports.
Another important purpose of the amendment is to encourage U.S.flag operators to provide SPrvice to Great L~kes ports, thereby furthPring thP objectives of the Merchant Manne _Act, ~936, to assure
U.S.-flag sHvice on all essPntial trade routes mcludmg the Great
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vides that the Secretary of Commerce shall take such steps as are
necessary to assure that result. While H.R. 8193 as passed by the
House of Representatives did not specifically name the Secretary of
Commerce as the official res:ronsible for administering the bill, the
Committee has revised the bill to so indicate. It was clear from the
legislative history that this result was intended by the House and by
all the parties testifying on the bill. Further, since the Act is a means
of promoting the U.S. Merchant Marine, and since the Secretary of
Commerce is charged with that responsibility, it seems clear that this
is where the responsibility for administering this Act should reside.
The requirement for using U.S.-flag commercial vessels applies not
only to direct shipment from the original point of production, but to
both (or all) legs of a voyage where indirect shipment occurs, i.e. from
the point of production to and from any intermediate points used for
storage, refining, processing, packaging, unloading, or reloading of oil.
The language of the bill, in this regard, was slightly revised by the
Committee for purposes of clarity, but has the same intention as the
bill that was passed by the House of Representatives.
In another technical revision, the Committee modified the language
in this section to provide that the requirement applies to "oil transported on ocean vessels ... for import into the United States". This
differs slightly from the language in the House passed bill: "oils imported into the United States on ocean vessels." The purpose of this
amendment was to assure that oil transported on vessels for import
into the United States, but which may ultimately enter the United
States other than on vessels, is covered by the bill e.g. oil transported
to Canada by vessel that subsequently enters the United States by
pipeline.
Paragraph ( 1) also provides that the 20% requirement to transport
oil on privately owned United States-flag commercial vessels only applies "to the extent that such vessels are available". In this context, the
fact of whether a vessel is "available" is a factual determination to be
made in each given instance. Unlike the provisions to be discussed later
relating to the increase in the U.S.-flag percentage after 1975 and 1977,
it does not relate to an overall determination by the Secretary as to
the adequacy of the fleet to carry a given percentage of our oil imports.
Thus, in this provision, the importer or person subject to the Act, in
the event that he asserts that a U.S.-flag commercial vessel was not
available for his specific shipments and that he has therefore not complied with the 20% requirement, has the burden of demonstrating that
fact to the satisfaction of the Secretary.
Paragraph (1) of subsection (d) also provides that U.S.-flag commercial vessels need only be used to the extent they are available at
"fair and reasonable rates for such vessels". Longstanding administrative interpretation has established that fair and reasonable rates are
to be determined based on capital and operating costs of vessels and
must be set at a rate which returns the efficient operator a reasonable
profit. Since this bill clearly anticipates, and indeed requires, a suitable
replacement program for vessels, rates under the bill should clearlv
take into account the need to provide adequate profits to finance re~
placement vessels.

Under the bill, it is intended that the fair and reasonable rates
established for U.S.-flag commercial vessels will be the highest rate
at which the government can require the use o:f the vessel. In other
words, the Secretary may not require a shipper to use a U.S.-flag
vessel at more than a fair and reasonable rate.
Subject to assuring compliance with the statutory requirement, the
Committee intends that generally the Secretary shall restrict administrative intervention in market decisions to the extent possible
and will give as large a role as possible to the free market and
competition. It is anticipated that as soon as H.R. 8193 is enacted,
the Secretary will promulgate regulations imposing carriage requirements on importers and will establish procedures :for periodic reporting and proof o:f compliance with such regulations. In these reports,
the importer would either demonstrate compliance or assert that no
U.S.-flag commercial vessels were available. In the latter case, the
importer would have the burden o:f showing that there was physically
no ship available; that any available ship did not meet the requirements o:f a U.S.-flag commercial vessel under subsection (d) (4) (B)
(e.g., that it was not U.S. built); or that the available U.S.-flag commercial vessel was not available at :fair and reasonable rates. Once
the Secretary has more experience and cost data on vessels subject
to the Act, he might also consider publishing guideline rates, if he
deems it advisable to do so.
As a practical matter, the Secretary's determinations o:f :fair and
reasonable rates are likely to be more :frequently required on short
term than on longer term arrangements. The latter are more likely
to be ne1gotiated between shipper and carrier and normal competitive
market :factors will likely be determinative, subject to compliance with
the preference requirement. To the extent that intermediate and longterm arrangements can be encouraged by the Secretary, this will reduce
some o:f the problems involved in making :fair and reasonable rate
determinations. This would also appear to be in accord with the
policy o:f this Act, and the Merchant Marine Act, 1970, since such
charters would provide vessel operators the assurances o:f cargo needed
to revitalize and expand the U.S. flag merchant fleet.
In any event, in determining :fair and reasonable rates, it is anticipated that the Secretary will take into account the interest of consumers as well as the need to revitalize and expand the U.S. tanker
fleet in accord with the purposes and policies o:f this Act.
. Paragraph (1) of subsection (d) ·also provides that the Secretary
IS "to ensure :fair and reasonable participation o:f such vessels and such
transportation :from all geographical areas in which such oil is produc~d. ?r refined or both". He:r;e again, the Secretary has considerable
flexibility. One means by whiCh he could assure such fair and reasonable participation by geographic area would be to define a number o:f ge~graphi~ areas (e.g. Persian Gu~f, Indonesia, Mediterranean,
West ~frica, Ca~b~ean and So~th America) :from which U.S. imports
are, directly or md1rectly, carried, and to apply the applicable percentage to each such area. Another means suggested during the
Committee's consideration was the adoption o:f a "barrel-mile" or
"ton-mile" standard. While such a method could be adopted by the
Secretary, and would give importers or persons subject to the Act,
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more flexibility, it would also require adoption of safeguards by the
Secretary to assure that it would not result in a fleet of U.S.-flag commercial vessels different in numbers, types, or sizes of vessels from
what would otherwise result. For example, the ,adoption of such a concept, without safeguards, could well result in an abuse in the form of
all the Act's requirements being covered by a very few ultra large ~rude
carriers utilized on long hauls. This is not in accord with the pohcy of
the Act which is to create a broadly representative fleet capable of
carrying a designated percentage of all our oil imports from all sources
and to all destinations in the United States to which oil is normally
imported. Thus, for example, if a barrel-mile concept were adopted,
the Secretary would probably have. to apply the d~signated percentage
requirements separately to the vanous kmds of 01l covered by the bill
(e.g. crude, residual fuels and heating fuels, and clean products) in
order to assure that the United States obtained a balanced fleet of
crude and different sized product carriers necessary to service its needs
during a national emergency.
Finally, the first paragraph of subsection (d) provides for increases
in the percentage of oil imports to be transported on U.S.-flag commercial vessels to not less than 25% for any period beginning after
,June 30,1975 and 30% beginning after June 30,1977, provided that the
Secretary finds six months prior thereto that the tonnage of privately
owned U.S.-flag commercial vessels, including vessels on order
and scheduled to be ready for commercial service, will be adequate to carry such quantities. This provision, while established in
principle in the bill passed by the House of Representatives, was somewhat modified by the Committee. The intent of the language as modified by the Committee is that the Secretary shall annually, after the
dates specified, review the adequac.y of available tonnage until the percentum requirements are reached. !his is important not only_ t~ permit
a build-up of the fleet, but also If the absolute level of 01l Im~orts
diminish in the future. Also, the provisions adopted by the Committee
provides for lesser increases in the U.S.-flag percentages in the event
that inadequate tonnage is available for the 25% and 30% levels, but is
available for levels above the basic 20%, for example, 23%.
As will be discussed in more detail hereafter, the bill provides the
Secretary of Commerce considerable flexibility and discretion in the
means by which he is to dbtain the Congressionally determined mandate in subsection (d) ( 1). While the Secretary is required to establish
a system of cargo preference whereby the designated percentages of
our oil imports are carried on U.S.-flag vessels, he is given considerable
discretion in determining the exact type of regulations required, the
persons who will be made subject to the Act, and means of reporting
and enforcing compliance. Although administration of the new Act
will surely not be free from complexities, various existing tools at the
Secretary's disposal, coupled with long experience in administering
similar provisions of the existing cargo preference statute, shoul_d
facilitate the new Act's administration. For example, the Office of 01l
and Gas in the Department of Interior and the Bureau of Customs
have developed systems of documentation for licensing of oil imports. Indeed, the current forms for documentation require information as to the vessel on which imports are carried, as well as its flag
of registry. Presumably, these forms of documentation could he

