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ABSTRACT

The U.S. military relies upon four primary sources of strategic sealift tankers in moving
military fuels to theaters of war. These sources include the tankers of the Military Sealift
Command, the Ready Reserve Force, the U.S. flag fleet, and the Effective U.S. Control
(EUSC) fleet. The latter two sources can be called upon following the declaration of a
state of national emergency by the President. The EUSC fleet consists of vessels owned
by U.S. corporations that operate under the foreign flags of Panama, Honduras, Liberia,
the Bahamas, and the Marshall Islands. While the U.S. flag vessels would be called upon
initially, the EUSC fleet represents a significant source of tanker tonnage when U.S. flag
vessels are exhausted. However, the EUSC fleet has been in a state of decline since the
late 1970’s in response to unfavorable U.S. tax laws, versus the tax laws of other
maritime nations, regarding shipping income earned by U.S. companies through foreign
subsidiaries.

This study investigates the historical decline of the EUSC tanker fleet and provides a
forecast of the size of this fleet through the start of 2016. Analyses are performed to
determine the ability of the fleet to deliver fuels to theaters of war under pending non-
double hulled tanker phase out requirements and under various distances to theater.
Throughout the study, the total tanker sealift resources available to U.S. military planners
are noted, and the significance of the EUSC fleet’s contribution to this pool of tankers is
emphasized. Potential shortfalls in total tanker resources for military purposes are
identified as early as the start of 2006. Recommendations for rebuilding the EUSC fleet
and improving its military potential over the long term are provided. In addition, a near
term solution to potential shortfalls in tanker tonnage is provided that calls for the use of
EUSC tankers currently not considered militarily useful by the Joint Chiefs of Staff.

Thesis Supervisor: Henry S. Marcus
Title: Chairman, Ocean Systems Management Program
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CHAPTER 1

INTRODUCTION

The strategic sealift plans of the United States military rely on a variety of sources to
meet the predicted requirements for marine vessels during military emergencies. The
U.S. military’s initial source of strategic sealift vessels comes from vessels owned or on

. long-term charter by the Military Sealift Command. These vessels are maintained in a
constant state of readiness and serve actively in support of the U.S. military. As
additional vessels are required to meet military sealift needs, the Ready Reserve Force
(RRF), which is maintained by MARAD, would be activated if U.S. flag or foreign flag
ships were not available for charter. Following the commitment of both the MSC vessels
and the RRF, the U.S. government could declare a national military emergency and either
begin the rt_:activation of the National Defense Reserve Fleet (NDRF) or authorize the
acquisition of U.S. flag merchant ships and/or certain foreign flag vessels that are
majority owned by U.S. citizens. The latter category of ships is referred to as the
Effective U.S. Control fleet or the EUSC fleet. Throughout this study it should be noted
that U.S. flag vessels take precedence over EUSC vessels as long as U.S. flag vessels are

available.

The Effective United States Control (EUSC) Fleet is comprised of merchant vessels,
registered in Liberia, Panama, Honduras, the Bahamas, and the Marshall Islands, that are

owned and operated (often through foreign subsidiaries) by American companies in



international shipping, and which are available for requisition, use, or charter by the U.S.
in the event of war or national emergency. Tankers represent the predominant type of

vessel in the EUSC fleet.

The purpose of this research is to investigate the history and expected future of the EUSC
fleet, especially the growth, decline, and military relevance of the tanker portion of this
fleet. The presumed historical and future decline in the size of this fleet since the late
1970’s was the impetus for this study. It is also presumed that current U.S. tax laws
regarding shipping mcome from foreign subsidiaries of U.S. parent corporations are the
primary cause of this decline. A principal concern is that the continued decline in both
the U.S. flag and the EUSC fleets will result in a shortage of reliable tanker tonnage for

U.S. military planners.

The first part of this report presents the size of the EUSC fleet from 1970 through 2001
utilizing publicly available sources Of information. This portion also provides the
Department of Defense’s definition of a “military useful” tanker that will be applied
throughout the remainder of the study. In addition, a legal history is included that
provides some insight into the causes of the growth and decline over these three decades.
The second section of this report contains an investigation of the projected future of the
EUSC fleet through the start of 2016 based upon the pending application of double hulled
tanker legislation and the current trends in the EUSC fleet. A comparison of this study’s
projected supply of sealift tankers to the projections of the most recent unclassified DoD

study is a major emphasis. The final section of this study presents an option for



increasing the number of EUSC sealift tankers available in the future by expanding the

definition of a militarily useful tanker.

ORGANIZATION BY CHAPTER

Chapter 2 provides the history of the U.S. owned, foreign flag fleet and the EUSC fleet
using publicly available information. The EUSC fleet is a subset of the U.S. owned,
foreign flag fleet and is differentiated by the possession of certain flags of convenience
on its vessels. This chapter examines the historical _sizc of both fleets, including their
tanker fleet subsets, for 1970 through 2000. Although not the emphasis of this report, the
strategic tanker sealift contributions of the Military Sealift Command, National Defense
Reserve Fleet, Ready Reserve Fleet, and U.S. flag fleet are also discussed. An important
aspect of this chapter is the introduction of the most recent Joint Chiefs of Staff definition
of a militarily useful tanker. Using this definition, the size of the primary fleet of
militarily useful tankers available to U.S. military planners in 2901 is identified and

compared to a GAO report on the size of this fleet in 1990.

Chapter 3 provides the legal history of U.S. tax laws related to shipping income earned
by U.S. corporations from foreign subsidiaries, which is the typical manner in which U.S.
owned vessels .are operated under flags of convenience. The text of this chapter is
sourced from a report that considers the effect of U.S. tax laws on the EUSC fleet and the

possible methods of reversing its decline. This information is cited in this study in order
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to provide some explanation for the growth and decline of the EUSC fleet over the

previous three decades.

In Chapter 4, a brief literature review is provided that supports the need for the EUSC
fleet in the context of providing a source of tanker sealift vessels. The text in this chapter

is an excerpt from the same report cited in Chapter 3.

The current size and future capabilities of the militarily useful, EUSC fleet are the topics
of Chapter 5. In this chapter, a variety of analyses are performed to estimate Fhe size and
capacity, in terms of delivery to a theater of war, of the militarily useful, EUSC fleet for
June 2002 through the start of 2016. Both Oil Pollution Act of 1990 and MARPOL 13/G
(Revised) regulations concerning the phase out of non-double hulled tankers are
considered. A baseline analysis considers the deliverable capacity of the fleet for a
distance to theater of 3000 nautical miles. Other analyses demonstrate the effect of
varying the distance to theater and of introducing replacement tonnage after 2002. In
addition, the OPA 90 regulations and the current trends in the Jones Act tanker trades are
considered in developing projections of the size of the U.S. flag tanker fleet for the start
0f' 2006, 2011, and 2016. The final section of this chapter compares the total number of
militarily useful tankers projected to be available for the start of 2006 to the projected
requirements contained in the unclassiﬁéd version of the MRS-05 Tanker Sealift
Analysis report, which is the most recent publicly available study of the strategic tanker

sealift needs of U.S. military planners.
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A short term solution to the potential tanker shortages identified in Chapter 5 is presented
in Chapter 6. When the U.S. military runs out of suitable tankers, it is forced to turn to
the vessels of NATO members and other allies or to chartering foreign flag vessels
owned by non-U.S. companies. An alternative to this approach is to expand the
definition of militarily useful to include EUSC tankers of sizes over 100,000 dwt. The
suitability and potential uses of larger EUSC tankers is the major emphasis of this
chapter. The use of larger tankers is analyzed in the context of the number of
Handysized, foreign owned tankers that can be replaced by the use of a single Aframax,

Suezmax, or VLCC tanker.
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CHAPTER 2

PUBLICLY AVAILABLE INFORMATION ON THE EUSC FLEET
AND RELATED SEALIFT RESOURCES

As the MRS-05 Sealift Tanker Analysis confirms, the adequate transport of petroleum,
oil, and lubricants (POLs) to a military theater is critical to the highly fuel dependent
operational requirements of the Department of Defense (DoD). Therefore, one of the
most important categories of military sealift vessels is tankers, a category in which the
EUSC fleet traditionally has been strong. In this chapter, historical and current
information on the EUSC fleet as a source of military sealift tankers will be summarized.
In addition, a comparison of the total strategic sealift resources available to U.S. military

planners will be presented.

U.S. OWNED, FOREIGN FLAG FLEET

It is important to differentiate between U.S. owned vessels registered in foreign countries
generally and those U.S. owned, foreign flag vessels in the EUSC fleet. The latter is a
subset of the former, and in terms of military sealift planning has, as will be explained

herein, much greater significance.

It has been a common practice, dating back to the Nineteenth Century, for American
shipowning companies to own and operate vessels under various registries for a variety

of reasons: lower construction and operating costs, lower tax (certainly so in earlier
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years), very attractive subsidies, marketing or natural resource extraction opportunities,
national flag requirements, neutrality in time of war, etc. Particularly in earlier years, the
size of the overall U. S. owned, foreign flag fleet was indeed substantial. For instance, if
the U.S. owned segment of foreign flag tonnage in 1900 was deemed to be a fleet all by
itself, compared to other national flag fleets it would have ranked as the fourth largest

fleet in the world.

In the early years of the Twentieth Century, the European registries accounted for most of
the American owned tonnage registered abroad. Howcever, in the 1920s and increasingly
so in the 1930s American shipowners registered vessels in Panama and, to a much lesser
extent, Honduras. These registries, along with more recent additions, are sometimes
referred to pejoratively as “flags of convenience,” although the phrase “open registries”
(a United Nations creation) is more commonly accepted today. As distinguished from the
so-called “traditional registries” of the United States, Europe, Japan, etc., the open
registries offer shipowners of other nations no restrictive shipowning nationality
requirements, no national restrictions on shipbuilding or repair, no limitations on crew
nationalities, less restrictive manning requirements, and more favorable tax structures.
Today, open registries still account for a significant percentage of the world’s merchant
tonnage. U.S. shipowning companies were once the predominant nationality among
owners of open registry tonnage but their share has declined sharply in more recent years.
On the other hand, American shipowners, ever since the onset of World War 11, have

continued to favor open registries over other traditional foreign registries as well as the
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“second registries” some European nations have adopted to be more competitive with

open registries.

