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MEMORANDUM. roa ED SCHMOLTS 

SUBJECT• Paerto a.tco and 011 
, 

l • ., •• . . , 

• • ~ttacb.etl plea•• t~ tile letter f~-LJllll ~lemaa. Cou.uel to 
- tll• Coannoaweatill of Pueno Rico. to Kea Cole coacai-n.lag their 

-demaad tor .reteatloa of all f••· collected la connectloA witla tb.e . . 
nflllla.g ot oil_ lll Paerto Jllco. 

. - • l 
Tae Uceaae , ... bant DOW aceamalated to $JC)~) raUllon. with a 
ll"•at deal more to come whea the Pr-eal4ent Im.po••• Illa 
bacrea•ed lee• per barrel. Altboap Puerto IU..eo baa beea 

- .atlowed to retala all Federal tax. mome• rabed OA the 
I ctaestlos:t. whetll.ar •• a tnatter or ta.Jc eqalty tbe lel&ad aboatd . • 
be allowed to retala tb.e mualvc amoGDts that •ill be. r&laed · •• 
aader the Pre-eldem'• program on oil wblch. attbo11r;h refiAad 
la Puorto Rico~ l• 1lltlmately ehlpped for coaaamptk>o el••wbere _ 
lA the Umted State~. ," • _ 

. . 
1 tblnk thl• h a m.Uer which will 11ltimately- ~•• to he •nbmltte4 . . 
to the Pre.tdeat ~r clec:lslon. &ad 1 wool4 appreciate Trea•arr•·. • 
aiaalyal• ill that reaard. • · . • . _ • c•: ... _ . . 

Tlaaab; U 
... _.. 

" ~· - ":: 

GEOFF SHEPARD 

AU.Cb.meat 

cc; Larry SUbennaa . 
F:r&.Ak Zarb 

·acs:vs -



VINSON, ELKINS, SEARLS, CONNALLY & SMITH 
ATTORNEYS AT LAW 

HOUSTON o.-.-1cE 

,-IRST CITY NATIONAL BANI< BUILDING 

HOUSTON, TEXAS 77002 
TEL: AC 713 239-2222 

CABU: AOORESS: VEWS 
TELi!:)(; 7e2 1-46 

1701 PENNSYLVAN.IA AVENUE, N. W. 

SUIT~ 1120 

WASHINGTON, 0. C. 20006 

TEL: AC 202 296-5550 TELE>C: 69660 

January 17, 1975 

LONDON o.-.-,cE 

47 CHARLES STAE~, BERl<EL.EY SQUARi 
LONDON, WIX 7P!I, ENGLAND 

TEL: 01 49,..-1236 
Tl!:L.Dl: 241,4() 

Mr. Kenneth R. Cole, Jr. • 
Assistant to the President 
for Domestic Affairs 

The White House 
Washington, D. c. 20500 

Dear Mr. Cole: 

Re: Impact of President's 
Import Fee Program on 
Puerto Rico 

Following up our conversation yesterday at the Presi-
dent's briefing of Governors and Mayors, I enclqie a letter 
to Mr. Zarb together with a legal and policy memorandum 
which we have hurriedly prepared. This explains why Puerto 

,· Rico will be drastically impacted by the import fee program, 
unless reconsideration is given to a Justice Department 
letter to FEA of November 14, 1974 (also enclosed). This 
letter is to the effect that President Nixon's 1973 import 
fee proclamation, which expressly provided for rebate of 
lice~se fees to the Commonwealth government, was unlawful. 
Unless ~his viewpoint is reconsidered, it appears that the 
President's new import fee program will extract $300 million 
from Puerto Rican refiners, yet Puerto Rico would receive 
nothing in return. 

I know thatGovernor Hernandez-Colon will personally -
appreciate any assistance you can give us in this matter. 

LRC:slg 
Enclosure 

Lyn R. Coleman 
Co nsel to the 
Commonwealth of Puerto Rico 
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Federal Energy Administration · 
12th & Pennsylvania Ave., N.W. 
Washington, D .C. -· .. 20461 

• ' 

LONDON,WIX 7 .. B, ENOLANO 
TU.: 01 ,e1-n:1e 

TELD!a.la40 

: . 

. . 
_:..,· ., . . . ··· 

Re: Impact of President's 
Proposed Import Fee frogram 
on · .Puerto -Rico 

-· •.. 

. . .. Dear Mr. Zarb: . . 

,.-.·~• ·.•~~-~~".~I•.:.._._.,·••;~~----

. As · I me~tioned to you yesterday· .at the President's brief-
·1ng for Goyernors and Mayors, ·we . represent the Government ·of 

. Puerto _Rico on energy matters . . ·. At ·your . request, I am writing 
• .. -this letter to summarize the harsh impact ··which . the President's 

import fee proposal. will have on : Puerto Rico unless the 
November 14, 1974 Justice Department Opini~n to .FEA is · 
reconsidered. • · - · · 

~-· - . ., .. . .. . __ ,_ .. 
. . 

Unde_r the Puerto Rican Federal ~elations Act . of 1950; and 
for fifty years prior thereto, Puerto~Rit:o has been entitled 
to rebate of all customs, tariffs ,"' and .:duties collected on _; • • 
•imports into Puerto . Ri.co. -This ·. is an integral ·part of ·the •.• · •.. 