modified pursuant to regula_tions. issued b:r the Secretar_y of Commerce and be used in connection with reportmg and comphance.under
the new Act. Further, experience with several of the ~reas subJ~Ct to
the prior preference laws, which have involved ass?rmg ~ompl~ance
of commercial interests with the statutory mandate, mcludmg pnvate
shipments under loans. and guaran.tees ?f the Export-Import Bank,
and shipments under: different formgn aid programs managed by ~he
Departments of Agnc~lture and State, should be valuable m admmistering the new subsectiOn.
.
The legislative history of H.R. 81~3 contams a n~mber ~f .suggestions which the Secretary may c?r..sider. as helpful m ad~mistermg
the new Act. Although the Committee reJected the suggestiOn of ma~
ing credits for the use of U.S.-flag vessels t~ansferable because 1t
viewed this as being subject to abuse, a suggestiOn that ~he !3ecretary
establish a limited system of carry-forwards for the obhgat10n 1:? use
U.S.-flag vessels (e.g., three months) would ~em to have considerable merit, since it would allow a person s~bJect ~o ~he Act 3; s~ort
make-up period before being ~ubject t? sanctiOns. Sn~Ilarl:r, a hmi~e~
system of carry-backs of credits for usmg U.S.-flag ships might famhtate administration.
Finally administration of the new Act should be made some~hat
simpler
the fact that the ~umber. of companies whose op~rat10ns
will fall under the new law IS relatively small. ~he e~en:tptiOn ~or
small refiners leaves only about 40 refining com:pames with~n the ~lll,
not all of which import significantly ~y sea. Oth~rs figun?-g as Importers, including utilities, petrochemical compam~s, termmal _operators and the like, raise the total number of subJect compames to
only about 140, judging from recent impor~ing data. The _Secretary
of Commerce is, moreover, empowere~ to mv?ke the ~ssistanc.e of
other affected agencies of government m carrymg out Ius functiOns.
Paragraph ( 2) of subsection (d) provides _that _the Secretary may
by rule establish a system o! _reasonable classific~twn of persons :=tnd
imports subject to the provisiOns of the subse?tion. It also provides
a system of judicial review for p~rso~~ aggneved. The p~ragraph
is not intended to preclude the apphcabihty of the S_ecretary s general
rule-making authorities under the Merchant Manne Act, _1936, as
amended, and indeed such authorities will be fully apphcable to
amended Section 901 (d).
. .
. .
.
The Committee recast this proVIsion somewhat, ehmmatmg a prefatory clause ("That with. respect to ~he percen~age of. petroleum and
petroleum products reqmred to be Importe_d m Umted ~t~tes-~ag
commercial vessels") which might seem to Imply an administrative
power to modify the minimum statutory percentage.
It is under this paragraph that the Secret:=try may grant full or
partial exemptions to importers or persons subJect to the Act f~om the
cargo preference requirements ~stablished in H.R. 8!93. ~urmg the
course of the Committee's hearmgs, several groups, mcludmg _Pet~o
chemical producers, utilities importing low-sulphur crude, terntor1al
refineries small refiners independent refiners and others who asserted
special ci'rcumstances o; peculiar ;hardships, sought. exempti?I~ from
the Act's requirements. Other than small refiners with capaCities not
exceeding 30,000 b/d, the Committee di~ no~ believe th~t any of these
groups made a persuasive case for legislative exemptiOns. The pro-
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yision aqopted by the Commi~tee in section 5, waiving $0.15 of the
1mport hcense fee for crude 01l carried on U.S.-flag vessels makes it
even less likely that such a case could be made. However, under paragraph (2) o~ su~ection (d) these interests or any othe~ per~on able
to show spec1~l. mrc~mstances and good caus~, or peculiar hardship,
co~ld be adm1mstratively exempted. Just as m the case of the legislative exemption for small refiners, the statutorilv designated percentages of overall imports (including any importS exempted) to be
carried by U.S.-flag commercial vessels would be unaffected.
Other word changes in this section are designed to bring the right
~o an .administrative hearing and judicial review into closer conformIty with modern practice under the Administrative Procedure Act.
Paragraph (3) is a Committee amendment. It authorizes the Secretary to grant credits toward the fulfillment of the requirements in
paragraph (1) in the case of oil transported by privately owned
u.s . -flag commercial vessels, over 100,000 deadweight tons, between
fore1.gn ports, until such time as an oil discharge- facility, capable
?f .d1schargi~g fully laden vessels of over 200,000 deadweight tons,
IS m operatwn on any coast of the United States. This provision
:V~ n:ade necess~ry by the fact that there are currently no port facilIties m the Umted States capable of discharging full-laden very
la~ge cru.de carriers and ultra large ?rude carriers of the type now
hemg bmlt .unde~ the M~rchant Manne Act. 1970, and, presumably,
more of whiCh w1ll !Je bull~. A somew~at anal?gous authority for the
Seeretary to permit foreign-to-formgn carnage for vessels built
with. construction differential subsidy under Title V of the Merchant
Ma::me Act, 193?, as amended (46 U.S.C. 1151-1161) or utilizing
~ap1ta~ constructiOn funds under section 607 of the Act, is contained
m sectiOn 905 of the Act (46 U.S.C. 1244). However, in this instance
the Secretary's authority terminates as soon as the first oil discharg~
facility: capable ?f. dischar~ng fully laden vessels of over 200,000
deadweight tons, IS m operatiOn on any of our coasts. Credit for such
foreign-to-foreign carriage is to be available only to the extent that
tJ:e percentage cargo pref.erence requirements of the Act are not met
without such credits by available U.S.-flag vessels.
~araw:aph (3) ~lso con~ins safeguard language to assure that
this specu~1 authority provided ~he Secreta.ry will. not be permitted
to .result m abuse by encouragmg the construction, operation, or
~amtenance of a fleet of privately owned U.S.-flag commercial vessels
differe~t in numbers, types, or sizes of vessels than the fleet that would
o~h~rwise result from this. Act. The reasons for this language are
Similar to those set forth m connection with the discussion of the
"barrel-mile" concept earlier in this report.
Pat:agraph ( 4) ?f sub~ection (d) contains the definitions of tenns
u~~ m the A~t,. mdudmg the commodities covered and the ships
ehg1ble ~o participate. The Committee modified the House-passed bill
by ~reatmg a ~parate paragrap~ for definitions, both for drafting
clarity and to mcorporate certam substantive modifications of the
House bill.
(a) The House tenn "liquid petroleum and liquid petroleum produc~s" has been altered to "oil", which is then defined as crude oil unfimshed :fu~ls, gasoli~e, k~ros~ne, a·viation fuels, naphtha, cracking
stocks, distillate heatmg 011, diesel oil, and residual oils. This covers

the same items as the bill passed by the House, but allows the main
text to be simplified to the single word "oil".
(b) This paragraph, by way of a definition, sets forth the requirements which a vessel must meet in order to qualify for the carriage of
cargoes under H.R 8193. The
ph thus defines "privately
owned United States-flag commerc
vessels" as (1) built in the
United States, (2) if ,at any time documented under the laws of any
foreign nation, then documented under the laws of the United States
for not less than the three previous years, (3) not more than 20 years
old (or reconstructed and within its extended economic life as determined by the Seeretary of Commerce), (4) the subject of a capital
construction fund agreement under section 607 of the Merchant Marine
Act, 1936, as amended ( 46 U.S.C. 1147), which provides that the vessel
shall be replaced at the end of its economic life, and includes a mandatory deposit schedule to finance such replacement, and (5) if constructed after specified dates (all contracts after December 31, 1974
or deliveries after December 31, 1978), incorporating the best available pollution prevention technology, and specifically segregated ballast capacity and double bottoms.
The purpose of these provisions is to assure that the preference
afforded shall be efficacious in procuring new construction rather than
merely extending the economic life of existing tonnage, and at the
same time to assure that all new construction shall proceed in full
consciousness of the highest demands of environmental protection.
The bill as reported by the Committee requires that the vessels be
built in the United States in order to qualify. This was done because
the Committee believes that generation of business for domestie shipyards, and the employment opportunities and balance of payments
benefits resulting therefrom, are important secondary benefits of H.R.
8193. However, in order to prevent abuses and monitor the performances of U.S. shipyards under the new Act, a requirement for annual
review of shipyard performance is set forth in paragraph (6) and
will be discussed hereafter.
This paragraph also provides that if at any time a vessel has been
documented u~der the laws of any foreign nation, it must wait three
years after bemg documented under the laws of the United States
before it is eligible to participate in the carriage of preference cargoes
under H.R. 8193. A similar requirement is set forth in existing law in
section 901 (b) :for cargoes eovered by that section, and is intended
to prevent easy transfers to or from United States registry to suit the
convenience of a vessel's owner or operator.
The requirem~nt that an eligible vessel be (a) not more than 20 years
old, or (b) reconstructed and within its extended eeonomie life is a
Committee amendment. It is intended to assure that H.R. 8193 will
accomplish its purpose of creating a modern expanded fleet of U.S.flag vessels rather than merely perpetuating ov~rage tonnage. Determinations as to what constitu~tes reconstruetion and whether a vessel
is within its economic life are within the discretion of the Seeretary
of Commerce, and it is anticipated that he will utilize that discretion in
accord with the policy heretofore noted.
The requirement that an eligible vessel be subject to a capital construction fund agreement is likewise a Committee amendment and,
again, is intended to assure that the purposes of H.R. 8193 are e£-
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:fectua.ted; in this instance, by requiring reinvestment of profits in
U.S.-flag merchant vessels.
It should be noted that it is intended that the Secretary shall have
considerable flexibility under this provision, for example, in determining a suitable replacement program. It is not intended that such a replacement program necessarily require the re-creation of carbon copies
of depositing vessels under section 607 (46 U.S.C. 1147), since that
would involve needless rigidity and could result in requiring the construction of obsolete or otherwise commercially undesirable:' vessels.
Rather, it is intended that the Secretary have broad discretion and
flexibility in determining suitable replacement programs in accord
with the policies of H.R. 8193 and section 101 of the Merchant Marine
Act, 1936, as amended ( 46 U.S.C. 1101).
Finally, while the statutory provisions of section 607 ( 46 U.S.C.
1147) (including :for example, treatment of qualified and non-qualified withdrawals, ceilings on deposits and required deposits, etc.)
·will apply, it is recognized that the purposes and needs under the
instant provision are somewhat different than those governing section 607 generally, and will probably require the promulga-tion of
separate a~d distinct regulations by the Secretary under this general
rule making authority.
Finally, a requirement is set forth that vessels carrying cargoes
under H.R. 8193, and constructed after the dates noted above, shall
be constructed and operated using the best available pollution prevention technology, and shall be equipped with segregated ballast capacity and double bottoms. The difficulties encountered in achieving
effective environmental protection standards for tankers are discussed
elsewhere in this report. Enactment of legislation such as H.R. 8193
is one of the few means by which U.S.-flag vessels can effectivelv be
required to adopt pollution prevention technology more costly than
that ~greed to internationally. Of course, in requiring new technologres, the Secretaries of Commerce and Transportation will have to
take into account economic feasibility and cost-effectiveness, but need
not be strictly governed by the minimum standards that other nations
find acceptable.
Paragraph (3) (c) defines the United States as meaning the several
states, the District of Columbia and the Commonwealth of Puerto Rico.
Paragraph ( 5) sets forth the requirement that each department,
agency or other instrumentality of the United States take appropriate
action to assure compliance with obligations under H.R. 8193 and the
regulations issued thereunder by the Secretary of Commerce. It also
provides that citizens of the United States and persons subject to the
jurisdiction of the United States shall comply with obligations by the
law and any applicable regulations issued by the Secretary. Failure to
c?mply with such re,~rUlations would subject the violator to the provisiOns of section 806 (d) of the Merchant Marine Act, 1936, as amended
( 46 USC 1224). By implication, it might also subject the violator to
private enforcement in the :form of a suit for damages, e.g., in an
instance where an importer or person subject to H.R. 8193 refused the
tender of an :available U.S.-flag commercial vessel at fair and reasonable rates, and did not meet the percen
requirements imposed upon
him by regulations promulgated under H . 8193.
Paragraph ( 6) of subsection (d) requires the Secretary to review,
evaluate, and report annually to the Congress and the President on

