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letters
Carriers set up EU lobby group

Container shipping lines have set up a joint representative 
and lobbying organization in Europe, called the European Liner 
Affairs Association.

Expected to be backed by many European and Asian liner 
carriers, the association will be managed by Ken Soerensen, the 
former European region head of APL.

“The Box Club has decided to form an association similar to 
the World Shipping Council,” said Gunther Casjens, chief 
executive officer of Elapag-Lloyd Container Line. The World 
Shipping Council represents container-shipping lines in Wash-
ington, D.C.

Casjens has acted as the coordinator between container 
carriers in the formation of the new European body. He said a 
chairman of the association has not been appointed.

Future carrier members of the European body are not yet 
known.

Formation of the association coincides with the launch of a 
review of EC Regulation 4056/86, the European antitrust ship-
ping regulation, by the European Commission.

Casjens said the European Liner Affairs Association would 
reply to the antitrust review consultation paper issued by the 
regulator by the June 3 deadline set by the EC.

“The review of (regulation) 4056 is another reason— not the 
only reason — to form the association,” he said.

Many European shipowners already belong to the Brussels- 
based European Community Shipowners’ Association, an or-
ganization that covers a broad range of regulatory issues. The 
European Liner Affairs Association will deal only with liner

shipp ing issues and represent both European and non-European 
carriers involved in European trades.

“One of the reasons of this organization is to find what 
(shipping) lines really want,” Casjens said. He suggested that 
different carriers have different views on regulatory issues in 
Europe, and that they should speak with a single voice.

Asked whether Hapag-Lloyd would fight to retain the anti-
trust immunity of conferences in Europe, Casj ens replied: “This 
question is too simple.” Hapag-Lloyd does not support confer-
ences if they decide rate levels for shippers’ contracts, but it 
favors the retention of antitrust immunity for a forum allowed 
to discuss capacity and rates, he said.

Casjens said Hapag-Lloyd also likes individual confidential 
service contracts.

Moving from the current European antitrust immunity for 
conferences to a system of U.S.-style discussion agreements is 
“one option,” Casjens said. Current European conference im-
munity is “not very different” from the U.S. regime under the 
Ocean Shipping Reform Act, he added. (Philip Damas)

FAST in the slow lane
What good is a U.S. Bureau of Customs and Border Protec-

tion program to move trucked cargo into the country in a fast and 
secure manner if participating truckers must wait in long lines 
at the border crossings?

The so-called “Free and Secure Trade” or FAST program 
requires U.S. importers to submit applications to both U.S. and 
Canada customs administrations. Trucking companies may 
apply to one or both governments to participate. Participating
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truck drivers must be fingerprinted and receive FAST photo 
identification cards.

The program, which started earlier this year, is up and 
running in the high-volume northern border ports of Michigan’s 
Port Fluron and Detroit; Blaine, Wash.; and Buffalo and 
Champlain, N.Y.

U.S. Customs officials are well aware that FAST-approved 
truckers are getting stuck in lines with non-participant truckers 
waiting to bring their cargo into the United States.

“It comes down to geography,” said John J. Considine, director 
of cargo verification for the agency. “W e need to move the (FAST) 
approach lanes further into the Canadian side, not only to receive 
carriers more efficiently but to clear them more efficiently.”

Considine said the agency wants to use only the “best practices” 
for the FAST program. Customs plans to implement FAST on the 
U.S./Mexican border in late summer. (Chris Gillis)

On the same page
The U.S. Bureau of Customs and Border Protection and 

Coast Guard should consolidate as much of their trade informa-
tion requirements as possible, not just to benefit the shipping 
industry, but also themselves.

“As two agencies located in Flomeland Security, we see the 
value of combining operations and communications with the 
trade,” said John J. Considine, director of cargo verifications for 
Customs at a recent industry meeting in Washington.

“Currently, we have a number of overlaps,” Considine said. 
“We must try to identify the best source for information coming 
in if we’re going to have a uniform system” within Flomeland 
Security.

One of those information sources under study by the agencies 
is Customs ’ Internet-based Vessel Management System, which is 
used by the agency to process inbound ships. Flowever, Customs 
officials generally enter clearance information upon arrival of the 
vessels in port. Coast Guard, on the other hand, requires vessel 
arrival notifications 96 hours prior to arrival in port.

Considine said it could be possible that the Coast Guard may 
use the Vessel Management System to enter arrival data, saving 
Customs from this work. Yet, Customs would still receive the 
essential information it requires to oversee arriving vessels. 
(Chris Gillis)

Lufthansa speaks its mind
Lufthansa, widely regarded as one of the best managed, 

creative air cargo operators, has long been seen as an industry 
leader when it comes to innovation.

“The period of time in which we are being copied by the 
competition is getting shorter from year to year,” said Lufthansa 
Cargo board member Andreas Otto during the Cargo Network 
Services conference in Miami.

Lufthansa was one of the first to introduce time-definite 
services for all types of air freight, along with differential 
pricing, spin off separate subsidiaries to maximize the revenue 
potential of in-house technology and cargo chartering divi-
sions, devise a flexible system for adjusting fleet capacity, 
realize the importance of customized service, realign its cost 
structure in a down market and, now, offer cargo management 
services to passenger airlines (see story, page 60).

Lufthansa is also one of the most profitable cargo airlines. 
Lufthansa Cargo reported a record pre-tax profit of 582.3 
4 AMERICAN SHIPPER: JUNE 2003

million euros ($626.4 million) for its 2002 financial year, 
despite price pressures and declining tonnage. The German air 
cargo airline said profit from operating activities was 127.6 
million euros ($137.3 million) even though revenues were off
3.6 percent to 2.35 billion euros ($2.53 billion).

Lufthansa officials are keenly aware that the company is 
considered a role model and, so, they are willing to rock the boat 
in an industry characterized by indecisiveness, and the desire 
for consensus when it comes to solving major problems.

At the CNS conference, Otto took positions bound to upset 
some air cargo communities. His key message was that it was 
unfair for forwarders to earn healthy profits while struggling 
carriers assumed the risk of buying and operating expensive 
assets to fly their goods. The solution, he said, is a better system 
of profit and cost sharing (see story, page 58).

He also scolded carriers and forwarders for paralysis by 
analysis, namely the inability to commit to common industry 
reservation platforms and automation standards because of fear 
of the unknown and potential criticism.

And he implied that belly carriers are amateurs when it comes 
to moving cargo and need to make their cargo divisions respon-
sible for their own profits and losses.

Although Lufthansa’s style may ruffle some feathers, under 
performing carriers should set aside their pride and consider the 
advice the German airline is offering the industry. In the end 
Lufthansa may not convince everyone that change and adapt-
ability are the keys to survival, but at least no one can say they 
weren’t warned about the dangers of continuing to do business 
the same old way. (Eric Kulisch)

Should’ve skipped Queen’s Day
Royal Baskalis may know how to dredge harbors, but when 

the company ’ s representatives blew off a congressional hearing 
because of the Dutch national holiday Queen’s Day, they 
muddied their image.

AU.S.-based subsidiary ofRoyal Baskalis, Stuyvesant Dredg-
ing Co., and its recent activities in the nation’s dredging 
industry was the subject of intense debate during an April 30 
j oint hearing of the House Coast Guard and Maritime Transpor-
tation and Water Resources Subcommittees. Members of the 
subcommittees duly noted Royal Baskalis’ absence.

“I’m troubled that (Royal Baskalis) declined to participate in 
this hearing,” said Rep. William J. Pascrell Jr., D-N.J., during the 
hearing. He added that the committee members were “slapped in 
the face” by Royal Baskalis’ decision to stay away for Queen’s 
Day.

Indeed, this may come back to haunt Royal Baskalis if 
Congress, as indicated by Rep. Don Young, R-Alaska, chair-
man of the House Transportation and Infrastructure Commit-
tee, pursues legislation to further tighten regulations governing 
corporate citizenship for U.S. dredgers. (Chris Gillis)

Air hubs, truck spokes
Don Palmer finds it odd that airlines are investing in new 

time-definite product offerings and supply chain software to 
meet shippers’ expectations for speedier deliveries, and then fly 
into congested passenger gateways that can’t accommodate 
cargo 24 hours a day.

Palmer, the director of the International Intermodal Center at 
Huntsville International Airport in northern Alabama, says
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many passenger hubs, such as John F. Kennedy International 
Airport in New York, Baltimore-Washington International and 
Atlanta’s Hartsfield International Airport, can’t move freight at 
certain hours of the night because U. S. Customs officials are not 
staffed sufficiently to do both tasks. That means the freight can 
sit several hours awaiting clearance.

Palmer, who has extensive airline experience, makes the case 
that a secondary hub with an intermodal component can often 
get cargo to its destination faster than a shipment that arrives at 
a big airport. Huntsville International is vying with Atlanta as 
a U.S. Southeast air cargo hub. It is open 24 hours per day, lacks 
air and ground traffic congestion associated with big city 
airports and has Customs and Agriculture inspectors ready at all 
hours to process cargo.

Global air forwarder Panalpina schedules 15 transatlantic 
B747 freighter flights per week into Huntsville. Atlas Air 
provides most of Panalpina’s lift, including a dedicated jet to 
and from Luxembourg nicknamed the DixieJet.

Air cargo alliances such as WOW (Lufthansa Cargo, Japan 
Airlines, Singapore Airlines and SAS Cargo) and SkyTeam 
Cargo (Delta, Korean Air, Air France, Alitalia, Aeromexico, 
and Czech airline CS A) were formed in part to provide forward-
ers more extensive distribution networks and a single transpor-
tation provider to compete with global logistics integrators such 
as United Parcel Service, FedEx and DHL.

The integrators can offer predictable deliveries because they 
do not have to compete with passenger traffic at their dedicated 
cargo facilities and control their own ground networks.

“But I never see a truck line in these alliances,” Palmer told 
American Shipper during Cargo Network Services’ April con-
ference in Miami. “Why don’t I see a WOW ground product out 
there? These alliances should be intermodal because the cus-
tomer dictates door-to-door service. That’s why the integrators 
are gaining more market share.” (Eric Kulisch)

Bunnies on the runway
Miami International Airport handles some 1,300 flights a day, 

many of them loaded with cargo. Miami-Dade County is nearing 
completion of a fourth runway that will expand capacity for 
landing by 22 percent. The runway is part of a huge capital 
improvement program that includes expansion of cargo and 
passenger terminals. Airport managers have successfully raised 
money from bonds and the federal government, addressed noise 
and environmental concerns from neighboring communities and 
kept the massive construction project on schedule.

Now airport officials have a problem of a different sort to deal 
with: rabbits.

It seems jackrabbits have found the airport an appealing place 
to make their home. The little rabbits are everywhere, protected 
fromnatural predators by security fencing— the downside to anti-
terrorism efforts. As they proliferate, they pose a threat to aircraft 
operations, which might not make sense if one imagines the road 
kill created when fur meets rubber on the tarmac.

It turns out that rabbits are just the symptom. Vultures are the 
real problem. They like road kill. But large birds and airplane 
engines are not a good mix.

“When you run an airport, you can’t afford to have birds 
flying all over,” Bunny Schreiber, the airport’s marketing 
specialist for cargo operations, said.

Airport managers could not go out and shoot the rabbits, so

they tried to relocate them to Texas. Relocation was taken off 
the table when airport managers realized that catching all the 
rabbits was near impossible.

Those efforts have upset the animal rights community, which 
has taken the fight to the county commission. One person even 
showed up at the Commission’s office in a bunny suit to protest 
the rabbit eradication program, Schreiber said.

As politics delays action, the rabbit population grows. So far 
the vultures haven’t slowed down flight operations, but eventu-
ally airport officials say they have to get rid of the rabbits. We 
assume common sense will eventually prevail.

But who is sticking up for the vultures? (Eric Kulisch)

Know your hazardous categories
Shippers and carriers are occasionally confused by what 

actually comprises hazardous cargo, and their own responsi-
bilities for transporting it.

The U.S. Department of Transportation, through its Re-
search and Special Programs Administration, has issued an 
interim rule requiring “that shippers and transporters of certain 
hazardous materials comply with federal security regulations 
that apply to motor carrier and vessel transportation.” The 
interim rule also revises the procedures for applying for an 
exemption from the DOT’s Hazardous Materials Regulations.

The HMR categorize such materials by hazard analysis and 
by experience into hazard classes and packing groups. The 
regulations require each shipper to identify materials by the 
hazard class. Also, shippers must cite the class, packing group, 
and proper shipping name on all shipping papers, as well as on 
all labels used on packages and on placards affixed to transport 
vehicles. There is no leeway for mistakes. Erroneous or false 
documentation will guarantee a delay or return of cargo and the 
scrutiny ofU.S. Bureau of Customs and Border Protection or 
another Homeland Security entity.

There are nine categories of hazardous materials under the 
HMR, based on an internationally recognized United Nations 
system. Each class has its own compliance hurdles under the 
HMR. Class 1 (explosives), for example, comprises various 
divisions, from 1.1, “a mass explosion hazard that affects the 
entire load simultaneously” to 1.6, “an extremely insensitive 
article that does not have a mass explosion hazard and demon-
strates a negligible probability of accidental initiation or propa-
gation.” The HMR also prohibit any transportation of an 
explosive unless it has been tested, classed and approved by the 
DOT’s associate administrator for hazardous materials safety.

Shippers should also take into account the tougher restrictions 
covering all personnel touching, supervising, piloting or other-
wise physically involved in the transport of hazardous materials.

Also, the interim rule states that “hazardous materials em-
ployers must assure that all hazardous materials employees 
receive security awareness training.”

If you are a shipper who has received an exemption in the past 
for the transport of hazardous products, it is critical for your 
business that you check the new rules. Surprises abound, and 
ignorance will not be a plausible defense. (Robert Mottley)

Clarification
Christopher Ullman, vice president of communications for 

The Carlyle Group, was not completely identified in a story in 
the May issue (page 67).
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A Rising Star in Technology
M SC  com bines high-tech scivvy with solid  shipping tradition.

The MSC group, based in Geneva, Switzerland, spans 65 countries and 
5 continents with 150 offices connected and fully supported by information systems designed 
to optimize performance and provide top level service. M SC’s technology provides accurate 
booking confirmation and container track and tracing by a real-time electronic system that 
ensures fast service, reliable inventory management and a prompt delivery system. M SC’s 

quick response time and competitive costs combine with over 30 years o f  shipping 
expertise to offer solid market value to its customers.

MEDITERRANEAN SHIPPING COMPANY
(212) 764-4800, NEW YORK

www.mscgva.ch
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305-477-9277 504-837-9396 757-625-0132 910-392-8200 514-844-3711 416-231-6434 604-685-0131
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Am erican ship operators, integrators defend  
need to uphold U.S.-flag dom estic transport laws, 

while shippers absorb higher costs.
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W hat would the United States do if it lacked a 

national maritime or airline fleet to serve as its 

transportation backbone in times of crisis?

Not much, warn supporters for U.S.-flag transportation 

assets. They say the country would essentially lose its ability 

to self-mobilize in a secure manner due to what would 

become transportation dependence on outside nations.

The U.S. coastal waters and airspace, like most other 

nations, are heavily regulated by so-called cabotage laws, 

which are designed to prevent overseas-based vessel opera-

tors and airlines from operating in the domestic trades.

While shippers generally understand the need for a U.S.- 

flag transportation sector, they’re feeling the pinch of higher 

costs associated with the system. Shippers, particularly in the 

agriculture sector, plan to continue their effort to reform the 

nation’s marine cabotage laws to make U.S.-flag transporta-

tion more affordable and easier to use.
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Corporate citizenship status o f  some U.S.-flag 
domestic vessel operators questioned.

B y  C h r i s  G i l l i s

The 1920 Merchant Marine Act, bet 
ter known as the Jones Act, has 
long served as a successful way to 

preserve the U.S. domestic waterborne 
trades for the American merchant marine.

However, the Jones Act may be cracking. 
The law’s supporters warn that non-U.S.- 
based firms have quietly entered the nation’s 
coastwise maritime business in recent years 
through narrow openings in the law.

“They’ve come through a backdoor, and 
they’re now using it to gain an unfair eco-
nomic advantage,” said 
Philip M. Grill, vice 
president of govern-
ment relations for 
Matson Navigation 
Co., and chairman of 
the Maritime Cabotage 
Task Force.

U.S.-flag vessel in-
terests point to several Grill
specific legislative and administrative 
events in the 1990s that opened the industry 
to foreign competition.

In 1992, Congress passed an amendment 
in the Coast Guard authorization bill to 
allow Stuyvesant Dredging Co., a subsid-
iary of Dutch firm Royal Baskalis, to main-
tain its U.S.-flag hopper dredge under the 
Jones Act, with the intent of keeping other

foreign operators from doing the same.
Then in 1998, Stuyvesant Dredging re-

ceived a ruling from U.S. Customs that al-
lowed it to charter two cutter dredges to 
perform work on the Colorado River, be-
cause the company’s hopper dredge, 
Stuyvesant, was too big for the job. Later that 
year, Stuyvesant Dredging expanded its reach 
by entering a joint venture with New Or-
leans-based C.F. Bean Dredging Corp.

Another legislative event that some say 
has unintentionally eroded the Jones Act 
occurred when Congress passed the Coast 
Guard authorization bill of 1996, which 
allowed U.S.-flag vessel operators to ob-
tain international sources of capital to fi-
nance ships. The same law, the task force 
said, has permitted foreign-based operators

to set up so-called “special purpose” leas-
ing companies that are not bonafide finan-
cial institutions, which bareboat charter to 
section 2 U.S.-flag vessel operators.

“Most of the transactions under the 1996 
amendment are for legitimate uses,” Grill 
said. “But some operators have used it for 
opportunistic purposes.”

In recent years, Australian firm Adsteam 
Marine established itself in the U.S. Pacific 
Northwest and Alaska towing markets by 
acquiring U.S.-flag Northland Services. 
French company Groupe Bourbon entered 
the U. S. Gulf offshore marine services busi-
ness using a similar tactic. Further still, 
Nabors Industries, a U.S. operator of off-
shore supply vessels, relocated its corpo-
rate headquarters to Bermuda to take 
advantage of extraordinary tax breaks.

The task force said Nabors is using “tax 
inversion,” which enables the company to 
move the revenues from its U.S.-flag vessel 
operation offshore to avoid paying U. S. taxes.

“We’ve argued with the Coast Guard not 
to grant coastwise endorsements to special 
purpose leasing companies connected to 
foreign parents,” Grill said.

Grill said the federal government is well 
aware of the tax advantages that foreign- 
based operators have over U.S.-owned and 
operated shipping companies. A May 2002 
Treasury report pointed to the use of tax 
inversion by foreign-based companies do-
ing business in the United States.

“We’re not trying to fix the huge tax 
inversion issue,” Grill said. “But if the 
Jones Act is properly enforced, there should 
not be a U.S.-flag company with a tax 
advantage over another.”

The corporate citizenship debate in the 
Jones Act was raised on Capitol Hill during 
an April 30 joint hearing of the House Coast 
Guard and Maritime Transportation and 
Water Resources subcommittees, which

Richard Weeks
president,

Weeks Marine

“This is a loophole, 
plain and simple. 

A nd it should be closed.”

Weeks Marine’s U.S.-flag 
dredge Lindholm.
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focused on Royal Boskalis’ U.S. dredging 
operations.

“It is impossible for us to believe that 
when Congress acted in 1992 to ensure 
American control of dredging vessels, it 
intended or condoned that a limited excep- 
tionbased on a single vessel, the Stuyvesant, 
should become an avenue for increasing 
penetration of the U.S. industry by foreign- 
controlled vessels,” said Richard Weeks, 
president of dredge firm Weeks Marine, 
and head of the Dredging Contractors of 
America, to lawmakers.

“This is a loophole, plain and simple,” 
Weeks said. “And it should be closed.”

“If this exploitation is allowed to con-
tinue, Royal Boskalis’ stated strategy of 
expansion and consolidation could well lead 
to its domination of the U.S. dredging mar-
ket — exactly what Congress intended to 
prevent in 1992,” Weeks said.

The Dredging Contractors of America’s 
position received support from maritime 
labor, including the Maritime Trades De-
partment of the AFL-CIO, Seafarers In-
ternational Union, and the International 
Organization of Masters, Mates and Pilots, 
in addition to the Maritime Cabotage Task 
Force, American Waterways Operators and 
Associated General Contractors of America.

“Absent such control, the United States 
simply cannot be assured that the economic 
and operating decisions affecting these in-
dustries will be made by persons sharing U.S. 
national and economic security interests,” 
the Maritime Cabotage Task Force said in a 
written statement to the subcommittee.

Jim Bean, chief executive officer of Bean- 
Stuyvesant, testified before that he and his 
Dutch partners operate within the law and 
the company is simply giving the U.S. 
dredge leaders a run for their money.

“Frankly, I think existing legislation and 
relevant U.S. Customs rulings are quite 
clear on ownership standards for U.S.-flag 
dredgers,” Bean said. “Sometimes legisla-
tive advocacy gets a bit overzealous and 
erroneous charges are sometimes made. I 
regret that this seems to be the case here.”

It’s estimated that the Army Corps of 
Engineers, which awards the bulk of the 
nation’s dredging contracts, spends about 
$700 million a year on harbor deepening 
projects. The agency said it generally wel-
comes the competitive presence of Bean- 
Stuyvesant.

Industry groups, such as the American 
Association of Port Authorities and Na-
tional Industrial Transportation League, 
have tended to welcome Bean-Stuyvesant’s 
presence in the domestic market to help 
keep dredging prices down.

There is some concern by port officials 
that clamping down on Bean-Stuyvesant 
now may negatively impact existing dredge 
contracts they have with the company. In

Maersk Line Ltd. wants
W A S H I N G T O N

Maersk Line Ltd. has received ap-
proval from the U.S. Maritime Adminis-
tration of its request to take control of 15 
vessels enrolled in the Maritime Security 
Program, currently operated by U. S. S hip 
Management.

“MarAd made the right call,” said Ken-
neth Gaulden, senior vice president for 
marketing and government relations for 
Maersk Line Ltd. “MLL looks forward to 
a smooth transfer process and to direct 
operation of these vessels.”

Maersk Line Ltd., a U.S.-flag vessel 
subsidiary of A.P. Moller/Maersk 
Sealand, made the request for the transfer 
with MarAd in November 2002. The 
company claimed that under its 1999 
MarAd-approved time charters that U.S. 
Ship Management agreed to transfer di-
rect operations of the vessels to Maersk 
should Maersk Line Ltd. elect to become 
the MSP contractor.

MarAd said in its opinion, “Maersk 
qualifies as an eligible transferee of the 
MSP agreements from USSM.”

The change in contractors will increase 
Maersk Line Ltd.’s MSP fleet from 4 to 
19 ships. Maersk Line Ltd. said it would 
compensate U.S. Ship Management for 
the “current arrangement.”

MSP was created under the 1996Mari- 
time Security Act and is managed by

control of USSM ships
MarAd. The program provides the fed-
eral government with immediate access 
to 47 military-useful commercial con-
tainer and roll-on/roll-off vessels during 
times of war or national emergency. To 
help offset the higher vessel operations 
costs, the federal government pays the 
MSP vessel operators $2.1 million per 
ship annually.

U.S. Ship Management officials don’t 
plan to give up without a fight and chas-
tised MarAd for playing into Maersk 
Line Ltd.’s attempt to “hijack” MSP.

“MSP was designed first and foremost 
for U.S. citizens,” U.S. Ship Manage-
ment said. “Except for a narrow excep-
tion limited to five vessels, the entire 
program was reserved to U.S. section 2 
citizen companies.”

“Since 1997, MarAd has required ev-
ery single transfer of an MSP agreement 
from a U.S. citizen company to be a U.S. 
citizen company,” U.S. Ship Manage-
ment added. “Now, ignoring congres-
sional intent, statutory and contractual 
requirements, and each of MarAd’s own 
precedents, MarAd’s acquiescence to 
Maersk’s request reads like something 
out of Alice in Wonderland.”

U.S. Ship Management said it would 
challenge MarAd’s decision. The com-
pany said it’s “confident that it will not 
withstand judicial scrutiny.”

addition to Corps dollars, public port au-
thorities and private terminals spend an-
other $200 million a year on dredging.

“Nobody is suggesting that contracts al-
ready awarded to Bean Stuyvesant be jeop-
ardized by legislation to close the loophole,”

“Sometimes legislative 
advocacy gets a bit 

overzealous and erroneous 
charges are sometimes 
made. I  regret that this 

seems to be the case here”

Weeks said. “But we should not yet again 
‘grandfather’ the fruits of international cir-
cumvention of the purpose and spirit of our 
dredging and coastwise laws.”

Richard M. Larrabee, director of port 
commerce at the Port Authority of New 
Y ork and New Jersey, on behalf of AAPA, 
suggested at the hearing that the General 
Accounting Office study existing policies, 
including ownership requirements, for effi-
cient dredging operations.

Congressional leaders indicated that they 
want to review the dredging issue more 
closely. During the committee hearing some 
congressmen chastised Stuyvesant’s activi-
ties in the United States.

“It’s clear to me that the intent of this 
exemption was not to weaken the Jones 
Act,” said Rep. Bob Filner, D-Calif.

Rep. Don Young, R-Alaska, chairman of 
the House Transportation and Infrastruc-
ture Committee, who has traditionally sup-
ported the Stuyvesant grandfather clause, 
indicated that reform of dredging practices 
might be necessary. “If we don’t do this 
we’ll end up with an industry controlled 
like our oil industry — from the outside,” 
he said.

Jim Bean
chief executive 

officer, 
Bean-Stuyvesant
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For sale: TECO Ocean Shipping
T A M P A , F la .

Florida-based TECO Energy said it plans to divest itself of 
its marine transportation operations and focus on its power 
generation business.

TECO Transport comprises three companies: TECO Ocean 
Shipping, TECO Bulk Terminal and TECO Barge Line.

TECO Transport’s oceangoing operation was initially cre-
ated in 1959 to carry coal from Louisiana to Tampa, Fla, for 
Tampa Electric. Today, TECO Ocean Shipping is one of the 
largest U.S.-flag carriers in the coastwise trades.

TECO Transport has also become heavily involved in the 
international transport of U.S. government-financed grain 
and project shipments.

The proposed sale includes 12 oceangoing tug-barge units 
and three ships ranging in size from 19,200 deadweight tons 
to 45,000 deadweight tons. The company also operates about 
20 river tugs and upwards of 600 river barge units.

TECO Transport executives told customers in a letter April 
17 that they should expect no changes to service from the 
operating units during the sales process. “The people and the 
assets will remain the same,” the company said.

Earlier this year, The Carlyle Group, a Washington-based 
private equity firm, acquired CSX Lines, another large U.S.- 
flag domestic vessel operator.

Disadvantaged Shippers.
However, shippers, particularly 
those in the agricultural commodi-
ties sector, continue to point out 
the economic disadvantages of rig-
orously controlled U.S. maritime 
cabotage mles.

Last fall, four of the nation’s 
largest grower groups became 
alarmed by the import of 95,000 
tons of soybean meal from Brazil 
and27,000 tons of U.K.-produced 
feed wheat to Wilmington, N.C.
They launched a study into why 
the state’s poultry and hog farm-
ers needed to import commodi-
ties widely available from U.S. 
growers.

The study, which was con-
ducted on behalf of the grower 
groups by Alexandria, Va.-based 
Promar International, concluded 
that the Jones Act played a key 
role in encouraging these agricul-
tural imports.

During the off-cycle for U.S. 
soybean growers last year, which 
ran from July to September, Bra-
zilian soybean meal was imported 
at $ 184 per metric ton, compared to $206 per 
metric ton domestically. With an exemption 
from the Jones Act for vessel transportation 
ffomNew Orleans to Wilmington, the cost of

the U.S.-produced soybean meal would be 
about $194 per metric ton.

“If we had a Jones Act exemption, incen-
tives to import soybean meal, we believe,

would be cut by half,” said Steve 
Censky, chief executive officer of 
the St. Louis-based American Soy-
bean Association. The other groups 
that sponsored the study were the 
United Soybean Board, American 
Farm Bureau Federation, and Na-
tional Com Growers Association.

The grain shippers believe that 
certain commodity-based Jones 
Act exemptions would not only 
help make it cost effective to ship 
more domestic grain by ocean 
but encourage much needed com-
petition with the railroads.

But concerns remain about the 
lack of sufficient Jones Act vessel 
capacity. “Even though we’re faced 
with Jones Act restrictions, the 
irony is that there aren’t enough 
U.S.-flag vessels available to 
handle the trade even if we wanted 
to use them,” Censky said.

The grower groups plan to con-
tinue their work on Capitol Hill to 
reform the Jones Act. Rob Quartel 
once led this effort in the mid- 
1990s through the so-called Jones 
Act Reform Coalition.

“The coalition was much more active un-
der Quartel’s leadership,” Censky said. “I 
definitely think some leadership is needed 
there.”
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Complex corporate structure clouds nationality issue.

B y  E r i c  K u l i s c h

O ne month after Deutsche Post 
World Net announced plans to 
acquire the ground operations of 

Seattle-based Airborne Express Inc., shoe 
and apparel maker Nike Inc. informed 
United Parcel Service it was switching to 
the German delivery giant to move its Eu-
ropean shipments.

According to UPS officials, Nike said it 
changed logistics companies because 
Deutsche Post offered rates 10 percent be-
low those of UPS.

The loss of the $8-million account for 
standard, express and return logistics ser-
vice adds fodder to the battle between glo-
bal logistics integrators UPS, FedEx and 
Deutsche Post for global market share and 
access. And it reinforced the belief held by 
the U.S. integrators that Deutsche Post’s 
low package rates are being subsidized by 
its postal business and other state aid.

Immediately after the Airborne acquisi-
tion was announced, UPS asked the U.S 
Department of Transportation to investi-
gate the matter, saying it raised questions 
about the degree of control Deutsche Post 
would have over the U.S. domestic express 
package and cargo market.

But the ability of international express 
delivery company DHL to expand its toe-
hold in the U.S. domestic market remains 
an open question. Even under normal cir-
cumstances, the $ 1 -billion acquisition by a 
foreign company would come under scru-
tiny by Justice Department lawyers to make 
sure the combination lead to an unbalanced 
competitive situation that could hurt con-
sumers. Also hanging over the deal is a 
DOT probe into airline citizenship require-
ments for DHL affiliate DHL Airways.

Some analysts believe DHL and Air-
borne could be in a holding pattern until 
after the DOT clears up the issue of whether 
foreign interests actually control Colum-
bus, Ohio-based DHL Airways.

Congress attached a provision to the fis-
cal 2003 emergency supplemental spend-
ing bill that went into effect April 16 forcing 
DOT to conduct a formal review of DHL 
Airways with the help of an administrative

law judge and complete the fact-finding by 
Sept. 2. The judge has since requested an 
extension from DOT until Nov. 24 in order 
to gather all necessary material.

Even before congressional action, Bear 
Steams transportation equity analyst Ed-
ward Wolfe, in a note to clients said, “We 
remain cautious about Deutsche Post’s abil-
ity to obtain regulatory approval for the 
transaction without a relatively drawn-out 
process.” Assuming the deal isn’t blocked, 
Wolfe forecast it would take until at least 
early 2004 for the sale to go through.

The pressure from Congress came just five 
weeks after DOT Inspector General Kenneth 
Meade recommended the department initiate 
formal, public proceedings into the matter, as 
requested by rival package carriers United 
Parcel Service Inc. and FedEx Corp., and 
Lynden Air Cargo, an Alaska-based carrier 
specializing in heavyweight cargo to remote 
locations around the world.

The inspector general’s office, at the re-
quest of House Transportation and Infra-
structure Committee Chairman Don Young, 
R-Alaska, looked into how the DOT deter-
mines an air carrier’s citizenship following a 
substantial change in ownership, manage-
ment or operations. Meade said an open 
process would ensure that the department’s 
final decision is perceived as impartial and 
objective.

UPS, FedEx and Lynden have unsuc-
cessfully sought in a series of petitions 
dating back to January 2001 to get the DOT 
to pull DHL Airways Inc.’s operating cer-
tificate on the grounds the company was

controlled by the partially privatized Ger-
man postal monopoly through its invest-
ment in Brussels, Belgium-based DHL 
International, and thus violated U.S. own-
ership rules on airlines operating domesti-
cally point-to-point. FedEx filed a similar 
complaint with the Federal Aviation Ad-
ministration, and UPS also protested the 
freight forwarding license granted by DOT 
to DHL Worldwide Express.

DHL Airways, which operates a fleet of 
40 aircraft from its hub at the Cincinnati/ 
Northern Kentucky International Airport, 
is 25-percent owned by DHL Worldwide 
Express, a subsidiary of Bonn-based 
Deutsche Post. Federal law requires that 
American interests must own a minimum 
of 75 percent of a U.S. airline and that the 
president, two-thirds of the board and other 
managing officers are U.S. citizens.

UPS and FedEx contend they are re-
stricted from competing in the German 
postal market because of the government 
monopoly, and that other countries will 
have little incentive to open their markets to 
U.S. competition if foreign corporations 
can penetrate the U.S. market simply 
through investing in U.S.-based compa-
nies. The German government owns 69 
percent of Deutsche Post.

Transportation Secretary Norman Mineta 
conducted an informal review of DHL’s 
ownership status and determined in May 
2001 that DHL was a legal U.S.-flag carrier 
and that DHL International was a legitimate 
foreign-based freight forwarder. UPS and 
FedEx requested a formal, public investiga-
tion last summer into DHL’s nationality as 
Deutsche Post raised its ownership stake in 
DHL to 75 percent by acquiring a 25-percent 
interest in DHL held by German airline 
Lufthansa AG. Deutsche Post has since pur-
chased the remaining shares in DHL.

DHL contends that UPS and FedEx are 
using regulatory means to protect erosion 
of their combined 79-percent share of the 
domestic air express and ground market. 
DHL officials argue that UPS and FedEx 
want to compete globally but keep out com-
petition in the United States.

DHL leases nine aircraft with the UPS 
livery to an air charter company UPS uses 
in Europe, according to Ray Lutz, DHL 
Airways’ vice president of marketing and 
strategic planning.

“It’s a mirror image of what DHL is 
doing here,” he said. “In their mind it’s 
O.K. when we do it in other countries, but 
not when you do it here.”

