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Cba:i.run, 
United State. ifal'it.iae Comrd. •• 1en. 

kJ dMr .kh1nl tuxi. 

TIlezoa b.u bicfm tUIreMly eonddered 1OUf' lnte!' of -reb 5, 
1941, relati.e to a r.nlm.be%".Of ace~d1aallow~ ... e 
bJ' tb1. offi_ 1. the account.. Q~ chief d1sbW'ab,g 
ot.f1eer, with ,.8peot -. imnlrance p1'ttlU .. paid .0 certa1ll you.ehers 
and 1mol1'1Di 1»1101 •• of IlU'int 1.~ iHaM t.o ecmtr TariOlJf) 
t.~. 01 riaka 011 'ft ... la owued by' 1Q'U' Coaai .. i .... 

!he bu1a for tr:Hae vlU'ioua ucrept!ou i.. i~al.l1 the "au, 
and may N tlhetrated. "r .. -1oti .. ·lItt Exce;,.;.t,ion·ol JUDe 12, 1'40, 

TOuch.!" 1fG. 319S3 of t.lls July, 1938 aceount.a of 
f1ntY011Our li.8ted in your 1.~\er-whe ... 1a it 

wIt. 15 th ••• ta'bU'" polio)'" of the U. S.Gn'el'llll2ANlt ~ 
..... 1" own ria ot l,oe- or dulage to public ~rt7. '!'he l'ar1tiae 
Ceaai.dorl i ... uth~riled 'o;a;aint,Uau inaura,oe .had in which it 
fUT inl1lN ftiCb nata in ."CUR with it.. v .... l1 a.pd ~tber 
propert". In the .~ of hrtbeJ' 1.g1alaU .. aw.t.hor1t.1, it 
_uld .ppur tMt paJ'IIttDU to CIO!III£lfl"01al ~ftl'1.terl {O·p!Surance 
ri tk, on Ooen.nion ......... 1. are UDautl1orlsec1. • .. •• 

It i. recopiH4 in JOW' 1."81" that.. .. general rule "t.be 
an.l"AMrA baa DDt Md •• praoti" of in.hr1.:Qg it. prOper\l ag .. :1nat 
1.018 or dauge j DOl" or c&r~ insurance agaiNSt. Uab1l1\7 ms1ag 
r-ro. the un aM operation t:tt web property.- Bowenr, it il con
t.anded that by the t.eru or .'ctiOD 2al o!' the ~ant 1IitU"1De Act 
".t 1936, at aanded. legislative a.uthori~)" alN.,. haa btlen pro-. 
'9'1.ded 1dl1eh l'4bIOfta tM bu1nell. actiYiti .. of J01U" ~ommiea1OI1 
f'J"IOII the operation or the. pn.ral rule With ref1pt'tttt. to Lu>W"ance 
01 tJo't'el'DldDt pzoperty and, in effect, au.t.boriHe tae inauratlOe 
Pl'bilft expoodl ture. heft) in ~jueL'lt1ol14 5eetloft 2f11, so far u 
~n ,lUTt1neDt., provide •• 

time Ca.Mi6Sion T11I.,. enter into BUch contraeUs, upon. belialt 
01 tb. United States, end. m..t:ytnke such diBburs ... aw ae ::way. in 
1 "te 418e1"et!1.on, be necessary to carry 011 the .act! vi tie. aU'tJ'.orise<i 
b:7 tb1. Aet, * * • 10th. Ibe ~r that. priyaw corpOration 
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.rJq contract Withia the H6pt or the authol'it.:r oonfened lIT ita 
cbart.el". ill the C08I1u1a~8 t1unoial wauut1 •• sh.:tl be 
aucl1W 1D the Ge.nl AcC01llttiJli atfl- MCOrdillC \0. apiJftJY8d 
,~eNlal practice •• ~ ia the Act. .t "Karch 20, 1922 
(42 Stat. 444). Pmt&ft4,!bat 1 t thall. be ncop1Se4 that., 
bec~;uae of the bua1IIa ... tiftt1 .. authorJ.ud by thie Act, the 
uoounti»g or!1cera ahall. au. ONdit tol" aU upendit1U'M shown 
to be MOe • ..,.,. lMtoaue otthenature of such aut:boriMd act!.! ti •• , 
not-wi thnandilll U1' Giat1l1g ltat.uto1'7 proddoD to the GOatJVy. 
• * .-