t~e

implementation o~ the provisions of this subsection and their effectiveness. The report IS to mclude a study of the adequacy and availability of shipyard facilities and an assessment of the reasonableness
of the perform~nce of American shipyard~ with respect to prices
chaqr,xl anti dehvery dates for the constructiOn and reconstructiOn of
vessels carrying H.R. 8193 cargoes. While the Secretary has broad discretion in determining what standards he will utilize to assess "reasonableness", presumably, with respect to costs, the percentage standards
set forth in section 502 of the 1936 Act (46 USC 1152) will provide
some guidance for J?Urposes of his report.
Sec. 4. This sectwn provides that H.R. 8193 will not :apply to anv
refiner whose total refinery capacity (including the refinery capacity
of any person who controls~ is controlled by or is under common control w~th such refiner) does not exceed 30,000 barrels per day. This is
a provision which was adopted by the House of Representatives and is
intended to eliminate certain administrative difficulties that such refiners might experience in complying. As is noted elsewhere in this report, the exemption of this group should substantially simplify administration of H.R. 8193, but will have no impact on the statutorily
mandated percentages contained in the bill. The Committee has added
a provision that the exemption shall not apply if the imports for such
refiner during any year exceed his rated refining capacity. The purpose
of this amendment is to preclude exempt refiners from importing on
a large scale for non-exempt refiners, whose own imports would be subject to the Act. The exemption is intended for imports used in the small
refinery itself, and not to create a loophole for evasion of H.R. 8193.
Sec. 5. This section is a Committee amendment. It provides that
license fees payable pursuant to Presidential proclamation for imports
of crude oil imported into the United States shall be reduced by $0.15
per barrel for a period of five years from the date of enactment of
H.R. 8193, if the Secretary of the Treasury determines that the crude
oil is transported on privately owned lJ"nited States-flag commercial
vessels, and the amount resulting from non-payment of such license
fee is passed on to ultimate consumers. It is the Committee's belief that
this amendment obviates any possible impact on consumer prices
resulting from the use of U.S.-flag commercial vessels as is discussed
in more detail in the section of this report dealing with that issue.
Under the section, the person claiming reduction of the import license
fee will not only have to demonstrate that the crude oil was transported on U.S.-flag commercial vessels, but must demonstrate to the
satisfaction of the Secretary of the Treasury that the savings is or
will be passed on to ultimate consumers of the oil. Presumably, such
persons will have an incentive to do so since waiver of the license fee
will provide him a competitive advantage in ultimately selling to
consumers.
In a final change, the Committee amended the title of the bill to
more adequately reflect its purpose.
EsTIMATED CosTs
Pursuant to section 252 of the Legislative Reorganization Act of
1970 (Public Law 91-510), the Committee estimates that the cost of
implementing H.R. 8193 will be less than $1 million per year.
In responding to an inquiry by Senator Cotton, Under Secretary of
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Commerce John K. Tabor estimated that 150 additional personnel
'vould be required by the Maritime Administration to administer the
cargo preference program at a cos~ of $3 million rer year. Howev:er,
the Secretary envisioned a complicated rate-makmg process which
the Committee does not believe to be necessary. By minimizing administrative intervention into market decisions and by utilizing the expertise and existing documentation and reporting systems of the
Office of Oil and Gas in the Department of the Interior and the Bureau of Customs in the Department of the Treasury, the Committee
is confident that the costs of administering this legislation will be considerably less than the Department of Commerce estimate.

3. Amendment offered by Senat~r Cotto1_1 to_ exempt ~ny oil imported
into the United States by or for direct or mdirect delivery and sale to
producers, converters, and fabricators o_f :petro~hemicals (as such term
is defined in the Federal Energy Admimstrabon Act of 1974), from
the cargo preference requirement.
Yeas-5
NOJ!JB-10
Magnuson
Hart
Hartke
Cotton
Cannon
Pearson
Long
Griffin
Moss
Stevens
Hollings
Inouye
Tunney
Stevenson
Beall
4. Amendment offered by Senator C?tton to ex~mpt oil (inch~din.g
low sulfur residual fuel oil) imported mto the "Qmted. States which ~s
required by law because of environmental consi~erat10ns for electric
power generation, from the cargo preference reqmrement.
Yeas-3
Nays-11
Magnuson.
Cotton
Hartke
Pearson
Hart
Griffin
Cannon
Long
Moss
Hollings
Inouye
Stevenson
Stevens
Beall
5. Amendment offered by Senator Cotton to provide for a waiver
provision identical to the provision in the first proviso to section 901
(b) ( 1) of the Merchant Marine Act, 1936, as amended (46 U.S. C.
1241(b) (1) ).
Nays-1~
Yeas-3
Magnuson
Cotton
Hartke
Pearson
Hart
Griffin
Cannon
Long
Moss
Hollings
Inouye
Tunney
Stevenson
Stevens
Beall

RECORD VOTE IN CoMMITTEE

In compliance with sections 133 (b) and (d) of the Legislative Reorganization Act of 1946, as amended by P.L. 91-510, the following
is a tabulation of votes cast in Committee :
1. Amendment offered by Senator Cotton to exempt residual fuel
oil to be used as fuel and No. 2 fuel oil from the cargo preference
requirement.
Yeas-5
Nays-10
Hart
Magnuson
Inouye
Hartke
Cotton
Cannon
Pearson
Long
Griffin
Moss
Hollings
Tunney
SteYenson
Stevens
Beall
2. Amendment offered by Senator Cotton to exempt aviation fuel
from the cargo preference requirement.
Yeas-3
Nays-1~
Cotton
Magnuson
Pearson
Hartke
Griffin
Hart
Cannon
Long
Moss
Hollings
Inouye
Tunney
Stevenson
Stevens
Beall
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6. Motion offered by Senator Magnuson to order the bill reported as
amended.
YetU-14
Nays-~
Not recorded-fJ
Magnuson
Cotton
Griffin
Pastore
Pearson
Baker
Hartke
Hart
Cannon
Long

able participation of United States-flag commercial vessels in such
cargoes by geographic areas: Pro1;ided, That the provisions of this
~ubsection may be waived whenever the Congress by concurrent resolution or otherwise, or the President of the United States or the Secretary
of _Defense declarP;s. that an ell!-ergency exists justifyin~ a temporary
wa:Iver of the provisions of sectwn 901 (b) ( 1) and so notifies the ap:propriat~ agency .or agencies: And provided further, That the proVISions
of this subsectiOn shall not apply to cargoes carried in the vessels of the
Pan~ma Canal qo:npany. Not~ing herei~ shall repeal or otherwise
m?d1fy the provisions of Pubhc ResolutiOn Numbered 1'7, Seventythird Congress ( 48 Stat. 500) , as amended. For purposes of this section
the term "privately owned United States-flag commercial vessel" shall
not be deemed t.o include any vessel which, subsequent to the date of
enact.!ll~nt of this amendmel!t, shal! have been either (a) built outside
the Umted States, (b) rebmlt outside the United States, or (c) documented under any foreign registry, until such vessel shall have been
documented. under the laws of the Uni.t~d States. for a period of 3
years: Provided, however, That the proviSions of this amendment shall
not apply where, (1) prior to the enactment of this amendment, the
owner of a vessel, or contractor for the purchase of a vessel originally
constructed in the United States and rebuilt abroad or co~tracted to
be !eb~ilt abroad, has notified the Maritime Administration in writing
of Its mtent. to document such v~ssel under pnited States registry, and
such vessel Is so documented on Its first arnval at a United States port
not later than 1 year subsequent to the date of the enactment of this
amendment, or ( 2) where prior to the enactment of this amendment
the owner o~ a yessel under United States registry has made a contract
for the rebmldmg abroad of such vessel and has notified the Maritime
Administra~ion of such contract, and such rebuilding is completed and
such vessel 1s thereafter documented under United States registry on
its first arrival at a United States port not later than 1 year subsequent to the date of the enactment of this amendment.
(2) ~very depart~e!lt or. agency having. responsibility under this
subsectiOn shall admm1ster Its programs with respect to this subsection under regulations issued b;v the Secretary of Commerce. The Secretary of Commerce shall rev1ew such admmistration ·and shall annually report to t~e Congress with respect thereto.
(c) That notwithstanding any other provision of law privately
o.wned American shipping services may be utilized for the transportatiOn of mo.tor vehicles ow!led by Government personnel whenever
tranSF?rtahon of such vehicles at Government expense is otherwise
authonzed by law.
"(d) (1) The Secretary of 001'ri!Jnerce shall take 8UCh steps as are
necessary to a88Ure that a quantity equal to not less thatn fJO per centum
of the gross t~nnage of all oil tran.sported on ocean vessels (whetlwr
tramJJported dtrectl;y. from the original point of production or indirectly from S1.f0h potnt to. and from a_ny intermediate points used for
stprage, .refinmf!., proceslnln1J, packagtng, wn:toading, or reloading of
ml) for tmport u1.to the Umted States shall be transported on privately
owned United Rtates-flag commercial vessels (to the ewtent that such
ves.rsels .are (J//)ail_uhle at fair (J;'fl,(j rea8r;mable rates for sueh vessels},
and to tnsur_e f(l:l,r and retUmuLble partwipatwn of sueh vessels in 8U<Jh
tran.sportatwn from all geof!.raphicril areas in wh!ch sue~ oil is produced or refined or both. W tth respect to any penod begtnning after