DHL claims it reorganized to meet U.S. 
requirements by selling Idaho investor 
William Robinson 75 percent of DHL Air-
ways’ voting stock after a DHL Interna-
tional subsidiary bought out Robinson and 
other shareholders in DHL Worldwide Ex-
press. The remaining stock is held by DHL
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Timeline
D e c e m b e r 2 0 0 0  -  Deutsche Post increase holdings in 
DHL to 51 percent.
J a n u a ry  2001 -  FedEx and UPS petition DOT to enforce 
nationality rules and pull DHL Airways operating certificate 
and DHL Worldwide Express freight forwarding license. 
M a y  2001 -  DOT Secretary Norman Mineta said DHL 
companies met U.S. requirements, based on informal 
review of issue.
Ju ly  2 0 0 2  -  Deutsche Post acquires Lufthansa’s 25-per-
cent stake in DHL. Now controls 75 percent of DHL. 
A u g u s t 2 0 0 2  -  European Commission fines Deutsche Post 
up to $836 million for using government funds to subsidize 
commercial parcel operations. FedEx and UPS request 
formal DOT enforcement investigation.
D e c . 20 0 2  -  Deutsche Post buys remaining 24.4 percent of 
DHL International and now owns 100 percent of company. 
M a rc h  4 ,2 0 0 3 -  DOT Inspector General recommends DOT 
conduct open hearing into DHL.
M a rc h  2 5  -  DHL announces deal to acquire Airborne 
Express. UPS asks DOT to investigate deal.
A p ril 16 -  Congress orders DOT to use administrative law 
judge to conduct formal investigation.
A pril 19  -  Administrative Law Judge Ronnie Yoder holds 
pre-hearing conference to establish procedures for submit-
ting evidence, gathering witnesses and holding hearings. 
S e p t. 2  -  Administrative law judge to issue recommenda-
tions to DOT, barring extension. Mineta decision to follow 
at undetermined time.

Holdings (USA), a Delaware cor-
poration that does not qualify as a 
U.S. citizen. Robinson also ap-
points three of the airline’s four 
directors. One of the directors is 
his brother and another is his fi-
nancial advisor.

Additionally, DHL said 
Robinson’s shareholdings in DHL 
Airways represented 55 percent of 
the carrier’s total equity. UPS and 
F edEx charge that Robinson is not 
acting independently, and that 
DHL Holdings is a wholly owned 
subsidiary of DHL International.

“The key issue is whether or not 
the facts and circumstances sur-
rounding Mr. Robinson’s stock 
transactions and subsequent own-
ership of DHL Airways involve 
oral orwritten obligations, express 
or implied, that govern the rela-
tionship between DHL Airways 
and Deutsche Post,” Meade said.
“In our view, it is important to 
verify whether these agreements 
carried with them ... obligations 
on either party that bear on the 
question of actual control, and, if 
so, that they undergo the same 
scrutiny as have the other agree-
ments in this case.”

The probe into whether DHL 
Worldwide Express meets corporate citi-
zenship requirements became even more 
complicated following the announcement 
that DHL plans to acquire Airborne.

In his letter to Young, Meade said DOT 
must look beyond technical compliance with 
U.S. laws to business relationships that may 
give Deutsche Post de facto control of DHL 
Airways. Deutsche Post could exert influ-
ence through the amount of business it does 
with DHL, or through side agreements that 
call for Robinson to act as the German 
company’s agent. DHL Airways, for ex-
ample, does 90 percent of its business with 
DHL and would likely go out of business if 
Deutsche Post switched carriers.

Lutz said it is common for companies 
that have been split apart to do business 
with their former partners, but when DHL 
looks for additional business FedEx and 
UPS object. “The very thing they are com-
plaining about — not having more custom-
ers — is the very thing they are trying to 
stop us from doing,” he said.

According to Meade, factors that bear on 
whether DHL and Deutsche Post actually 
control the airline include whether:

•  DHL’s votes are weighted to count 
more than Robinson’s.

•  DHL has veto power over corporate 
decisions.

•  Clauses exist that would allow DHL 
to exercise options to force the airline to

buy it’s stake in the company.
•  DHL’s equity in Airways is under the 

49 percent typically allowed foreign air car-
riers.

•  DHL carries any Airways debt.
At an April 29 preliminary hearing on 

procedural matters convened by Adminis-
trative Law Judge Ronnie Yoder, lawyers 
for DHL made public for the first time that 
John Dasburg, the newly installed chair-
man and chief executive of DHL Airways, 
was leading a group of investors negotiat-
ing to buy 100 percent of the airline, ac-
cording to a transcript and DHL 
representatives. Dasburg, who resigned as 
chairman of Burger King Corp. on March 
31 and previously served 10 years as presi-
dent of Northwest Airlines, had previously 
notified DOT that he would acquire 5 per-
cent of the airline’s common stock as part of 
his compensation package.

The ownership announcement “doesn’t 
change the essence of the case, which is about 
effective control of the airline, which we still 
feel lies in Germany,” FedEx spokeswoman 
Kristin Krause told American Shipper.

Yoder ruled the burden of proof in the 
case was on DHL to show that it was a U.S. 
corporate citizen, not on UPS and FedEx to 
show the contrary.

DHL said Congress acted improperly to 
order the hearing in the first place. “The 
legislative intrusion which occurred is very

troubling,” DHL counsel Stephen 
Lachter said in a letter to Yoder. 
“It creates the perception that the 
legislative branch is seeking to 
influence this proceeding, which 
would be wholly improper; such 
intrusion has been fueled by 
(DHL) Airways’ competitors, 
who seek to prevent Airways and 
its principal freight forwarding 
customer from competing effec-
tively in the domestic expedited 
freight and small parcel market.” 

Lachter suggested DHL could 
challenge the congressional or-
der on the grounds that it violates 
the Constitution’s requirements 
for separation of powers between 
the executive and legislative 
branches of government.

The same questions are being 
asked about who would have ac-
tual control of Airborne’s airline 
business. Under the agreement, 
ABX Air will be spun off as an 
independent company, but will 
provide dedicated contract carriage 
to DHL’s ground business as well 
as other parties. However, since 
most of Airbome’s revenue is ex-
pected to come from DHL, some 
wonder if it too will be a captive 
vendor forced to accede to DHL’s, 

and ultimately Deutsche Posts’, wishes or 
perish.

“Our sense is a transaction would effec-
tively result in Deutsche Post’s control of 
Airbome’s domestic airline assets,” Wolfe 
wrote.

The wartime appropriations bill also 
barred the Defense Department or other 
government agencies from using any of the 
$79 billion allocated by the funding legisla-
tion for 2003 to purchase freight transport 
from any air carrier “not effectively con-
trolled by citizens of the United States.”

Senate Appropriations Committee Chair-
man Ted Stevens, R-Alaska, led the effort 
during the House-Senate conference nego-
tiations to craft the language, which is aimed 
at blocking DHL Airways from getting gov-
ernment business, according to a Senate aide. 
DHL participates in the civil reserve air fleet.

The law defined a carrier that lacks effec-
tive control by U.S. citizens as one that 
receives 50 percent or more of its operating 
revenue during the last three years from a 
non-American entity that either has a direct 
or indirect voting interest in the carrier or is 
owned by a foreign government.

In March 19 comments to DOT, Lynden 
Air Cargo said the department’s recommen-
dation that DHL Airways hire a marketing 
executive to attract other customers was im-
proper and contributed to Lynden’s loss of a 
military transport contract to DHL. ■
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roving humanitarian aid
l o g i s t i c s

Lynn Fritz, long-time forwarding 
executive, turns attention 
to helping people in need.

B y  C h r i s  G i l l i s



magine how efficient humanitarian organizations could 

be if they implemented the same types of high-tech 

logistics programs the world’s major international com-

mercial shippers use today.

That’s a question Lynn Fritz pondered during his final 

years as chairman and chief executive officer at Fritz Cos., 

a global freight logistics firm, which he sold to United 

Parcel Service in May 2001.

Now, as director general of the Fritz 
Institute, a non-profit organization, Fritz 
believes he has the answer to humanitarian 
aid’s logistics woes through a recently de-
veloped Internet-based supply-chain man-
agement system.

“The Web is ideal for this application,” 
Fritz said. “This is arguably the most ex-
traordinary application of an Internet-driven 
logistics system in the world.”

Two years ago, Fritz spent $4 million of 
his own money to research the logistics 
operations of 15 donor organizations, more 
commonly known in food-aid circles as 
private voluntary organizations or PVOs, 
and to develop the institute’s Humanitarian 
Logistics Software (HLS).

Fritz described the experience in a recent 
interview “like starting Fritz Cos. all over 
again,” but this time with the ability to give 
back “in a way that helps tens of millions of 
people in need.”

“Through this institute, I can bring the 
best practices and research that the PVOs 
would have difficulty developing them-
selves,” Fritz said.

Fritz detested the helpless feeling of ensur-
ing his own employees at Fritz Cos. received 
assistance when they were impacted by natu-
ral disasters, such as the flooding in Venezu-
ela and the earthquakes in Turkey.

Fritz said the current humanitarian aid
AMERICAN SHIPPER: JUNE 2003 19



system is “not a well-oiled machine.” The 
PVO managers “do the best they can with 
limited information and tools.”

Work In Progress. That’s not to say
PVOs don’t have systems. “There are all 
kinds of systems, but they’re all in pieces,” 
Fritz said.

The Fritz Institute found that some PVOs 
had better systems 
than others, while 
some continue to op-
erate almost entirely 
off paper.

A few PVOs have 
made significant in-
vestments in enter-
prise resource 
planning (ERP) sys- Lee
tems, from SAP, Oracle, and PeopleSoft in 
recent years to help eliminate paperwork 
and improve communications throughout 
their organizations.

H. Wally Lee, chief technol-
ogy officer for the Fritz Institute, 
said the biggest problem with 
ERP systems, however, is their 
rigid “closed-loop” setup.

“None of these systems ad-
dress the flexibility needed to 
handle an acute disaster,” Lee 
said. “When you have an emer-
gency situation, it doesn’t hap-
pen on a Monday morning. It 
may happen on a Christmas Eve.
If a system can handle acute emer-
gencies in the first 24 to 48 hours, 
then it can handle sustainment 
aid operations.”

Another problem for PVOs is 
the retention of technical staff.
While this problem persists in the 
commercial forwarding sector,
Fritz said it’s much worse for 
PVOs.

Some corporations have con-
sidered donating technology and 
software to PVOs, but refrain be-
cause they don’t want the respon-
sibility for maintaining those 
systems. Instead, corporations 
prefer to give money to humani-
tarian groups and let them budget 
their own systems support.

The Fritz Institute’s initial 
premise for HLS was to develop 
a system that could be essentially 
donated to PVOs. The system 
would capture and track infor-
mation from the origin of a dona-
tion to its delivery at the disaster 
site. With a Web orientation, HLS 
allows any stakeholder in the hu-
manitarian aid supply chain to 
view shipment details.

Lee said that while PVOs that

“M y goa l is to help 
bureaucracies becom e  

m ore efficient. We’re not 
going to build one.”

Lynn Fritz

take on HLS would not be subject to the 
multimillion-dollar investments that usu-
ally go along with large-scale systems de-
velopments, they must either create their 
own support staff and server network or 
outsource to a third-party systems support 
firm. The Fritz Institute and its systems 
developer will make the essential upgrades 
to HLS when necessary.

“It’s all about creating the sense of sys-

tems ownership among the PVOs,” Lee 
said. “Our concept puts their skin in the 
game. Otherwise, the PVOs won’t use the 
system appropriately, even if you give it to 
them for free.”

Taking Action. To put the HLS con-
cept to the test, the Fritz Institute needed a 
large PVO to take it on. The first PVO to try 
out HLS is the International Federation of 
Red Cross and Red Crescent Societies, 
based in Geneva, Switzerland.

Fritz flew to Geneva in 2001 to visit fed-
eration officials after the Gujarat earthquake 
in India. There he met Bernard Chomilier, 
head of the logistics and resource mobiliza-
tion department for the federation, who over-
sees the operations and logistics activities of 
178 independent societies.

“I explained to him the problems of 
logistics in my organization and he imme-
diately recognized that it was exactly the 

same in context some 30 years 
ago with the commercial envi-
ronment,” Chomilier said.

“We did not really have a sys-
tem,” he said. “It was only a 
succession of very simple tools. 
The processes, however, were 
well defined.”

Chomilier and his staffs tra-
ditional logistics oversight was 
carried out on spreadsheets and 
other paperwork. “It meant that 
we were obliged to do a lot of 
administrative work to control 
the supply chain and track the 
goods. It was not easy to get 
timely reports, and it was not 
easy to have very good control,” 
he said.

In recent years, the federation 
has come under pressure to bet-
ter control its operations costs. 
“We need to be efficient like the 
private sector, but we must have 
transparency of administration,” 
Chomilier said.

The federation had considered 
acquiring an ERP system, but 
ultimately ruled it out. “You need 
to be very rich to go for this type 
of system, and we are not,” 
Chomilier said.

“The federation is quite a de-
centralized organization, and 
most of the procurement is done 
in the field, but with control from 
my department to ensure a trans-
parent and fair process, which 
requires receiving information on 
what’s going on in the field,” he 
said. “HLS will give me the con-
trol and flexibility.”

In addition to the flexibility, 
the federation found that HLS

Food-aid agencies 
feel crunch

K A N S A S C I T Y , M o.
U.S. food-agencies are beginning to feel the strain from the 

ongoing famine in Africa and now with a hungry population 
to feed in war-torn Iraq.

“The humanitarian community will be stretched in ways 
that are unprecedented in the next 12 months,” said James T. 
Morris, executive director for the United Nations’ World 
Food Program, which fed 77 million people in about 80 
countries last year. “There are twice as many natural disasters 
than there were 10 years ago.”

The U.S. government, via the U.S. Department of Agricul-
ture and Agency for International Development, supplies 
about 60 percent of the world’s food aid. During the past three 
years alone, the United States has shipped about 18 million 
metric tons of aid to feed about 100 million people. Significant 
increases in food aid volumes are expected for crisis relief in 
2003.

At the mid-April USDA & USAID Export Food Aid 
Conference in Kansas City, Mo., Lauren Landis, director of 
USAID’s Food for Peace program, described 2002 as “an 
unprecedented year” for U. S. food-aid to Africa. About 500,000 
metric tons were drawn from the so-called Emerson Trust to 
avert famine in Southern Africa, and another 100,000 metric 
tons of wheat was shipped to Ethiopia.

It’s estimated that Iraq’s 25.5-million population will re-
quire about 450,000 metric tons of food per month through 
July until oil production can be sufficiently restored in the 
country.

USAID Administrator Andrew Natsios was angered by 
recent criticism from some interests that the agency bought a 
portion of food aid from non-U.S. sources. “We’re not putting 
our troops at risk by waiting to ship U.S. food,” he said.

The agency decided to purchase some overseas sourced 
food aid for the first month of its Iraqi feeding program while 
U.S. grown and shipped commodities are on the way, Natsios 
said.
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would cover the logistics management of 
donations in kind. “I will now have data 
from around the world to generate accurate 
statistics and indicators, which will allow 
me to know how the program worked and 
where to improve it,” Chomilier said.

HLS will also allow the federation to 
better communicate with its donors. The 
system will link with 
the federation’s fi-
nance system at the 
booking, commitment 
and invoice levels.
Chomilier said the 
federation wants to 
roll out HLS world-
wide by 2004.

For P VOs that have 
made significant technology investments, 
HLS has the ability to overlay and improve 
the communications within these existing 
systems, Lee said.

World Vision, for example, already has 
an off-line system for tracking commodi-
ties through its distribution network, but 
the PVO believes the system, CTS (Com-
modity Tracking System), could work even 
better if it became Web based.

“We have light and nimble software 
with high speed,” said Randy Strash, strat-
egy director of emergency response and 
disaster mitigation for World Vision in the 
United States. “We want to make it a Web- 
based system so we can communicate in 
real time.”

Strash said one of the biggest logistics 
costs for World Vision and other PVOs is 
the uploading and downloading of elec-
tronic information in the field. World Vi-
sion would like to take advantage of more 
advanced wireless communications over-
seas.

World Vision has between 1,600 and 
1,800 relief projects going at any time. 
About 600 of these projects are located in 
areas without adequate land-based tele-
communications infrastructures. “If we can 
consolidate this network globally, you’re 
talking hefty savings,” Strash said.

The Fritz Institute is expected to help 
World Vision implement efficient and cost- 
effective wireless communication technol-
ogy through its CTS system this year.

No Bureaucracy. Unlike Fritz Cos. 
with its thousands of employees, the Fritz 
Institute only has about a dozen staffers, a 
few of whom are located in Europe. Anisya 
S. Thomas is managing director of the 
operation.

“My goal is to help bureaucracies be-
come more efficient,” Fritz said. “We’re 
not going to build one.”

The Fritz Institute has decided to ac-
quire “best practices” by outsourcing sys-
tems programming and research. “We’re

very much like a non-asset-based logistics 
company but for humanitarian aid,” Fritz 
said.

The institute is also working with some 
of the nation’s universities to initiate de-
gree programs in humanitarian aid. Three 
universities that have already started these 
types of degree programs are Tufts, 
Georgetown and Pepperdine. The univer-

O cean transport may still be the 
best way to move bagged and 
bulk food-aid shipments over-

seas, but there’s a better way for the U.S. 
government to pay carriers for their ser-
vices.

That better way may soon come in elec-
tronic form through an online payments 
system developed by Minneapolis-based 
U.S. Bank.

“This process is screaming for some 
type of payment system,” said Dave 
Sullivan, vice president of government sales 
for U.S. Bank Corporate Payment Sys-
tems’ office in Washington. “Food aid 
agencies currently don’t have the visibil-
ity. That’s why they take so long to settle 
their freight payments.”

It takes the U.S. Department of Agricul-
ture and Agency for International Devel-
opment 150 to 180 days to settle their 
transportation bills. The ocean freight dif-
ferential, the difference paid by the Mari-
time Administration to these food agencies 
for the cost of U.S.-flag vessel transport vs. 
the use of foreign-flag shipping, could take 
years to settle.

Cargo preference laws require that 75 
percent of food-aid shipments be shipped 
on U.S.-flag vessels. The 1936 Merchant 
Marine Act, as amended by the 1985 Food 
Security Act, requires MarAd to reimburse 
food-aid agencies for the difference paid 
between the use of U.S.-flag vs. foreign- 
flag vessel transport for the cargo volume 
shipped between the 50 percent and 75 
percent U.S.-flag vessel requirement.

The bank’s system, PowerTrack, is ex-
pected to reduce the entire freight transpor-
tation payment cycle for food aid to less 
than 40 days.

The PowerTrack payments to the carri-
ers are made within three business days

sities of Arkansas, Washington and Michi-
gan are considering similar degree pro-
grams.

In addition, Fritz wants the institute to 
maintain strong contacts with the commer-
cial sector. “By being a non-profit, it al-
lows us to be a lightening rod for industry 
to involve itself in humanitarian aid,” Fritz 
said.

after approval by the paying agency. Sub-
stantial cost reductions would also be gen-
erated from reduced administration and 
paperwork for the agencies.

“With PowerTrack, USDA and USAID 
are looking off the same commercial in-
voice, the same automated process,” 
Sullivan said. “That’s the way the com-
mercial world is doing it today.”

“The bugs have been worked out of the 
system,” said Thomas W. Harrelson, di-
rector of MarAd’s Office of Cargo Prefer-
ence to food aid agency officials at a recent 
conference in Kansas City, Mo. “Let’s use 
PowerTrack rather than dickering back and 
forth and faxing paperwork. It’s a transpar-
ent system.”

The Bush administration wants federal 
agencies to improve their information man-
agement by acquiring electronic off-the- 
shelf systems, such as PowerTrack.

PowerTrack would serve as a central 
communications point between the food- 
aid agencies and transportation providers. 
The system basically retrieves electronic 
bills of lading from the agencies’ systems 
and matches them with the carriers’ deliv-
ery and invoice information.

U.S. Bank would make the payment by 
electronic funds transfer (EFT) for a trans-

PowerTrack pegged 
for food aid

U.S. Bank system expected to help USDA, USAID 
better manage their transport finances.
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action fee of 1 percent on the invoice value 
to the carrier’s bank account, and would 
send the food-aid agencies an electronic 
statement summarizing all payments made 
on their behalf. The agencies would then 
have 30 days to pay the bank.

PowerTrack would also provide the food- 
aid agencies the ability to reconcile bills 
online and track their shipments from ori-
gin to destination by 
interacting online 
with other parties in-
volved with food-aid 
transactions, such as 
freight forwarders, 
private voluntary or-
ganizations and com-
modity suppliers.

“PowerTrack has 
the ability to summarize very complex 
processes for easy use,” said Richard 
Langer, senior vice president of business 
development for U.S. Bank Corporate Pay-
ment Systems and lead developer of the 
system. “We’re able to manage multiple 
parties on the government side.”

Big Changes. The system promises to 
make big changes to the way food-aid 
agencies manage their transportation 
financials, which has been under heavy 
scrutiny in recent years. According to a 
March 30, 2001 audit of USAID’s cargo 
preference reimbursements, the agency’s 
inspector general found:

•  USAID food programs could be en-
titled to $175 million in unclaimed reim-
bursements.

•  About $7.2 million in cargo prefer-
ence reimbursements were misallocated to 
non-USAID food programs.

•  Invoices for incremental ocean freight 
differential were not prepared or submitted 
in a timely manner.

•  USDA’sCommodityCreditCorp.and 
USAID need to determine the cause of 
differences between amounts requested and 
actually reimbursed.

•  Reimbursed funds were not appor-
tioned in a timely manner.

•  Cargo preference reimbursement pro-
cedures should be clarified, updated and 
improved.

U.S. Bank Corporate Payment Systems 
officials have been discussing the imple-
mentation of PowerTrack with the food- 
aid agencies and MarAd for the past year.

U.S. Bank Corporate Payment Systems 
is the largest provider of purchasing cards 
in the world, and offers an integrated suite 
of procurement tools.

The operation is a subsidiary of U.S. 
Bancorp, the country’s eighth-largest fi-
nancial services company. PowerTrack 
performs under strict guidelines of U.S. 
banking laws and the U. S. Office of Comp-

Langer

PowerTrack's collaborative workspace

■ Policy
> Supervision
> Process review
> Approval

• Routes /  Rates
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Credit & risk
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Audit
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reporting

Receipt 
Dispatch 
Documentation 
Delivery status

Source: U.S. Bancorp.

trailer of Currency maintains oversight of 
the system’s activities.

PowerTrack already has a proven track 
record in the federal government. In 1998, 
the Defense Department recognized the 
system as a way to replace its cumbersome 
paper government bills of lading with a 
commercial-based bill of lading structure.

The Defense Department mandated the 
use of PowerTrack under Management 
Reform Memorandum No. 15, which re-
quires the military to implement electronic 
systems to automate and standardize its 
transportation processes with the commer-
cial sector.

Under the former government bill of 
lading method, commercial carriers would 
wait 30 to 90 days to get paid through the

Dave Sullivan
VP of government 

sales,
Corporate Payment 

Systems, 
U.S. Bank

“With PowerTrack, USDA 
and USAID are looking  
o ff  the sam e com m ercial 

invoice, the sam e  
autom ated process. T hat’s 

the way the com m ercial 
world is doing it today.”

Defense Finance and Accounting Service ’ s 
manual freight payment process. 
PowerTrack has reduced many transaction 
times to three days or less.

In 2002, $ 1.24 billion in Military Traffic 
Management Command transportation 
charges covering 3.45 million transactions 
were paid through PowerTrack. Today, 
there are 826 participant MTMC carriers 
on the system, including railroads, truck-
ers, vessel and barge operators, and pipe-
lines.

U.S. Bank Corporate Payment Systems 
has similarly marketed PowerTrack to com-
mercial shippers as a more efficient tool to 
pay their carriers. In some cases, Defense 
Department carriers themselves have in-
troduced the system to their commercial 
shippers.

Some shippers using the system are 
Deere & Co., Sunoco, Willamette, 
Raytheon, Andersen Corp., Pella Corp., 
Wrigley and Cargill. Some of the large 
carriers on the system are BAX Global, 
Yellow Freight, CNF, Old Dominion and 
Lykes Lines.

The bank has also demonstrated the 
system’s usefulness at covering other fi-
nancial aspects of the supply chain. 
PowerTrack Version 3.0, released in Octo-
ber, integrates the user’s contract manage-
ment with everyday payment functions.

However, some food-aid officials ex-
pressed reservations about PowerTrack’s 
ability to integrate with existing agency 
systems.

U.S. Bank Corporate Payment Systems 
is aware of the numerous systems either in 
operation on under development by the 
food-aid agencies.

“We’ve proven that we can interface 
with any of those systems,” Sullivan said.
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Streamlining food-aid 
transport contracts
Carrier, forwarder committee strives 
to standardize USAID booking note.

While the commercial liner sector 
has significantly streamlined its 
service contract procedures in 

recent years, food-aid transporters have 
only just begun to do so.

A group of carriers, shipbrokers, freight 
forwarders and government agencies spe-
cializing in packaged food-aid shipping 
has made progress in standardizing trans-
portation contracts, commonly known in 
the trade as “booking notes.”

“We need more clarity in contracting,” 
said H. Keith Powell, partner in Alexan-
dria, Va.-based shipbroker Potomac Ma-
rine International, and chairman of the 
Ocean Transportation Contracting Com-
mittee. “Misinterpretation only leads to 
higher costs, and no one needs that.”

The impetus for the industry committee’s 
work came when Robert M. Goldman, 
chief of transportation and commodity di-
vision at the U.S. Agency for International 
Development (who retired from the agency 
in mid-May), during a 2001 food-aid ex-
port conference, asked the shipping indus-
try to take the lead on the booking notes’ 
reform.

The U.S. Department of Agriculture and 
the Maritime Administration also endorsed 
this effort.

“We’re onboard with standardizing the 
booking note,” said Thomas W. Harrelson, 
director of MarAd’s Office of Cargo Pref-
erence. “We have been directly involved 
with the committee over the last year in the 
belief that the standardization, clarifica-
tion and initial movement toward commer-
cial shipping terms will benefit all the 
parties.”

Terms And Conditions. Over the 
years, booking notes issued by forwarders 
have become a tangle of often repetitive 
and outdated language designed to protect 
the liability of their clients, the donor groups 
or private voluntary organizations (PVOs).

“If a forwarder felt his booking note was 
weak in a particular area, he would cus-
tomize a clause to protect against any pos-
sible errors,” said Ravi R. Singh, vice

president for Panalpina in Washington.
In general, booking notes for PVOs vary 

in content and range from 10 to 20 pages. 
The industry committee reduced the book-
ing note to four pages.

The committee was mindful that PVOs, 
such as CARE, Mercy Corps, Catholic 
Relief Services, World Vision and Save 
the Children, would never go along with 
any booking note change that raised their 
liability.

“We didn’t change the terms and condi-
tions,” Singh said. “We simply standard-
ized them into acceptable language for all 
those concerned.”

Singh said each line of the booking note 
was carefully reviewed and debated. 
“Frankly, I was skeptical when we started 
that this could be done,” he said. “How-
ever, we found there was lots of common 
ground in every booking tender.”

The committee, for example, found many 
commonalities in the booking notes’ dis-
charge terms.

Carriers and forwarders are expected to 
put the new booking note format to the test 
by June.

“It’s premature to judge how positive it 
will be for the industry,” said Paul Blizzard, 
president of New York-based forwarder 
Muller Shipping Co. “But I think we’re 
going to find that it’s pretty complete.”

Ongoing C oncerns. Carriers and 
shipbrokers involved in food-aid transport 
praised the new booking note for making 
the PVOs more accountable to the vessel

owners to fulfill their responsibilities. How-
ever, they’re concerned the changes don’t 
go far enough.

“Owners have made an investment of 
millions of dollars in their vessels, or are 
taking a financial risk if time chartering 
vessels,” said Floyd L. Cox, a shipbroker 
with Bethesda, Md.-based International 
Navigation Corp. and a participant in the 
committee. “The shippers are taking no 
risks.”

The two biggest causes for delays are the 
failure of PVOs to obtain proper cargo 
clearance and the lack of warehouse space 
or conveyances to receive the cargo at 
destination. “Neither is an owner’s respon-
sibility,” Cox said.

Under the new booking note format, 
charterers and PVOs are still excluded from 
paying demurrage, dispatch and detention 
costs for delayed shipments.

Carriers operating under “full-berth” 
commercial contract terms are generally 
paid for the risk and responsibility of ac-
tivities such as stevedoring, weather and 
port congestion. Shippers and consignees 
would also cover the cost to clear and 
warehouse cargoes.

“With the current booking notes, ship-
pers can hide from this responsibility,” 
Cox said. “It does owners little good if they 
have to claim against a third-party receiver.”

Other areas of the booking note left 
undone are the freight payment clause, 
which is under study by a government- 
endorsed Freight Payment Committee, and 
the creation of a more concise dispute 
resolution clause.

‘Living Document.’ The committee 
emphasized the new booking note is a 
“living document.”

“It will keep changing, I’m sure,” Bliz-
zard said. “But it will be more about fine 
tuning than wholesale change.”

Those forwarders and carriers that use 
the committee-generated booking note will 
not be allowed to make changes to it on 
their own. The committee will evaluate all 
proposed changes.

“It’s a vetting process,” Powell said. 
“Anyone can bring an issue to the table.”

The committee plans to consider stan-
dardization of other food-aid transport- 
related documents, such as freight tenders 
and charter parties for bulk food-aid trans-
port.

Committee members realize that only 
through standardization will they be able 
to shift their shipping information man-
agement from paper to electronic trans-
missions.

“In four to five years, it should be a 
cleaner process,” Powell said. “In a lot of 
ways, we’re doing this work today for the 
betterment ofthe industry down the road.” ■
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Miami International 

is air cargo's 

perishables capital.



iami International Airport is small in terms of 

physical size, but it is a giant in international 

trade. 

Its 3,230 acres are dwarfed by Denver International Air-

port, which sits on 34,000 available acres, or Dallas/Fort

Worth’s 16,000 acres.
But more international freight is shipped 

through MIA than any other U.S. airport, 
primarily due to its geographic importance 
as a major air-freight hub for traffic to and 
from North, Central and South America as 
well as Europe. Once in Miami, most prod-
ucts are trucked to customers all along the 
eastern portion of the country.

Trade with Latin America is Miami’s lo-
gistics claim to fame, making it the world’s 
fifth-largest cargo (freight and mail) airport 
and third-largest U.S. airport when domestic 
and international freight are combined, ac-
cording to the Airports Council International.

MIA handles 76 percent of all air export 
trade between the United States and Latin 
America and the Caribbean, and 79 percent 
of air imports, according to airport statis-
tics. MIA also boasts more scheduled non-
stop cargo flights to Latin America and the 
Caribbean than Orlando, Houston, New 
Orleans, Atlanta, Tampa and New York’s 
Kennedy airports combined.

Miami International is noteworthy for 
the type of freight, as much as the amount 
that it handles. Perishable products— fruit, 
flowers, vegetables, and fish — account for 
73 percent of all the goods that come through 
the airport for distribution in the United 
States, or transshipped to other interna-
tional destinations. MIA is the primary point 
of entry for all perishables shipped by air 
into the United States, including 65 percent

of all fish imports and 42 percent of all 
produce imports shipped via air.

With so much business riding on perish-
ables, special logistics requirements are 
necessary in Miami’s tropical climate to 
keep food fresh.

“We have to clear it fast, because we 
can’t have perishables sitting on the ramp,” 
Bunny Schreiber, MIA’s cargo marketing 
specialist, said.

Flowers. Air carriers that specialize in 
flowers especially recognize the importance 
of good temperature-controlled transporta-
tion networks, speedy Customs clearance 
procedures and security systems.

As the airport’s top import commodity, 
flowers are big business at MIA. The Society 
of American Florists estimates that 72 per-
cent of all imported flowers come from Latin 
America, 85 percent of which go through 
Miami. Schreiber said 40 aircraft arrive from 
Colombia each day during the peak flower 
seasons, up from the normal 10.

The two biggest flower carriers at MIA 
are United Parcel Service and Colombian- 
based T ampa Airlines Cargo. UPS Air Cargo 
carries almost 10,000 boxes of flowers a 
day from Latin America, according to the 
company. Most of the flowers come from 
Colombia and Ecuador. UPS said it im-
ported more than 2,000 tons of flowers 
during the recent Mother’s Day rush from
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LanChile ranks as Miami International’s fifth-largest cargo airline, when 
combining volume from its freighters, belly cargo on passenger flights and 
other airlines it owns stakes in.

the last week of April through May 8.
The flowers must arrive in the United 

States less than 24 hours after they are 
picked to maintain their freshness. Accord-
ing to UPS, the flowers are kept at 34 to 45 
degrees Fahrenheit in refrigerated planes, 
trucks and warehouses. Once the flowers 
pass inspection, UPS ships them to florists 
in the United States or overseas to Euro-
pean and Asian cities.

UPS has 30,000 square feet of chilled 
warehouse space at MIA and Tampa Cargo 
has 23,138 square feet, according to airport 
statistics. LanChile, which imports a lot of 
fish, has twice UPS’ refrigerated capacity.

Colombia is the largest exporter of fresh 
cut flowers in the world, and Tampa Air 
moves 40 percent of them, company offi-
cials said. During the Mother’s Day season 
Tampa hauled 25,000 to 30,000 boxes of 
flowers per day, said Liborio Cuellar Araujo, 
vice president of sales and marketing, in an 
interview at the Cargo Network Services 
conference in Miami.

Tampa’s fleet comprises five DC-8s and 
one leased DC-10. Tampa will replace three 
of its DC-8s this year with four converted 
Boeing 767-200s freighters.

The air cargo carrier has also invested in 
a high-tech vacuum cooling machine for its 
Medellin warehouse which can reduce the 
flowers’ internal temperature from 14 to 1 
degree Celsius in 30 minutes, Araujo said.

“That saves time and cost for the flower 
importer because they don’t have to pre-cool 
the flowers here in Miami,” Araujo said.

Tampa Cargo has the only vacuum cool-
ing machine in South America, he said, and 
uses it to prep flowers for shipment to Japan 
via Miami on Polar Air Cargo’s freighters. 
The vacuum cooling machines can process 
three or four times the number of boxes than

standard machines that pump cool air into a 
compartment, Araujo added.

Tampa invested in the new technology 
because “consumers want fresher flowers 
and a longer vase life.”

During a tour of Tampa’s Miami ware-
house, agriculture inspectors were hard at 
work checking a new shipment of flowers. 
According to Tampa Cargo security guard 
Jussar Penel, the inspectors visually inspect 1 
percent of the boxes from each farm. If they 
find bugs in the flowers the shipper must 
decide whether to fumigate or destroy them.

Facilitating Trade. The Miami airport 
staff works with growers and overseas ex-
porters to make sure food products are prop-
erly prepared and packaged for safe 
transportation as well as quick ground han-
dling and import clearance. Each year airport 
officials organize so-calledPerishables Road 
Shows to South American cities where, along 
with industry cargo specialists and govern-
ment officials responsible for perishable com- 
modities, they conduct seminars on 
refrigerated logistics, U.S. inspection require-
ments and marketing strategies for getting 
food products to U.S. markets.

Flower growers leam, for example, that 
agricultural inspectors don’t check roses 
because they do not contain bugs, but that a 
bouquet of roses that includes Baby’s Breath 
is susceptible to infestation and cannot be 
automatically cleared. MIA officials dis-
covered at one point that Ecuadorian roses 
were being held up for inspection because 
shippers listed them as bouquets on the 
airway bill.

