
\ l l .

l ,  i t

l : l \

i i t t l

,\tte h{ )fer{,lc i 'r'? , /,

August  30,  1999

Internal Audit Report 99-08
Preferential Use Agreements
Port of Anchorage

Introduction. T'he Port of'Anchoragc ( Port) charges a rvhart'agc ratc fbr merchandise received over

the Municipal docks. According to the Port's Terminal Tarifl. "wharfage is the charge assessed

against any fieight placed in a transit shed or on a n'harf. or passing through, over or under a wharf

or Municipal terminal. or transf-erred between vessels, or loaded to or unloaded from a vessel at a

*l iarl .  resardless ol 'uhcther or uot a uharf is used. Wharfage is solelv the charge fbr use of wharf

and does not includc handling. sort ing. pi l in_e ol ' l ieight clr chargcs for anl 'other service. ' '  TOTE and

Sca-Land providc rnonthlv re ports stating thc total cargo tonnage that was loaded or unloaded at the

I)ort. \\/harfage charges are based on licight infbrmation provided by 
'l'O1-E 

and Sea-Land and rates

pcr ton of cargo as specified in the Pret'ercntial Use Agreements. In addition, dockage rates are

charged in consideration fbr Anchorase granting permission to dock at the Port, including use of the

preniises. Dockage rates are based on the terms of the Prefbrential LIse Agrecmcnts bctween the Port

and both ' |OTE and Sea-Land.

Scope. The objective of this auclit uas to determine the accuracl' of fieight information submitted

b1' TOTE and Sea-l-and lbr thc purposc of billing for wharfage charges. We also reviewed the

adequacl'of the Port's verillcation procedures associated with wharlage charges. ln addition, we

rer.,iewed the accuracl ol'dockage charges billed to both I'OTE and Sea-Land. l'he audit was

conducteci in accordance uith gencral l l 'accepted governmcnt audit ing standards, except for the

requircntent ot 'an extcrnal clual i t l  control revieu'. and accordingly. included tests of accounting

records and such other auditing procedr-lres as rve considered necessary in the circumstances. The

scope of the audit covered the pe riocl of Januarl'through December 1998. The audit was performed

during the period ol'.\pril tlrrough June 1 9c)9. 
'fhe 

audit was requested by the Port.
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Overall Evaluation. Freight infbrnration slrbniitted by TOTE and Sea-Land fbr wharfage purposes

was uot always accurate. The Pret'erential [,rse Agreements with TOTE and Sea-Land do not clearly

deline cargo itcnrs. thcrefbre. thc basis l irr cornputing wharlage becomes questionable. In addit ion,

the Porl 's r, 'eri f ication proccdures recluire inrprovenrent lbr the t irnely detection and resolution of

freight reporting discrepancies. Dockage charges \\'ere properll' computed and billed to TOTE and

Sea-Land during 1998.

Overall Management Comments. Management stated. "'l 'he Port of Anchorage appreciates the

thoroughness o1'this Port recluested Internal Audit. This audit report should serve as the source

document u'hich r.r,ill enablc thc I)ort to nrore ellectively administer the Prel'erential [Jse Agreements

(PilAs) and scrve as i  guiclcl inc lbr the [)ort to rccover adtl i t ional.. justi f ied. current and f-uture

revenues fiom Pt-lA arrangenrents. 
'fhe 

Pclrt thanks the Internal Auditor's Oftlcc fbr the diligent

research etfort r.vhich vn'as undertaken to provide the Port witli prof-essional advice and has defined

specific deficiencies in tl.re l)ort's PLIA Contracts and Terminal Tarill.

"-fhis is the l lrst audit ol ' l )ort l)rclcrential [-rsc Agreement C]ontracts with i ts major carriers since

their inception. 
- l 'he 

basic concli t ior-rs of thc l ' } [ . lA agree nrents with the ocean carriers were developed

in the earl l '  1960s tbr Sea-l-ancl and in I 975 fbr 
' l 'otcm 

Ocean Trai ler l lxpress. Inc. (TOTE). The

1975 TOTE PUA u'as basical l l '  cral ied on the earl ier arranged Sea-Land document with some minor

allowances tbr experiencc qained b1'the Port fiom l0 years ol'administering the Sea-Land PUA and

operational dill-crences bcnveen the tw'o carriers. 
'l 'lic 

initial PUAs contained gcnerous tlnancial and

operational incentives to each ()ccan cargo carrier to cncouragc regional economic development o1'

cargo trafflc busincss through i\nchorage. Due to a focus on parity between the two carriers, a

number of the generous conditions containcd in tlie initial PUAs were perpetuated into more recent