Nevertheless, there are currently a small number of vessels owned by U.S. shipowning
companies and registered in several foreign nations other than Liberia, Panama,
Honduras, the Bahamas and the Marshall Islands. Notably, under U.S. law (Section 902
of the Merchant Marine Act of 1936, as amended in 1939) these vessels would be subject
to requisition, use or charter by the United States in the event of a national emergency.
However, they cannot be deemed to be under Effective U.S. Control because they do not
meet the considerations established by the Joint Chiefs of Staff following World War 11,
one of which is that the nation of registry must be “...willing and able to bring the vessel
under control of the United States in an emergency for such use as the United States may
wish to make of the vessel...” (J.L.S. 1454/11). From the standpoint of military sealift
planning, the problem is that the non-EUSC flag states have not tacitly or explicitly
consented in advance to making the U.S. owned ships flying their flags available in such
manner because they may want the vessels to meet their own sealift needs, or because of
political, sovereignty or neutrality considerations, etc. Thus, reliance on non-EUSC
vessels to meet U.S. emergency sealift needs would be, at best, problematic. The
problem is compounded by the rule of international law that clearly recognizes the

paramount rights of the flag states to exercise control over vessels flying their flags.

On the other hand, there is some value in tracing the growth and decline of the overall

U.S. owned, foreign flag fleet because there are some clearly discernible parallels with
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the growth and decline of its subset, the EUSC fleet. In considering these parallels it
should be kept in mind that the overall U.S. owned, foreign flag fleet has been generally
impacted by the 1975 and 1986 changes in U.S. tax laws to the same extent as the EUSC

fleet.

The historic trends of both the U.S. owned, foreign flag and the EUSC fleets will be
traced from 1970 to 2000. This period covers the growth of these fleets to their historic
peaks and their subsequent decline through the year 2000 in terms of deadweight tonnage
(dwt). Data for earlier years was intermittent and deemed less important with regard to
the impact of the changes in U.S. tax laws in 1975 and 1986. However, it is useful to
first consider the importance placed upon obtaining access to sealift vessels by military
planners in the wake of World War II. The Merchant Vessel Register was a quarterly
report compiled by the Merchant Vessel Section of Naval Transportation Service in the
Office of the Chief of Naval Operations that tracked the inventory of U.S. controlled
merchant vessels. Th_is publication monitored government owned and privately owned
vessels, including both the U.S. flag and the effectively controlled foreign flag fleets.
The June 30, 1949, Register reports that the modern EUSC fleet contained 202 vessels
with a combined dwt of 2,476,500, which included 140 tankers consisting of 2,063,900
dwt. Even in an era where the U.S. flag fleet of 1202 vessels dwarfed the EUSC fleet, the
EUSC tankers still accounted for 22 percent of America’s tanker sealift planning by dwt.
In the years after 1949, the size of the U.S. owned, foreign flag fleet grew rapidly until
the mid-1970’s. Since its peak, this fleet has experienced a substantial decline while the

total world fleet has continued to grow. It will be demonstrated in the remainder of this
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chapter that the current significance of the contribution of the EUSC tanker fleet to

America’s sealift planning has increased despite its present state of decline.

The historic trends of the U.S. owned, foreign flag fleet in terms of number of vessels and
of dwt since 1970 are contained in Figure 2.1 and Figure 2.2 respectively. From these
graphs, it is apparent that the total number of vessels in the overall U.S. owned, foreign
flag fleet peaked in approximately 1976 and has been in decline since that year. The
sharpest period of decline in terms of total numbers occurred between 1981 and 1989. In
terms of dwt, the total fleet size decljned by 72 percent between 1981 and 2000. Between
1986 and 2000, the total dwt declined by 53 percent. The MARAD database of the U.S.
owned, foreign flag fleet for April 2000, the last year for which a complete MARAD

database of the U.S. owned, foreign flag fleet is available, is contained in Appendix A.

The composition of the U.S. owned, foreign flag fleet includes container vessels,

breakbulk vessels, passenger vessels, bulk carriqrs, and tankers. The largest segment of

this fleet is the tanker portion, which accounted for 82 percent of the total dwt of the fleet

in 2000. The trend in tanker ownership by U.S. companies has followed the historic

pattern of the combined U.S. owned, foreign flag fleet. Figure 2.3 displays the total

number and total dwt of tankers within this fleet from 1970 to 2000. In 2000, there were
| a total of 130 tankers. The dwt of this subset of the U.S. owned, foreign flag fleet

dropped by 56 percent between 1986 and 2000.
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5) U.S. Owned, Foreign Flag Fleet Database, MARAD, April 2000.

Figure 2.1, Historical U.S. Owned, Foreign Flag Fleet - # of Vessels

The long term decline of the U.S. owned, foreign flag fleet reflects the selling or
scrapping of vessels by their owners. It is apparent that vessels were removed from this
fleet at a faster pace than owners sought to replace those ships. Figure 2.4 presents the
average age of the vessels comprising the U.S. owned foreign flag fleet from 1978 to
2000. The graph reveals a steady increase in the average age of the fleet between 1978
and mid-1996, which reflects the tendency of U.S. owners to avoid replacing ageing

vessels after 1978. Since 1996, the average age has stabilized at about 15 years.
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Figure 2.2, Historical U.S. Owned, Foreign Flag Fleet — Total DWT of Fleet

An additional measure of the decline of the U.S. owned, foreign flag fleet is the decrease
in the number of U.S. companies participating in this industry. The total number of U.S.
companies that owned foreign flag vessels in 1987, 1990, 1993, 1997, 1999, and 2000 is

presented in Table 2.1. In 2000, seventeen American parent companies owned foreign

flag tankers.
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Figure 2.3, Historical U.S. Owned, Foreign Flag Tankers — # of Vessels & Total DWT
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Table 2.1, Number of U.S. Owners of Foreign Flag Vessels
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EFFECTIVE U.S. CONTROL FLEET

A. Historical Perspective

Effective U.S. Control is a long standing policy formulated by the Joint Chiefs of Staff
that has its roots in the years leading up to and during the World War II. In essence, it
provides that U.S. owned vessels registered under the laws of certain open registries can
be deemed to be under the effective control of the United States for use in time of
national emergency. It is noteworthy that not all open registries (e.g., Cyprus, Malta,
Vanuatu, St. Vincent, etc.) have been deemed to be eligible EUSC registries, but that the
five eligible open registries have all come into being with the strong support of American

shipowning interests and, in most cases, the indirect support of the U.S. government.

The formulation of EUSC policy and the growth of open registries have run on parallel
courses. Panama created the first open registry in the early years of the 1920s when two
former German flag passenger vessels, having been transferred to the U.S. flag as war
reparations, were transferred by Harriman Lines to the Panamanian registry in order to
avoid the prohibition against sale of alcohol on U.S. flag vessels under the Volstead Act.
In the years that followed another open registry came into being when the United Fruit
Company began to register its ships in Honduras. The Panamanian fleet experienced a
growth spurt during the mid-1930s when the Standard Oil Company of N.J. transferred
its fleet of 25 tankers flying the flag of the Free City of Danzig to Panama in order to

assure that the ships did not fall under Nazi control.
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As originally enacted, the emergency requisitioning and use authority under Section 902
of the Merchant Marine Act of 1936 applied only to U.S. flag vessels. In the spring of
1939, however, as the likelihood of war in Europe and the Far East became increasingly
apparent, Rear Admiral Emory S. Land, Chairman of the United States Maritime
Commission and the official responsible for marshalling the nation’s sealift assets during
World 11, appeared before Congress to urge enactment of certain amendments to Section
902 that the Navy and the Maritime Commission believed were “desirable, in the interest
of our national defense.” He told Congress that “...The power to requisition or purchase
should not be confined to vessels ‘documented under the laws of the United States,’
because many vessels owned by our citizens are now under foreign registry.
Accordingly, the authority to requisition or purchase should extend to all vessels or
watercraft owned by citizens of the United States.” (Hearings on H.R. 4983 Before the
House Committee on Merchant Marine and Fisheries, 76" Cong., 1% Sess. (1939), p. 9)
(Emphasis added.) The House Report on Section 902 repeated verbatium this portion of
his testimony. The amended Section 902 was enacted into law three weeks prior to the

Nazi invasion of Poland.

When the war began, the Neutrality Act of 1939 prohibited U.S. flag vessels from trading
with belligerents. This caused the Roosevelt Administration, seeking to ship oil and
other essential supplies to Great Britain and France, to encourage the transfers of 70 U.S.
flag ships to Panama and Honduras. In 1941, before the United States entered the war,
the Maritime Commission requisitioned (under a statute passed earlier that year) 40

Danish flag vessels in U.S. ports and then arranged for the transfer to Panama of 30 of the
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vessels, which were then operated by U.S. shipping companies. During 1941 and 1942
the Maritime Commission also arranged for the transfer of 47 other European owned
vessels (primarily Italian and Finnish) it had seized in U.S. waters. Various other
European flag vessels, including Norwegian and Greek ships, were transferred to Panama
by their owners in order to assure that authorities controlled by the Germans would have
no legal claim over them. Throughout the war the Panamanian and Honduran flag ships
sailed alongside U.S. flag ships and other allied vessels, suffering many losses in the
process. For instance, the ESSO tanker fleet flying the Panamanian flag lost 20 ships to
enemy action, while the United Fruit Company fleet lost 17 ships. By May of 1944 the
War Shipping Administration controlled a total of 127 Panamanian flag ships, including
61 owned and under charter from American companies and 66 either confiscated or
requisitioned by the United States and operated for the most part by American

companies.