. ··:· ·.·:"compact~• relationship between Puerto ·· Rico and .the. United ·_·'. • 
• • •• States established· when the Commonwealth -f'orm of government .· ~, 

was .created in Puerto Rico.··: . , . ,_ 
• • • • :t ... ,·c. 

. . 
Under the mandatory oil import program, Puerto Rico 

. received rebate of all import duties on oil imported into • 
Puerto Rico. • President · Nixon's Proclamations 4210 .and 4227, 
which established the "license .fee" .system in lieu of import .· 
duties, made express provision for rebate -of -such fees to 
Puerto . Rico.· This was confirmed by then Deputy Secretary 
William Simon as Chairman of the Oil Policy Committee. · 
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Mr. Frank Zarb 
January 17, 1975 
Page Two 

Subsequently, Mr. Dell Perry, as head of the 011 Import Admin-
istration, advised Puerto Rican officials by letter of August 15, 
1973 that they were entitled to rebate of license fees; 

Not until three days ago were we advised by the FEA General 
Counsel's office that Mr. Scalia of the Justice Department had 
rendered an opinion dated Novembe~ 14, 1974, pursuant to FEA's 
request of July 18, 1974, to the effect that ·rebate of license 
fees on crude and product ·1mp~rts into Puerto Rico, as specified 
by President Nixon '.s proclamation, -would be unlawful. The 
Commonwealth thus had no notice that its rights were being 
reconsidered, nor any opportunity to present its viewpoint. 
The narrow ground for this opinion ~s that a "license fee" is 
not _te·chnically an import "duty" and therefore no authority 
exists for rebate of such ·fees ·to Puerto Rico. 

- As we understand the P~esident's .proposal, Puerto Rican 
refiners and petrochemical companies will pay approximately 

_· · .$300 million a year in import fees.. Even with- the entitlements 
program, this may well have a most severe adverse ·effect on the 
competitive position of these Puerto Rican refiners and petro-
chemical companies _ and -- in turn on the economy of Puerto Rico . . 
which has already been harshly impacted by the four-fold •• 
increase ·1n the price of foreign oil on which Puerto Rico is . 
completely dependent for .all energy requirements. · From state-
ments made yesterday by the President and Secretaries Morton -
and Simon, it seems clear that .the Adzi:iinistration' s policy is 
to "rebate" to American citizens through tax cuts and revenue 
sharing all funds collected by import fees and excise taxes -
(if enacted by Congress). None · of ·.these measures will be of 

. any benefit to Puerto Rico. .Puerto Rico is not included in . • - , 
revenue sharing, and U.S. income tax laws do not apply in 

·Puerto Rico -- hence a tax cut does not benefit .Puerto Ricans. 
. . 

In everything but nomenclature, "import fees" have the 
·same effect~ on Puerto Rico as "import duties." Th~ method 
chosen by Congress to a_ssure that Puerto Rico was treated 
fairly, and not devastated, by application of U.S. import 
laws was that all funds thus collected be rebated to the Puerto 



Mr. Frank Zarb 
January 17, 1975 
Page Three 

Rican government~ 
in the President's 
4210 and 4227. • 

This historic principle should be honored • 
import fee program as it was in Proclamations 

As noted above, the Justice.Department's reconsideration 
of Puerto Rico's right to rebates was done without notice to 
the Commonwealth. At no time were we ·offered any opportunity 
to present our views on legal or policy issues. In an attempt 
_to rectify that oversight, we have hurriedly prepared the 
enclosed memorandum summarizing this situation and setting 
~orth some of the legal and policy reasons why Puerto Rico 
should be entitled to rebate of import fees under ~he existing 
program, as well as under the President's new import ·fee 
program . . 

. . 

. . I know you are already over-burdened with other problems, 
••. but this news has hit Puerto Rico like a shock wave . 
. Accordingly, we shall genu~nely appreciate your attention. 

incerely, 

~R-~ 
nn R~ Coleman 

LRC:llj 
.. Enclosure 



January 17, 1975 

M E M O R A N D U M 

Re: Puerto Rican Entitlement to Rebate of 011 
Import License Fees Collected On Crude 
011 Imported Into Puerto Rico. 

On November 14, 1974 Antonin Scalia, Assistant Attorney 
General, Office of Legal Counsel, Department of _Justice, 
addressed a letter to Robert E. Montgomery, Jr., General 
Counsel of the Federal Energy Administration, taking the 
position that it is illegal and improper for the United 
States government to rebate to Puerto Rico oil import license 
fees collected pursuant to Presidential Proclamation 3279, as · 
amended by Proclamations 4210 and 4227, on crude oil imported 
into Puerto Rico. That opinion was issued without _any .prior 
consultation with any representative of the Commonweal_th and 
has come to the attention of the Commonwealth only this week. 
As detailed in subsequent sections of this memorandum, the 
Scalia opinion abruptly repudiates more than eighteen months 
of consistent contrary interpretation by virtually every cog-
nizant federal official, from the President on down. More-
over, as also set forth below, the Scalia opinion is itself 
contrary to applicable statutes, which fully support the 
prior interpretations. 