In .lIPJ'Ort. .f your co.nteution that thi8 section proYicle. 
_ple t:Utbonty to ... t.M pI.1IMmt .f i.naltrImce peal.. such .. t..I'»Sft 
,MN lmol'ftld., U. Is etated 111 JOUr letter, ... otb8l" ~., 
that. 

""hUe s.cUoa 2f1I doea DOt in 'eme .taw that the Con.m1i8sion 
bUall1ibority to 1llSure it. propert.,. With private Udenrrltere, 
'Cone"- doeIs expreu It. w1U in .~ thatbMaua. of t.he 
uture of 'it. htboriaed· 'bua1neea _tinti ... the Coal.san .., 
em.r 111M nah aoatl'l\Cts as ....,. be nee_H17 t.. carry en ncb 
acUntie. 'i. the ..... ......,. that a private corporation 111IT 
·cont.raot. within the scope .f the au~hoJ"f.t1 aonte:rre4 b:r its charier. r 
In,.tleet. the lutioa lhcMa an intoed that the _"nti •• or the 
eo.n •• ion del 1 til ~ 1n ftlaUoagth.reto IboulA be gnarned 
br t.h. pr1M1ple. &P.':Jl1cable to pr1Yate cQrporationa nthel" t.lwl 

'. b.r t.he 1101'8 l"Utrlet1.,. 0._ appl1eahle to gO'ftnaeDtal admiD1stra
tbeagen.eie •• 

..... SecUOIl 2rI1 .... waeDd.ed by Congft8. in 1938 by' adding 
t.btJ'eto the 1ICtnW 'and .."make .uch disbursement.' Cld 'to protect, 
Pl'lHft'a, 01" improw the collateral held bY' the Co.\IJIliaa1oD to ucure 
i.Jd.'btecl»u8,' the Be ... eo.s.ttee on PlerchaDt iW"1ne and ft.sbenes 
(itport. lio. 2l6a.7Sth eo.reaa, 3ni S.ssioa) ltateda · I. * * 'lb. anent!m,ent 1e designed t.o make clear a power which 

/1. tia.t.houaht alre-V ex1at. in the eo.i.ssion but ablut. which 
.... dGUbt hu been 'xpreuect. Under the act.. the· Karits..me 

,;·a...u.a1oc Iwt all the general and 1m.pUe4 powen of a bUSiJMtS8 

ctoPpOrat..1oa. ' 

'. ~leglalatl .... int;ent .... c1a&1"! 

Irlieo&uae of the advantages .nj~ b.Y the eorporata 4ev1ce 
t.· .... ;·'~n ita attendant pollen CO:IlpI.l"ed Viith the conve,'lt1oNl exeeut1'ft 

, ~ , 
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_eoo1 •• , tM .~encd. .. ot war and the enlarged soope ot gon!'D
met in econoll1;c .. ftail's hayS greatly ext.ended the UN of in
dependent corporate facilities !O~ iOftr.BllHintal en41. It..07 DOt. 
be fairly cont.encled, tbeftiOH f that 1n enacting Section 2a1 or 
the Merch.r1t larlne Act of 1930, COD&l"GSI did. not. lUlilerstaDd the 
ir.nplic.tio_ .1 the atandard of ~rporat. cont.t'Htual aut.horlty 
.etab11sh.cl bf tbat aection. * .. .. 