Moss
Hollings
Inouye
Tunney
Stevenson
Cook
Stevens
Beall
CHANGES IN ExiSTING LAw

In compliance with subsection ( 4) of rule XXIX of the Standing
Rules of the Senate, changes in existing law made by the bill as reported a~e shown as follows (existing law proposed to be omitted is
enclosed m black brackets, new matter is printed in italic existing law
in which no change is proposed is shown in roman):
'
MERCHANT MARINE ACT, 1936, AS AMENDED

SEC. ?Ol. (a) Any officer or employee of the United States traveling
on ?ffimal busmess overseas or to or from any of the possessions of the
U~ted States shall travel and transport his personal effects on ships
re~stered under the laws .of the p-ni-t:ed. States ~here such ships a,~
ava1lable unless the necess1ty of h1s m1ss10n reqmres the use of a ship
un~er a foreign flag: Provi~ed, That the Comptroller Genernl of the
Umted. States shall not c!ed1t ~nJ; allowance for travel or shipping expenses mcurred on a foreign ship m the absence of satisfactory proof of
the necessity therefor.
(b)(~) Whe~ever t~e United States shall procure, contract for, or
otherw1se obtam for Its own account, or shall furnish to or for the
account. of any foreign nation without provisions for reimbursement,
any eqmpment, materials, or commodities, within or without the United
States, or shall ·advance funds or credits or guarantee the convertibility
of foreign currencies in connection with the furnishing of such equipment, materials, or commodities, the appropriate agency or agencies
shall take such steps as may be necessary and practicable to assure that
at least 50 ~e~ centum of the gross tonnage of such equipment, materials
<!r commodities ( compu~ed separately for dry bulk carriers, dry caqro
lmers, and tankers), wh'ich ma.y be transported on ocea.n vessels Shall
be transported on privately owned United States-flag commercial vessels, to ~he extent such vessels are availa'ble at the '1'11'11'11Je of ports nearest
the pmnt 1vhere 8UOh equipment, materials, or commodities are manufactwred or prod1wed at fair and reasonable rntes for United Statesflag commercial vessels, in such manner as will insure a fair and reason-
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J'Wf/R, 30, 1975, the quantity of suchJ oil required -to be tramported on
privatebJ owned United Htates-flag commercial vessels shall be equal
to not less than ~5 per centum of the gross tonrw,ge of all oil tramported on ocean vessels for import into the United States, and for any
period be · · after June 30, 1977, such quantity shall be equal to
not less
per centum of 8UCh gross tonnage: Provided, That
(1) the Secretary of Commerce finds and determines 6 months prior
thereto, in the eweroise of his sote discretion, that the tonnage of privately owned United States-flag commercial vessels, itncluding vessel8
on order and scheduled to be ready for commercial service by such date,
1lJill be adequate to carry 8'1.UJhJ quantity,. and (93) in the event that 8'1.UJh
tonnage is not found to be adequate to carry 8UCh quantity, there shall
be carried on such vessels the basic 930 per centum requirement together
with any ewcess over such requirement, but not to ewceed the applicable
per centum requirement, for which such Secretary finds that adequate
tonnaf!e will be available.
·
"(~) The Secretary of Commerce may by rule establish a system
of reasonable classification of persons and imports subject to the provisiOntJ of this subsection, and such Secretary shall treat all persom in
the same such classification in substantially the same manner. If any
person alleges (A) that he has been incorrectly clatssified wnder any
such rule,- (B) that there is no reasonable basis in fact for any such
olatssification,- or (C) that as a consequence of any agency action, he
is or may be treated substantially differently from any other person
in the same classification, sueh person may request, and, ttpon a reasonable showing, obtain, a hearing in accordance with section 55# of
title 5, United States Code. Upon an agency deci~ion, ltuch person
may request judicial review in the United 8tates Court of Appeals for
the Distriet of Coltumhia. The scope of such rm,iew shall be governed
by section 706 of title 5, United States Code.
"(3} The Secretary of Commerce is authorized to grant credits to·ward the fulfillment of the requirements of paragraph (1) of thi~~ subsection in the case of oil tramported by privately 011med United Statesflag commercial vessels, over 100,()(){) deadweight ton.r;, between foreign
ports untz? such time as an oil diseharge facility, capable of discharging fully laden vessels of over 9300,()(){) dead1.veight tom, is in operation
on any "coast of the United State8: Provided, That the Recretary of
Commerce shall take all reasonable steps to assure that the authority
provided in this paragraph not encourage, directly or indirectly, the
construction, operation, or maintenance of a fleet of privately mvned
Tlnit:ed States-flag commercial vessels different in numbers, type.<;, or
sizes than the fleet that 1.()0Uld otherwise result.
" (4) As used in this subsectiortr"(A} 'oil' meam crude oil and the following prod·ucts refined
or derived from crude oil: unfinished fuels. gasoline, kerosene,
aviation fuels, naphtha, craeking stockY, distillate heating oil,
diesel oil, and re.sidual oils,.
"(B) 'privately owned United States-flag commeroial1)essels'
are vessels of (!nited State.~ registry (or if at any time documented
under the la1.os of any foreign nation, then documented under the
laws of the United States for not less than the three previou.~
years), built in the United States, 1rh.ich are not more than ~0
years old or which have been reconstructed and are not beyond

their economic li1.•es (as determined t>y the Secreta:ry of Oommerce), and 'with respect to which the oumer or lessee thereof has
entered into a capital con<~truction fund ag1·eement u.:ith such
8ecreta1'1J pun:uant to 'which such 1.•es.~e.l shall be replaced l!'t t~e
ead of its 20 year life, or at th.; end of ~ts e<rtended econmnw lzfe
in ca.'le of 1'ccon8truction, and s1wh agreement includes .amand-atory deposit schedule to finance such replacement: Provided, That
any such vessel in excess of 930,000 deadweight tom, the construction of 1.ohich is contraeted for after December 31, 197!,., or the
delivery of which is made aftm· December l/1, 1978, shall be constructed and operated using the best available pollution prevention
technology, and shall be equipped uJith a segregated ballast capacity deter1nined appropriate by the Secretary of Transportation which shall be achieved in pm·t by fitting, throughout the
cargo length, a double bottom of a minimrwm height of onefifteenth of the beam or such otluir atrpropriate heif!ht as determined by the Secretary of Transportatwn,- and
.
" (C) 'United States' ·meam any of the several States, the Dlstrict of Oolumbia. the CommoniliJ"ealth of Puerto Rico.
"(5) Each department, agency, or other instrumentality of the
United States which is affected by any obligation imposed under this
8ubsection, and any officer or employee thereof, shall take all approtJriate action to assure compli-ance with such obligation and with regulations 1.vhich shall be issued by the Secretary of Commerce to implement and enforce the provisiom of this subsection. Each citizen of the
[Jnited States and each person subject to the ju;risdiction of the United
States shall comply with such obligation and any applicable regulation issued by B1Wh Secretary under this subsection.
"(6) The Secretary .of Oommerce shall review, e1Jaluate, and report
annually to the Congress and the President on the implementation of
the provisions of this subsection and the effectiveness of 8UCh provz8ions. Each such report shall include, but not be limited to, a study of
(1) the adequacy and availability of construction and reC~YnStructio;t
facilities in the United States for the vessels needed to meet the pro1JZsiom of paragraph (1) of this sub.~ecti.on~ a.nd (93) the reasonableness
of the prices charged and delivery dates fm· the construction and recon8truction of such ves8els."
SEc. 4. The provisiom of this Act shall not apply to any refiner
tv hose total1·efinery capacity (including the refinery capacity of any
per8on 1.oho controls. is controlled by, or is under commwn control with
8uch 1'efiner) does not ewceed ,'IJO,OOO barrel<~ per day: Provided, That
tlw total quantity of such oil imported by or for such refiner does not
in any year exceed the rated refining capacity of such refiner.
.
SEc. 5. License fees payable pursuant to Presidential proclamatzon
fot' imports of crude oil im.ported into tl~e United States shall be rerluced by 15 cents per barrel for a period of 5 years from the dr:te of
enactment of thi8 Act if the Secretary of the Treasury determmes( a) sur.h crude oil is tramported by pri1mtely mvned United
States-flag commercial vessels,- and
(b) the am.ount resulting from the nonpaJ!ment of such license
fees is /Jassed on to the ultimate consumers of sueh crude oil in
whatevm· fonn it is when ultimately con8U!l1wd.
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TEXT OF H.R. 8193,

AS

REPORTED

AN ACT To regulate commerce and strengthen national security by requiring
that a percentage of the oil imported into the United States be transported
on United States-flag vessels