I 

Shortly after the U.S. victory in the Spanish-American 
War, by which the United States obt_ained control of Puerto 
Rico, Congress enacted the Foraker Act of April 12, 1900 
(31 Stat. 77). Section 2 of that statute provided: 

"That on and after the passage of this Act 
the same tariffs~ customs, and duties shall 
be: levied, collected, and paid upon all 
articles imported into Porto Rico from ports 
other than those of the United States which 
are required by law to be collected upon 

. articles imported into the United Stat·es-
from foreign countries ... ". 
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Section 4 of the same statute provided: 

"That the duties and taxes collected in 
Porto Rico in pursuance· of this Act, less 
the cost of collecting the same ... 
shall not be covered into the general 
fund of the Treasury, but shall be held 
as a separate fund, and shall be placed 
at the disposal of the President to be 
used for the government and benefit of 
Porto Rico." 

The same section went on to provide that, upon the formation 
of a civil government in Puerto Rico., 

·"all colle6tions of dtities and taxes in 
Porto Rico under the provisions of this 
Act shall be paid into the treasury of 
Porto Rico., to be expended as required by 
law for the government and benefit thereof 
instead of being paid into the Treasury of 
the United States." 

The quoted provisions are still in effect. Section . 2 of the 
Foraker Act is presently codified as§ 739 of Title 48; section 
4 is now set forth as§ 740 of Title 48 of the .United States 
Code. 

Pursuant to these provisions., for -almost 74 years ·all 
products imported into Puerto Rico from origins outside the 
United States have been subject to the same tariffs, customs., 
and duties as have products imported into _the United States 
itself., and all such tariffs, _. customs., and duties have been 
duly paid _ into t _he t_reasury • ~f Puerto Rico. 

Among the tariffs., customs and duties so collected and 
paid was the 10-l/2i per barrel levy on crude oil which was 
imposed for many years prior to May 1., 1973. Puerto Rican · 
receipts from this levy were running at an annual -level of 
around $10 million when the levy was suspended by Presiden-
tial Proclamation 4210., issued April 18., 1973. See 38 Fed. 
Reg. 9645 (April 19., 1973). • 

. Proclamat_ion 4210, issued by President Nixon., abolished 
the oil import quota system which had been established by · 
Proclamation 3279, issued by President . Eisenhower on March 12, 
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1959. See 24 Fed. Reg. 1781; 3 C.F.R., 1959-63 Comp., p.11. 
At the same time, Proclamation 4210 suspended the tariff 
which had theretofore been imposed on imported crude oil and 
replaced it with a system of import license fees. As stated 
in the preamble of that Proclamation, its purpose was to 
adjust imports of petroleum and petroleum products "through 
the suspension of existing tariffs and institution of a 
system of fees applicable to imports of crude oil, unfinished 
oils, and finished products, which fees may be adjusted from 
time to time." 

Section 3(c)(l) of the Proclamation provided as follows: 

"All monies received by the Secretary under 
the terms of paragraph (b) of this· section 
[the license fees] shall be held by the 
Secretary of the Interior in a suspense 
account and may be drawn upon by the 
Secretary for the payment of any .refunds of 
refundable license fees and for payments to 
Puerto Rico of sums collected by way of . 
license fees for imports into Puerto Rico." 
(Emphasis supplied.) 

Lest the language of the .Proclamation leave any doubt as to 
the intention to rebate license fees . to Puerto ·Rico, William 
E. Simon, then Deputy Secretary of the Treasury and C~airman 
of the President's Oil Policy Committee, issued an explana- • 
tory statement simultaneously with the issuance of the Procla-
mation. In that statement Deputy Secretary (now Secretary) 
Simon stated: 

"All license fees on Puerto Rican imports 
of .oil will revert to the Commonwealth of 
Puerto Rico." CCH Energy Management ,J819; 
emphasis supplied. 

Proclamation 4210 was specifically approved by the Off.ice 
of Legal Counsel, Department of Justice, in a May 17, 1973 
letter from Robert G. Dixon, Assistant Attorney General, to 
William E. Simon, Deputy Secretary of the· Treasury. The letter 
concludes that 

"the President's broad basic authority under 
the National Security Amendment (19 U.S.C. 
§ 1862], as well as his continuing responsi-
bility to adjust actions taken under that 
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Amendment to ch~nging circumstances, 
empower him to modify the oil import 
program in the manner provided by 
Proclamation No. 4210. 11 

Nowhere in Mr. Dixon's letter is there the slightest hint of 
any problem with§ 3(c)(l). 

On June 19, 1973 President Nixon issued Proclamation 4227 
amending certain portions of Proclamation 4210, including 
§ 3(c)(l). See 38 Fed. Reg. 16195 (June 21, 1973). However, 

- the revised paragraph 3(c)(l) still clearly provided for 
rebate of license :fees to Puerto Rico: 

"A11 ·monies received by the Secretary under 
the terms of paragraph (b) of this section 
[the license fees] shall be held by the. 
Secretary in a suspense account and may be 
drawn upon by the Secretary . . • . _(ii) for 
the payment to Puerto Rico of sums equal to 
the sums collected by way of license fees for 
imports into Puerto Rico (other than imports 
from the Virgin Islands) and not otherwise 

• re:fundable . . . ". (Emphasis supplied.) 