PIJA contracts uhich becarne etl 'ectir e in 1986 and 1996 fbr Sea-Land and TOTE respectively. This

audit has also highlighted the requirenrent lbr a comprehensive review of the present Port of

Anchorage PUAs. and the Port's Tenninal 
-faritl', 

to alleviate any vague deflnitions of maritime

transportation indr-rstr1'tenrls used thcrein. certain contract language interpretations of the parties and

cefiain broad oneratinLr and renortir-t{-l conditions.
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"I)ue to the f'act that the sirrne rlranagcnrent responses may address more than one of the Auditor's

Findings. Nlanagement C'onlurents nrav appear somew'hat redundant in several tll 'thc sections to

answer those f indings."

FTNDINGS AND IIECOMNI ENDATIONS

l . Freisht Information \\'as Not AlwaJ-s Properly Reported to the Port.

Findins. Irreight inlbrrnation rvas not always properly reported by T'OTE and Sea-

I-ancl l i rr u'harlhsc plrrposcs. Specil ical ly. reports subnrit ted by both 1'O1'l l  and Sea-

I-and did not aln'ar s inclr-rde the weight of' all I'reight shipped on southbound

vovages. \\'c estinratc that approximately $75.000 of wharfage revenue was not

collected during 1c)c)8 as a result of TOTE and Sea-Land's errors and omissions. We

lirund the lblloriinr exanrples during our revie,uv of both 
'fOTE 

and Sea-Land's

rt:norts ol ' l ie isht:

TOI-[: inconsistcntl-r rcported itcnrs such as cmpty milk crates. pallets.

cardboard. empt) beer kegs. and bread trays fbr southbound voyages. When

these items rvere rcported as deadhead. they were excluded from the wharfage

billing. \\'hcn these itcnrs were reportcd as dunnage, they were included in

thc  u  ha r lagc  h i l l i n r : .

Sca-Lancl did not report lieight classilied as deadhead (fiee passage) for all

southbouncl vo\ agcs. Hxarnples of these items are empty milk crates. pallets,

cardboard. ernptv beer kegs, bread trays. kefs containing spoiled beer, and

salr age itenrs.

3) fireight ir.rlbrmation wils not reported to the Port by Sea-Land lbr fieight

adclcc'l in Anchorage to containers destined fbr Kodiak or Dutch Harbor.

l )

l )
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b .

4) Reports submitted b1' Sea-Land for southbound voyages did not always use

the sanre basis o1'ri'eiglit. Sometimes the gross weight was used and other

t inrcs the net *cight l l 'as used.

Recommendation. 
' f l ie 

Port Director should rcquire TOTE and Sea-Land to

accuratell' report 1r'eight infbrmation in accordance with the provisions specified in

the respectivc Prcl'erential Use Agreements. In addition. the Port's verification

procedures should bc strengthened to detect and correct reporting errors and

deficiencies.

Nlanagement Comments. N4anagement concurred and stated, "The Port will initiate

clirectives to: ( 1 ) recluire both carriers to report all shipping weight including dunnage

and other catcgories and to eliminate the '-deadhead" category; (2) require a change

in the tbrmat of cargo rror.'ement repons subrnitted to the Port tbr billing purposes

and in this nerr report ing l irrrnat require descript ions o1'al l  i tems carried including

a descript ion ol 'dunnage lvcight and any other(s); (3) negotiate changes to the

Prel 'erential [1se.\grccnrer]ts r i ,hich mnre clearly define the language that is vague;

(;t) clarif-r languagc dclining transhipped cargo and fbr standardization also require

all transhipped *'eight be reported northbound and southbound; (5) require both

carricrs to *'cigh northbound and southbound loads: (6) require carriers to provide

lveight l ickets on specil ic vovages at the Port 's request; (7) require carriers to provide

reports on their in-house corrections o1'cargo shipments to all voyagcs fbr warranted

bil l ing ad.iustnrents. and (13) cl iange language in Port tari l f  which is presently

undergoing revieu. t irr tari t f  changes."

Evaluation of N'Ianagement Comments. Management comtnents were responsive

to thc audit linding and recotnmendation.

d.
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2. Sea-Land's Detai l  Rerrorts Were Conf'using.

a. Finding. 
' l 'hc 

Erte.nded Stow Detai l  report submitted by Sea-Land lor one voyage

a month wils conlusing ancl dilficult to interpret. For example. the southbound report

containecl u'cights in pounds. not shoft tons as on the northbound reports. The

container u'e'ights n'erc listed in a column titled "Haz Comment Column". The

northbouncl rcport used rounding to a tenth of a 1on whereas the southbound report

used rounding to one hundredth of a pound. The Pref-erential Use Agreement states

that monthll pa1'rtrcnt o1'charges shall be accompanied by a report in a form

satislactorl '  to thc Port I) irector summarizing al l  cargo loaded and discharged to and

lionr Sea-l-ancl 's r essels.

