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Digitized from Box 27 of The John Marsh Files at the Gerald R. Ford Presidential Library

THE WHITE HOUSE

WASHINGTON

February 27, 1976

MEMORANDUM TO: JACK MARSH

FROM: RUSS ROURKEQ}/

Jack, I took your call from Britt Gordon. Britt was concerned
about a current ""knotty' problem on the Panama Canal. The
problem has to do with a proposed increase in tolls that would
provide an additional nine percent in revenue. 'If the increase
isn't approved, 1976 will show a deficit, and that deficit will have to
be paid by the U. S. taxpayer."

Britt tells me that Jim Lynn is in the process of ""forwarding an
option paper on this subject to the White House'",

He asks that you voice your strong support for the option that
would call for an increase in tolls. Britt added that the shipping
companies are doing a heavy lobbying effort against this proposal.

I shall check with OMB in an effort to obtain the briefing paper
to which Britt refers.
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. @“‘ A EXECUTIVE OFFICE OF THE PRESIDENT

AT A OFFICE OF MANAGEMENT AND BUDGET

:‘ f":’~ WASHINGTON, D.C. 20503

FEE 25 1976

ACTION
MEMORANDUH FOR: THE PRESIDENT
FROM: . James T. Lynn /S/%
SUBJECT: . Panama Canal Tolls Rules Changes
Issue

Should approval be given to the Panama Canal Company to
modify cargo measurement rules which determine toll
assessments for ships transiting the Panama Canal?.

Background

You have been requested to approve seven substantive changes
in tonnage measurement rules governing tolls for vessels
transiting the Panama Canal. The proposed changes were
-adopted by the Board of Directors of the Panama Canal Company
and have been forwarded bv the Secretarv of the Army in his
capacity as "stockholder" of the Ccmpany (Tab A). Below is

a brief discussicn of the issues, along with recommendaticns.
A more detailed discussion of the issue is attached (Tab B).

The purpose of the changes, according to the Ccmpany, is to
redistribute costs more equitably among Canal users. Cost
redistribution would be "accomplished by altering the
definiticns of space availability on board vessels for
carrying freight and passengers. The last systematic review
of tonnage measurement rules was conducted in 1937. 1In
addition to redistributing costs, the changes would increase
total revenue from tolls, as shown below:

(dgllars in millions)

General
Container Cargo All
Shio Shin other Total
All-Flags Tolls +4.6 +3.1 +4.,6 Wl o3
$ Increace +28% +10% +6% +9%
U.S.-Flag Tolls +1.7 +0.4 +0.2 + 2.3

% Increase +37% : +12% +4% +17%
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The disproportionately large tolls increase for containerships
(modern vessels which carry pre-boxed carge) is primarily a
result of one rules change--the '"on-deck cargo" amendment.
This amendment would require the measurement, and toll
assessment, of all on-deck cargo. Currently this cargo is
exempt from measurement. 'Of the total annual $12.3 million
tolls revenue increase, $6.0 million is attributable to the
on-deck cargo amendment, mostly relating to containership
operations.

The financial health of the Panama Canal Company has been weak
in recent years largely as a consequence of rising costs and
declining traffic. If approved, the revenues gained by the
measurement rule amendments would help alleviate, but would
not eliminate, a projected 1976-1977 operating deficit. 1In
fact, either with or without the proposed amendments, a
general toll increase will be needed in the coming year.

A large toll increase is certain to be strongly opposed by
the maritime industry--as are the proposed amendments.
Without additional revenues, however, the Company will be
forced to request U.S. Government assistance. :

Options v

#1. Approve ail seven amendments in their entirety.
#2. Approve all but the on-deck cargo amendment.
#3. Disapprove all seven émendments.

Discussion of the Pronosed Amendments

The existing Panama Canal toll assessments are based on
commonly-accepted, international princivnles of ship "earning
capacity." Earning capacity is measured by the volume of
below-deck space (gross tonnage), with deductions for space,
such as the engine room, which is not available for
revenue-producing carriage (net tonnage). The actual
utilization of ship space is not considered in determining
tolls charged for a particular transit. A primary reason
for this arproach is to avoid the costly delays that would
be involved in measuring the volume, weight or value of
cargo actually carried on each transit. Under the existing
measurement system, a particular ship only needs to be
measured once instead of each transit.

Six of the seven proposed amendments seek to remove minor
anomalies in the existing measurement system. Four of the
changes would increase and two would decrease toll assessments.
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Generally, the amendments would abolish "double counting” :

of space and/or refine measurement standards in accord with . =~ 777
modern ship design. They would change capacity measurement

rules for the following spaces: fuel tanks, hatchways,

water tanks, public rooms on passenger ships, and selected

shop and store rooms. These six changes are all consistent

with the established principle of basing tolls on the

measurement of earning capacity. Few specific objections .

have been filed to these proposed amendments.

The seventh amendment constitutes a major change in the
approach to assessing tolls. In addition to the traditional
method of establishing tolls for below-deck carrying capacity,
it would charge tolls for cargo actually carried on the ship
deck during each transit. This means that if a ship were
only partially loaded below deck, and carried on-deck cargo,
-it would be charged for its full below-deck capacity as well
as for its actual on-deck cargo. By comparison, a ship
carrying the same tonnage, all belecw deck, would have to pay
only for its below-deck cavacity, even though it may have a
capability of carrying on-deck cargo.

This proposed change would be a departure from the traditional
principle of basing tolls only on carrying capacity. It also
would establish different standards for below-deck and on-deck
cargo carriage.

The effect of this change would be to penalize ships which
carry on-deck cargo but which do not or can nct fully utilize
. below-deck space. Containerships, in particular, would be
impacted by the change. Containerships are designed to

carry significant on-deck loads, but theyvy are not able to
fully utilize below-deck space because the rectangular
containers cannot use curved hull space on the sides, front
and back, and because space between and around containers

~is needed for purvoses of loading and unloading. Consequently,
with tre current method of establishing tolls, containerships
on the average pay more per cargo ton actually carried than
do other ships. Recent data show that containerships pay
tolls averaging $2.12 per cargo ton, compared with about $1.15
per ton for general cargo ships.

Few would disagree with the Canal Company's position that, in
theory, on-deck cargo carriage should be subject to toll
assessment. The Cecmrany's proposal, however, does not seem

to be an equitable means of assessing such tolls, particularly
when applied to containerships. It may be necessary to
establish an entirely new method of assessing tolls for
containerships, rather than simply modifying a measurement
system which did not anticipate containcrship technology.



" Recommendation

Option #2 is recommended. We believe that the six relatively
minor amendments are sensible and would not be ineguitable.
The on-deck cargo amendment, however, represents & major
‘departure from traditional measurement practices, .and it
appears that it would create greater inequities than it

would remove. It is recommended that the issue of how to
assess tolls for on-deck cargo be studied further.

Positions of Interested Parties

Maritime interests have expressed across-the-board objections
to the proposed amendments. Their concern, however, is
primarily focused on the on-deck cargo amendment. Two major
U.S. shipping company associations--the American Institute
of Merchant Shipping and the American Maritime Association--
have privately indicated that if the on-deck cargo amendment
were dropped (option #2), their opposition to the remaining
amendments would be minimal.

Although the Congress has no statutory role relative to the
establishment of Panama Canal tolls, the maritime interests
have generated strong support in both the House and Senate.
In the House, Mrs. Sullivan (Chairman of the Merchant Marine
and Fisheries Committee) and Mr. Metcalfe (Chairman of the
Panama Canal Subcommittee), as well as 29 other nembggsi™
have cosigned a letter to you asking that Presidential action
be delayed until the House has had the opportunity to review
the measurement rules. Senators Magnuson (Chairman of the
Commerce Committee) and Long (Chairman of the Merchant Marine
Subcommittee) have likewise requested that you delay action
(letters at Tab C). Insofar as concressional opposition to
the amendments is generated by the maritime interests, we
expect that rejection of the on-deck carco amendment would
also minimize congressional concerns.

The following agencies have expressed no objection to the
propos2d amendments: Justice, Treasury, Federal Maritime
Commissicn, Mational Securitv Couvncil, and Council of
Internaticrnal Fcoromic Policv. Although both Commerce and
Transnortation have recommenced that the amendments be
delaved or cdisapproved pending further analysis, both report
that option #2 largely mitigates their concerns. State
advises that the amendments have no effect on the sensitive
treaty necgotiations over the status of the Panama Canal.
Although State indicates that Greece, Norway, Spain, Japan,
Italy and Sweden have macde oral representations to the
Department critical of the changes, State does not oppose
their approval.
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The Panama Canal Companv and the Secretary of Armv stand by
their recommendation, ortion #1. ¥Nowever, they report that
option #2 is oreferable to option #3.
Decision

-- Option #1: Approve all seven amendments

-~ Option 22 (Necommended): Anbrove all but the
on-deck cargo ameniment .

-- Option #3: Disapnrove all amendments

-= Sca me

Action e
To carry out ontion #2, it 1is necessary for vou to sign the
attachzd resoluticn armrroviro all Mt the on~deck carao
amendment. 2Additionallv, we recommend that vou sign the
attached letters to the chairmen of the Pouse and Senate
anthorizing committeas exnlaining voir dacision, and to

the Secretary of the Armv reovesting additional review of
the tonnaage measureonant svarend and indicating th2 necessity
for the Panama Canal Cemnanv o taks action to restrain
costa. These signature docunents are at Tab D.

et

Attachments

cc: DO Records

Director's Chron.

Director

Deputy Director

Mr. Collier

Mr. Brav (2)

Conmerce Official File

Peturn to 'fr. Schwartz
EGD/CB: XSECHWAPTZ : VT 2/5/76
REWRITTEN:EGD/CB:KSchwartz:vt 2/17/76



ATTACHMENT

DISCUSSION OF PANAMA CANAL TOLLS RULES CHANGES

Background

- The attached letter from the Secretary of the Army requests
Presidential approval of proposed changes in rules governing
tolls for ships transiting the Panama Canal. The proposal
was adopted by the Board of Directors of the Panama Canal
Company on November 17 and was forwarded to the President

by the Secretary of the Army, in his capacity as "stockholder"
of the Company, on December 12. The rules changes reguire
Presidential approval and can be put into effect on or after
January 30, 1976, a minimum statutory 6 months after notice
of the proposal was published in the Federal Register.

Since the beginning of Panama Canal operations in 1914, tolls
have been based on ship "earning capacity.”" The measure of
ship earning capacity has been the space available (net
tonnage) for carrying freight and passengers. The Panama
Canal Company argues that the measurement rules which
determine ship earning cavacity should now be altered because:
(a) the last systematic review was conducted in 1937; (b) ship
configuration ang technology have dramaticallv changed in the
- past 38 years;- and (c) the cperating costs of the Canal are no
longer equitably distributed to reflect the earning capacity
of vessels using the Canal. Conscquently, the Cocmpany has
proposed seven substantive changes to the measurement rules,
requiring thirty amendments to the Code of Federal Regulations.
The Company has found that the proposed rules "better reflect
the earning capacity of vessels than the present rules, are
nondiscriminatory, just and equitable.”

OMB is the coordinating agency for Panama Canal Company toll
proposals. We have scolicited the views of the following
agencies on the proposal: State, Commerce, Transrortation,
Justice, Treasury, Agriculture, Federal Maritime Commission,
National Security Council, and Council of International
Economic Policy. We also have received unsolicited comments
from members of Congress and the maritime 1ndustry (shipping
companies, unions and port authorities). These views will be
discussed below, as well as other issues pertaining to the
proposal.

Panama Canal Company Financial Condition and Canal Toll Issues

The Panama Canal Company is a whelly-owned Government corporation
whose primary purpose is maintaining and operating the inter-
oceanic Canal. From the Canal's tolls and other charges, the
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Company is expected to be self-sustaining. Additionally, the
Company is expected to reimburse the U.S. Treasury for:

(a) uncovered costs accrued by the Canal Zone Government;

(b) interest payments relating to original Canal construction
costs borne by the U.S. Govermment; and (c) annuity payments
made by the U.S. to the Republic of Panama pursuant to the
Treaty of 1903, as amended in 1936.

For the past five years, the Panama Canal Company has
experienced rapidly rising costs and declining traffic. For
example, between 1970-1975, the number of transits declined
from 15,500 to 14,700, while operating costs climbed from

$172 million to $261 million. As a result, the first toll
increase since the Canal's 1914 opening was instituted in

July 1974 (+20% in toll rates). Despite the toll increase,
the Company's financial condition has continued to deteriorate
as a result of: (a) continuing cost-of-doing-business increases:;
and (b) traffic downturns in the wake of worldwide economic
recessicn, the diversionary impact of the opening of the Suez
Canal, and the dampening effect of the 1974 toll increase.
Whereas the Company had planned to handle 40 ships daily in

FY 1976, an average of only 36 daily have been transiting the
Canal to date. The net effect of the financial downturn is
that the Company has sustained losses in the past two years
and is expected to continue to run losses in 1976 and 1977,

as shown below (millions of dollars):

i g S est. ' est.
1974 deficit 1975 deficit - 1976 deficit 1977 deficit

e $-11.8 . .$-6.4 $-18.0* $-38., 0%
‘ —ff*assumes no toll ®hanges, measurement rules amendments,
or other remedial actions.

If approved, the measurement rules amendments would help
alleviate, but wculd not eliminate, projected Company deficits
in 1976 and 1977. The amendments would increase the measurements
of vessel net tonnage, leading to higher annual toll assessments
on the order of $12-13 million (further discussed below). :The

" Company argues, however, that it is incorrect to equate the
proposed amendments with a toll increase -- rather, the purpcse
of the amendments is to redistribute the operating costs of the
Panama Canal more equitably. In the Company's framework of
thinking, the processes of establishing tolls and changing
measurement rules, although related, are separate. Any positive
revenue effects resulting from the proposed amendments would be
accounted for in ccmputing the need for future toll rate changes
(i.e., future toll increases would be reduced by the amount of
additional revenues gained by the proposed amendments).



In fact, either with or without the proposed rules changes,
the Panama Canal Company is now indicating that a substantial
general toll increase will be required in the next 12 months
to meet the anticipated deficits. This would be the seccnd
general toll increase in three years. Required toll rate in-
creases are shown below. The figures presume the imposition
of moderate cost-cutting measures and the continued operation
of the Company on a self-sustaining basis.

($ in millions)
Measurement Measurement

Rules Rules Not
Approved Approved

Additional revenue required

to meet FY 1977 deficit...... $26 $38
Future required toll increase.. +17% +28%

. Additional revenue required

to meet FY 1977 deficit as

well as recoup FY 1976

deficit over five years...... $28 $42
Future required toll increase.. +19% 30%

The Company has pointed out that its statutory authorities
provide several alternative means for handling long term
deficits. It can: (a) defer payment to the U.S. Treasury

of interest and/or the net cost of the Canal Zone Government
to the extent the required amounts are not earned; (b) request
Congressional authority to waive entirely payment of the net
cost of the Canal Zone Government; (c) request a separate
appropriation for the Company to meet losses; or (d) use
available borrowing authority up to a maximum of $40 million.
Company officials are increasingly talking about the necessity
of employing these fallback authorities. For example, in a
January meeting, the Company's Board of Directors authorized
Company staff to explore the desirability of using one or
more of the authorities in the context of the future 1978
budget request. Utilization of the abecve authorities would

be highly undesirable from a budgetary point of view in that
they would entail U.S. Government subsidization of potentially
sizable Company deficits.

