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I. INTRODUCTION 

The transfer of technology to the Soviet Union and 

the Eastern bloc countries has been under review by this Sub-

committee since early 1974. 

On June 11, 1974, Senator He nry N. Jackson, Subcommittee 

Chairman, introduced an amen~~ent to the Defense Procurement 

Bill to assure that adequate weight was given to national 

security requirements in the complex~rocess of assessing and 
'-

approving export licenses to the Soviet Union and Eastern 

bloc countries. 

On July 19, 1974, this Subcommittee held an executive 

hearing on the inadequacy of existing U.S. export controls on 

the shipment of la\, enforcement equipment to the Soviet Union 

and the Eastern bloc countries that could be used to tighte~ 

totalitarian control over minorities and dissenting intellectuals. 

The same day Secretary of Commerce Frederick B. Dent appeared 

before the Subcommittee to testify concerning this matter. 

His office announced a new policy of requiring validated 

export licenses on all shipments to the Soviets and Eastern 

bloc countries of any instruments and equipment useful in 

crime control and detection . 

• 
In May 1975, Senator Jackson directed the Subcommittee 

staff to b egin a review of the transfer of techno l ogy involving 

Maritime matters to t he Soviets. Among the issues discussed 

in this staff study was the December 1974 decision by the United 

Sta tes Government to permit the sale to the Sovie ts of a unique 

ship design that was developed in the United States and subsidized 

at great expense by the &~erican taxpayer. The United States 

fail ed to share in the proceeds of the sale. This technology 

transfer will further enhance the ability of the Soviets to 

outdistance the United States in Maritime matters. The Soviet 
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merchant marine, during the period 1946 to 1974 moved from 

23rd to 6th place on the list of the major merchant fleets of 

the world. In contrast, the United States went from first 

eighth place over the same comparable period.!! 

!/ Soviet Ocean Activities: A Preliminary Survey, 
U.S. Senate Commerce Committee r eport, April 30 , 1975, p. 1. 

- 2 - • 



The Subccmnittee' s Jurisdiction 

On March 1, 1974, the 93rd COngress, 2nd Session, adopted 

Senate Resolution 269, which authorized the Senate Permanent Sub-

committee on Investigations of the Committee on Government Operations, 

to investigate the .efficiency, econany of operations of all branches 

and functions of the Government with reference to the national security 

aspects of the transfer of technology to the Soviet Union and Eastern 

EurOpe . .!! Also, under this resolution the ~ttee is charged with 

the authority to investigate the efficiency , econany of operations 

of all branches of the Government including mismanagement and other 

improper practices. This Subccmnittee authority was extended to the 

94th COngress by S. Res. 111, adopted March 17, 1975. 

1/ (6) The efficiency and econany of operations of all branches and 
runctions of the Government with particular reference to: 

(A) The effectiveness of present national se=ity methods, 
staffing, and pr=esses as tested against the requirements 
mip:>sed by the rapidly rrounting canplexity of national 
security problems: 

(B) The capacity of present national security, staffing, 
methods, and pr=esses to make full use of the Nation' s 
resources of knowledge, talents and skills: 

(C) The adequacy of present intergovernmental relationships 
bet~ the united States and international organizations 
principally concerned with national security of which the 
United States is a member: and 

(D) Legislative and other proposals to improve these 
methods , processes and relationships. 
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The Sa:lpe and Purpose of the Staff Study 

On ~l:J.rch 17 , 1975, officials of Lykes Brothers Steamship COIlPany, 

/ Inc ., of Ne"1 Or13ans , Louisiana , isssued a pres s statement 

annoW1cing they had reached an agreement with the Soviet Ministry of 

Merchant Marine to suppl y the necessary pl ans and specifications in 

order for a Finnish shipbuilding company to build two W1iquely designed 

barge ships for the 'Soviets to be delivered during 1978-79. 

The Lykes press statement said "Menbers of the Soviet delegation 

inspected the Lykes SEABEE System during the call of the ships a t North 

European ports in 1974, and were highly impressed with the perfonnance 

of the ships , and particularly the 2 ,000 ton submersible , hydraulic , 

stern elevator which loads or discharges two l oaded barges simultaneously. 

After evaluating other barge handling ships , the Soviet Ministry of 

Merchant Marine selected the Lykes Seabee System as having the capacity 

and flexibility they desired in meeting the requirements for merchant 
,I 

vessels of this c l ass. 

The press statement further indicated the U. S. Department of 

Canmerce had issued a permit for the export of U.s. technical data 

"following a review of the permit application by the U.S. Department 

of Defense and other g0vernr.:.ent azencias ." 