* 
-It .e ... clear, therefore, that \VIdar Section 2Ul, the 

Cemm1nion" authoritT to par Fern,.. on insurance on it. interest 
1Jl Te888la to outside \lQdernltera lllliSt be ci&te!'lJdned according 
to the pr1nCip].e. or l,a .. ap.p11cable to pri'Yate corpol'atiorsa. That 
.. priTate corp:Jra.tion 11 .. .wm authority ha& be. atated earlier 
herein. 1M pr1Dci~ inT01'ftd ... reoopiaed in 23 Comp.. Dec. 
291, where tbe CMptroller ot the f:reuUJ'1 obsel"Yed that the p~ 
!~ilroad Co., being a Go,"mment.-o~ privati. cO!'pOratiol'l, a.n4 
the D1atr1ct ot ColuIib1a, be1ag a nU1'11c1pal COrporAtioA, were not. 
eut.ject to the policy regardiDg 1nsurance, Uld Co.ngrea. lolUld it 
nece.a&.l")" to enact 8peol.f1c legislation to pJObib1t.. the use ot 
appropriated tunda for fire and _riDe inlllUl"a.nee. 

"Ia Jlt.De, 1938, the ComiI.d~.lo» purchased, in operating con
d1t10~ the t.bree 181"" puseoger-carso line,.., tS. C},:"l.!'ORNIA., 
PEhB!:,ILVtlUA aDd VIRlllNU" having aD aurel&~ ta:i.r'market Tatd 

'ot $10,000,000 or -.re. UKi in Nnftlbel", 1938, thetor.r iunaon 
...... la, eS. llliRlCA N l.roIOI" :PA.1I ,AjjEP.IC!, SJUTUf:lUf COOS!} and f\.b£:f2.·rut 
WORLD, in opent,1J:t& oondi tion. ancl h«rini an aa",a.t.e Talue of 
a.p;;rox1ut.e17 t6,0CK),OOO un t.rau!erred t.o the Commission. In 
Tin or the •• DOlIie :l:mport.ance ot the.. large U1'd. U oJ the lBerchant 
aanne, the ec..bsioB believed. it. D8ce •• ary to protect their value 
bJ' i~uranc. wh1le the;, we... in the possessio of the C.oa1.sai.oll 
and. mt.il their employment could be det.errdaad ill accordance with 
th. proTbloDl of the 1e\. AccordiJ)gq j the Comi .. 1.eA paid for 
co.ercial port and tn, rtakil1lUn.DCe OD. th ... 1' .. 881& cbari.Dg 
the perioda or .eyera1 months lfhen they1iere in it. possossion 
and. control. With respect to the .AtW'JaOD, vessela, the ComaillsioD 
eontlmaed. te GarI7 a 15% interest in itt insura.nce lund just .. 
1 t had prior to the transfer of the vesH1.. 10J" the Commi5sion 
to haYe inl\U"ed theee " .... b in i t8 iD5lU'ance fund to t.h. extent. 
of their yuue wulcb wu de&lll8d necessary 'Would bave placed an 
'IInd_ burden ott the tuad, and. in the event. of caaualty might haft 
senoualy ftakene4 the .tructure thereof, one function of which i. 



- 4 -

to euppleaent t:b. Amtricuu.ri.D8 innrUlH markitt. .No pnadent 
8Orpor.te ateaub1p opel't.tor 'WOuld IIDdlnger- 1'- ·!nsV&l\ce reae"_ 
. (to wh'loll the Coati.ai.', lnnnaee tad ia propel"1I'l.1keDld.) , 
." ... 'fR1111 It __ riak ot IN. on _ .. 8 .. 18 ot b:1.&h .... 1:_, 
the aaquia1tiOJ1 otwh1ch had. not. beG ant.icipated ill the e.tablish
.«Jllt of tn. 11ltnU'&l'1Ce rea~. leither would a ~roial WU'iM 
lneurance __ pan,. USlIIe the full ~'lltnaJ1t of ~ucb. large si».gle 

··rieke. 1M CoIuI1s.icm. tollolfing "Oll1to. uadetwrl.t1Dg FUt.i". bal 
tdopt,ed • poll.,. of lim tiDg the amolUlt it will UIi\!ne on any one ,,.. ••• 1.·. 