“The Ecuadorian growers don’t under-
stand, so we had to explain how important 
it is they label things correctly,” Schreiber 
said. “We are trying to teach not only how
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Miami International top cargo airlines
(Fiscal years 2001-2002;* in short tons)

A i r l i n e F Y 2 0 0 1 F Y 2 0 0 2 %  c h n g  
’0 2 / ’01

1. United Parcel Service 211,495.3 206,805.2 (2.2% )
2. American Airlines 166,264.0 149,025.2 (10.4% )
3. Gemini Air Cargo 92,487.8 144,643.1 56.4%
4. Arrow Airways 161,506.7 136,364.8 (15.6% )
5. LanChile Airline (1) 94,437.5 126,640.4 34.1%
6. Atlas Air Inc. 228,156.0 126,486.8 (44.6% )
7. Tampa Airlines 120,957.2 121,741.0 0.7%
8. Federal Express 42,976.9 98,729.1 129.7%
9. Southern Air 43,398.0 55,876.9 28.8%

10. United Airlines 47,683.5 48,612.6 2.0%
11. Amerijet International 1,687.1 42,639.0 2,427.4%
12. Fast Air Carrier
13. Airborne Express

40,675.9
32,550.8

39,037.4
38,249.3

(4.0% )
17.5%

14. Florida West 10,605.7 35,147.6 231.4%
15. Polar Air Cargo 27,793.0 30,777.4 10.7%
16. DHL Airways 30,765.1 26,778.1 (13.0% )
17. Centurion Air Cargo 0.0 25,355.8 (2)

18. Tradewinds Airline 7,880.3 20,139.3 155.6%
19. Iberia Airlines 13,750.0 14,702.0 6.9%
20. China Airlines 0.0 14,643.4 (2)

* Miami International’s fiscal year ends Sept. 30.
(1) LanChile total combines freighter and belly cargo, listed sepa-
rately in airport statistics.
® Percentage increase too high to list.

S o u r c e :  Dade County Aviation Department.

to ship goods to Miami, but 
through Miami to Europe.”

The road shows emphasize that 
each destination has its own spe-
cial requirements. Early road 
shows taught growers that the 
boxes they were using were too 
big for the smaller trucks com-
mon in Europe.

The size of the box is also im-
portant when it comes to aspara-
gus. Asparagus continues to grow 
after its cut. Farmers don’t realize 
that if the box isn’t big enough 
they’ve got big problems because 
the American consumer likes as-
paragus nice and straight. The MIA 
team advises farmers to buy boxes 
big enough to accommodate the 
growth that will occur during a 
long flight and time on the ramp.

Asparagus poses a challenge 
to the airport in other ways. MIA 
receives more than250,000 boxes 
of green asparagus each week 
from Peru. The U.S. Bureau of 
Customs and Border Protection’s 
fumigation facility is strained to 
capacity because the Department 
of Agriculture ruled last year that 
all green asparagus must be fumi-
gated. The focus on fumigation 
has stretched manpower for food and plant 
inspections, and caused backups for other 
products as well, Schreiber said. MIA is 
upgrading the fumigation facility to keep 
up with the high volumes of products that 
require pest control.

White asparagus was exempted this year 
unless pest eggs turn up during a visual 
inspection.

Peru. One large asparagus importer is pre-
dicting an additional three million cases of 
asparagus will come through MIA in the 
second half of this year. Asparagus primarily 
comes from Peru, which is ex-
pected to experience a huge lift 
shortage since UPS Airlines pulled 
out of that market.

UPS spokesman John Flick said 
the world’s largest package deliv-
ery company transferred two 757 
widebody jets serving Peru and 
Venezuela to North American 
service, effective June 1, due to 
reduced demand. He said UPS 
will book its shipments on com-
mon carriers instead.

Schreiber said commodities in 
Peru are beginning to back up, 
waiting for the limited amount of 
planes to arrive. “This means the 
product is going to sit additional 
days reducing its shelf life in the 
states,” she said.

Cargo Center. Another way MIA helps 
expedite the movement of goods is through 
a centralized cargo clearance center where 
customs brokers can get shipping documents 
processed by inspectors from Customs, the 
Food and Drug Administration and the Fish 
and Wildlife Service. The 12-year-old cen-
ter is a big improvement from the past when 
brokers and forwarders had to drive all over 
town to get cargo papers approved.

And a tunnel under one runway allows 
belly cargo from passenger planes to be 
efficiently transported to the west side cargo 
areas of the airport in less than 15 minutes.

Trade Volume. Take away 
trade from Latin America and 
Miami International wouldbarely 
register on the freight charts. 
Miami’s proximity to South 
America combined with the 
amount of airline service to the 
region insures Miami will con-
tinue as a top cargo player.

“We move more cargo in one 
month than Orlando does all 
year,” Schreiber said.

What makes Miami successful 
is that it is able to fill airplanes 
returning to South America with 
high-tech U.S. exports such as 
computers, peripherals, agricul-
tural machinery, telecommunica-
tions equipment andaircraftparts.

“That ’ s the fortunate part about 
Miami, we do have backhaul,” 
Schreiber said. “The rates are dirt 
cheap when you can ship back 
and forth.” The only time the 
lanes tend to be very unbalanced 
is when more planes are pulled 
into duty to handle peak flower 
seasons. “On a normal schedule 
we can fill it both ways.”

N orthbound T ampa C argo Air-
lines ’ flights, for example, carry 
13 to 14 million pounds of tex-

tiles and flowers per month, while south-
bound flights are filled with eight to 10 
million pounds per month, Araujo said.

Major perishables carriers often fly high- 
value products to Brazil and Argentina, and 
then cross the Andes mountain range to pick 
up produce in Chile, Peru, Colombia or 
Ecuador, according to an MIA brochure.

However, the amount of cargo flowing 
through this major air-freight hub in recent 
years is nowhere near the 15-percent ton-
nage growth rates of the 1990s. Growth 
has been down or flat due to world events 
and the slowdown of the U.S. and Latin 

American economies.
In 2002, freight tons were up 

1.6percentto 1.75 million on a 3- 
percent rise in international 
freight to 1.37 million tons and a 
3.5-percent decline in domestic 
freight to 384,403 tons.

There are 29 all-cargo airlines 
serving MIA on a scheduled or 
charter basis. During the last fis-
cal year United Parcel Service 
ranked as MIA’s top air cargo 
customer, followed by belly car-
rier American Airlines. UPS 
shuttled 206,805 tons of freight 
through the airport, while AA 
handled 149,025 tons, according 
to statistics from Miami-Dade 
County’s Aviation Department. 

LanChile actually controls

Miami International freight traffic
(1998-2002 in million tons)
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S o u r c e :  Dade County Aviation Department.
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Miami International handles 85 percent of U.S. flower imports from Latin 
America.
more cargo than the 77,153 tons the freight 
reports. Including belly freight on passenger 
flights, the airline handled 126,640 short tons 
in the airport’s fiscal year 2002. LanChile 
also owns LanPeru and LanEcuador, and has 
stakes in Florida West and Mas Air.

MIA officials are confident in the accu-
racy of the numbers, because they calculate 
landing fees based on the type of aircraft not 
total weight, thus removing any 
incentive for airlines to fudge the 
cargo figures they submit to the 
airport and other government agen-
cies. Schreiber estimates that in-
transit freight to other countries 
comprises an extra 30 percent of 
traffic not reflected in the overall 
statistics.

Colombia, which accounts for
157,000 tons of goods and 26 per-
cent of the traffic, is MIA’s largest 
trading partner, followed by Chile 
and Brazil with about 100,000 tons 
each of annual trade. Flowever, 
the value of Brazilian trade is al-
most $6 billion per year compared 
to $2 billion for Colombia due to 
high-value U.S. exports.

Since passenger and air cargo 
traffic is down along with the U.S. 
and Latin American economies, it 
will take longer for the airport to 
meet its long-term traffic projec-
tions. At one point priorto Sept. 11,
2001, and the worldwide economic 
slump the airport proj ected it would 
handle 4 million tons of trade by 
2010.

Cargo Construction. Miami 
is on the verge of completing a 10- 
year, $500 million cargo expan-
sion project, part of a 5.4 billion 
capital improvement program that

will expand the airport’s capacity without 
the benefit of acquiring extra real estate.

“To the best of our knowledge this is the 
largest (dollar value) construction project 
going on at an operating airport in the 
country” in recent memory, Narinder Jolly, 
assistant aviation director for facilities de-
velopment said in an interview in his office 
overlooking the runway.

The project includes 14 new cargo build-
ings that can accommodate 17 B747 or 38 
DC-10 aircraft and increases warehouse 
space from 1.4 million to 2.4 million square 
feet. LanChile, Arrow Air Cargo, UPS and 
United Cargo opened new cargo facilities 
in2001. Future development will raise ware-
house capacity to 3.3 million square feet. 
Still to be completed is an 189,000-square- 
foot hub for express delivery company 
FedEx, and a 150,000-square-foot expan-
sion of American Airlines cargo facility. 
FedEx broke ground on its $47-million 
facility in November and is expected to 
finish construction in July 2004.

Jolly said big cargo carriers such as United, 
LanChile, UPS and FedEx prefer to build 
their own terminals and sign long-term leases. 
When the leases expire the buildings transfer 
to MIA’s ownership. That kind of arrange-
ment helps the airport because itdoesn’thave 
to borrow money for construction.

Schreiber speculates that MIA could 
overtake Memphis International Airport, 
home to FedEx Express’s main hub, as the 
nation’s number one cargo airport after 
FedEx opens its new international hub.

The airport is completing construction of a 
fourth runway that will be used primarily for 
aircraft landings and increase airfield capac-
ity by 22 percent. The mnway is scheduled 

for its first flight in late August. It 
was completed in seven years, re-
markably fast when most new run-
ways in the United States take 10 
to 13 years to build.

A new Animal and Plant Health 
Inspection Service facility is also 
under construction. It will consoli-
date veterinary and plant protec-
tion services from four locations 
into a single site. Miami is one of 
only two airports in the nation that 
has an on-airport animal quaran-
tine center with loading ramps, 
saving shippers time and money, 
according to an MIA fact sheet.

One cargo project that did not 
go according to plan was the de-
velopment of a maintenance hanger 
for Atlas Air, capable of servicing 
three jumbo-size aircraft and the 
new A3 80 double-decker aircraft 
under design by Airbus. The 
troubled cargo airline abandoned 
site preparation work and negoti-
ated a release from its contract last 
year, Jolly said.

He said the airport’s long-term 
plan allows for purchasing extra 
land adjacent to the cargo area 
after leases on old warehouses 
there expire.

“But right now we have enough 
buildings for long-term future 
cargo growth,” Jolly said. ■

Tampa Airlines rebounds
Tampa Airlines Cargo has to spend a lot of money to 

prevent narcotics from being smuggled on its aircraft. Annual 
security costs top $1 million per year, double the cold chain 
logistics spending, said Cuellar Araujo, vice president of sales 
and marketing. Thirty percent of the company’s 600 employ-
ees are dedicated to security.

Flower boxes are x-rayed prior to departure and in Miami. 
Dry cargo also passes through an ion explosives detection 
machine in Colombia and ion detectors are used to sweep 
personnel and the aircraft itself, Araujo said. Tampa’s ware-
house in Bogota is equipped with 64 cameras and its Miami 
facility has 100 surveillance cameras.

“We are the only Latin American airline that is C-TPAT 
certified,” he said. The Customs Trade Partnership Against 
Terrorism is a voluntary program in which companies agree to 
benchmark their security practices against U.S. Customs 
guidelines.

Tampa, which is 30 years old this year, earned a profit for 
the first time last year. The airline was on the verge of going 
out of business after years of losing money until Dutch carrier 
Martinair bought 50 percent of the company in 1997. Since 
then the airline has been on a steady turnaround. Araujo said 
the two companies will soon increase cooperation on routes 
and services.

Last year Tampa earned about $2 million in profits despite 
a 6 percent decline in revenue, said Araujo, who predicted a 4 
percent growth in revenue in 2003.

Tampa is the sixth-largest carrier at Miami in terms of 
traffic volume, with 121,741 tons.
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have been 
taken for 

idiots'
Chemical shipper wants conference lines 
to stop hiding behind unilateral decisions 
and develop true business relationships.

B y  P h i l i p  D a m a s



ajor European chemical shipper Atofina has 

accused shipping lines belonging to liner con-

ferences of refusing to engage in normal busi-

ness relationships with shippers.

In an interview, Alain Morin, logistics sea liner manager of 

Paris-based Atofina, said conference practices such as the
imposition of bunker and currency sur-
charges and sudden price changes interfere 
with the freedom of shippers to define cus-
tomized contracts with carriers.

“It is not a business relationship,” Morin 
said of the antagonistic relationship be-
tween shippers and conference carriers.

Atofina is the chemicals arm of the oil 
group TotalFinaElf. With 71,300 employees 
and sales of 19 billion euros ($20 billion), it 
is one of the world’s largest chemical compa-
nies.

Many shippers have long been critical of

carrier conferences, often regarded as declin-
ing forces in international shipping. But 
Atofina said conferences still affect ship-
ping, and have practices that it finds ques-
tionable.

An outspoken critic of conferences, Morin 
regards the Trans-Atlantic Conference Agree-
ment as a harmful cartel, and told American 
Shipper he can substantiate his views. He 
blamed TACA carriers for having cut their 
transatlantic ship capacity earlier this year, 
and raised rates in unusual circumstances.

“People have reduced capacity in an ar-
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“/  was p u t under pressure in that i f  I  did not pay, 
m y shipm ents would be left on the quay.”

Alain M orin
logistics sea liner manager,
Atofina



Bunker market prices, TACA surcharges

P e r io d M a r k e t  p r ic e s C S T 3 8 0  b u n k e rs (1) 

(in $  p e r ton) (b ase d  o n in d e x  
100 in M a y ’02)

T A C A  c o n f e r e n c e  b u n k e r c h a r g e  (2) 

(in $  p e r T E U ) ( b ase d  on in d e x  
100 in M a y ’02)

May 2002 $141.80 ’ 00 S3 100
June 2002 $133.50 94 88 100
July 2002 $143.20 101 86 100
Aug. 2002 $146.38 103 88 100
Sept. 2002 $160.13 1 1 3 05 100
Oct. 2002 $150.80 106 137 156
Nov. 2002 $124.50 03 137 156
Dec.2002 $141.00 99 137 156
Jan. 2003 $177.75 125 1 3 : 156
Feb. 2003 $175.13 124 137 156
March 2003 $146.88 104 2 :6 245
April 2003 $128.80 n.a. 216 245
May 2003 n.a. n.a. 153 180

Notes: n.a. -  not available.
(1) Bunker adjustment factor fo r shipments to  and from U.S. Atlantic and Gulf ports.
(2) Market prices measured by Platts fo r bunkers at the port o f Rotterdam.

Source: American Shipper, Platts, Trans-Atlantic Conference Agreement.

tificial manner; (but) we can see clearly that 
there is a growing cargo demand,” Morin 
said.

Some 50 Atofina containers due to be 
shipped were recently left behind, because 
of capacity restrictions. Atofina, like many 
other westbound shippers, was affected by 
delays in shipping containers across the 
Atlantic (May American Shipper, page 81).

Morin alleged that the fact that capacity 
cuts were implemented just before TACA 
raised its westbound tariffs was part of a 
concerted plan by TACA carriers.

“Certainly, it is a cartel initiative,” he 
said. “They agree to reduce capacities, and 
then here we are.”

Strengthened by the situation of capacity 
shortages in the transatlantic, TACA carri-
ers have approached recent price negotia-
tions with an attitude of “take it or leave it,” 
Morin said.

“As with the situation at the end of 1992, 
at the time of the Trans-Atlantic Agree-
ment, there is a very strong pressure (on 
shippers) to accept surcharges and price 
increases,” Morin said.

In the early 1990s, the French Shippers’ 
Council, of which Atofina is a member, was 
instrumental in convincing the European 
Commission to stop the capacity regulation 
program ofTAA, the predecessor of TACA. 
The current authority of the TACA ex-
cludes the ability to regulate capacity in 
conjunction with increases in freight rates 
(January American Shipper, page 33).

Several shipping lines recently threat-

ened to cancel their prior agreements with 
Atofina, Morin said. “I was put under pres-
sure in that if I did not pay (more), my 
shipments would be left on the quay,” he 
added. In these circumstances, Morin said 
Atofina had no alternative but to agree to 
the carriers’ demands.

The chemical shipper recognizes that bad 
weather disrupted the vessel schedules of 
transatlantic carriers earlier this year, a factor 
that affected the supply of services. He re-
ports that many port calls were canceled,

including at the ports of Houston and Le 
Havre.

He noted that the European Commission 
has recently allowed the so-called “revised 
TACA” agreement of transatlantic carriers 
to have a neutral body based in non-EU 
Switzerland — a country outside the EC’s 
jurisdiction.

“Shippers have been taken for idiots,” 
Morin said.

David Jeffries, general manager of 
TACA, declined to comment on Atofina’s

More productivity in shipping

For Atofina, higher productivity and 
savings can still be found in inter 
national liner shipping.

Alain Morin, logistics sea liner manager 
of Atofina in Paris, believes vendors in the 
transport chain will lower the costs of their 
operations.

“We expect savings, maybe thanks to the 
liberalization of ports (in the European 
Union),” Morin said. The European Com-
mission has adopted a directive that intro-
duces more competition within ports.

“There are still too many monopolies,” 
he said.

Particularly in Europe, Atofina is increas-
ing its use of barging as an alternative to 
trucking. Morin regards barging on the river 
Rhine as an important element that can lower 
costs. Atofina containers are also barged 
along the U.S. Atlantic Coast, but this is 
organized by ocean carriers, Morin said.

Feederships are also used to move car-
goes close to the final port of delivery.

Morin cited a feeder serving the port of 
Bordeaux, France.

Internally, Atofina implemented this year 
a software that gathers and analyzes service 
and freight rate data from its ocean carrier 
vendors.

“The ‘request for quotation’ software ... 
enables us to invite bids (from liner carri-
ers) on all trades,” Morin said. “It’s a good 
tool for management and analysis.”

The software facilitates rational deci-
sions on the selection of carriers and ser-
vices. Shipping costs from port to port or 
point to point are communicated to Atofina’s 
commercial department. Special requests 
for quotations for unusual shipments or 
destinations are also generated by, and com-
municated through the system.

Shipping prices are linked to Atofma’s 
SAP corporate system. Data gathered from 
individual carriers are automatically aggre-
gated and compared by the software.

Carriers must fill specific fields in the

request for quotations that cover the appli-
cable contract terms: door-to-door rates (for 
North America and Europe), or ocean freight 
only, and pre-carriage and post-carriage 
when relevant.

“The carrier can select the ports where it 
wants to bid,” Morin explained.

The computer-based data request system 
also gathers data on transshipment ports used, 
if any; fixed days of departure or arrival of 
each service; and the name of the consortium 
or vessel-sharing agreement, if any.

Once Atofina has received the quota-
tions and data from its carriers, it will rate 
each quotation, based on service quality 
and price criteria. “Certain carriers are more 
reliable (for on-time delivery) than others,” 
Morin said. “We give them grades.”

The use of transshipment ports attracts 
negative points in the rating by the shipper, 
as an extra eight days are added to the transit 
times given by the carrier to reflect poten-
tial feeder connection delays. Atofina also 
has a black list of poorly performing trans-
shipment ports that it seeks to avoid.

Morin said price plays a big part in the 
selection of carrier services, but unsuitable 
services are eliminatedregardless ofthe price.
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criticisms and allegations of anticompetitive 
practices.

“I am not going to get into a public 
argument,” he told American Shipper.

The neutral body referred to by Atofina 
is Descartes, a third-party information tech-
nology company used by TAC A to compile 
statistics for the carrier group. TACA said 
the U.S. Federal Maritime Commission re-
quires quarterly reports on its activities, and 
the data is compiled by Descartes because 
TACA carriers themselves are not allowed 
to exchange confidential information under 
rules of the European Commission.

Dispute Over BAFs. Morin is strongly 
opposed to the imposition of separate bun-
ker adjustment factors by ocean carriers. 
His company favors all-in rates whenever 
possible.

Until recently, transatlantic carriers did 
not actually charge the bunker charges men-
tioned in their tariffs, Morin said. In the 
Asia/Europe trade, carriers do not charge 
bunker adjustment factors, either, he said. 
Once introduced, the level of the bunker 
surcharges of carriers cannot be verified by 
shippers, he argued.

As a petrochemical shipper, Atofina has 
watched oil and bunker prices very closely. 
Prices for the 380CST bunkers used by 
many containerships have soared from about 
$ 100 per ton in early 2002 to $ 190 in March 
of this year.

Morin claimed the bunker adjustment 
factors of the TACA conference do not

In certain cases, Atofina buys two levels of 
service: a more expensive one for direct 
shipments, and a cheaper one via a transship-
ment hub for certain non-urgent, low-value 
shipments.

Morin admits the new bidding system 
experienced teething problems, as carriers 
were uncertain of exactly how to submit 
their bid data during the first year of its 
operation. Certain carriers found submit-
ting their quotations very time-consuming. 
“We will be better at it next year,” he said.

Having automated the tasks of request-
ing and analyzing ocean carrier quotations, 
Atofina is considering other automation 
initiatives. “The final step is automated 
payment,” Morin said.

To manage its shipping activities, Atofina 
employs dedicated staff that are respon-
sible for shipping operations, within a 
largely centralized unit.

Atofina also has a committee of regional 
liner shipping managers who meet to dis-
cuss common issues, including relation-
ships with ocean carriers. The managers are 
based in the group’s offices in Paris, Phila-
delphia, Singapore, China and Japan.

Day-to-day shipping operations are

reflect actual changes in bunker prices.
“Two years ago, when they (bunker 

prices) were $50 (per ton), I never saw 
negative bunker adjustment factors,” Morin 
said.

American Shipper compiled a table com-
paring bunker prices compiled by Platts, a 
reputable industry source, for the port of 
Rotterdam, and TACA’s BAFs charges. 
The results show a limited correlation be-
tween fuel market prices and the confer-
ence bunker charges (see chart).

TACA’s BAF Mechanism. The Trans- 
Atlantic Conference Agreement told Ameri-
can Shipper it calculates its bunker charges 
using a model agreed upon in the early 
1990s with the European Shippers’ Coun-
cil, just prior to the first Gulf war.

“That basic 12-year-old (bunker) adjust-
ment factor framework, updated over time to 
reflect changes in underlying circumstances, 
continues to apply today,” Jeffries said.

Here’s how TACA’s bunker adjustment 
factor works:

•  The formula uses a proportional scale 
based on a base bunker price of $90 per ton 
of CST180 fuel, a level that would mean a 
BAF of zero.

•  Every month, TACA gathers bunker 
prices from a third-party source, 
OceanConnect.com, and averages the bun-
ker prices for the ports of New York and 
Rotterdam.

•  If the bunker prices are within the 
$85-$95 range, the applicable conference

outsourced by Atofina to forwarders, but 
strategic and management issues are kept 
in-house. Morin related that, when Atofina 
acquired a company that had outsourced its 
logistics, it found its shipping costs before 
the takeover were $20 higher per ton than 
Atofma’s. Shipping at this new subsidiary 
was quickly brought in-house.

Morin said he tries to support niche car-
riers, and some do an outstanding job for 
Atofina.

The large shipper issues requests for quo-
tations to some 50 multitrade ocean carriers 
worldwide, with a frequency of approxi-
mately 14 months. Because of holidays, the 
company tries to avoid renewing contracts 
with carriers at the end of the calendar year. 
Atofina also purchases liner shipping ser-
vices from regional niche carriers in the 
intra-Asia, inter-American and intra-Medi-
terranean trades.

When Atofina discusses its shipments 
with major carriers, it often brings cargo 
movements in both directions of a given 
trade. Carriers welcome the ability to bal-
ance eastbound and westbound cargo flows 
to reduce equipment costs. However, Morin 
warned that the organization of inbound

BAF is zero; either side of those figures, a 
positive or negative BAF applies.

•  If there is a change of less than 15 
percent in the average monthly bunker price 
on which an effective BAF is based, in 
either direction, there is no change in the 
level of the BAF (this is called the “stability 
mechanism”).

•  If there is a monthly change in bunker 
price greater than 15 percent, it triggers a 
proportional change in the BAF level, up or 
down.

•  Based on prices during the preceding 
month, T AC A publicizes in its tariffs every 
month the level of the BAF (revised or 
unchanged) that will become applicable on 
the 15 th of the following month for a period 
of one month.

The TACA system of a 30-day advance 
notice for increases in the BAF complies 
with the FMC’s requirement of a 30-day 
notice for tariff increases. TACA also at-
taches a 30-day notice to reductions in the 
BAF.

Jeffries said the mechanism of a 15- 
percent plus-or-minus threshold before trig-
gering a change in the BAF is aimed at 
providing some stability in the level of the 
charge. Bunker prices can be volatile, as 
exemplified by price swings of $30 per ton 
over a matter of days just prior to the recent 
war in Iraq.

TACA carriers “preferred that the BAF 
did not go up or down like a yo-yo,” Jeffries 
said. Recently, TACA’s BAF remained un-
changed from mid-October 2002 to mid-

and outbound shipments overland cannot 
always be carried out in optimal conditions. 
In terms of inland transport, it is “very 
difficult to synchronize” the export and 
import moves, Morin said.

Atofina has tried to work on “triangular 
movements” of containers with a shipping 
line, to minimize the cost of returning empty 
containers. “We try to move away from a 
focus on price ... to rationalize the move-
ment of containers,” Morin added.

Morin believes consortia and vessel-shar- 
ing agreements between shipping lines do 
not operate well.

“I am rather disappointed,” he said.
First, there is no functioning mechanism 

to allow over-booked carriers in a consor-
tium to obtain space from an under-booked 
partner on the same ship, according to Morin. 
Then, different ships of a consortium or 
alliance call at different terminals within a 
port, leading to delays or extra costs to dray 
boxes from terminal to terminal.

A major European shipper, Atofina said 
it is loyal to its container shipping vendors 
and does not seek to renegotiate rates when 
the market falls, Morin said.

“We honor our commitments,” he said.
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March, because average bunkerprice changes 
stayedwithinthe 15-percentmargin.TACA’s 
BAF then increased in mid-March.

“Stability has worked in the shippers’ 
favor by flattening out underlying fuel price 
volatility,” Jeffries said.

But the carrier group’s “stability mecha-
nism” for bunker surcharges means that 
any effective adjustment will be big, rather 
than gradual.

In 2002, TACA changed from a quar-
terly monitoring of its BAF charges to a 
monthly update.

Jeffries noted that waiting for the end of 
the four- or five-week period to compile the 
bunker price calculations and giving a 30- 
day notice of any changes create a lag-time 
in how carriers pass on cost variations in 
bunker prices. “The net effect is a lead time 
of up to 10 weeks,” he said.

Timing of Increases. Morin showed 
American Shipper an internal company sum-
mary of freight rates agreed upon with 
several Atlantic carriers. In March, three 
carriers asked Atofina for rate increases.

Morin notes that, in the last few months, 
carriers’ westbound rates have increased, 
whereas bunker prices were decreasing.

A maj or transatlantic carrier told Atofina 
it would no longer carry the shipper’s car-
goes, unless Atofina agreed to pay the full 
bunker adjustment surcharge. Morin said

the bunker surcharge is therefore not just a 
way of passing on costs: It is a “disguised 
price increase.”

“The bunker adjustment is to guarantee 
space,” he said.

Morin also showed American Shipper 
the e-mail message containing the carrier’s 
threat to stop Atofina’s shipments unless it 
paid the full bunker surcharge, but would 
not authorize its publication.

“I am prepared to show everything to the 
(European) Commission to show that I am 
a bit fed up,” he said.

Morin is also irritated by the practice of 
currency adjustment factors. This surcharge 
“can be manipulated” and provides no trans-
parency as to how it is set by carriers, he said.

Reluctance To Change. The chemi-
cal shipper believes the management of con-
tainer shipping lines has been unable to shake 
off old practices and to inject new thinking 
into their relationships with customers.

Morin said shipping lines recruit staff 
when they are young, molds them in-house, 
and instills the same values in new recruits.

“It is cultural,” he said. The shipper sug-
gested that staffing policies explains a reluc-
tance to change among carriers. Morin cited 
internal management training programs like 
those of A.P. Moller to illustrate that ship-
ping companies are keen to pass on internal 
values.

The chemical shipper also noted the entire 
management of shipping lines rises through 
the ranks, within the same corporations. One 
non-shipping executive to have run a ship-
ping company was Alex Mandl, formerly at 
Sea-Land Service. Morin met Mandl years 
ago when he ran Sea-Land, and was im-
pressed by his fresh approach to the business.

Mandl was succeeded by John Clancey, 
a career Sea-Lander, until the company was 
acquired by A.P. Moller, Morin added.

The chemical shipper appealed to carri-
ers to engage in a true business relationship 
with his company. They should abandon 
joint decisions made between conference 
carriers that impact relationships with ship-
pers, he said.

SomeofMorin’scomments reflect the views 
expressedby Edward Emmett, the formerpresi- 
dent of the U.S. National Industrial Transpor-
tation League, who urged ocean carriers to stop 
the “us vs. them” mindset, renew their manage-
ment, and abandon rate-setting pacts (May 
American Shipper, page 36).

Morin said Atofina already has customized 
contracts with trucking companies, and would 
be willing to do the same with shipping compa-
nies.

Atofina ships cargoes with niche carriers that 
generally operate outside conferences, he added.

“We have business discussions (with 
niche carriers) that we find difficult to have 
with big carriers,” Morin said. ■
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LOGISTICS

Leveraging supply 
chain efficiencies

IT  is key, says Eagle Global Logistics CFO Elijio Serrano.

B y  R o b e r t  M o t t l e y

As more chief financial officers look 
at benefits to be gained from chang-
ing the operation of their compa-

nies’ supply chains, they are seeing more 
savings to be had by reducing inventory 
levels and controlling obsolescence risk 
than in paring down the cost of transporta-
tion.

“The new reality is that companies and 
suppliers, with logistics providers in be-
tween them, can all collaborate to create 
beneficial efficiencies in the supply chain. 
Those efficiencies can represent competi-
tive advantages on behalf of all three,” said 
Elijio V. Serrano, chief financial officer of 
Eagle Global Logistics.

“The Internet revolutionized the way 
companies do business as access to infor-
mation was leveraged to create efficien-
cies,” Serrano said. “Companies are now 
matching the physical flow of goods across 
the globe to the electronic flow of data to 
drive efficiencies in their supply chain. 
These efficiencies have allowed them to 
squeeze cash out of inventory and toward 
more value-driven areas.”

“Everyone can leverage each other. That’s 
the key,” Serrano said.

“If you’re a big company, and you can 
take $50 million out of your supply chains. 
That’s a permanent redeployment of cash 
from inventory to, let’s 
say, research or devel-
opment, marketing or 
sales support, where 
companies can gain 
advantages over their 
competitors,” Serrano 
said.

“Customers are em-
bracing logistics pro-
viders as partners when they were reluctant 
to do so in the past,” said Joe Bento, presi-
dent and chief marketing officer of Eagle 
Global Logistics.

As information technology changes faster 
and faster, “you cannot risk having a lot of

“Squeezing dollars 
out o f  the supply chain 

and reducing inventory levels 
is language a finan cia l 
executive welcomes.”

Elijio V. S errano
chief financial officer, 
Eagle Global Logistics

money tied up in inventory that becomes 
obsolete,” Serrano said. “Look at what hap-
pened to providers when the high-tech 
downturn hit. Their survival depended on 
how much cash they had locked up in in-
ventory that could not be sold, and needed 
to be written off because they didn’t have an 
efficient supply chain.

“Some telecom companies took write-
offs of $1 billion and higher because they 
were caught with excess inventory,” he 
said.

“The reason it all works now is informa-
tion technology. Global borders disap-
peared when you introduced IT that allowed 
customers and suppliers on different conti-
nents to talk to one another as if they were 
across the hall. They can monitor, on an 
hourly basis, the changes in demand and 
quickly adapt their supply levels and re-
order points to avoid getting caught with 
excess inventory,” Serrano said.

“They have visibility into suppliers’ vol-
ume, visibility into distribution centers, and 
visibility as to what is en route to and from 
suppliers and customers,” he said.

To remain competitive, companies need 
to be the low-cost provider. That requires 
outsourcing assembly and manufacturing 
of product to areas where labor costs and 
tax burdens are the lowest, without sacrific-
ing quality.

“Those areas are now primarily in Asia 
and Latin America,” Serrano said.

“The key factor is to gain visibility of all of 
a company’s components as they move from 
multiple providers domiciled in low-cost 
countries to the consumptionmarkets, mainly 
in North America and Europe,” he said.

IntolerableGaps. Ifa company doesn't 
have visibility through its entire supply 
chain as it moves product from the Asian 
and Latin American markets — through 
customs, and on to assembly points and 
distribution centers to the ultimate con-
sumer — “it will end up carrying excess 
inventory,” Serrano said.

When multiple supply chain partners are 
engaged, they must be able to track the 
movement of goods across many IT plat-
forms, thereby exposing themselves to 
“gaps” in the visibility chain.

“Therefore, we are seeing attend whereby 
customers are aligning themselves with 
fewer and fewer component manufacturers 
and one supply chain partner,” Serrano 
said.

This is how companies can have just-in- 
time manufacturing without exposing them-
selves or their suppliers to excess inventory 
levels, while turning orders around in three 
to five days.

“The manufacturers are essentially buy-
ing components from their suppliers only 
when their customers are placing orders,” 
Serrano said. “In the past, all of this would 
be concentrated in a captive manufacturing 
environment. It has been IT that has broken 
down international barriers and allowed for 
the smooth flow of goods geographically, 
without requiring massive stocks of inven-
tory.”

Changing Habits. Serrano noted that 
Dell, General Electric and Wal-Mart have
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LOGISTICS

focused heavily on their supply chains, 
which has made significant impacts on their 
business models.

“If you go back and look at the automo-
tive industry, where there was a captive 
manufacturing environment—meaning that 
everything was being made on site and 
assembled — the way manufacturers con-
trolled production volumes, inventory lev-
els, and quality of product was by having 
direct access and involvement with that 
process with one internal ERP (enterprise 
resource planning) system,” he said.

As labor costs rose, the U.S. automotive 
industry had to become more competitive 
with Japanese automakers. One way was to 
reduce manufacturing expenses and pro-
duce more cost-effective automobiles.

The means found to do that was to use IT 
to outsource production outside of high- 
cost labor and tax areas and still keep tabs 
on inventory and stocking levels.

“As people moved toward integrated ERP 
systems, multiple but separate players with 
different ERP systems were extremely hard 
to integrate,” Serrano said.