In 11ay 1975 , the Chairaan Sem.t::>r J ackson directed the Subco!l.nd.ttee 

staff '~'J -Ijr.c (i'JG,l:"l.: -.11.' :. .: '.,; -0' ~·.1~,:::.fqr .... r +p."h~ol ~r L L ' .. 1 ___ V .. "~"" ~1 05..; :..0 ... ;1:; 

SOviets, 

It ~;.s e3ta'.)lishad during the early stages of this st"lff inV'3stigation 

that the Soviet Union had compl eted in Decenber 1974 an agreEment , 

under a license arrangement, to pay Lykes Brothers in excess of 

$1 million to obtain the necessary drawings and specifications to 

build t= SEABEE type barge ships . The agreement also provided Lykes 

Brothers =uld be further compensated if the soviets used the same 

drawings and specifications to build more than the t= ships provided 

for in the original agreement. 
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VTith respect to th~se drauings and specificati:ms which >Tere 

nade a'Tailable to the Soviets, staff inquiry established t!1at the 

U. S . Govern:1Ient had earlier lila de a su,bstantial fimmcial contribution 

to their develop:aent u:lder our Haritille Au;:rinistration (ilA.R!Ul) construction 

differential subsidY progra.l':I . In fact, a 196/3 l-iAEAD- I;rkes ilrothers 

contract w;"ich producted t hese dra!>:rin-:;s and specifications stated they 

1;ere j:)intq o.med by LYkea Brothers and th~U . S. Governcrent . But 

the U. S . G'JVClrn",en~ did not partici,;~te 'lith Lykes in the proceCl ds of 

the sale. 

One of the ar99.S of staff in1uiry concern3d tho:;: failure of the 

Govern",ent to share pro rata in this cO:1:1:e1'cial sale as to its 

financial contribution to the develop',lent of these plans and 

specific <!tions . 

It "as also alie~ed prior to the Rus sian sala , I;:Tkes Brothers 

in 1973 attertpted b c!lar1:e th9 U. S. :,a''Y twice what the fir .. chargad 

the Soviets for the 5,,::19 draHin;;s and specifications . This occu!'red 

despite t~3 fact. thd U. S . Gov9rw:tent tiaS to ha7e free access to 

the2e dr 3.OTD1Js and sp9cifioatlc' ns by virtue of our substantial cOi'ltribul.ion 

to their de'felop ... ent . 

These specific issu9s plus the policy docision by the U. S. Depart.-.ent 

of Co", ... erce to transfer this teclmolo<;;)' to the Soviets at a till'.e ,,·hen 

thQ Soviets already have a superiority in :'Iaritina ::J at ti9rs v-i s c. 7i s 

the U. S. wor9 exo.r>ined in this Staff Study . 

In probing these various issues, the SubGorill!!ittee !'taff exa,.u.ned 

the records of tho 11ariti,.e Ad1l!i'1istration of the Departl'lert of Cor~;:erce , 

Bureau of East \iest Trade , Office of i'::cport Control, DopartT\9n~ of 

COl1ll.erce , I'lilitarJ Sealigt COllll'land, Depart;lent of the NaV"J and Lykes 

Brothers Stea:;:;hip Co:'raI\Y. 



II. u. S. APPROVES TRANS},;;;? 0;;' TEClt'iCLOGY TO SOVIETS 

LYkes Bros., Request License 

On Nover.>.ber 13, 1974, \"T. J. A~os s, Jr., President of I.Yke3 

Brothers, wrote a lette~ to the Offica of EX;Jort Control, BLlreaLl 

of S:lst-Hest Trads , u. S. Department of Co~--:terce, and r~Quested a 

general license to re-exp::>rt to the USSR specifications, drawings 

and other technical data . The data was to be made available to 

Va1met Og, a Finnish shipbuilding company that would construct 

two Seabee type barge carriers for the Soviets under a license 

fran Lykes. 

DOD and ~lAAAD Approve Sale 

After the Lykes request was r eceived, the Office of Export 

Administration, Department of Commerce solicited the views of the 

Maritime Adminis·tration and the Deparbtlent of Defense to see if 

Both the Maritime Admi.'1istration and the Deparbtlent of 

Defense had no objection to the action. 

Robert J. Blackwell , Assistant Secretary for ~laritime Affairs, 

Department of Ccmnerce, in a letter dated June 24 , 1975, to Mr . Howard 

Feldman, Chief Councel of the Subcorrrnittee, gave the position of HARAD 

concerning this matter. 

Mr. Blackwell said ~lAAAD had made a detennination that it was 

not contrary to the natic.nal i nterest to tra:1sfer this te-:h:101ogy to 

the Soviets . According to ~1r. Blackwell , the barge ship concept 

could easily be copied in sane foun . He said: 

"As barge carriers are now in \,;orld~vide 
service , design details can easily be seen 
in over one hundred ports around the world 



-lhcn t hese ships call :J.7. re::;uln.r i:lter...,::l s . 
• • • Ac.ditions.ll y , design de"t3.ils of various 
b:=tr Je ship desi~!1s 11a'18 ~~peared in th9 
i'oreiJn tecl:'l1ical pre3s for a n:;I;:";)·3r a [' years . 
Ac cardin::;ly J Q3t3.ils of the ba.rs0 system are 
'Hell krio,,;,,"'Tl Horld - -.rl.de . 