Proclamation 4227 thus apparently contemplated rebate to 
Puerto Rico o:f the net license fees remaining after such 
re:funds as were provided for in§ 3(a)(2).*/ Puerto Rico 
desired to . receive the _gross amount of all license fees 
attributable to imports into Puerto . ~ico and then to make the 
required re:funds itself. To this end, James M. Clark of the 
Puerto Rican Economic Development Administration (known as 
"Fomento_") wrote to Mr. Dell Perry, Assistant Dire·ctor, Oil 
Imports, Office of Oil and Gas, U.S. Department of Interior, 
on July 3, 1973, requesting -appropriate ·revisions in Procla- • 
mation 4227. ·on August 15, 1973 Mr. Perry replied to Mr. 
Clark'.s letter, explaining that a ·new draft proclamation was 
being prepared which would make some changes in Proclamation. 
4227. Specifically in regard to the rebate of license fees 
Mr. Perry stated: 

*/ The most significant provisions in that section speci-
fied refunds of license fees paid with respect to crude oil 
subsequently manufactured into asphalt or into finished 
products or petrochemicals which are then exported . . 
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"The language which you have asked to be 
included in subparagraph (3) of paragraph 
(a) of section -3 of the Proclamation is 
not included in the draft; however, the 
draft proclamation makes very clear that 
license fees collected for imports into 
Puerto Rico will be returned to Puerto 
Rico." (Emphasis supplied.) 

The pertinent language of the draft proclamation attached to 
Mr. Perry's letter was identical to Proclamation 4227: 

"All monies received by the Secretar_y under 
the terms of paragraph (b) of this section 
[the lice~se fees] shall be held by the • 
Secretary in a suspense account and may be 
·drawn upon by the Secretary ... (ii) for 
the payment to Puerto Rico of sums equalto 
the sums collected by way of license fees for 
imports into Puerto Rico (other than imports 
from the Virgin Islands) and not otherwise 
refundable ... ". (Emphasis supplied.) 

In sum, every Presidential Proclamation and every inter-
pretation of such proclamations -- including interpretations 
by the Chairman of the President's Oil Policy Committee and 
by the Assistant Dire~tor of the Interior Department's Office 
of Oil.~nd Gas -- has consistently taken the position that 
oil import license fees attributable to . crude oil imported 
into Puerto Rico are to be rebated to Puerto Rico. Those 
provisions and interpretations have -been passed upon and · 
approved by ·the Justice Department's Office of Legal Counsel. 
The Scalia letter of November 14, 1974 thus abruptly_ repudi-
ates a course of. administrative interpretation which has been 
absolutely consistent over the entire life of the import 
license fee system. 

This sweeping reversal of prior policy was effected 
without consulation with any representative of the Common-
wealth of Puerto Rico and without any opportunity for the 
Commonwealth to present its si~e of the question or to focus 
attention on the history and purpose of the statutory pro-
vision under which Puerto Rico's rights arise. Thus deprived 
of an opportunity to consider opposing views by such secrecy, 
it is not surprising that the conclu~ion reached in the 
Scalia letter is erroneous. Indeed, a fair analysis of the 
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questions involved strongly supports the Administration's 
consistent interpretation over the last eighteen months 
that rebate of import license fees to Puerto Rico is not only 
proper but required. 

II. 

The Scalia letter recognizes that 48 U.S.C. § 740 
requires rebate of -duties and taxes collected in Puerto Rico. 
It even recognizes that this statutory provision is an appro-
priations statute satisfying the constitutional provision 
requiring that "no money shall be drawn from the treasury, 
but ·in a consequence of appropriation made by law . • . ". 
Article I, Section 9, clause 7. However, the Scalia . letter 
concludes that§ 740 does not authorize rebate of import 
license fees because such f~ei are not "du~ies". pp.3-4. In 
this conclusion the letter clearly errs. 

The Foraker Act of 1900 was entitled "An Act Temporarily 
to Provide Revenuesand a Civil Government for Porto Rico, and 
For Other Purposes." (Emphasis supplied.) As Senator Fairbanks 
stated during the Senate debates: · 

• "We rest the justification of the pending 
bill upon the broad and simple proposition that · 
it is the duty of Congress to provide revenue -
for the territories belonging t~ it, and to 
provide it in a ·just and equitable manner." 
33 Cong. Rec. 3569 (March 31, 1900); emphasis 
supplied. 

. . 

To this end, Congress provided •in Section 2 of the Foraker Act 
(set forth above) that the same tariffs, customs, and duties • 
should be levied _upon artic-les import.ed into Puerto · Rico . from 
foreign countries as are levied upon ~rticles imported into 
the United States from such count:ries. It also provided, ·. in 
Section 3, that articles of _Puerto Rican manufacture coming . 
into the Unite·d States should be subject to U.S. internal • 
revenue taxes and, conversely, that articles of U.S. manufac-
ture coming into Puerto Rico should be subject to Puerto 
Rican internal revenue taxes. Finally, it provided in Section 
4 that: 

"the duties and taxes collected in Porto 
Rico in pursuance of this Act, less the 
cost of collecting the same, and the 
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gross amount of all collections of duties 
and taxes in the United States upon 
articles of merchandise coming from Porto 
Rico" 

should be for the use and benefit of Puerto Rico. 

The provision in Section 4 prescribing rebate of duties 
is now a key part of the Puerto Rican Federal Relations Act, 
Pub. L. 600 (64 Stat. 319); 48 u.s.c. §740, pursuant to 
which the Commonwealth of Puerto Rico was created and which 
constitutes part of the "compact" · between the U.S. andPuerto 
Rico. See Calero-Toledo ·v. Pearson Yacht Leasing Co., __ U.S. 
~, 40 L.Ed 2d 452, 461· (1975); 28 Dept. of State Bull. 
584-589. 