In the early 1990s, more customers 
outsourced components of what they had 
beenintemallymanufacturing.“Atthatpoint, 
it became very evident that they were trading 
on lower manufacturing costs,” he said.

Why CEOs Listen. Savings come not 
only from carrying lower levels of inven-
tory, but also from having suppliers partici-
pate in the process. “Companies realize that 
if they can help their component manufac-
turers become more efficient, they become 
more valuable and gain additional busi-
ness,” Serrano said. “Jointly, they create a 
more cost-effective product whereby ev-
erybody wins.”

CEOs are listening “because this process 
works,” he said. “The most evident picture 
of that is when you give an organization a 
percentage balance sheet and a profit-and- 
loss goal, such as a return on invested 
capital. Then you can say, ‘you can have 
your money tied up in inventory,’ or ‘we 
can extract money from inventory and di-
rect it to marketing, sales and product de-
velopment.”

Asked why the cost of transportation was 
generally separated from the supply chain, 
Serrano said “in my opinion, that was due to 
the lack of IT to allow visibility across 
multiple ERP platforms.

“In the past, you were simply asking a 
supplier or transportation provider to move 
a product from point A to point B at the 
lowest possible cost,” he said.

Data Conduit. Companies now need 
an IT supply chain supplier than can cover

Software should never get upper hand
Software is simultaneously seductive 

and treacherous.
“Shop with caution,” advises Elijio 

Serrano, chief financial officer of Eagle 
Global Logistics. “You have to think 
ahead of the software you buy. If you 
take a generic software solution and try 
to implement that with a customer, it’s 
unlikely to work.”

A number of information technology 
software logistics providers have been 
unsuccessful because they tried to take a 
generic module and use the ‘cookie-cut- 
ter’ approach to meet all of prospective 
clients’ needs.

“The result was usually cost overruns 
because of mismatching, as people tried 
to customize an unyielding generic solu-
tion,” Serrano said.

As a result, people who were making 
huge investments for IT solutions began 
to cut back spending.

“They wanted, even if they didn’t know 
how to articulate it in the beginning, a 
complete IT solution that could be linked 
into the ERP (enterprise resource plan-
ning) processes of a particular company 
and its suppliers,” Serrano said.

Some multimillion-dollar client/server 
systems often forced companies to change 
their business processes to meet the sys-
tems' way of doing transactions.

“You need to be able to mold your 
software, not be shaped by it,” he said.

Today, piecemeal, easily customized 
IT implementations are available from a 
number of technology companies in 
“niche” areas have all but driven the 
large client/server systems off the mar-
ket.

“That has happened because a lot of 
managers backed off and accepted solu-
tions that they didn’t understand. They 
didn’t realize that processes change, that 
the point of multiple technologies is that 
no one system has all of the answers,” 
Serrano said.

“The classic mistake is to acquire new 
bells-and-whistles IT, and then try and 
mold a company’s system to it. Soon, the 
acquiring company realizes that the IT is 
inflexible, and tries to mold its business 
to the new software. Then, they bounce 
back and forth,” he said.

Many CEOs, in fact, are angry that so 
much money has been spent on the IT 
side in the last decade for systems that are 
increasingly useless.

Eagle offers EDI links “so we can pull

data from a client’s systems for track- 
and-trace purposes, which we can then 
share — as they want — with their cus-
tomers. In essence, we become a pipeline 
of data,” Serrano said. “Not only do cli-
ents have track-and-trace capabilities at 
the dock level, but manufacturing, distri-
bution and sales executives can monitor 
the flow of products globally because all 
of it is captured in one system.”

“Supply chain providers with strong 
IT platforms and global coverage are 
now, in essence, the Internet for compo-
nent manufacturers, assembly operations, 
distribution centers and consumers,” he 
said. “They become the common link.”

“In the cargo area, going back ap-
proximately 15 
years, the CFO re-
ally didn’t pay too 
much attention to 
container rates,” 
said Patrick E.
Moffett, vice presi-
dent, global logis-
tics and customs 
compliance, for 
Audiovox Electronics Corp., based in 
Hauppauge, N.Y. “You could ship on 
one carrier one week. If you got a better 
rate, it wasn’t a problem jumping to an-
other carrier.

“Now, we sign 12-month service con-
tracts that commits the company’s fi-
nances on a long-term basis. The CFO 
stays with me every step of the way 
during the negotiation process,” Moffett 
said.

As for cargo insurance, “that wasn’t a 
big expenditure years ago, so the CFO 
was only remotely involved. Currently, 
cargo insurance can cost millions of dol-
lars, so the CFO is closely involved in 
any discussion regarding that subject,” 
he said.

“Two buzzwords that I’ve been read-
ing about in financial periodicals over 
the past year are ‘revenue recognition.’ 
This raises the question as to when a sale 
really becomes a sale,” Moffett said.

“Incoterms (International Commercial 
Terms, the globally accepted standard defi-
nitions for terms of sale set by the Interna-
tional Chamber of Commerce) could 
determine that on an international transac-
tion, so the CFO and myself work closely 
to make sure things are handled properly,” 
said Moffett, who is also chairman of the 
Long Island Import-Export Association.

Moffett
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“We’re seeing logistics 
operations people  

replacing sales and  
marketing teams. 

That is a crucial shift 
from  the past. We’re also  

seeing distribution  
and purchasing groups 

being able to handle  
those functions.”

their geographic requirements and be glo-
bal in reach. “That’s an absolute given,” 
Serrano said.

“If you have suppliers in South Korea, 
China, Mexico and Brazil, you need to be 
able to link into the ERP systems of those 
suppliers to see what your inventory levels 
are, and where your product is along the 
supply chain,” he said.

In the past, “it was difficult enough to 
have all of the plants and facilities in the 
same country. In fact, as companies 
outsourced component manufacturing to 
outside firms, it became impossible to have 
those external firms linked with any sort of 
visibility for orders and inventory levels,” 
he said.

“If you don’t have that visibility, your 
supply chain will be overstuffed with ex-
cess capacity,” he said. “In addition, such 
a lack of visibility makes it difficult to react 
quickly to changing market conditions, as 
was evident in the recent telecom market 
collapse.

“That excess may not show directly on 
the companies’ customers’ books, but in-
directly they are paying for it because of 
inefficiency or the lack of visibility in their 
supply chain cycle,” he said.

Implementing visibility presupposes a 
willingness among suppliers and vendors 
to open up and share information, “which 
is happening more and more as volumes 
are concentrated to fewer and fewer sup-
pliers,” he noted. “If one can concentrate 
volumes with fewer suppliers, it becomes 
easier to link them all.”

In that manner, “the value of informa-
tion gathered from an IT-linked supply 
chain becomes as valuable, if not more 
valuable, than the actual physical flow of 
the goods,” he explained.

“The customers that Eagle Global Lo-
gistics sees have become very willing to 
consolidate more volume with fewer sup-
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pliers to benefit from the leverage they can 
create,” Serrano said.

When companies save money from op-
timizing their supply chains, that does not 
mean they are doing so at the expense of a 
supplier.

“The manufacturer and the supplier are 
teaming up to both become more efficient. 
Taking waste and inefficiency out of the 
process is a mutual benefit,” Serrano said.

“On the provider side, if a vendor or 
supplier is told by the company they ser-
vice that ‘we want to see this efficiency, 
but we don’t want you to raise your prices 
to make it happen,’ it’s very difficult to go

through that slimming hoop with the hope 
of being one of the surviving suppliers,” 
Serrano said.

“The rationale is that both the large 
company and its supplier have to find ways, 
jointly, for the supplier to become a lower- 
cost provider,” he said.

For some suppliers, it’s not merely a 
matter of working as a team with their 
customers, it’s a chance to make customers 
more efficient while cutting costs.

“Without a doubt, that’s happening, and 
it’s not a matter just of some suppliers 
dropping their margins. It’s a matter of 
them jointly looking for opportunities to

-
fit!
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tighten the supply chain process,” Serrano 
said.

“Let’s say a logistics supplier has a facil-
ity of 100,000 square feet, and he’s got two 
major accounts for which he’s trying to 
provide support. That supplier, to be effi-
cient and effective, will look for other cus-
tomers who can jointly share that facility. 
Then, the cost of running it can be spread 
among multiple customers,” Serrano said. 
“Everybody benefits from that process.”

“A lot of our customers in the past would 
have dedicated manufacturing or ware-
housing operations, for which they were 
bearing 100 percent of the cost and most 
likely not effectively using all of the space,” 
he said.

“As you build infrastructure linked to 
IT, you can offer that infrastructure to 
other clients. You have the benefit of al-
ready having recovered costs, which can 
be shared with other customers,” he said.

Squeeze Here, Spend There. In the
not-too-distant past, CFOs were kept out 
of marketing and sales and were regarded 
as live-in corporate hurdles, there to over-
see and manage a company’s funds, and 
say “no” to most comers.

Now, CFOs are proactive voices at the 
logistics table.

“For a lot of our clients, making a supply 
chain more efficient requires the signifi-
cant involvement of the company ’ s finance 
organization to work. Squeezing dollars 
out of the supply chain and reducing inven-
tory levels is language a financial execu-
tive welcomes,” Serrano said.

In fact, although the CFO holds the 
purse strings over logistics operations, most 
CFOs are willing to spend moderately to 
acquire IT to expand linkages between 
suppliers and customers if they can see the 
return on that investment.

Spending for any reason, however justi-
fied, usually means cutting costs elsewhere 
in a company. There’s a pattern in which 
CFOs who expand IT go on to recoup by 
terminating in-house sales and marketing 
departments.

“We’re seeing logistics operations 
people replacing sales and marketing teams. 
That is a crucial shift from the past,” Serrano 
said. “We’re also seeing distribution and 
purchasing groups being able to handle 
those functions.”

As larger companies try to reduce their 
supplier base to a very small handful, “more 
CFO ’ s are having to step outside the bound-
aries they were normally working within to 
partner their operations management team,” 
he said.

“Smart CEOs are receptive to that kind 
of shift, which helps them from two sides.

Serrano: EGL is a customer’s “conduit” throughout the supply chain.
First, they are dealing directly with the 
CFOs and financial organizations of their 
customers as they sell and negotiate. And 
second, the amount of risk that has to be 
handled is considerable, and can come 
back to hit you if it isn’t managed,” he 
explained.

Bonding With Customers. One bar- 
rierto proactive CFOs is conservative think-
ing.

“Logistics managers have to persuade 
executives above them that they are no 
longer moving product from point A to 
point B,” Serrano said. “They must under-
stand that they now have to participate in 
how the customer is feeding product into a 
supply chain, and how they are selling to 
their suppliers.

“They also have to look more broadly at 
their business profits than they have ever 
had in the past.”

For example, if a company has eight 
suppliers for a supply chain, “these days all 
of them are likely to know there will only 
be three suppliers after an imminent 
shakeout. Those who fade out of the pic-
ture lack global coverage and IT depth,” he 
said. “They are relegated to becoming re-
gional or local providers to a shrinking 
customer base.”

Serrano defined a supply chain as “the 
ability to link into the component manu-
facturers and suppliers to a logistics 
provider’s customers, all the way to that 
customer’s customers.”

Instead of being a linear progression, the 
supply chain has become a lasso.

“We have seen relationships with cus-
tomers where a company moves product

from component manufacturers into a 
customer ’ s assembly process, and then into 
a customer’s distribution facility, from 
which product moves to that customer’s 
own customers. You become a conduit all 
of the way, from the beginning of the 
component manufacturing,” Serrano said.

The originating CFO is the tracking 
watchdog. “You’re not supposed to have 
misdirected or rerouted inventory caught 
up in any part of the supply chain. You’re 
not supposed to have misdirected, rerouted 
or returned product,” Serrano said.

“The only reverse logistics you want, if 
you’re shipping something on a pallet, is 
that pallet has to come back to your plant to 
be used to transport another shipment.”

Delays after the Sept. 11, 2001 tragedy 
and last year’s West Coast ports strike 
challenged conventional thinking as to how 
supply chains were managed, “because if a 
lot of material being moved had already 
gone overseas,” Serrano said.

“If your company relied almost exclu-
sively on just-in-time inventory, you were 
lucky not to have your plants shut down. 
The crucial question to ask to avoid that 
trap is this: ‘how much do we impact our 
customers’ customers?’ If the answer is ‘a 
lot,’ then contingency plans have to be 
made,” he said.

“Such back-up plans ideally include mul-
tiple feeds into a just-in-time process to be 
sure that a built-in safety net is always 
there. That means working with logistics 
providers who have multiple distribution 
centers or backup suppliers,” he said.

“The worst crisis would be if all borders 
were closed and trade just stopped,” Serrano 
said. ■

Eagl e Gl obal  Lcssncs
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LOGISTICS

UNCITRAL moves forward
Evolving international cargo regime 

favors door-to-door scope.

B y  R o b e r t  M o t t l e y

Shippers would have tighter control 
over the global multimodal move-
ment of their cargoes, if an interna-

tional convention that would unify rules 
governing the carriage of goods by sea 
continues to focus on door-to-door rather 
than port-to-port coverage.

The United Nations Commission on In-
ternational Trade Law (UNCITRAL)’s 
Working Group III, which is now more than 
half-way through the drafting of that con-
vention, indicated during meetings held 
March 24-April 4 at the UN in New York 
that such a cargo regime would have a 
broader scope.

As in past sessions, participants in the 
Working Group came from UNCITRAL, 
the Comite Maritime International, as well 
as member nations and invited non-govem- 
mental groups.

“We had a very useful discussion of 
scope,” said Mary Helen Carlson, head of 
the U.S. delegation to the Working Group.

Rafael Illescas, chairman of the Working 
Group III session, “referred to a sea change 
between the perspectives expressed last year 
and this year,” Carlson told American Ship-
per.

Carlson is an attorney in the office of the 
assistant legal adviser for private interna-
tional law for the U.S. Department of State.

“Last year, delegates seemed evenly di-
vided between those who wanted a door-to- 
door scope instead of a port-to-port scope,” 
she said. “This year, there was overwhelm-
ing support for some kind of a door-to-door 
approach.”

As a practical matter, however, most 
delegates acknowledged that Europeans are 
not going to repeal their mandatory rail and 
road conventions, so there has to be some-
thing in the evolving convention to accom-
modate them.

“I thought the session went very well. 
We had the first complete reading of the 
instrument, except for the parts connected 
to electronic commerce, which will be dis-
cussed later,” Carlson said.

“There’s still a way to go, but I think 
positive steps were taken this spring at the 
UN,” said Nick DiMichael, general counsel 
for the National Industrial Transportation

“/  thought there was 
a sense, fo r  the f ir s t  time, 
that this m ight ge t d o n e ”

Richard  D. G luck
general counsel, 
Transportation 
Intermediaries Association

League. “Things have not fallen off the 
rails. The NIT League will continue to 
participate in the UN process, although we 
don’t know yet how it will turn out.”

The focus on door-to-door “was an im-
portant point for the NIT League and the 
World Shipping Council, and we were 
pleased to see that the UN group as a whole 
seemed to be heading in that direction,” 
DiMichael said.

“There is growing recognition that we 
don’t need another port-to-port liability 
convention,” said 
Donald O’Hare, vice 
president of the W orld 
Shipping Council.
“Now, it’s a matter of 
working out the extent 
to which the new in-
strument can be 
brought ashore in the 
face of various inland 
conventions and national laws governing 
cargo liability.”

“I thought there was a sense, for the first 
time, that this might get done,” said Richard 
D. Gluck, general counsel forthe Transpor-
tation Intermediaries Association.

The evolving draft of the instrument 
would become convention after another 
year of debate.

U.S. Perspective. The U.S. delegation’s 
view of the draft was expressed in an unof-
ficial ‘whitepaper’ widely circulated among 
Working Group delegates.

“The international discussions thus far 
have not yielded a consensus for either a 
completely door-to-door scope on a uni-

form basis, meaning that the same liability 
regime would apply door-to-door regard-
less of where damage to cargo occurred, or 
a strictly port-to-port regime,” the white 
paper said.

“As a middle ground, the instrument 
could adopt a door-to-door approach on a 
uniform liability basis as between the con-
tracting parties, but subject to the limited 
network concept. Under this proposal, mari-
time performing parties, such as ocean car-
riers, marine terminal operators and 
stevedores, would also be covered by the 
instrument’s liability regime,” the white 
paper said.

With regard to other performing parties, 
“a compromise approach could be for the 
instrument neither to create nor to prohibit 
a cause of action against inland performing 
parties, such as truckers and railroads.

“This would represent a compromise be-
tween some interests that prefer that the 
instrument prohibit lawsuits by cargo inter-
ests against performing parties, and others 
that prefer that the instrument create a cause 
of action against all performing parties,” 
the U. S. white paper said. That compromise 
would allow the extent of claims against 
inland performing parties to be governed 
by existing mandatory inland conventions 
or by each nation’s domestic law, although 
such inland parties, meaning truckers and 
railroads, could still have their activities 
covered by a bill of lading’s Himalaya 
clause, as is currently the case.

The current draft does not address mat-
ters of jurisdiction or choice of forum, al-
though the Working Group will take up 
these issues in time. “The U.S. is of the view 
that the increasing complexity of ocean 
liner rate and service arrangements are such 
that contracting parties should have their 
reasonable expectations carried out in re-
gard to the choice of forum” for litigation or 
arbitration should a dispute over cargo oc-
cur, the white paper noted.

“It is also important to some that the instru-
ment resolve, in some reasonable manner, 
the extent to which the forum chosen by the 
contracting parties should apply to the reso-
lution of cargo claims of any subsequent part, 
such as a consignee for the cargo or any 
subsequent holder of the bill of lading,” the 
paper noted. “One approach might be that 
any fomm designation expressly agreed upon 
by the contracting carrier and shipper would 
be binding on subsequent parties, so long as 
it was reflected on the face of a bill oflading, 
or made known by other written or electronic 
notice.”

In the matter of liability limits, “the U.S. 
supports the adoption of the current Hague- 
Visby package and weight limits under the 
instrument,” the white paper said. “Ship-

O’Hare
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Shipper-carrier relationships
The United Nations Commission on 

International Trade Law’s (UNCITRAL) 
draft instmment for a harmonized cargo 
regime, as augmented during the Work-
ing Group’s most recent UN session, 
grappled with long-standing, fundamen-
tal conflicts between shippers and carri-
ers. The following shipper-related 
emendations from the recent meeting are 
likely to make it into the final document:

•  “It was pointed out that harmoniz-
ing the legal regime governing door-to- 
door transport was a practical necessity, 
in view of the large and growing number 
of practical situations where transport, 
and in particular, transport of container-
ized goods, was operated under door-to- 
door contracts.”

•  “Where the (ocean) carrier accepted 
not to qualify the description of the goods 
being shipped, obtaining a guarantee from 
the shipper, it should be made clear that 
such a guarantee should not affect the 
position of third parties. If a carrier acting 
in bad faith had voluntarily avoided quali-
fying the information in the contract par- 
ticulars, such conduct should be

sanctioned and no limitation of liability 
could be invoked by the carrier.”

•  “As to a possible conflict between 
the information provided by the shipper 
and the assessment by the carrier of what 
constituted accurate information, the ship-
per should always be entitled to a docu-
ment reflecting the information the 
shipper had provided. Should the carrier 
disagree with that information, it should 
also reflect its own assessment in the 
contract particulars.”

•  “Parties to a contract should be more 
vigilant regarding the identity of their 
counter parties.”

One interesting point, which remains 
to be clarified, in the draft instalment 
concerns the proposed exclusion of cer-
tain “competitively negotiated contracts 
between sophisticated parties.” The draft 
noted, “clear definitions should be pro-
vided to circumscribe the exact scope of 
any exclusion.”

The idea is for small shippers not to be 
forced into accepting “so-called ‘service 
contracts,’ which would then be adhesion 
contracts,” the draft instmment warned.

pers should have protections for payment 
of claims, and carriers should have a certain 
level of predictability needed to make in-
surance and risk calculations.”

Generally under Hague-Visby (the 1968 
modernization by the CMI of the Hague 
Rules), a pallet or a container is not con-
strued as a “package.” Hague-Visby speci-
fies that the smaller package inside a 
container or on a pallet will be the limitation 
package. If Hague-Visby’s limitations of 
liability are adopted in the convention, more 
“packages” will exist than under the U.S.’s 
current COGSA.

The specific Hague-Visby package and 
weight limits, calculated for April 24, were 
$918 per package or $2.75 per kilo, which-
ever was higher, compared to the Carriage 
of Goods by Sea Act’s (COGSA) flat $500- 
per-package limitation of liability.

Asfor“competitivelynegotiatedcontracts” 
— a term used by the U.S. delegation to 
denote confidential service contracts — the 
U.S. view is that “parties to such contracts 
should have the freedom to negotiate terms 
of their own choosing. The instrument should 
recognize and deal with this issue in some 
fashion,” the white paper said.

Outside of the United States, there is much 
head-scratching and suspicion about confi-
dential service contracts. “I don’t know why 
some people think they are mysterious,” said 
Chester Hooper, an admiralty attorney in 
New York who attended the UN session.

Non-governmental organizations invited 
to the UNCITRAL’s Working Group ses-
sion had varying opinions about the direc-
tion in which the convention was headed.

The International Federation of Freight 
Forwarders Associations (FIATA) said the 
instrument’s scope should be confined to 
port-to-port coverage since it was origi-
nally conceived as a maritime law draft. A 
door-to-door convention would be an ex-
pansion of maritime law onto land, instead 
of a true multimodal approach, FIAT A said.

The Association of American Railroads 
said North American freight railroads had 
well-established systems in Canada and the 
United States that governed the liability of 
rail carriers for goods transported in con-
nection with a movement by sea, and that 
fundamental to those systems was the right 
of every ocean carrier to choose the level of 
protection it desired for its cargo.

The AAR said the evolving draft instru-
ment was a maritime-oriented instmment 
that neither addressed nor resolved issues 
affecting rail transport. As such, it should not 
apply to the rail portion of a transport move-
ment if a door-to-door concept was adopted.

The Intergovernmental Organization for 
International Carriage by Rail supported 
the concept of global rales to govern

multimodal transport, provided that 
unimodal regimes such as COTIF, the Eu-
ropean rail convention, and CMR, the Eu-
ropean highway convention, were taken 
into consideration. However, the Intergov-
ernmental Organization doubted if a 
multimodal regime based on a maritime 
draft could gain general acceptance. It urged 
the Working Group to consider existing, 
commercially accepted solutions for 
multimodal transport, such as the 
UNCTAD/ICC Rules, as an alternative ba-
sis for a door-to-door convention.

GAO: USTR not ready to
WASHINGTON

TheU.S. Trade Representative may not be 
sufficiently prepared to co-chair Free Trade 
Area of Americas negotiations in No vember.

According to a released Government Ac-
counting Office report, the USTR has “little 
experience in hosting a major ministerial 
meeting, and its staff remains small and is 
stretched thin.”

The report also pointed out the USTR has 
only started to plan for the upcoming FT AA 
meeting and is “counting on funding that 
has not yet been secured.”

In addition, the GAO said there’s a risk 
of protests during the November ministe-

The International Chamber of Shipping 
supported a door-to-door scope of applica-
tion, as did the International Group of Pro-
tection & Indemnity Clubs.

Changes suggested by delegates in the 
evolving instrument will be incorporated in 
its text for another reading when the Work-
ing Group meets in the fall in Vienna. By 
the spring of2004, when sessions resume in 
New Y ork, “there will be a shape and edge 
to the document’s contents,” said attorney 
Vincent De Orchis. “Then, we will have to 
see what happens.” ■

host FTAA negotiations
rial meetings. “Factoring security for the 
invited participants into the logistical ar-
rangements for the ministerial is a prime 
concern,” the GAO said.

The FTAA comprises 34 nations inNorth 
America, South America, Central America 
and the Caribbean. This agreement, sched-
uled to enter into force December 2005, 
would eliminate tariffs and create common 
trade and investment rales for the region.

There is some concern, however, about 
the political will of the United States and 
Brazil, the other co-chair, to meet the 2005 
deadline. There are also challenges with 
eliminating agricultural subsidies. ■
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Terminal frustration
Could there be simple, less costly solutions 

to looming capacity crunch?

B y  T h e o d o r e  P r i n c e

Summer is traditionally the peak sea-
son for transpacific imports. Today, 
volumes remain strong despite world-

wide economic uncertainty. Regardless of 
how import traffic develops, enormous at-
tention will be paid to labor-management 
relations. The legacy of last October’s dis-
pute — and coast-wide shutdown — be-
tween the Pacific Maritime Association and 
the International Longshore and Warehouse 
Union forces a heightened awareness of the 
role international trade plays in our 
economy.

The 10-day shutdown last year impacted 
a wide range of industries. The effects of 
the backlog were still being worked through 
months later. For an industry used to work-
ing in relative obscurity, the mainstream 
publicity was a true novelty. The general 
public came to understand the West Coast 
ports as a critical piece of the infrastructure 
that supports our nation’s economy.

However, the ports can also be consid-
ered an extravagance — a golden funnel 
through which vast amounts of money pour 
— with mixed results. The new contract 
will be costly— the exact magnitude of the 
immediate increase will become clearer 
when the PMA publishes its 2003-2004 
assessment rates. The six-year agreement 
may— or may not— foster an environment 
conducive to resolving issues around imple-
menting technology.

The implications of any technology deci-
sion are significant. New terminals are 
wildly expensive. The past year has seen an 
unprecedented introduction of terminal ca-
pacity. In southern California alone, Pier 
400 in the Port of Los Angeles opened for 
Maersk Sealand and Hanjin opened its new 
terminal at Pier T in the Port of Long Beach. 
Hanjin’s “old” Long Beach Pier A terminal 
(it was opened only five years earlier) will 
be expanded to serve Mediterranean Ship-
ping and Zim.

Beyond expense, the amount of readily 
available land for terminals is dwindling. 
To realize their vision of offering seven 
mega-terminals (i.e., greaterthan 200 acres) 
the Port of Long Beach has began an exten-
sive reconfiguration of existing facilities, 
including filling in several slips to connect

I f  marine terminals looked 
beyond their insular world, 
they would see that many 

U.S. railroads have already 
achieved great success 

in their intermodal terminals 
through effective software 

operating systems and 
coordinated marketing.

adjoining properties.
The new challenge to the liner shipping 

industry is managing increased volume. 
Even conservative projections envision vol-
ume doubling over the next 20 years. The 
old business practice of building more ca-
pacity is not viable long-term. However, 
increased throughput would create addi-
tional capacity without construction (Just 
for reference, U.S. ports handle approxi-
mately 2,000 to 5,000 TEUs per terminal 
acre per year, whereas European and Asian 
ports routinely achieve 10,000 TEUs per 
acre, per year, and some have achieved 
upward of25,000 TEUs per acre, per year.)

Before we get enthralled with the pros-
pects for improvement, though, we should 
understand the differences between exist-
ing operations. For example, ports in Asia 
and Europe conduct non-truck feeder op-
erations using other vessels (and barges). 
These TEU counts are included in produc-
tivity figures. In the United States, feeder 
operations are conducted mostly by rail. 
Not only are rail TEU counts excluded, but 
they require specific infrastructure that can-
not support other operations. Furthermore, 
most overseas facilities are common user 
facilities, accommodating many lines — in 
diverse trade lanes (i.e., Asia/Europe, Asia/ 
U,S, and intra-Asia.) On the U.S. West 
Coast, the prevalent model is a single-user 
facility devoted to the transpacific trade 
lane.

Traffic flows vary. For example, dwell 
time in Asia is much less than in the United 
States. Exports are pushed out — they ar-
rive in advance of their scheduled sailing 
and very quickly load out. Empties — usu-
ally in short supply — are pulled out for 
loading. U.S. terminals are the opposite. 
Imports arrive and often await customer 
requirements, while empties are stockpiled 
for vessel load-back.

Chassis are unique to the United States, 
and large amounts of land are consumed by 
storing them. Additional acreage is con-
sumed by placing import loads on chassis in 
advance of their being picked up. Overseas, 
there are no empty chassis in marine termi-
nals other than whatever may be connected 
to a tractor transiting the terminal.

Transferring Problems. Clearly,U.S. 
terminals could increase their productivity 
per-acre by increasing volume, but that 
seems unachievable, given the current state 
of operations. Sadly, many industry provid-
ers believe that they can, by transferring 
their problems, solve them.

On-dock rail is a good example of this. 
As vessel size increased, many terminals 
found themselves unable to accommodate 
the consequent volume surges at their gates. 
Rather than identify and address the gate- 
processing problem, terminals sought to 
transfer the problem by eliminating the gate 
moves associated with the intermodal bridge 
moves to and from the off-dock rail termi-
nal. This increased expense transferred op-
erating costs to the railroads — and did 
nothing to solve the gate congestion prob-
lem. This merely transferred the problem to 
the harbor truckers, who responded by 
achieving passage of recent California leg-
islation that penalizes terminals with wait-
ing lines of more than 30 minutes.

Many “experts” suggest solutions that 
merely transfer terminal problems. One idea 
involves vessels being stowed overseas in 
exact reverse order of their intended dis-
charge and dispatch. (Most vessels are al-
ready basically stowed.) This would help 
less-efficient U.S. terminals at the expense 
of added handling complexity for (more 
efficient) overseas terminals. It also ig-
nores the piece of supply chain manage-
ment that seeks to defer U.S. logistical 
routing decisions until the cargo has actu-
ally arrived. A more rigid system is not the 
answer.

Another idea is to go to 24-hour gates. 
This sounds like an obvious solution, but it 
also ignores supply chain realities. While 
some customers operate 24/7 receiving, 
many still do not. The decision is not al-
ways their own. Many municipalities have 
curfews or other zoning restrictions that
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Stealth IT provider
FWL Technologies follows quiet path 

to securing large clients.

B y  R o b e r t  M o t t l e y

preclude such operations. A container 
picked up, but not yet deliverable, would be 
placed in a less-secure location than the 
marine terminal. Increased pilferage and 
hijacking seem inevitable. This is not a 
minor issue for truckers struggling with an 
insurance crisis. The terminals would ben-
efit to their customers’ detriment (Further-
more, current labor contracts do not support 
a cost-effective application of 24/7 gate 
operations).

Technology. The possible panacea for 
U.S. ports that sorely need to catch up with 
their international competitors — technol-
ogy — was one of the key areas of dispute 
in last year’s negotiations. The hope is 
realistic. Marine terminals look overseas 
and see automation achieved from signifi-
cant hardware and robotic investment. How-
ever, if marine terminals looked beyond 
their insular world, they would see that 
many U.S. railroads have already achieved 
great success in their intermodal terminals 
through effective software operating sys-
tems and coordinated marketing. Many 
intermodal terminals exceed 7,500 TEUs 
per acre, peryear, and some approach 15,000 
TEUs per acre, per year.

There is one application of technology 
that remains shrouded in mystery. A marine 
terminal produces only one “product” — 
the lift to or from the vessel (Even the gate 
move is a by-product). The number of ves-
sel lifts performed in a shift determines 
terminal productivity.

Crane productivity can be degraded in 
any number of ways. If the yard drivers that 
support it are not cycling in a timely fash-
ion, cranes will have to “wait” between 
lifts. This was certainly an issue on the 
West Coast, as the PMA sought a way to 
eliminate the need for marine clerks’ cleri-
cal involvement (and delay) on every lift. 
International best practice seems to be 40- 
45 crane lifts per hour. Although the crane 
hardware is the same, these levels are rarely 
achieved in the United States.

Keeping in mind the mantra that “you 
can’t manage what you can’t measure,” it 
might be interesting for terminals to start 
publishing metrics along these lines. Lifts 
per man hour could be compared with cost 
per lift. The former tracks raw productivity, 
while the latter reflects the actual labor cost. 
It is likely that there might be significant 
tradeoffs between the two.

Our industry faces a looming capacity 
crunch. Before we continue to throw money 
at the problem, why not try some simple 
solutions? There have always been allega-
tions about certain terminals “buying” pro-
ductivity. The PMAhas a wealth of statistical 
data. Why not let the market see the produc-

tivity numbers and decide for itself?
There is also a great deal of debate about 

the various types of hardware deployed and 
the method of terminal operation (i.e., argu-
ments continue to rage between advocates 
of straddle carriers and yard cranes). Ad-
equate terminal capacity is necessary to 
support our nation’s economy.

The time is past for consultants and ven-
dors selling pet solutions. We need real 
engineering research to maximize scarce

Smaller information-technology com-
panies based abroad, hardly on 
anyone’s radar in the United States, 

are becoming the stealth winners in today’s 
software wars.

They are the little Davids that land major 
IT accounts while well-established Goliaths 
never see the work they’ve lost until it’s too 
late.

Consider FWL Technologies, a provider 
of supply chain software based in Liverpool, 
England. The company was part of Fraser 
Williams, a well-known British software 
firm, before a buyout last year.

Today, “FWL” stands for “fulfillment, 
warehousing and lo-
gistics,” saidNeil Gar-
land, chief executive 
officer of FWL Tech-
nologies 

The Fraser Williams 
Group, started in 1969, 
included varied busi-
nesses focused on lo-
gistics, property 
management, health programs, and clinical 
trials.

“About four years ago, we realized that we 
weren’t getting enough shareholder value in 
that type of organization, so we set about 
breaking it up,” said Garland, who ran the 
logistics business within Fraser Williams. 
“We sold off some small parts of the com-
pany, and concluded two management 
buyouts of the Fraser Williams business in 
the U.S. pertaining to property management 
and clinical trials.”

Subsequently, Garland and other partners, 
using venture capital from the Royal Bank of 
Scotland and Barclays, acquired the core 
logistics business of Fraser Williams in June 
2002, and renamed the company.

“When we were Fraser Williams, we 
were a company with about a $70 million 
turnover,” Garland explained.

“After the buyout, when we’ve focused 
just on global supply chain systems, our 
results this year will show that we have 
about $30 million turnover. We’ll be mak-
ing a profit on that,” he said.

Total Visibility. FWL Technologies 
comprises a software business in the United 
Kingdom; an Asian regional office in 
Singapore, and FWL Technologies LLC, a 
newly created U.S. division in Cranford, N.J.

In addition, FWL Technologies has ac-
quired an 80-percent share in a technology 
development company, based in Pune, India.

“We recently bought i-Scope, a U.S. 
logistics and software company that has an 
Internet product for purchase order man-
agement, tracking and tracing that inte-
grates into FWL’s other modules,” Garland 
said. “Combined with our back office solu-
tions, that provides visibility along an en-
tire supply chain.”

“At Fraser Williams, we started in the 
shipping industry with customers such as 
P&O and United Arab Shipping. One of our 
clients was Blue Funnel Line, part of Ocean 
Transport — which is now Exel, one of our 
longest-standing customers,” Garland said.

When ocean shipping took a sharp down-
turn, “we looked as well to land transport, 
logistics and distribution. Today, we have 
technology systems rooted and seasoned in 
all four sectors,” Garland said.