T~3se observations by Hr . Blac~aT3 11 seer:t tn run counter to 

the f:lGt the Soviet" t LOLl.:ht the l;)'ke s de51::11 "as sLlfficie:rt.J.y 

unique for t h:,:n to pay :;';1, 000, 000 to obt ain the s;>ecific" tio:w and 

other techni cal data fro~ liYkes so they coul d !'lave cons·tructed 

t {'IO ves sels for their QHn ~ 'Ierchant Narine fl~t . 

CO,"(,terce De?artnar.t Approves License 

On Dece~ber 12, 1974, the Office of P.xport Ad~inistration, 

Department of Co~erce , issued a license to LYkes Brothers to 

transfer to t he Soviets the 6pecific"tbns and drawings a nd 

ot her technical data for a barge carrying ship of t he l<rkes Seabee 

desi gn . 

• • 



III . FINANCIAL DETAILS OF SAL;!; 

Agreel,ent He'l.ched in Decel'tber 197ti 

On Dec9ll\ber ti, 197ti, .{. J. Araoss, Jr., President of ~kes 

Brothers, a.nd 1. Avern, Head, Foreign :!elations Depart:-.ent , USSR 

:·:inj.stry of Nerchant J'larine, signed a.n a;ree",ent that I.Ykes would 

provide the specifications, dra~ngs and technical data to VaL~et 05 

Shipyard in Helsinki, Finland, to ba used to assis·t thel>. in the 

desisn and quoting on the cost bo construct two barge c.:lr!""'".fi;lg 

~/essels for the USSE. 

The agree~ent al£o stated: 

2 . Should the SO'liet COl'po.nies pl .... ce 
an order for Seabea tT,.,e vessels with 
other shipyards, they will not use or 
r.taJce aV'lilable tC.9 license, lmow-ho", 
dra"ings, or other d OCUIAtlfLts i'dithout 
first s e curing l({kes t consent and ltlaking 
pay::nent there for . 

HA.qA!:' Supplie'J Det .,ils . . 

lIo other l~'l r.ti·)n Has ",ade i.'"l tbis agreer.c:nt as t:l the a:'1ount 

of financial comper.sation I.Ykes "uuld receive for this tra.-:s fer 

of technology to the Soviets . However , thiG inforuation was 

supplied to the Sub~o:,,""lit ·tee sta.ff by the U. S . Narith.a Adr:inistration 

,as the bNakdo''''l beleN indicates , Lykos uill rece i'!e a tot"l 

of ~1,007, OOO fvo~ the Soviets for th~ biddin~ plans , specificat i ons 

a:ld t!le transfer of the license to construct tl,O Seal::ee type vessels . 

For the tr;;,nsfe r of the license alone, 4vkes ;rill receive $800, 000 

in dp.ferred p~ents . 



Payment to Lykes Brothers for Seabee Design 

Applicable to sale of original 
bidding plans and specifications 

Reimbursement for out-of pocket 
cost of updating the bidding plans 
and specifications 

Transfer of license to construct 
two Seabee type vessels: 

20% of $800,000 to be paid 
on date of signing of a con­
tract between Finnish shipyard 
and Soviet purchaser 

80% of $400,000 to be paid at 
time of keel laying of first 
vessel 

80% of $400,000 to be paid at 
time of keel laying of second 
vessel 

$250,000 

27,000 

160,000 

320,000 

320,000 

TOTAL $1,007,000 

In addition, Lykes will be compensated 
at specified rates for any consulting 
or technical services that the company 
may render to the Finnish shipyard 
relating to the construction of the 
Seabee type vessels. 
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IV. U. S. PROPERTY INTEP.£ST IN DATA SOLD TO SOVIETS 

Data Developed Under U. S. H!tilAD SubsidJ Progra!ll 

The evidence developed in the staff in1uiry shows tp4t the 

Govern."ent throu;;h the U. S. !'.aritille subsidy progra!ll developed 

the contract plans, specifications and othor tech.'lical data sold 

to the Soviets by Lv~es. As a result of aaking a substantial 

c~ntribution to their develop;nent, the U. S. Government obtained 

a property interest in this ,1;.t.a but did not~s'lare with I;)rkas in 

the ?roceeds of the sale. T:-t·~ facts snrrotL.'"1ding the Governranent's 

failure to ~hare pro rata in the proceeds of the sale is covared 

in a s8.?ar."lte section of t::lis staff study. 

Three Lykes Vessels Constructed ~! General Dynamics 

In 1968 construction began on the three J::arge container carrying 

ships for Lykes under the U.S. Motritime subsidy program. The contract 

plans and specifications that were sold to the Soviets were developed 

during the course of the planning and construction of these three Lykes 

ships. 

The ships were built by General Dynamics at Quincy, Mass. under 

a construction subsidy contract (CDS) MA/MSB-72, between MARA!), Lykes 

and General Dynamics, dated October 31, 1968. 

The three J::arge and container carrying ships, with their patented 

design features, joined the Lykes fleet during 1972-73. These ships now 

regularly serve the trade route between the U.S. Gulf ports and North 

Europe and the United Kingdan. 

