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Chairmen,
United States ¥eritime Commission,

Ky dear Admirel lLand:

There has been tarefully considered youwr letter of ¥srch 5,
1941, relative to a number of excsptlions and Jisallowances made
by this office im the accounts ¢ chief cistursing
officer, with respect to insurance premiuns peid on certain vouchers
and involving polieies of marive insurafice issned 0 cover various
Lypes of risks on vessels owned by your Cosmission,

The baris for these varicus exceptions is gunerally the same,
and nxy be {llustrated by “Botive of Exce.tion® of Junme 12, 1940,
atteched to vouchar Ho, 33983 of the July, 1938 accounts of
- first voucher listed in your letter-—xhaorein it

1s atsteds

*It iz the established policy of the U, &, Government %o
arsume its own risk of loss or danage to public property. The ¥aritive
Commicrion is suthorised to saintain sn insursnge fund in whieh it
may insure such risks in comnection with itz vesssls and other
property. In the ebsence of further legislative suthority, it
would appear that payments to commercial underwriters for insurance
risks on Commission vessels are unauthorised, # & «*

It is recognised in your letter that se 2 general rule "the
Government has not made s practice of infuring its property sgainst
loss or danage, nor of cerrying insurance against liability arising
Crom the uss and operation of such property.” However, it is con-
tanded that by the terms of section 207 of the Merchant uarine Act
of 1936, as amended, legislative authority already has been pro-
vided ch removes the businegs sctivities of your Conmmission
from the operation of the general rule with resprct to insurance
of Uovernment property and, in effect, sathorizes the insurence
preniun expenditurees here in cuestion, Section 207, so iar as
hers pertinent, providess |

"The Cummission maxy enter into such contrects, upon btehalf
of the United States, end mey wake such disbursements zs way, in
11s discretion, be necaepary to carry on the sctivities authorised
by this 2et, # * ¢ in the same manmer thei a private corporation
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nay contract within the scope of the authority conferred by its
charter, All the Commissionls financial transsctions shall be
dited in the Genersl Accounting 0ffice sccordimg to sporoved
comsercial practice as provided in the Act of Mareh 20, 1922

(42 Stat. 444)s Provided, That it shall be recognised that,

begiuse of the businsss sctivities authorized by this fct, thl
scoounting officere shall sllow credit for all cxpanditw shown
to be necessary because of the nature of such suthorirzed activities,

notwithstanding any existing statutory provision to the contrary.
* % "

In support of your centantio;i thet tlis section provides
sple suthority for the payment of insurance premiwms such as those
’re involved, it iz stated in your letter, smong other things,

"ihile Section 27 does not in terms state that the Comsiszion

has suthority to insure its property with private wnderwriters,
ngress does express its will in ssying that because of the

iture of its suthorised 'business sctivities’ the Commission nsy

anter into such contracts a& may be necessary to earry on such

sctivities *in the same panner that a private corporetion nmay

contract within the scope of the suthority conferred by its charfer,'

In effect, the section shows sn intent that the sctivities of the

Cwiazian snd its jowers in relationgthereto should be governed

by the prineiples spylicable to private corpautim rather than

by the more restrictive ones applicable to governmentsl sdministra-
t.lnwagendn.

"then Section 207 was amended by Congress in 1938 by adding
thereto the words ‘and msy nake such disbursements! and ‘te protect,
Preserve, or improve the collateral held by the Commission to secure
indedtedness,! the House Committee on Merchant Marine end Fisheries
(a-pm Mo, 2168, 75th Corgress, 3rd Session) stated:

Bixw e The membent is deaigmd to make clear a power which
1t 4s thought already exists in the Commission but about which

sone doubt hes been expressed, Under the act, the Karitime
Cemnission has all the general snd implied powers of & business

m'iikuhtin intent seems clear,

'“Becsuse of the sdvantages enjoyed by the eorporate device
uad 1?.3 attendant powers compared with the conventional exeeut&w
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sgencies, the exigencies of war and the enlarged scops of govern-
ment in economic saffaire have greatly extended the use of in-
dependent corporate facilities for governnental ends, 1t msy not
be fairly contended, therefore, that in anacting fectlon 207 eof
the Xerchsnt Earine Act of 193(’3, Congress did not unlerstand the
inplications of the standard of courporate contraetusl authority
established by that section, # ® %