It was during the war that the term “effective control” was adopted by the War Shipping
Administration to differentiate between U.S. flag ships and those under foreign flags,
principally Panamanian. In 1945 the Joint Chiefs of Staff considered the role of
merchant shipping from the standpoint of national defense and concluded that “to be
effective as an instrument of national defense U.S. merchant shipping should be under
U.S. flag or effective U.S. control....” It further stated that “the term ‘effective United
States control’ as applied to shipping is considered to include all shipping which can be

expected to be available for requisition by the United States Government in time of
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national emergency even though such shipping may not be under the United States

flag...” (J.C.S. 1454/1).

In 1947 the Joint Chiefs of Staff clarified its earlier definition, apparently seeking to

resolve the problem of those flag states that would not consent to the use of the vessels in

their registries by the United States, as follows:

“The term ‘effective United States control’ as used [in J.C.S. 1454/1]
appears to be inadequately defined. On a number of occasions doubt as to
the meaning of the term has arisen. Except through agreement there are
no legal means by which the United States can regain control of a United
States merchant vessel the registry of which as been transferred to another
country. From a legal standpoint therefore it can be considered that the
only time a vessel is under absolute ‘effective United States control’ is
when it flies the United States flag.

Actually, however, there are certain countries in this hemisphere which
through diplomatic or other arrangements will permit the transfer to their
registry of United States ships owned by United States citizens or United
States corporations and allow these citizens or corporations to retain
control of these vessels. Prior to entry of the United States into World
War 11, United States vessels were transferred to Panamanian registry for
the purpose of rendering aid to the allies. Such a case as the above can be
considered to be within the meaning of the term ‘effective United States
control.’

When the foreign authorities who are in a position to dictate to the owner,
master, crew, charterer or other individual or agency having physical
control of the vessel are willing and able to bring the vessel under control
of the United States in an emergency for such use as the United States may
wish to make of the vessel, such vessel may also be considered to be under

‘effective United States control.” It can be concluded, therefore, that the
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primary considerations in determining whether or not a United States

merchant ship would still be under ‘effective United States control’ are:

a. The practice followed in the past in regard to transfer of United
States merchant vessels to foreign registry.

b. The status of diplomatic relations between the United States and
the foreign country concerned.

C. Its relations with countries opposed to our system of government
or foreign policy.

d. Proximity of the foreign country to the United States.

e. The stability of its government.” (J.C.S. 1454/11)

World War II had introduced many U.S. shipping companies to open registries.
Following the war the Merchant Ship Sales Act of 1946 enabled the companies to acquire
tankers and dry cargo vessels built during the war and transfer them to foreign registry.
This growth spurt caused American shipowners to seek out another open registry more to
their liking. In 1948, while preparations for a new Liberian registry were underway, the
Joint Chiefs of Staff approved the status of Liberia as an EUSC registry, conditioned on
the agreement by the Liberian government and shipowners that vessels would be returned

to the United States in time of emergency.

For more than three decades the so-called PANLIBHON registries constituted the three
eligible EUSC registries. However, in the early 1980s in the wake of political turmoil in
Liberia, American shipowners undertook the search for another desirable open registry,
an effort that resulted in the modernization of the almost moribund Bahamian registry,

which was recognized as an eligible EUSC registry in 1983. In 1990, again with the
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support of American shipping companies, the Marshall Islands also was recognized as an

eligible registry.

B. Growth and Decline

Not surprisingly, the growth and decline of the EUSC fleet over the past three decades is
similar to the historical pattern of the overall U.S. owned, foreign flag fleet. In addition,
the patterns of an increase in average age and of a decrease in the numbers of
participating U.S. companies for the U.S. owned foreign flag fleet also apply to the
EUSC fleet. Figure 2.5 and Figure 2.6 provide the trends {or this fleet’s size for the
period 1970 to 2000 and 1981 to 2000, respectively. From Figure 2.5, a reversal of the
decline in the number of EUSC vessels is apparent between 1989 and 1997. This
upswing corresponds to a similar trend for this period for the U.S. owned, foreign flag
fleet. It is possible that the addition of the Marshall Islands to the list of eligible flag
states in 1990 was a cause for this upturn as both U.S. owners using ineligible foreign
flags and several U.S. flag owners switched to the Marshall [slands registry. The
historical pattern for dwt in the U.S. owned, foreign flag fleet is also included in Figure
2.6. A comparison of the sizes of the EUSC and total U.S. owned, foreign flag fleets
reveals that the EUSC fleet encompasses the vast majority of the total fleet, which
suggests that references to these fleets have increasingly become synonymous. While
the number of EUSC and U.S. owned, foreign flag vessels realized an increase between
1989 and 1997, the total dwt of both fleets has maintained its decline. The number of
tankers and total dwt of this portion of the historical EUSC fleets are presented in Figure

2.7. In 2000, the tanker subset comprised 84 percent of the total dwt of the EUSC fleet.
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Figure 2.6, Total DWT of Historical Fleets: U.S. owned, foreign flag and EUSC
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On a dwt or carrying capacity basis, the EUSC tanker fleet has experienced a 72 percent
decline between 1978 and 2000. For the period 1986 to 2000, the dwt of the tanker

portion of the EUSC fleet dropped by 57 percent.
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Figure 2.7, Historical EUSC Tanker Fleet — # of Vessels & Total DWT

MILITARILY USEFUL EUSC TANKER FLEET

The numbers presented in Figure 2.7 represent the totals for all tanker vessels in the
EUSC fleet. In terms of military sealift capabilities, not all of these vessels can be
defined as militarily useful. The term militarily useful has different relevance in regard to

dry cargo vessels and bulk liquid carriers. In addition, the Joint Chiefs of Staff has
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altered the bulk liquid carrier standard over time. For example, the 1990 tanker standard
was identified as:

v Sized between 6,000 and 100,000 dwt

v Possessing a beam less than 106-feet

v' Capable of handling petroleum product cargos.'
This standard permitted the use of chemical carriers but excluded specialty tankers, such

as liquefied natural gas (LNG) carriers.

For the tank vessels of concern in this study, the term refers to bulk liquid carriers,
including most types of tankers and integrated tug-barges, that meet the following criteria
as defined by the Joint Chiefs of Staff under CJCSI 3110.11B of January 30, 1996:

v Sized between 2,000 and 100,000 dwt

v" Possess a speed greater than 12 knots.
While chemical carriers are deemed militarily useful, specialized tankers such as

liquefied natural gas (LNG) and liquefied petroleum gas (LPG) are still excluded.

Most literature on the subject of the EUSC fleet does not provide information on the
historical size for the militarily useful portion of this fleet. As a result of the decline in
the total size of the EUSC fleet over recent decades, the remaining militarily useful
portion has become an increasing concern for military sealift planners. Two sources
provide a limited historical view of the militarily useful tankers within the EUSC fleet. A

1990 Government Accounting Office (GAO) report cited the U.S. Navy as identifying 92

'U.S. General Accounting Office, Tax Policy: “Uncertain Impact of Repealing the Deferral for Reinvested
Shipping Income”, (GAO/GGD-90-35), Washington, D.C., 1990.
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militarily useful tankers to be drawn from the EUSC fleet. As of January 2001, the
Maritime Administration’s (MARAD’s) database of militarily useful tankers within the
total EUSC fleet identified 63 vessels. The information from these sources indicates a
decline of approximately 32 percent in the number of militarily useful tankers in just over
a decade. Table 2.2 provides the size and composition of the militarily useful portion of
the EUSC tanker fleet as contained in the MARAD database for January 1, 2001. The
2001 MARAD database for the militarily useful EUSC fleet is contained in Appendix B.

The average age of this portion of the EUSC fleet was 13.4 years in 2001.

Characteristics
Type # DWT Barrels
Product Tanker < 80,000 DWT 28 1,281,928 9,595,005
Product Tanker > 80,000 DWT 7 609,250 4,369,410
Crude Carriers 18 1,642,623 11,702,755
Chemical Tankers 10 210,077 2,875,286
Total 63 3,743,878 18,947,451

Source: Maritime Administration, U.S. Department of Transportation, Militarily Useful, EUSC Tanker
Fleet Database, January 2001.

Table 2.2, Size and Composition of the Militarily Useful, EUSC Tanker Fleet (2001)

The militarily useful standard for 1996 will be the baseline applied to all EUSC and U.S.
flag tankers throughout this study. There are additional standards that can be applied to
the tanker fleets. One additional requirement for modern tankers calls for the vessel to be
25 years or less in age. This condition is appropriate as many refineries and prominent
oil companies are refusing to deal with tankers over this age. This standard was included
by the military planners in the MRS-05 Sealift Tanker Analysis report. Another
requirement, that is appropriate in light of the Oil Pollution Act of 1990 and MARPOL’s
Resolution 13/G, involves the phasing out of non-double hull tankers. These regulations
will be discussed further in Chapter 5. As these regulations take effect, there will be few

remaining trade routes where non-double hulled tankers will be permitted to trade.
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Therefore, it seems reasonable to expect that these vessels will be scrapped upon reaching
their respective phase out dates. Where these requirements are applied in addition to the

JSC militarily useful standard, it will be noted.

OTHER SOURCES OF MILITARY SEALIFT TANKERS

There are three other primary sources of strategic sealift vessels available to U.S. military
planners in addition to EUSC vessels. These sources include the Military Sealift
Command, the National Defense Reserve Fleet, and the privately owned, U.S. flag
merchant fleet. In addition, the MSC can charter foreign owned tankers, but these ships
are not considered for planning purposes. The past and present sizes of these fleets are

summarized in the following sections.