Specifications Subsidized under Pre-Gontract Design WOrk 

Prior to the beginning of the construction of the three vessels, 

MARA!) paid a total of $519,168.00 in pre-contract design work to develop 

the contract plans and the necessary specifications which were then sub-

rnitted to the shipyard in order for than to make an offer to construct 

the vessels. 
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W:>rking plans Subsidized Under Construction Differential Subsidy 

In addition to the pre-contract design payments, MARAD paid, as the 

following figures indicate, a total of $57,623,679.20 to General Dynamics 

for the actual construction of the three Lykes vessels under its construction 

differential subsidy program. 

U.S. Construction 
Total Cost Differential Subsidy 

Vessel of Vessel to Shipyard 

5.5. Doctor Lykes $53,610,638.92 $19,233,970.23 (54.02%) 

5.5. Almeria Lykes 35,446,444.89 19,196,156.78 (54.16%) 

5.5. Tillie Lykes 35,440,213.87 19,191,552.19 (54.15%) 

$106,497,297.68 $57,623,679.20 

The "l\Drking plans which are the detailed drawings used in the 

construction phase were subsidized under this contract. 



1968 MARAn Contract Reviewed 

Due to the substantial financial cxmtribution the U. S. 

Government llBde in the developnent of the design plans that were 

sold to the Soviets, a review was llBde of the 1968 contract that 

produced this data.. The contract was examined to see if it spelled 

out each parties respective rights in the ownership of the contract 

plans, specifications and working plans. 

Article 19 (a) of the General Provisions of contract l-lA,/MsB-72 

sets out the rights of Lykes Brothers, M.l\RAD and the contractor 

(General Dynamics) in the technical data developed during the 

course of the planning and construction of the three Lykes Seabee 
y 

Vessels. 

1/ Article 19. Rights of owner and Board in Respect to Engineering and 
Design Data. (a) All design and engineering data furnished to the Con­
tractor by the OWner or the Board shall be the sole property of the 
owner and the Board as their ~terests .ii'ppeao:. All plans, including 
working plans (including reproaucibles) and such other specified design 
and engineering data, required to be furnished to owner by the Plans 
and Specifications, produced by the Contractor in the performance of 
this Contract, shall be the sole property of the owner and the Board 
as their interests appear and the OWner and the Board shall have the 
full right to use the same in such manner as they may deem proper 
including without limitation to the generality of the foregoing, the 
right to llBke reproducibles and copies, the right to publish, or to 
withhold fran publication, and the right to llBke alterations therein, 
additions thereto or other changes. Unless prohibited by provision 
of law relating to the national defense or security, the Contractor 
shall be perrr~tted to retlITTI copies or duplicates of such plans, 
working plans and data thereof for its own office records. The 
Contractor shall have no right to sell or transfer such plans, 
working plans and data, provided, however, the Contractor in the 
development of other ship designs llBy utilize information embodied 
in such plans, working plans and data. With the approval of the 
owner and the Board, the Contractor may use such plans, working 
plans and data for the construction of a ship or ships, subject 
to such payments to the OWner or the Board or both, as llBy be re-
quired by the Board as a condition of such approval. The provisions 
covering the use by the Contractor of design and engineering data 
furnished to the Contractor by the OWner or the Board as produced 
by the Contractor in the performance of the Contract, set out in 
this paragraph (a), shall not include the right to use any patented 
data. 
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Joint ~~3r$hip of Data 

Undsr Article 19(a) the ,;O'fern;1l9nt represe!lted by the Hariti!J'" 

Subsidy Board, U.s I<:rkes Brot'Jer::; have joint mmers:'1ip of the 

technic:ll data. General ~"!1"3.;:tics has only a vc:r:y restricted risht 

to its use. AS Article 19(a) st:tt.es, th'" contract pl'lJ1S, r:pecific3.tion 

and 1Torlr-ing pl:J.l1.3 are "the sale property of the OHmr [r.vkes Brother~" 

I \. is no explv.. ... lati,)n in th;:;: cO~ltract ar: to uhat is !"!.eant by "interests 

appanr. 1f 



V. FAILURS OF T HS U. S. TJ SHAR~ IX Prt.OC_~~D3 OF SAlE TO SOVIETS 

u, S, Sh'lring in Proceeds Based on Equity 

The joint o~mership of the data raises the question why this 

GovaI'I>"l!ent oid n"t participat8 with I.y;ces in the proceeds of the sale, 

It would S3e:>l. IObical that the Govern',";lent sh.;,uld ha'/e shared pro rata 

in the cO:'l:'lercial sale consiste:J.t lTith it.s financial contribution 

to the de7elop:a3~t of the d:3.ta. 

Hr, Dudley J, Clapp, Jr., Gener'll Counsel of the lIilit"ry Sealift 

proper::.y interest iI', the data ~Dld to the Soviets, He said the 

Gover=ent should b..ve shared in the sille. ]J 

i'1r. Clapp made the folloltTing st.atelZent in an interview ~'Titll the 

subcor.lI1'ittee staff on June 16, 1975: 

The G07err.;yent was entitled to s hare in the proceeds 
of sale of any plans, contract specifications or 
tecl1.!1ical data which had been developed with fin3.",cial 
assistanC:9 proyided by the Jov-arn::-I,3nt in tffi forf.t of 
subsidj"" Or' H& .. t1 funds. 