That this Act may be cited as the "Energy Transportation Security
Act of 1974".
SEc. 2. Section 901 (b) ( 1) of the Merchant Marine Act of 1936 is
amended by inserting after the words "to the extent such vessels are
available", the following: "at the range of ports nearest the point
where such equipment, materials, or commodities are manufactured or
produced".
SEC. 3. Section 901 of the Merchant Marine Act, 1936, as amended ( 46
U.S.C. 1241), is amended by adding at the end thereof the following
new subsection :
"(d) (1) The Secretary of Commerce shall take such steps as are
necessary to assure that a quantity equal to not less than 20 per centum
of the gross tonnage of all oil transported on ocean vessels (whether
transported directly from the origi}\al J?Oint of production or indirectly from such point to and from any mtermedmte points used for
storage, refining, processing, packaging, unloading, or reloading of
oil) for import into the United States shall be transported on privately owned United States-flag commercial vessels (to the extent
that such vessels are available at fair and reasonable rates for such
vessels), and to insure :fair and reasonable participation of such vessels in such transportation from all geographical areas in which such
oil is produced or refined or both. With respect to any period beginning
after June 30, 1975, the q11antity of such oil required to be transported on privately owned United States-flag commercial vessels shall
be equal to not less than 25 per centum of the gross tonnage of all oil
transported on ocean vessels for import into the United States, and for
any period beginning after June 30, 1977, such quantity shall be equal
to not less than 90 per centum of such gross t01mage : Provided, That
( 1) the Secretary of Commerce finds and determines 6 months friQr
thereto, in the exercise of his sole discretion, that the tonnage o priva.tely owned United Statescommercial vessels, including vessels
y for commercial service by such date,
on order and scheduled to be r
will be adequate to carry such quantity; and (2) in the event that such
tonnage is not found to be adequate to carry such quantity, there shall
be carried on such vessels the basic 20 per centum requirement together with any excess over such requirement, but not to exceed the
applicable per centum requirement, for which such Secretary finds
that adequate tonnage wiU be available.
"(2) The Secretary of Commerce may by rule establish a system
of reasonable classification of persons and imports subject to the provisions of this subsection, and such Secretary shall treat all persons in
the same such classification in substantially the same manner. If any
person alle~s (A) that he has been inc.orrectly classified under any
such rule; (B) that there is no reasonable basis in fact for any such
classification; or (C) that as a consequence of any agency action, he
is or may be treated substantially differently from any other person
in the same classification, such person may request, and, upon a
reasonable showing, obtain, a hearing- in accordance with section

554 of title 5, United States Code. Upon an agency decision, such person may request judicial review in the United States Court of Appeals
for the District of Columbia. The scope of such review shall be governed by section 706 of title 5, United States Code.
"(3) The Secretary of Commerce is authorized to grant credits
toward the fulfillment of the requirements of paragraph (1) of this
subsection in the case of oil transported by privately owned United
States-flag commercial vessels, over 100,000 deadweight tons, between
foreign ports until such time as an oil discharge facility, capable of
discha:ging fully laden vessels~o~ over 200,000 dea~weight tons, is in
operation on any coast of the Umted Sta,tes: Provided, That the Secretary of Commerce shall take all reasonable steps to assure that the
authority provided in this paragraph not encourage, directly or indirectly, the construction, operation, or maintenance of a fleet of
privately owned United States-flag commercial vessels different in
numbers, types, or sizes from the fleet that would otherwise result.
" ( 4) As used in this subsection" (A) 'oil' means crude oil and the following products refined
or derived from crude oil: unfinished fuels, gasoline, kerosene,
aviation fuels, naphtha, cracking stocks, distillate heating oil,
diesel oil, and residual oils;
"(B) 'privately owned United States-flag commercial vessels'
are vessels of United States registry (or if at any time documented
under the laws of any foreign nation, then documented under the
laws of the United States for not less than the three previous
years), built in the United States, which are not more than 20
years old or which have been reconstructed and are not beyond
their economic lives (as determined by the Secretary of Commerce), and with respect to which the owner or lessee thereof
has entered into a capital construction fund agreement with such
Secretary pursuant to which such vessel shall be replaced at the
end of its 20 year life, or at the end of its extended economic life
in case of reconstruction, and such agreement includes a mandatory deposit schedule to finance such replacement: Prm;ided,
That any such vessel in excess of 20,000 deadweight tons, the
construction of which is contracted for after December 31, 1974,
or the delivery of which is made after December 31, 1978,
shall be constructed and operated using the best available pollution prevention technology, and shall be equipped with a segregated ballast capacity determined appropriate by the Secretary
of Transportation which shall be achieved in part by fitting,
throughout the cargo length, a double bottom of a minimum height
of one-fifteenth of the beam or such other appropriate height as
determined by the Secretarv of Transportation; and
"(C) 'United States' means any of the several States, the District of Columbia, the Commonwealth of Puerto Rico.
" ( 5) Each department, agency, or other instrumentality of the
United States which is affected by any obligation imposed under this
subsection, and any officer or employee thereof, shall take all appropriate action to assure compliance with such obligation and with regulations which shall be issued by the Secretary of Commerce to implement and enforce the provisions of this subsection. Each citizen of the
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United States and each person subject to the jurisdiction of the United
States shall comply with such obligation and any applicable regulations issued bv such Secretary under this subsection.
"(6) The Secretary of Commerce shall review, evaluate, and report
annually to the Congress and the President on the implementation of
the provisions of this subsection and the effectiveness of such provisions. Each such report shall include, but not be limited to, a study of
(1) the adequacy and availability of construction and reconstruction
facilities in the United States for the vessels needed to meet the provisions of paragraph (1) of this subsection, and (2) the reasonableness
of the prices charged and delivery dates for the construction and reconstruction of such vessels."
SEC. 4. The provision of this Act shall not apply to any refiner whose
total refinery capacity (including the refinery capacity of any person
who controls, is controlled by, or is under common control with such
refiner) does not exceed 30,000 barrels per day: Provided, That the
total quantity of such oil imported by or for such refiner does not in
any year exceed the rated refining capacity of such refiner.
SEC. 5. License fees payable pursuant to Presidential proclamation
for imports of crude oil imported into the United States shall be reduced by 15 cents per barrel for a period of 5 years from the date of
enactment of this Act if the Secretary of the Treasury determines( a) such crude oil is transported bv privatelv· owned United
States-flag commercial vessels; and
•
•
(b) the amount resulting from the nonpayment of such license
fees is passed on to the ultimate consumers of such crude oil in
whatever form it is when ultimately consumed.

·with the ultimate purpose of S. 2089, an expanded United States-flag
tanker fleet.
We believe however that there are off-setting disadvantages in the
bill which warrant serious consideration. The United States has now
entered a period of dome.<Jtic shortages in both crude oil and refined
netroleum products. For the forseeable future theN ation will be heavily dependent on petroleum imports from multiple sources throughout the world. Given the existing and prospective narrow balance between world oil supply and demand, any action which might impede
the access of all prospective importers, both large and small, to foreign
oil supplies, could impact adversely on the supply and demand balance in the United States, with deleterious effect on the economy and
well-being of the populace.
S. 2089 would appear to require that a foreign refinery from which a
domestic importer sought to purchase products would be required to
obtain a portion of its feedstock supply by means of United Statesflag vessels. Such a requirement might be attainable by the larger,
fully integrated oil companies in connection with long-term fixedquantity contracts. but it appears highly unlikely that foreign refiners other than those whose primary market is the United States,
could or would be inclined to routinely employ higher-cost United
States-flag tankers against the possibility of short-term or seasonal
purchases by United States custQmers. The result could be the denial
of otherwise available foreign oil supplies, particularly to the smaller
non-inte~rated importers upon whom we are critically dependent at
the marf!,"in, and the further deterioration of the supply situll!tion in the
United Stll!tes. This nation is already encountering oil shortages whi~h
may grow lar~er in the next few years, and those shortag~>s have impacted adversely on the ability of the Department of Defense to pro,ride fuel support to the military departments and civil agencies of the
Government. We believe enactment of S. 2089 would aggregate this
situation.
The enactment of IeW.slation which would restrict the exercise of a
free market in the employment of tankers in international trade would
establish a nrecedent for similar leaislation bv othE?r seafarin.!! nations
as '!ell as oil producing nations. The resultant compartmentalizing of
the international tanker fleet could adverselv affect the ready availabiljty of tankers in time of tension or war and would thus be mimical
to the secnrity of the Unrited States.
1Ve believe that the Merchant Ma.rine Aet of 1970 provides an
adequate instrument for the development of a fleet of United Statesflag tankers, without the disadvantages which would result from
enactment of S. 2089.
For the reasons set forth above the Department of Defense opposes
enactment of S. 2089.
The Office of Management and Budget advises that there is no objection to the presentation of this report for the consideration of 'the
Committee and that enactment of S. 2089 would not be in accord with
the Proi!Tam of the President.
Sincerely,

AGENCY Co:!IMENTS
GENERAL CouNSEL oF THE DEPARTMENT oF DEFENSE,

Washington, D.O., October 9, 19'13.
Hon. WARREN B. MAGNUSON,
·
Ohairman. Committee on Oommerce.
U.S. Sena.te, WasMngton, D.O.
·
0EAR MR. CHAIR!\IAN: This is in resnonse to vour request for the
views of the Department of Defense on S. 2089, a bill "To require that
a percentage of United States oil imports be carried on United Statesflag vessels."
The purpose of the bill is to restrict a portion of the ocean transportation market to the employment of United States-flag tankers to
encourage the development of a larger United States-flag tanker fleet.
The growing dependence of the United States on foreign oil is a
matter of great concern to the Department of Defense. That dependence poses a threat to the security and well-being of the Nation in
the event that foreign oil should be denied at some future date, whether
for political, economic or militarv reasons. One of the key factors in
ensuring the continued availability of foreign oil is an adequate and
reliable tanker fleet, with assured availability in time of political Ot'
ec.onomic stress, or in time of war. United States-flag vessels with
American crews are of course the most reliable source of ocean transport, and on that ground the Department of Defense is in agreement

L. NIEDERLEHNER,
Aotinv General 0()'/Jf(/)jel.
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GENERAL CoUNSEL oF THE 'IREAsunY,