Of course, the future required toll increase can bhe reduced
by the extent to which the Company undertakes reductions in
services, employee benefits, and planned capital construction
projects. - The President of the Company cum Governor of the
Canal Zone Government has already taken measures to cut
spending, but has shied away from major reductions which would
lead to strong opposition from Panama Canal employee groupg,
(e.g., elimination of a 15% tropical pay differential).



Impact of the Proposed Measurement Rules Amendments

Of the seven substantive amendments, five will increase total
measurement tons, leading to higher toll assessments, and two
will lower total assessments. The net effects of the amend-
‘ments on tolls are shown below:

Company Estimates of Annual Tolls Impact of Rules Amendmentsl/
; ($ 1n thousands)

Ship Type
Measurement Rule General Container All
Amendments Cargo Ship Passenger Other2/Total
Amendments which Increase
Measurement tons:
Deck Cargo +578 +4,332 +9 +1,038 +5,957
Fuel +2,290 - +356 +117 +2,965 +5,7Z
Hatch Exemption +209 +101 +5 +477 +7°¢
Public Rcoms — - +423 - +42
vater tanks : +198 +1 +3 +290 +4°°
Amendments which Decrease
Measurement tons:
Boatswain's Stores -118 ~213 -7 -641 ~-97
Engr. Shops -11 -8 -1 -45 ol
All Flags Tolls Increase +3,146  +4,569 +550 +4,083 +12,3
%2 Increase +10% +28% +28% +4% +C
U.S. Flag Tolls Increase +410 +1,708 +59 +156 . +2,32
% Increase +12% +37% +16% +3% +17

1/ Shipping companies generally believe that the Company's
estimates of tolls impact are understated

2/ 1Includes dry bulk carriers, tankers, specialized product
carriers. ‘

Maritime Industrv Views

Shipping companies, unions, port authorities and selected
industries (e.g., lumber companies) have filed objections with
the Panama Canal Company regarding the proposed amendments. The
most commonly-cited objections to the amendments have been the
following:

--the amendments constitute a "de facto" toll increase, the‘
impact of which has not been satisfactorily evaluated.
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--the amendments particularly impact containerships and
hence are "discriminatory." Furthermore, kecause the
U.S.-flag fleet has more containerships than do
foreign-flag fleets, U.S. shipping companies sustain
a proportionally greater financial injury.

-~-the amendments do not improve the accuracy of the
measurement of ship cargo capacity, and hence are not
more equitable.

--the amendments' impact on tolls will have negative side
effects; it will:

.. .further reduce Canal traffic and therefore dampen
positive revenue effects of the amendments.

...increase ocean freight rates and contribute to
inflation.

..+lead to the abandonment of some shipping services
and divert cargo passing through North Atlantic
U.S. ports to cross-continental rail or truck
transportation (leading to possible environmental
degradation). f

--the amendments, and the perceived toll increases they
cause, beg the issue of the Company's ability to cut
costs and thereby obviate the need for additional
revenue. '

The Company published the amendments in the Federal Register
in July 1975, received written replies, opened the issue to
hearings, and in November the Company's Board of Directors
approved the original recommendations. The maritime industry
is highly irritated over the fact that the Board approved the
amendrments without change, seemingly having ignored the
industry's many cbjections.

Despite the wide range of objections filed with the Company, the
maritime industry is principally concerned with only one amend-
ment -- the "on-deck cargo" amendment. This amendment would
have the effect of measuring a2l1ll on-deck cargo transiting the
Canal, and assessing tolls accordingly. Currently on-deck

cargo is excluded from measurement and toll assessment.

Measurement by the Company of deck loads of 102 containerships
transiting the Canal showed that the nct tonnage (and therefore
tclls) for these ships as a result of the application of the
deck cargo rule would increase by 28% in the aggregate, although
the net tonnage of U.S.-flag vessels in the group would increase
by 37%. As shown in the table in the previous section, the
on-deck cargo rule accounts for about half of the annual
estimated rules toll increase of $12 million.
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Two major U.S. shipping compvany associations-- the American
Institute of Merchant Shipping (AIMS) and the American
Maritime Association (AMA)--have privately indicated to us
that if the on-deck cargo rule were dropped from the package
of amendments, the opposition of their member companies to
the remainder of the amendments would be minimal.

Congressional Views

Although the Congress has no statutory role relative to the
establishment of Panama Canal Company tolls, the maritime
industry has generated strong support for its position in both
the House and Senate. In the House, Mrs. Sullivan (Chairman

of the Merchant Marine and Fisheries Committee) and Mr. Metcalfe
(Chairman of the Panama Canal Subcommittee), as well as 29

other members of the House, have cosigned a letter to the
President asking that no action be taken on the pending measure-
ment rules amendments until the House has had the opportunity

to review the measurement formulas in detail at future hearings
(letter attached). Likewise in the Senate, Senators Magnuson
(Chairman of the Commerce Committee) and Lorng (Chairman of

the Merchant Marine Subcommittee) have "join[ed] with Members

of the House of Representatives who have expressed their
interests in this to you and request that no action be taken

on these proposed changes until adequate Congressional review
of this important subject has been undertaken."

Mrs. Sullivan and Mr. Metcalfe have also requested a "full
investigation" of the financial situation of the Panama Canal
Company by the GAO, and have sent an extensive list of questions
on the anticipated impact cf the proposed measurement rules

to the Companv. However, hearings have not vet been scheduled
in either House or Senate. Company staff report that little

congressional actior could be expected if the President were
to delay action on the amendments--that the primary purpose

of congressional intervention is to obstruct Company action
which would be injurious to the U.S. merchant marine.

Agency Views

The following agencies have expressed no objection to the proposec
an2ndments: Justice, Treasurv, Federal Maritime Commission,
Aqriculture, National Security Council, and Council of Inter-
National fconomic Policy. Agencies which have expressed concerns
are as follovis: : :




-= Commerce. The Commerce Department opposes the proposed
amendments and recommends that Presidential approval
"be delayed until a thorough assessment of the problems
which are raised by these proposals can be completed,”
Commerce reiterates most of the objections raised
by the maritime industry, along with the following
additional points:

. ..The amendments -deviate from the concepts established
in 1937 by a Presidentially-appointed committee. The
amendments should he evaluated by a body of the same
level before approval.

«+.The amendments adversely impact U.S.-flag containershipc.
the most competitive element of the U.S.-flag fleet.
In the long term, the amendments could result in an
increased need for Federal assistance to the U.S.
merchant fleet.

.. .The on-deck cargo amendment is not precisely deflned
and administration may be difficult.

--Transportation. DOT recommends that "additional analysis
would be desirable before... issuance of the regulations"”
based on the following:

«+.If diversion of cargo from ocean carriage to cross-
continential land carriage were to result from the
amencdment, there could be benefits to the U.S. railroad
industry but disbenefits to the U.S. shipping industry.
This should be assessed.

... The Senate may ratify the 1969 International Convention
on Tonnage Measurement of Ships, which would establish
new parameters for measuring shipping tonnages.
Although the law would not enter into force until at
least two years later, and although the Company would
not be lecally required to alter its measurement
system, "it might seem reasonable for the...Company
to consider developing a system employing the same...
parameters as those used in the Tonnage Convention."”

-- State. The State Demartment advises that the amendments
have no effect on the sensitive U.S. treaty negotiations
with the Republic of Panama over the status of the Panama
Canal. State further reports that foreign shipping
interests have obhjected to the amendments and the govern-
ments of Creece, Norway, Spain, Japan, Italy and Sweden
have made rcpresentations to the Department of State
critical of the changes. State concludes that the
"complaints should be carefully considered and treated
appropriately in any final decision."”



Discussion of the Merits and Demerits of the Proposed Amendments

The rules of measurement currently employed by the Panama
Canal Company are based on the principle that canal tolls are
to be assessed on the "earning capacity" of vessels. Earning
capacity of vessels is defined as space available for
carriage of cargo and passengers. In the most general terms,
this determination is made by measuring the volume of the
space enclosed by the entire vessel (gross tonnage) and
deducting from this total, that space, such as the engine
room, which is not available for the carriage of cargo or
passengers (net tonnage). The assumption is that every net
cubic foot of below-deck space can be votentially used. A
ship's net capacitv, therefore, is currently the sole basis
for toll assessments. Net capacity does not consider such
factors as volume, weight, or value of cargoes carried
(utilization of capacity). Because the system entails
measuring the ship instead of the cargo, ships only need

to be measured once, instead of transit-by-transit, and
administration of the system is thereby facilitated.

The Panama Canal vessel measurement system, like almost all
other vessel measurement systems, is derived from princioles
originally laid down in nineteenth century England by George
Moorsom. Moorsom established the principle of measuring vessels
net capacities as determined by all enclosed (below-deck)

spaces as measured in cubic feet, divided by 100, so that one

“-ton represents 100 cubic feet of space. Almost all vessel

measurement systems start with the Mcorsom methed for
determining gross tonnage. However, -differences often result
from the apvlication of differing exemotions and deductions
in arriving at net tonnage figures. Panama Canal and Suez
Canal systems are similar and produce similar net tonnages.

Six Minor 2mendments

Of the seven substantive measurement rule amendments proposed
by the Panama Canal Company, six are relatively non-controver-
sial. These six would alter, in a minor way, existing
exempticns and deductions for the following svaces: fuel
tanks, hatchways, water tanks, public rooms on vassenger
vessels, boatswain's stores, and engincecer's shoos. The first
four would have the effect of increasing tonnage measurements.
The last two would have the effect of decreasing tonnage
measurements. These are further described below:

-- Amendments which increase measurement tons:

«..Fuel. The amendment would substitute actual.
measurement of fuel svaces for the existing
rule by which the deduction for fuel is normally
computed at 75% of the measured space of the
engine room.
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.. .Hatch Fxemption. The amendment would eliminate
the current exclusion of the cubical contents of
hatchways. 1In modern ship design, hatch covers
fit over the top of hatchways and the space under
the hatch cover is available for cargo.

...Water Tanks. The amendment would eliminate the
current exclusion of the measurement of water
tanks used for fresh water for ship use. This
would achieve consistency with the treatment of
other like spaces that are not allowed as
measurement deductions.

...Public Rooms. The amendment would eliminate the
current exclusion of the measurements of public
rooms (e.g., dining rooms, lounges, barber shops,
swimming pools). This is based on the premise
that public rooms are spaces available for the
use of the passengers and hence a consistent
application of the earning capacity concept
precludes deducticon of these spaces.

-~ Amendments which decrease measurement tons;

.+ Boatswain's Stores. The amendment would permit
exclusicn of measurements for boatswain's stores
on the premise that space used for this purpose
is unavailable for stowage of cargo, passenger
use, or other directly related purposes.

++..Engineers' Shorns. This amendment would allow
deductions of measurements for engineers' shop
space over the current arbitrary deduction
ceiling of 50 tons. Actual measurements of
engineers' shops would determine the applicable
deduction. :

The intent of these six amendments is to avoid "double counting"
of selected ship svaces and/or refine measurement standards in
accord with changed ship design. None of the above six

proposed arendments have heen strongly opwnosed by the maritime
industry as a whole. Fowever, passenger vessel operators are
uoset over the "public rooms" amendment which would increase
their toll assessments by about $550 thousand annually (+28%).
U.S.-flag vessel operators account for only $59 thousand of

the total.

The On-Deck Cargo 2mendment

Currently, on-deck cargo (e.ag., containerized cargo, stores,
livestock) is excluded from measurement and toll assessment.
The seventh amendment proposed by the Panama Canal Company
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would require the measurement of all on-deck cargo for every
vessel transit. The proposed amendment describes this as
follows:

"The deck space occupied by the goods thus carried
shall be determined at the time of the application
of the vessel for passage through the canal and
shall be deemed to be the space limited by the
area occupied by the goods and by straight lines
enclosing a rectangular space sufficient to
“include the goods."

The on-deck cargo amendment has generated a great deal of heat
on the part of the maritime industry (e.g., the amendment is
alleged to be "arbitrary and capricious" and "discriminatory"”
against both containership operators and the U.S.-flag fleet).

Containerships are the primary carriers of on-deck cargo.

By this amendment, if a containership operator transited the
Canal with no..on-deck containers on one occasion, 50 on
another, and 100 on another, he would be charged differently

on each occasicn. The Panama Canal Company believes the
amendment is desirable because there is "no doubt that the

use of the deck for deckloads adds to the space of the vessel
available for carrying cargo, and hence is a valuable component
of earning capacity of the vessel required to be measured."”

Few would disagree with the propositien that, in theory,
on-deck cargo carrlaqe should be subject to toll assessment,
"However, the Commanv's orovosal for assessing on-deck: cargo‘*;
poses serious problems, principally because it is 1rcoqggst&nt'
with other Company cargo measurement rules. The 1ncon51stency
results from the fact that the on-deck cargo amendment requires
measurement and toll assessment for all cargo actually carried
on deck. Utilization of on-deck space, therefore, would be

the basis for toll assessment. However, as previously
explained, the existing Panama Canal ship measurement system
for belov-deck svace is based on the principle of net ship
capacity, assuming no wasted svace resulting from the type of
cargo carried or manner of carriage and irrespective of the
amount of cargo actually carried on a given transit.

The result of the inconsistency is a toll assessment system
which appears to be prejudicial to containership onerators.
Much of the below-deck smace is lost in containerships
because rectangular container cells cannot fully utilize

the curved srmaces against the hull of the vessel and because
spaces must be left between containers. As partial ccmpen-
sation for this lost svace, containerships carry containers
on deck. In effect, the containership operator has chosen
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to offset the somevhat reduced carrving capacity of the vessel
with greater efficiency in cargo handling. In this light,

the proposed amendment does not acccunt for "lost space" on
ccntainerships and thereby constitutes a serious deviation
from the concept 0f measurement which reguires tolls to be
assessed against vessels' actual cargo carrying capacities.

Approval of the on-deck cargo amendment would penalize this
form of cargo carriage. It would recquire continued toll
assessment for all below-deck svace, whether or not utilized,
and would superimpose a tolls burden for on-deck cargo
carriage. In fact, it appears that containership operators
are already relatively "over assessed." FY 1975 data indicate
that, when recomputed on a dollar-per-ton-carried basis,
containership operators were assessed $2.12 per ton compared
with $1.15 for general cargo ship operators.

Based on the above, it may be appropriate for the Panama
Canal Company to reevaluate the tonnage measurement system
to determine if it is prejudicial to certain classes of
carriers, and, if so, to recommend remedial actions.

Cptions

#1. Approve all seven amendments in their entirety.

#2. Approve all but the on-deck cargo amendment. Request the
Company to reevaluate on-deck cargo measurement rules in
the context of the overall equities/inequities of the
existing measurement system.

#3. Disapprove all seven. amendments. Request the Company to
further study alleged prejudicial aspects of the existing
measurement system.,

Discussicn of Options

Option #1

-- The amendments, in the aggregate, improve the tonnage
measurement standards which have been in force for
the past 38 years in terms of accuracy and equity.

== The amendments add revenues to the Company (until a
toll increase is put into effect) in a period in
which the Company's financial situation is seriously
deteriorated.
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-= Insofar as the Company is able to collect additional
revenues now, the magnitude of the future general
toll increase could be reduced. The smaller the
general toll increase, the less strenuous will be
the opposition to it.

Con

-~ The appropriateness of the on-deck cargo amendment is
not clear. It is inconsistent with the existing
measurement system and appears prejudicial to
containership operators who would suffer a heavy
toll burden (+37%).