;1r. Clapp ex?la;'ned that in the absence of arr:f cO'lGr'lct 'nl 

jai"lt ,;"nture and that n sale or otk,r disposition of tile 

praduct by one par::.y shollld red.;,unu to the ben'3fit of both. 

:~Ir. Cl:1?p said th,:J.t in su.ch case~ a court Hould i~~?08e 'lpon 

the l'roceetig of sale an 01uitable trust for the be"lefit of all. 

and technic:!l data nace'3sar:r to build the Lyke3 shi.ps vas tha result 

of a joint vaature oet·,f3311 th3 ;}OV3rn~ent an.a r.v-kes. 7he ret.e~'1tio:l. 

Zr. Clapp wyote a letter da~ad 1I'~bri..l.ary 22, 1973 to :'·I;.':_AJ 
se·~t~ing B?2:cific: i:lfol·:f~3.tio~l as -to +·)-13 U. S. G01fernl1.9nts 
p7.\)perty 'r'i;~ht3 i!l this d'1tn wh.ic:h T;r.:l8 later sold to thG 
Soviet3. See p. 0 f -I-,his s~aff st llcly·. 
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){I,RAD policy ?evie;red 

I-Ir. Clap; said th~t l:.is reading of tile construc-sion contract 

witl1 ::rJ-""1eral DJrn~:r: .. ir.3 and hi;] intel:')ratation of the purp::>ses and 

l.lechanic8 of the Nerc:1an"t l':arine Act of 1936 as :;mended strengthened 

his con'riction t.hat the Goyer;""~ent had a proptietary interest in the 

,bta sold t.o t.he Soviet Go'rern:lent. 

Hr. Clapp said in accordance ,rith the l1erchant Marine Act of 

1936, the Go';er:L",en~ subsidizes the construction of ships at all\"unts 

ra'1ging up to 55 percent of the capUnl costs of the ship with 

the owner payi!1g the re::tainder of the costs. AlthOUgh t.he Ql·mer 

recei'les a legal title to tho s:lip free aad clear of &ly lien 

by the Govern:'!!ent for the construction slAbsidy, the Governme;Jt dO'3s 

retain cer~ain subst~Eltial beneficial interests as provided in 

the Act. For exarople, Hr. Clapp said, the ship ",ust be used on a 

specified trade route; if used in tha dO'1lsstic trade, t'>l cuner must 

re~it to the Goverlli~ent a proportionate share of the co~struction 

submicly; the ship T~ay be sold 0'11;)' under cerlain conditions including 

in 50'"e inst"nces lO1ndatory application of the proceeds of sale to 

ne', construction; aHd if requisitioned for title, the re"uistion 

price can be based on the OT..rnar's invest.D',ent in the shig. 

~1A~D Rcguhtions Need Overhaul 

o~ner's free and unfett8red use of the ship or its proceeds are all 

in furtherance of strcl1.gthening the U. S. Herchant £.iarina and 

represent adaquate consideration to the Governr~ent for payment of subsiqy. 

";;'1.at ,-ras not conte:lplated by the Act I:u.d Clot provided for in NAHA.J 

rJ;;ul~tio:1S .,~s the fact that the plans, specifications, ru,j t3ch,.::'cal 

d'lta developed dur.i.ng tha COLlrse of c ol1struction ,';ould have Ii cO!':lIlercial 

.,-alue to interests not in furtherance of the purpose of the Nerchant 

l-:ari:1.e Act such as the sale to a foreign g07ernJlient. In such 

caS9il it would have been reasonoole to fall b'ick on co:ru',:on la,,, principles 
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of eo.uity. ;'l". Clap? poir!tsd OTG tha plans, specifications, and 

d3ta repr8se:1ted pro;;erty interests clscrlJ sepa.rable fract the ship 

itself and, t!!,"'"8fore, s!!ould 1.13.'re been treated ;t3 any oth3r property 

O~rr:'~8d b:{ ::l govarn::l8:"~t~1 agency and Hhich can only be disposed of in 

ancOY'cl1.rlce ~tiith Btur~ut'Jry provisiol1.s pro"ridi~'lg for tha dic::position 

of pro:73rty. 

Zr. Cla?p said. .~ yticle 1) of th~ construGtioa contract iiith 

Gener.'ll Dy-n').:-;lics clearl..-oor indic::ltes that both HARAD a~'1d ~~es beli€;'rad 

that the plans, spe:!lf:1.c;tlDl1s, ;Iud ·tech!:ic.al data Here a valuabla 

interest of I·~\HAJ could only hirle been derived fro£l tID fact t~..a.t it. 