Military Sealift Command

The Military Sealift Command (MSC) operates a fleet of dry cargo ships and tankers in
support of U.S. military forces. As a part of the U.S. Navy, this fleet is active in both
peacetime and during military crises. These vessels are directly owned by the U.S.
government, borrowed from the Ready Reserve Force (RRF) maintained by MARAD, or
obtained through long-term charters of U.S. flag vessels owned by U.S. companies or
citizens. According to its official website, MSC currently operates 122 active, non-
combatant vessels in sealift, prepositioning, special mission, and naval fleet auxiliary
force roles. MSC’s operating plans call for a pool of fiteen Common User Tankers
comprised of nine RRF and six long term chartered vessels. The six chartered vessels are

privately owned, U.S. flag product tankers. For the purposes of this report, the chartered
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vessels are considered the only MSC vessels that could be committed to supporting the
transport of POLs during military emergencies. The RRF tankers are included with the
National Defense Reserve Fleet discussed in the next section. It should be noted that
these vessels are usually committed to on-going MSC duties, and they may not be
available for sealift purposes. Table 2.3 contains the number, deadweight, and average

age of the tanker sealift portion of the MSC fleet.

Characteristics
# DWT Average Age
MSC Tanker Sealift Fleet 6 156,315 14.3

Source: 1) Military Sealift Command Website, www.msc.navy.mil, 2001.
2) Clarkson Research Studies, “Clarkson Register CD — 2001 Edition”, London, January 2001.

Table 2.3, MSC Tanker Sealift Fleet Characteristics

National Defense Reserve Fleet & Ready Reserve Fleet

During World War I, a vast number of merchant vessels were constructed by the U.S.
government to support the movement of supplies, military hardware, and troops from the
United States to various locations around the world. Following the conclusion of World
War 11, the U.S. government possessed an excessive amount of tonnage for its sealift
needs. To deal with the issue of these excess vessels, the NDRF was formed under the
Merchant Ship Sales Act of 1946. Under this act, a portion of the excess tonnage was to
be kept as an inactive fleet maintained by MARAD for use during national emergencies.
During the decades following its inception, many vessels within the fleet were sold or
scrapped, while naval auxiliaries and other government vessels retired from active service
have been added to its total. The total number of vessels within the NDRF between 1946
and 2000 is graphed in Figure 2.8. The fleet currently encompasses 325 vessels of

various types according to MARAD’s Annual Report for 2000.
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In terms of military sealift, the vessel totals for the NDRF are misleading. The vessels of
the NDRF are maintained at a time-to-readiness of 60 days.” Further, as of September
2000, only 143 of these vessels were “being kept for the purposes of emergency
activations, future historic display, spare parts, or congressionally legislated sale”
according to the MARAD annual report for 2000. The remaining vessels are scheduled
for scrapping or are being maintained by MARAD on behalf of other government
agencies. For these reasons, the DoD only considers the use of a portion of this fleet in
its current military sealift analyses. Within the pool of 143 “retention status” vessels is a
subset of the NDRF referred to as the Ready Reserve Force (RRF), which is maintaiped

at between 4 and 20 days of readiness.’

The tankers of the RRF serve as a source of additional tonnage for the DoD following the
full mobilization of the MSC tanker fleet. In 1990, the RRF included 11 product tankers.
The current total size and tonnage of the tanker portion of the RRF is presented in Table
2.4. All vessels within this fleet are product tankers of less than 80,000 dwt. The
average age of the tanker portion of the RRF was 41 years in 2002, and the youngest
vessel in this fleet was 32 years old. It should be noted that some of these vessels have
limited usefulness in terms of interregional military sealift because of their small size and
low speed. In addition, MSC occasionally uses RRF vessels for long term duties other
than sealift, such as the current use of the Chesz;peake and Petersburg in MSC’s

Prepositioning Program.*

2 .
Ibid.
3 Maritime Administration, U.S. Department of Transportation, The Annual Report of the Maritime
Administration for Fiscal Year 2000, July 2001.
* Military Sealift Command Website, www.msc.navy.mil, 2001.
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Figure 2.8, Historical NDRF - # of Vessels

Characteristics
Vessel Name DWT Speed (knots) Age

Alatna 7,300 104 46
Chattahoochee 7,300 10.4 46
Chesapeake 14,977 14.0 38
Mission Buenaventura 45243 14.0 34
Mission Capistrano 45,877 14.0 32
Mount Washington 65,800 153 40
Nodaway 5.984 8.5 . 57
Petersburg 48,993 14.5 39
Potomac 35,330 15.7 38

Total Product Tankers 276,804 Avg. Age =41

Source: 1) Military Sealift Command Website, www.msc.navy.mil, 2001.
2) American Bureau of Shipping, “ABS Record 20027, 134" Edition, Port City Press, Baltimore,
2002.

Table 2.4, RRF Sealift Tanker Characteristics
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U.S. Flag Merchant Fleet

Private companies and citizens own the majority of the U.S. flag fleet. The U.S. flag
fleet can be divided based upon the trading regions served by the vessels. The foreign
trade share of the fleet sails between American ports and foreign ports or between foreign
ports. The domestic portion of the privately owned, U.S. flag fleet sails between
American ports. These trade routes are restricted to certain vessels under the U.S. flag
through cabotage laws. These cabotage laws, in conjunction Wit%l the Merchant Marine
Act 0of 1920, known as the Jones Act, require that vessels trading between U.S. ports
meet the following requirements:

1) Vessels must be U.S. flag

2) Vessels must be owned by U.S. citizens

3) Vessels must be built and repaired in U.S. shipyards
4) Vessels must be crewed by U.S. citizens.

For privately owned, U.S. flag vessels operating on foreign trade routes, the
competitiveness of the marketplace has resulted in a steady decline of this portion of the
fleet over the past three decades. The higher crewing costs, higher insurance rates, more
demanding regulations, and higher tax burden of vessels employing U.S. citizens and
operating under the U.S. flag, as compared to most foreign flag vessels, has greatly
reduced this segment. Many of the companies who owned these vessels have been forced

to re-flag or sell their ships as they became uncompetitive in international trade.
A few older, U.S. flag tankers have been retained for the government-sponsored PL480

grain program. These privately owned tankers survive because U.S. flag carriers are

guaranteed a portion of this trade. In 2001, there were approximately twelve U.S. flag
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ex-tankers operating in this trade. A few of these tankers have not yet reached their non-
double hull phase out dates under the requirements of the Oil Pollution Act of 1990
(discussed in Chapter 5), and these are included in the current figures in this report. The
remaining PL480 vessels, now only capable of carrying dry bulk cargos, do not appear as
tankers in any of the current figures in this document as they can no longer carry oil in

U.S. waters.

With the domestic market protected from foreign competition, the cabotage fleet must
compete only with land-based alternatives. This fleet has also benefited from the opening

of the Alaska North Slope to oil production in the mid 1970’s, which resulted in
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Figure 2.9, Historical Privately Owned, U.S. Flag Fleet — # of Vessels & DWT
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substantial growth in the domestic crude oil trade. While the total domestic seaborne
trade has grown substantially over the past thirty years, the average size and deadweight
of vessels in this trade also grew. As a result, the domestic fleet has maintained a
relatively stable size in terms of dwt while the number of vessels has declined steadily
since 1970. The total number of ships and the deadweight tonnage of the combined

domestic and foreign trades since 1970 are shown in Figure 2.9.

The U.S. flag fleet contains a significant number of tankers. The historical size, in terms

of number of vessels and of capacity in barrels, of the privately owned, U.S. flag tanker
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Figure 2.10, Historical Privately Owned, U.S. Flag Tankers — # of Vessels & DWT
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fleet is shown in Figure 2.10. The U.S. flag tanker fleet, including integrated tug barges
and articulating tug barges, contained a total of 94 tankers in 2001, according to a United
States Coast Guard (USCG) report to Congress concerning the U.S. flag tanker fleet. The
modern tanker fleet can be further separated into crude oil tankers, product carriers,
chemical carriers, LNG and LPG tankers, and specialty tankers. Specialty tankers
include asphalt, bitumen, and molten sulphur carriers. There are currently no LNG
tankers or LPG tankers in the U.S. flag fleet. The most recent breakdown of the U.S. flag

tanker fleet is presented in Table 2.5.

Type # of Vessels # of Double Hulls
Crude Carriers 28 4
Product Tankers 55 20
Chemical Tankers 15 3
Specialty Tankers 1 0
LNG & LPG Tankers 0 0
Fleet Total 94 27

Source: 1) U.S. Coast Guard, U.S. Department of Transportation, “Status of the Replacement of U.S.
Single Hull Tank Vessels with Double Hull Tank Vessels under OPA 90.”” 2001.
2) Clarkson Research Studies, “Clarkson Register CD — 2001 Edition”, London, January 2001.

Table 2.5, Composition of Privately Owned, U.S. Flag Tanker Fleet in 2001

As with the EUSC fleet, not all of these tank vessels are considered militarily useful by
the DoD. If the same Joint Chiefs of Staff standard applied to the EUSC tanker fleet is
applied to the U.S. flag tanker fleet, there is a substantial reduction in the size of this
fleet. In addition, the OPA-90 phase out dates for non-double hulled tankers cited by the
report are used to remove individual vessels that can no longer trade in U.S. waters after
June 2001. While these retired tankers could presumably still trade in other areas of the
world, the combination of similar MARPOL regulations for other trade routes and of the

present inability of U.S. flag tankers to compete in the remaining markets, except in
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special circumstances, justifies their elimination. After all vessels have been screened for
capacity, speed, and phase out requirements, the fleet is reduced from 94 to 62 vessels as
of July 1, 2001. Of these militarily useful tank vessels, only 19 are double-hulled. It
should be noted that U.S. flag vessels on long term charter to MSC were removed to
avoid double counting and that specialty tankers, such as asphalt carriers, have been
removed. In addition, integrated and articulating tug-barges were removed because these
tank vessels were excluded by the Joint Staff/fOSD study approved by the Director of the
Joint Staff on January 27, 2001. These tug-barge combinations may have been excluded
because either their operating speeds were below 12 knots or they were deemed
unsuitable for sustained transoceanic voyages. Although some of the newer tug-barge
combinations may be able to travel at 12 knots, it apparently would be unsafe for the tug

and barge to disconnect if the weather got too rough on a transoceanic voyage.