* # , *

%It seems clear, thersfore, that under Section 207, the
Commission's authority to psy prexiums on insurance on its intereset
in vessels to outside underwriters nust be determined according
to the principles of law apillcable to privete corporstions, That
& private corporstion has such authority has been stated earlier
herein, The principle involved was recognized in 23 Coup. lec.
297, where the Comptroller of the Treasury observed that the Panans
Ruilroad Co., being a Govermment—owned private corporstien, and
the Mstriet of Colurtds, being & municipal corporstion, were not
sut.ject to the poliey regarding insurence, and Longress found it
necessary to enact specific legislstion to prehibit the use of
appropriated funds for fire and marine insurance,

*In June, 1938, the Comzission purchased, in operating con-
dition, the three large passenger-cargo liners, (Ss CALI:ORNIA,
PESHCYLVIAIA and VIRGINIA, having an aggregate fair market velue
‘of $10,000,000 or more; and in November, 1938, the former iunson
vessels, Eaa AMERICAN LEGION, PrE Aﬁ&a’lﬂ&, wU‘fﬂE&H CROES snd ARETZRN
WORLD, in opersting conds.tien and having an aggregate value of
tpMut&ly £6,000,000 were t.ranufamd to the Comission, In
view of the awmic inportance of these large units of the merchent
marine, the Commirsion helieved it necessary to protect their value
by inpurance while they were in the possession of the (ommission
end until their employment eould be determined in sccordesnce with
the provisions of the Aet, Accordingly, the Commissien psid for
commercial port snd trip risk insurance on these vessels during
the periods of several months vhen they xwere in its possession
snd control., With respect to the Hunson vessels, the Commission
continued to carry s 15% interest in its insurance fund just as
1t hed prior to the trsnsfer of the vessels, For the Commission
to have insured these vessels in its insurance fund to the extent
©f their value which was desmed necessary would heve pliced an
undue burden on the fund, snd in the event of casualiy might have
serjously weskened the structure thereof, one function of which is
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_ to supplemsnt the Americsn marine insurance market, #o prudent
‘eorporate steaaship operstor would endsnger its insurance reserve
~{to which the Commissien's insursnce fund is properly likened}
by sseuming its own risk of loss on new vessels of high velue,

‘the sequisition of whieh had not been anticipated in the estsrlish-
‘ment of the insurence reserve, Heither would e commercisl parine
‘Ansurance eampany sssume the full cmount of such large single
riskes, The Commission, fcllowing sound underwriting prectice, has
adopted & poliey of lixiting the swount it till assume on Bny one
‘yossel,"

In my letter to you of March 27, 1941 (A-51647), the fact

a8 recognised that section 207 of the Herchant Merine Act of
1936, se smended, contemplates that the Comumission shall be per-
mitted s considersble smount of latitude in contractusl matters
and that if a departure fror usual Government rules appliceble to
uch matiers proves neecessary beczuse of the unususl or business
naturs of the Commiseion's activities, then the Comrission in the
exercise of the troad discretion vested in it by the sabove section
nay authorise such departure——provided, of course, that there is
some yeasonat:le bsiis for the dcpartm and that tho discretion
42 not exercised &rbim!'ﬂaf- I% was further stated in said letter
thgt: '

: "If & contract is made by the Commis:ion without adherence to
the ugual reles, and no showing of & reasonsble justification for
‘the failure to sdhere to those rules is mede, it is considered to
‘be the duty of this office in the sudit of the sccounts of the
disbursing officer involved to (uestion the va.idity of sueh con-
tract end the expenditures made thersunder, However, if the Com-
nission in such & csse asserts that the failure to mply with the
~usual statutory requirements was considered necessary or expedient
“because of the business nsture of the suthorised sctivity involved——
~and a reasonable showing in support of the action is madewthen it
is conoidered that this office is justified in allowing credit for
the expenditures involved, This is understood to be the meaning

f the provision in section 207 that-

"t» % # it shall be recognised that, becsuse of the business
sctivities authorised by this fct, the accountim, officers shall
allow credit for all expenditures shown to be necessary because

1 the nature of such suthorised activities, notwithstanding any
xisting statutory prevision to the contrary, # # #!®

It is considered that the sisiezents contained in your letter,
Micuhrly those ac set forth in the above-guoted excerpts
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therefrom, are sufficient to constitute s ressonatle showing that

the departure from the ususl rules sp;licable to Uovermuent sx-

- penditures of the character involved wes ressonzbly nscessary or

expedient becsuse of the husiness nsture of the authorized activities
involved, Accordinmgly, you sre advised that this office will not

- objeet further to the insurance premium psynente made on the vouchers
~ listed in your letter, aud credit therefor will be allowed in the
sccounts of the disbursing officer, Similar sction will be taken

with respect te other woucherz of like character,

despectfully,

(Signed) Lindsay C. Warren

€onptroller General
of the United States,
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