-- Approval of the amendments may give the false
impression of curing the Company's financial woes,
whereas only a general toll increase can generate
sufficient revenues to make the Company self-sustaining.

-- Approval of the amendments runs counter to expressed
maritime industry and congressional requests to the
President. This could lead to congressional action
to restrict Administration authority relative to
the Canal (e.g., make all toll proposals subject to
congressional review). This, in turn, could endanger
the more important future general toll increase.

-- It retains most of the amendments, thereby improving
the overall cargo measurement system.

-- Insofar as there are justifiable grievances against
the on-deck cargo amendment and/or the cargo measure-
ment system as a whole, the issues could be further.
studied by the Company.

-- Disapproval of the cn-deck cargo amendment would
almost entirely diffuse U.S. maritime industry
dissatisfaction with the amendments package.

-=- It allows Congress to hold hearings on the on-deck
cargo issue, ner congressional reaquests to the
President. Congressional action to circumscribe
Administration authorities would be unlikely.
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Con

-~ Insofar as approximatelv $6 million in revenues will

be forfeited if the amendment is not approved, the
deficit situation of the Comvanv will worsen by a
like amount and the amount of the general toll
increase will have to be raised accordingly to
accommodate the loss. The higher the toll increase,
the more likely will be strenuous industry opposition
to 1%,

Option_#3

Pro

-- It would completely negate maritime 1ndustry and

congressional criticisms.

-- Insofar as the industrv and the Congress will have

been mollified on this issue, it may lessen tensions
relative to the announcement of a future toll increase
(although the magnitude of the increase will certainly
be an issue of contention).

Con

The measurement rule anomalies of the current system
will be maintained indefinitely.

It may make it more difficult to approve future Canal
toll proposals by leading the industry and Congress
to think that vigorous opposition to such proposals
will lead to their rejection by the President.

Insofar as avproximately $12 million in revenues will
be forfeited if the amendment is not approved, the
deficit situation of the Companv will worsen bv a

like amount and the amount of the general toll increase
will have to be raised accordingly to accommodate

the loss.



SECRETARY OF THE ARMY
WASHINGTON |

December 12, 1975

The President
The White House .
Washington, D. C. 20500

Dear Mr. President:

In my capacity as "stockholder" of the Panama Canal
Company under authority delegated to me by Executive Order
11305 of September 12, 1966, I am forwarding for your
approval a Resolution adopted by the Board of Directors of
the Panama Canal Company on November 17, 1975, amending the
rules of measurement of vessels for the Panama Canal.

The action by the Board of Directors is based on Sections
411 and 412 of Title 2 of the Canal Zone Code under which the
Panama Canal Company is authorized to prescribe rules of
measurement for determining the earning capacity of vessels
using the Canal. Section 412 provides that changes in the
measurement rules shall be subject to and take effect upon
the approval of the President of the United States. Section
411 requires six months' notice of the changes in the measure-
ment rules. This notice was published in the FEDERAL REGISTER
on July 31, 1975, so that the earliest date on which the new
rules could become effective is January 30, 1976.

Following publication of the notice in the FEDERAL
REGISTER, the Panama Canal Company invited written comments
from the public and held a public hearing in accordance with
applicable regulations. After consideration of all relevant
matter presented in the written comments received and presented
at the hearing, the Board of Directors adopted the proposed
amendments of the measurement rules, subject to your approval.

The inclosures to this letter set out in detail the
background of the proposed changes in the rules and the pro-
ceedings by the Loard of Directors leading up to the adoptlon'
of the amendments.

Your approval of the proposed changes in the measurement
rules is recomrended, effective January 30, 1976.

Respectfully yours,

Al @%%AA&W- |

Inclosures Martin R. Hoffma h
as
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" December 19, 1975

The Honorable Gerald A. Ford
President of the United States
The thite House :
Washington, D. C. 20500

Dear Mr. President:

Great concern has been expressed to us over the anticipated
consequences on U, S.-flag ocean carriers, particularly container-
ship operators and forest product shippers, resulting from the
proposed changes in the rules for measuring vessels transiting
the Panama Canal.

The Panama Canal Company's proposal will actually result in

~ the third increase in Canal toll charges in less than 18 months. |

Cespite a large number of written and oral statements presented

to the company concerning the proposed changes which were published
in the Federal Register on July 31, 1975, the measurement rules
changes have been submitted for your action without modification.

There appears to be a substantial number of very serious
questions regarding statutory requirements and treaty provisions
as well as significant economic and transportation issues involved
in these proposals.

We join with Members of the House of Representatives who
have exprcssed their interests in this to you and request that
[no action be taken on these proposed changes until adequate
Cozgresg1onal review of this 1nportant subject has been under-
taken

S

Sincerely yours,

7f
\-/ s o0 k"// / ”/é "9\/]
WARREN G. 'AGNUSON U s

«; / .’I' ) ]
P & e o——'/
'('; L —— _ Y i Yo

RUSSELL B. LOiG, U.S.S. :
Lo
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The President
The White House
Washington, D. C.

© Dear Mr. President:

(C

U.%. THouse of Representatives
’ Conmitice on :
SHevehant Mlacine and Fisherics
Room 1334, noxléworlb Fouge Oflice Eluilding

Wlashington, D.C. 20515

December 8, 1975

We have been advised that the Board of Directors
and Stockholder of the Panama Canal Company have
transmitted for your approval certain changes to their

Rules for Measurement of Vessels.

Since historically

it has been the responsibility of the President of the
United States to gauge the effect of changes in Panama
Canal rules on the national transportation policy of

the United States, we wish to communicate to you some
of our concerns which we feel vou should bes cognizant

of in making your cdecision on this matter.

The pur-

poese of this letter is to request that you sign the
proposed rules only after a thorough review of the
national economic conseguences of these changes and
upon the advice of those agencies in the Executive
Branch who can best speak to the effect of the proposed
rules on this Nation's commerce. ;

well-being of the Canal.
cent toll rate increase was approved, the first since

the opening of the Canal.

We are increasingly concernad with the financial

In July of 1974, a 19,7 por-

We should note that no toll

increase was required during these many years sincce the
constantly escalating number of vessel transits and
increasing vessel size generated sufficient revenue to
keep ahead of constantly rising Canal Company costs.

CHILP COUMSER

ENNEBT J. CORRADD

CHIKF CLERK

« FRANCES BSTILL

MINORITY COUNSEL.

RICHARD N, SHARCOD
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The neced for the 1974 general incrcase in the toll
rate was premised upon certain accounting changes made
by the Company, decreasing vessel transits, and_increasing
operating and overhead costs. We were assured it was
necessary if the Company were to continue in a "break-even"
status, as is required by statute. The additional :
financial burden placed on America's commerce was estimated
. to be many millions of dollars annually. It is noted ;
that the current proposed rules change would result in an
additional 37 percent assessment for deck cargo on con-
tainerships. Our carriers simply cannot afford these
added operating costs, and the current proposed rules \
could be much more detrlmental to U. S. commerce than the
1974 1ncrease. 3

The proposed'rules in question represent another
de facto toll rate increase, although the burden would
be largely borne by certain types of vessels, notably
U.S.-flag containerships. While only eight percent of
the annual transits of the Canal are made by vessels of
U.S.-flag registry, approximately 37 percent of the .con-
tainerships which transit the Canal are U.S. -flag vessels..
The average containership which transits the Canal today
pays about $19,000 in tolls. Under the proposed measure-
ment rules, it would pay approximately $26,000. Since
the Company has not vet prepared and released its fiscal
year 1975 report, except for traffic statistics, it is
not now possible to assess either the increased revenue
resulting from the 1974 toll increase or the necessity
for these proposed rules. We do know that vessel transits
and cargo tonnage are continuing to decline, and that
Company costs are continuing to rise. We believe that
steps can and must be taken to reverse these trends.

At the time of the tolls increase last year, the
Committce did not take any action since we felt the in-
crecase vas reasonable inasmuch as it was the first and
only incrcase since the Canal has been in cxistence.

The present proposal to change the Canal Company's Rules
for Measurcment of Vessels prescnts a diffcrent picture,
hovever. Among other things, it will affect the competi-
tive balance between the continental railroads and Lhe
walter carricr Canal users, and the burden will fall most:
heavily on scveral U.S.-flag container and passenger ship
operators. In addition, if this change is approved, we
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_notc the Canal Company's continuing emphasis on the
alleged need for increased revenucs, which suggests that
the Company may propose another tolls increase in the
near future.

We anticipate that the Committee and its Panama
Canal Subcommittee will be reviewing the toll and tonnage
measurement formulas in some detail at future hearings.
"We will be particularly interested in evaluating the
adverse impact of the proposed rules on the well-being of
the U. S. merchant marine and American commercial inter-
ests. We will keep you advised of our progress and plans,
and again ask that no action be taken at this tlme on
the pending measurement rules change.

Slncerely, -
ﬂ’fm

Leo or K. (Mrs. John B. ) Sullivan’
Chairman

4% /v/”///f/?/

Ralph Metcalfe
Chalrman
Subcommittee on Panama Canal
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~ DEMOCRATS *
Signed

Leonor K. Sullivan, MO
John D, Dingell, MI
- Thomas N, Downing, VA
Paul G. Rogers, FL ‘
~ John M. Murphy, NY'
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Norman E, D'Amours, NH
Leo C. Zeferetti, NY
_ James L, Oberstar, MN

. REPUBLICANS
Signed

Paul N. McCloskey, Jr., CA
Edwin B, Forsythe, NJ
David C. Treen, LA

Joel Pritchard, WA

Don Young, AL

Norman ¥, Lent, NY
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DEMOCRATS
Did not Sign

Thomas L. Ashley, OH
Robert L. Leggett, CA
Gerry E. Studds, MA
Jerry M. Patterson, CA
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Did not Sign

Philip E. Ruppe, MI
Charles A. Mosher, OH
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Pierre S, du Pont IV, DE
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RESOLUTION

WHEREAS , pursuant to the authority of sections 411 and 412 of
Title 2 of the Canal Zone Code, (76A Stat. 27), at a special meeting
on July 28, 1975, the Board of Directors of the Panama Canal Company
proposed certain amendments to the rules for measurement of vessels
for 1:.he Panama Canal for the purpose of more accurately reflecting
the earning capacity of vessels using the Canal; and

WHEREAS, at the special meeting of the Board of Directors én
July 28, 1975, pursuant to the pro{zisions of the applicable regulations
of the Panama Canal Company, five members of the Board of Directors
were designaied as a panel to conduct a public hearing on the proposed
changes in the measurement rules; and

WHEREAS, notice of the; proposed amendments was publishedin the

Federal Register on July 31, 1975, (40 FR 32140) and a correction was

published in the Federal Register on August 11, 1975, (40 FR 34619); and

WHEREAS, the notice of the proposed amendments of the measure-
ment rules inviteci interested parties to ’participate in the rulemaking pro=-
cess through submission of kwritten data, views or arguments, and sub-
mission of supplementary data, views or arguments at a public hearing
to be held in Washington, D, C,, on October 6, 1975; and

WHEREAS, in accordance with the notice and the provisions of the

Company's regulations governing procedures for rulemaking, interested



parties did submit written data, views and arguments and, at the public
hearing on October 6, 1975, submitted supplementary data, views and
arguments in reference to the proposed amendments of the measurement
rules; and

WHEREAS, the panel designated by the Board of Direct§rs to con-
duct the hearing has submitted its report, including the written data
submitted by interested parties and a full transcript of the hearing, with
copies of documents submitted at the hearing and thereafter within the
time fixed by the panel, and the recommendations of the panel with
respect to the proposed amendments of the measurement rules; and

WHEREAS, all reievant matters presented have been considered by
the Board of Directors; and

WHEREAS, the Board of Directors . havi_ng given careful vconsideration
to the assessment of the environmental i;npact of the proposed amendments
of the‘ measurement rules, has determined that such amendments would not
significantly affect the quality ofrthe human environment;

NOwW, THEREFORE BE IT RESOLVED , That, in accordance with sections
411 and 412 of Title 2 of the Canal Zone Code, (7GA Stat. 27) the rules
of measurement of vessels for the Par;ama Canal prescribed by the President
by Proclamation 2248 of August 25, 1937, be amended upon approval by the

President, but not earlier than six months from July 31, 1975, the date of



publication of notice of the proposed change in the Federal Register,

by amendment of Part 135 of Title 35 of the Code of Federal Regulations

as follows:

PART 135 -- RULES FOR MEASUREMENT

§135.82 [Amended]

- 1,.In § 135.82 the references to § 135 86
are amended to read § 135.85.

§135.33 [Amended]-

2. In tbelast line of §125.33 the ref-
erence to §135.88 !s amendﬂd {0 read
§ 135.85.

3. Section 135.85 ls revised.to read as.
‘follows: . -

§ 135.85 Certain spaces hetween inner
- and outer plalinv of double bonom.

Space or spaces between the inner and
outer plating of the double bottom of a
vessel shall he exempted from measure-
ment, except when used, designated or
intended for carrying cergo or fuel; but
the tonnage of such spaces within. the
double bottom as are or may be used for
carrying cargo or fuel shall be Qeter-
mined and included in the gross tornage.
The tonnage of double botiom  tanks
available for cargo or fuel may-be
obtained by multiplying the liquid<ca-.
pacity weight by the proper conversion
‘factor to get tons of 100 cLblc feet.

§13a86 [Revoked]l - * = -

* 4, Section 13556 is revoked. © - :
" 5. Following § 135.112 2 new § 135. 113
preceded -by- the undesignated center

heading “Drcx Cuco," is s.dded readmg

asfol!ows.

S Dschuwo ST MR
§ 135.113" Dtckcargo. B e e
. If any ship carries stores, txmber
livestock, containers, or other cargo in
any space uron an gpen deck not perma-.
nently covered or in spaces exempted
under paragraphs (a) and (b) of § 135.-
82, all tolls and other charges payable
on the vessel's net tonnage shall be pay-
eble upon the vessel's net tonnaee (as
defined below in §5135.271-287 and
§8§ 135.321-327) increased by the ton-
nage of the space occupied at tie time
et whicn the tolis or other charzes pe-
come payable by the goods carried upon
deck and not permanently covered or
closed-in. The deck space- occupied by
the goods thus curried siail be deter-
mined at the time of tiwe application of
the vessel for pussagze througa the canal
and siaall be deemed to be Lie snace lim-
jted by the 2rea occupied by the poods
and by siraizht Jincs enclosing e rectan-
gular space suiticient to include the
goods. The tonnuze of the snace occu-
pied by the goods shull be ascertained

OF VESSELS

by multiplying together the Iength,
breadtn and depth of said rectancular
space or spaces and dividing the prod-
uct by 100 or 2.83, according as the meas-"
urements are taken in feet or meters.
Nothing in this section shall-in any
manner affect the provisions of §§ 135.-
41-42; 135.61-63; or.135.81-88. .. -,
§135.142 [Amended] oA S

6.In § 135.142 ther reference to §§ 125.-
171-135.182 is amended to read §§ 135.-
171-135. 183 e 28 ke
§ 135.195  [Amended] - et et

% In §135.175 the last sentence 15
amended by edding the words “or fuel”
between the words “cargo" and "t.he
tonnage.”

8. Following § 135.182 a new 135.183
is added, reading as follows: AT
§135.183 Hatchways. | .

The cubiczl contents- of hatchu ays
shall be obtained by muluplying the
length and breadth together and the
product by tbe mean depth teken from
the Lop of beam to the uanderside of th~
batch cover. :

§135.211 {Amended]
9, In §135.211 the reference ‘a ths

fourth line to 3 133.132 is amended to
read § 155.133.