In rq let.tttr to lOll Ql 1t&roh 'Z1, 1941 (A-51647). the fact 
.... recogaiHd that MOtioA 2(J'J of the Jierchaftt il.a.riM' l<..ct ot 
19)6, .... aded. oont.eaplaw8 tJiat the CozmIdaeion shall be per
Jlit.ted a considerable aiaout ot latit.ude in contractual _attan 

.•. 1.D4 that it • dapart.ure troll lUfUal Oovemae:a.t rd •• applicable to 
auch .. tt-era proves neMU8l'1 MCltll" of the u.m:a.sui.l or . busineas 

>_t.u.ra of the CoDi.eio.'. actiVities, then the CoaiseiOD in t.n. 
exerel_ of the ... ad diHretloA vu'M4 in it by the abo .... ctlon 
.,. authoriae .... depanve-prcm.delc1, ot COVH, that tbere 1 • 
.... ft~_bl. baf.\\. tor t..he depart.1I,N and taa.t the discretion 
is DDt. ufll'C1Hd arbltn.rlll'. It ... .f't.U'ther stat.ed in said letter 
that, 

BIt a contract i. ade br the C.s1s:~icm wi t.hout adherence te 
the 1lft&l 1"IIl •• , and. no shewing of a ""aonable jutif:1catioD tor 
th • .r.11\U!"e wadhere to \bo .. rule. 1 • .IUd.e, it. 1. considered to 
.be the duty ot thia ot.fi~ in the audit .ftha accounts ot the 
d18buraiQiolficer 1Dvo1ved to Ciue.t1on the ya:~idity of such eon
t.ract. and the expenditur •• IUd .• therallDder. .Ho1l4yer, it the Coa
maliOR in sueb • case us .. rt.s that the failure to comply ldth the 
-ia&l. atatu1lO17' requiremftt._ w.. aonsi dared necNMr1 or expedient 
beeaul. of' tAfI bus1... D&ture ot t.he authorised act.i Ti ty iD'fol..-ed.
and • reuouble akowiDg in aup;;ort of the action 1. made-then it 
18 conlddeNd that th1&I office is justified in a.l.lowing credit for 
the expendi turea involved. 'tb1. 1s Wlderatood to be the _an1ng 
:of the proTistan 1n section 2C17 that-

. .'. '* * it ahall be recogniSed that, because ot the budneY 
J.Ctivi t.ies aut-homed bTth1& J:ct. the accoun~ DUlce" shall 
all .. credit tor ell expenditures ehown to be ne~5Sa.ry beuuae 

. ot the nat'l:ll"G ot suchauthoriaed .&ctinties, notY<it.htlt&..'1d1ng a:ny 
ex1.t11li atatntory provision to t.he contr817 ...... tt'" 

It ia conSidered that tbe at.atftent.s oontainedin your letter, 
part1cul..arly tho .. && •• t .t~ in the above.-ql1Oted excerpts 
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there/roll, are au.trIc1ent to constitute. rH.8OUo.le eholfiag that 
the departure tl'Otl the usual rul.. s P?l1eabl. to Gcw&l"mII.eut ex-
pend:1 t,UNI of tM character 1Jn'olye4 .... re ... onaPly neeeeaary or 
expedient bec&uae of the butdnea natlU"e of tile authorised actinti. 
inTOl,",. .lceU'd1llgl1't 70u are adn.ed tM.t 'U11 •• rnee win not 
object. further too the ine1mlDCe premi_ pa)'t!tellt8 Ude on tbe youchera 
l1eted in J01II' btt.t.er, and credlt.therefer 11111 bt allowed. 1D 'the 
ac:CO\llR.8 of the diabaniug oft'1eel". Sia11ar actio:n 'li11 be taken 
1dth r •• peet __ other·~u.1"8 of 11k. character. 

~epecttul.l7 , 

~Slgnea) Lindsay O. ·Warren. 

i.ptnl1er Genel'&l. 
of the UniW St.atee. 