Recommendation. 
'l 'he 

Port I)irector should prescribe a report fbrmat that provides

clear and undcrstanrlablc inlbrnration of all cargo loaded and discharged to and from

Sca- l -ar td-s  r  cssels .

Ntanagement Cornmcnts. N,lanagement concurred and stated. "The Port will require

both carriers to pror ide ntanif'ests w'ith detailed infbrmation in a new reporting fbrmat

designed b1 the Port n'itlt assistance fiom lnternal Auditor's Otfice. As part of the

this peu firrntat. the carricrs rvill be required to provide consistent weight type

(poLrnds) per container. n0 independent rounding of shipping wcights, etc. As

pror ided bl thc I't lA. thc I'ort rvill require all sunrmarized reports be accompanied

bv individual nranit 'ests fbr each voyage as back up."

Evaluation of N'lanagement Clomments. Managenent comments were responsive

to the atrdit finding and recomntettdation.

b.

d .
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Preferential Use Agreements Require Improvement.

Findine. Prelcrenlial lJse Agreements rvith TO'fE and Sea-Land require

ittrprttvctttent. Specif ical l t ' .  the Agreements do not dellne cargo. dunnage and

deadhead artd thcir respcctive inclusion in determining wharfage charges. The

Agreements also do ttot specify w'hether rvharfbge should be charged on net or gross

weights atrd n'hat rates should be charged for containers and trailers. The lack of

delinition o1'tliese itenrs increases the difliculty' in determining whether tonnage is

properll'reportcd b1 the carriers tbr billing purposes. Currently, wharfbge is applied

to the reportcd ltct carqo ri'eight of the contents of trailers and containers. Wharf-age

is not conrplttecl nor col lectcd on containers. trai lers or vans. lJsing the current tari f f

rate of '$6 per trai ler or conti.uner. rve estimated $4-15.000 in lost revenue fbr 1998

fi 'onr u'hartage ratcs not applied to emptv containers. vans and trai lers.

Recommendation. I)ret 'erential tJse Agreernents should bc amcnded to include a

cleflnit ion ol 'carsu. clari l ication ol 'whether wharlage is charged on net or gross

containcr r, i 'eights. dcl lnit ion o1'dunnage and deadhead and the applicable inclusion

or exclusion o1'these neishts in the rvharf-age cltar-{es. and charges fbr containers,

r ans and trai lers. i1'  anr .

iVlanagement ( lomments. Management concurred and stated. " 'Many of the i tems

rel 'erred to in this scction rvith rcspect to the PUAs. wil l  l ikely require negotiat ion for

inclusiot ' t  in the Pl. lAs. 
- l-he 

part ies rvi l lagree to a rewrite ol ' the PLJA agreements to

includc dellnition of "cargo" and clarily that ''wharf-age" is charged on net container

ri'eight as stated in I)ort of Anchorage Terminal Tariff and renewed agreements will

include a clarilication o1"'dunnage" and other items in the PUA delinitions with an

appropriatc rate acljr-rsttnent if'appiicable. The Port intends to efI'ect changes to the

I'LIA agreenrcnts tu ittclr-rde all van and trailer charges and include language stating

that an1'areas or i tem not specil ical l l 'covered under the Pt-lA wil l  revert back to the

b.
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Port's Tarill'conditions. \\1ith respect to the $445.000 reported by this audit in "lost

revcuue r)n . 'enrpt\ containcrs" in I c)98. the empty container provision in the Port 's

Tc'rnrinal 
' l 'ar i f f  

uharfage rates is not presently contained/defined in the PUA

u'harf-age schedules. l'his rvill be rectifled during the next negotiation in 2000 as

cl iscussed earl ier. The Port rvi l l  reqLrire the carriers to provide a Monthl l 'Correction

Report after all containers and other applicable PLJA cargoes are weighed."

d. Evaluation of Nlanagement Comments. Management comments wcre responsive

to the audit l indins ancl reconrnrendation.

{ .  Monthh'  Veri f icat ion I ' rocedurcs of Tonnage Not [ i f fect ivc.