§ 135.271 [Amenided] k
10. In §135.271 the reference In tha

second line to § 135.235 is amended to
read § 125.285.
§135.273 [Amended]

11, In §135.273 the reference in the
last line {0 § 135.286 is mmnended fo read
§ 135.223.

12, In §135274, paragraph (c) 13
amended to read es follows: *

§ 135.274% Spuces fur stowage of stores
or cargo, not deducted.
. . . »® : * L]

(c) On supply ships, storcs, supplles
of all kinds, distilllng machinery and
distilled water, machines, tools and ma-
terial for repatr work, mlnes and mining
mnalerials, torpedoes, arms, and ammuni-
tion.

13. Sa2clien 1'%;.281 is revised to rcad
as follows:



§133.281 Spuces used for boatswain’s
stores, deducted.

Spaces used exclusively for boatswaln's
stcrcs. including paint and lamp rooms,
shall be deducted. Thne deduction of
spaces under this section, shan be rea-
sonable in extent.

14, Scetion 135 a" Is rev‘aed 1o read
as follows:

§ 1335.282 Spaces u.ed !’or m-fmeer"
shops, dedncied.

Spaces used exclusively for engineer’s
shops shali ke deducted. The deduction
of spaces under this section shall be rea-
sonable in extent.

15. In § 135.285 the heading of the sec~
tion and paragraph (a) are rcvlsed to
read as follows:

§ 133.285 Water bailust spaces, de-
ducted. ” . AT

(a) Water hallast spaces, cther than
spaces in the vessel’s douole bottom, ghall
be deducted if they are adapted and used
only for watler baliast, have for entrance
only ordinary circular or oval manholes
whose grealest diameter does noi exceed
30 inches, and are not svailabla for the
carriage of cargo, stores, or fuel. Spaces
that would otherwise qualify as water
ballast except that they ere elsn used
for fuel for the vessel’s own use shail be
regarded as part of the vessel's fuel space
as defined in § 125.390.

E ] - 3 L L ] .

§ 135.226 [Revoked]

1§. Section 125.2286 is revoked.

17. Section 135.287 is revised to 'ﬂad
as{ ol'ows‘

§ 125.2807 DNMuarking and use of deducted
spaces.

Each of the spaces enumented m
§§ 125.275-125.285, unless otherwise spe-
cifically stulzd, shall be subject to such
cenditions and requirements as to mark-
ing or desiznation znd use or purpsse
as are contained in the navigation or reg-
istry laws of the several countries, but
o space saall be geducted unless the use
to which 1% 5 to be exclusively devoted
has heen appropriately designated by of-
ficial marking. In no case, however, shall
2n artitrary maximum limit be fixed to
the aggresate deducticn made . under
§5§ 125.271-135.235. ; :
§135.322 [Amended]

18. In § 125.322 the reiercnce to § 135.-
286 in the Ijeacipg and in the second line
of the section is amended to read § 135.-
233. -

§ 135.324 [Antended]

19. In §135.32‘. the reference to
$8 135.231-135.232 15 z2mended to read
§5 135.252-125. 33‘., 125382,

20. Scction 135.327 is revised to read
as follows:

§ 135327 Pnpelhng power dedueumu.,
hiow made. :

- The deductions made for propeiling
power provided for in §§ 135.323-135.325
shall be made by adding to the space
occupied by the engine room as defined
in §§ 135.352-135.35¢ and 135.332, the
spaces availatle for fucl as defined m
§§ 135.350 and 135.391. +

21. The undesignated center heading
preceding § 135.351 is amended to read
as fcllows:

Seacz Occm»mu By Encmne Roox ;
§135.351 [Revoked]

22. Section 135.351 is revoked.
23. In § 135.252 the lzst four sentences
are revised o read as follows:

§ 135.352 Yhat understood by apnee
occupied by engine rooms,

* *'s When a portion of the space
within the boundary of the engine or
boiler room is occupied by a tank or
tanks for the storage of fresh water,
lubricatinz oil, or fuel, including settling
tanks, the space considered to be within
the e.1~me room shall be reduced by the
space taken Up by such tanks. Instalia-
tions rot strictly required for the work-
ing of the engzines or boilers are not to
be included in ti:e engine room measure-
ment no matier where sitvated bat given
s;para.te deductions when ihey qualify

dor §§ 135.271-125.285 and sre listed
Lnder the appropriete item on pazge 2 of
the Panamsa Canal Certificate,

24, In §$135.253 the last sentence is
revised to read as follows:

§ 135.353 DNianner of aswertaining cubi-
eal content of spaces o-:cupu-d by en-
gine room.

« * + Add such contents, as well as
those of the space occupied by the skatt
trunk and by eny donkey engine and
boiler located within the boundary of the
engine room or ¢f the light and 2ir cas-
ing above the ensine room and used in

. connection with the main machinery for

propeliing the ship, to tha cubleal con-
tents of the space below the crown of the
encine rocm; divide the sum by 100 or
by 2.33, according as the measurements
are taxen in leet or melers, and tie re-
sult shall be cGeemed to be tite space
occupied by tte engine room for pur-
poses of caleculating the deduction for
propelling power.

25. Saction 133.35%4 is revised ‘o lc..!d
s follows:

§ 135.35% DMlunner of awertaining cubi-
cal content of spaces occupied by en-
gine room; where enegines and boilers
are in separale compartsnenis.

If In any ship in which the space for
propcliing power s to be measured the
engines and boilers are in separatle com=-
partments, the corcten’s of each com-
partmeut shell be measured separately



in like rranner, according to the zbove
method; and the sum of the tonnage of
the spaces included in the several com-
partments shall be deemed to bz the
space occupied by the engine room Ior

purposes of calculating the deduction -

for propelling power.
§ 135.381 [Revoked]

26. Section 135.281 e.nd’the undesiz-

nated center heacing preceding that sec-
tion reading “PROPEILLING POWER DsoUucC=
TION For VESSELS WIrH FIxed BUNKERS,
OR Havivg FozL-Om COMPARTMENTS
THAY CaANNOT Bx UsEd 70 STOW CARGCO OR
StoxEs” pre revoked. il L

§135.333 [Reveked]

27. Section 135.383 is revoked.
© 28. Two new sections numkered
§% 135.390 and 135.391, preceded by an
undesignated -center bheading “Seaces
AVATLATLE FOR CARRIAGZ OF "m” ars
added, reading as follows:

SPACES AVAITASLE FYoR CARRIAGE OF Fm

§125.390 Soaces availuble for the car-
riage of fuel.

- ‘The spaces availakble for the c'.‘.rrla"a
of fuel will include the actual volume of
tanks or fixed compartments for the
storage of lubricating oil or fuel, includ-
Ing seilling tanks, which caznot be vsed
to stow cargo or siores and which have

been certified Ly official marking to bas, ~

spaces for the vessel's own fusl Dual
purpose fue: tanks whose only other us2
is for the carriage of water baliast will
be incluced in tiie fuel deducticn pro-
vided they have been included in the
gross tornaze and qualify in all other
respicts for a dscuction.
§ 135.391 Dlunner of sscertaininz cubi-
‘contents of snaces available for
the carriagze of fuel. :

The cubical contenis of the above-
named spaces available for the carriage
of fuel shall be azcertained in accordance
with the following provisions: For cach
fuel tank or compartment, measure the
mean length. Ascertain the area of three
transverse sections of the' shin (as set
forth in §§ 135.141 or 135.142-125.241 for
tha calculation of the gross tonnagze) to
the deck which covers the tank or com-
v:srtn.\-.'nt. One of these three sections
must pass through the midcle of the
aforesald length, and th= two others
throuzh tre two extremeties. Acd to the
sum of the two extreme secilons four
times the middle one, and multiply ihe
sum thus chtained by inte trird of ihe
distance between the two rection. This
preduct, civided by 100 if the 1neasure-
mmf.s are taken in English feet, or by

83 U they ore Laiten In meters, gives
t'w tonnaze of ilie spaced measured.
VWhien they casiniob e reacily measured,
the unage of tanks may al:o be ob~
tained by using hiquid cupacity times the

conversion factor with one-sixin ol for

fraunes in cse of peak tanks and one-
twelfih oI L1 cioe OFf Wings or deep tanxs.

1

§135.412 - [Amended]

29. In § 135.412 the words and figures
in the second, third, a2nd fourtn lines
“other than fuel spaces deducted under
$$ 135.351-135.254" are revoked.

30. Section 135.511 is revised to read
as follows: .

§]3.).511 Admm»lmnonofrules. &

The rules of measurement provided in
this part shall be administered by the
President of tne Panana Canal Com-

[FR Doc¢.75-31475 Filed 11-20-75;8:45 amn)
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BE IT FURTHER RESQLVED, That the Secretary of the Panama Canal .
Company cause notice o'l'_,tw ' 2doption of the amendments of the mea-
surement rules to be publ'isiié"& in the Federal Register in the form pre-
scribed by applicable lav_"s a;xd regulations. ‘ S

BE IT FURTHER RESOLVED , That upon publication of the said notice

of amendment of the measurement rules in the Federal Register, the

Stockholder of the Panama Canal Company transmit the amendments of

said rules to the President for his approval.

1

Approved except for Section 135.113 which would provide for
the inclusion in net tonnage of the space occupied
by deck cargo:

Date:"




THE WHITE HOUSE

Dear Mr. Chairman:

WASHINGTON

This is in further reply to your December letter tc me regarding the
measurement rule amendments proposed by the Panama Canal Company and

the Secretary of the Army.

I have carefully reviewed the issues. For the reasons cited in my
letter to the Secretary of the Army (copy attached), I have approved
the proposed amendments with the exception of the so-called "on-deck
cargo" amendment. As you know, -this is the most important of the

amendments proposed for my approval.

As you will note, I have encouraged the Secretary of the Army and the
Panama Canal Company to raview further the tonnage measurement system
to determine if it is prejudicial to certain classes of carriers,
This action also will
provide your committee the opportunity to review issues pertaining

to the Company*s toll structure and financial status, as the

and if so, to recommend remedial action.

committee finds. agppropriate.

Respectfu]]y,

Honorable larren G. Magnuson
Chairman

Committee on Commerce
United States Senate
HWashington, D. C. 20510

Attachment

cc: Russell B. Long

cc:

EGD/CB:KSchwartz:vt

DO Pecords -
Ditrector's Chron.

Director

Deputy Director

Mr. Collier

Mr. Brav (2)

Commerce Official File
Return to Mr. Schwartz .
2/18/76



THE WHITE HOUSE

WASHINGTON

Dear lMr. Secretary: .

Pursuant to Section 411 of Title 2 of the Canal Zone Code, I have
reviewed the request of yourself and the Panama Canal Company regarding
rules of measurement of vessels transiting the Panama Canal.

I have approved the proposed amendments with the exception of 35 CFR
135.113, the provision for the inclusion in net tonnage of space
occupied by on-deck cargo. .In principle, I concur that on-deck
cargo should be subject to toll assessment, 1ike below-deck cargo.

I am concerned, however, that this proposed amendment may tend to
discriminate against containership operators. I note, for example,
that 1975 data show that toll assessments per ton carried were $2.12
for containerships compared with $1.15 for general cargo ships. The
on-deck cargo amendment would dramatically increase containership
toll assessments and therefore increase this disparity. I encourage
you and the Company to further review the tonnage measurement

systen to determine if it is prejudicial to certain classes of
carriers and, if so, to recommend remedial measures.

I am also greatly concernad over the Panama Canal Company's financial .
condition, generated by rapidly rising costs and declining vessel
transits. PRecognizing that the Panama Canal Company and Canal Zone
Government are actively seeking to restrain cost increases, I
nevertheless request that your office and the Company determine

where further reductions can be taken. These reductions are necessary
to retain the Company's strict self-sustaining financial status and to
minimize any general toll increase which may be needed. Your review
should encompass both capital construction and operating expenses of
the Panama Canal Company and the Canal Zone Government.

Respectfully,
cc: DO Records
Director's Chron.
Director
Honorable Martin R. Hoffmar Denputy D@rector
Secretary of the Army Mr. Collier
Washington, D. C. 20310 Mr. Bray (2)

Commerce Official File
Return to Mr,. Schwartz
EGD/CB:KSchwartz:vt 2/18/76



THE WHITE HOUSE

WASHINGTON

Dear Mrs. Sullivan:

This is in further reply to your December letter to me regarding the
measurement rule amendments proposed by the Panama Canal Company
and the Secretary of the Army. §

I have carefully reviewed the issues. For the reasons cited in my
letter to the Secretary of the Army (copy attached), I have approved
the precposed amendments with the exception of the so-called "on-deck .
cargo" amendment. As you know, this is the most important of the
amendments proposed for my approval.

As you will note, I have encouraged the Secretary of the Army and
the Panama Canal Ccmpany to review further the tonnage measurement
system to determine if it is prejudicial to certain classes of
carriers, and if so, to recommend recaedial action. This action
also will provide your committee the opportunity to review issues
pertaining to the Company's toll structure and financial status,
as the committee finds appropriate.

Respectfully,

Honorable Leonor K. Sullive

Chairman
Merchant Marine and Fisheri
House of Representatives cc: DO Records
Washington, 0. C. 20515 : " Director's Chron.
Director
: Deputy Director
Attachment Mr. Collier
' _ + Mr. Bray (2) :
cc: Honorable Ralph H. Met Commerce Official File L
' Return to Mr. Schwartz

EGD/CR: KSchwartz:vt 2/18/76
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Mareh 11, 1976

. MEMORANDUM TO: - CHARLIE LEPPERT
FROM: RUSS ROURKE
Charlie, a» per Jick's note, please chock with Leanor
Sullivan after reading the’ option paper itself,
Obvieusly, there is a tight time frame oa this one.
Please advise results, i,
Maay thanks.

RAR;ch



THE WHITE HOUSE

WASHINGTON

March 11, 1976

MEMORANDUM FOR: RUSS ROURKE
FROM: - JACK MARS

SUBJECT: Panama CAnafl Tolls Rules Changes

v,

Before sending in the attached, I think someone, like Charlie Leppert,
should read it very carefully, He should go up and see Congress-
woman Sullivan (he should not take the paper with him) and find out
what her problem is in changing the toll structure.

Mrs. Sullivan spoke to me on the plane about the Panama situation.
She is convinced that this toll structure may be a key part in changing
the attitude of the people in Panama. Although I am willing to go
along with Option 2, nevertheless I think a better understanding

of Mrs,. Sullivan's position should be had and given to the President
along with this option paper.

If she makes a good case, I will go along with the recommendation
of the Members of Congress.

Many thanks.



WHITE HOUSE
ASHINGTON

arch 12, 1976

TO: JACK MARSH

FROM: RUSSELL A. ROURKW

For Direct Reply

For Draft Response

X For Your Information

Please advise




RED TAG THE WHITE HOUSE

WASHINGTON

March 12, 1976

MEMORANDUM FOR: RUSS ROURKE
FROM: CHARLES LEPPERT, JR.%\
SUBJECT: Panama Canal Tolls Rules Changes

I have arranged a meeting with Rep, Leonor Sullivan on this matter
for Monday, March 15 at 10:00 a, m.,

Mrs, Sullivan could not meet with me on Friday, March 12 even in
view of the time constraint of the action memo.

I am returning herewith the action memo and will report the results
of my meeting with Mrs, Sullivan,

cc: Max L, Friedersdorf



THE WHITE HOUSE

WASHINGTON

March 11, 1976

MEMORANDUM TO: CHARLIE LEPPERT

FROM: RUSS ROURKW

Charlie, as per Jack's note, please check with Leanor
Sullivan after reading the option paper itself.