The total U.S. flag tanker fleet database for 2001 and the militarily useful, U.S. flag
tanker fleet database for July 1, 2001, are included as Appendix C. Both databases utilize

the U.S. Coast Guard database of all U.S. flag tank vessels as of February 2001 as a

Type # of Vessels # of Double Hulls
Crude Carriers 16 1
Product Tankers 37 15
Chemical Tankers 9 3
Fleet Total 62 19

Note: Vessels on MSC Charter, asphalt carriers, ITBs, and ATBs excluded.
The JSC 1996 militarily useful standard plus OPA-90 phase out requirements by the end of June,
2001, were applied to the remaining tankers.
Source: 1) U.S. Coast Guard, U.S. Department of Transportation, “Status of the Replacement of U.S.
Single Hull Tank Vessels with Double Hull Tank Vessels under OPA 90.” 2001.
2) Clarkson Research Studies, “Clarkson Register CD — 2001 Edition”, London, January 2001.

Table 2.6, Militarily Useful Privately Owned, U.S. Flag Tanker Fleet in July 2001
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baseline source. Table 2.6 summarizes the composition and characteristics of the

militarily useful portion of the privately owned, U.S. flag tanker fleet in July 2001.

STRATEGIC SEALIFT SOURCES

The MRS-05 Sealift Tanker Analysis is the most recent tanker sealift study by the
Department of Defense (DoD). According to the unclassified portion of the MRS-05
report, the Military Sealift Command’s fleet, the Ready Reserve Force, the privately
owned U.S. flag fleet, and the EUSC fleet comprise the primary sources of strategic
sealift for U.S. military planners. In the event of a protracted conﬂict? the DoD would
presumably call upon these sources of tankers in the following order:

1. Vessels owned or chartered by the Military Sealift Command

2. Vessels chartered from the U.S. market on a voluntary basis (required by law
before other government vessels may be activated)’

3. Ready Reserve Force vessels from the NDRF

4. Requisitioned U.S. Flag vessels (requisitioning enabled after Presidential
declaration of a national emergency)

5. Requisitioned EUSC vessels (requisitioning enabled after Presidential declaration
of a national emergency)

While there are a few tankers within the NDRF not used by the RRF, the remaining
tankers of the NDRF are presumably excluded as a result of the age of these vessels and

the extended period of time required to reactivate these vessels.

In certain wartime scenarios, the U.S. military could gain access to tankers promised by

NATO and/or South Korea.® However, as will be discussed in the later chapters, the

5 Military Sealift Command Website, www.msc.navy.mil, 2001.
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most pressing war scenarios in terms of POL sealift are expected to involve regions that
do not require participation by our NATO or South Korean allies. In addition, the South
Korean’s had pledged no tankers as part of their sealift contribution according to the
GAO report 0f 1990. The MSC is also able to charter vessels on the world markets to
meet sealift requirements. This method was utilized during the Gulf War after MSC and
RRF sources were exhausted. This conflict was of short duration and did not involve an
opponent capable of attacking this chartered shipping. This approach may not be feasible
in all scenarios, and it is outlined as a last resort by military planners in the unclassified

version of the MRS-05 study.

Table 2.7 summarizes the total strategic tanker sealift sources available to U.S. military
planners in 1990 and in July 2001. As previously mentioned, the EUSC fleet provided 22

percent of America’s controlled tanker sealift capacity in June 1949. The EUSC fleet

Militarily Useful Tankers
1990 2001 Change
Military Sealift Command'” 24 6 - 75%
Ready Reserve Fleet'? 11 9 - 18%
U.S. Flag Merchant Vessels'* 134 62 - 54%
Effective U.S. Control Fleet'” 92 63 -32%
Total 261 140 - 46%

Note: The most recent JCS standard for militarily useful tankers was applied to vessels of the EUSC and
U.S. flag fleets for 2001. An earlier standard was applied to these fleets in the 1990 GAO report.
Source: 1) U.S. General Accounting Office, Tax Policy: ‘“Uncertain Impact of Repealing the Deferral for
Reinvested Shipping Income”, (GAO/GGD-90-35), Washington, D.C., 1990.
2) Military Sealift Command Website, www.msc.navy.mil, 2001.
3) Appendix B for Militarily Useful, EUSC Tanker Fleet
4) Appendix C for Militarily Useful, U.S. Flag Tanker Fleet

Table 2.7, U.S. Strategic Tanker Sealift Sources for 1990 and 2001

® U.S. General Accounting Office, Tax Policy: “Uncertain Impact of Repealing the Deferral for Reinvested
Shipping Income”, (GAO/GGD-90-35), Washington, D.C., 1990.
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provided 35 percent of the DoD’s primary tanker sealift vessels in 1990. As of 2001, the

EUSC fleet’s contribution had reached 45 percent of the total vessels in the primary

strategic sealift pool. The total estimated dwt of the primary fleet of militarily useful

tankers was 7,261,252 in 2001. See Appendix B, Appendix C, Table 2.3, and Table 2.4.

Of this total dwt, the EUSC tanker fleet contribution was 52 percent.

CONCLUSIONS

Several conclusions can be drawn about the primary sources of strategic sealift vessels

available to U.S. military planners from the information presented in the previous

sections. These conclusions can be summarized as follows:

1

2)

The U.S. owned, foreign flag ﬂeet has been declining in terms of total vessels
and total dwt since 1976 and 1978, respectively. Between 1986 and 2000, the
total carrying capacity of the fleet fell by 53 percent. The increase in the
average age of this fleet after 1978 and the decrease in the number of U.S.
companies participating in this industry after 1987 are also indicators of a
decline within this fleet.

The size of the EUSC fleet is nearly synonymous with the size of the U.S.
owned, foreign flag fleet, and it has followed the latter fleet’s historical decline.
Tankers comprised 84 percent of the total deadweight of the EUSC fleet in
2000. The EUSC tanker fleet experienced a 57 percent decline in DWT |
between 1986 and 2000. The number of militarily useful tankers within the

EUSC fleet has fallen nearly 32 percent in the past 11 years.
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3)

4)

S)

6)

The Military Sealift Command has exclusive access to just 6 tank vessels to
commit to strategic sealift efforts as of 2001. These tankers are key contributors
to daily MSC duties and may not be available for tanker sealift needs because of
other commitments.

Many of the vessels of the NDRF are no longer included as strategic sealift
assets by the Department of Defense. The tankers in the Ready Reserve Force
portion of this fleet, which is still included in U.S. strategic sealift planning, has
shrunk 18 percent, to 9 vessels, since 1990, and it has an average age of 40.1
years. Several vessels lack the speed and capacity to serve in a significant
interregional sealift role. These vessels may be unavailable at times as they can
also called upon by MSC for extended support roles, such as the Prepositioning
Program.

The privately owned, U.S. flag fleet has witnessed a steady decline in terms of
total fleet size and of total tankers over the past 30 years. The militarily useful
portion of the U.S. flag tanker fleet has fallen by 54 percent since 1990. This
sharp decline is the result of the application of more recent Joint Chief of Staft
bulk liquid carrier standards, reflagging, non-double hulled tanker phase out
requirements, the scrapping of vessels, and the replacement of product tankers
with combination tug-barges.

Between 1990 and 2001, the total pool of strategic sealift vessels available to
the Department of Defense fell from 261 to 140 vessels, or 46 percent. The
EUSC fleet’s contribution, in terms of number of militarily useful tankers, to

this pool has risen from 35 to 45 percent despite its own decline during this
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7

period. In June of 1949, the EUSC militarily useful tankers made up 22 percent
of the military’s combined tanker sealift resources by dwt. The EUSC militarily
useful tankers comprised 52 percent of the total primary tanker sealift resources
in terms of dwt for 2001. As such, the remaining EUSC militarily useful tanker
fleet provides a larger portion of the dwt to America’s strategic tanker sealift
resources than it did in June of 1949, which was only a few years after the
inception of the U.S. effective controlled concept created during World War I1.
This chapter has relied on MARAD databases and on other sources referencing
MARAD databases to establish the historical EUSC fleet. In Chapter 5, we will
analyze the accuracy of the most recent databases in more depth when

describing the current EUSC militarily useful tanker fleet.
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CHAPTER 3

LEGAL HISTORY

In Chapter 2, the decline in the EUSC fleet was shown over the past quarter century. In
this chapter, the changes in U.S. tax laws concerning shipping income earned by U.S.
corporations through foreign subsidiaries are presented. The effect of these changes lags
the introduction of the new tax law; however, the effect on the U.S. owned, foreign flag
fleet and the EUSC fleet can be discerned by reexamining the figures in Chapter 2. The
remainder of the text in this chapter is sourced from the master’s thesis of Timothy

Ghnatsis of MLILT.