Finding. 
-l'he 

proccdures fbllor.r,ed by Port personnel fbr the monthly veriflcation of

tonnage rcportccl br lO'l'E and Sea-Land rverc not efl'cctivc. Specifically:

I ) Dill'crenccs bctu ee n the reported tonnagc and the supporting documentation

(i.e.. bi l l  of ' lading)idcnti i led as a result of their veri l-rcation procedures were

not rcsearchecl.

2) Thc test perlbnned tbr northbound voyages did not include a review and

cor-nparison to w'eigir station scale tickets. 
'l 'hese 

tickets are thc source

docume nts tirr thc renorted northbound tonnage.

3) 
-l-he 

nranif'ests used lirr sanrple selection were not reconciled to summary

reporrs provide'd b1 TOTE and Sea-Land and used to bill wharfage charges.

.+) Prior to this audit. I)ort personnel did not have a clear understanding of

ntonthlv l icight rcports submitted by Sea-Land.
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b. Recommend:rtion. 
'fhc 

Polt should revise their verification procedures to include

an Lurderstanding o1'thc subrnitted reports. All differences between the reported

tonna-qe and thc bi l ls ol '  lading or other support ing documentation sl iould be

rescarchcd. \\ 'cigh station scale t ickets should be requested to support the reporled

tonnage. spcci l ical l l  f i rr the northbound voyages. 
' [ 'he 

detai lcd report of freight

carried should be reconciled to the sumularv amount renorted to the Port.

Nlanagement Conrments. Management concurred and stated. "The Port will

coordinate and rccluirc carricrs to: ( l)  revise Surnmarl '  Reports in a Port designed

lirrmat fbr standarcl ization: (2) reclLrire carriers to change report ing methods and

firrrnat ot 'rnanif 'ests to a Port designed and standardizcd lclrmat: (3) require a

nranil'est for each \ ()\'agc accor.npanv Summarv Report: (4) ensure reported weights

are verif lecl bv cornparison u' i th bi l ls of lading and/or weight t ickets: and (5) require

\lonthh C'orrection l{eports on al l  vo)'ages lbr possible bi l l ing ad.iustments. Port

pcrsonnel *ill rcconcilc selectcd voyages to tl-re Sunrmary l{eport and the Monthly

C'orrection I{e prort r i  i l l  be checked against vessel nranil 'ests. I} i l l ing ad-iustments wil l

l lc  t t radc i . rs  ncccssi r r \  .

Evaluation of N' lanagemcnt Comments. Management comments were responsive

to the ar-rdit l lndins and reconrmendation.

Wharlaee l lased on Shippe r 's Declared Weight l tather Than Actual for Southbound

Cargo.

Findine. Wharfh-se *'as based on the shipper's declared weights documented on the

original bill of lading fbr southbound cargo because there are no scales at the Port.

Our revieu of the dit'ferences betr.veen actual scale weights and shipper's declared

n'eights lirr sclcctcc'l northbound \/ovagcs (which are u'eighed in Tacoma) revealed

d.
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differences ranging fi'om sereral hundred pounds to several thousand pounds per

container or trai lcr.

I tecommendation. 
-fhe 

I)ort should consider t l ic l-easibi l i ty and benefits of

pLrrchasing scalcs lbr the I)ort or reqLle st that Sea-l-and and 1'OTE weigli southbound

shiprnents upron arrival and rcporl the results to the Port.

Nlanagcment Comments. Management concurred and stated. "'l 'he Port has

previouslv considered obtaining and locating scales at the Port. At prescnt. under

exist ing_l)ort acccss nrad*ar and container lot tral l ic patterns. there is not a location

u' i t l i in thc I)ort l i rr thc scales u'hich rvould not harc a signil icant advc'rse impact to

r esse I oniol l ' loacl ()pe rati()ns of one or both carriers. Establishing cargo scales at the

Port contir-nlcs to bc iur itenr in the Port's long rangc planning. As an interim

nrcaslrrc. the l)ort uili require carriers tcl weigh all northbound and southbound

shipnrcnts in 
' laconra 

prior to sul lnri t t ing cert i l led manil 'ests."

Evaluation of Nlanagenrent ( lomments. Nlanagerncnt conrurcnts wcrc responsive

to the audit l lncl ins ancl rcconrnrendation.

Management Summary'. N{anagenrent stated. "The Port will initiate audit correction reporting lbr

this audit in accordancc w'i th Nlunicipal l)ol ic1'and I 'roccdure 4-l and Anchoragc Municipal Clode

& Regulat ions 3.20.  I  10."

Discussion With Rcsnonsible Oll lcials. 
' [ 'he 

results o1'this audit were discussed with appropriate

lVlunicipal of l icials on June 2-+. 1999

Audit Staff:
Anrv McCol lum. C' lA

b.

d.