Obviously, there is a tight time frame on this one.
Please advise results.

Many thanks.
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THE WHITE HOUSE

WASHINGTON

March 11, 1976

MEMORANDUM FOR: RUSS ROURKE
FROM.: JACK MARS

SUBJECT: Panama Cgnall Tolls Rules Changes

Before sending in the attached, I think someone, like Charlie Leppert,
should read it very carefully. He should go up and see Congress-
woman Sullivan (he should not take the paper with him) and find out
what her problem is in changing the toll structure.

Mrs. Sullivan spoke to me on the plane about the Panama situation.
She is convinced that this toll structure may be a key part in changing
the attitude of the people in Panama., Although I am willing to go
along with Option 2, nevertheless I think a better understanding

of Mrs, Sullivan's position should be had and given to the President
along with this option paper.

If she makes a good case, I will go along with the recommendation
of the Members of Congress,

Many thanks.

I
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THE WHITE HOUSE

ACTION MEMORANDUM WASHINGTON LOG NO.:
» 1078
Date: March 6, 1976 Time: dw ;@/&/0
FGR ACTION: cc (for information): /01 O
Phil Buchen » . 3
Jim Cannon Jack Mazxrsh
Max Friedersdorf Bill Seidman

Bob Hartmann
FROM THE STAFF SECRETARY

DUE: Date: Wednesday, March 10 Time: 10 A. M.

SUBJECT:

James T. Lynn memo 2/24/76 re
Panama Canal Tolls Rules Changes

/
- ACTION REQUESTED:
For Necessary Action X _For Your Recommendations
Prepare Agenda and Brief —— Draft Reply
~X-- For Your Comments - .— Draft Remarks
REMARKS:
W/ &
*‘ }\ \ M
: . : Ul -
g . L T S
: = N . _.':';._ -’, S __..'._ E etk __\_"‘..-_“._-‘-":__. & iy [ LT .“‘;\t:- T : :

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a

delay in submitting the required raaterial, please James E Conx

telephone the Staff Secretary immediately. For the e i o:
en

®



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

ACTION
MEMORANDUM FOR: THE PRESIDENT
af‘i;»_:‘:?
FROM: . JamegfT. Lynn
Yaul'
SUBJECT: Panama Canal Tolls Rules Changes
Issue

Should approval be given to the Panama Canal Company to
modify cargo measurement rules which determine toll .
assessments for ships transiting the Panama Canal?

Background

You have been requested to approve seven substantive changes
in tonnage measurement rules governing tolls for vessels
transiting the Panama Canal. The proposed changes were
adopted by the Board of Directors of the Panama Canal Company
and have been forwarded by the Secretary of the Army in his
capacity as "stockholder" of the Company (Tab A). Below is

a brief discussion of the issues, along with recommendations.
A more detailed discussion of the issue is attached (Tab B).

The purpose of the changes, according to the Company, is to
redistribute costs more equitably among Canal users., Cost
"redistribution would be accomplished by altering the
definitions of space availability on board vessels for
carrying freight and passengers. The last systematic review
of tonnage measurement rules was conducted in 1937. 1In
addition to redistributing costs, the changes would increase
total revenue from tolls, as shown below:

{(dollars in millions)

General
Container Cargo All
Ship Ship other Total
All-Flags Tolls +4.6 +3.1 +4.6 +12.3
% Increase +28% +10% +6% +9%
U.S.~-Flag Tolls +1.7 +0.4 +0.2 + 2.3

"% Increase +37% +12% +43 +17%
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The disproportionately large tolls increase for containerships
(modern vessels which carry pre-boxed cargo) is primarily a
result of one rules change--the "on-deck cargo" amendment.
This amendment would require the measurement, and toll
assessment, of all on~deck cargo. Currently this cargo is
exempt from measurement. Of the total annual $12.3 million
tolls revenue increase, $6.0 million is attributable to the
on-deck cargo amendment, mostly relating to containership
operations.

The financial health of the Panama Canal Company has been weak
in recent years largely as a consequence of rising costs and
declining traffic. If approved, the revenues gained by the
measurement rule amendments would help alleviate, but would
not eliminate, a projected 1976-1977 operating deficit. In
fact, either with or without the proposed amendments, a
general toll increase will be needed in the coming vear.

A large toll increase is certain to be strongly opposed by
the maritime industry--as are the proposed amendments.
Without additional revenues, however, the Company will be
forced to request U.S. Government assistance.

Options

#1. Approve all seven amendments in their entirety.
#2. Approve all but the on-deck cargo amendment.
#3; Disapprove all seven amendments.

Discussion of the Proposed Amendments

The existing Panama Canal toll assessments are based on
commonly-accepted, international principles of ship "earning
capacity." Earning capacity is measured by the volume of
below~-deck space (gross tonnage), with deductions for space,
such as the engine room, which is not available for
revenue-producing carriage (net tonnage). The actual
utilization of ship space is not considered in determining
tolls .charged for a particular transit. A primary reason

- for this approach is’ to avoid the costly delays that would

ke .involved in-measuring. the volume,, we&qht or value of.- G
cargo actually carried on each transit. Under the ex1st1ng
measurement system, a particular ship only needs to be
measured once instead of each transit.

Six of the seven proposed amendments seek to remove minor
anomalies in the existing measurement system. Four of the
changes would increase and two would decrease toll assessments.
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Generally, the amendments would abolish "double counting”
of space and/or refine measurement standards in accord with
modern ship design. They would change capacity measurement
rules for the following spaces: fuel tanks, hatchways,
water tanks, public rooms on passenger ships, and selected
shop and store rooms. These six changes are all consistent
with the established principle of basing tolls on the
measurement of earning capacity. Few specific objections
have been filed to these proposed amendments.

The seventh amendment constitutes a major change in the
approach to assessing tolls. In addition to the traditional
method of establishing tolls for below-deck carrying capacity,
it would charge tolls for cargo actually carried on the ship
deck during each transit. This means that if a ship were
only partially loaded below deck, and carried on-deck cargo,
it would be charged for its full below-deck capacity as well
as for its actual on-deck cargo. By comparison, a ship
carrying the same tonnage, all below deck, would have to pay
only for its below-deck capacity, even though it may have a
capability of carrying on-deck cargo.

This proposed change would be a departure from the traditional
principle of basing tolls only on carrying capacity. It also

would establish different standards for below-deck and on-deck
cargo carriage.

The effect of this change would be to penalize ships which
carry on-deck cargo but which do not or can not fully utilize
below~-deck space. Containerships, in particular, would be
impacted by the change. Containerships are designed to
carry significant on-deck loads, but they are not able to
fully utilize below-deck space because the rectangular
containers cannot use curved hull space on the sides, front
and back, and because space between and around containers
is needed for purposes of loading and unloading. Consequently,
with the current method of establishing tolls, containerships
on the average pay more per cargo ton actually carried than
do other shlps. Recent data show that containerships pay
ﬂ“tolls averaging. $2.12 per. cargo.ton,. .compared . thh about $l 15. L :
per ton for general cargo shlps.‘u:;“,,wﬂ"ﬁw.n L a‘a.“ St

PR Soer e MR

S e .

Few would dlsagree wmth the Canal Company s’ posmtlon that,.ln R A
theory, on-deck cargo carriage should be subject to toll
assessment. The Company's proposal, however, does not seem
to be an equitable means of assessing such tolls, particularly
when applied to containerships. It may be necessary to
establish an entirely new method of assessing tolls for
containerships, rather than simply modifying a measurement
system which did not anticipate containership technology.



Recommendation

Option #2 is recommended. We believe that the six relatively
minor amendments are sensible and would not be ineguitable.
The on-deck cargo amendment, however, represents a major
departure from traditional measurement practices, and it
appears that it would create greater ineguities than it

would remove. It is recommended that the issue of how to
assess tolls for on-deck cargo be studied further,

Positions of Interested Parties

Maritime interests have expressed across-the-board objections
to the proposed amendments. Their concern, however, 1is
primarily focused on the on-deck cargo amendment. Two major
U.S. shipping company associations--the American Institute

of Merchant Shipping and the American Maritime Association--
have privately indicated that if the on-deck cargo amendment
were dropped (option #2), their opposition to the remaining
amendments would be minimal.

Although the Congress has no statutory role relative to the
establishment of Panama Canal tolls, the maritime interests
have generated strong support in both the House and Senate.
In the House, Mrs. Sullivan {Chairman of the Merchant Marine
and Fisheries Committee) and Mr. Metcalfe (Chairman of the
Panama Canal Subcommittee), as well as 29 other members,

have cosigned a letter to vou asking that Presidential action
be delayed until the House has had the opportunity to review
the measurement rules. Senators Magnuson (Chairman of the
Commerce Committee) and Long (Chairman of the Merchant Marine
Subcommittee) have likewise requested that you delay action
(letters at Tab C). Insofar as congressional opposition to
the amendments is generated by the maritime interests, we
expect that rejection of the on-deck cargo amendment would
also minimize congressional concerns.

The following agencies have expressed no objection to the
proposed amendments: Justice, Treasury, Federal Maritime
Commission, Mational Security. Coun01l, and .Council of .
“rInternational Fconmomic Policy.  -Although both Tomuerce and
Transportation have . recommended +that” the: amendments be-

“*delayed or . dlsapprOVed pending further analysxs, both ré?éit

that option #2 largely mitigates their concerns. State
advises that the amendments have no effect on the sensitive
treaty negotiations over the status of the Panama Canal.
Although State indicates that Greece, Norway, Spain, Japan,
Italy and Sweden have made oral representations to the
Department critical of the changes, State does not oppose
their approval.
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The Panama Canal Company and the Secretary of Army stand by
their recommendation, option #l1. However, they report that
option #2 is preferable to option #3.
Decision

-- Option #1: Approve all seven amendments

-~ Option #2 (Recommended): Approve all but the
on—-deck cargo amendment ‘

-- Option #3: Disapprove all amendments

-= See me

Action

To carry out option #2, it is necessary for you to sign the
attached resolution approving all but the on-deck cargo
amendment. Additionally, we recommend that vou sign the
attached letters to the chairmen of the House and Senate
authorizing committees explaining your decision, and to

the Secretary of the Army requesting acdditional review of
the tonnage measurement system and indicating the necessity
for the Panama Canal Company to take action to restrain
costs. These signature documents are at Tab D.

Attachments

Ce 06"
Wby Y
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SECRETARY OF THE ARMY
WASHINGTON

December 12, 1975

The President
The White House
Washington, D. C. 20500

Dear Mr. President:

In my capacity as "stockholder" of the Panama Canal
Company under authority delegated to me by Executive Order
11305 of September 12, 1966, I am forwarding for your
approval a Resolution adopted by the Board of Directors of
the Panama Canal Company on November 17, 1975, amending the
rules of measurement of vessels for the Panama Canal.

The action by the Board of Directors is based on Sections
411 and 412 of Title 2 of the Canal Zone Code under which the
Panama Canal Company is authorized to prescribe rules of
measurement for determining the earning capacity of vessels
using the Canal. Section 412 provides that changes in the
measurement rules shall be subject to and take effect upon
the approval of the President of the United States. Section
411 requires six months' notice of the changes in the measure-
ment rules. This notice was published in the FEDERAL REGISTER
on July 31, 1975, so that the earliest date on which the new
rules could become effective is January 30, 1976.

Following publication of the notice in the FEDERAL
REGISTER, the Panama Canal Company invited written comments
from the public and held a public hearing in accordance with
applicable regulations. After consideration of all relevant
matter presented in the written comments received and presented
at the hearing, the Board of Directors adopted the proposed
amendments of the measurement rules, subject to your approval.

The inclosures to this letter set out in detail the
background of the proposed changes in the rules and the pro-
ceedings by the Board of Directors 1ead1ng up to the adoptlon'

. 1‘:- .
,'.» B .\ ” N

.rules is recommended, effective January 30, 1976.

spectfully yours,

g

Martin R. Hoffma

Inclosures
as

Your approval of the proposed changes in' the measurement@}?%ff;ﬁ



ATTACHMENT

DISCUSSION OF PANANMA CANAL TOLLS RULES CHANGES

Background

The attached letter from the Secretary of the Army requests
Presidential approval c¢f proposed changes in rules governing
tolls for ships transiting the Panama Canal. The proposal
was adopted by the Board of Directors of the Panama Canal
Company on Novembker 17 and was forwarded to the President

by the Secretary of the Army, in his capacity as "stockholder"
of the Company, on December 12. The rules changes require
Presidential approval and can be put into effect on or after
January 30, 1976, a minimum statutory 6 months after notice
of the proposal was published in the Federal Register.

Since the beginning of Panama Canal operations in 1914, tolls
have been based on ship "earning capacity." The measure of
ship earning capacity has been the space available (net
tonnage) for carrying freicht and passengers. The Panama
Canal Company arqgues that the measurement rules which
determine ship earning cavacity should now be altered becauce:
(a) the last systematic review was conducted in 1937; (b) ship
configuration and technoleogy have dramaticallv changed in the
past 38 years; and (c) the operating costs of the Caral are no
longer equitably distrikuted to reflect the earning capacity
of vessels using the Canal. Consequently, the Company has
proposed seven substantive changes to the measurement rules,
requiring thirty amendments to the Code of Federal Regulations.
The Company has, found that the proposed rules "better reflect
the earning capacity of vessels than the present rules, are
nondiscriminatory, just and egquitable."

OMB is the coordinating agency for Panama Canal Company toll
proposals. We have solicited the views of the following

" agencies on the proposal: State, Commerce, Transportation,
Justice, Treasury, Agriculture, Federal Maritime Commission,
National Securityv Council, and Council of International

;. Ecopomic. Poligy.. . Vie.also have received-unsolicited comments. -

from members of Congress. and the, mdrltJme lndustr§ {shipping

¥f§compan1es,‘un10ns and port autﬁorltles) ‘“These. V1ews will- be

discussed below, as well as other issues pertalnlng to the
proposal.

Panama Canal Company Financiel Condition and Canal Toll Issues

The Panama Canal Company is a wholly-owned Government corporation
whose primary purpose is maintaining and operating the inter-
oceanic Canal. From the Canal's tolls and other charges, the
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Company is exprected to be self-sustaining. Additionally, the
Company 1is expected to reimburse the U.S. Treasury for:

(a) uncovered costs accrued by the Canal Zone Government;

(b) interest payments relating to original Canal construction
costs borne by the U.S8. Government; and (c) annuity payments
made by the U.S. to the Republic of Panama pursuant to the
Treaty of 1903, as amended in 1936.

For the past five years, the Panama Canal Company has
experienced rapidly rising costs and declining traffic. For
example, between 1970-1975, the number of transits declined
from 15,500 to 14,700, while operating costs climbed from

$172 million to $261 million. As a result, the first toll
increase since the Canal's 13914 opening was instituted in

July 1974 (420% in toll rates). Despite the toll increase,
the Company's financial condition has continued to deteriorate
as a result of: (a) continuing cost-of-doing-husiness increases;
and (b) traffic downturns in the wake of worldwide economic
recegsicn, the diversionary impact of the opening of the Suez
Canal, and the dampening effect of the 1974 toll increase.
Whereas the Company had planned to handle 40 ships daily in
FY 1976, an average of only 36 daily have been transiting the
Canal to cdate. The net effect of the financial downturn is
that the Comwvany has sustained losses in the past two years
and is expected to continue to run losses in 1976 and 1977,

as shown below (millions of dollars):

Ceeeo . - : est. B est.
1974 deficit 1975 deficit 1976 deficit 1977 deficit

$~-11.8 $-6.4 $-18.,0% $-38.0%

*assumes no toll changes, measurement rules amendments,
or other remedial actions.