In short, in the interest of providing a just and equit--
able source of revenue for Puerto Rico, Congress enacted a 
comprehensive system of duties and taxes on products coming 
into Puerto Rico and on Puerto Rican ·products shipped to the 
United States -- and provided that all such duties and taxes, 
wherever collected, _should be for the account of Puerto Rico. 

The comprehensiveness of t;hese provisions was consis-
tently emphasized during the Congressional debates leading 
to passage of the Foraker Act. Thus, Congressman Tawney 
stated: 

"Every dollar of the revenue collected under 
this bill, whether collected at the ports of 
·Puerto Rico or - in the ports of the United 
States, under the provisions of this bill, ·. 
is segregated from all other revenues of 
the Government and turned over to the people .. 
of Puerto Rico to be used in defraying the 
expense of their government and to enable 
them to make such internal improvements as 
are necessary to better their present 
condition.- Not a dollar of it is retained 
• ... ". 33 ~ong. Rec. 2201 (February 24, 
1900); emphasis supplied. 

To the same effect was the statement of Congressman 
Grosvenor of Ohio: 

I 
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"[W]hen I told him [a newspaper editor] that 
every dollar of the money raised at either 
end of the line went into the Treasury and 
for the benefit of the Puerto Ricans., he was 
utterly amazed." . Id. at 2407 (February 28., 
1900). 

The same theme was struck by s ·enator Perkins during the 
Senate floor debates: 

"[I]t has been deemed wise., as well as expedient, 
... to raise what money is needed by an indirect 
tax from duty on its exports to this country and 
internal-revenue taxes on manufactured articles 
only that are exported into the United States. 

"The money thus . collected., being derived • 
in this way, and also from duties on foreign 
imports into Porto Rico., comes from the most 
productive kinds of business in the island. 
So thi_s indirect tax is less severely felt than 

·if of a more general character, and every dollar 
thus collected is turned into the insular 
treasury of Porto Rico for the sole benefit of 
the people of that island ... ". Id. at 3639 
{April 2., 1900); emphasis supplied. 

The Senate report explained 

"These revenues are _ given to Porto Rico not 
only because the necessities of the island 
are immediate and very great but for the 
further reason that it seems only just that 
the island should have the full benefit of -

• all such duties and taxes, inasmuch as they 
arise on account of the island alone, and 
for the further reason that there is no 
satisfactory system of taxation or raising of 
revenues now in force in the island., and 
there will necessarily be much delay in 
inaugurating one." S .. Re~. 249, 56th Conj . ., 
1st Sess. 8 (February 5., 1900); emphasis 
supplied. 
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Thus the legislative history of the Foraker Act 
demonstrates: 

1) That it was the intention of Congress to 
provide a sufficient source of revenue for Puerto Rico 
and to provide it in a just and equitable manner; 

2) That Congress considered it only fair and just 
that Puerto Rico should have the full benefit of duties and 
taxes arising ."on account of the island alone" -- i.e., on 
products produced in or imported into Pue~to Rico; and 

3) That, consistent with the two concerns set 
forth immediately above, Congress enacted a statute c·ompre-
hensi vely providing for rebate to Puer.to Rico of all duties 
and taxes imposed on Puerto Rican products transported to 
the United States as well as on all products imported ~nto ·· 
Puerto Rico. In light of these purposes, it is inconceiva-
ble that Congress could have intended that Puerto Rico be 
denied rebate of levies on foreign source petroleum imported 
into the Island . simply by changing the appellation attached 
to suc·h levies from "tariffs" to "import license fees". 

An examination of Proclamation 4210 and of Deputy 
Secretary Simon's explanation of that proclamation makes . 
clear that that is exactly what was done. Thus, the preamble 
to the Proclamation ·recites that the Chairman of the Presi-
dent's . Oil Policy Committee had. recommended 

"immediately suspending tar_iffs on imports or 
petroleum and petroleum products and shifti~g 
to a system whereby fees for licenses coveri~g 
such imports shall be charged and whereby such 
fees may be adjusted from time to time . . . . ". · 

The preamble continues by noting that the President agreed 
with this recommendation and therefore deemed it necessary 
to adopt 

"a long term program for adjustment ·or imports 
of petroleum and petroleum products through 
the suspension of existing tariffs and the 
institution of a system of fees applicable to 
imports of crude oil, unfinished oils and 
finished products, which fees may be adjusted 
from time to time." 
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Finally, in his statement explaining and interpreting the 
Proclamation, Deputy Secretary Simon stated: 

"Also effective May 1, 1973, existing tariffs 
on crude oil and refinery products will be 

. suspended. In their place license fees will 
be imposed on imports ... ". CCH Energy 
Management ,i819; emphasis supplied·. 

No one can question the proposition that tariffs 
imposed by the United States on crude oil - imported into 
Puerto Rico are "duties" required by 48 U.S.C. § 740 to be 
rebated to the Commonwealth. Since the present system of 
import license fees was adopted in place of the ·tariff and 
is, in all essential aspects, identical _to a tariff*/ such 
fees_ should clearly be treated as tariffs for rebate 

_ purposes within the meaning .of the Puerto Rican Federal 
Relations Act. • 

Particularly is this so in l~ght of the clear intent 
of. Congress that all levies on products imported into Puerto 
Rico should be for the account of the Commonwealth. The 
narrow, technical interpretation of 48 U.S.C. § 740 in the 

. Scalia letter simply ignores this broader picture. In so 
.doing it clearly errs . 