W ashmgtcm, D.O., October 18, 197!1.
H on. WARRENG.MAGNUSON,
Chairman, Oornm/,ittee em Commerce,
U.S. Senate, Washington, D .0.
·
. DEAR MR: CHAIRMAN: Reference is made to your request for the
VIews ?f this Department on S. 2089, "To require that a percentage
o:f Umted States oil imports be carried on United States flag vessels."
The proposed legislation would amend section 901 (b) (1) of the
Mer~hant Marine Act o:f 1936, as amended, (46 U.S. C. 1241), to
reqmre that TT.S. flag commercial vessels carry 20 percent of the gross
ton~age of all petroleum and petroleum products imported into the
Umt~d States on ocean vessels, to the extent such vessels are available
~t fair and reasonable rates. The gross tonnage requirement would
mcrease to at least 25 percent after June 30, 1975 and at least 30
percent after June 30, 1977.
~he bill is contrary to the traditional U.S. position favorhig international free trade for private shipping and its passage might be
expect~d to prov?ke similar actions by other countries, especially oil
producmg countries.
Enactment of the bill would have an immediate effect on costs for
imported oil since crews of U.S. flag vessels are two to three times
more costly than foreign crews. These increased costs would be borne
by consumers.
~!le ~e recognize the importance of having a strong domestic
~hippmg mdustry, we do not feel that this proposed legislation will
~mprov~ upon the Federal aid already enacted for the maritime
ll!dustries. The four most important of these aids are operatingdifferential subsidy, construction-differential subsidy, various
cabotage laws, and tax subsidies admi.histe.red through the Federal
tax system. Provisions of the Merchant Marine Act of 1970 call for a
siz.able inc~ease in the for!fl of construction subsidies and yet there
exists considerable uncertamty over how much construction may take
pla;ce, when it might be completed and now much it might cost. Current
estimates are that 300 new vessels or their productive equivalent may
·
be built over the next ten years.
. In C?~sid~ration of the limited capacity of U.S. shipyards, the preseht uhbzaho_n of U.S. flag tankers, and the projected increases in
tanker capacity needed to carry imported and Alaskan oil through
~985, it seems unlike1y t~at U.S. flag carriers operating at full capacIty would be alble to achieve a 20 percent carriage rate. We, therefore,
conclude that the bills would have little positive effect in the U.S.
maritime industry at this time, but that there well may be severe
negative impacts concerning our ability to maintain an uninterrupted
flow of imported oil.
For these reasons, the Department is opposed to the enactment of
s. 2089.
The Department has been advised by the Office of Management and
Budget tha~ there is no objection to the submission of this report to
your Committee and that enactment of the proposed legislation would
not be in accord with the program of the President.
Sincerely yours,
EnwARD C. Sc:n:um,Tz,
General Counsel.
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OFFICE OF THE SECRETARY OF TRANSPORTATION,
Washington, D.O., DeAJember 18,1973.
Hon 'VARRE::>r G. MAGNusoN,
Chairman, Oommittee on Omnrnerce,
U.S. Stmde, lVashington, D.O .
DEAU MR. CHAinMAN: This is in response to your request for Departme~tal commen~s .on S. 2089, a b~ll "To require that a percentage o:f
Umted States 01l1mports be carried on United States-flag vessels."
This bill would amend Section 901 (b) of the Merchant Marine Act
of 1936 to insure that at least 20% of the gross tonnage of all petroleum and petroleum products imported into the United States on
ocean vessels shall be transported in privately owned United Statesflag vessels. The bill would require that the amout of oil so carried to
be 25% by June 30, 1975, and 30% by June 30, 1977. if the Secretary
of Commerce determines that there will be adequate United States
tonnage available to carry those quantities of oil.
The impact of the hill on this Department wou1d be at the secondary
~evel of responding with an adequate commercial vessel safety program
m the event that enactment of the legislation results in an increase
in tanker vessel construction in the United States. The primary impact would be upon programs administered by the Department of
Commerce. We, therefore, defer to Commerce as to the merits of the
legislation.
The Office of Management and Budget advises that while there is
n.o obje~ion to the submission of this report for the Committee's consideration, enactment of S. 2089 would not be in accord with the program of the President.
·
Sincerely,
.J. THOMAS Tim~
Acting General Ooum,sel.

MINORITY VIEWS OF MR. COTTON
I oppose vigorously the bill, H.R. 8193, which carries the short title
the "Energy Transportation Security Act of 197'4".
The most vital point, in my opinion, to which the Senate should be
alerted at the very outset is that with the bill, H.R. 8193, we are embarking upon a new and probably endless course by virtue of the precedent it would set in extending by Federal statute -a cargo preference
requirement to other than government-owned or government-financed
cargoes, to p'l'ivately-owned com;merciul cargoes of oil and products
refined or derived from oil. The significance of this precedent is addressed in greater detail later in these views, but because of its importance I wish to emphasize it at the outset.
WHOSE "SECURITY" IS AT STAKE?

Essentially, the basic issue .I? resented by this legislation, as characterized by the grossly misleadmg short title to the bill-the "Energy
Transportation Security Act of 197'4"-is just whose "security" is at
stake-the maritime unions or the major international oil companies~
Press accounts of this bill, not without some justification, have characterized it as a battle between competing special interests. On the one
hand, there are the proponents of the legislation, consisting largely
of seafaring maritime unions and other maritime interests who have a
substantial economic stake in its passage and enactment. On the other
hand, there are the opponents, consisting of the major international
oil companies and those American citizens operating tanker vessels
under foreign registry with lower operating costs, avoiding both
United States taxation and bargaining with American seafaring labor
unions. Both of these special interest groups have been characterized
as wearing "black hats"! Yet, it is the public interest which is being
subsumed in the heat of battle between these two special interest
groups, and which, in my opinion, will ultimately have to bear the
cost of whichever group emerges as the victor in this arena of battle.
For myself, my principal concern is the public interest, especially
that of my constituents in the State of New Hampshire, and its sister
New England States, which lack petroleum refining capacity and
which are heavily dependent upon oil imported from foreign sources
and refined for consumption in the markets in that region. I hold no
brief for either of the two special interest groups.
First, insofar as concerns the domestic seafaring unions and domestic
maritime interests, the Congress passed and the President signed into
law the Merchant Marine Act of 1970 as a vehicle to bring into existence a competitive American Merchant Marine. And, for the first
time under the provisions of that Act, we provided for both construction-differential and operating-differential subsidies for privatelyowned United States commercial tanker vessels. Exemplifying the
(57)
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vigor of the expenditure of public funds resulting from implementation of that 1970 Act is the fact that during the 5 years preceding
its enactment there was appropriated $500 million to provide construction-differential subsidies for privately-owned United States-flag commercial vessels, whereas in the ensuing 5 years after the date of
enactment of the 1970 Act, appropriations for construction-differential
subsidies have almost tripled to some. $1.5 billion! In addition to this,
the government presently subsidizes wages, including fringe benefits,
for American seamen on the magnitude of in excess of 70% of such
total wage cost. For example, of an average annual salary for an
American licensed merchant marine officer amounting to $53,000, the
American taxpayer pays $38,319 of this amount; for unlicensed American seamen of a total annual wage cost of $26,000, the American
taxpayer pays $18,928. All H.R. 8193 would serve to accomplish is
to compound further the cost burden on the American taxpayer in
his role as a consumer of oil and refined oil products.
As for the major international oil companies and those American
citizens who operate tanker vessels under foreign registry, it was these
groups \vho over a period of several years consistently imposed an
unwarranted cost burden upon the citizens of the New England and
Midwestern States with their vigorous support for the then existing
oil import quota program, and who vigorously opposed each and every
attempt by myself and fellow New England colleagues to obtain relief,
however minimal, from this onerous burden. And, these are the same
groups who have enjoyed and continued to enjoy special privileges
under the provisions of our tax laws, especially with regard to the
earnings of vessels under foreign registry.
Certainly no one should feel any compulsion whatsover to pause for
on~ moment of reflection upon any alleged "plight" of either of these
two special interest groups. But, each and every one of us should be
deeply concervned about the plight of the American citizen in his dual
role as a tampayer and as a consumer if misguided legislation, such as
H.R. 8193, should ever be enacted into law. It is for this forgotten
group-the American public-for ~ohom I am deeply concerned and
for ~ohom I intend to do all in my power to insure that the bill H.R.
8193, meets the fate which it so richly deserves-a resounding d~feat!

faring personnel. On the contrary, it would require stringent standards for: vessels to qualify for the proposed oil import cargo preference whiCh are even higher than those required under existing law to
qualify for the preference to carry government-owned or government!Jnanced cargoes! It would, for example, require that the vessel be built
m the United States, while at this time American shipvards have such
a heavy backlog of orders that tanker vessels presently contracted
for construction will not be able to be delivered until 1978 or thereafter.
According to estimates made by the Department of Commerce which
assul!le realistic co~straint on shipyards, H.R. 8193 would cre~te approximately. 2,200 Incremental man-years of seafaring employment
and 143,200 Incremental man-years of shipyard and support industry
employment through 1980, or a total of approximately 145,400 increm~ntal man-y~ars of employment through 1980. The realistic cost of
this program IS very difficult to estimate, since it would be certain to
have a strong inflationary effect on the U.S. shipbuilding industry.
But, t'?e excess demand for new tanker tonnage, given the fact that
our shipyards are already operating at high capacity levels would bid
up the cost of ships built to meet the needs of the progr~m contem~lated by H.R. 8193, and also those to be built under the existing maritime progra~, ~i~hout this ~~;dded. cargo :preference legislation. Under
the m?st optimistic assumptiOn {I.e., no Impact on shipbuilding costs
resultmg from H.R. 8193), the combined minimum cost of construction-differential subsidy (not taking into account the double bottom
reguirel?ent w~ich cou.ld add 5-11% to tanker vessel costs) and operatmg-~IffereJ?-tial subsidy through 1980 to produce this incremental
seafarmg,_shipyard, and support industry employment is estimated to
be approximately $800 million! In other words, the minimum averaO'e
cost to the American taxpayer will be about $5,500 per man-year ~f
employment, which is almost one-half the median income of $12,051
for all American families in 1973 !
Thus, in the final analysis, the 1·ecipient of the biggest employment
?enefit from H.R. 8193 is the shipbuildinq industry' which least' needs
d; the seafearers, 1oho need it most, would recei1Je the smallest benefit!
T~i~ estil!lated minimu.m cost.
be compounded further by the
a.dmimstrative costs associated with the complexprogram required by
H.R. 8193. The Under Secretary of Commerce has stated that "Based
o~ a;n estimated req1;1irement of at least 150 additional personnel to admimster the comJ?liCated cargo preference program, administrative
expenses for salanes, space and related costs would be approximately
$3 mil~ion per year." (EII_lphasis supplied)
I thmk that the Amencan taxpa.yer and the American consumer no
lon~er should be called upon to bear the burden of costs such as this
whiCh clearly are not in the public interest, but rather constitute an
unwarrant~d raid upon the funds of the American Treasury!