If approved, the measurement rules amendments would help
alleviate, but would not eliminate, projected Company deficits
in 1976 and 1977. The amendments would increase the measurements
of vessel net tonnage, leading to higher annual toll assessments
on the order of $12-13 million (further discussed below). The
Company argues, however, that it is incorrect to equate the
proposed. amenamepts Wlth a toll. xpcrease —— rathel, the PUTPOEE,
“of ‘the amenﬁments is to- redlstrlbute the operaglng costs of ‘the'

“thinki ing, the procesves ‘of eatah1LQh1ng tolls and’ chapalng
measurement rules, although related, are separate. Any positive
revenue effects resulting from the proposed amendments would be
accounted for in computing the need for future toll rate changes
(i.e., future toll increases would be reduced by the amount of
additional revenues gained by the proposed amendments).

‘@Pdnama Capal more equitably. Ip thée, Company' .5~ framework, Of it e



““’l51zable Com any deL1c1ts._v .f

In fact, either with or without the proposed rules changes,
the Panama Canal Company is now indicating that a substantial
general toll increase will be required in the next 12 months
to meet the anticipated deficits. This would be the seccnd
general toll increase in three years. Required toll rate in-
creases are shown below. The figures presume the imposition
of moderate cost-cutting measures and the continued operation
of the Company on a self-sustaining basis.

($ in millions)
Measurement Measurement

Rules Rules Not
Approved Approved

Additional revenue required

to meet FY 1977 deficit.vsees $26 $38
Future required toll increase.. +17% +28%
Additional revenue reguired

-~ "to meet FY 1977 deficit as

well as recoup FY 1976

deficit over five years...... $28 $42
Future required toll increase.. +19% 30%

The Company has pointed ocut that its statutory authorities
provide several alternrative means for handling long term
deficits. It can: (a) defer payment to the U.S. Treasury

of interest and/or the net cost of the Canal Zone Government
to the extent the required amounts are not earned; (b) reguest
Congressional authority to waive entirely payment of the net
cost of the Canal Zone Governmment; (c) request a separate
appropriation for the Company to meet losses; or (d) use
available borrowing authority up to a maximum of $40 million.
Company officials are increasingly talking about the necessity
of employing these fallback authorities. For example, in a
January meeting, the Company's Board of Directors authorized
Company staff to explore the desirability of using one or

nore of the authorities in the context of the future 1978
budget request. Utilization of the above authorities would

be highly undesirable from a budgetary point of view in that

. they would entail U.S. Government suboldlzatlon of potentlally;ﬁr‘w_

. " - . > . . % .
A : '.,‘u-w‘": : . «“'

"Tﬁfof course, “the future remulred t011 Tncrease can e reduced

by the extent to which the Company undertakes reductions in
services, employee benefits, and planned capital construction
projects. The President of the Company cum Governor of the
Canal Zone Government has already taken measures to cut
spending, but has shied away from major reductions which would
lead to strong opposition from Panama Canal emplovee groups,
‘(e.g., elimination of a 15% tropical pay differential).



iShlpplng companles, unlons, port authorlties and selected e e B
'ﬂ;industrles e g, 1umber,compan1es) have*flled ‘objections. w;th el e
-the Panama Canal Company tegarding the proposed amendments. The Ll

)

Impact of the Proposed Measurement Rules Amendments

Of the seven substantive amendments, five will increase total
measurement tons, leading to higher toll assessments, and two
will lower total assessments. The net effects of the amend-
ments on tolls are shown below:

Company Estimates of Annual Tolls Impact of Rules Amendmentsl/
($ in thousands)

Ship Type
Measurement Rule General Container All
Amendments , Cargo Ship Passenger Other2/Total
Amendments which Increase
Measurement tons:
Deck Cargo +578 +4,332 +9 +1,038 +5,957
Fuel +2,290 +356 +117 +2,965 +5,728
Hatch Exemption +209 +101 +5 +477 L
Public Rcoms ' - - +423 - +423
Water tanks +198 +1 +3 +290 +492
Amendnents which Decrease
Measurement tons: »
Boatswain's Stores ~-118 -213 -7 -641 -879
Engr. Shops =13 -8 : -1 -45 - -65
All Flags Tolls Increase +3,146 +4,569 +550 +4,083 +12,34F%
%2 Increase - - +10% +28% +28% +4% +6°
U.S. Flag Tolls Increase +410 +1,708 +59 +156 +2,323

% Increase +12% +37% ‘ +16% +3% +173%
1/ Shipping companies generally believe that the Company's
estimates of tolls impact are understated

2/ Includes dry bulk carriers, tankers, specialized product
carriers.

Maritime Industry Views

et i b 7 : .-,‘_,.. o o it

most commonly-cited objections to the amendments have been the
following:

~--the amendments constitute a "de facto" toll increase, the
impact of which has not been satisfactorily evaluated.-
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--the amendments particularly impact containerships and
hence are "discriminatorv." Furthermore, bkecause the
U.S.-flag fleet has more containerships than do
foreign-flag fleets, U.S. shipping companies sustain
a proportionally greater financial injury.

--the amendments do not improve the accuracy of the
measurement of ship cargo capacity, and hence are not
more equitable.

--the amendments' impact on tolls will have negative side
effects; it will:

.+ .further reduce Canal traffic and therefore dampen
positive revenue effects of the amendments.

...increase ocean freight rates and contribute to
inflation.

...lead to the abandonment of some shipping services
and divert cargo pascing through North Atlantic
U.S. ports to cross—-continental rail or truck
transportation (leading to pcssible environmental
degradation).

--the amendments, and the perceived toll increases they
cause, beg the issue of the Company's abkility to cut
costs and thereby obviate the need for- -additional
revenue,

The Companv published the amendments in the Federal Register
in July 1975, received written replies, opened the issue to
hearings, and in November the Company's Board of Directors
approved the original recommendations. The maritime industry
is highly irritated over the fact that the Board approved the
amendments without change, seemingly having ignored the
industry's many objections.

Despite the wide range of objections filed with the Company, the
maritime industry is principally concerned with only one amend-

nent -- the "on-deck cargo" amendment., This amendment would
have the effect of measuring all on-deck cargo transiting the

. w:Canal, and assessing tolls. accordlnqlv., Currently on- dcck ;g?:x;;.i
cargo i 'cluoed frcmAmeasu cnt and toll assessment. R T

Measurcmont by the Comnany of deck loaas of 10? contalnersblpsm
transiting the Canal showed that the net tonnage (and therefore
tolls) for these ships as a result of the application of the
deck cargo rule would increase by 28% in the aagregate, although
the net tonnage of U.S.-flag vessels in the group would increase
by 37% As shown in the table in the previous section, the

on- dcck cargo rule accounts for about half of the annual
estimated LuTes toll increase of $12 million.
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Two major U.S. shipping company associations-- the American
Institute of Merchant Shipping (AIMS) and the American
Maritime Association (AMA)=--have privately indicated to us
that if the on~deck cargo rule were dropped from the package
of amendments, the opposition of their member companies to
the remainder of the amendments would be minimal,

Congressional Views

Although the Congress has no statutory role relative to the
establishment of Panama Canal Company tolls, the maritime
industry has generated strong support for its position in both
the House and Senate. In the House, Mrs. Sullivan (Chairman

of the lMerchant Marine and Fisheries Committee) and Mr., Metcalfe
(Chairman of the Panama Canal Subccrmmittee), as well as 29

other members of the House, have cosigned a letter to the
President asking that no action be taken on the pending measure-
ment rules amendments until the House has had the opportunity

to review the measurement formulas in detail at future hearings
(letter attached). Likewise in the Senate, Senators Magnuson
(Chairman of the Commerce Committee) and Long (Chairman of

the Merchant Marine Subcommittee) have "joinled] with Members

of the House of Representatives who have expressed their
interests in this to you and request that no action be taken

on these proposed changes until adecuate Congrescional review

of this important subject has been undertaken."

Mrs., Sullivan and Mr. Metcalfe have also reguested a "full
investigation" of the financial situation of the Panama Canal
Company by the GAO, and have sent an extensive list of questions
on the anticipated impact of the proposed measurement rules

to the Companv. However, hearings have not yvet been scheduled
in either House or Senate. Company staff report that little
congrcssional actiorn cmild be exvected if the President were

to delay action on the amendments-~that the primary purpose

of congressional intervention is to obstruct Company action
which would be injurious to the U.S. merchant marine.

Agency Views

The following agencies have expressed no objection to the propose
. am5n@m@nts~' JUﬁfﬂce,-T“’ﬁvuvy . oﬁﬂva CMaritire Commission: k’“'”'
wAgriculture] National S&curity CounCIl “and Council "6Ff Inter= ,
vaatiqnal‘?coﬁbmié~?ollcy AgﬁhCles wnlch haVé 6¥présced COncerns .

are as follows:




-~ Commerce, The Commerce Department opposes the proposed
amendments and recommends that Presidential approval
"be delayed until a thorouah assessment of the Droblems
which are raised by these proposals can be completed.
Commerce reiterates most of the objections raised
by the maritime industry, along with the following
additional points:

«..The amendments cdeviate from the concepts established
in 1937 by a Presidentially-appointed committee. The
amendments should he evaluated by a body of the same
level before approval.

...The amendments adversely impact U.S.-flag containerships,
the most competitive element of the U.S.~flag fleet.
In the long term, the amendments could result in an
increased need for Federal assistance to the U.S.
merchant fleet.

. ..The on-deck cargo amendment is not precisely defined
e T and administration may be difficult.

--Transportation., DCT recommends that "additional analysis
would be desirable before... issuance of the regulationsg”
based on the following:

...If diversion of cargo from ocean carriage to cross-
continential land carriage were to result from the
amendment, there could he benefits to the U.S8. railroad
industry but dishenefits to the U.S. shipping industry.
This should be assessed.

«..The Senate may ratify the 1969 International Convention
on Tonnage Measurement of Ships, which would establish
new paraneters for measuring shipping tonnages,
Although the law would not enter into force until at
least two years later, and although the Company would
not be lecallv required to alter its measurement
system, "it micght seem reasonable for the...Company
to consider developing a system emploving the same...
parameters as those used in the Tonnage Convcnt*on."

”State., The State Department adyl es that the,amenéments;;
. have no effect.on the-seénsitive U.Sistreaty . negotiations -
with' the Republic of Panama over thé status of the Panama
Canal., State further reports that forecign shipping
interests have objected to the amendments and the govern-
nments of Creece, Norway, Spain, Japan, Italy and Sweden
have made representations to the Devartment of State
critical of the changes. State concludes that the

"complaints should be carefully considered and treatea
appropriately in any final decision."
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Discussion of the Merits and Demerits of the Proposed Amendments

" The rules of measurement currently emploved by the Panama
Canal Company are baSCd on the nrlnCLple that canal tolls are
to be assessed on the "earning capacity" of vessels Earning
capacity of vessels is defined as space available for
carriage of cargo and passengers. In the most general terms,
this determination is made by measuring the volume of the
space enclosed by the entire vessel (gross tonnage)} and
deducting from this total, that space, such as the engine
room, which is not available for the carriage of cargo or
passengers (net tonnage). The assumption is that every net
cubic foot of below-deck space can be votentially used. A
ship's net capacity, therefore, is currently the sole basis
for toll assessments. Net capacity does not consider such
factors as volume, weight, or value of cargoes carried
(utilization of capacity). Because the system entails
measuring the ship instead of the cargo, ships only need
to be measured once, instead of transit-by-transit, and
administration of the system is thereby facilitated.

The Panama Canal vessel measurement system, like almost all
other vessel measurement systems, is derived from principles
originally laid down in nineteenth centuryv England by Geocrge
Mcorsom. Moorsom established the principle of measuring vessels
net capacities as determined by all enclosed (below-deck)
spaces as measured in cubic feet, divided by 100, so that one
toen represents 100 cubic feet of space. Almost all vessel
measurement svstems start with the Moorsom method for
determining grcss tonnage. However, differences often result
from the apolication of differing exempntions and deductions
in arriving at net tonnage figures, Panama Canal and Suez
Canal systems are similar and produce similar net tonnages.

Six Minor fmendments

Of the seven substantive measurement rule amendments provosed
by the Panama Canal Company, six are relatively non-controver-
sial. These six would alter, in a minor wav, existing
exempticns and deductions for the following svaces: fuel
tanks, hatchways, water tanks, nublic rooms cn vassencer ‘
~vessels, boatswdin's stores, and engineer's shooa., The’ fllst
i four-wowld-have the: effect of" 1ncreaszrg/tonnage measurempnts:
.;The.lastrtwo would-have theefféct of decrersing “tonnage ot
measurements. These are further described below:

-~ Bmendments which increase measurement tons:

...Fuel. The amendment would substitute actual
measurement of fuel swaces for the existing
rule by which the deduction for fuel is normally
computed at 75% of the measurced space of the
engine rcom.
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...Hatch Fxemption. The amendment would eliminate
the current exclusion of the cubical contents of
hatchways. In modern shin design, hatch covers
fit over the top of hatchways and the space under
the hatch cover is available for cargo.

.. Water Tanks. The amendnent would eliminate the
current exclusion of the measurement of water
tanks used for fresh water for ship use, This
would achieve consistency with the treatment of
other like spaces that are not allowed as
measurement deductions.

...Public Rooms. The amendment would eliminate the
current exclusion of the measurements of public
rooms (e.g., dining rooms, lounges, barber shops,
swimming pools). This is bhased on the premise
that public rooms are spaces available for the
use of the passengers and hence a consistent
application of the earning capacity concept
precludes deduction of these spaces.

w. Amendments which decrease measurement tons:

...Poatswain's Stores. The amendment would permit
exclusion of measurements for boatswain's stores
on the vremise that space used fcor this purpose
is unavailable for stowage of cargo, passenger
use, or other directly related purposes.

...Engineers' Shons. This amendment would allow
deductions of neasurements for engineers' shop
space over the current arbitrary deduction
ceiling of 50 tons. Actual measurements of
engineers' shops would determine the applicable
deduction. :

The intent of these six amendments is to avoid "double counting”
of selected shiv spaces and/or refine measurement standards in
accord with cngnqed ship design. Yone of the above six
proposed amendments have been stronqu opposed by the maritime
Jndustry .as a whele. Fowever, passenger vessel operators are.
Apset.over - the.fsubllc rooms 't amenament wn;ch would Ancrease .
M\thél. toll dssessments; by about QESG thousand annually.(&?B%)‘
" U.8.~flag vessel operators ‘account for only $59 thousand of
the total.

The On-beck Cargo Amendment

Currently, on-deck cargo (e.g., containerized cargo, stores,
livestock) is excluded from measurement and toll assessment.
The seventh amendment proposed by the Panama Canal Company
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would reguire the measurement of all on-deck cargo for everv
vessel transit. The proposed amendment describes this as
follows: :

"The deck space occupied by the goods thus carried
shall be determined at the time of the application
of the vessel for passage through the canal and
shall bhe deemed to be the space limited by the
area occupied by the goods and by straight lines
enclosing a rectangular space sufficient to
include the goods."

The on-deck cargo amendment has generated a great deal of heat
on the part of the maritime industry (e.g., the amendment is
alleged to be "arbitrary and capriciocus" and "discriminatory"
against bhoth containership operators and the U.S.-flag fleet).