“REVENUE ACT OF 1962

At the time that the Revenue Act of 1962 was under consideration by Congress, U.S.
shipowners of foreign flag vessels operated under the general rule that U.S. taxpayers
operating abroad are not subject to U.S. taxation on the income of their foreign
subsidiaries so long as the foreign earnings were not paid upstream and the foreign
subsidiaries were not operating in U.S. business. This rule, which still applies today to
most U.S. companies operating abroad, allowed for the deferment of U.S. tax on foreign
shipping income pending its payment or “repatriation,” usually in the form of dividends,
to U.S. taxpayers. In effect, tax deferral provided U.S. shipowners with options for

reinvestment and capitalization.
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The 1962 tax bill was aimed at certain types of income (e.g., “tax haven” income) earned
by a “controlled foreign corporation” or “CFC” by subjecting those types of income to
U.S. taxation irrespective of repatriation to U.S. taxpayers. Of most importance in the
income classes established by the 1962 Act is “Subpart F” income which can occur in the
case of a CFC in which the value or voting power is more than 50% controlled (directly,
indirectly or constructively) by U.S. taxpayers, accounting for only those with stakes
exceeding 10% of the vote. The 1962 Act imposed U.S. tax on the shareholders of the
CFC — not on the foreign entity itself — based on thg shareholders’ appropriable portions
of the Subpart F income. All income that falls under this category is treated as a paid

dividend, whether a dividend is paid or not.

During the congressional deliberations on the 1962 Act the Senate Finance Committee
gave specific attention to shipping income earned by foreign subsidiaries of U.S.
shipowning companies. The result was the Finance Committee voted to exclude such
shipping income from the reach of Subpart F and in its Report explained that “this
exception was provided by Ayour committee primarily in the interests of national defense.”

The 1962 Act that was ultimately passed by Congress contained this specific exclusion.
Consequently, the Revenue Act of 1962 continued tax deferral for shipping income of

U.S. owned foreign shipping companies, but it laid the foundation for CFC taxation to

come.
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TAX REDUCTION ACT OF 1975

Prior to 1976, a blanket exemption existed for companies engaged in international
shipping, absolving their profits from CFC tax obligations. The Tax Reduction Act of
1975, effective in 1976, eliminated the previous exemption for the shipping industry. As
a result, all income from international shipping became taxable; full-scale shipping
operations, bareboat chartering, ship sales, and unrelated party income were all inciuded
in taxable income. Regardless, Congress was aware of the potential impacts such taxation
had on an American-controlled merchant fleet in times of war or national emergency. As
such, in 1. Rep't No. 93-1502, 93d Cong., 2d Sess. (1974) accompanying HR 17488, at
p. 106 (H.R. Committee Report accompanying a bill to repeal the shipping exemption of
subpart F) it was noted:

"...the interests of the United States are best served if we have a significant U.S.
owned maritime fleet. To assume and maintain this status, large amounts of
capital are necessary. Further, many U.S. investors in foreign shipping
corporations find their investments in such corporations "locked in" by the
corporations' financing arrangements and its [sic] need to retain amounts for
repairs and maintenance. If the present exclusions for shipping income were
simply terminated and such income treated as constructively distributed to U.S.
Shareholders, the foreign corporation’s ability to meet these obligations would be

jeopardized.”

In response, Congress excluded from subpart F any international shipping income that
was timely reinvested in specified foreign shipping investments. Included in "shipping
income" were such items as dividends and interest from other related foreign

corporations, gains from the sale of stock in such entities, the corporation's distributive

share of a partnership's foreign shipping income, and of course income generated by a
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corporation's own international shipping activities. A provision of these rules permitted
CFCs to combine foreign shipping incomes and qualified investments to determine to
what extent subpart F income would be offset. Though reinvestment was an option, it
often proved to be of little value. Restrictions of the deferral required that reinvestment
totals not be exceeded by depreciation or sold assets in any given year; any reinvestment
made under those circumstances would result in the taxation of the corresponding
income. Similarly, income retained for future long-term investment was not protected.
Thus, any excessive qualified investment in a given year could not be exempted in future

years.

TAX REFORM ACT OF 1986

The Tax Reform Act of 1986 further influenced the shipping industry by eliminating the
last vestiges of tax deferral available to U.S. controlled foreign shipping companies,
while leaving existing tax burdens. First, the reinvestment exemption was repealed,
meaning that capital must be obtained from earnings after tax. Secondly, the ability to
carry-over E&P (eamings and profits) deficits from pre-1987 years was eliminated, and
subsequently such deficits could not be used to discount subpart F income. Lastly, the
recapture provision which applied to prior year deferrals and reinvestment in
international shipping businesses was continued, limiting companies' ability to make

investments when needed.

Additional changes were made regarding a CFC's ability to offset E&P deficits of a
related CFC's subpart F income. As required, only CFCs in the same chain of ownership,

which are 100% owned by other members of the chain, and are formed in the same

51



jurisdiction, may offset each other's subpart F income. This stipulation holds many
impracticalities, in that the complexity of foreign registries alone does not lend itself to
alignment under a single jurisdiction. The result is a disallowance of risk distribution both
in jurisdiction and ownership - as joint ventures and financing options are eliminated

through the 100% ownership requirement.

The U.S. controlled foreign flect is now responsible for taxes on its offshore earnings
without any avenue for exemption by reinvestment. Similarly, U.S. shipowners are
subject to taxation without the option of offsetting for economic operating losses

generated in years before 1987."

7 Glinatsis, Timothy W., “The Effective U.S. Controlled Shipping Fleet: Causes of Decline and Proposed
Remedies”, Master’s Thesis at Massachusetts Institute of Technology, September 2002.
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CHAPTER 4

LITERATURE REVIEW

This chapter provides support for the need for the EUSC fleet in terms of its military
relevance through a review of literature on the subject. The remainder of this chapter is

an excerpt from the master’s thesis of Timothy Glinatsis of M.I.T.

“INTRODUCTION

The discussion surrounding the size of the Effective United States Controlled fleet is one
that has been ongoing for many decades, particularly since the revocation of the income
deferral clause by the Tax Reform Act of 1986. As such, literature is available on this
very subject, and much can be learned through a review of this literature. This section of
the report summarizes and discusses key points presented in representative pieces of
literature. We wish to learn to what extent this literature can explain the decline in the
size of the EUSC fleet. We have separated the documents into the following categories:
Justification for the EUSC Fleet, Questioning the Impact of the Tax Reform Act of 1986,

Current Issues, and Attempts at Improving the Competitiveness of U.S. Shipowners.

JUSTIFICATION FOR THE EUSC FLEET

Introduction
This research is based on the premise that the EUSC fleet can be of military value in time

of need. We start the literature review with two documents that explain the justification
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for the EUSC fleet.

Boleslaw Adam Boczek - Flags of Convenience - An International Legal Study

Mr. Boczek's book, published in 1962, presents a very detailed analysis of the definition
and justifications for using flags of convenience in international shipping. Offered in the
book is an excellent presentation on the history and predicted future of the Effective U.S.

Controlled fleet.

Of most importance in this book is the discussion of the military usefulness of American-
owned, foreign flag ships. Despite being written in 1962, the discussion clearly shows
America's dependence on foreign flag ships during times of emergency. Having access to
these ships is an advantage that is clear enough to see. Yet, the primary importance of
these ships, according to Mr. Boczek, is that the U.S. military includes these vessels in its
count of ships available for transporting military cargo. Were these ships removed from
the count, or were the EUSC to dwindle from existence entirely, would the U.S. retain the
ability to successfully execute a multiple theater war? The answer, according to Boczek

(and the Navy spokesmen cited in the book), is no.

Federation of American Controlled Shipping — “The EUSC Fleet — Trends Relating to
Present and Future Availability”

On January 13, 1986, The Federation of American Controlled Shipping (FACS)

published an organized discussion of Effective U.S. Controlled shipping issues. A very
thorough review of the definition of EUSC vessels is included, and is accompanied by

statistical analysis of the fleet’s decline. However, of particular import to our discussion
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is the collection of quotes regarding EUSC. These statements show the supporting
opinions of assorted officials throughout the 20" century.
The Joint Chiefs of Staff, in 1945, included EUSC ships in its strategic outline:

“To be effective as an instrument of national defense U.S.
merchant shipping should be under U.S. flag or effective
U.S. control and should be of such capacity that it is able to
absorb substantial initial losses which may be occasioned
by either a surprise attack or an efficient submarine and air
interdiction of sea lanes, or both, and still perform the

following services. . .”

The National Academy of Sciences-National Research Council completed a study in
1959 entitled “The Role of the U.S. Merchant Marine in National Security.” The report
included the following comments on EUSC:

“For purposes of indisputable control, it would be
preferable that all U.S. owned merchant shipping be
documented under U.S. flag. Such an ideal situation does
not exist. At the same time, U.S. flag merchant tonnage is
not adequate to meet our total wartime needs. This is
particularly true with tankers . . . In the event of war it will
be necessary to augment U.S. flag shipping. The Maritime
Administration and the Navy Department have determined
jointly that it will be practicable to bring a portion of the
U.S. owned foreign flag shipping under direct U.S. control
in the event of a national emergency. This effective U.S.
control concept is a matter of expediency, rather than
choice, and applies essentially to designated shipping under

the ‘flags of convenience.””
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Then Under Secretary of State C. Douglas Dillon also stated, in 1959, his support for the

EUSC:

“My final thought on this subject is that, until such time as
it may be feasible for these American shipowners to
operate competitively under the United States flag, my
Government retains its interest in the continued operation
of ships under foreign flags, including the PANLIBHON
(Panama, Liberia and Honduras) registries. From our
viewpoint there are important and valid defense

requirements which support this position.”

Attesting to the historical success of EUSC inclusion, the Office of Civil and Defense

Mobilization reported in 1960:

“. . .in practice during World War 1I and Korea, when the
United States called on privately-owned tonnage to meet
defense needs, PANLIBHON vessels subject to emergency
utilization by the United States were immediately made
available. In neither case did serious problems develop

because of the foreign nationality of the crews.”

In 1966, Maritime Administrator Nicholas Johnson confirmed the reliability of EUSC

ships:

“Certainly if the history of Second World War and Korea is
valid for purposes of future planning, history is on the side
of this judgment. As a practical matter these ships have
been available to the United States when needed. . .We are

not now talking about ships owned by foreign citizens and

57



registered in foreign countries — which have in a small
number of cases refused to carry our defense cargoes — but
ships owned by American citizens. We are talking of plans
that, by and large, those ships will continue to serve the raw
materials import trades that they now serve — although
some of them would be directly involved in the defense

effort (and are today).”