WHO IS THE TRUE BENEFICIARY OF H.R. 819 3 WITH REGARD TO EMPLOYMENT
OPPORTUNITIES AND AT WHAT COST TO THE AMERICAN TAXPAYERS?

The proponents of H.R. 8193 will advocate strenuously that this
legislation is needed to assist the poor American seamen because the
major international oil companies which control the bulk of the world
tanker fleet refuse to register such vessels under the United States flag
in order to avoid negotiating with American seamen. But, even if
H.R. 8193 is enacted into law, it will assist only that segment of the
American maritime industry, namely the shipbuilding industry,
which is experiencing a business boom second only to that experienced
during World War II. It will be of little assistance whatsoever to any
American seafaring personnel because, as the legislation presently
is drafted, it virtually precludes any transfer of that foreign flag
tanker tonnage to United States registry which might thereby afford
near-term employment opportunity to under-employed American sea-

will

WHAT EFFECT WILL H.R. 8193 HAVE UPON DEVELOPING COMPETITIVE
AMERICAN SHIPPING UNDER THE MERCHANT MARINE ACT OF 19 7 0 7

. I have supported in the past, legislative programs and appropriatlOJ?-S to promote the Ameri?an ~erchant Marine. I fully intend to do
so m the future, unless legislation such as H.R. 8193 is enacted into
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law, in as much as it provides not one "bite at the apple'' of Federal
assistance, but two and possibly three bites, which shou_ld outrage the
sensibility of any legislator in the Congress of the Umted States.
For example, I was a vigorous supporter for enactment of the
Merchant Marine Act of 1970, which since its enactment has served
as a vehicle of generous public support for the promotion of the Am~r
ican Merchant Marine. But, that Act was enacted with the objective
of building a eompetitive merchant marine. H.R. 8193 could only serve
to provide an op1ate to our merchant marine, providing competition
not with other foreign shipping companies, but rather among American shipping companies. Its only incentive to such American-flag
operators would be to employ their least efficient vessels in the cargo
preference trade based as it is upon "fair and reasonable" rates for
other privately-owned United States-flag commercial vessels. In this
connection, perhaps the greatest admission against self-interest was
the following comment by an avid proponent of H.R. 8193 in response
to a written interrogatory submitted by me:
* * * ·when you ask whether "operators will be able to compete effectively", it must be remembered that the bill ex~
eludes foreign-flag competition for the cargo reserved, for
which American operators would therefore be competing
with other American operators, at .a level of expenses
pitched to American standards. * * *

2. MT. Shannon J. Wall, President, Nation.ril MOYritime Union of
America, AFL-OIO:
Mr. DuPoNT. Let me ask a second q_uestion.
If this is good for all oil, why is It not good for chromite
and Volkswagens, and Swiss watches~
Why not require everything that comes into the United
States to have 30 percent of it come in on American-flag

WHERE WILL THE PRECEDENT OF H.R.

819 3

LEAD US?

The most serious infirmity with H.R. 8193, as a matter of public
policy, and the one which I sought to emphasize at the very outset of
these views, is that if enacted it will represent the first time that the
United States government has extended a statutory cargo preference
requirement to other than government-owned or government-financed
cargoes, to pri1-'ately-o'Wned cargoes. And, this, in the words of at least
two proponents of this legislation, represents but the first of possibly
several steps to extend the same preference requirement to other private commercial cargoes, such as ores and other mineral resources for
which we, as a nation, are dependent upon foreign supply. In response
to questions during consideration of this legislation before the Committee on Merchant Marine and Fisheries of the House of Representatives, these two proponents responded in the :following manner:
1. Mr. Alfred Jlaskin, Exe(JUtive Director, Amerioan Maritime Aesociation:
Of course, we import many other bulk commodities besides
oil-ores and other dry bulk commodities which are of strategic importance to the United States, and which again are
being carried almost entirely by foreign-flag ships. Off the top
of my head, I can see no reason 1vhy a preference requirement
should not be applied to these com;mod~ties, or to lifUtefied
natural gas which we're just beginning to export. * * (Emphasis supplied.) (See hearing;; before House Committee on
Merchant Marine and Fisheries, Serial No. 93-26, at pages
362--363.)

ships~

Mr. WALL. I think we have to take one step at a time. Let
us see if we can get the 20 percent on the tankers.
Mr. DuPoNT. So this IS the first time you are coming up,
and you intend to come back and ask us to extend it to other
productsY
Mr. WALL. The United States is dependent on its importations from overseas, and I would see no reason why all commodities coUld not be so treated. * * * (Emphasis supplied.)
(Ibid. at pages 408-409.)
Thus, this same imprudent precedent, i:f adopted for oil imports,
might be imposed upon agricultural exports at this most inopportune
pomt of time in our Nation's history when it is being called upon to
supply a substantial portion of the food needs of the world. Such action could result in a substantial adverse effect upon our balance of
payments, at the very crucial moment when we are seeking with our
agricultural exports to offset a growing trade imbalance resulting from
increased costs for imported petroleum. Moreover, our farm economy.
with total fuel needs estimated at about 15% of our total daily rate of
consumption, will be required to pay the increased fuel costs resulting
from H.R. 8193, which, according to estimates by the National Council of Farm Cooperatives, will increase by "at least $175 million per
year".. This increased cost, ol cgu~,ultimately would be paid by the
American consumer !
H.R. 8193 PROVIDES FOR REDUNDANT STATIJTORY AUTHORITY FOR THE PREVENTION OF MARINE POLUJTION j CAN THE BIJ,L REALI,Y PROVIDE TRANSPORTATION SECURITY?
One should not be mislead by the stimulating rhetoric concerning
any "red herring" during any debate on H.R. 8193, whether it be
the alleged increased environmental protection by a provision in the
bill requiring double bottoms in tanker vessels. or the ready availability of United States-flag tanker vessels. The authority for protecting the marine environment from pollution already resides in the
Secretary of Transportation by virtue of Title II of the Port and
Waterways Safpty Act of 1972, and based upon this authority the
Secretary of Transportation has recently issued proposed regulations.
And. if such a double bottom requirement even were to survive a conference with the House, you can rest assured that, since it would invoke
tanker design and construetion standards more severe than those applicable to foreign tanker v<>ssels, American shipyards would, in rather
short order, S{'ek to be paid additional Federal construction-differential subsidy to cover the costs of such stricter construction requirements!
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As for any so-called "transportation security", we in the Senate
wou}d simply be "sticking our head in the sand" if we failed to recOgl!IZe H.R. 8193 for wh!1t i~ is-an onerous, non-tariff trade barrier,
which the Arab Orgamzat10n of Petroleum Exporting Countries
(~OPEC),. constructing. as they are their own tanker vessel capacity,
\Yill. rec?gmze and conceivably take retaliatory action. Then, of what
avail will have been the expenditure of billions of dollars of public
funds. to co~struct several million deadweight tons of tankers vessel
capaci~y whwh, upon arrival at foreign sources of oil, will find that
the spigot has been turned off to us~ Their usefulness to our Nation
will ~ as illusory ~s the ghost!y ship, the "Flying Dutchman" I
I~, m fa?t, there :sa true desire to have major international oil compame~ register then vessels under the United States flag and em~;>loy
American seamen, the means for accomplishing this meritoriOus
objective is not H.R. 8193, but rather an amendment to the Internal
Revenue Code denying to American-owned foreign flag tanker vessels
the c.urrent tax hav~n of evading United States taxes until such vessel
earmngs are repatriated to the United States. This then is where the
burde~ should rest and not upon the American 'taxp~yer and the
American consumer.
IS H.R. 819 3 IN THE INTEREST OF EITHER THE AMERICAN CONSUMER OR
THE AMERICAN TAXPAYER?

.

As I observed with respec~ t~ ~rlier a~d similar legislation (H.R.
13324 of the 92d Congress), It IS mconceivable to me that legislation
such as ~.R. 8193 could ever emanate from the Committee on Com!llerce which long has prided itself as being the champion of the AmerIcan consume~. Passage of this legislation, in my opinion can only
~erve to tarniSh the armor of this "shining knight" of' consumer
mterest.
H.R. ~193 would.give the American consumer nothing! It even fails
~ provide any rehef by temporary waiver in a de~lared emergency
. . . when~ver the Congress by concurrent resolutiOn or otherwise,
or the President o! the Uni~ed States ?r t.he Secretary of Defense ..."
so declare. Yet, this -authority does exist m the present law applicable
~o government-owned and government-financed cargo, since as stated
m t?e House Report (No. 2329), accompanying S. 3233, 83rd Congress,
which was approyed as P.L. 83-644, " . . . the need for some fiewibility
'v~s recognized m er::t:a;ord,inary ~ituation8 . . . . " (Emphasis suppiled.) No such flex1b~hty .Is yrov1ded for in H.R. 8193, notwithstan~mg t~e fact tha~ m th1s mstance such need is even greater, involvm~ as 1t does a vital energy resource of oil and products refined
from01l.
In concl_usion, H.R. 8193 can only serve to hang about the neck of
the :A-menca~ consume~ and taxpayer like the albatross in The
A n;~nt Manner. Thus, m the parlance of seafaring men, I earnestly
S<?hClt the support of all of my colleagues to join with me in giving the
bill, H.R. 8193, the "deep six"!
NoRRis COTTON.