•··· . • ·•. -.,i' ;. 

*/ That is, it is a levy imposed by the United States 
• government on crude oil imported into the United States 
·from foreign countries and must be paid before such crude 
oil can lawful+Y be brought into the United States. ) 
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U.S. Justice Department Opinion that rebate of license 
fees to Puerto Rico under President Nixon's proclamation 
would be unlawful. 

NOV .l -11974 
. ' 

' ' ,I', .... . :;:· . .ii;~··· ·~ . .. ..... , . •.· 
•• • • . ':.. j ,· . . . - • . • ... ·• • ... • 

• . • ii·-.: ... , ....... .. ·~.:• .... • •.-:-.,._,_· • 

Robert E. -Montgomery, Jr.", Esq, .• ··<~-i- ·1 ~·· • 
General Counsel · • • • • 
Federal Energy Administration 
Washington, D.C. 20461 

Dear Mr. Montgomery: . 
'. . 

.. . 
' . . 

• ·This is in . response to your ·letter ~f July · 1a; 1974, •. -~;:_ .. -:. ·.~ ·,. 
• requesting our opinion as to the legality of the system • · .• •••. -
outlined .in section 3(c)(l)(ii) and (iii) of Presidential 
Proclamation 3279, as amended by Proclamations ·4210 .and 4227, 
providing for payments ·to Puerto Rico, the Virgin Islands, 
Guam, and American Samoa derived from funds collected as oil 
import license fees pursuant to the Proclamation.]/ We • • .• 

. . regret the delay in responding. 
• ·• . .. . . 

·• I••--•- .. •• • 

Section_ 3(c) (1) proyides in relevant part as fotlows: . . _. _ . .. 

. . • • ·_. •• All ~ies received by the Secr~tary [now 
· :. ·.: • · the Administrator of· FEAJ under the .' terms of .• . ... 

• paragraph (b) of° this section shall be held by ' . 

. _. . the Secretary in a suspense accO\m.t and may be :. : • . .. _ •• . , .. 
• :·.=:·: . drawn upon by the Secretary (i) for ,- the payment: . . • . •. 

• ~. • of refundable license fees; (ii) for the payment - · . . 
•• -' to Puerto Rico of sums equal to ·the :sums c~llected • 

ll: . For a general discussion of ·the legal basis of Proclama-
.• • tion 4210 ,- amending ·procla.mntion 3279, see letter froo:i 

Assistant Attorney General Ropert Dixon to Deputy Secretary . 
of the Treasury William Simon, dated May 17; 1973 (here.in- •. 
after "OLC letter of May 17, 1973") . . • Neither that letter • 
nor the letter £rem A~sistant Attorney General Robert Dixon 
t:o the President, dat:c:d June · 14, 1973, d'11lling with P.rocla- •. 
mation 4227 which further .amended Procl.:lmation 3279, addrcizsad 
the que~tion at issue hero. 

. . . ... . . .. . .• ·•-~ 

. : ..... 

... . . ' .. . . . . . 
f . .. • ..... . -'~ . . . . , . 

~:-: ·.~ ::·• .~:•~~.e::t-• .:,-.· -:-. ··? ;'""\'t;~ .. -~ ... 
• ·• I • • • • • •• 

. I • ; • • .. 
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. .,..,...:-.. . .. , ;.'.d:.;:•--;·•"'-··~: •" . • . . • . . 

•:··':·. ·.~· =·· : . ·; · by way of license fees for imports into Puerto 
• . • .. • .'i-'. \ :.Rtco.(other than imports . fromthe:Virgin Islands) .-- :.,.· 

. . . 

• _.......... •• ··• ... ' •• ·•,1 ~·~•~ : 

. . ::(.~th~end not1 ot~erwisc _.: refundable; "and ... (111) .for the .,:,~·:•~ - ·-,: ... _ 
• !:~·-!t .... ~payment_.,,to ,American Samoa, ~ Guam,! or the Virgin ; .u · : . 
-t:~ ·~·..,..Islands, . as _the case may be,!.6f_sums.equal to ;the-~; 
.::~· .i ·-; sums. col1.ected by way .of license , fees and not . •. ·"\~ • 
', ;:.::·:otherwise refundable for ;imports - therefrom ._ into ~: ; ., 
: .-:.:·~\::;the ·customs territory ,of • .. the United States of .. . ",. 
;2')~:t~·crude oil or .motor_gas_oline, _._ other _finished products, 
~-'\.t~~or~unfin_~shed 1 o_ils~t.manufat;t~red in American· Samoa, 

. · : , Guam., or the Virgin Islands. Balances remaining in . 
. , such suspense? account .and. not :requix-ed ,_to be re-.. .. _ • 

; ' .• 

..:(~!i served for. payments hereinabove provided_ shall.be . ~;f;•~ ,:- , _ 
· -~·,.deposited at the -end _of each fiscal .year.in the.: j'.'i;." .. . ::·•-·~~u . 
~.;{~~'treasury . of the : United ·states_ :.and·. credited . to . . -,;;, .,, :. ~i#<:. 
. 1...:. miscellaneous recei~ts . ..:.:,,. . ~..? -.; .... • : ~,., 1 1- , . .... : 

•• ·• "· • • ., • • . • . ... • • .;I'... .. ,I, ,~ . • • • • .. ~ - . • • • & • • • .. 