Secretary of Defense, Robert S. McNamara, said in 1967:

“In a full scale national emergency, we believe ‘effective
U.S. controlled ships’ will be as available to DoD as U.S.
flag ships.”

Admiral James L. Holloway III, Chief of Naval Operations, said in his policy statement
on March 1, 1978, the following things about EUSC:

“The United States has plans for the utilization of foreign
flag ships of the Effective U.S. Control Fleet. These are
U.S. owned or U.S. controlled ships of foreign registry of
1,000 éross tons or more, which are under contract to the
Maritime Administration. These can be reasonably
expected to be made available for U.S. use in time of

emergency.”

On June 8, 1981, Secretary of Defense Caspar W. Weinberger told the National Maritime
Council the following things regarding EUSC ships:

“The EUSC fleet is composed of some 465 ships primarily
under Liberian registry with a few under Panamanian and

Honduran flags. These ships, owned or controlled by U.S.

58



citizens, are considered in contingency plans for sealift
requirements primarily as a source of ships to move
essential oil and bulk cargoes in support of the national
economy. The majority of those vessels are not considered

militarily useful...

The EUSC countries of registry have stated that they will
assert no control over the employment of ships on their
registries, and that they will not interfere with the exercise of
emergency authority by the governments of shipowners.
They have indicated, with varying degrees of formality, that
they would not interpose any objections to the exercise of
U.S. requisitioning authority over U.S. owned ships ...the
real basis for the effective U.S. control concept is the
authority provided by Section 902(a) of the Merchant Marine
Act of 1936 which authorizes the Secretary of Commerce to
requisition ships in time of war or national emergency
regardless of registry. . . Although we do not consider
[foreign] crews as reliable as U.S. crews, we have no basis to
believe that most of the ships in question would not be made

available when needed.”

“National Security Sealift Policy”, National Security Directive #28, October 5, 1989
President George Bush signed this national security sealift policy directive on October 5,
1989. Key portions of the document of interest to us are:

“...in addition to the U.S. flag fleet we will continue to rely on the U.S.
owned and allied shipping resources to meet strategic commitments to our
established alliances. The Department of Transportation is responsible for
ensuring that the appropriate legal and procedural mechanisms for

exerting effective control over “effective U.S. control” ships are in place.
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...development and implementation of specific sealift and supporting
programs will be made with full consideration of the costs and benefits
involved. New programs to enhance our ability to meet national security
sealift requirements shall compete for resources with other national

security programs.”

Authors’ Comments

What we hoped to demonstrate by including this first portion of Chapter 4 was the
acknowledged importance of the EUSC fleet. Mr. Boczek’s observations, coupled with
the numerous government quotes that follow, show that the greatest value in maintaining
an EUSC fleet is not commercial, but military in nature. The practice of using U.S.
owned, foreign flag ships for the transport of commercial American cargo (and military
cargo, in few instances) during times of national emergency is “tried and true,” and
presents a viable means of closing the capacity gap created by the decrease in U.S. flag

. 8
ships."

8 Glinatsis, Timothy W., “The Effective U.S. Controlled Shipping Fleet: Causes of Decline and Proposed
Remedies”, Master’s Thesis at Massachusetts Institute of Technology, September 2002.
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CHAPTER 5

ANALYSIS OF THE EUSC FLEET:
MILITARY RELEVANCE & FLEET PROJECTIONS

In Chapter 2 of this study, the role of the EUSC fleet in providing the U.S. military with a
significant source of sealift vessels was discussed. In terms of the transport of POLs, the
2001 EUSC fleet was shown to offer 63 militarily useful tankers, or 45% of the total pool
of available tankers for military sealift. In this chapter, the current EUSC fleet for 2002
will be examined by investigating the parent companies found in MARAD’s databases.
The militarily useful tankers of the EUSC fleet will be discussed in the context of current
and future military sealift analyses. These projections will take into account the effects
of the Oil Pollution Act of 1990 and of the MARPOL 13/G regulations on the size of the
EUSC fleet through 2015. In addition, a limited forecast of the militarily useful, U.S.
flag tanker fleet will included. Finally, the effects of uncertainty concerning the
replacement of scrapped non-double hull tonnage by current U.S. foreign flag vessel

owners will be presented.

MRS-05: UNCLASSIFIED PORTIONS OF A MILITARY ANALYSIS

In 2001, we received an unclassified version of the U.S. military’s latest sealift tanker
analysis. This Joint Staff/OSD study centers around the transport of the primary fuel
products used by the military to specific theaters of operation. The sealift analysis is

defined by the following major assumptions:
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v Sufficient tanker sealift resources must be available to U.S. military planners
to support dual, simultaneous theater wars or conflicts as defined by the
National Military Strategy.

v' Tanker requirements are based upon meeting the shortfalls in military fuel
product needs after sources within the theater are depleted.

v Only tankers meeting the Joint Chiefs of Staff standard for militarily useful
tankers were utilized. Qualifying vessels that possess coated cargo tanks are
the most desirable vessels.

v The tanker fleet used in this study is based upon a forecast for the year 2005
of available vessels from the MSC, the RRF, U.S. flag merchant fleet, and the
EUSC.

v" No vessels were set aside to support the economy of the United States.
Although many of the details were removed in the unclassified version of the analysis,
the report does provide useful information about the needs of U.S. military planners. The
scenarios involving U.S. military operations in Southwest Asia and the Far East,
especially Korea, required the largest amount of tanker sealift support. The fuel products,
which include JP-8, JP-5, and F-76, requiring transport would be sourced under all

scenarios primarily from the United States, Europe, or Singapore.

This POL sealift would be shipped using a forecasted pool of strategic sealift sources as
determined by MARAD and MSC for the year 2005. Their forecasts estimated a pool of
127 militarily useful, bulk liquid carriers available to the Department of Defense in 2005.
These forecasts took into consideration the decline in the production of the Alaskan
North Slope oil fields and the current rate of decline in the coastwise petroleum product
trades of the U.S. In addition, their forecasts accounted for the phaseout of single hull,
commercial tankers in the U.S. flag and EUSC fleets under OPA 90 and MARPOL 13/G
regulations. The breakdown of this fleet by source is contained in Table 5.1. The

planners creating this study separated seventeen shallow draft vessels from the original
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pool of 127 vessels for use as intra-regional supply vessels. In this study, shallow draft
RRF, Offshore Petroleum Discharge System (OPDS) tankers, and other commercial
vessels of less than 20,000 dwt and 150,000 barrel capacity comprised the intra-theater
fleet. The OPDS tankers are all drawn from the RRF, and the fleet included the SS

Potomac, SS Petersburg, SS Mount Washington, and SS Chesapeake in 2000.°

The remaining 110 vessels are employed as inter-regional sealift tankers. As previously
mentioned, the planners preferred vessels with coated tanks for this inter-regional sealift.
The use of coated tanks is preferred because it improves the flexibility of the vessel by
allowing it to carry all of the primary fuel products. Vessels with uncoated tanks are
generally permitted to carry only one type of fuel product, F-76, following extensive
cleaning of the cargo tanks. The 87 inter-regional sealift tankers with coated tanks form
the fleet used in the analysis of possible military sealift scenarios. Within this fleet, 37 of

the tankers would come from the EUSC fleet.

Inter-regional Sealift Tankers
Vessels w/
Tanker Fleets # of Vessels All vessels Coated Tanks
Military Sealift Command 5 S 5
Ready Reserve Fleet 10 3 3
U.S. Flag Merchant Fleet 55 51 42
EUSC Fleet 57 51 37
Totals 127 110 : 87

Source: Joint Staff/OSD, Department of Defense, “MRS-05 Tanker Sealift Analysis™ (Unclassified
Version), U.S. Department of Defense, 2001.

Table 5.1, DoD Forecast of Sealift Tanker Fleet in 2005

? Maritime Administration, U.S. Department of Transportation, The Annual Report of the Maritime
Administration for Fiscal Year 2000, July 2001.
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The analyses of the various scenarios covered by the MRS-05 study were performed
using the Model for Inter-Theater Deployment by the Air and Sea, or MIDAS. The
ability of available U.S. strategic sealift tanker sources to meet the sealift requirements of
each scenario was evaluated based upon three Measures of Effectiveness (MOE). Only
the description of MOE-1, which refers to the ability of the sealift fleet to avoid military
fuel shortfalls during the early stages of a conflict, is pertinent to the current discussion.
However, the results of the study indicate that the MRS-05 fleet of 87 tankers with coated
tanks is insufficient to meet the standards of these MOEs in all scenarios. One solution,
which is referred to as the Added Ship case, calls for the use of 20 of the 23 available
uncoated tankers. When the additional tankers are employed, all evaluated scenarios
achieve acceptable MOEs for 2005 except for MOE-1 in the Southwest Asia eastern
region scenario. An alternative to adding uncoated tankers is also cited. Defense Energy
Support Center (DESC) requirements and projections call for the assumption of minimal
Host Nation Support (HNS) in performing these tanker sealift analyses. If additional in-
theater sources of fuel products are assumed, which is referred to as the Added HNS case,
then 78 tankers from the baseline MRS-05 fleet of 87 tankers are sufficient to achieve all

applicable MOEs in all scenarios.