!-Ir. Clnpp furthar exph.ir.,~d th'lt the Lykes ships incorpor;t~od 

. l~' 2.. •• c "J.uU~; ~ unio.ue elevator gyste;~. I:1 vie~r ol 

it 1-r8oS u:lli}~9ly th,-t the ship ~·rould h::;V'3 Le';n built ... ritholi.t a 

subst:1.ntial finc.'1nci~l in\r~stnent by the 'Jnited St~te~3 CovsI'ru"le!1t. In 

a des:::-ee of 

resu.lted i~ invB.'1tiJ:ts 

GC0110:llC and prov., ert-'J ..... rio--'·lr~~3 i.l ·~te )'11ventl' ons d~"e!1dl' - ~ o~ ~11 t 
. ,. '-~.J. ... '. He.'~' v~.3 na ura 

o:...~ t!19 1." :nr el'1+'_; JllS ."' ..... , t."'.~ .,.1-- .,t'1C' ,...,f tL. . • 
'" "" u. _~ .. Vu. ' .... '" I.J .Tlf3 prlo.r ar.oJ. In 30;'18 i~lstanCeS the 
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Hi~ila Hr. Clap? is cle'l.!'ly of the opinbn that th~ data sold. 

to bhe So~.~iet Go\rernm.9nt Has tr~e product of expenditures :uada fr'J:A. 

tha public tre3Su~ and therefore vested a property right in the 

Government, ,;hat is not cl(J,,~' t.o him is the allount of "ihioh the 

:1o'rernllent is entitled nor tl1e b'l)act of tl1e GovsTn."ent· s acquiesence 

in tre transaction upon the sale price especialJy since tha sale 

price presuJ'..'lbly included a rO:1p.lty f8e for the use of tb.e patents 

:>wnad solely b~" Lykes. 1'1 his o;:;i:1io;'"I t119re, is considera':Jle questi<:ln 
- '-, 

as to ;;heti;er ;Q.'1.iIJ) could lega.lJy waive its right to share in the 

pro~eeds of sale although admittedly it ~ have prejudiced the 

i:~)r078:,18:;.t:; 3.n3, ai·-:s t:> tl:'3 :'::J.ri ti1:ii3 industry d8veloped through t,ha 

use of i{~"AD research end development funds. 

11A.RAD Presents Vie,r, 

as:{ed by the subco'nqitt.ee staff Hhy his agency did not share in the 

proceeds of the ~ke!i sale to the Soviets. He said i'LtRAD regulations 

do n:>t provide for the U. S. Governr>.ent to share pro rata in a 

coull •. ereia1 sale in a factual situation as occurred in the lifkes cass. 

Or2 can ask as a matter of policy _ n~t 

as a matter of legal requirer.tent _ 'fhether 

there should b3 some provision for recoveFf. 

In an interview with the subcoa;rlttee st3.ff on JulJ' 1, 1975, 

Nr. Garske said he planned to talk to the legal staff of 11.J\.RAD with 

a view of discussing whether to reco~.end to his superior in }lliP~D 

changes in HARAD regulations ~rhich '>QuId provide for recoupment 

by the Govern:nent in COlf.r.lercial sales +.0 covar a 
" ~ situation like 

that which occurred in thd LYkes case. 

r 
I 

r , 

i 



D3.tn Availa81e i~ Future Govern:71a:'J;t, Projacts 

~)i2rin:",: th:: c'J').r~e .)1. t~~ subco;,ztittee's staff i!1tervieHs 1· .... ith 

}lI'. Garske concerr.ing the pTcper!;y rights of th3 GO'lern7en~ in the 

~at'l sold to the S075.ets, Hr. Garske said tha Governr.ent reser-red 

tl-e risht to U3~ the data at any tir=.e for Goyer!l.~"ent use. Ii? 

said if the Goverr:!ent dscided to C0hstruct a vessel or ve;;sels faJ:" 

thd iJ. S. Goyern:.tant, it had free aCG8SS t. 0 use the Ly'kes desig:a 

dat."l bl?c3.uGe of the u::lverr.:aent I s suhst.?!"ttial fin:laci3.1 ccntributioll 

t.v its d.eyelop~cm.t. 

This stater.tent by 1'1:- 0 Ga:cske _·.r~s confin"1ed in a let-t.=.er datgd 

June 24, 1975, addressed to Ho,Tard J. Feldman, Chief COl.Ul3el of 

'!'he a~Gpli:;ablo contract.~, i!1 ac;corG. t:riG!: 

the g9:1e"':'al U:lited states policy of reservin;; 

to the ,:;o7er·1;'1~Ilt. a rOY~llty-.frcc lic~:lS8 t.o u.s~: 

t'1chnlcal d3.ta and in\T8:1tioas de'fcloped undar 

a contrr-tct, pr07ide that tha Gov8r!1:~icnt h'l~' 

the ri,~ht to use all desizn infor;tativll produced 

undol"' t:~0 ••• Seabee cO'1traGts in f:.:lture 

pro jects -;·r:1ic h the bover:'1."";1snt "F.lrfy pur'Hl.8. 