Containerships are the primary carriers of on-deck carco.

By this amendment, if a containershin operator transited the
Canal with no.on-deck containers on one occasion, 50 on
another, and 100 on another, he would be charged differently

on each occasion. The Panama Canal Company believes the
amendment is desirable because there is "no doubt that the

use of the deck for deckloads adds to the space of the vessel
available for carrving cargo, and hence is a valuable cocmponent
of earning capacity of the vessel required to be measured."

Few would disagree with the proposition that, in theory,
on-deck cargo carriage should be subject to toll assessment.
However, the Comwanv's proposal for assessing on-deck cargo
poses serious problems, principally because it is inconsistent
with other Company cargo measurement rules., The inconsistency
results from the fact that the on-deck cargo amendment requires
measurement and toll assessment for all cargo actually carried
on deck. Utilization of on-deck space, therefore, would be
the basis for toll assessment. However, as previously
explained, the existing Panama Canal ship measurement system
for below-deck srace is based on the vrinciple of net chip
capacity, assuming no wasted space resulting from the type of
cargo carried or manner of carriage and irrespective of the
. amount of cargo QcLuallv ca rrled on a q¢ven tranolt

 ;The reqult of the.lncon51stency 1s a;toll assesoment syqtem R AR URVSIE
which appears to bLe prcjuﬁ101al to containership éperators. ™ " 7

Much of the below-deck space is leost in containerships

because rectangular container cells cannot fully utilize

the curved spaces against the hull of the vessel and because

spaces must be left between containers. As partial compen-

sation for this lost space, containerships carry containers

on deck. In effect, the containership operator has chosen
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to offset the somewhat reduced carrving capacity of the vessel
with greater efficiency in cargo handling. In this lioht,

the proposed amendment does not account for "lost space" on
containerships and thereby constitutes a serious deviation
from the concept of measurement which reguires tolls to be
assessed against vessels' actual cargo carrying capacities.

Approval of the on-deck cargo amendment would penalize this
form of cargo carriage., It would require continued toll
assessment for all below-deck swvace, whether or not utilized,
and would superimpose a tolls burden for on-deck cargo
carriage. In fact, it anpears that containership overators
are already relatively "over assessed." FY 1975 data indicate
that, when recomputed on a dollar-per-ton-carried basis,
containership onerators were assessed $2.12 per ton compared
with $1.15 for general cargo ship operators.

Based on the above, it mav bhe avpropriate for the Panama
Canal Company to reevaluate the tonnage mcasurement system
to determine if it is prejudicial to certain classes of
carriers, and, if so, to recommend remedial actions.

Ogtions

#l1. Approve all seven amendments in their entirety.

#2. Approve all but the on-deck cargo amendment. Reguest the
Company to reevaluate on-deck cargo measurement rules in
the context of the overall equities/inequities of the
existing measurement system,

#3. Disapprove all seven amendments. PRequest the Company to
further study alleged preijudicial aspects of the existing
measurement system.

Discussicn of Obntions

Option #1

- m—— — — —

“The ameﬁdments,_lh the aqgregateff
measurement standards which have béen in force for'
the past 38 years in terms of accuracy and equity.

RN

~~ The amendments add revenues to the Company {(until a
toll increase is put into effect) in a period in
which the Company's financial situation is serlously
deteriorated.

1mprové ‘the - tonnage :
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-~ Insofar as the Company is able to collect additional
revenues now, the magnitude of the future general
toll increase could be reduced. The smaller the
general toll increase, the less strenuous will be
the opposition to it.

Con
-- The appropriateness of the on-~deck cargo amendment is
' not clear, It is inconsistent with the existing
measurement system and appears prejudicial to
containership operators who would suffer a heavy
toll burden (+37%).

—-— Approval of the amendments may give the false
impression of curing the Company's financial woes,
whereas onlv a general toll increase can generate
sufficient revenues to make the Company self-sustaining.

-- Approval of the amendments runs counter to expressed
maritime industry and congressional requests to the
President. This could lead to congressional action
to restrict Administration authority relative to
the Canal (e.g., make all toll vrovosals subject to
congressional review). This, in turn, could endanger
the more important future general toll increase.

Option #2

A’ — — — ey

-- It retains most of the amendments, thereby improving
the overall cargo measurement system,

-~ Insofar as there are justifiable grievances against
the on-deck cargo amendment and/or the cargo measure-
ment system as a whole, the issues could be further
studied by the Company.

~- Disapproval of the on-deck cargo amendment would
almost entirely diffuse U.S. maritime industry
dissatisfaction with the amendments package.

—~. It allows ConngSb to hold hearlngs on _the on-de

‘,éargo issue, ner” coanes 1onaT rcouesﬁs to ket
" President. Corqtessxonzl action to Clrcumscrlbe
Administration authorities would be unlikely.
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con

-~ Insofar as apvroximatelv $6 million in revenues will
be forfeited if the amendment is not approved, the
deficit situation of the Commanv will worsen by a
like amount and the amount of the general toll
increase will have to be raised accordingly to
accommodate the loss. The hicher the toll increase,
the more likely will be strenuous industry opposition
to it.

— man — o o

-~ It would completely negate maritime 1ndustry and
congressional criticisms.

“=- Insofar as the industry and the Congress will have
been mollified on this issue, it may lessen tensions
relative to the announcement of a future toll increase
(although the magnitude of the increase will certainly
be an issue of contention}).

Con
-- The measurement rule anomalies of the current system
will be maintained indefinitely.

-- It may make it more difficult to avprove future Canal
toll proposals by leading the industry and Congress
to think that vigorous ooposition to such proposals
will lead to their rejection by the President.

-~ Insofar as approximately $12 million in revenues will
be forfeited if the amendment is not avproved, the
deficit situation of the Companv will worsen bv a
like amount and the amount of the general toll increase
will have to be raised accordingly to accommodate
the loss.
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" December 19, 1975

The ‘Honorable Gerald A. Ford
President of the Un1ted States
The White House

Washington, D. C. 20500

Dear Mr. President:

N

~ Great concern has been expressed to us over the anticipated
conseguences on U, S.-flag ocean carriers, particularly container-
ship operators and forest product shippers, resulting from the
| proposed changes in the rules for measuring vessels transiting
the Panama Canal.

The Panama Canal Company's proposal will actually result in
~the third increase in Canal toll charges in less than 18 months.
Despite a large number of written and oral statements presented
- to the company concerning the proposed changes which were published
in the Federal Register on July 31, 1975, the measurement rules
changes have been submitted for your action without modification.

There appears to be a substantial number of very serious
questions regarding statutory requirements and treaty provisions
as well as significant economic and transportation issues involved
in these proposa?s‘

We join with Members of the House of Representat1ves who
have expressed their interests in this to you and request that
[no action be taken on these proposed changes until adequate

Congressional review of this 1mportant subject has been under-
taken. .

FUCLSI TS

.L;ancerely ycurs“ -

(/é/(/“""” (‘7 /'7//‘ /’/' RAAT VI

WARREN G. MAGQUSON "U.S.S.

. 5 :i:)
f! hd S—
' ’ : thf‘ L ) T et

RUSSELL B LONQ, u. S S. ,
e
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The President :
The White House ) i
Washington, D. C. )

Dear Mr. President:

We have been advised that the Board of Directors
and Stockholder of the Panama Canal Company have
transmitted foxr your approval certain changes to their
Rules for Measurement of Vessels. Since historically
it has been the responsibility cof the President of the
United States to gauge the effect of changes in Panama
Canal rules on the national transportation policy of
the United States, we wish to communicate to you some
of our concerns which we feel vou should be cognizant
of in making your decision on this matter. The pur- ‘
pose of this letter is to request that you sign the :
proposed rules only after a thorough review of the
national economic consequences of these changes and
upon the advice of those agencies in the Executive
Branch who can best speak to the effect of the proposed :
rules on this Nation's commerce. ‘ §

We are increasingly concerned with the financial
well-being of the Canal. In July of 1874, a 19.7 per-
cent teoll rate increase was approved, the first since
the orvening of the Canal. We should note that no toll
increase was required during these many years since the

... ..constantly escalating number of vessel transits and-
CaT{Revéasihg vestel tsizer generated sufficient revenner 4o ..
v vkeep ahead of -constantly rising Canal Company costs




'Tﬁe President
Page Two
December 8, 1975

The need for the 1974 general incrcase in the toll

rate was premised upon certain accounting changos made

by the Company, decreasing vessel transits, and increasing

operating and overhead costs. We were assured it was '

necessary if the Company were to continue in a "break-even"

status, as 1is required by statute. The additional

financial burden placed on America's commerce was estimated
- to be many millions of dollars annually. It is noted ‘

that the current proposed rules change would result in an

additional 37 percent assessment for deck cargo on con-—

tainerships. Our carriers simply cannot afford these

added operating costs, and the current proposed rules

could be much more detrlmental to U. 8. commerce than the

.1974 increase. '

The proposed'rules in question represent another , :
de facto toll rate increase, although the burden would ;
be largely borne by certain types of vessels, notably
U.S.-flag containerships. While only eight percent of
the annual transits of the Canal are made by vessels of
U.5.-flag registry, aoprox1nate1y 37 percent of the con-
tainerships which transit the Canal are U.S.-flag vessels.

The average containership which transits the Canal today

pays about $19,000 in tolls. Under the proposed measure-

ment rules, it would pay approximately $26,000. Since

the Company has not yet prepared and released its fiscal

year 1975 report, except for traffic statistics, it is

not now possible to assess either the increased revenue

resulting from the 1974 toll increase or the necessity B :
for these proposed rules. We do know that vessel transits . ?
and cargo tonnage are continuing to decline, and that

Company costs are continuing to rise. We believe that
steps can and must be taken to reverse these trends.

At the time of the tolls increase last year, the
Committece did not take any action since we felt the in-
crease was. reasonable inasmuch as it was the first and
only increase since the Canal has been in existence.
.The present proposal to change the Canal Company's Rules
«..£0r Measurement of Vesse]s presents a different picture, = -
* howevers Among - other-things,. it will.affect. the: CompEtim= .
tive balance between the continental ‘railroads and the . " 1!
water carrier Canal users, and the burden will fall most
heavily on several U.S.-flag container and passenger ship
operators. In addition, if this change is approved, we
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~note the Canal Company's continuing emphasis on the
alleged need for increased revenues, which suggests that
the Company may propose another tolls increase in the
near future.

We anticipate that the Committee and its Panama
Canal Subcommittee will be reviewing the toll and tonnage
measurement formulas in some detail at future hearings.
"We will be particularly interested in evaluating the
adverse impact of the proposed rules on the well-being of
the U. S. merchant marine and 2American commercial inter-—
ests. We will keep you advised of our progress and plans,
and again ask that no action be taken at this time on
the pending measurement rules change.

- Sinceggly,

,)

W R
Leonor K. (Mls. John B. ) Sullivan
Chaixrman

%,4///, AFE.

Ralph H. Metcalfe
Chairman
Subcommittee on Panama Canal
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~ DEMOCRATS | -
Signed

Leonor K, Sullivan, MO
John D, Dingell, MI
Thomas N, Downing, VA
Paul G. Rogers, FL -
- John M, Murphy, NY'

- Walter B. Jones, NC

" Mario Biaggi, NY ~ -
 Glenn M. Anderson, CA
- E (Kika) de la Garza, TX
Ralph H. Metcalfe, IL
. John B, Breaux, LA
Fred B. Rooney, PA~
- Paul S, Sarbanes, MD

" Bo Ginn, CA R

" " David R, Bowen, MS

Joshua Eilberg, PA

" Ron de Lugo, » -
Carroll Hubbard, Jr., KY
Don Bonker, WA o
Les AuCoin, OR -
Norman E, D'Amours, NH
Leo C. Zeferetti, NY =

- James L., Oberstar, MN

B - REPUBLICANS
Signed

Paul N, McCloskey, Jr., CA
Edwin B, Forsythe, NJ
David C. Treen, LA
Joel Pritchard, WA
Don Young, AL
Norman F. Lent, NY

“David F. ‘Emery, ME - .~ =

DEMOCRATS
Did not Sign

Thomas L. Ashley, OH
Robert L. Leggett, CA
Gerry E. Studds, MA
Jerry M. Patterson, CA

REPUBLICANS
Did not Sign

Philip E. Ruppe, MI
Charles A, Mosher, OH

- M.G, Snyder, KY

Pierre S, du Pont IV, DE
Robert E, Bauman, MD




RESOLUTION.

WHEREAS , pursuant to the authority of sections 411 and 412 of
Title 2 of the Canal Zone Code, (76A Stat. 27), at a special meeting
on July 28, 1975, the Board of Directors of the Panama Canal Company
proposed certain amendments to the rules for measurement of vessels
for ’ghe Panama Canal for the purpose of more accurately reflecting
thé earning capacity of vessels using the Cahnal;' and

WHEREAS, at the special meeting of the Board of Directors on
July 28, 1975, pursuant to the provisions of the applicable regulations
of the Panama Canal Company, five members of the Board of Directors
were designated as a panel to conduct a public hearing oh the proposed
changes in the measurement rules; and

WHEREAS, notice of the proposed amendments was published in the

Federal Register on July 31, 1975, (40 FR 32140) and a correction was

published in the Federal Register on August 11, 1975, (40 FR 34619); and

WHEREAS, the notice of the proposed amendments of the measure-
ment rules invited interested parties to participate in the rulemaking pro-
cess through submission of written data, views or arguments, and sub-

mission of supplementary data, views or arguments at a public hearmg

“«‘*to be held in Washmgton B C r on October 6, 19?5~ a‘hd’“?@ £

WHEREAS, in af*cordance with the notice and the provisions of the

Company's regulations governing procedures for rulemaking, interested

o



parties did submit written data, viewsrand arguments and, at the public
hearing on October 6, 1975, submitted supplementary data, views and
arguments in reference to the proposed amendments of the measurement
rules; and

WHEREAS, the panel designated by the Board of Directors to con-
duct the hearing has submitted its report, including the written data
submitted by interested parties and a full transcript of the hearing, with
copies of documents submitted at the hearing and thereafter within the
time fixed by the panel, and the recommendations of the panel with
respect to the proposed amendments of the measurement rules; and

WHEREAS, all relevant matters presented have been considered by
the Board of Directors; and

WHEREAS, the Board of Directors, having given careful consideration
to the assessment of the environmental impact of the proposed amendments
of the measurement rules . has determined that such amendments would not
significantly affect the quality of the human environment;

NOW , THEREFORE BE IT RESOLVED, That, in accordance with sections

411 and 412 of Title 2 of the Canal Zone Code, (76A Stat, 27) the rules

'of measurement of vessels for the Panama Canai prescrlbed by the Premdent o

by Pfoclamatmn 2248 of August 25, 1937 be amended upOn appr‘oval by the SR

President, but not earlier than six months from July 31, 1975 , the date of



publication of notice of the proposed change in the Federal Register,

by amendment of Part 135 of Title 35 of the Code of Federal Regulations

as follows:

PART 135 -- RULES FOR MEASUREMENT

§135.82 [Amended]}

1. In § 135.82 the references to § 135 86
are amended to read § 135. 85 o
§135.33 [Amended]- .

2. Tn the last line of § 125.83 the ret-
erence to §135.88 is smended to read
§ 135.85.

3. Section 135.85 1s revised.to read a.s,

Iollows:

§ 135.85 Certain spaces between inner
- and outer plating of double hottom.