FWL ’ s clients include ocean carriers such 
as CMA CGM, Westward Shipping, 
Nordana Line, Yang Ming, and Pacific In-
ternational Line in Singapore. The 
company’s software is also used by UPS 
Supply Chain Solutions, Exel, Tibbett &

G a r l a n d

resources. The long lead times of imple-
menting solutions re-
quires this effort to 
start soon, before it is 
too late.

Theodore Prince 
(ted@oax.com) is se-
nior vice president o f 
marketing and sales 
for Optimization Al-
ternatives Ltd. Inc.
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Britten, Transport Development Group, 
Wincanton Distribution, TNT and other 
providers of logistics services.

“Our systems manage various types of 
distribution. Exel uses us at 40 sites around 
the world, most involving high-tech and 
pharmaceutical shipments,” Garland said.

“For T&B, we do fast-moving consumer 
goods. For TDG, we handle most of their IT 
work in the U.K. and Europe,” he noted. For 
BAX Global, FWL is implementing sea 
freight forwarding in Asia. The company 
also provides software for Origen, a 4PL 
active in China and Malaysia.

“Our clients don’t use us for all of their IT 
needs. They turn to other software manufac-
turers, depending on tasks at hand,” Garland 
said.

Targeted Services. FWL is only a 
technology provider. “We proffer no 3PL 
services. We strictly work with transport 
companies, providing them with software 
which they either implement jointly with us, 
or we implement for them,” Garland said.

“We are now in an age when people in 
business have decent computers — most 
aging legacy systems have been replaced. 
We feel there is considerable interest in a 
single system or database. A recent survey 
of 200 companies in the freight industry 
suggested that all they wanted in their busi-
ness systems was simplicity,” he explained.

FWL has an integrated system working 
on an Oracle database that manages “ship-
ping, global freight, warehousing and dis-
tribution, transport, plus financials,” said 
Anthony J. Billi, vice president, shipping, 
for FWL Technologies in the United States.

“We have an intranet layer which links 
those sectors together, and lets all of those 
aspects of the business talk to each other, 
and handle work flow, master data manage-
ment, events and alerts,” Billi said.

“We also now have, via i-Scope, an 
extranet layer. That’s a company’s face 
toward its own customers,” Garland said.

“Other IT companies have products that 
address warehousing and distribution sec-
tors of the supply chain. We actually go 
end-to end across the world, running on a 
single database,” he said.

“Some of our larger clients want owner-
ship of the software. Other companies that 
don’t need the ownership prefer that we 
work as a product supplier,” he said.

Actual license fees account for a small 
part of FWL’s turnover. “Largely, we pro-
vide IT services, but we don’t tell anyone 
how to run their business,” Garland said. 
“Nor do we run a freight portal. We’ll work 
with INTTRA, for example, writing soft-
ware to interface with INTTRA’s own sys-
tems when a client such as CMA CGM

wants that done.”
“We’ve also had meetings about inte-

grating with Global Freight Exchange (GF- 
X) for an air freight carrier. However, we 
move in those directions only when a cus-
tomer has asked us to do so,” he said.

UPS. Eric Dyce, director, strategic systems 
for UPS Supply Chain Solutions, said UPS’s 
links to FWL go back to 1998.

“There has been no change in our rela-
tions with FWL since it bought out Fraser 
Williams. They have remained attentive to 
our concerns,” Dyce said. “With FWL’s 
software, we can capture information about 
a shipment in much greater detail than is 
normally required, or that can be captured 
in any of our other systems.”

“The FWL application is geared toward 
a certain type of shipper business, in which 
customers send us copies of purchase or-
ders and we use FWL’s solution to antici-
pate shippers’ intentions,” he said.

“We use details on the purchase order to 
facilitate the data entry when it comes time 
to consolidate and ship the goods in a con-
tainer. You have to verify the quantities 
shipped against the original order. The soft-
ware allows us to capture up front the 
amounts ordered, which we can then verify 
when we get the paperwork from the ship-
per,” Dyce said.

“We can double-check what vendors have

Thomas W. Speh, president of the 
Council of Logistics Management, 
has two tough jobs.

Speh’s one-year stint ofheading up CLM 
comes at a time of retrenching, when many 
U. S. logistics professionals are hard-pressed 
and apprehensive about keeping their jobs. 
At the same time, Speh’s duties at Miami 
University in Oxford, Ohio, where he has 
taught logistics and supply chain manage-
ment for 27 years, have increased after the 
appointment of a new dean for the business 
school.

Speh, 58, is the James Evans Rees Dis-
tinguished Professor of Distribution and 
associate dean for academic affairs in the

been doing, and warn the shipper if, for 
example, lawn chairs have been shipped 
instead of sofas. If we know about such 
errors, we have a shipping window where 
we can refuse cargo if it’s not acceptable,” 
he explained.

“Without using FWL’s software, we can 
only tell a customer that we’ve received X 
number of boxes, with a general description 
of the cargo,” he said. “FWL’s software 
gives us that level of detail, down to the color 
and size of goods within a container. That 
information is useful if you are planning your 
distribution at a certain level of intricacy.”

Other shippers don’t require or want that 
level of detail, and for them UPS uses a less 
versatile application.

Billi noted that verification of goods in 
minute detail is needed to comply with 
advance notification rules from the U.S. 
Bureau of Customs and Border Protection.

“Our solutions are doing that at a number 
of sites abroad where shipments intended for 
the U.S. are being consolidated,” Billi said.

“The trend is for larger companies to 
produce their own software in-house. That 
would have been our preference. As I said, 
we have solutions of our own that are O.K., 
to a point,” Dyce explained.

“We had to look long and hard for com-
mercial software that would do what we 
needed, and we found that in FWL’s appli-
cation,” he said. ■

Richard T. Farmer School of Business Ad-
ministration at Miami University.

“About 80 percent of my academic time 
is taken up with administration. There are
4,000 students in our business school. I’m 
only teaching one class in logistics,” Speh 
said in an interview.

As head of CLM, Speh has “tried to be 
more hands-on in working with the council ’ s 
directors,” he said. “You need a fluid rela-
tionship between an executive committee 
and an executive office. We have had to 
change direction, and the CLM staff, which 
deserves a lot of credit, hasn’t batted an 
eye.”

“Maria McIntyre, the executive director of

‘An academic with my 
feet on the ground’

CLM president Thomas Speh has practical 
focus on tight job market.

B y  R o b e r t  M o t t l e y
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the CLM, has been very supportive,” he 
said.

“The council had a research project that 
wasn’t working. Nothing was happening. 
We made some internal changes as to who 
was going to be leading it, and got the 
project back on track again,” he said. “We’ve 
also re-examined the way we do certain 
things, such as roundtables, to make them 
more efficient.”

“Inheriting this presidency under these 
environmental circumstances has been a 
real challenge. All organizations are facing 
competition, as well as an inordinate amount 
of resistance from the business world, 
mainly because people are being let go, and 
that means a loss of CLM members,” Speh 
said.

Before Sept. 11, 2001, the CLM had
12.000 members, of which about 5,500 
attended the council’s annual conference.

As the CLM prepares for its 2003 confer-
ence Sept. 21 -24, it has about 10,000 mem-
bers. About 4,000 are expected at the 
McCormick Place convention center in Chi-
cago.

“CLM is resilient,” he said. “We ’re work-
ing to develop new ways of bringing value 
to members.”

Speh is the only person who has been 
president of both the Warehousing Educa-
tion and Research Council, which has about
4.000 members, and the CLM.

Low-keyed and of practical bent, Speh
calls himself “an academic with my feet on 
the ground.”

His graduating students “do better than 
graduates from other functional areas. I’ve 
seen the jobs dip down a little bit, but 
nothing compared to the way we’ve seen 
them fall off in finance and sales,” he said.

T h o m as  W . Speh
president,

Council of Logistics 
Management

“CLM  is resilient. 
We’re working to develop 

new ways o f  bringing  
value to mem bers.”

“This very day, I’m getting calls from com-
panies who have logistics positions to fill 
and need applicants.

“They are third-party logistics provid-
ers, truck lines, warehousing companies, 
who all still come here to recruit. We have 
seen a falling-off from manufacturers, un-
derstandably so.”

Speh’s logistics section at Miami Uni-
versity is considering a partnership with 
SAP, the German software company. “They 
make their applications available in cus-
tomized forms for student use, creating a 
manageable IT laboratory for the class-
room. About 120 schools have become 
affiliated with SAP, and we are looking 
very closely at their program,” he said.

In Speh’s classrooms, “I supplement lo-
gistics textbooks with material from aca-
demic journals and trade magazines, which 
are more timely and have more punch that 
anything in the textbooks.” His students

seem especially to relish “lose-lose” war 
stories from the business world. “They know 
it’s rough out there,” he said.

Asked why, after 12 years of logistics 
being a recognized discipline, there isn’t 
agreement among scholars on one defini-
tive logistics textbook, Speh said, “it’s hard 
to define even the basics. For example, 
there seems to be no acceptable definition 
of a supply chain. I can’t tell you the num-
ber of hours we at CLM have spent trying to 
define what supply chain management is.”

One argument for not having a defini-
tive, comprehensive logistics textbook is 
that there has not been enough time for 
logistics to stand on its own, or enough case 
lore to be developed to sustain such a text.

Also, if the author were a practicing 
logistician or academic, he or she would 
have to retire to write it, which could add 
more years to the project.

“I think such a book could be done,” 
Speh said. “Unfortunately, at a lot of uni-
versities, writing a textbook isn’t highly 
regarded or rewarded internally. There’s 
always been this argument of ‘oh, you’re 
making money at it,’ which therefore re-
duces the work-in-progress’s academic 
credibility. I don’t buy that argument.”

Would Speh ever consider writing a full- 
length, broad-based logistics textbook? 
“That’s an interesting idea. If I wanted to, I 
could retire in five years, and I might do 
that. We might be well past 4PLs by that 
time,” he said.

Speh has co-authored, along with Dr. 
Michael D. Hutt, a professor at Arizona 
State, Business Marketing Management: A 
Strategic View o f Industrial and Organiza-
tional Markets, a text about “what is now 
supply chain management,” Speh said. Pub-
lished in 1980, the book is now in its eighth 
edition (Thompson Press, $115.95).

Speh and Hutt are also represented in an 
anthology of essays, Marketing: Best Prac-
tices, edited by Michael R. Czinkota (Th-
ompson Press, $115.95), for which they 
wrote a chapter on business marketing.

A Cleveland native, Speh as a youth had 
“a lot of jobs related to logistics, but I never 
thought of them that way. I drove a milk 
truck. I used to shuttle industrial products 
between two plants for quite a few sum-
mers. In college, I ran a bus line from 
Oxford to Columbus, Ohio, ferrying stu-
dents back and forth,” he recalled.

At Miami University, Speh majored in 
marketing. After graduating, he earned a 
Ph.D in marketing and logistics at Michi-
gan State, where his major professor was 
Dr. Donald Bowersox. After teaching for 
two years at the University of Alabama, 
Speh returned to his alma mater in 1976 and 
has been there ever since. ■
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Express carriers boost NVO cause
Raymond Van Achteren, president of Antwerp-based 

ocean freight consolidator Ecu International has the right 
attitude toward the express carriers, also referred to in the 
shipping industry as integrators.

“Large NVOs (non-vessel-operating common carri-
ers) should follow in the steps of the integrators ... and go 
to barcode systems which are linked to tracking and 
tracing functions,” Van Achteren said in an interview 
with American Shipper earlier this year. “Then the cus-
tomers can follow their shipments from point A — the 
receiving point at the factory — to point Z — delivery at 
destination.”

Once the express carriers, namely United Parcel Ser-
vice, FedEx and DHL, mastered package handling by air, 
they will naturally turn their attention to ocean 
transportation’s less-than-containerload market.

They should be welcomed by the traditional NVOCC 
industry for their innovative and integrated cargo han-
dling and technology approaches, in addition to the clout 
they bring to the market.

Most NVOs, however, are nowhere close to the tech-
nological aptitude of the express carriers, but the technol-
ogy gap continues to shrink. The Internet and new advance 
cargo manifest information regulations from the U.S. 
Bureau of Customs and Border Protection helped force 
NVOs to embrace information systems. It will also be-
come increasingly difficult and more expensive for ex-
press carriers to stay ahead of the technological curve.

Currently, express carriers are attempting to apply 
their sophisticated gateway-style package handling net-
works to LCL freight.

Last August, UPS Supply Chain Services started LCL 
freight service from China and Brazil to the United States. 
Under the “Trade Direct” UPS product, U.S.-bound car-
goes are labeled, consolidated and delivered direct to the 
importers. UPS essentially reduces the need for shipper- 
owned warehouses.

For its U.S. outbound LCL service, UPS Supply Chain 
Services operates gateways in Dallas, Atlanta, Miami, 
New York, Chicago, Los Angeles and San Francisco.

FedEx Freight, the regional less-than-truckload opera-
tion of FedEx Corp., operates its LCL services in con-
junction with F edEx Trade Networks and F edEx Ground.

Last November, FedEx Freight started a LCL service 
between the United States and Europe, followed in April 
with an Asia-to-U.S. ocean freight service. The LCL 
service in the United States uses the express carrier’s 
first-day and second-day ground capabilities.

DHL Danzas Air & Ocean, a subsidiary of Deutsche 
Post, recently expanded its LCL network throughout the 
United States. Danmar Lines, the company’s NVO, sepa-
rated the U.S. gateways in Atlanta, Houston, Los Ange-
les, New York, Chicago and Miami from their local ocean 
freight operations. These six gateways now deliver two- 
way LCL services linking 28 U.S. freight stations to more 
than 300 global destinations.

DHL Danzas plans to continue increasing its stake in the 
LCL ocean freight market. The company is already consid-
ered one of the largest global LCL service providers, 
handling about 1.4 million cubic meters of LCL cargo a 
year.

In the short term, the express carriers may pose a 
competitive threat to small and mid-sized NVOs, espe-
cially mismanaged operations. But their continued ex-
pansion will take pressure off traditional NVO freight as

they compete more among themselves and other carrier- 
affiliated NVOs, such as Maersk Logistics, APL Logis-
tics and Crowley Logistics, for the big shippers. Large 
shippers have complained for years about the informa-
tional black holes of freight consolidators, which should 
be largely eliminated by more technology-rich express 
and carrier NVOs.

Small shippers and freight forwarders, competing 
with larger shippers and carriers, will continue to rely on 
traditional NVOs for their LCL transportation needs. 
This view is supported by the fact that the large neutral 
NVOs have failed to eliminate the well-run mid-sized 
neutral NVOs, as many industry analysts predicted dur-
ing the mid-1990s.

Another benefit from the express carriers is their 
willingness to spend money and time on political causes 
that affect not only themselves but also the overall freight 
consolidation industry.

Many NVO executives simply don’t have the resources 
to expend on these activities and the detriment to the 
industry is apparent. In 1998 Ocean Shipping Reform Act, 
NVOs were excluded from arranging confidential service 
contracts with their customers and must still maintain 
tariffs on file with the U.S. Federal Maritime Commission. 
The legislative outcome may have been different for the 
NVOs if the express carriers had been on the scene.

Indeed, the contributions of UPS to the freight consoli-
dation industry through the NVO-Govemment Affairs 
Conference and the U.S. Treasury Department’s Advisory 
Committee on the Commercial Operations of the U.S. 
Customs Service (COAC) surely helped save the industry 
from similar setbacks under the country’s new advance 
manifest regulation. If nothing was done, NVOs may not 
have received access to the Customs Automated Manifest 
System to file their manifest details.

In addition, the influence of express carriers in ocean 
freight matters is going to increase on Capitol Hill in the 
coming years, because, let’s face it, most congressman 
are unaware of the NVOs in their voting districts.

Express carriers have a presence that’s hard to miss. 
Their trucks are everywhere on the nation’s highways 
and their advertisements are on the television and bill-
boards and in the general media. When was the last time 
you saw an NVO, or a liner carrier for that matter, with 
the ability to generate that type of exposure?

Good-bye AES Option 3
The U.S. Census Bureau will soon end a filing option in 

the government’s Automated Export System that allows 
shippers to file minimal shipment data prior to export, 
followed five days later with complete information.

Census officials said the filing option, known as AES 
Option 3, has been underused by the export industry 
during the past several years. Option 3 filers have also 
repeatedly failed the agency’s compliance tests.

“It’s simply not cost effective for Census to continue,” 
said Charles Woods, assistant chief of the agency’s 
Foreign Trade Division.

Companies that use Option 3 will have to shift to either 
to AES filing Option 2, which requires all shipment data 
filed electronically in AES or the Internet version, 
AESDirect, prior to export, or AES Option 4, which 
allows certain approved exporters to file their data elec-
tronically 10 days post-departure. However, Option 4 
may also be terminated when mandatory pre-export AES 
filing takes effect in mid-2004.
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Wyatts aim to revive D.F. Young
Former Pilot Air Freight partner buys 100-year-old 
forwarder and customs broker.

Wesley Wyatt

NEW YORK
Wes Wyatt, a former part-owner of Pilot 

Air Freight, has acquired D.F. Young, a 
freight forwarder and customs broker that 
dates to 1903.

“While D.F. Young is an old name in the 
industry, we see the 
company poised for 
new growth,” Wyatt 
said, noting that D.F.
Young will soon ex-
pand into international 
air freight, while retain-
ing its traditional ocean 
forwarding and docu-
mentation services.

Wes Wyatt will be chairman ofD.F. Y oung. 
His son, Wesley Wyatt, has been appointed 
president and chief executive officer.

In 1903, Daniel Francis Young founded 
D.F. Young as an ocean freight forwarder 
and customs broker in the port of New York 
and New Jersey. The company’s reputation 
grew steadily over the years, abetted by the 
long tenure of Joseph Kearns, who acquired 
D.F. Young during World War II.

After the Kearns era, a former D.F. Young 
manager acquired the company’s stock in 
2001, Wesley Wyatt said.

“In order to do so, he borrowed the money 
from my family,” Wyatt said. In the time that 
followed, “we were not happy with the direc-
tion D.F. Young was going.” However, be-
cause Wes Wyatt had acquired a 50-percent 
stake in Pilot Air Freight, the Wyatt family’s 
company, Wyatt Inc., was precluded from 
becoming involved in D.F. Young.

Wes Wyatt had been attracted to Pilot Air 
Freight, “which had some management 
stumbles and needed some financial sure- 
footing and good guidance,” Wesley Wyatt 
said.

United Shipping
L o c a l  P e o p l e .  W o r l d w i d e  T r u s t .  
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1-800-783-0730 
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Daniel J . H erron Jr.
executive vice 

president, 
D.F. Young

“Ocean forwarding, 
documentation services and 
customs brokerage — the 

core offerings the company 
has had fo r  years — remain 
viable products. We intend 
to build on top o f  them.”

When another partner in Pilot Air Freight 
bought out Wes Wyatt early in 2003, the 
family was free to consider what to do about 
D.F. Young.

“Our stake in D.F. Young was on all of our 
radar screens. We cared deeply about it. It 
wasn’t a passive investment you put in a 
lockbox and hope it does well,” Wesley 
Wyatt said.

In late April, Wes Wyatt concluded the 
acquisition of D.F. Young from the 
company’s former manager. “A debt was 
exchanged as paid-in capital for the equity 
in the corporation,” the younger Wyatt said. 
“The company is now on a new footing.” 

Daniel J. Herron Jr. joined D.F. Young in 
February as senior vice president to evalu-
ate the status of the company.

“In addition to taking a hard look around, 
my mission was to evaluate to what extent 
we had an infrastructure that would support 
a domestic air cargo forwarding operation,” 
said Herron, who has since been named 
executive vice president by the Wyatts. 
“Both Wes and Wesley Wyatt have been

interested for a long time in developing a 
domestic air freight product.”

Herron had been one of the principals of 
SEKO Air Freight, which he acquired in 
1989 and sold off in 1997 to U SFreightways. 
Prior to coming to D.F. Young, Herron had 
his own consulting business.

“Ocean forwarding, documentation ser-
vices and customs brokerage — the core 
offerings the company has had for years — 
remain viable products. We intend to build 
on top of them,” Herron said.

“The company always had a worldwide 
scope. One specialty overthe years was relief 
cargoes,” Herron said. “Our growth strategy 
will emphasize organic expansion supple-
mented by strategic acquisitions. That means 
building up D.F. Young’s sales team with 
both direct and agency representation.” 

“There’s a niche for small companies that 
are customer-focused,” Wesley Wyatt said. 
“At D.F. Young, we are nimble and can 
easily adjust to our customers’ needs. We 
have custom-designed IT systems that actu-
ally allow us to pay ourselves from our 
clients’ end. In those situations, we’ve be-
come part of the financial arm of large corpo-
rations, which really shows how much our 
customers trust us.”

Wyatt declined to name specific clients, 
except to say that D.F. Young has about 100 
revenue-producing customers, four of them 
being Fortune 500 companies that have 
been clients for decades.

“Basically, our attitude toward our cus-
tomers is this: ‘if your dog needs to be 
walked, we’re willing to do that, too,’ ” 
Wesley Wyatt said. “Our immediate focus 
will be on growing our relationships with 
key customers and then expanding into new 
areas, including international air freight.” 

D.F. Young has 100 employees, with 
branch offices in Miami, Baltimore, Hous-
ton, Detroit, and Long Beach, Calif. About 
40 people are employed at the company’s 
headquarters in Jersey City, N.J.

Although D.F. Young will initially retain 
its present offices and workforce, “at some 
point we are going to need to do a little 
restructuring,” Wesley Wyatt said.

“Costs are still very high. We are work-
ing our way through exactly what that plan 
is going to look like,” he said.

“Right now, our focus is purely on D.F. 
Young, restoring it to profitability and mak-
ing sure we are around for the long haul,” he 
said. ■
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FMC to act on NVO complaints
Maritime regulator to announce actions against 
discriminatory actions o f  transpacific carriers.

W A S H I N G T O N

The U.S. Federal Maritime Commission 
will take formal actions on complaints by 
non-vessel-operating common carriers that 
they suffered discrimination by transpa-
cific ocean carriers in the 2002-2003 peak 
season.

However, intriguingly, the regulator has 
not yet specified the nature of its planned 
actions. These could include formal adjudi-
catory proceedings before an FMC judge 
and punitive fines.

Following an eight-month fact-finding in-
vestigation into allegations of discriminatory 
practices by Transpacific Stabilization Agree-
ment ocean carriers, the FMC said May 6 it 
has directed its staff to prepare recommenda-
tions for “further actions” to pursue the issues 
raised by the investigation.

The FMC did not pro vide details beyond a 
short official statement. But the actions will 
be more than just preparing another report, 
according to sources close to the case.

The commission’s decision to accept the 
report of commissioner Joseph E. Brennan 
on his fact-finding investigation, and to 
move to actions, amounts to a confirmation 
the regulator has found 
evidence that corrobo-
rated at least some of 
the NVOCCs’ allega-
tions of discrimina-
tion.

The FMC probe fol-
lowed a petition filed 
by the National Cus-
toms and Brokers and 
F orwarders Association of America and the 
International Association of NVOCCs last 
May. The petition alleged that ocean carri-
ers’ service contract practices in the east- 
bound transpacific trade showed a bias 
against NVOCCs and favored proprietary 
shippers.

“It appears that the FMC is going to take 
some action,” said Ed Greenberg, counsel 
to the National Customs Brokers and For-
warders Association of America. “But we 
don’t really know what it is; therefore we 
cannot really comment.”

Proceedings. The Transpacific Stabili-
zation Agreement investigation— formally 
called fact-finding investigation No. 25 — 
is regarded as a big case by the commission.

The FMC has not published the fact-

finding investigation’s report. The com-
mission has the option of releasing a sum-
mary of the report to the public, but has not 
done so.

The agency compiled the report after 
hearing testimony about carriers’ transpa-
cific practices from NVOCCs and from 
representatives of all 14 TSA carriers. The 
hearings were conducted behind closed 
doors.

The FMC has also examined service con-
tracts signed between ocean carriers and 
NVOCCs, and compared them with con-
tracts signed between ocean carriers and 
proprietary shippers. One of the points the 
FMC had to address was whether TSA 
carriers have charged peak-season sur-
charges and rate increases to NVOCCs, but 
not to direct shippers.

The main complaints of the NCBFAA 
and the IANVOCCs were that TSA carriers 
allegedly:

•  Refused to negotiate with intermedi-

Brennan

aries or shippers’ associations representing 
their business until after they had signed 
with direct shippers.

•  Agreed to charge intermediaries “sub-
stantially” higher rates than direct shippers, 
regardless of their freight volumes or other 
lawful transportation factors.

•  Charged general rate increases and 
peak-season surcharges under intermediar-
ies’ service contracts, but not under direct 
shippers’ contracts.

In an earlier investigation of carriers’ 
eastbound transpacific practices in 1998, 
the FMC found evidence that carriers re-
fused to carry low-rated cargoes at appli-
cable service contract rates, and targeted 
NVOCCs for rate and space discrimina-
tions. Commissioner Delmond J.H. Won 
led the 1998 fact-finding investigation. At 
the time, the FMC’s bureau of enforcement 
entered into a $55,000 settlement with Asia 
North America Eastbound Rate Agreement 
carriers on the issue of whether ANERA 
failed to file minutes of meetings at which 
issues relevant to the fact-finding were dis-
cussed. But the FMC ended the investiga-
tion and imposed no further penalties.

This time, the full commission has de-
cided not to close the case after completing 
a fact-finding investigation, and it is ready 
to act on NVOCCs’ complaints. ■
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Air cargo turbulence
Lufthansa Cargo presses forwarders, carriers 

to address industry problems.

B y  E r i c  K u l i s c h

Freight forwarders could end up kill-
ing the goose that lays the golden 
egg when it conies to air cargo, 

according to Lufthansa Cargo officials.
The tendency of non-asset-based bro-

kers and consolidators to search for the 
lowest price without assuming any of the 
risk of owning and operating aircraft, has 
left many forwarders with healthy bottom 
lines and red ink at airlines, the airline’s 
cargo officials say.

Lufthansa Cargo executives in recent 
months have been waving a cautionary flag 
that forwarders need to treat airlines as 
business partners, not just the lowest-cost 
vendor, or else the lift they depend on could 
evaporate if airlines go out of business. 
Carriers cannot plan for new investment 
without steady income streams, which are 
jeopardized by forwarders who pull their 
booking at the last minute when they find a 
better price elsewhere, Lufthansa officials 
say. The solution is for forwarders to com-
mit to capacity and pay for it whether or not 
it is used.

Andreas Otto, Lufthansa Cargo execu-
tive board member responsible for market-
ing and sales, in a speech at the recent Cargo 
Network Services Inc. conference in Mi-
ami, acknowledged that many carrier prob-
lems are self-inflicted, but that one of the 
keys to their survival is a fair distribution of 
profits with intermediaries.

“If you have a partner, it is in your 
strategic interest that your partner survives 
and succeeds,” Otto told an audience that 
included representatives of major freight 
forwarding firms. “Today it looks like a 
win-lose situation, and the carriers are the 
losers.” '

“The crisis is deeper than ever before, 
worse than even after 9/11,” Otto quoted 
Wolfgang Mayrhuber, Lufthansa Group’s 
deputy chief executive officer, as recently 
saying. U.S. airlines alone lost more than 
$18.5 billion during the last two years and 
it is estimated they will lose $ 13.4 billion in 
2003. Air-freight carriers have seen yields 
drop 30 percent since January 2000.

Without close cooperation and a joint 
approach to process management between

“I f  you  have a partner, it is 
in you r strategic interest 

that you r partn er survives 
and succeeds. Today 

it looks like a win-lose 
situation, and the carriers 

are the losers

A ndreas  O ft
executive board 
member,
Lufthansa Cargo

forwarders and carriers, both groups “stand 
no chance against the integrators,” Otto 
warned. United Parcel Service, FedEx and 
DHL view freight much the way passenger 
airlines do — as a way to fill up excess 
capacity on scheduled flights carrying small 
packages. He warned that when the global 
logistics providers “start to discover (heavy 
freight) as a core activity, and take advan-
tage of all the integration they have devel-
oped on their original business side, then

we will really face some troubles we are not 
able to match anymore.”

Lufthansa estimates that for an airline to 
buy 10 B747-400 freighters at a cost of 
about $1.4 billion it will need a return on 
investment of about 15 percent, Otto said. 
To achieve that goal would require an aver-
age yield of $2.57 per kilogram, more than 
double today’s rate. Otto said even cargo- 
focused airlines such as Lufthansa are find-
ing it difficult to reinvest in new aircraft. 
Aircraft manufacturer Boeing Co. estimates 
that in 10 to 15 years there will be very few 
new aircraft built for cargo operations. Most 
cargo planes will be converted after their 
useful life flying passengers is over.

Forwarders need to help carriers become 
profitable by accepting their pricing poli-
cies, including security and fuel surcharges 
and other fees that help carriers recoup their 
costs, Otto said. Security surcharges now in 
place to help pay for bomb detection and x- 
ray technology should become permanent 
fees, he added.

In addition to guaranteed minimums or 
charging customers for “no shows,” air 
carriers need to improve cash flow by re-
ducing the amount of time accounts receiv-
able are left open before payments are due, 
Otto declared. Airlines no longer can con-
tinue to allow 60 days for forwarders to pay 
their bills, he said, adding that the pre-pay 
system on the passenger side eventually 
must become the model for the cargo busi-
ness.

“Why should we finance the invoices? 
That’s a huge amount of money,” he com-
plained.

Carrier Advice. The good news after 
this year is that cargo volume is expected to 
grow 6 percent on average through 2008, 
with Asia and China leading the way with 
respective growth rates of 8 percent and 10 
percent.

To manage this growth passenger air-
lines need “professional” cargo divisions 
that view cargo as their core capability 
rather than an incremental revenue maker 
forthe rest ofthe airline, Otto said. Lufthansa 
Airlines spun off Lufthansa Cargo in 1995.

Unless an airline separates its passenger 
and cargo operations, it can’t get a true 
picture of its cargo costs and ultimately 
how well it is performing, because those 
costs are subsidized by passenger activity, 
Jurgen Siebenrock, the new vice president 
of sales for the Americas, said in an inter-
view. Lufthansa, which has 22 dedicated 
freighters, purchases belly capacity from 
Lufthansa’s passenger service rather than 
getting the space for free.

“An airline without focus will find it hard 
to attribute a certain cost to cargo” from a
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round trip, because “the cost structure is 
diluted,” Siebenrock said.

Lufthansa officials have argued for some 
time that cargo rates are artificially low for 
all-cargo flights, because shippers expect 
the same low rates they get from passenger 
airlines that cover the fuel, maintenance 
and other costs of belly shipments. Otto 
said belly carriers should also use the $2.57- 
per-kilogram average yield as their pricing 
benchmark.

Cargo operators, who have been good at 
running sound operations from a technical 
and safety standpoint, need to become more 
service oriented and provide customers more 
flexible distribution networks and prod-
ucts, Otto said.

Cargo must also be seen as a viable 
career path for top management if cargo is 
to become more than a side business for 
airlines, he added. Airlines too often shunt 
executives who are not on the fast track to 
the cargo divisions instead of grooming 
talent for that purpose.

Automation. Lufthansa Cargo has em-
braced the Internet and other information 
technology to improve business-to-busi- 
ness communication, but is clearly frus-
trated by the lack of forwarders and other 
airlines participating in common electronic 
trading platforms.

CNS officials noted that 69 percent of 
freight forwarders do not communicate elec-
tronically with their air cargo providers. 
Large forwarders use electronic exchanges, 
but they do not have the critical mass by 
themselves to make the networks viable, 
they said.

Lufthansa has invested at least $ 150 mil-
lion euros ($168.5 million) to automate its 
order management process in recent years, 
and is pushing customers to book cargo 
online through its company Web site or 
through Global Freight Exchange, one of 
three multiparty reservation systems for the 
air-freight industry. Lufthansa owns 18 
percent of GF-X.

“Why don’t we agree that GF-X is the 
industry solution and why don’t we make it 
happen now?” Otto said.

In 2001, e-booking only accounted for 1 
percent of Lufthansa’s orders. The number 
of online orders increased to 16 percent in 
2002 and by 2005 the carrier’s target is for 
60 percent of bookings to be processed by 
electronic channels, according to Otto. He 
expressed disappointment that the United 
States lagged other regions with only 6 
percent of booking activity conducted via 
the Web.

“Why in the land of high-tech — where 
you have Microsoft, IBM and Oracle — are 
they underdeveloped when it comes to”

electronic business, Otto wondered.
Several other airline executives urged 

their colleagues to adopt automation as a 
way to reduce the cost of using manual 
systems, such as call centers, to process 
orders.

Roger Gibson, United Cargo vice presi-
dent, said he was glad to see airlines impose 
a “penalty on those 
shipments that are not 
being booked elec-
tronically, because we 
really need to auto-
mate this industry.”
Airlines can save be-
tween $3 to $5 per 
booking using GF-X 
and the total savings 
for carriers and for-
warders combined 
probably reach $ 10 to 
$ 15 per booking, Jack 
Boisen, Continental 
Airlines vice president 
of cargo, wrote in the 
spring issue of CNS’s 
Focus magazine.

Asked during a 
separate briefing with reporters if Lufthansa 
Cargo would consider joining GF-X rival 
Cargo Portal Services Otto said, “Abso-
lutely not. CPS is driven by a systems 
provider (Unisys) and we don’t want to be 
dependent on a systems provider,” but then 
allowed that it might be possible for the two

FRANKFURT
Lufthansa Cargo is creating a new sub-

sidiary to sell total cargo management ser-
vice to small and mid-sized passenger 
airlines and tourist charters.

The service will officially launch in June, 
company officials said during a press brief-
ing at the CNS Partnership conference in 
Miami. Georg Midunsky, vice president 
sales and marketing for the Americas, will 
head the new subsidiary.

“This is something completely new in 
our industry,” Midunsky said.

Lufthansa, essentially functioning in much 
the same manner that a non-asset-based third- 
party logistics company manages all a 
shipper’s transportationrequirements, would 
serve as an intermediary to find the best 
company to provide administration, account-
ing, ground handling, delivery and other func-
tions. The new company will buy cargo 
capacity and market it, leaving the airline 
with the responsibility to fly the cargo.

By outsourcing their cargo activities air-
lines will benefit from Lufthansa’s sophis-
ticated cargo network, expertise and ability

exchanges to cooperate at some point.
Cargo 2000 is another area in which 

airlines and forwarders have not come to-
gether as quickly as some had hoped. Cargo 
2000, a standards-setting consortium de-
voted to bringing some measure of quality 
control to an industry plagued by non-inte- 
grated processes, is three years behind 
schedule, and continues to have trouble 
attracting participants. Guenter Rohrmann, 
head of the customer 
solutions group at 
DHL and CNS chair-
man, said it was “dis-
appointing” that only 
17 airlines and 10 for-
warders participate in 
Cargo 2000. Otto said 
if Cargo 2000 doesn’t 
make progress by the 
end of the year Lufthansa will cease mem-
bership payments and participation in the 
group.