If in fact this Go"'rernJ1.B!lt did h3.'TC aCC8.'iS to the :Qy"kes d8slgn 

after ~Lyke3 cO"ti\pl.'iined +'0 Hrl.!~Ar: th "',t th "1' 
~ .... ey nan exe. U82.:'le prop:::'iet.a.ry 

th~ U. S. NA.vv $1.2 millic:l tu ob·!-.:::!.~_~l Q, .~c~.~."";: t ..... -1- ....... _ ,~ 
'01 ~._. _'"' ___ "oJ UL..t· p..Ldns. (This Has 

• . I 
u~-ll.CC 0·5 P.UC 1 as tnsy c~'l.~r.~ed t!l8 Soviet.? .'-", r tl-- .. ,. . . 

- .1. 0 .,2 =~.'{IJ dr-1.1-lL1[.:S 1.n 
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Details of this ~cenario were supolied by Lar Anderson, Assistant 

Counsel of t~e ;/J.litary Sealift Cor"'-:and, Depart:uant of th~ Ha-rJ, in 

a sworn state",ert subr.rl.tt'l" to this Sub~on"ittee dated July 16, 1975. 

In 1973 Navy Requested Worh:in; Plans froll ;flf,RAD 

i'b. Anderson said on N07ee<ber 1, 1972 t,1e Hilitary Sealift 

COl<."I311d (NSC) Dep"-rtr~ent of the Navy issued a"request for pr.:lpo;;als 

to haTe one I;ylces Seabee s hip built and cM.,r"ered to }lSC specif'ically 

for Nav:! use. At the ti;ll.e the request fer prop0sals "as issued 

!-1SC pl:mned to use the plans for the Ii'lkes 'Tessels that hac been 

constructed by General Dyn:mics under the HP,RAD subsidy progra;~s 

in order to avoid duplication and expensive developilent costs. 

Hr. Anderson said he contacted :1r. Robert 1\.. Garske, Assistant 

General Counsel of ItA.;tLAD, in order to ascertain the proprietaq 

interests in such phn'l. Mr. Garske was 'Tery- helpfLlI and coo,;era+,ive 

durinz tr.e several conversations in NO"'rler,tber and DeceIloer 1972, 

~jr. Anderson said. Hr. G"rske supplied Hr. Anderson Hit.h copias 

of tre 1'1!t.'tAD/l;'!'.ces/General ;)yna;dcs contract f or the constructidn 

of three Seabee vessels. 

Mr. Anderson said he and Hr. Garske discussed various sections 

in the contract which provided that m,HAD "ould pay a co:r.structi6n-

including developll!ent of the working plans. They also discussed the 

fact that H.t.'l.AD and Lykes received equal proprietary rights to such 

;"oI'ldng plar6l a.nd speCifications. Hr. Garske indicated general 

concurrence with HCS's position that the ~,overn;lIent owned tha pla,1s 

and that there "as no reason why l1AIUL should n'Jt fUr:1.ish the plans 

for MSCls use, Hr. Anderson said. 
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l{rkes Objects to Navy Usin;; Data 

In early Jar.uary 1973, Hr. Anderson said, he "as il'for:4ed 

by ~lr. Garska that l{rkes had raised the issue of its proprieta..-ry 

interest in the plans Hith it'I.RAD and that there appeared to b" 

t · l·n'Tolved ·,r ....... .;· ... h 'l"lr. Garske i-13.S unaHare of in these legal quas loOns ' ...... "" 

earlier conversations. 11r. Anderson Has told try Hr. Garske that 

the rnatter was being reviewed at a higher level in I1ft'p"'D. 

Lykes ·.{ants ;;1.2 fro ... Ha"'Y for Data. 

r11". Anderson said at tha sal".e tirAa l'ir. Hans G. Blocklin, 

Lykes 'lice President, r.ad indicated to 113C representativ·es thc<t 

Lykes considered its~lf to hav:~ the exclusive proprieta7.f i!1t~rest 

Mr. E. Scott Dillon, H.1\RAD Assistant Administrator for 

Operations, sent a telegram to Lykes on January 11, 1973, indi-

eating that M'\RAD \"ould purchase copies of the plans to ~BC and 

that ~t9C \"Quld notify offerors that the offerors \"Quld be responsible 

for making appropriate arrangements for the right to use the Seabee 

design for =nstruction. Mr. Garske arranged for Mr. Anderson to 

receive an information =pyof that telegram. Lykes stated its 

rQsition fCl.TI1ally in a letter of J.lnuary 26, 1973 to j\tc. Di . .llon. 

Mr. Anderson said fran that time on his =nversations with 

Mr. Garske became somewhat strained, and he was of the impression 

that Mr. Garske was not responsible for formulating HARAn's position 

. in this !latter. 

Mr. Anderson said during February and !-larch 1973 he talked 

to Mr. Garske several times in an effort to ascertain the facts 

and clarify the government's legal interest in the plans in order 

to determine HSC's right to use the plans for the =nstruction of 

a Seabee for the exclusive use of the Department of Defense (DOD). 
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It was the view of Mr. Anderson, after researching the issue, 

that if the government had paid for a portion of the =st of develop­

ing such plans, then the government, including roD, had the right to 

use those plans for "government purp;:lses" which include building a ship 
1/ 

to be used exclusively by roD. 