. .. 
·To carry out_ this mandate .. there . was . established iri the 
_Tr~asury a '."Budget, .Clearing,Account ·_. (SuspenseX~ in -~ich 
the license fees have been deposited _. and from which refunds 
of license fees pursuant to section 3(a)(3) have been made. 

. . ~his type of account was tirst created .in .1968 so as to give . 

.. 

. • ·_· . _: ·:. • immediate budget . ·effect_ ... ~o remittances whi~h ._were ~!~presumed . .:-.- ._:--· . •• 
I • 0 • I • •t •••• •. 7 • 'I 

•• • :; • ·. to :be __ applicable I to ~Budget ,accounts~-:in~general_" _but 'Which ,;i! • · -
. • -:· •• . ha~. to be held: _iit suspense either because the.,specific budget 

. . 

.••• account to be ·credited could no·t yet. be determined or because .•· 
: the ~pecific 'amount to ·be_ credited could not yet be determined:· 
-~ Transmit_tal _Letter No.-: 14 to the ·Treasury Fiscal Require• ·)• 
ments Manual ,for Guidance._; of ;Departments_..,._and __ Agencies (here-

• ·.- after "Transmittal Letter· ·No~ 14"). _. .. • 
I 

• .;,. • ·i·~rticle· 1 ·,-.. ~ectio_n 9_, clause 7 ·of the Constitution states: 
11No· money sha11·:be. drawn :.from the. Treasury, but in .Consequence 
oflippropriatioris . made by· Law •.. • • l1 •• Funds held in Budget . .;_: • . . . 
Clearing Accounts_. (Suspense). would appear_ to be "in the 1 • .. .- • • •.~· 

Treasury". for purposes . of .thi~ prov1s,1on . . ·. That ·_app~ars~-.first. 
from ·the. manner in which such.Junds aie .recorded by . the~~•-;,' 
Treasury--to .·w1t; as. receipts .into. the Treasury in . the s·ame 
fash~on as fees, fines • . gifts;.Fenis, ,and -_taxes~ ·!. See . Com!line9-
Statement of Receipts. :_ Expenditures·~~_and Balances_. of the:•.·. • 
United· States_ Government . (1973). :(hereinafter referred ·to_ :as·. 
"Combined Stateicent11 ) .... Moreover•. all funds ·: in Budget. Clearing 

; , • • • • • ,I • • • •h·• .. . 

l..:...· ~, !.,-.•. ~1\i: . . ·:.;_ ·r·-:: . ... 4·,, •••• •'•~ ··:•:,-. "'-,•.~ .• :---'-2 ·.:. .. · .· " 
. ' 

.: ,.. . 

. . . . 

·, 

~~--"' ~~~"~S.:.-"-;..'J.•~-~~\,~4;.f_~-i.."'~"'. .... -.... ,~::::t.~~;~-.s_ ... --:c~-~~•:.:~v~~~-.. , ... -.-, r .,-":"I~:::: . .=...--.. - .• : .. -- ·-~~ .. • ... - --~. .......... .,:-.... ..,. ";_,; .......... 4-.. • - ··- • ----- - .~ - - ··- .. - • 
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. . . . . .. 
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. ~t.:;.:~ : . Accounts_ (Suspe.ri.ae) are utilized in determining the monthly,.< :'.i.;. \/'L~ 
·\ .. t":.;:::/. • ... : budget surplus or defi~1t, ... which reflects th.at tho funds .:,.:·)·:·.::?:.:~~;~:~~ .. --~ 
i•.~ • • :· are dedicated .. for the use -'of . the United States" and ru:a :.!',~.-.:--:·-~,.,-~·-~:~:,\· .... 
-:":.: · therefore required to ·be paid 1nto ·the Treasury. See 3f·,..>:~?:\;•:~~~f~~-.;( 
-~~= - U.s.c. ·§ 484 . . thus, the effect of placing the oil import '. •• . '·· • ·-:····1 

! ~ license fees in a Budget Clearing Account (Suspense) is to ~<.. require an appropriation by Congress for any pnyments to be 
·i~ made to Puerto Rico, the Virgin Islands, Guam or American 

i~~ -~--~: ~·:. _s::~ pursuan~ :-~_to t~~--~:~t_i~~ . . • . · .. . .... ·.·_.:_\:::.;t:t~n 
i\"'J1 • A search · of the statutes dealing · with . territories and :•"'•)?/~t-
r:::.~ · • with money and finance has •• fniled • to disclose M1Y such appro- :·· • •• ~'• .. 
;.ff·, priation act. The sole provision which even requires discussion ·. · 
J~-~-- relates only to Puerto Rico. Section 740 of Title 48 of the ·•· ·- ::·.··· 
;-=-~ .- United Sb~es Code provides in relevant part that; • • • •• 
:~~-- .. 