Another way forwarders and airlines can 
become better partners, Otto said, is to 
share more raw data that each collects in the 
normal course of doing business to help 
analyze their markets and improve cus-
tomer service. Lufthansa has invested in a 
Customer Relationship Management Sys-
tem from Seibel Systems.

Rather than everybody working to pro-
tect their own proprietary information “we 
need to open our books beyond our own 
walls,” he told industry executives. ■

to pool business for better contract terms, 
Midunsky said.

Other companies will do most of the ac-
tual work. The new subsidiary could con-
tract with Lufthansa or other companies 
that best meet a particular airlines prices 
and needs, Midunsky said.

Three European airlines— Condor, Span 
Air and Sun Express — have agreed to 
outsource cargo management to the 
Lufthansa subsidiary.

Condor is a Lufthansa charter subsidiary 
and Lufthansa nearly owns a majority of 
shares in Sun Express. Lufthansa has no 
stake in Span Air, the second largest Spanish 
carrier. Lufthansa provides third-party cargo 
management for Condor and Sun Express 
and developed a Yellow Cargo initiative to 
package that service for the general market. 
The separate subsidiary won’t be obligated 
to funnel business to Lufthansa Cargo, com-
pany officials said.

The move follows a recent trend at 
Lufthansa to spin off separate companies 
for catering, cargo and other specialties that 
operate on their own. ■

Lufthansa to manage cargo for smaller airlines

Rohrmann
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24-hour rule meets peak season
The next phase of stricter enforcement of the “24-hour 

rule” will begin just when the peak season starts in the 
Asian trades. This could be a hazardous combination of 
events.

The U.S. Bureau of Customs and Border Protection has 
notified the trade it would be stricter in its application of 
the 24-rule, and would issue more “no load” orders in case 
of failure to comply with the rule.

Initial fears that the 24-hour rule would spell chaos in 
the maritime trade proved exaggerated, but the battle has 
not been won just yet. The real test will be during the 
forthcoming peak season.

“When space becomes tighter and everyone gets busier 
with the increased traffic, then more work will have to be 
done to minimize the adversities that are bound to be 
brought on the (24-hour) rule,” said Willy Lin, chairman 
of the Hong Kong Shippers’ Council, in the council’s 
journal Shippers Today. Lin also fears that the U.S. 
advance manifest rule is jeopardizing the ability of Hong 
Kong exporters to quickly meet orders and deliver goods.

Already, non-vessel-operating common carriers are 
struggling to obtain prompt release of cargoes at the port 
of Los Angeles, while congestion at the port has forced 
the Grand Alliance to divert two weekly transpacific 
services to the neighboring port of Long Beach.

NVOCCs report delays caused by problems in obtain-
ing clearance from the U.S. Bureau of Customs and 
Border Protection. The delays are the result of NVOCCs 
and ocean carriers submitting multiple entries for the 
same shipment.

Meanwhile, the major forwarding and NVOCC group 
Panalpina has disclosed that the 24-hour has meant about 
$8 million a year in extra cost on the company. This shows 
the order of magnitude of the new U.S. regulations.

Unknown impact of SARS
Ray Miles, chief executive officer of CP Ships, has 

added his voice to growing worries in the international 
shipping industry about the potential impact of the severe 
acute respiratory syndrome (SARS).

“If things go on, that could begin to have an economic 
impact, particularly on Asian econo-
mies,” Miles said. “That could in the 
end become very serious,” he added.

The concerns expressed by Miles 
follow a recent warning by Jacques 
Saade, the chairman of CMA CGM 
about the SARS crisis. “If not 
brought under control, this SARS 
virus may lead to a catastrophe for 
the shipping industry,” Saade told 
the recent Containerisation International conference.

Industry concerns appear to focus on two aspects: The 
health of seafarers who go to affected areas in Asia; and 
the potential impact on international trade if buyers stop 
traveling to Hong Kong, China and other sourcing coun-
tries, to inspect and order goods.

The question is: If trade fairs in Hong Kong are 
canceled, will buyers of made-in-Asia goods continue to 
import from Asia?

Miles noted that the relocation of manufacturing to 
Asia, including China, has been a “key factor” in interna-
tional business in recent years. He cautioned that CP 
Ships has so far seen “very little” impact on its business 
from the SARS epidemic.

In May, P&O Nedlloyd also said the outbreak of 
SARS has not had an impact on its cargo volumes to date.

But China has been the driving force behind the 
growth of cargo volumes in international container ship-
ping.

As a carrier, CP Ships is less exposed to potential 
economic problems in Asia than the Asian shipping 
lines. China accounts for about 8 percent of CP Ships’ 
total container volume.

Old concerns on maritime security
Security issues in shipping are not just about weapons 

of mass destruction. The oldest security hazards in the 
business — pirate attacks — continues to threaten ships.

Pirate attacks on ships have tripled in the last decade, 
with a reported 103 attacks in the first three months of 
this year, according to a report by the International 
Chamber of Commerce’s International Maritime Bu-
reau.

In its recent annual report on “acts of piracy and armed 
robberies against ships,” the International Maritime Or-
ganization said their number increased from 370 in 2001 
to 383 in 2002. “In many of the reports received, the 
crews were violently attacked by groups of five to 10 
people carrying knives or guns,” the IMO said.

Bulk ships are the main targets of pirate attacks. But 
liner and roll-on/roll-off ships are not immune to the risk 
of attacks.

In its quarterly report, the International Maritime 
Bureau found the number of attacks in the first three 
months of this year have already equaled the total num-
ber of recorded pirate attacks for all of 1993.

The report found that Indonesian waters continue to be 
the world’s most dangerous, with 28 pirate attacks re-
corded between January and March. Nigeria also re-
corded a jump in recorded attacks. Nine ships were 
attacked off Nigerian waters in the first quarter of this 
year, compared to six in 2002.

“A total of 145 seafarers were reported killed, as-
saulted, kidnapped or missing in the first quarter of2003, 
with bulk carriers nominated as the vessels most likely to 
face attack,” the International Maritime Bureau said.

A.P. Moller recently said it has paid money to pirates 
who had boarded its offshore vessel the Maersk Shipper 
off the coast of Nigeria.

Intruders boarded the ship on April 15. A.P. Moller 
said its seafarers feared for their lives, and it “decided 
that a cash payment should be made irrespective of the 
intruders still being on board the vessel.” Having re-
ceived the payment, the intruders left the vessel, A.P. 
Moller reported. The Danish group had 16 seafarers on 
board the offshore vessel, on charter to Shell.

According to BIMCO, the international association of 
shipowners and shipping operators, shipping companies 
agree to pay the ransom demanded by pirates in most 
cases.

Talking about piracy, American Shipper received a 
summary of proceedings of the Old Bailey court in 
London in the year 1737. Richard Coyle, late of London, 
was tried for murder and piracy. According to the indict-
ment, Coyle and several fellow mariners killed the 
master of the British ship Sir John Pink with an axe and 
seized the ship and its cargo, then located 20 leagues 
distant from Padras in Turkey. After hearing the evi-
dence, the jury withdrew and, a short time later, returned 
and found the prisoner guilty. The sentence was death.

Miles
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Raising U.S. flag on Ex-lm Bank
MarAd, vessel operators, exporters improve 
management o f  government-financed freight.

B y  C h r i s  G i l l i s

When the Export-Import Bank fi-
nances overseas development 
projects, U.S.-flag vessel op-

erators want their fair share of the freight.
The country’s so-called cargo preference 

policy requires that 100 percent of bank- 
financed exports valued at more than $10 
million move on U. S.-flag commercial ships, 
unless otherwise specified by the Maritime 
Administration.

In recent years, 
however, U.S.-flag 
vessel operators wor-
ried that some Ex-lm 
Bank officials wanted 
to loosen the 
industry’s control 
over this freight. In a 
series of meetings last 
year the carriers and 
MarAd successfully 
pressed the bank to 
more firmly adhere to 
the cargo preference 
regulations.

“None of these 
shipments would ex-
ist at all but for the 
action of the U. S. gov-
ernment, paid for by 
American taxpayers,” 
said Gloria Cataneo Tosi, president of the 
Washington-based American Maritime 
Congress, which represents U.S.-flag car-
rier interests.

“Preference is part of a larger quid pro 
quo established by the 
Congress,” she said.
“The exporter receives fc jfjr  
a form of government 
subsidy and, in turn. I  f 
uses U.S.-flag ships.”

Ex-lm Bank-fi- 
nanced cargoes are 
governed by Public 
Resolution 17, enacted T osi
in 1934 and signed by President Roosevelt. 
The policy, which has essentially remained 
unchanged for 65 years, requires the ship-
ment of cargoes generated by Ex-lm Bank 
loans on U.S.-flag ships if these ships are 
available in sufficient numbers, tonnage

capacity, necessary sailing schedules, and 
at reasonable rates.

MarAd has authority under P.R. 17 to 
grant waivers of cargo preference to ex-
porters when U.S.-flag vessels are not avail-
able. U.S.-flag vessel supporters say waivers 
should be the exception rather than the rule 
when it comes to the transport of Ex-lm 
Bank-financed cargoes.

An Intermarine vessel handling an Ex-lm Bank-financed shipment.

“The application of U.S.-flag preference 
law works well for most Ex-lm Bank gen-
erated exports,” Tosi said. “Much of Ex-lm 
Bank generated exports are containerizable 
cargo, and U.S.-flag companies have ex-
tensive worldwide, modem intermodal net-
works that can deliver cargo for much the 
same rate with equal or better service than 
their foreign competitors.”

Mounting Tensions. The problems 
with ocean transport of Ex-lm Bank-fi-
nanced cargoes came to a head in mid- 
2002, when MarAd accused the New York 
office of freight forwarder Rhode &
Liesenfeld of “willful flouting” of P.R. 17 
requirements.

MarAd threatened to debar Rhode &
Liesenfeld from handling future Ex-lm Bank 
work pending an investigation into the use 
of a foreign-flag vessel to transport a $ 103-

million bank-financed shipment to the 
Ukraine for the construction of the Shurtan 
Gas Compression Station.

Rhode & Liesenfeld allegedly shipped 
one of three loads on a U. S.-flag barge to the 
Bahamas where it was transshipped to a 
foreign-flag vessel for transport the remain-
der of the way to the 
Ukraine.

“Despite being 
clearly advised by 
MarAd, on June 25,
2002, of the correct in-
terpretation of P.R. 17, 
you persisted in en-
gaging foreign-flag 
vessels for voyages Schubert 
reserved ‘exclusively’ for U.S.-flag ves-
sels, and you have not submitted any type of 
request for a waiver from MarAd,” said 
Maritime Administrator William G.

Schubert in a July 5, 
2002 letter to Rhode 
& Liesenfeld.

“It is our under-
standing that the prin-
cipal for whom you 
arranged the ocean 
t r a n s p o r t a t i o n ,  
Bateman Engineer-
ing Inc., ordered you 
to comply with P.R. 
17, and you still re-
fused to either use 
U.S.-flag vessels ex-
clusively or seek a 
waiver,” he added.

“The consequences 
of your actions are 
c o n s i d e r a b l e , ” 
Schubert told com-
pany executives. “P.R. 
17 furnishes a cargo 

base to the U.S. merchant marine, allowing 
the U. S. merchant marine to compete against 
foreign-flag vessels and attract new tonnage 
to U.S. registry.”

In court papers, Rhode & Liesenfeld 
denied it purposely circumvented the re-
quirements of P.R. 17, and said MarAd’s 
decision to suspend the company’s Ex-lm 
Bank transport privileges was “arbitrary 
and capricious, an abuse of discretion and 
otherwise not in accordance with law.” 

MarAd agreed to drop the Ex-lm Bark 
cargo-handling suspension against Rhode 
& Liesenfeld. Schubert would not com-
ment on the case, but said the agencies have 
moved forward since then to work more 
closely together on cargo preference mat-
ters.

MarAd hasn’t been alone in its criticism 
of the handling of ocean transportation for 
Ex-lm Bank-financed cargoes. On Sept.
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10, the bank came under pressure from 10 
U.S. senators cautioning it not to undermine 
cargo preference requirements of P.R. 17.

“We would not want to see any changes 
that would result in a loss of competitive-
ness for vessels that fly our nation’s flag, let 
alone any diminution in the bank’s 
longstanding commitment to cargo prefer-
ence itself,” said the senators in a letter to 
Eduardo Aguirre, vice chairman and first 
vice president of the Ex-Im Bank.

“In view of the need for secure, reliable 
sealift, the events of Sept. 11, and America’s 
long-term war on terrorism, any actions by 
the Export-Import Bank that could curtail 
U.S.-flag cargoes would be most unwise 
for our national security,” the senators 
added. “With these considerations in mind, 
there should be no need for the Congress to 
have to re-emphasize its commitment on 
this matter.”

Dispelling Myths. Ex-Im Bank offi-
cials declined to comment for this article, 
deferring all questions to MarAd. How-
ever, concerns with cargo preference were 
laid out in a June 19, 2002 Ex-Im Bank 
Advisory Committee Subcommittee on 
Competitiveness Work Plan memo obtained 
by American Shipper.

The subcommittee questioned P.R. 17 
and its impact on U.S. exports. “The U.S. 
shipping requirement may tend to make 
U.S. exports less competitive compared to 
the G-7 ECAs (Group of Seven nation’s 
export credit agencies) where no similar 
shipping requirements may exist,” the sub-
committee said.

“It is alleged that U.S. shipping costs can 
often be more than double foreign shipping 
costs,” the subcommittee added. “It is also 
alleged that U.S. vessels are not often avail-
able at preferred ports and, when they are, 
they may not be equipped to carry special-
ized cargo.”

The subcommittee has received com-
plaints from exporters that MarAd’s ship-
ping waiver process is “cumbersome” and 
delays shipments.

U.S.-flag vessel operators that handle 
cargo preference referred to the bank sub-
committee charges as “myth.” They point 
out that actually less than one-half of Ex-Im 
Bank transactions by value are subject to 
cargo preference law.

Ex-Im Bank provides four types of loan 
guarantees and credit insurance to exporters:

•  Medium-term loan guarantees, defined 
as guarantees below $10 million and less 
than seven years duration.

•  Medium-term credit insurance with 
one-to-five-year duration.

•  Short-term credit insurance with less 
than one-year duration.

•  Direct loans and long-term loan guar-
antees.

Only the direct loans and long-term loan 
guarantees, which comprise about 60 per-
cent of the bank’s annual transactions, must 
comply with the cargo preference law. 
However, Boeing, the largest loan recipi-
ent, flies most of its shipments, and 50 
percent of oceangoing cargo may be trans-
ported on vessels of the recipient country, if 
the country does not discriminate against 
U.S.-flag vessels. MarAd also provides 
U.S.-flag vessel “non-availability” waivers 
to exporters when necessary.

“With such generous exclusions in place 
already, the topic for consideration ought to 
be how to increase cargo preference, not 
reduce it further,” Tosi said.

“We are market-driven, 
custom er focused, 

and com m itted to our 
requirem ent o f  reasonable 

assurance o f  repaym ent 
with an acceptable am ount 

o f  risk-taking ”

Philip  M errill
president and chairman, 
Ex-Im Bank

“It should be noted that in 2001 U.S.-flag 
carriers received 74 percent of cargo pref-
erence qualified cargoes, yet they received 
less than 74 percent of the shipping revenue 
for the carriage of the total universe of these 
qualified cargoes,” she said. “Opponents 
may cite anecdotal horror stories on U.S.- 
flag costs, but this figure demonstrates that 
such stories are rare and are used more to 
inflame than inform.”

Despite the U.S.-flag vessel transport 
concerns, the Ex-Im Bank remains a vital 
force in the development of industry infra-
structure in overseas markets. The bank has 
supported an estimated $400 billion in U.S. 
exports since its inception 70'years ago.

Philip Merrill, president and chairman of 
the Ex-Im Bank, recently told the House 
Appropriations foreign operations subcom-
mittee that his agency’s ongoing mission 
allows it to “adapt to changes in the global 
economy, international affairs and needs of 
U.S. exporters.”

“We are market-driven, customer focused, 
and committed to our requirement of reason-
able assurance of repayment with an accept-
able amount of risk-taking,” Merrill said.

Process Improvements. BothMarAd 
and Ex-Im Bank have begun a series of 
process improvements in the management 
of P.R.-17-related cargoes.

The agencies recently developed a more 
efficient way to process waivers for for-
eign-flag vessel transport. MarAd will now 
consider waiver requests prior to Ex-Im 
Bank’s approval of the credit if the recipi-
ent meets certain conditions.

To participate in this procedure, the ap-
plicant or its designated contractor needs to 
discuss with MarAd the movement of cargo 
prior to any shipment proposed for cover-
age under the Ex-Im Bank credit.

MarAd formerly issued waivers only af-
ter the Ex-Im bank approved the credit. 
Both MarAd and Ex-Im Bank officials be-
lieve this new early consideration will “en-
courage greater use of U.S.-flag vessels, 
allow better planning by exporters, reduce 
the number of compensatory waivers, and 
reduce the paperwork burden on all par-
ties.”

The U.S. Exporters Competitive Mari-
time Council (ECMC) endorsed this pro-
cess improvement by the agencies. The 
council has nearly 100 company members, 
including some of the world’s largest manu-
facturers of petroleum, chemical, power 
generation and infrastructure improvement 
equipment. They often run up against U.S.- 
flag vessel availability issues for their large, 
heavy shipments.

“Based on past experience of ECMC 
members having to wait until the credit was 
approved before we could obtain a waiver, 
and then having limited recourse — only 
compensatory waivers — after the credit 
was approved was counter-productive and 
burdensome,” the council said.

“This change does not change any of the 
waiver processes,” the council added. “It 
changes the timing when the processes can 
begin, at the shipper’s discretion.”

The ECMC said it “not only thinks this 
change will work, but we will also work to 
make the change a success.”

MarAd also recently created a new Web 
site (www.marad.dot.gov/exim) to allow 
shippers with Ex-Im Bank-financed car-
goes to electronically file their monthly 
cargo reports to the agency.

“The newly created electronic form (Form 
F) not only eliminates having to submit 
paper copies of ocean bills of lading to 
MarAd, but also reduces the processing 
time,” the agency said.

To submit Form F online, all the data 
fields must be completed and the ocean bill 
of lading, which supports the information, 
must be scanned and attached to the file.

U.S.-flag vessel operators believe these 
new MarAd applications for Ex-Im Bank
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shipments are a “work in progress.”
“We realize that shipping project cargo 

and the maritime transportation environ-
ment are dynamic,” Tosi said. “Therefore, 
we intend to keep up our ties— relationship 
building — with U.S. shippers/exporters, 
mainly through the ECMC, as well as with 
Ex-lm Bank and MarAd officials, to try and 
resolve problems one by one, and to make 
even more improvements in the application 
of cargo preference when necessary.” 

Meanwhile, the ECMC wants MarAd to 
continue its push to increase U.S.-flag ves-
sel capacity to accommodate outsized, 
project Ex-lm Bank cargoes.

WASHINGTON
Five years since the previous U.S.-China 

bilateral maritime agreement expired, gov-
ernment representatives from both sides are 
making progress towards a new bilateral 
pact.

U.S. maritime administrator Captain Wil-
liam G. Schubert and Hong Shanxiang, 
China vice minister of communications, 
signed a “memorandum of consultation” 
following meetings in Washington in April. 
The memorandum is the first step towards 
a new bilateral maritime agreement.

“Both sides felt there was progress,” an 
informed observer told American Shipper.

To address concerns ofU.S. officials, the 
Chinese delegation said Chinese authori-
ties would neither disclose service con-
tracts (which are confidential in the United 
States), nor attempt to regulate the level of 
freight rates.

In recent months, the U.S. Maritime Ad-
ministration and the Federal Maritime Com-
mission expressed concerns over possible 
restrictions imposed on carriers and non-
vessel-operating common carriers by 
China’s “Regulations on International Mari-
time Transportation” of 2002.

After the recent meetings, MarAd said it 
had “constructive discussions” with the 
Chinese delegation. “While much work 
needs to be done to complete a U.S.-China 
bilateral maritime agreement, this was a 
very good beginning,” MarAd said. Dis-
cussions during the Washington meetings 
focused on issues related to NVOCC bond-
ing, filing of confidential freight rates, 
branch offices, logistics services, vessel 
agency and controlled carriers.

There was progress on the NV OCC bond-
ing question, the informed source said.

MarAd has undertaken an initiative to 
encourage appropriate vessel operators to 
becomeU.S. flag. Intermarine used thispolicy 
to enter two of its heavy lift ships in the U.S.- 
flag fleet, while American Roll-On Roll-Off 
Carrier has committed to enroll another U.S.- 
flag roll-on/roll-off ship under the U.S. flag.

Since arriving at MarAd more than a year 
ago, Schubert also made it a priority to 
ensure that government-impelled cargoes 
comply with the cargo preference policy.

“In these times, the nation needs to have 
adequate sealift and mariners,” Schubert 
said. “Cargo preference goes a long way to 
toward maintaining this capability.” ■

Another meeting between both countries 
will take place “soon,” the source added, 
and Chinese delegates believe a new bilat-
eral agreement may be close.

In return for assurances concerning unre-
stricted commercial practices, the Chinese 
want U.S. officials to ease the “controlled 
carrier” restrictions imposed in U. S. bilateral 
trades on COSCO, China Shipping Con-
tainer Lines and other Chinese state carriers.

Controlled Carrier Rules. The Chi-
nese state-owned shipping lines, under the 
U.S. controlled carrier rules, are required to 
provide a 30-day notice period before re-
ducing their tariff rates, unless the reduc-
tion is to match a competitor’s rates.

U.S. rules on controlled carriers were 
developed 20 years ago to regulate the 
activities of the then Soviet bloc’s ocean 
carriers. But a senior executive of COSCO 
said last year that these Cold War rules 
should be ended, as they hinder both carri-
ers and shippers. The Chinese government 
also denies that it runs state-owned carriers 
using non-commercial principles.

In May, China Shipping Container Lines 
applied to the FMC for a limited exemption 
from the tariff publishing requirements of 
Section 9 of the Shipping Act, 46 U.S.C. 
app. § 1708(c). In a petition, China Ship-
ping sought an exemption from the rales so 
that it can lawfully reduce rates to meet or 
exceed the published rates of competing 
ocean common carriers on one day’s no-
tice.

To make a thorough evaluation of the 
petition, the FMC asked interested persons 
to submit views or arguments to the agency 
by May 27.

In 1998, COSCO Container Lines also

requested a partial exemption from the 30- 
day notice rale, asking for the right to apply 
tariff rates on the day of publication.

The FMC has the authority to grant ex-
emptions from controlled-carriers tariff 
notice periods of the type requested by 
COSCO and China Shipping. By contrast, 
eliminating the controlled carrier rules 
would require new legislation in Congress.

FMC Inquiries. U.S. regulatory agen-
cies have several unresolved issues con-
cerning Chinese maritime restrictions.

Last year, the FMC started an inquiry 
into the “Regulations on International Mari-
time Transportation.” The agency has not 
yet published the result of its inquiry. At the 
time, the FMC expressed concern with “se-
rious restrictions” contained in the law, as 
they would affect the operations of ship-
ping companies and intermediaries in the 
U.S. trade with China.

The FMC is concerned about restrictions 
affecting the ability of:

•  U.S. ocean transportation intermedi-
aries, carriers and other transportation ser-
vices providers to obtain the necessary 
licenses and permissions to do business in 
China.

•  Non-Chinese vessel operators to op-
erate or increase the number of their branch 
offices in China, including restrictions on 
the geographic area they may serve and the 
scope of services they may offer.

•  Vessel operators and NVOCCs to es-
tablish rates they charge customers for car-
riage to and from China “without filing or 
government approval of rate levels and 
with the confidentiality accorded ocean 
common carrier service contract rates un-
der U.S. law.”

The FMC also has a long-running in-
quiry into Chinese restrictions initiated in 
1998.

It is not clear whether bilateral talks will 
remove the restrictions addressed in the 
FMC inquiries.

Politics. With no big diplomatic argu-
ment between the United States and China, 
the timing of attempts to sign a new bilat-
eral maritime agreement seems auspicious.

China has helped the U.S. State Depart-
ment to organize talks with North Korea, 
and political relations have improved since 
the 2001 dispute about the collision of a 
U.S. spy plane and a Chinese fighter j et near 
the Chinese coast.

Meanwhile, the European Union and 
China signed a bilateral maritime agree-
ment last December.

The last bilateral maritime agreement 
between the United States and China was 
concluded in 1988. ■

U.S., China work on shipping pact
U.S. Maritime Administration, Chinese ministry 
o f communications make progress on issues.
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CMA CGM targets U.S., Asia
Fast-growing carrier to add three Pacific services, including 

joint operation with MSC using 8,000-TEU ships.

B y  P h i l i p  D a m a s

CMA CGM continues its aggressive 
policy of increasing its market 
share in both the east/west trades 

and in the smaller niche markets.
The French carrier manages this by 

launching new services and introducing 
bigger ships.

In the transpacific, transatlantic and other 
U.S. trades, CMA CGM carried 217,000 
TEUs in 2001 and 330,000 TEUs in 2002. 
It expects to move 500,000 TEUs in the 
same trades this year.

CMA CGM’s small share of the U.S. 
trades is expanding fast. As the world’s 
eighth-largest container shipping line, the 
carrier expects to increase its volume of 
U.S. import and exports cargoes 
this year, and prepares to launch 
three transpacific services. Addi-
tional capacity in the Pacific will 
increase its proportion of U.S. 
import and export carryings to 
about 20 percent of its worldwide 
total.

“CMA CGM, with MSC, will be the first 
shipowner to use ships of 8,000 TEUs on 
the transpacific,” said Rodolphe Saade, se-
nior vice president, U.S. trades. He added 
the service would replace capacity already 
deployed by the two shipping lines in sepa-
rate services.

Following the recent May 1 rate increases, 
Saade estimates average all-in rates from 
Hong Kong to Los Angeles will amount to 
$2,200-82,300 per container.

In 2002, revenue from U.S. markets at 
CMA CGM totaled more than 500 million 
euros ($520 million).

The carrier will also start an additional 
Asia/Europe loop in the next few weeks.

Houston Direct. For U.S. Gulf ship-
pers, the new direct Asian service by CMA 
CGM and P&O Nedlloyd marks the return 
of direct transpacific container service for 
the first time in many years.

While a few multipurpose services are 
operated between Asian ports and Houston, 
no container shipping line was running a 
direct Asia/Houston service, according to 
ComPairData, the global liner shipping 
database.

Saade said the decision to select a direct 
Houston routing via Panama resulted from 
several factors, including the avoidance of 
mini-landbridge two-way rail costs of about 
$800 to move a 40-foot between Los Ange-
les and Houston.

Citing last year’s port labor disruptions 
on the U.S. West Coast, Saade said CMA 
CGM asked, “why not find an alternative to 
the West Coast?”

The new joint service was scheduled to 
start on May 15, subject to approval by the 
U.S. Federal Maritime Commission and by 
the Chinese authorities. CMA CGM said its 
all-water service provides a transit time of 26 
days between Hong Kong and Houston, as 
compared to an intermodal transit time of 

about 21 days via a Californian 
port.

The service will have a rotation 
of Shanghai; an unnamed South 
China port; Hong Kong; Busan; 
Manzanillo, Mexico; Manzanillo, 
Panama; Kingston; Houston; 
Manzanillo, Panama; Manzanillo, 
Mexico; and Shanghai.

The Houston service is one 
example where CMA CGM has 
sought a niche market— a policy 
that it has followed for years.

CMA CGM has also provided 
services to non-mainstream ar-
eas like North Africa, Cuba and 
Iraq. The Iraqi service was sus-
pended before the start of the 
recent war, and CMA CGM ex-
pects to resume it soon.

Transpacific Options. If all
carriers were adding transpacific 
capacity at the same pace as CMA 
CGM, shippers would not have to 
worry about the risk of capacity 
shortages.

The carrier is launching two 
more Pacific services and plans a 
third, larger one, next year.

In mid-May, CMA CGM and 
P&O Nedlloyd launched a direct, 
joint Asia/U.S. Gulf weekly ser-
vice with eight vessels of about 
2,400 TEU capacities

In June, CMA CGM and China 
Shipping Container Lines are start-
ing a weekly China/Korea/Japan/ 
U.S. West Coast service, called 
“Jade Express.” Utilizing five ves-
sels of 2,500 TEUs, the joint ser-
vice will call at Xingang, Dalian, 
Qingdao, Busan, Kobe, Los An-
geles and Xingang again.

In 2004, CM A CGM and Medi-
terranean Shipping Co. will launch 
a joint transpacific service with 
five ships of about 8,000 TEUs.

Asia exports’ impact
Jacques Saade, chairman of CMA CGM, isn’t shy about 

spelling out the impact of the rapid growth of exports from 
Asia.

“One of the consequences of this continuous growth in 
Asian exports to the United States, Europe and the rest of the 
world is higher unemployment and less GDP in these coun-
tries,” he told the recent Containerisation International con-
ference in London.

“However, there are not only disadvantages, but also some 
advantages,” he added. “Importing at lower cost than possible 
through domestic production will hopefully give the indus-
tries of Europe and the U.S. additional opportunities to de-
velop and export more sophisticated and expensive products.” 
Saade notes that most ocean-bome exports to Asia today are 
low-value raw materials like paper.

World economic growth averages 2 to 5 percent a year, 
much less than China’s 7-8 percent growth rates, Saade said. 
The Chinese GDP has now reached $1.1 trillion dollars, while 
foreign investment in China represents $50 billion. Chinese 
foreign trade totals $620 billion a year, with the United States 
importing $101 billion of Chinese goods, he reported. The 
annual 30-percent growth in China’s container trade means its 
share will rise from 45 percent of Asia’s box trade today to 50 
percent of the world’s container trade in 10 years’ time.

“China is, at the moment, the best place for investment, but 
I believe that Russia has potential and could be the next 
country after Asia to receive major investment in the not so 
distant future,” Saade said.

CMA CGM will open an agency in Russia this year.
Saade also warned that the severe acute respiratory syn-

drome may lead to a catastrophe for the shipping industry.
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Big Ships. Jacques Saade, 
chairman of CMA CGM and 
Rodolphe’s father, said he ex-
pects the upsizing of 
containerships to reach an eco-
nomic limit.

“Personally, I believe that we 
will go to 10,000-11,000 (TEUs), 
but we will not go further,” he 
said. He highlighted that feeder 
costs for very large ships now 
exceed the cost of the mothership. 
“We have reached an anomaly,” 
he said.

Cost cuts and improved vessel
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utilization at CMA CGM resulted in a 67- 
percent boost in net profit last year, to 47 
million euros ($50 million).

“For CMA CGM, 2002 was marked by a 
rebound,” the company said.

Alain Wils, chief executive vice presi-
dent, said a move to larger containerships 
and the replacement of chartered vessels by 
owned ones resulted in lower fleet costs last 
year. Terminal costs were also reduced and 
the company further increased its efficiency, 
he said. The carrier’s vessel utilization rose 
last year, as growth in cargo volumes out-
paced its 15-percent year-on-year increase 
in total slot capacity. Its traffic surged 34 
percent last year, to 2.5 million TEUs.

However, because of the depreciation of 
the U.S. dollar and lower freight rates, the 
company’s revenue rose only 12 percent in 
local currency in 2002, to 2.5 billion euros 
($2.6 billion).

“In 2002, we have seen freight rates so 
ridiculous that they barely paid for variable 
costs,” said Farid Salem, group chief ex-
ecutive of CMA CGM.

Jacques Saade said 2002, “has not really 
been favorable for shipping lines,” refer-
ring to heavy losses suffered by certain 
carriers.

By contrast, Saade said 2003 has had “an 
excellent start” for carriers, with rates 
strengthening and a tightening of capacity. 
Capacity “will be insufficient during 2003,” 
he predicted.

Investments. CMA CGM’s growth 
means spending big money on investments.

The company has recently acquired 
MacAndrews, the British shortsea shipping 
line. The French shipowner believes the 
increasing size of containerships will gen-
erate extra demand for shortsea services.

Jacques Saade said North African gov-
ernments have postponed plans to privatize 
their state shipping lines. CMA CGM had 
expressed an interest in acquiring them.

CMA CGM has 16 new containerships 
on order for 2003-2005.

In an unusual move, the company said it 
is planning to issue a high-yield bond for 
150 million euros ($156 million) to finan-
cial institutions. The proceeds will finance 
part of its planned 800-million-euro ($830 
million) investment plans over 2003-2005, 
and pay back some “onerous” bank debts, 
the company said. Several of CMA CGM’s 
banks told the carrier it has reached their 
maximum lending amounts, and suggested 
a bond private placement as alternative 
financing.

Privately owned CMA CGM said it is no 
longer considering an initial public offering 
on the stock exchange.

Moody’s Investors Services assigned a

(P)B1 credit rating to CMA CGM’s pro-
posed bond issue — effectively treating it 
as a speculative bond. It also assigned a 
rating of Ba2 to CMA CGM as a company.

In a formal rating announcement, 
Moody’s said the Ba2 rating supports the 
carrier’s “strong position” as a large con-
tainer shipping company, its “solid market 
position” on key shipping lanes and its 
“profitable niche market strategy.” Moody ’ s

LONDON
Evergreen and Hapag-Lloyd have joined 

the rapidly expanding club of shipowners 
who will operate very large containerships 
of about 8,000-TEU capacities.

In May, Taiwan’s Evergreen Line said it 
would charter eight 8,000-TEU 
containerships under a long-term lease with 
a German owner.

In April, Hapag-Lloyd ordered three ships 
of about 8,000 TEUs from the Hyundai 
shipyard, for delivery in 2005 and 2006.

With these developments, Evergreen and 
Hapag-Lloyd join OOCL, P&O Nedlloyd, 
China Shipping, Mediterranean Shipping 
Co., CMA CGM, Maersk Sealand and the 
non-operating owners Conti Reederei, 
Seaspan, Nordcapital and Claus-Peter Offen 
in the group of shipowners or ship operators 
who will operate ships of 7,400 TEUs or 
more, either directly, or under charter con-
tracts. Some of the orders placed by the 
non-operating owners were for a charter

noted that CMA CGM has a track record of 
solid organic growth, having increased rev-
enues from 1.5 billion euros to 2.5 billion 
euros ($2.6 billion) between 1999 and 2002.

However, Moody’s said the carrier has a 
high debts leverage, with total pro-forma 
debt of 913 million euro ($951 million) at 
the end of2002. The future unsecured bonds 
will be subordinated behind existing se-
cured debt. ■

contract with some of these container ship-
ping lines.

Some of the very large vessels have al-
ready been delivered, while others will not 
be sailing until 2005.

In April, OOCL christenedits first 8,063- 
TEU-type vessel, one of largest 
containerships afloat. The OOCL Shenzhen 
was named at Koji Island, Korea. The “SX- 
class” vessel is the largest container vessel 
ever built by Samsung Heavy Industries.