(As indicated earlier when the subcornnittee requested the official 

view of MARAD on the government's right to use these plans, Mr. Robert 

J. Blackwell, Assistant Secretary of MI\RAD, in his June 24, 1975 letter to 

the Subcarmittee, expressed the same view that was given by Mr. Anderson. ) 

MI\RAD SuPFOrts Lykes position on Data 

In order to obtain a fonnal re=rd of the government's rronetary 

interest in the plans and certain patents, Dudley J. Clapp, Jr., General 

Counsel of the Military Sealift Ccmnand, requested specific information 

fram Mr. E. S=tt Dillon ill a letter dated February 22, 1973. MI\RAD's 

response of April 6, 1973 was less than satisfactory, Mr. Anderson said, 

because it indicated that the government had only a limited right to use 

the plans and that MSC w:>uld have to reimburse Lykes for its proportionate 

=st of developing such plans. 
y 

The MARAD/Lykes/General Dynamics =ntract indicated that both Lykes 

and the government =uld use the plans as "their interests appear" and in 

such manner as they may deem proper. Mr. Anderson said he argued with Mr. 

Garske that MSC' s proposed use of the plans was proper and requested that 

MI\RAD so state officially. Mr. Garske made the argument, according to 

Mr. Anderson, that MI\RAD acquired an interest in the plans to prarote and 

foster the interests of the American merchant marine and that MSC' s proposed 

utilization of the plans to construct a ship for the exclusive use of roD 

appeared to be outside the interest in the plans acquired by MARAD. 

1/ Mr. Anderson's superior, Mr. Dudley Clapp, Jr., General Counsel, Military 
sealift Ccmnand, made the same statement in an interview with Lavern J. Duffy 
of the Subcarrnittee staff. 

2/ Mr. E. Scott Dillon, now retired, was questioned by Lavern Duffy of the 
Subccmnittee staff on June 27, 1975, about his April 6, 1973 letter to Mr. 
Clapp. Mr. Dillon was asked why these plans were not made available to the 
Navy. Mr. Dillon said Lykes may have asserted an interest at the time. He 
said "you follow the line of least resistance. That is, if they are not going 
to actually build the ship why go to great lengths about the thing. Let then 
go ahead and use the plans and specifications for getting bids and if they 
decide to wild the ships, face up to the legal problans involved in it if 
there are any." 



Mr. Anderson said Mr. Garske indicated that I·~ .. 'as not 

prepared to officially support HSC and that once the plans had 

been purchased by HSC, the matter should be resolved between HSC 

and Lykes. 

MARAn Offers Explanation 

Mr. Robert Garske was interviewed by LaVern Duffy, Sulx:orrrnittee 

Assistant Counsel, in June and July, 1975. Mr. Duffy asked why these 

plans were not made available to the Navy so the Navy could have con­

structed a vessel for the exclusive use of the Department of Defense. 

Mr. Garske said the objection by MARAn was based on the fact that the 

Navy would not have legal title to the vessel under the "build and 

charter" financial arrangauent that the Navy was going to use to con­

struct the vessel. Mr. Garske said under such a "build and charter" 

arrangauent the Navy 1.>Duld be merely a charterer of the vessel. Legal 

title could be in a private party such as a fincncial institution, he 

said. 

Mr. Duffy pointed out to Mr. Garske that his own organization, 

/!fARAD, enters into similar type financial arrangauents to contstruct 

vessels called a "lease and leverage" arrangement. Under this lease­

back arrangement, legal title is also with a private party such as a 

financial institution and no"': ~','ith ·t-Ji2 crorterc:rs 0-;: th~ v2s2~~1. ~'ihen 

Mr. Garske was confronted with this point, he could not point out any 

valid distinction between a "build and charter" arrangement and a 

"lease and leverage" arrangement. 

MARAn Explanation News to Navy 

The statement by Mr. Garske that 1-1l\RAD objected to the "build 

and charter" leaseback arrangement advocated by the Navy because 

legal title 1.>Duld be in a private party, was not presented 



at any time in discussions with either Mr. Clapp or Mr. Anderson. 

Both Mr. Clapp and Mr. Anderson said they only recently heard alx>ut 

this position advocated by Mr. Garske. Mr. Anderson, in his sworn 

statement explained: 

I understand that Mr. Garske has stated to you 
[Mr. Duffy of the Subcomnittee staff] that MARAD 
was unable to support MSC' s proposed use of the 
plan on the basis that MSC' s build and charter 
program v;ould provide for private ownership of 
the vessel. This position was not stated by Mr. 
Garske in my discussions with him, but in fact, 
a =ntrary position was stated, i.e.$ that MSC's 
build and charter program and bareboiit charter of 
the vessel for its useful life v;ould be an exclu­
sive DOD or military utilization which would not 
foster the interests of the Merchant Marine. 
Therefore, it was MSC's noncommercial utilization 
of the vessel that was given as reason for MARAn's 
lack of support. MSC's letter of 22 February, 
1973 stated that the vessel was to be =nstructed 
specifically for the exclusive use of the govern­
ment and if MARAD had raised the question of 
private ownership MSC v;ould have replied by 
explaining the government's ownership rights 
under the proposed barelx>ad charter management. 