CAPACITY ANALYSIS OF THE EUSC TANKER FLEET

The MRS-05 study does not provide fleet projections after 2005 when the OPA 90 and
MARPOL 13/G regulations will begin to have a more pronounced effect. Our research
develops projections of the capacity of the militarily useful, EUSC tanker fleet through

2015. The decline of the EUSC fleet over the past three decades and the looming
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enforcement of OPA 90 and MARPOL 13/G regulations make projections beyond 2005
an important subject. The first step in forecasting the future of this fleet is the
construction of a capacity analysis for the fleet in 2002. The recreation of the MRS-05
analysis was considered as a possible way to evaluate the EUSC fleet through 2015.
However, the amount of classified information required to achieve the level of detail
involved in the MRS-05 study proved prohibitive. Instead, an analysis was generated
that would provide the capacity of the militarily useful, EUSC tanker fleet in a given year
based upon voyages to an unspecified destination 3,000 nautical miles from an unnamed
loading port. The value of 3,000 nautical miles was determined by reviewing the
unclassified portions of the MRS-05 study. In this report, it appeared that the most
pressing scenarios, in terms of fuel deliveries, involved conflicts in Southwest Asia, on
the Korean Peninsula, and in mainland Japan. We concluded that Singapore and Europe
would be the closest reliable supplier regions for most scenarios under consideration in
MRS-05. The approximate distances from Singapore to South Korea, Singapore to
Southwest Asia, and Europe’s Mediterranean coast to Southwest Asia (via the Suez

Canal) averaged on the order of 3,000 nautical miles.

For this analysis, the term capacity refers to the barrels delivered per month and to the
ton-miles attained per month. While this steady state analysis is more limited than the
MRS-05 study, the projections generated are sufficient to demonstrate the estimated rate

of decline in the capabilities of the pertinent EUSC tanker fleet.
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EUSC, Militarily Useful Fleet as of June 2002

In Chapter 2, the latest strategic sealift capacity available to U.S. military planners as of
2001 is presented. The EUSC contribution is provided based upon a MARAD database
of EUSC militarily useful tankers for January 2001 with 63 vessels and a total dwt of
3,743,878. We also obtained a MARAD database for militarily useful tankers for
January 2002, which contained 63 vessels with a combined dwt of 2,996,856. Before
determining the capabilities of the current EUSC, militarily useful fleet, the size and
composition of the EUSC fleet as of June 2002 would need to be determined. Creating
an independent, current database was undertaken in order to confirm MARAD’s
information. We felt this investigation was important given the increasingly global
shareholder base of publicly traded shipping companies, the rise in joint ventures, and the

restructuring of the world’s fleet as a result of double hull tanker legislation and mergers.

The determination of a vessel’s qualifications as an EUSC candidate can be complicated.
The greatest concern is the issue of the nationality of the majority ownership of the
vessel. For a vessel to qualify for the EUSC fleet, it must be more than 50 percent owned
by a U.S. citizen or corporation (that could be the parent of a foreign subsidiary), and it
must meet the requirements that force the owners to pay U.S. taxes on the income from
these ships. An additional complicating factor that we took into account is that ships on

capital leases are treated as wholly owned vessels of the leasee for tax purposes by the

U.S.
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There is historical precedence for joint ventures with foreign firms by U.S. based
shipping companies. Following the passage of the Tax Reform Act of 1986, the
percentage of foreign ownership in the U.S. controlled fleet began to increase. A 1990
study found that this percentage had become particularly high among newer vessels.™
By 1989, while older vessels in the U.S. owned, foreign flag fleet involved nearly no
foreign investment, the pool of vessels built in the previous five years were 33.6 percent
foreign owned. This survey also found that 31 of the 374 vessels assumed to be a part of
the U.S. owned, foreign flag fleet, according to the 1988 MARAD database, were
actually majority owned by foreign interests. Thus, thesc vessels would qualify neither

as U.S. owned, foreign flag vessels nor as EUSC ships.

The January 2001 and January 2002 MARAD databases are the starting point for
constructing a M.I.T. database of militarily useful, EUSC tankers for June 2002. We first
reviewed the database for January 2001 for comparison to 2002. The operating

companies in the 2001 MARAD database were:

<

OMI Marine Services LLC
OMI Bulk Management Co.
Exxon Corporation

OSG Corporation

Mobil Shipping Co. Ltd.
Fairfield-Maxwell Ltd.
Fairfield-Maxwell Services
General Maritime

Conoco, Inc. (TX)

Conoco Shipping

RN N N N S NN

19 Price Waterhouse, Survey of American Controlled Shipping, Prepared for Federation of American
Controlled Shipping, January 25, 1990.
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v Chevron
v Dorval Kaiun

v’ Hiltveit Associates.
Next, we investigated the operating companies and associated parent companies in the
January 2002 database to confirm the EUSC status of each vessel. The list of operating

companies found in the MARAD database for January 2002 is:

\

Alcoa Steamship Co., Inc.
ChevronTexaco Shipping Co.
Conoco Shipping Co.

El Paso Marine Co.

ESSO SAPA

International Marine Transportation
OMI Corporation

OMI Marine Services LLC

OSG Ship Management, Inc.
PCS Phosphate

Pertamina

Ravenscroft Shipping Inc.
Seaarland Shipping Management
Y Ships USA, Inc. (Florida).

S N N N N N NV VU N NN

For each of these 2002 companies, a current or former employee was contacted to discuss
the company, its current fleet, the types of vessel leases involved, and the nationality of
the majority ownership of each vessel. In addition, each vessel’s hull type and cargo tank
coating information were collected. The results of this research have been compiled into
the M.I.T. database of militarily useful, EUSC tankers for June 2002 as shown in Table
5.2. Appendix D contains the January 2002 MARAD database for EUSC, militarily

useful tankers and the explanation of how the current database was derived from the
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M.1L.T. EUSC, Militarily Useful Tankers — Listing by Operator

. . DWT  Speed
Ship Name Vessel Owner/Operator  Built (LT) (knots) Hull
Alcoa Steamship Co. Inc.
MARLIN Alcoa Steamship Co. Inc. 1977 15,000 13 DB
TARPON Alcoa Steamship Co. Inc. 1977 | 15,000 13.5 DB
ChevronTexaco Shipping Co.
CHARLES B. RENFREW Chevron Transportation Corp. 1988 | 78,656 14 SH
R. HAL DEAN Chevron Transportation Corp. 1988 | 78,656 14.8 SH
KENNETH E. HILL Chevron Corp. 1979 | 81,273 15.1 SH
CHEVRON ZENITH Chevron International Ltd. 1972 | 96,716 15.5 SH
Conoco Shipping Co.
CONTINENTAL Conoco Shipping Co. 1993 | 98,231 14.9 DH
GUARDIAN Conoco Shipping Co. 1992 | 96,920 14.8 DH
PATRIOT Conoco Shipping Co. 1992 | 96,920 14.9 DH
PIONEER Conoco Shipping Co. 1993 | 96,724 14.9 DH
ExxonMobil Corporation
PALM BEACH Esso Petrolera Argentina SRL 1978 | 50,801 16.3 SH
RIO GRANDE Esso Petrolera Argentina SRL 1982 15,450 12.5 SH
BAYWAY Esso Petrolera Argentina SRI, 1978 | 50,915 16.2 SH
El Paso Marine Co.
ARUBA El Paso Corporation 1980 | 69,118 15 DS
OSG Ship Management, Inc.
DELPHINA Overseas Shipholding Group 1989 | 39,674 14 DS
DIANE Overseas Shipholding Group 1987 | 64,140 14 DS
LUCY Overseas Shipholding Group 1986 | 64,000 14 DS
MARY ANN Overseas Shipholding Group 1986 | 64,239 14 DS
NEPTUNE Overseas Shipholding Group 1989 | 39,800 14 DS
SUZANNE Overseas Shipholding Group 1986 | 64,000 14 DS
URANUS Overseas Shipholding Group 1988 | 39,171 14 DS
VEGA Overseas Shipholding Group 1989 | 39,674 14 DS
ANIA Overseas Shipholding Group 1994 | 94,847 14.5 DH
BERYL Overseas Shipholding Group 1994 | 94,799 14 DH
ELIANE Overseas Shipholding Group 1994 | 94,813 14.5 DH
PACIFIC RUBY Overseas Shipholding Group 1994 | 84,999 15.5 DH
PACIFIC SAPPHIRE Overseas Shipholding Group 1994 } 96,173 15.5 DH
REBECCA Overseas Shipholding Group 1994 | 94,872 14.5 DH
VENUS V Overseas Shipholding Group 1981 | 79,999 14.7 SH/SBT
VESTA Overseas Shipholding Group 1980 | 81,278 14.7 SH/SBT
COMPASS 1 Overseas Shipholding Group 1992 | 95,544 14 DS
V Ships USA, Inc. (Florida)
CLEMENT PLM International 1976 | 59,650 16 SH

Note: 1. DS — Double Sided; DB — Double Bottomed; DH — Double Hulled; SH — Singie Hulled; SBT —
Segregated Ballast Tanks

2. Esso Petrolera Argentina SRL (Sociedad de Responsabilidad Limitada) new name for Esso
SAPA (Sociedad Anonima Petrolera Argentin)

Source: Appendix E

Table 5.2, M.I.T. EUSC, Militarily Useful Tanker Fleet for June 2002
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MARAD Database. Appendix E contains a more detailed version of the M.I.T. database
summarized in Table 5.2. The breakdown by vessel type for the June 2002, EUSC fleet

is presented in Table 5.3.

Vessel Type
CPP < CPP > Crude Chemical OBOs Total
80,000 dwt 80,000 dwt Carriers Carriers Fleet
Number 15 4 11 0 2 32
Coated Tanks 9 1 5 0 0 15
Double Hull 0 4 6 0 0 10

Note: CPP = Clean Petroleum Product Carriers; OBO = Oil/Bulk/Ore Carriers
Source: Appendix E

Table 5.3, Breakdown of the M.L.T. EUSC, MU Tanker Fleet for June 2002

The ML.I.T. database of June 2002 contains a total of 32 vessels with a combined dwt of
2,264,078 as described in Appendix E. MARAD is in agreement with this M.I.T.
database. Of the vessels in the M.I.T. database, fifteen had fully coated tanks and ten ha