“By enhancing our fleet, we can remain 
competitive and provide efficient services 
to our customers at greater economies of 
scale,” said T.R. Chang, chief executive 
officer of OOCL.

The new OOCL ship is 323 meters long, 
42.8 meters wide, and has a maximum draft 
of 14.52 meters (48 feet). It has a dead-
weight of 100,000 tons, and can sail at 25.2 
knots fully loaded.

OOCL said the ship also has “the largest 
declared capacity of the world,” at 8,063

Industry converges on 8,000-TEU ships
Evergreen, Hapag-Lloyd latest carriers to order 
8,000-TEU mega-container ships.

OOCL christened its first 8,000-TEU ship, the OOCL Shenzhen, in April.
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A worthy label
Outspoken FMC official s waning days at the agency 

are a time to reflect and look ahead.

B y  C h r i s  G i l l i s

TEUs. However, its dimensions are smaller 
than those of the Axel Maersk, a new 
containership delivered to Maersk Sealand 
earlier this year. The Maersk ship, offi-
cially rated as having a 6,600 TEUs capac-
ity by the carrier, is 352 meters long and has 
a deadweight of 105,750 tons.

Comparing the capacity intake of the 
largest containerships isn’t easy because 
shipping lines use different measurements 
of capacity. However, available data sug-
gests all but one of the new 8,000-TEU- 
type containerships will be 17 containers 
wide on deck and have a maximum draft of 
14.5 meters (48 feet). The exception ap-
pears to be Maersk’s Axel Maersk, which 
has a maximum draft of 15 meters (49 feet).

The draft dimensions of ships are critical 
to ports, because many could face addi-
tional dredging and infrastructure costs to 
accommodate the largest ships.

Maersk Sealand, a forerunner in the op-
eration of very large ships, launched its first 
14.5-meter-draft (48 feet) “R-class” vessel 
in 1996.

OOCL has two 8,000-TEU “SX-class” 
ships scheduled for delivery this year, in-
cluding the OOCL Shenzhen. It has also 
ordered four ships of the same size for 
delivery during 2004 and a further two for 
delivery in 2005.

After delivery, the OOCL Shenzhen will 
operate in the China Europe Express joint 
service of the Grand Alliance, of which 
OOCL is a member.

Maximum Size. The multiple orders for 
8,000-TEU-type vessels settles the debate 
about the maximum size for large box ships, 
at least for now. Ship designs are also 
restricted by technical limitations, because 
larger containerships would require two 
engines and add costs.

CMA CGM and Mediterranean Ship-
ping Co. will launch in 2004 a joint transpa-
cific service with five new ships of about
8,000 TEUs under construction.

Vessels of 7,400 to 8,100 TEUs have 
become common dimensions for the largest 
containerships ordered by container ship-
ping lines and non-operating owners.

“The first vessel delivery is expected at 
the end of 2005,” a spokesman for Ever-
green said, referring to its future 8,000- 
TEU vessels.

The contract for Evergreen’s ships is still 
being negotiated between Evergreen and an 
unnamed German company. Evergreen said 
it would not release further information 
until arrangements have been finalized. 
Conti Reederei, a German non-operating 
owner that has ordered 8,000-TEU vessels, 
is believed to be the future provider of 
Evergreen’s ships. ■

Del Won doesn’t like to be labeled.
During a speech to the Wash-

ington-based Maritime Adminis-
trative Bar Association in October 1994, 
Won declared that if it weren’t for the 
shippers there would be no carriers. That 
simple, but common sense statement marked 
him the so-called “shipper’s commissioner” 
for the next eight years of his administra-
tion at the U.S. Federal Maritime Commis-
sion.

“I never considered myself in the way 
that I have been perceived,” Won said in a 
recent interview about his time at the agency. 
“I simply wanted to portray a balanced 
approach.”

The title, while not detrimental, amuses 
Won in the sense that he began his career in 
the private sector working for a carrier. “It 
was my perspective in the carrier business 
that we were there to serve the shipper.”

If there were a lasting impression that 
Won wants to leave at the FMC it would 
have to be his fair-minded approach to 
evaluating maritime issues, a not-so-easy 
feat in any federal agency.

“It’s important for a commissioner to 
keep an open mind and listen more than 
talk,” Won said. “Decisions shouldn’t be 
made in a vacuum.”

That doesn’t mean Won’s afraid to take 
a stand. He drew pointed conclusions in his 
1998 fact-finding investigation of the peak- 
season rate increases by liner carriers in the 
transpacific, which garnered support for an 
emerging lobby that called for the repeal of 
antitrust immunity for liner carriers after 
the passage of the Ocean Shipping Reform 
Act.

“I have observed behaviors in the indus-
try that I don’t necessarily agree with, such 
as antitrust immunity, where the carriers 
have the ability to discuss business aspects 
other industries wouldn’t be able to dis-
cuss,” Won said. “Just because it’s legal 
doesn’t make it right.”

Won’s fact-finding investigation in-
volved the subpoena of tens of thousands of 
documents for review. “With accusations 
of illegal commercial behavior, you’re not 
on the first day going to find a trail of bread

“The tendency fo r  any 
industry that’s heavily 
regulated is to become 
complacent There’s 
no sense o f  urgency 

to compete.”

Del W on
commissioner,
U.S. Federal Maritime 
Commission

crumbs leading to the smoking gun,” he 
said.

He was disappointed about the lack of 
shipper testimony during the fact-finding, 
due to what he perceived was a “real fear” 
of liner carrier retaliation.

However, the biggest setback in what 
appeared to be an open-and-shut report that 
Shipping Act violations did occur was the 
commission’s vote not to proceed with cor-
rective action.

“Clearly I would have preferred the vote 
to go the other way,” Won said. “But I have 
to respect the process.”

68 AMERICAN SHIPPER: JUNE 2003



TRANSPORT /  OCEAN

Won’s findings, however, could not be 
ignored by the FMC or the shipping indus-
try. “1 believe my fact finding gave the 
commission at least a deeper understanding 
of what led to the allegations in the first 
place,” he said.

OSRA Heartburn. Unlike deregulation 
of other transportation modes in the United 
States, namely airlines, truckers and rail-
roads, in the past 20 years, ocean transport 
was only partially deregulated under OSRA.

The liner carriers won the ability to de-
velop confidential service contracts with 
shippers, but retained antitrust immunity, a 
privilege that dates back to the 1916 Ship-
ping Act. On the other hand, OSRA ex-
cluded non-vessel-operating common 
carriers from creating confidential service 
contracts with their customers, and kept the 
requirement for these firms to maintain 
tariffs with the FMC.

Before the Flouse Judiciary Committee 
on March 22, 2000, Won told lawmakers 
that while he was not “totally comfortable” 
with the complete abolishment of liner car-
rier antitrust immunity, he supported the 
need “for reform with an eye towards lim-
iting its use” — a view he still holds today.

Attempts to repeal antitrust immunity in 
the post-OSRA environment have gener-
ally come up short, and Congress has been 
lukewarm to the notion of revising the young 
legislation. Another antitrust immunity re-
form effort by the industry is once again 
underway.

Meanwhile, Won believes liner carriers 
have made a “sincere effort” to shift to 
OSRA, noting their extensive use of confi-
dential service contracts with shippers.

“The tendency for any industry that’s 
heavily regulated is to become complacent. 
There’s no sense of urgency to compete,” 
Won said. “I think the carriers have been 
struggling a little to learn how to conduct 
business under OSRA.”

One of Won’s last initiatives may be to 
vote on the findings of FMC Commissioner 
Joseph Brennan’s investigation into the 
service contracting practices of the Trans-
pacific Stabilization Agreement carriers in 
2002-2003, as requested by the National 
Customs Brokers and Forwarders Associa-
tion of America and International Associa-
tion of NVOCCs.

Hawaiian Origins. Won, 49, was bom
and raised in Hawaii. He earned his under-
graduate degree in engineering from the 
University of Hawaii, followed by a master’s 
degree in business administration from the 
same university.

From 1977to 1990, Won worked first for 
Hawaiian Tug & Barge Co. as a market

analyst, and then for Young Brothers Ltd. 
as director of planning and regulatory af-
fairs. The companies were sister subsidiar-
ies of what is now an inter-island 
tug-and-barge company, Young Brothers, 
that has exclusive rights to moving freight 
between the Hawaiian islands.

Won also served a brief stint with Hawaii 
Pacific Industries, a joint venture to build a 
coal-handling facility. He was vice presi-
dent of the operation.

From 1990 to 1994, Won served as a 
member of the Hawaii State Land Use Com-
mission, an unpaid position with high pub-
lic visibility. In 1993, Wonbecameaprivate 
consultant with clients who had interests in 
and outside of Hawaii.

He then engaged in Hawaiian politics. In 
1994, through his relationship with Hawaii’s 
Democratic governor John Waihee, Won 
was nominated to the FMC by President 
Clinton in 1994. Won, once the Senate 
approved his nomination, was appointed to 
a five-year term, started in 1992 by former 
Commissioner Frank Ivancie.

Won’s first term with the FMC expired 
in 1997, and Clinton re-nominated him for 
another five-year term, expiring in 2002. 
Won, however, can stay on at the commis-
sion until the Senate approves his replace-
ment.

Looking Ahead. In early April, the Bush 
administration forwarded its nomination of 
A. Paul Anderson for FMC commissioner 
to the Senate for approval. If approved, 
Anderson would replace Won and serve a 
term at the agency expiring June 30,2007.

Anderson is vice president for govern-
ment relations at JM Family Enterprises. 
He previously served as director of corpo-
rate affairs and assistant to the president of 
Hvide Marine in Fort Lauderdale, Fla. 
Anderson also served as press secretary to 
former Congressman Connie Mack and as 
special assistant to former U.S. Sen. Paula 
Hawkins.

The other members of the five-person 
commission are Chairman Steven R. Blust, 
and Commissioners Joseph Brennan, Harold 
J. Creel Jr., and Rebecca Dye.

Won will step down from the commis-
sion either after the Senate approves 
Anderson’s nomination, or if an enticing 
job offer comes up. He’s studying his op-
tions.

Won said he wouldn’t mind staying in 
the Washington area, but doesn’t believe 
his next place of employment must be within 
the shipping industry.

“I would be interested in any organiza-
tion that’s serious about changing its cul-
ture or the way it does business,” Won said. 
“That’s what I am looking for.” ■

AMC picks 
up Gaughan

WASHINGTON
The American Maritime Congress 

has appointed John A. Gaughan to vice 
president of government affairs.

Washington-based AMC is an edu-
cational and research group represent-
ing U.S.-flag 
vessel operating 
companies in the 
international and 
domestic trades 
that have collec-
tive bargaining 
agreements with 
the Marine Engi-
neers’ Beneficial Gaughan 
Association, a U.S. maritime union.

Prior to joining AMC, he served five 
years as president of U.S.-flag vessel 
operator First American Bulk Corp. in 
Washington. F ABC is owned by MEB A, 
but operates at “arms length” from the 
union and its pension fund (October 
2002 American Shipper, pages 86-88).

He also served more than 25 years in 
the federal government focusing on 
maritime issues. This included stints 
with the Coast Guard, Federal Maritime 
Commission and Maritime Adminis-
tration, and at various posts within the 
Reagan and first Bush administrations.

Gaughan believes his experiences in 
both the public and private sectors will 
give him a strong hand at representing 
U.S.-flag vessel interests. He plans to 
spend the first several months meeting 
with the AMC member companies.

He wants to raise the U.S.-flag vessel 
operators’ presence in Washington and 
with the public.

“I think there’s a very positive story 
to tell about the U.S.-flag maritime in-
dustry,” he said. “So many times we talk 
about this industry in abstract ways and 
don’t get it down to a tangible level.”

He will also become involved with 
advocating the reauthorization of the 
Maritime Security Program, which ex-
pires on Sept. 30, 2005. MSP provides 
47 military-useful container and roll-
on/roll-off U.S.-flag vessels to the U.S. 
government in times of war or national 
emergency. The House Armed Services 
Committee started to reviewMSP’spro- 
posed reauthorization last year. More 
hearings are expected later this year.

Gaughan will report to Gloria 
Cataneo Tosi, president of AMC. ■
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Getting railroad loans on track
$3.5-billion program fails to meet potential. Small 
railroads get first crack fo r infrastructure needs.

B y  E r i c  K u l i s c h

Money is finally beginning to 
trickle out of a F ederal Railroad 
Administration loan program 

designed to help railroads finance capital 
investments.

Program managers helped clear some 
bureaucratic debris clogging an aid pipe-
line especially critical for short line rail-
roads, according to government and industry 
officials.

In April the Arkansas & Missouri Rail-
road became only the second private rail-
road approved for a loan since the Railroad 
Rehabilitation and Improvement Financ-
ing Program (RRIF) was established in 
1998 to provide low-interest loans and loan 
guarantees for railroad projects. The A&M 
Railroad received an $11-million loan to 
upgrade 50 to 60 miles of track so it can 
handle the new generation, 286,000-pound 
rail cars, said Mark Bonnell, vice president 
of marketing.

The Federal Railroad Administration has 
only approved one other loan — $2 million 
in September for the Mount Hood Railroad 
in northwestern Oregon — excluding a 
$ 100-million loan to government-owned 
Amtrak.

“The opportunity cost of having virtually 
blown five entire years is huge in terms of 
what could have been done with infrastruc-
ture” for railroads, an aide on the House 
Transportation and Infrastructure Commit-
tee said.

Members of Congress and some railroad 
industry officials complain that few RRIF 
loans have been approved because the Fed-
eral Railroad Administration took too long 
to develop regulations for issuing loans, 
and created overly restrictive regulatory 
requirements that made it difficult to qualify.

“Basically the government is a lender of 
last resort, but at the same time railroads 
had to show they were in a position to repay 
the loan. So they are in a Catch-22 situation 
because how can you show an ability to 
repay the loan if you are getting it from a 
lender of last resort?” asked Association of 
American Railroads spokesman Tom White.

So far no Class I railroad has applied for 
a loan or guarantee, White said.

“Every day we delay this 
rehabilitation, is a day we 

ge t into a deeper and  
deeper hole. The shippers 
move to other alternatives 
and the cost o f  unusable 

and inefficient track 
increases our costs.

Our time fram e  
fo r  solutions can no longer 

be m easured in years.”

R ichard  T im m ons
president,
American Short Line 
& Regional Railroad 
Association

“Every day we delay this needed reha-
bilitation, is a day we get into a deeper and 
deeper hole,” Richard Timmons, president 
of the American Short Line and Regional 
Railroad Association (ASLRRA), said in 
opening remarks at a RRIF workshop late 
last year. “The shippers move to other alter-
natives and the cost of unusable and ineffi-
cient track increases our costs. Our time 
frame for solutions can no longer be mea-
sured in years.”

Growing Pains. Rail agency officials 
publicly and privately acknowledge they 
had problems setting up the RRIF Program, 
and that the extensive documentation re-
quired has been a disincentive to prospec-
tive railroad and local government 
applicants.

“The first few out of the box are always 
the slowest because we are all feeling our 
way,” chief counsel Mark Lindsey testified 
two years ago.

In December “we had a workshop for 
prospective applicants because there had

been some legitimate concerns that the pro-
gram was very complicated,” rail agency 
spokesman W arren Flatau said. “The hurdles 
are not insignificant.”

However, officials say the agency is close 
to finalizing several other loans that would 
pave the way for other applicants. A total of 
$107 million has been dispersed from the 
$ 115 million in loan commitments so far. A 
couple of applications had to be restruc-
tured or withdrawn after acquisitions 
changed the financial status of the compa-
nies, the officials said.

Flatau and other agency staff contend 
that many of the high loan thresholds were 
statutorily mandated by Congress, and are a 
normal part of complex transactions in the 
financial world. Railroads, and others used 
to receiving direct grants to rehab light 
density rail lines under previous programs 
initially misunderstood how the RRIF Pro-
gram worked, they say.

“There was an expectation there that 
didn’t recognize that it was no longer a 
grant program, but a loan program where 
you have to demonstrate repayability,” an 
official familiar with the program said.

Delays are also to be expected when 
several entities — maybe a short line rail, a 
rail authority and a state government — 
have to negotiate the best way to structure 
an application, factoring in that rail authori-
ties generally can’t take on debt, agency 
officials said.

Other factors affecting the program, 
Flatau said, include the small staff-size 
supporting the program, and confusion 
among railroads about how to use the loans. 
But, he added, the rail agency is making a 
concerted effort to promote the program 
with the help of the ASLRRA. In addition 
to educational outreach, railroad adminis-
trators offer pre-application meetings to 
walk prospective participants through the 
application process, explain available re-
sources andprovide an estimated credit risk 
payment.

“The Federal Railroad Administration is 
interested in making the program work,” 
said Steve Sullivan, ASLRRA executive 
director. “They had no idea that this was 
going to be such a regulatory burden.”

In an effort to improve the process, the 
agency sought expertise from the Depart-
ment of Transportation’s Volpe National 
Transportation Systems Center, brought in 
a railroad finance expert, and has consid-
ered a plan to review similar loans in batches 
rather than on a first come, first serve basis, 
Sullivan said.

Congress authorized up to $3.5 billion 
for the RRIF program, $ 1 billion of which 
is reserved for small railroad projects, in 
the Transportation Equity Act for the 21st
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Financing helps short lines connect
The Arkansas & Missouri loan is an 

example of how the Railroad Rehabilita-
tion and Improvement Financing Pro-
gram is supposed to work, although it 
took more than two years for the loan to 
come through.

The short line rail extends 149 miles 
from Monett, Mo., to Fort Smith, Ark., 
and serves 140 freight customers, includ-
ing receivers of grain, steel, lumber, sand, 
brick, frozen food, paper and 
pulp board and liquefied 
petroleum gas. The rail-
road moved46,000 rail 
cars last year, said 
Mark Bonnell, vice 
president of market-
ing. It began opera-
tions in 1986 and 
took control of the 
tracks and other 
property from the 
Burlington Northern 
Santa Fe Railway two 
years ago.

The Arkansas & Missouri will 
use the $11 million loan to replace old 
rail on the southern end of its line, so it 
can interchange heavier rail cars that are 
now an industry standard with the Union 
Pacific Railroad and Kansas City South-
ern Railway, Bonnell said. The railroad 
runs the big cars on the northern portion 
of its line, where it interchanges with the 
Burlington Northern Santa Fe Railway, 
but needs to upgrade the southern stretch 
with stronger steel because it sits at a 3 
percent grade that adds a lot more stress 
to the track, he said.

“This will allow us to bring larger 
loads up, which gives the customer a big 
advantage,” Bonnell said.

Short line railroads, which connect 
rural areas and small towns to the na-
tional railroad system, are lobbying Con-

gress to help fund capital infrastructure 
improvements so they can increase their 
traffic and stay in business. The small 
railroad operators say that without an 
initial shot of federal money, they can’t 
make the investment necessary to make 
up for years of neglect that occurred 
when their lines were the 
underperforming branch lines ofthe Class 
I railroads.

“ Without that connection the 
cost of transportation for 

small shippers will in-
crease, and the cost of 
maintaining local 
roads will skyrocket 
as millions of car-
loads are moved 
from rail to truck,” 
Timmons testified 

before the railroad 
subcommittee. “And 

some of those small 
businesses in those towns 

just won’t be able to afford 
the switch and will simply go out of 

business.”
There are about 550 short lines in the 

United States operating on about 50,000 
miles of track— half the amount of track 
used by Class I railroads. According to 
the National Industrial Transportation 
League, more than 25 percent of freight 
rail carloads originate or terminate on a 
short line or regional railroad. That 
amounts to 10 percent of the nation’s 
total rail tonnage, government statistics 
show.

The Mount Hood Railroad operates a 
22-mile line extending from the City of 
Hood River on the Columbia River to 
Parkdale, Ore. Acquired from the Union 
Pacific Railroad in 1987, the Mount Hood 
provides freight service to fruit growers 
as well as a scenic passenger service.

Century. The multiyear, surface transpor-
tation spending blueprint is designed to 
give states funding certainty and program 
flexibility.

Potential users include ports, intermodal 
transfer companies, rail authorities, state gov-
ernments and related j oint ventures. Funding 
may be used to acquire, establish, improve or 
rehabilitate intermodal and rail equipment 
and facilities, as well as refinance debt in-
curred for those purposes. The goal is to 
make money available for investments that 
commercial banks may not find attractive 
and for smaller railroads that might not nor-

mally be able to qualify for capital loans.
Some shippers last year tried to change 

RRIF guidelines to make themselves eli-
gible for loans as solo applicants. Large 
manufacturers are interested in building 
spurs to another nearby line in order to 
reduce their dependency on a single rail line 
and get more competitive rates.

The Consumers Union for Rail Equity, 
which represents shippers that have no op-
tion but to use a single railroad, succeeded 
in getting an amendment attached to the 
National Defense Rail Act making captive 
shippers eligible for the loans, Robert Szabo,

the group’s executive director and a mem-
ber of Washington law firm VanNess 
Feldman, said. The Association of Ameri-
can Railroads opposed the amendment, ac-
cording to CURE’s Web site. The idea 
foundered in the House Transportation and 
Infrastructure Committee because it would 
have diluted the amount of money available 
to address needs on existing railroads and 
because shippers as a group were consid-
ered in many cases to be in better financial 
shape than the railroads, sources said.

Under the final rules issued in September 
2000, a railroad has to provide a significant 
amount of documentation including state-
ments about its financial condition, pro-
spective uses forthe loan, market conditions, 
a forecast of how the proj ect would increase 
traffic, maintenance certifications and en-
vironmental impact statements. In addition 
the applicant must pay a premium— essen-
tially a security deposit — to cover the 
credit risk assumed by the federal govern-
ment in lieu of a direct appropriation to 
back the payout.

The process can be daunting, especially 
for small railroads that lack huge legal and 
administrative staffs, and are not accus-
tomed to dealing with federal financial as-
sistance requirements. Incomplete 
applications are often held up until the 
railroad can collect and submit additional 
material. Small railroads are allowed out-
side financial advisers, but some of them 
can take months to prepare a financial dos-
sier for the rail agency.

Congressional Concerns. Democrats 
and Republicans on the House Transporta-
tion and Infrastructure railroad subcommit-
tee have repeatedly expressed frustration 
aboutrail agency inaction. Rep. JackQuinn, 
R-New York, the subcommittee chairman, 
complained during an April 2001 hearing, 
that “not a penny of the loan funds has been

R ep. J im  O b ers ta r  
D -M in n .

“You have to trash 
you r own corporate 

credit in order to apply 
fo r  a RRIF  loan ”
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put to actual use to benefit any (rail-related) 
interests.”

In 2001, subcommittee members said the 
rail agency reinterpreted the law and ig-
nored congressional intent in creating oper-
ating rules for RRIF. Among the concerns 
was that applicants 
must provide a loan 
rejection letter from a 
commercial lender to 
get a RRIF loan, in 
effect making the gov-
ernment the lender of 
last resort.

“You have to trash 
your own corporate 
credit in order to apply for a RRIF loan,” the 
House source said. Rep. Jim Oberstar, D- 
Minn., and former congressman Bud 
Shuster, then chairman of the Transporta-
tion and Infrastructure Committee, told 
Transportation Secretary Norman Mineta 
in a letter two years ago that there was no 
legal basis for the lender of last resort re-
quirement.

The rail subcommittee also questioned 
whether the loan requirements were subj ect 
to public notice and comment as a part of 
FRA rulemaking procedures, why loan size 
was limited to no more than 10 percent of 
the annual amount of total annual loan 
disbursements, and if collateral was re-
quired to cover the interest stream as well as 
the principle.

“I don’t think there is a loan in the whole 
Western world that is written on those 
terms,” the House aide said about the collat-
eral terms.

Of further annoyance to many congress-
men is that Amtrak received its loan in a 
matter of weeks, did not have to provide a 
credit risk deposit and received more money 
than allowed under the 10-percent rule.

But rail agency officials counter that

‘7 am com m itted to m aking  
any statutory changes 
necessary to help our 

railroads take advantage 
o f  this program

R ep. J a c k  Q uinn, R -N .Y .

they are just trying to ensure there is ac-
countability for use of public funds. They 
say that developing tools to calculate the 
credit risk premium, by which the law al-
lows recipients rather than the government 
to subsidize the financial assistance, was a 
complicated process that took extra time to 
establish.

And, they add, their hands were tied by a 
directive from the Office of Management 
and Budget that required many of the credit 
policies to ensure the government doesn’t 
compete with the private sector as a sup-
plier of financing. ASRLLA’s Sullivan con-
firmed it took two years to get the Office of 
Management and Budget and the Transpor-
tation Department’s Office of Finance to 
sign off on the program’s credit policies.

Agency officials also dismiss the charge 
that it is difficult for companies to get 
rejection letters from lenders. A 1993 FRA 
study showed that commercial lenders typi-
cally require railroads to repay loans within 
eight years or less. That time frame may not 
be as much of a problem for major railroads 
that have lines of credit, big capital budgets 
and amortize a project over a seven to 10- 
year period. Lenders will give Class I rail-
roads favorable interest rates knowing 
they’ll get their money in a relatively short 
period, Sullivan said. But when small rail-

roads make a capital investment they are 
looking for a life expectancy of 15 to 30 
years, and lenders don’t want to wait that 
long for their payback.

Applicants so far “have gone to banks 
they regularly deal with and have asked 
whether funds were available on a 25-year 
basis at anything close to an interest rate 
like the (5 percent) Treasury rate, and their 
financiers have told them that it is not and 
are happy to give a letter saying that they are 
not about to do that,” Lindsey testified in 
2001.

Nonetheless, Quinn continued to put pres-
sure on the rail agency in March, saying: “I 
am committed to making any statutory 
changes necessary to help our railroads 
take advantage of this program.”

Railroads are pushing legislation that 
would expand the RRIF program, ease eli-
gibility and collateral requirements, elimi-
nate executive branch limits on loan amounts 
and require the Federal Railroad Adminis-
tration to publish its methodology for ana-
lyzing loans. Short lines are also exploring 
whether the credit risk premium can be paid 
from another federal source, or if the amount 
required could be reduced, Sullivan said.

The chairman of the House Transporta-
tion and Infrastructure Committee, Don 
Young, R-Alaska, is expected to soon rein-
troduce the Railroad 
Infrastructure Devel-
opment and Expan-
sion Act for the 21st 
Century (RIDE-21), 
the primary vehicle to 
modify the RRIF pro-
gram and increase its 
funding authority.
Similar corrections 
were included in a Senate rail bill last year. 
Young initially introduced RIDE-21 in Sep-
tember 2001, but partisan disagreements 
over labor issues unrelated to RRIF held the 
bill up, according to the House staff person.

The bill would increase money available 
through the RRIF program to $35 million 
and raise the amount dedicated to short line 
railroads to $7 billion, the amount the 
ASLRRA estimates short lines will need to 
install heavy duty track.

Railroad funding levels will be set dur-
ing TEA-21 reauthorization this congres-
sional session. Railroads also seek tax 
incentives for infrastructure investment, 
expanding eligibility of freight rail proj ects 
for grade crossing, pollution reduction, 
border regions and high priority corridor 
programs. Young is also expected to rein-
troduce a bill pushed by short lines for 
about $1 billion in direct grants for infra-
structure improvements over a three-year 
period, the aide said. ■
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Barging in?
New York-New Jersey port authority finds few  

users fo r new inland distribution network.

B y  R o b e r t  M o t t l e y

The transit of a single container 
moved by tug and barge up the 
Hudson River was the inauspicious 

start of the Port Authority of New York and 
New Jersey’s new Port Inland Distribution 
Network (PIDN).

The plan, launched in 2001 calls for the 
transshipment of containers by barge to 
smaller regional ports (June 2001 Ameri-
can Shipper, page 73), which calls for the 
transshipment of containers by barge to 
smaller regional ports.

While these are early days for the inland 
distribution network, the meager use thus 
far of the port authority’s New York/Al- 
bany barge service has taken its planners by 
surprise.

“There’s been a tremendous amount of 
work to get us where we are. We thought we 
had a plan and all of the ingredients, includ-
ing financial support that didn’t require 
high volumes,” said William E. Ellis, gen-
eral manager of capital projects for the port 
authority.

“There was a model going into it that 
maybe we have to rethink,’ ’ said Peter Zantal, 
the port authority’s general manager of stra-
tegic analysis and industry relations. “At one 
time, ocean carriers were complaining about 
what they should do with their empty con-
tainers. They gave a clear impression they 
wanted to move empties out of the port. Now, 
they want their empties around.”

Both Ellis and Zantal agree that, as a 
concept, the PIDN remains practical.

The plan originally identified an inner 
ring of three possible feeder ports: Albany, 
via the Hudson River; New Haven and 
Bridgeport, Conn., and QuonsetDavisville, 
North Kingston, R.I.

After two years, only the Albany run is a 
reality.

Negotiations described as serious and 
extensive are progressing with authorities 
in New Haven and Bridgeport. In Rhode 
Island, state politics have turned against 
Quonset Davisville, instead favoring the 
Port of Providence, where the Port Author-
ity of New Y ork and New Jersey has begun 
preliminary talks.

‘Faith Not Shaken.’ The PIDN origi-
nally targeted a 14-state region within a

R ichard  M .
Larrabee

director of port 
commerce,

Port Authority of 
New York and New 

Jersey

“Our faith is not shaken. We 
believe that transshipment 

containers by barge is viable 
once you get the right mix 
o f  business, and convince 

enough people to use 
the service. We’re asking 

propsective users 
to take a risk.”

400-mile radius of the ports of New York 
andNew Jersey. Almost all cargo delivered 
in that region moves by truck.

Since about 40 percent of containers go-
ing through the port of New Y ork and New 
Jersey stays within 75 miles of the port, the 
PIDN focused on an outer zone of 150 to 
400 miles as being the most opportune 
range for shipping containers by barge — 
since travel over a considerable distance is 
necessary to overcome the economic edge 
of trucks.

“Our faith is not shaken. We believe that 
transshipping containers by barge is viable 
once you get the right mix of business, and 
convince enough people to use the service,” 
said Richard M. Larrabee, director of port 
commerce for the port authority. “We’re 
asking prospective users to take a risk.”

Larrabee noted that the port authority’s 
ExpressRail service started a decade ago 
with only 27,000 lifts a year and is now 
handling 230,000 lifts annually.

Steve Coleman, a port authority spokes-
man, said ocean carriers pay a tonnage 
assessment of $ 130 per container to send a

container out of the port by truck. If that 
same container moves by barge, the ton-
nage assessment is $25 a box.

“People are already moving freight to 
upstate New York, Montreal, western Mas-
sachusetts, and Vermont,” said Tom 
Delaney senior vice president of Columbia 
Coastal Transport LLC, which operates 
barges used for the project (August 2001 
American Shipper, page 67). “We’re ask-
ing them, ‘let’s take 
the first 150-mile leg 
of that journey by wa-
ter.’

“Depending on 
where you sit, this may 
look like something 
new, but we’re not re-
inventing the wheel 
here,” Delaney said. Delaney 

“Connecticut used to have feeder service 
by barge years ago. It went away, but seems 
to be resurrecting itself as an alternative to 
road congestion,” he said.

As for Columbia Coastal’s new weekly 
service, “our barge is loaded during the day. 
We sail at night, and we’re up in Albany the 
next morning. Transit time on the water is 
15 hours. We have it set up to go twice a 
week to Albany,” Delaney said.

“We’re trying to capture the hinterlands 
freight, so the cost of transportation really 
depends on where the container is going,” 
he said. “As a ballpark figure, we should be 
at least 10 percent cheaper than total land- 
based transportation costs.”

Bill Jenkins, owner and chief executive 
officer of Albany Tile, the first user of 
PIDN, said “I’m frankly delighted with the 
barge service.”

Albany Tile used the tug-and-barge ser-
vice to handle two containers -  one a week 
— of ceramic tile from Spain. “There have 
been no hitches at this end,” he said. “We 
intend to use the service to ship our next 
three containers, one a week.”

Columbia Coastal’s barge, the Columbia 
Miami, picks up containers at Berth 88 at 
the APM Terminal. The $2 million, 250- 
feet-by-80-feet, flat-decked barge has a ca-
pacity of450 containers. Moran Towing & 
Transportation Co. moves the barge be-
tween New York and Albany.

The Port of Albany secured funds from 
the New York State Department of Trans-
portation to underwrite the barge trips to 
Albany. Columbia Coastal has a contract 
with the Port of Albany to provide its ser-
vice for two years.

“The port pays us for actual use of the 
barge each round trip, but we’re not reim-
bursed for on-going maintenance and in-
surance for the equipment we’re using,” 
Delaney said. “We pay Moran, and are
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reimbursed by the Port of Albany for the 
cost of Moran towing the barge back and 
forth.”

Columbia Coastal, which has 12 barges 
in other commercial service, doesn’t view 
the Albany barge as a set-aside. “We have 
adjusted our entire system to make that 
barge available for the Albany service,” 
Delaney said.

Delaney said his company plans to stick 
by the terms of its agreement with the Port 
of Albany.

“Our willingness to sail with one con-
tainer two weeks in a row shows how deter-
mined we are — and by ‘we’ I mean 
Columbia Coastal, the Port Authority and 
the Port of Albany,” he said. “We’ve told 
people that we were going to run this ser-
vice, and we are going to run it regardless of

L O N D O N

Most of the large independent and car-
rier-affiliated container terminal operators 
in the United States, several port authorities 
and some of the biggest ocean carriers are 
planning to discuss security charges and 
issues within a specially created 
group.

Twenty-five terminal operators 
and carriers have notified the cre-
ation of the Marine T erminal Dis-
cussion Agreement to the U.S.
Federal Maritime Commission.
Its founding members are 16 ma-
rine terminal operators and nine 
carriers (see chart).

Most of the carriers that be-
long to the new group also oper-
ate container terminals in the 
United States.

Goals. Questions related to port 
security issues are still unfolding 
in the United States.

“I believe that the intention of 
the coalition is to attempt to guide 
government policy on port secu-
rity issues,” said Brian Maher, 
chairman and chief executive of-
ficer, Maher Terminals Inc.
Maher is a member of the Marine 
Terminal Discussion Agreement.

The terminal operators and car-
riers of the agreement said they 
would meet, discuss, and “possi-
bly agree” on the costs of port 
security, including rates, charges,
74 AMERICAN SHIPPER: JUNE 2003

the volume.”
When Columbia Coastal started a con-

tainer barge service from Savannah to Mi-
ami, it would have as few as 10 boxes on a 
barge. That trade today comprises up to 
30,000 containers a year, Delaney said.

“In terms of imported containers, we’re 
trying to change the way ocean carriers rout 
their ocean freight inland after the contain-
ers come off a vessel,” he said. “The freight 
is there. We’re just asking them to move it 
a different way.”