MINORITY VIEWS OF MR. PEARSON
I. PROLOGUE

The President on June 29, 1973, directed the Chairman of the
Atomic Energy Commission to undertake a review of energy research
and development activities. The President subsequently on November 8, 1973, launched a bold initiative, Project Independence, and called
all Americans to participate in a determined national effort to become
energy self-sufficient by 1980.
In announcing Project Independence, the President alluded to John
F. Kennedy's call to harness the nation's diverse resources in achieving
a manned landing on the moon within the decade. President Kennedy's
dream was realized in the priority Apollo program. President Nixon's
goal also can be achieved if the nation responds with comparable resources and. accords Project Independence the priority which it so
·
clearly merits.
AEC Chairman Dixie I .•ee Ray published on December 1, 1973, the
report requested by the President in his June 29 energy massage. Entitled "The Nation's Energy Furture," this document outlines not
only a propose,d FY 1975 energy research and development program,
but also an action plan to accomplish self-sufficiency within this
decade. The report recommends an expenditure of $22.5 billion in
a national energy R&D program, FY 1975-1979. The total includes
projections of both federal and private spending.
The proposed R&D program would decr(',ase projected 1980 demand
for. energy imports by half, to 5.9 million barrels per day of oileqUivalent. In order to replace by 1980 the other half of the import
~lemand,, Dr. Ray has recomme~ded a reduction in energy usage; that
IS, a natiOnal energy conservatiOn program, as well as extraordinary
measures to stimulate a dramatic increase in domestic energy
production.
I would urge the Senate to embrace the goals of Project Independence. I would urge the Senate to determine at the outset of debate
w~eth~r an energy-r~lated b~ll is consistent with the national policy
obJective. If such a b11l has httle effect on Project Independence then
it is probably of little merit, or irrelevant.
'
If a bil]. on the other hand. is connter-p1·oduetive in the quest for
dirninish.ed r~liam•e upon foreign energy. I would then urge the Senate to reJect It. ~ecause e~ergy self-sufficiency is so cpntml to national
defense and ent1rely consistent with the American consumer interest,
Congress should have little difficulty in characterizing bills which obstruct or delay this goal as bad lPgislation. It may be that Project
Independence cannot be realized; nevertheless, affirmative Congressional action to frustrate energy self-sufficiencv impedes whatever
·
progress that otherwise could be uiade.
(63)
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The "Energy Transportation Security Act of 1974", H.R. 8193, is
bad legislation for many reasons. It is fatally defective, however, not
only because it ignores Project Independence, but because it actually
defies Project Independence and would force billions of dollars to be
spent upon the premise that progress toward energy self-sufficiency
cannot be achieved within this century.

more suspect than that of the oil industry, not only because i~ is based
upon elusive criteria such as balance of payment benefits and mcrease~
employment in already overburd~n~d shipyards, but a.lso be~au~e It
ignores the entire history o~ marit~me rat~s, Congressu?nal findmgs
upon which the operating differential ~u~s1dy pro~ram IS based,, ~nd
the traditional inflationary effect of artific1al restramts on competitiOn
in transportation.
The fact is that this bill has costs which are potentially enormous;
although, admittedly, they cannot be q?-antified at this time. I sh';tre
Senator Cotton's deep concern over the 1mpact upon consumers wluch
H.R. 8193 would entail. Depending upon the actual level of petroleum
imports, H.R. 8193 could inflate energy costs initial~y to the consum~r
by $500 million-$1 billion per year and much more m the long term 1f
the drive for energy selfsufficiency collapses under an assault by those
special interests, including both the principal oppone;nts and proponents of this bill, who stand to profit from the contmued vulnerability of the U.S. to foreign energy supplies.
The enactment of H.R. 8193 would force additional expenditures
for construction differential subsidy and operating differential subsidy under the terms of the 1970 Merchant Marine Act. The taxpayers
would underwrite this dual subsidy program in order to secure a fleet
of U.S-flag ships which are not needed now and certainly will not be
needed in the future if reasonable gains can be made toward the goals
of Project Independence.
After the unneeded tankers are constructed with taxpayers' money,
they will be put to sea at taxpayers' expense to serve no legitimate
national purpose. They will become part and parcel of a world-wide
surplus of ocean transportation capacity.

II. THE NATIONAI, SECURITY INTEREST

The proponents of H.R. 8193 have contended that its enactment is
important to the national security interest. Because tanker fleets owned
by the international oil companies are registered under flags of convenience, this bill is advanced as a hedge against the prospect of official intervention hv Liberia, Panama, and/or Honduras in a manner
inconsistent with U.S. security interests. Notwithstanding the provisions of section 902 of the Merchant Marine Act of 1936, a provision
which authorizes foreign flag vessels owned by U.S. nationals to be
impressed for service in time of national emergency, the advocates of
H.R. 8193 conclude that onlv with a sizeable tanker fleet under U.S.
flag can America be assured of an uninterrupted supply of foreign oil.
It is regrettable, at this time of energy inflation, tha;t ~.R. 819~
should be advanced under the guise of the "national secur1ty mterest.
All of us must surely recognize, in the 'vake of recent events, that the
real threat to national security is embarg<; against shipments ~o L~.S.
ports by the cartel of oil producing countnes. The Arab Orgamzati.on
of Petroleum Exportin~ Countries (AOPEC), apparently, can w1th
impunity act to curtail the U.S. supply, at lea~t for the short term .. It
is patently absurd to suggest that small conntr1es, who merely provi~e
tax shelters for the registration of in-house company fleets could, m
time of traYail, succesSfully interfere with the sailing orders of U.S.
owned vessels requisitioned to serve U.S. interests.
.
.
The President in his November 8 energy message 1?ent1fie4 the key
national security issue and formulated an appropnate national response. He said that "This new effort to achieve self-sufficiency in ener<:ry ••• is absolutelv critical to the maintenanee of our ability to play
~ur individual role il1 international affairs."
It is wholly inappropriate for Congress to enact legislation such
as H.R. 8193 when the principal effect will be to institutionalize the
current U.S. dependence upon foreign petroleum and to launch a massive new capital investmen~ progra~ ba~ UJXm the da;ngerous premise tha.t such dependence will be mamtamed m perpetmty.
III. THE CONSUMER INTEREST

The American Petroleum Institute has estimated that H.R. 8193
could cost U.S. consumers up to $60 billion between. 1975 a~d 198?.
This estimate of cost, of course, is suspect because the mternat10nal 01l
companies have a special interest in opposing the bill :for reasons
wholly unrelated to consumer cost. The ~ost e~imate. at th~ oth~r ~x
treme, as provided by witnesses closely 1dent1fied with sh1pbmld1!1g
interests and the maritime unions, has shown the bill to entail no Increased cost to the energy consuming public. This cost estimate is even

IV. PRECEDENTIAL EFFECT OF H.R. 8193

Senator Cotton and the Executive departments have opposed this
legislation vigorously because it entails a precedent that is destructive
to U.S. trade policy. Although the U.S. has maintained a cargo preference on :federally subsidized and owned exports, this legislation for
the first time would impose such preferences by statute upon commercial imports. That such countries as Chile, Morocco, Ecuador, Spain
and Peru have embraced this non-tariff barrier to trade is not a legitimate argument in behalf of comparable U.S. action. That major trading nations, such as France and .Japan, have approved comparable
regulations is significant only to underscore the need for intensive diplomatic initiatives seeking their recision.
'l'he problem is that the specious national security argument can be
extended to the import or export of almost any commodity by almost
any country. The mandate that products be exported on U.S. vessels
inflates the purchase cost of our products and diminishes sales abroad.
The mandate to import commodities on U.S.-flag vessels contributes
to the staggering problem of inflation at home.
American farmers are concerned about H.R. 8193 bec.ause they consume petroleum products. The bill would inflate the cost of their production. But they are even more concerned that enactment would
establish a cargo preference precedent to which the huge trade in farm
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commodities would be subject eventually. I share their concern, and
recognize that the intensely competitive trade in wheat, oilseeds and
feed grains could be jeopardized by the high cost of U.S.-flag ocean
transportation.
V. CONCLUSION

I have supported the landmark legislation, the Merchant Marine
Act of 1970. That act is designed to promote the construction and
operation of a viable U.S.-flag Ileet. It will cost us billions of dollars,
but the 1970 Act will -accomplish its purpose. The shipyards are now
operating at full capacity ; there is a shortage of skilled manpower
to build more U.S.-flag ships; and the decline of the U.S. maritime
industry industry has been reversed.
It has been U.S. policy to facilitate registry of vessels owned by
U.S. citizens under flags of convenience. The American oil companies,
obviously, have taken advantage of this policy. As my distinguished
senior colleague, Senator Cotton, has observed in his companion
:Minority Views:
H, in fact, there is a true desire to have major international
oil companies register their vessels under the United States
flag and employ American seamen, the means for accomplishing this meritorious objective is not H.R. 8193, but rather an
amendment to the Internal Revenue Code denying to American-owned foreign flag tanker vessels the current tax haven of
evading United States taxes until such vessel earnings are
repatriated to the United States. This, then, is where the burden should rest and not upon the American taxpayer and the
American consumer.
H there was ever a time when Congress should not impose inflationary pressures upon the cost of energy to American consumers, that
time must surely be now. The American people are tolerant of federal
action inconsistent with their short-term interests if a legitimate case
can be made for a long-term gain or overriding considerations of national security need. The irony of the "Energy Transportation Security Act of 1974" is that the arguments of transcending national
need are misguided and based upon misconceptions. The inflationary
effect of the bill remains as the singular, dubious accomplishment upon
enactment.
The special interests supporting this bill are simply asking the
American people to suffer more inflation and potential inconvenience
without holding out any hope of relief from the problems and real
hazards of these difficult times. I share with Senator Cotton the view
that H.R. 8193 should be defeated decisively when the bill is debated
on the Senate floor.
JAMES B. PEARSON.
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