~ Space or spaces between the inner and
-outer plating of the double bottom of a
vessel shall be exempted from measure-
ment, except when used, designsted or
intended for carryving cargo or fuel; but
the tornage of such spaces within. the
double bottom as are or may be used for
carrying ecargo or fuel shall be deter-
mined and inciuded in the gross tonnage.
The tonnage of double bottom  tanks
available for cargo or fuel may -be

obtained by multiplying the liquid-ca-.

pacity weight by the proper conversion
‘factor to get, tons of 100 cublc feet

8§ 135. £6° [Revoked] e

- 4, Section 135.86 is revoked. = -

" 5. Following § 135.112 a new § ISa 113
preceded -by- the undesignated center
heading “Deck Cuco ’ is a.dded reﬂdmc
as follows B ~ -

- DECKCARGO B e

§133.113 Deck cargo.

" If any ship carries stores, timber,

livestock, contziners, or other cargo in

any space upon an open deck not perma-.

nently covered or in spaces exemptled
under paragraphs (a) and () of § 135.~
82, all tolls -and other charges payable
on ihe vessel's net tonnage shall be pay-
eble upon the vessel’s net tonnage (as

defined below in. §§135.271-287 and. . -

. §8135.321-327)  increased by the ton- .
' page of the space occupied at the time . "v'v
“at which the tolls or-other charges’ bes-

come payable by the goods carried upon
deck and not permanently covered or
closed-in. The deck space- occupied by
the goods thus carried shall be deter-
mined at the time of the application of
the vessel for passage-through the canal
and sizll be deemed to be the space lim-
ited by the area occupied by the goocs
and by straight lines enclosing & rectan-
gular space sufficient to include the
goods. The tonnage of the space occu-
pied by the goods shall be ascertained

OF VESSELS

by multiplying together the Ilength,
breadth and depth of said rectangular
space or spaces and dividing the prod-

uct by 100 or 2.83, according as the meas--

urements are taken in feet or meters.
Nothing in this section shall.in any
manner affect the provisions of §§ 135:-
41-42; 135.61-63; 0r.133.81-88. .. v
§135.142. [Amended] o I

6. In § 135.142 the reference to 8§ 135.-
171-135.182 is amended to read <§ 135.-
171-135.183. :

§ 185.175  [Amended] -

7. In $135.175 the last sentence is
amended by adding the words “or fuel”
between the words “cargo" and ‘the
tonnage.” ’

8. Following § 135.182 a new § 135. 183

is added, reading as follows: -
§ 135.183 Hatchwayﬂ. o o

The cubical contents of hatchwa,s

shall be obtained by multiplying the
Jength and breadth together and the
product by the mean depth taken from
the top of heam to ;he Lm.cr.siue of t‘we
hatch cover.

§l35 211 [Amended}
"9, In §135.211 the reference a ths

fourth line to §135.132 is amenaed to
read § 135.133. -
§ 135.271 fAmended]

10, In § 135.271 the reference in thes

second line to § 135.286 15 amended to
read § 135.285.
§ 155.273 [Amended]l

11, In § 135.273 the reference in ths
1ast line {0 § 135.288 is amended to read
§ 135.28

12, In §135274, pamﬂrapn (c)
amended to read as follows: -

.§135.274 Spaces for stowage of stores

" or cargo, not dcduued.

"-i' ‘..-,-j L ’

-

() On- siipply sh;p-; . “stores, supplles'"; R
of all' kinds, distilling machinery and

distilled water, machines, tools and ma-
terial for repair work, mines and mining
materials, torpedoes, arms, and ammuni-
tion.

-13. Section 135.281 is rev:sed to read
as follows: :




$135.221 Spaces used for boatswain’s
stores, deducted.

Spaces used e}'ﬁ*wive’iv for boatswaln’s
stores, including paint and lamp rooms,
shall bhe deducted. The desduction of
spaces under this cection shall bs rea-
sonuble in extent, .

14, Section 135.232 is revised to read
a5 follows: | .

§ 133.282 Spaces used for engineer’s
shops, dedncted.

Spaces used exclusively for engineer’s
shops shall be deducted. The deduction
of spaces under this section shall be rea-

sonable inextent.

15, In § 135.285 the heading of the sec~
tlon and paragranh {(a) are gevised o
read as {ollows: |

§ 133.283 Water ballast
ducted. . .

(a) Water ballast spaees, other than
spaces in the vessel’s double bottom, shall
be deducted if they are adapted and used
only for water ballast, have for entrance
only ordinary circular or oval manholes
whose greatest diameter does not exceed
30 Inches, and are not availabls for the
carriage of cargo, stores, or fuel. Spaces
thatl would otherwise qualify as water
ballast excent that they sre also used
for fuel for the vessel’'s own use shail be
regarded as part of the vessel’s fuel space
as defived In § 125.390. )

* - * *® L]

135286 ° [Revoked]

16. Section 125.286 is revoked,

17, Section 135 987 is revised to
as fol‘ows‘

spaces,

de-

rend

§ 125.2807 Miaking and use of deducted
£DACCS,

Each of the spaces enumerated in
$§ 135.275-135.285, unless otherwliss spe-
cifically siated, shall be subject to such
cenditions and requirements as to mark-~
ing or designalion and use or purpose
as are contained in the navigation or reg-
istry laws of the several countries, but
no space shall be deducted unless the use
to which 1t is to be exclusively devoted
has been appropriately designated by of-
ficial marking. In no case, however, shall
an arbitrary maximum limit be fixed to
the aggregate deduction mazde  under
§§ 125.271~135.285.

§155.522  [Amended]

<18, In § 125.309 ;.herezexence to § 135.~
-2861in the heacing and in.the second lina * -/ -
ot t:xg sect.an 13 amez_;ded to. read § 1350

935
§135.324 [Amended]

19, In 5135324 the reference to
§§ 135.381-135.333 1s amended to read
§§ 135.252-135.354, 135.382.

. 20, Bection 135 327 is revised to read
as follows:

et
RN

§ 135.327 I’mpellmg mmer deductmns,
liow made.

- The deductions made for propeiling
power provided for In §§ 135.323-135.325
shall be made by adding to the space
occupied by the engine room as defined
in §§135.852-135.2 and 135 332, the
spaces available for fuel as deﬁned in
§§ 135.360 and 135.391.

21. 'The undesignated center heading
preceding § 135.351 is 9mendcd to read
as fcllows:

Sracz Occwmn 8Y Erxcine Roou
§ 135, 35 [Hevoked]

22. Saction 135.351 is revoked. .
23. In § 135.252 the last four senfences
are ;evse{i to read as follows:

§ 135.332 What understood by space
orcupied by engine roons,

* * = When a portion ol the space
within the boundary of the cngine or
boiler room is occupied by a tank or
tanks for the storaze of fresh water,
lubﬂca,un*f oll, or fuel, including settling
tanks, the space considered to be within
the engine room shall be reduced by the
space taken up by such tanks. Instala-
tions rot strictly reguired for the work-
ing of the engines or hoilers are not to
be included in the engine room measure-
ment 0o matter where sifuated but given
sgparate deductions when they qualify
undsr §§ 135.271-125.285 and are listed
under »hc appropriate item on page 2 oi’
the Panams Canal Certificate.

24, In §135 353 the last sentence ls
revised to read as follows:

§ 135.353 ]’uIam)er of ascertaining cubi-

cnl content of spaces occupied by en-

gine room. .
- * + Add such contents, as well s
those of the space occupied by the shaft
trunk snd by any donkey engine and
boiler located 'within the boundary of the
engine rocm or of the light and z2ir cas~
ing above the engine yoom and used in
connection with the main machinery for
propeliing the ship, to the cublcal con-
tents of the space below the ¢crown of the
engine rocm; divide the sum by 100 or
by. 2.33, according as the measurements
are taken in feet or melers, and the re-
sull shall be deemed to be the space
occupied by the engine room for pur-
poses of culeulating ihe dedamon Ior
propelling power.

-25. Section 135.35% is. rev.sed 6. reaxi- C
,.as Lollows:.: "y o O o
§ 13.:.:)34 W!.mnm' f)f asceflainitg cubi-

cal conient of spaces occupied by ¢ I
Fin€ room; where engines and boilers
are in separate compartments.

If In any ship in which the space for
propelling power 1s fo be measured tha
engines and boilers are in separate com-
partments, . the cortents of each com-
partment shall be measured separately




in like meanner, according to the zbove
method; ond the sum of the tonnage of
the spaces included in the several comi-
partments shall be deemed to be the
space occupied by the engine room for
purposes of calculating the deductwn
for propelling power, . .

§ 135.28) [Revoked]

25. Section 135.381 and the undesig-
nated center heading preceding that sec~
tion reading “PropeirLive POWER DEDUC
r1oW For VEssers Wrry Fixep BUNKERS,
or Havorg Foen~Qimm  COMPARTMENTS
TaAT CANKOT B UseEd 10 STOW CARGE OR
Sroxes” are revoked. -

§ 135.333 [Revoked]

27. Section 135.383 is revoked.
- 28, Two mnew sections numbered
£3 135.350 and 135.381, preceded hy an
undesignated -center heading *“‘Seiacses
AVAILATLE ¥OR CARRIAGE OF Fm:z." are
added, reading as follows:

Spaces AVAILABLE ¥OR CARRIACE OF FUEL

§1325.390 ‘Snace-ﬂ availuble for the car-
rizge of fuel.

. Ttxe spaces available for the carrlags
of fuel will include the actual volume of
‘tanks or fixed compsariments for the
siorage of lubricating oll or fuel, includ-
ing setiling tanks, which eannot be used
to stow cargo or stores 2nd which have

been certified Ly official marking {o be,

" spaces for the vessel's own fuel. Dual
purpose fuel tanks whose only other use
is for the carriage of water ballast will
be included in the fuel deduclicn pro-
vided they have been included in the
gross tonnage ond qualifly in all ollsr
respoets for a deduction. R

8 135391 Manner of asceriaining cubi~
: cal contents of spaces available for
the carriage of Iuel. -

The cubical comemo of the above-
named spaces available for the carriage
of fuel shall be ascertained in accordance
with the following provisions: For each
fuel tank or compartment, measure the
mean lengih. Ascertein the area of three
transverse sections of the shin (as seb
forth in §% 135.141 or 1535.142-135.241 for
the calculation of the gross tonnage) to
the deck which covers the tank or com-
partment. One of these three sections
must pass through the middle of the

‘aforesald length, and the.two others:
. - through tne {wo extremeties. Add tothe: 3’
i fsum of t.‘ne two. extr»me sechions fdur-,

“times the middle on 1e, and rullinly the
sum thus cblained by the third of the
distance hetween the two section. This
product, divided by 100 i the measure-
ments are token in English feet, or by
2.83 i they are laken in meters, gives
the wnnage of the spaced measured.
When they cannot be readily measured,
the tonnage of tanks may aiso be ob»
tained by using liguid capacity times the

‘conversion factor with one-sixth off for

frames in ¢ase of peak tanks and one-
tweifth off in case of wings or deep tanks.

§ 135 412 [Aynendcﬂ]

29, In § 135.412 the words and ﬁo’ures‘
in the second, third, and fourtnh lines
“oti‘xer than fuel svaces deducted under
§§% 135.351-133.284" ave revoked.
30. Section 135.511 is re\awd to read
as follows:

§135.511 Admmu-tmuon 0( ru}es. o

Ths rules of measurement provided in
this part sholl be adininistered by the
President of me }?a.nmna. Canal Com-~
pany.

[FR Doe, 0»3147:) P’ded 11-—"0—~ov,8 45 am}




BE IT FURTHER RESOLVED, That the Secretary of the Panama Canal
Company cause notice of the adoption of the amendments of the mea-

surement rules to be published in the Federal Register in the form pre-

scribed by applicable laws and regulations.

BE IT FURTHER RESOLVED , That upon publication of the said notice

of amendment of the measurement rules in the Federal Register, the
Stockholder of the Panama Canal Company transmit the amendments of

said rules to the President for his approval.

Approved except for Section 135.113 which would provide for
the inclusion in net tonnage of the space occupied
by deck cargo:

Date:




THE WHITE HOUSE

WASHINGTON

Dear Mr. Secretary:

Pursuant to Section 411 of Title 2 of the Canal Zone Code, I have
reviewed the request of yourself and the Panama Canal Company regarding
rules of measurement of vessels transiting the Panama Canal.

I have approved the proposed amendments with the exception of 35 CFR
135.113, the provision for the inclusion in net tonnage of space
occupied by on-deck cargo. In principle, I concur that on-deck
cargo should be subject to toll assessment, 1ike below-deck cargo.

I am concerned, however, that this proposed amendment may tend to
discriminate against containership operators. I note, for example,
that 1975 data show that toll assessments per ton carried were $2.12
for containerships compared with $1.15 for general cargo ships. The
on-deck cargo amendment would dramatically increase containership
toll assessments and therefore increase this disparity. 1 encourage
you and the Company to further review the tonnage measurement

system to determine if it is prejudicial to certain classes of
carriers and, if so, to recommend remedial measures.

I am also greatly concerned over the Panama Canal Company's financial
condition, generated by rapidly rising costs and declining vessel
transits. Recognizing that the Panama Canal Company and Canal Zone
Government are actively seeking to restrain cost increases, I
nevertheless request that your office and the Company determine

where further reductions can be taken. These reductions are necessary
to retain the Company's strict self-sustaining financial status and to
minimize any general toll increase which may be needed. Your review
should encompass both capital construction and operating expenses of
the Panama Canal Company and the Canal Zone Government.

Respectfully,

Honorable Martin R. Hoffman
Secretary of the Army
Washington, D. C. 20310




U Attachment

THE WHITE HOUSE

WASHINGTON

Dear Mrs., Sullivan:

This is 1in further reply to your December letter to me regarding the
measurement rule amendments proposed by the Panama Canal Company
and the Secretary of the Army. '

I have carefully reviewed the issues. For the reasons cited in my
Tetter to the Secretary of the Army (copy attached), I have approved
the proposed amendments with the exception of the so-called "on-deck
cargo” amendment. As you know, this is the most important of the
amendments proposed for my approval.

As you will note, I have encouraged the Secretary of the Army and
the Panama Canal Company to review further the tonnage measurement
system to determine if it is prejudicial to certain classes of
carriers, and if so, to recommend remedial action. This action
also will provide your committee the opportunity to review issues
pertaining to the Company's toll structure and financial status,
as the committee finds appropriate.

Respectfully,

Honorable Leonor K. Sullivan
Chairman

Merchant Marine and Fisheries
House of Representatives
Washington, D. C. 20515
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cc: Honorable Ralph H. Metcalfe
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THE WHITE HOUSE

WASHMINGTON

Dear Mr. Chairman:

This is in further reply to your December Tetter to me regarding the
measurement rule amendments proposed by the Panama Canal Company and
the Secretary of the Army.

I have carefully reviewed the issues. For the reasons cited in my
letter to the Secretary of the Army (copy attached), I have approved
the proposed amendments with the exception of the so-called "on-deck
cargo" amendment. As you know, this is the most important of the
amendments proposed for my approval.

As you will note, I have encouraged the Secretary of the Army and the
Panama Canal Company to review further the tonnage measurement system
to determine if it is prejudicial to certain classes of carriers,

and if so, to recommend remedial action. This action also will
provide your committee the opportunity to review issues pertaining

to the Company's toll structure and financial status, as the
committee finds appropriate.

Respectfully,

Honorable Warren G. Magnuson
Chairman

Committee on Commerce

United States Senate
Washington, D, C. 20510

cc: Russell B. Long