One hope for the Albany container trans-
shipments is that terminals in the port of 
New York and New Jersey have another 
summer rush, so the terminals will be look-
ing for other depots for their empty contain-
ers. In that eventuality, the service to Albany 
could win lasting friends. ■

rules, regulations, practices and conditions 
of services provided by ocean carriers and 
terminal operators, they told the FMC.

“The purpose (of this agreement) is to 
allow marine terminal operators and ocean 
carriers to discuss the implications of an-

ticipated seaport security regulations on 
their operations,” said Carol Lambos, attor-
ney at New York-based law firm Lambos & 
Junge. The law firm works for the ocean 
carriers of the Marine Terminal Discussion 
Agreement.

The agreement members hope to help 
minimize potential redundant port security 
regulations and costs.

In the notification of their agreement to 
the FMC, the carriers and terminal opera-
tors said they want the authority to:

•  Conduct joint meetings.
•  Hold discussions, including discus-

sions and negotiations with government 
agencies.

•  Obtain, compile and exchange records, 
statistics, studies, data and other documents.

•  Enter into understandings and agree-
ments with respect to port security.

The carriers and terminal operators said 
potential agreements among them would 
not be binding. Any new agreement “shall 
be binding only upon those parties that 
individually subscribe to the new under-
standing or agreement,” the group’s law-
yers told the FMC.

Lambos said she does not expect the 
agreement to lead to a j oint tariff on security 
charges.

Until now, terminal operators have ab-
sorbed the extra security costs, but several 
have warned that these costs will have to be 

passed on to users. The federal 
grants provided to enhance secu-
rity in ports have been criticized 
for falling short of the actual costs 
borne by port authorities and port 
operators.

Classes Of Members. The
Marine Terminal Discussion 
Agreement has two classes of 
members: ocean common carri-
ers and marine terminal opera-
tors.

The carrier members will se-
lect the chairman of the agree-
ment, who will preside all 
meetings of the group. The termi-
nal operators will select the sec-
retary of the group, who will be 
responsible for administrative 
tasks.

Section 4 (b) of the U. S. Ocean 
Shipping Reform Act of 1998 al-
lows agreements between one or 
more marine terminal operators 
and one or more ocean common 
carriers that “discuss, fix, or regu-
late rates or other conditions of 
service” or “engage in exclusive, 
preferential, or cooperative work-
ing arrangements.” ■

Marine Terminal Discussion 
Agreement members

Marine terminal operator members
Cooper/T. Smith Stevedoring Co. Inc., Mobile, Ala. 

Eagle Marine Services Ltd., Oakland 
Global Terminal & Container Services Inc., Jersey City, N.J.

Husky Terminal & Stevedoring, Inc., Tacoma, Wash. 
International Transportation Service Inc., Long Beach, Calif. 

Maersk Pacific Ltd., o f Los Angeles 
Maher Terminals Inc., o f Berkley Heights, N.J.

Marine Terminals Corp., Oakland 
Maryland Port Administration, Baltimore 

P&O Ports North America Inc., Iselin, N.J.
South Carolina State Ports Authority. Charleston, S.C. 

Stevedoring Services of America Inc., Seattle 
Trans Bay Container Terminal Inc., Oakland 

TraPac Terminals, W ilm ington, Calif.
Universal Maritime Service Corp., Charlotte, N.C. 

Virginia International Terminals. Norfolk, Va.

Carriers members
APL

COSCO Americas Inc.
Evergreen Marine Corp.
Hanjin Shipping Co. Ltd.

Maersk Sealand 
MOL (America) Inc.

NYK (North America) Inc.
Yang Ming Transport Corp.

Zim-American Israeli Shipping Co. Inc.

Port security group formed
Group o f 25 marine terminal operators and carriers 
to discuss port security issues and charges.



Not what insurers sought
Halm Industries International Co. of the Netherlands in 

June 2000 hired GeoLogistics Americas Inc. to arrange to 
transport a prototype 7,000-pound envelope printing press 
from an industry trade show in Germany back to New York. 
Halm, which had used GeoLogistics for at least 25 prior 
shipments, provided a pro forma invoice for the printing 
press for customs clearance, showing a value of $600,000.

GeoLogistics subsequently issued an air waybill for four 
crates, the largest holding the press itself. According to 
court papers, the waybill listed GeoLogistics (Holland) as 
the forwarder, Halm Holland as the principal, and Halm 
U.S. as the consignee, and reflected shipment from the 
Amsterdam airport through Brussels to JFK airport in New 
York. Boxes labeled “declared value for carriage” and 
“declared value for customs” were marked NVD for “no 
value declared,” and NCV for “no customs value.”

After the shipment, GeoLogistics also issued Halm a 
sales invoice for $2,276.68. The invoice listed Halm 
Holland as the shipper, Halm U.S. as the consignee, and 
DHL Airways as the carrier. As for insured value, the 
invoice listed “not insured” with GeoLogistics.

After Halm’s printing press arrived at JFK Airport on 
June 16, 2000, GeoLogistics hired Art Messenger and 
Delivery Service to pick up the machine from DHL’s 
facility at JFK and deliver it to Halm’s designated receiver, 
Shadow Transportation, in Huntington Station, N.Y. The 
arrangement was made with a phone call to Art Messenger, 
which later sent an invoice to GeoLogistics that contained 
no terms and conditions, or limitation of liability.

A driver for Art Messenger signed for the shipment, 
which was loaded onto his truck by DHL personnel. After 
Art Messenger delivered the four crates to Shadow, person-
nel from Shadow allegedly wrapped the largest crate with 
chains and used a forklift to bring it down from the truck. 
Luca Williams, Shadow’s vice president, noticed the crate 
was “no longer a perfect square,” and had been “roughly 
handled at some point.” In addition, the “tip and tell,” a 
device filled with ink and attached to the side of the crate to 
record a subsequent tilt or fall, was blue. Williams called 
Hahm, which sent inspectors within an hour.

When uncrated, the printing press was found to be 
“smashed,” according to court papers. The machine, a 
total loss except for salvage value, had been insured as a 
prototype. One insurer, ABN AMRO Verzekeringen B V, 
paid Halm Holland $478,341. Another insurer, the Hart-
ford Fire Insurance Co., paid Halm U.S. $170,000.

The two insurers, ABN and Hartford, subsequently 
sued GeoLogistics and Art Messenger in federal court in 
New York to recover the $648,341 they hadpaid in claims 
for the damaged prototype.

U.S. District Judge D.J. Chin wrote in his ruling that “a 
freight forwarder like GeoLogistics — an arranging for-
warder who never actually handles the goods — is little 
more than a ‘travel agent’ that is not liable to a shipper for 
anything that occurs to the goods being shipped. There is a 
well-settled legal distinction between forwarders and carri-
ers. The former merely arrange for transport, the latter do 
the ‘heavy lifting. ’ Unless there is proof that its selection of 
carriers was negligent, the freight forwarder is not liable.”

Although Art Messenger was authorized to truck inter-
state in New York, Connecticut, Massachusetts and Rhode 
Island, the company was not, in June 2000, authorized for 
intrastate trucking within the state of New York.

Chin “rejected out of hand” the plaintiffs’ argument 
“that Art Messenger’s failure to properly maintain a

permit for intrastate trucking renders the GeoLogistics 
contract unenforceable for ‘illegality.’ The remedy for 
Art Messenger’s failure ... resides with state regulatory 
authorities, who may penalize Art Messenger by assess-
ing fines. A court should not affix the additional sanction 
of rendering a private contract void.”

However damage to the printing press occurred, it 
“was, at worst, the result of ordinary negligence,” Chin 
wrote. The insurers “have not come forward with any 
credible evidence from which a reasonable jury could 
find that the machine was damaged by recklessness or 
affirmative wrongdoing.” Merely “transporting the print-
ing press in a general merchandise truck not equipped for 
heavy machinery and not tied down falls far short of what 
a reasonable jury would require for such a finding.”

GeoLogistics’ contract with Halm “contained a limi-
tation of liability term... as GeoLogistics did not declare 
a higher value or pay a higher rate, the limitation shall be 
enforced,” Chin said.

The court ruled that any liability of GeoLogistics or Art 
Messenger would be limited to $50, as stipulated in the 
standard “terms and conditions of service” listed on the 
reverse of the sales invoice GeoLogistics issued to Halm.

“Halm was no ‘stranger’ to the contract between 
GeoLogistics and Art Messenger,” Chin determined. 
“GeoLogistics, pursuant to its agreement with Halm, 
engaged Art Messenger, and thereby bound Halm to the 
terms of its contract with Art Messenger.”
[ABN AMRO Verzekeringen BV and Hartford Fire In-
surance Co. v. GeoLogistics Americas Inc. and Alfred 
James d/b/a Art Messenger and Delivery Service; U.S. 
District Court, Southern District o f New York; Docket 
numbers: 01 Civ. 5661 and 02 Civ. 1238 (consolidated). 
Date o f ruling: March 31]

Arbitration under time-charter
Cargill Ferrous International and Western Bulk Carri-

ers K/S entered into a voyage charter to transport Cargill’s 
steel coils from Ventspils, Latvia, to New Orleans. The 
voyage charter contained a mandatory arbitration clause. 
Western provided the Sea Phoenix, which it had time- j 
chartered. Serene Sky Shipping, Inc. actually owned the 
vessel, which COSCO (Singapore) Pte. Ltd. operated 
(Court papers referred to Serene and COSCO collec-
tively as “Serene”). When the Sea Phoenix arrived in 
New Orleans, Cargill discovered that fresh water had 
rusted the steel coils.

Cargill sued Western and Serene in a federal district 
court, which pursuant to the voyage charter, referred 
Cargill’s claims against Western to arbitration. How-
ever, the district court ruled that Cargill’s claims against 
Serene, the shipowner, were not subject to arbitration, 
and ordered Serene to pay Cargill $57,182. Serene sub-
sequently appealed.

The U.S. Court of Appeals for the Fifth Circuit noted, 
“it is clear that Serene is not gaming the system by 
seeking a win at trial, and in the case of a loss, anticipat-
ing a second bite at the apple through arbitration. Rather, 
Serene has preferred arbitration since the time Cargill 
filed its complaint.” The appellate panel, one of three ) 
judges dissenting, reversed the lower court’s denial of 
Serene’s motion for arbitration, and vacated the lower 
court’s financial judgment.
[Cargill Ferrous International v. Sea Phoenix, etc., et |  
al.; U.S. Court o f Appeals, Fifth Circuit; Docket no. 01- 1 
31193; Date o f ruling: April 9]
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Logistics

APL Logistics
Thomas Poulsen has stepped down as 

vice president in charge of Europe. He has 
been replaced by Daniel C. Ryan, based in 
London.

Ryan was president of the Middle East 
region of the liner shipping carrier APL, a 
sister company of APL Logistics. He has 
held executive positions in the logistics 
area, and has worked in the United States, 
the Middle East and Asia.

BestTransport
The provider of online transportation ex-

ecution systems has appointed Mark D. 
Shary president and chief operating officer. 

Shary was president of Bostech Corp.
In addition, J. Vincent Ciroli, chief ex-

ecutive officer, will also serve as chairman 
of the Columbus, Ohio-based company.

Log-Net Inc.
John Painter has been named senior di-

rector, sales, for the provider of Web-based 
supply chain execution services.

Painter was Log-Net’s director of sales. 
Jason Evanchik succeeds Painter as di-

rector of sales. Evanchik was manager of 
business development.

Meridian IQ
Steve Mulloy has been named vice presi-

dent, transportation services, and Mike 
Forbes as vice president, operations, solu-
tions management, for the transportation 
management services provider and subsid-
iary of Yellow Corp.

Mulloy was director of Yellow ‘s Ex-
press Service Center. Forbes worked for 
Transportation.com.

SembCorp Logistics
Charles Chan has joined the Singapore- 

based logistics group as its deputy presi-
dent and chief operating officer.

Chan was general manager of DHL Inter-
national (S) Pte. Ltd. Previously, Chan was 
with Singapore Technologies, now a fully 
owned subsidiary of SembCorp Logistics.

SembCorp Logistics is a major share-
holder in Kuehne & Nagel, with whom it 
has cooperative agreements.

Forwarding

Consolidators International
Michael Castro has joined the Los Ange-

les-based freight wholesaler as vice presi-
dent of operations.

Castro has spent more than 20 years in the 
air-cargo industry, most recently as export 
manager for Phoenix International Freight 
Services. He also managed exports for for-
warders Fritz Cos., Concordia International 
Forwarders and Amerford International.

D.J. Powers Co. Inc.
The Savannah, Ga.-based customs bro-

ker and freight forwarder has named H. Roy 
Austin chief financial officer.

Austin joined D.J. Powers in February 
2002, serving as corporate controller. Prior 
to joining the company, he served as con-
troller of Savannah Manufacturing. He re-
tired from Eastman Chemical Co. in 1999 
after 29 years with the company.

Phoenix Int’l Freight Services
Valerie Jansson has been appointed to 

the newly created position of director of 
European business development, based in 
London.

Jansson was director of global business 
development for Danzas-AEI and worked 
extensively throughout Europe.

Phoenix, based in Chicago, recently ac-
quired U.K.-based Derwent Freight Ser-
vices.

Integrators

Atlas Air Worldwide Holdings Inc.
Ron Lane has been named chief marketing 

officer for the company’s operating subsid-
iaries Atlas Air Cargo and Polar Air Cargo.

Lane takes over as senior vice president 
of marketing and commercial strategy. He 
replaces Stanley Wraight, who left Atlas in 
March as part of a management shakeup at

the financially troubled airline.
Lane had been Polar Air’s chief marketing 

officer since 2000 and previously worked for 
27 years at Evergreen International Airlines, 
most recently as vice chairman.

Pilot Air Freight
The Lima, Pa.-based transportation and 

logistics services provider has promoted 
Michael Miller to vice president of infor-
mation systems and Joseph Bucci to direc-
tor of national customer service.

Miller was director of information sys-
tems, where he oversaw Pilot’s Web devel-
opment and application tools for the Web. 
He joined the company in 1989.

Bucci, formerly manager of national cus-
tomer service, joined Pilot in 1999.

United Airlines
Former AT A airline chief John Tague has 

joined the airline in the newly created posi-
tion of executive vice president-customer. 
Among his areas of responsibility will be 
worldwide alliances, marketing and cargo.

Tague was president of AT A Holdings 
Inc., parent company of the lOth-largest 
passenger airline, formerly known as Ameri-
can Trans Air.

He serves on the board of logistics com-
pany Pacer International.

Maritime

Gorthon Lines
Olav Rakkenes and Hakan Larsson have 

j oined the board of directors of the Swedish 
shipping company specialized in the trans-
portation of forest products.

Rakkenes, a former president and chief 
executive officer of Atlantic Container Line, 
has been appointed deputy chairman. Larsson, 
the former chief executive officer of Schenker 
AG, has been elected chairman of the Swed-
ish stock-market-listed company.

Larsson succeeds Tuve Johannesson, who 
has been chairman of Gorthon Lines since 
2001.

Matson Navigation
Ronald J. Forest has been promoted from 

head of operations to senior vice president 
of the company.

Forest previously held the positions of
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area manager ofNorthem and Southern Cali-
fornia and president and chief executive of-
ficer of Matson Intermodal System Inc.

Forest’s career also included eight years 
with APL and nine years with United States 
Lines.

Mitsui O.S.K. Lines
Tokinao Hojo, Hiroyuki Sato and 

Akimitsu Ashida have been promoted to 
deputy presidents of the group. They were 
senior managing directors.

Two former deputy presidents — Kazuo 
Sato and Seiji Nakamura — will retire from 
the seniormanagement ofthe Japanese group. 
In line with tradition at major Japanese ship-
ping companies, they will then become presi-
dents of subsidiary companies of the group. 
Sato will be president of Shosen Mitsui Ferry 
Co. Ltd. and Nakamura will be president of 
Shosen Mitsui Ferry Co. Ltd.

Osamu Suzuki, general manager of the 
liner division, has been promoted to execu-
tive officer.

Joji “George” Hayashi remains deputy 
president of the MOL group, chief execu-
tive officer of MOL (America) Inc. and

chairman of MOL (Europe) B.V.
Richard “Dick” Craig has been named to 

the newly created position of vice president 
of yield management for MOL (America) 
Inc.

Craig joins MOL after 22 years with 
American President Lines, where he served 
most recently as vice president of yield 
management and analysis. During his ten-
ure with APL, he held positions in the 
logistics, alliance development and yield 
management areas in Oakland, Calif., as 
well as Hong Kong and Singapore.

He reports to Toshiya Konishi, executive 
vice president and chief operating officer of 
MOL (America) Inc.’s trade management 
group.

Wallenius Lines Holding
Doug Tipton has been named vice presi-

dent of business planning for the company, 
which operates U.S.-flag vessel operator 
American Roll-On Roll-Off Carrier; De-
fense Department auto handler American 
Auto Logistics; and American Logistics 
Network, a logistics systems developer.

T ipton was president and chief executive

officer for American Port Services. Previ-
ously, he was president and CEO at Contship 
Lines in North America. He has also held 
management positions at Mitsui OSK, 
Maersk, and Sea-Land Service.

Inland

Yellow Corp.
The holding company and parent of Yel-

low Transportation has appointed Phil 
Gaines vice president-corporate controller 
and chief accounting officer.

Gaines was vice president, financial plan-
ning and analysis, for Yellow Transporta-
tion.

Yellow Corp. is based in Overland Park, 
Kan.

Ports

The Port of Long Beach
Steven B. Rubin has been named manag-

ing director of finance and administration, 
a newly created position.

Rubin was assistant director in the office 
of finance for the City of Los Angeles.

Service Announcements
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Transatlantic lines to raise eastbound rates
The Trans-Atlantic Conference Agreement said its member 

carriers plan to increase their eastbound tariff rates on July 1 and 
again on Oct. 1.

“The current low level of TACA east- 
bound tariff rates remains unsustainable rela-
tive to the quality of service levels provided to 
meet the needs of the trade,” the conference 
said.

The two-part tariff changes include identi-
cal increases in July and October. Each time, the planned increases 
are $160 per 20-foot container or $200 per 40-foot/45-foot con-
tainer for shipments from or via Atlantic and Gulf coast ports; and 
$240 per 20-foot container or $300 per 40-foot/45-foot container 
for shipments from or via U.S. West Coast ports.

TACA carriers are Atlantic Container Line, Hapag-Lloyd, Maersk 
Sealand, Mediterranean Shipping Co. NYK Line, Orient Overseas 
Container Line and P&O Nedlloyd.

The United States South Europe Conference said it would 
increase eastbound general tariff rates by $ 160 for 20-foot dry van 
and temperature-controlled container, and $200 per 40-foot or 45- 
foot dry van and temperature-controlled container.

USSEC members are A.P. Moller-Maersk Sealand, Hapag Lloyd 
Container Linie GmbH, and P&O Nedlloyd Ltd.

ments of cherries, grapes, prunes, plums and stone fruit. The new 
rates are voluntary and subject to individual contract negotiations.

The carrier group said the increases are aimed at more fully 
covering handling costs and assuring container equipment avail-
ability for these high-end perishable crops.

For the period June 1-Dec. 31, WTSA member carriers have 
recommended minimum guideline tariff rates for stone fruit in the 
amounts of$3,450per 40-foot container to North Asia, and $3,750 
per 40-foot to ports in China and South Asia.

For the same period, they adopted recommendations on minimum 
rates for grapes, prunes and plums of $3,250 per 40-foot box to North 
Asia and $3,550 per 40-foot container to China and South Asia. For 
cherries, the minimum rates are $5,600 per 40-foot container to North 
Asia and $5,900 per 40-footer to China and South Asia.

All recommended minimum rates are exclusive of applicable 
destination terminal handling, bunker fuel charges, Alameda Cor-
ridor charges and documentation fees.

“Rates have reached a point where it is difficult for carriers to 
commit costly refrigerated and temperature-controlled equipment 
to the Pacific, where there is relatively low refrigerated cargo 
demand on the return sailing from Asia, while routing to other 
trades is more profitable,” the carrier group said in a statement.

WTSA carriers are APL, China Shipping Group, COSCO Con-
tainer Lines, Evergreen Marine Corp., Hanjin Shipping, Hapag- 
Lloyd, Hyundai Merchant Marine, “K” Line, MOL, NYK, Orient 
Overseas Container Line, P&O Nedlloyd and Yang Ming.

In March, WTSA lines also reaffirmed a plan to increase 
westbound rates from the U.S. to Asia for refrigerated beef, pork 
and poultry, effective July 1.

Maersk Sealand amends Pacific services
Maersk Sealand is reshuffling several of its weekly services in 

the transpacific trade, following the recent start of its “TP8” Asia/

WTSA lines to raise U.S.-to-Asia fruit rates
Shipping lines of the Westbound Transpa-

cific Stabilization Agreement plan to raise 
westbound rates on shipments of summer 
fruit, saying rates have fallen in recent years 
and do not cover their costs.

The group ’ s 14 shipping lines have adopted 
“guideline minimum freight rates” for ship-
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U.S. West Coast link.
The “TP3” service will no longer call at U.S. West Coast ports, 

but it will start calls at Shanghai and Yantian. The former TP3 
westbound calls to Los Angeles and Oakland will be picked up in 
late June by the “TP7” transpacific service, which previously 
called only at Asian and U.S. East Coast ports. In addition, calls 
at Oakland are also being included on the “TP5” Asia/U.S. West 
Coast service.

The “TP3” service uses nine ships of around 4,500 TEUs and 
will have a revised port rotation of Kobe; Shanghai; Yantian; 
Hong Kong; Kaohsiung; Yokohama; Balboa; Manzanillo, Panama; 
Miami; Charleston; Norfolk; New York; Miami; Manzanillo, 
Panama; Balboa; Manzanillo, Mexico; Yokohama; Kobe; Shang-
hai; Yantian; Hong Kong and Kaohsiung.

The revised “TP5” port rotation is Oakland; Los Angeles; 
Kwangyang; Shanghai; Ningbo; Hong Kong; Yantian; Singapore; 
Tanjung Pelepas; Colombo; Jebel Ali; Nhava Sheva; Colombo; 
Tanjung Pelepas; Laem Chabang, Hong Kong; Yantian; 
Yokohama; Oakland and Los Angeles.

The new rotation for the “TP7” link is Yokohama; Kobe; Hong 
Kong; Yantian; Kwangyang; Manzanillo, Mexico; Manzanillo, 
Panama; Miami; Savannah; Charleston; Manzanillo, Panama; 
Balboa; Los Angeles; Oakland; Yokohama; Kobe; Hong Kong; 
Yantian and Kwangyang.

Details of the transit times for all Maersk Sealand transpacific 
services are available now on ComPairData, the global liner- 
shipping database at http://www.compairdata.com.

FedEx Freight starts Pacific ocean service
FedEx Freight has started ocean and ground service from Asia 

to nearly any U.S. destination through the company’s zip-code-
based FedEx Trade Networks Ocean-Ground Distribution ser-
vice.

FedEx Freight, the regional less-than-truckload operations of 
FedEx Corp., operates its ocean services in conjunctions with 
FedEx Trade Networks and FedEx Ground.

FedEx Trade Networks prepares the freight containers in Asia, 
and manages the ocean portion of the service, in addition to 
customs clearance and document preparation. FedEx Freight and 
FedEx Ground handle the inland distribution once shipments 
cleared at U.S. container freight stations in gateway cities.

FedEx Freight said the service helps shippers reduce inventory 
cycle time with fast overall transit times and fewer processes than 
traditional ocean services from Asia.

Cargo moving through this new ocean transport service may be 
tracked from origin to destination through a FedEx secure web 
site.

New World reinstates peak-season service
New World Alliance carriers MOL, APL and Hyundai Mer-

chant Marine will resume their joint PSV transpacific service for 
the peak season.

“We are going to restore this service for the summer season ... 
probably at the end of June or in early July,” a senior MOL 
executive told American Shipper.

The PSV transpacific weekly container service, which em-
ployed five ships of about 4,400-TEU capacities, was suspended 
last December for the slack season.

Other carriers that had suspended transpacific services since the 
slack season — the Grand Alliance and Maersk Sealand — have 
since reinstated these services.

New Asia/U.S. East Coast link starts
Lloyd Triestino and Zim Israel Navigation Co. have started a 

joint Asia/Caribbean/U.S. East Coast service.
The joint AUX service has a rotation of Shanghai, Ningbo,
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Pusan, Colon (Panama), Kingston (Jamaica), Port Everglades, 
Savannah, Norfolk, Kingston, Colon and Shanghai again.

The transit times of the Lloyd Triestino/Zim and of all other 
transpacific liner services are posted on ComPairData, the global 
liner-shipping database at www.compairschedules.com.

Wan Hai ends slot-charter with Maersk Sealand
Wan Hai Lines, the Taiwanese intra-Asia and transpacific 

carrier, has stopped taking slots on the “TP5” and “TP6” Asia/U.S. 
West Coast services of Maersk Sealand.

The slot-charter agreement expired at the end of April.
Wan Hai has recently increased the capacity of its own “China 

Trans-Pacific Service.” In February, it introduced three vessels of 
2,250 to 2,550 TEUs in its Asia/U.S. West Coast service, replacing 
smaller ships of 1,660-TEU capacity.

CP Ships adds CanMar to Asia/Canada link
CP Ships is adding Canada Maritime as a third brand name of 

the group active in the transpacific trade, besides Lykes Lines and 
TMM Lines.

Canada Maritime, until now exclusively a transatlantic opera-
tor, entered the transpacific trade by taking slots on the “Asia 
Canada Sprint” weekly container service of Lykes and TMM, 
effective mid-May.

The service, launched earlier this year with five ships of about 
1,900 TEUs, calls at Vancouver, British Columbia; Anchorage, 
Alaska; Tokyo; Shanghai; Qingdao; Busan; Vancouver and An-
chorage.

Through an internal arrangement within CP Ships, Canada 
Maritime now takes slots at Vancouver on Lykes Lines’ weekly 
service.

Canada Maritime uses CP Railway to provide rail services 
between Vancouver, the interior of Canada and the U.S. Midwest. 
CP Ships said Canada Maritime is running a Vancouver intermodal 
gateway in the transpacific similar to the Montreal gateway used 
for its Atlantic operations.

The CP Ships group has added activities in the transpacific 
trade, but it recently stopped its money-losing Asia/Europe slot 
charter operations. CP Ships has a relatively small market share in 
the transpacific trade.

Med Shipping adds Med/U.S. service
Mediterranean Shipping Co. has added a dedicated weekly 

Mediterranean/North Atlantic service.
At the same time, the Swiss carrier is 

reshuffling ports and capacity on its two 
existing transatlantic services.

MSC pointed out “strike disruption in 
Spanish ports and labor shortages in the port 
of Le Havre” as the reasons behind the move. 

The new “Mediterranean Ports North At-
lantic” service operates with five ships of 1,200 TEUs and calls at 
Valencia; Naples; La Spezia; Boston; New York; Baltimore; 
Charleston, S.C.; Savannah, Ga.; and Freeport, Bahamas.

The existing “North Europe Ports North Atlantic” service will 
no longer serve the Mediterranean ports of Valencia, Naples and 
La Spezia, but will resume calls at Bremerhaven.

Splitting the former U.S./North Europe/Mediterranean service 
into separate northern European and Mediterranean loops means 
the addition of about three ships in the transatlantic trade by 
Mediterranean Shipping.

To minimize any capacity increase, MSC said it is replacing its 
two largest ships on the “South Atlantic” service with smaller 
vessels taken out ofthe “North Atlantic” service. It is expected the 
“North Atlantic” loop will then operate with four ships, instead of 
six when it also covered Mediterranean ports.

http://www.compairdata.com
http://www.compairschedules.com


According to ComPairData, the global liner-shipping database, 
the introduction of the separate new service brings an estimated 
increase of about 16,000 TEUs in annual one-way capacity to the 
transatlantic market.

The additional capacity follows reports that westbound shippers 
and forwarders are struggling to get sufficient capacity on U.S.- 
bound transatlantic ships.

CaroTrans adds South Africa service
CaroTrans International has started weekly less-than- 

containerload and full-containerload cargo services from Charles- 
m  .rj j || ton, S.C., to South Africa’s ports of Cape
H  Town, Durban and Johannesburg.
■ The Union, N.J.-based non-vessel-oper- 

ating common carrier uses this service to 
WSfJs consolidate cargo from Atlanta. Charlotte,

I I  Houston, Memphis, Miami, Nashville, New
H  W m S S i Orleans and Savannah as its South Atlantic
and Gulf hub to South Africa.

“Using this routing, our transit times from Charleston are 17 
days to Cape Town, 19 days to Durban, and 24 days to 
Johannesburg, significantly shorter than a New York-based ser-
vice and brining South Africa closer to our shippers,” said Michael 
Forkenbrock, vice president of sales in the United States for 
CaroTrans.

World Groupage Services serves as CaroTrans agent in South 
Africa.

CaroTrans also continues to offer the Port ofNew York/New 
Jersey as the gateway for cargo from the West Coast, Pacific 
Northwest and Midwest.

LanEcuador begins U.S. operations
LanEcuador will offer daily service between both Miami Inter-

national Airport and New York’s JFK International Airport to 
Ecuador’s Quito and Guayaquil airports.

The Ecuadorian airline, which recently received approval to 
enter the United States from the U.S. Transportation Department, 
will operate a fleet of new Boeing 767-300s.

LanEcuador’s president Xavier Rivera said his passenger airline 
will also cater to air-cargo shippers.

New destinations, such as Santiago, Chile; Buenos Aires, Ar-
gentina; and Madrid, Spain may be added by the airline in the near 
future.

Sea Star partners on Virgin Islands service
Sea Star Line has entered into a partnership with Priority Ro-Ro 

to offer weekly fixed-day service to the U.S. Virgin Islands.
The service will use Priority Ro-Ro’s vessel Inzernieris 

Neciporenko, a 414-foot roll-on/roll-off ship capable of handling 
all sizes and types of containers, trailers, vehicles, rolling and 
heavy construction machinery.

Fixed-day arrivals in the Virgin Islands will be St. Thomas on 
Monday nights and St. Croix on Tuesday mornings.

Besides the Virgin Islands, Sea Star also offers services from 
North America to Puerto Rico and the Dominican Republic.

UPS adds guaranteed heavyweight service
United Parcel Service Inc.’s airline division said it has begun 

offering freight forwarders a priority option for time sensitive, 
heavyweight shipments.

The premium service from UPS Airlines 
includes priority handling and booking of 
freight rather than processing it on a first- 
come. first-served basis. Forwarders can use 
the existing cargo product, to be called UPS 
Air Cargo Reserved, for shipments with more 

flexible delivery requirements.
UPS officials said the program includes a money-back guaran-

tee if a shipment is late by more than a couple of hours. The refund 
would cover the difference between Priority and Reserved rates.

Don Herbert, UPS Airlines vice president of cargo, emphasized 
the service is only for forwarders. “It would impact our neutrality 
in the industry if it was offered directly to the shipper,” he said.

I n t e r n e t  I n d e x  
o f  A d v e r t is e r s

Check out these locations on the World Wide Web

American Shipper www.AmericanShipper.com 
ComPairData www.compairdata.com

A.N. Deringer www.anderinger.com 
Americas Systems LLC www.AmericaSys.com 
Atlantic Container Line www.ACLcargo.com 

Canaveral Port Authority www.portcanaveral.org 
Cast www.cast.com 

China Ocean Shipping Co. www.cosco-usa.com 
CMA CGM www.cma-cgm.com 

Columbia Coastal Transport 
www.columbia-coastal.com 

Contship Containerlines www.contship.com 
Council of Logistics Management w w w.clm l org

E.J. Brooks www.ejbrooks.com 
Econocaribe Consolidators www.econocaribe.com 

Evergreen America Corp. 
www.evergreen-america.com 

Global Automotive Logistics 2003 
www.globalautologistics.com 

Hyster Co. www.hysterusa.com 
Intermarine www.intermarineusa.com 
Lloyd Triestino www.lloydtriestino.it 

Maersk Sealand www.maersksealand.dk 
Maher Terminals www.maherterminals.com 

Mediterranean Shipping Co. USA Inc.
www.mscgva.ch 

P&O Nedlloyd (USA) www.ponl.com 
Port Everglades Authority 

www.co.broward.fl.us/port.htm  
Port of Portland www.portofportlandor.com 

Safmarine www.safmarine.com 
South Carolina State Ports Authority 

www.port-of-charleston.com/scspa 
Sullivan University www.sullivan.edu 

United Shipping www.unitedshipping.com 
Wallenius Wilhelmsen Lines www.2wglobal.com 
Washington Consular Services www.wcss.com 

Waterman Steamship Corp. 
www.waterman-steamship.com

Lykes adds Florida/Caribbean link
Lykes Lines has started a weekly Florida/Caribbean service, 

with a port rotation of Port Everglades, Rio 
Haina, Dominican Republic; San Juan, Puerto 
Rico; Cartagena, Colombia; Puerto Barrios, 
Guatemala; and Port Everglades.

The “Central Caribbean” service from 
Florida to ports in the Caribbean, Central 
America and Colombia complements the 

carrier’s existing U.S. Gulf/Mexico/Caribbean service.
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No opt-out clause
The U.S. Federal Maritime Commission is facing a key decision on how to deal with alleged 

discriminatory practices of ocean carriers against non-vessel-operating common carriers.
Following an in-depth fact-finding investigation by commissioner Joseph E. Brennan, the 

agency now has all the facts in front of it concerning anticompetitive behavior by transpacific 
carriers in the 2002-2003 shipping season.

The investigation’s report has not been published, but it is understood to have unearthed 
facts that corroborate NVOCCs’ allegations of discrimination by transpacific ocean carriers 
last year. The 14 ocean carriers of the Transpacific Stabilization Agreement have been given 
the right to reply to the allegations made by NVOCCs.

Provided the report does contain this evidence of malpractices, the competition watchdog 
should act now, and send the signal that market-fixing and discrimination are not tolerated 
in international shipping.

The severity of the allegations — including the imposition of “substantially” higher rates 
for NVOCCs than for direct shippers, regardless of their freight volumes, and the refusal of 
ocean carriers to negotiate with NVOCCs until after they had signed with direct shippers — 
highlighted criticisms of harmful and highly anticompetitive practices.

The FMC has been perceived as pro-carrier by intermediaries, not least when the agency 
concluded a 1998 fact-finding investigation into transpacific carrier malpractices by doing 
virtually nothing. At the time, the FMC found evidence of malpractices related to carriers 
unilaterally opting out of contracts with shippers and refusing to carry shipments at service 
contract rates. But the FMC then entered into a settlement with the transpacific eastbound 
conference for the payment of a symbolic amount of $55,000.

NVOCCs are entitled to freedom to negotiate with ocean carriers without the joint 
imposition by carriers of discriminatory practices that single out intermediaries as a class of 
less desirable shippers.

The entire industry will be watching whether the FMC is prepared to follow through with 
effective action, and not bury another complex fact-finding report.

For the FMC, there is no opt-out clause.
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