_The duties and taxes collected in Puerto · • · ·· •• -~- .- ,. 
. . Rico 1n pursuance of the provisions • of this • . . . ~.: _.::· ---~~:,-: 

-'.~f.?..: ~: . :•:: ; .• chapter ·. ·.• . shall be ·paid into the Treasury . • . . •. ( ;:.~~~:~;~::::.--! ' . .~ f °"·-rt • ,,. ,...... ..::- . •·I"'! .,.-:· -: :--.:~- .. ,, ........ ,;.91_.,. •. ,. • • • . ..... ~ . -~: . ... :.. •• • • • • f ,;:,· • 0 •I.Uiil O -~ .... 1 • • · • . ..-:,.·.;l,..l ... ~---... ~.;.,.;~s ... ·~- - .,_..,,.__ .. .. i ·--·· t .~.•- .,.. . • • . • ~ 7.~ .. , :: • . • . .. •=· ·•· ; ~-.:; ·. . .... ,-- ~1,&;r ••-:.-, • .-.,.;>-..•-~"rt.:l:v.-,•--..:••-:.r-4-...J~:-..::.,+: ..... :".";i- i:~ •. ;.('.i~'S.!f\.~;:~-;'='·-:7:f.-•-""!·---~~-~-:~ - ;.,. . • • -;·.~: - ·•.- ~,.-=_ .. ·:·.-;5~ .. } ~-~~t . • --~~:~:' -:·,;:~·.:~l!f~rt;·-i·-~·r_ ·:t,.,-.~.;:~=--~~-/'·-:;-;.~--~·: .• .- ~: ·i::,.- _.~~.;~~l(~- ~-~,\--:~f4.~~lS.)1; 
•• . This is -deemed a ·permanent, indefinite ·special fund appro- • 

. ... 

. ·pr1at1on~ See Tbe Budget of the United States Govertll:'.ent in ·. 
• .. • . Fiscal Year 1975~-Appendix, 735. ·.•._But application of this , .. . . 

ctatute ·to tbs oil import license fees requires a detenninaticn .L: 
that such fees . are "duties ••. collected ..• in pursuance ~- -~ 
of the provisions of · {chapter 191 of the Act of April 12, 1900,· ·::: 
31 Stat. _77.] "Y ·1t is our view that such a detexmination 1~ . _ 

.. : . • . ~-- .. :. . .•..• 
V There are other statutes -which say in genera1 _terms that :·.·.::~. 
customs duties shall. .be turned over to the respective island _· ... ,. 
governments. 48 U.S.C~ 5§ 1394, 139.6, • l42le, 142lh~ . 1~2- ~J;·.i 
1644. With reference . to the Virgin Isl ands, however, the ·':-:.· .. -~f.~;:: 
longstanding administrative interpretation of the .statutes :_is ~-::.._: __ ·_ 

·that they llpply . only to duties collected on items imported --~ : . . >::·. 
into the Virgin Islands~ ·not to duties collected on items · • •• )·. • --
imported · into the United States £rem t:he Virgin Islands. · ~ ~t: .• 

23 Comp. Dec. 574 (1917). The provis~ns relating to quam 
also ...apply . -~~ly .,.to duties on items . imported into Guam. li. R . . • ••. : 
Kap. No.:' 16r/; 81st Cong.,, 2d Sesa.;, 15 (1950). •· ~re .ia DO.··_;-: i 

... : . law ·dealing with Samo~, cus~. ~t~ . ~t all. ·:~":--_. • •. .~:.·•·~.:~-a-•/ -~i 
••. .... . ·.1..:. .,.~ ... . ·-r. . . . . • . • • • •. . •• :. . ·~ . • ·• • ' 

.-.. • r. •.~. J,;.._:~ .. 1_,. ·-: ;,~_.; , ... .,.. ~-··•· , ..... , . • .. • • • •. 
• .•" •• ... . . •• • : • ~. f • t'--~ • • ' •f'W •• •• \r • ..,.. .. •'f•"" • , . . . .·• -- .3 -~ ~-- ,. • . . • .... ! "·'"· • .: -1 .... -• .. _~/:;•t-;~::·7:·.-··r 
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'l'_ • • / ;, ·: t • 
'., :':-1 "'· • 
~-.i:--" not possible~ While there are certain si.m1lsr1t1es -between :""'-
. . • . duties and theoe oil import license fqes, there ~re substantial - . 

~~f;::., •• :~· : • differences. These wero outlined in .a memorandum accompanying :· -~· • • ',·> 
-~.:-.. • a letter from Aaaiatant Attorney Generel Robert Dixon to ·.: \· .. / ~tt::(: 
-;r-,·. ~- • Deputy Secretary .of the Treasury William Simon dated April . 11,.-... _.c . •.• .'· : 
'' _,._ 1973 (hereinafter referred to as "OLC memo"), preliminarily 
•. 

assessing the legality of the proposed Presidential Procla-
.mntion which; upon its issuance, replaced the previous oil 
quota system with the import license fee system. One con-
clusion of the memorandum was that the money exaction proposed 

_. .":.- .. , . by the Proclamation should be denominated Bil oil import license ·· •• ; 
::..:··~·- fee, · not a duty, because aspects of the ·regulatory scheme were ···:'• • ··'t 
~}.1:· inconsistent with the latter concept.2/ Id. at 11. The . · _i 
:··. difference between the license fees .and normal duties is • ·• 

further reflected in the actual transactions . involved in the 
collection and retention of ·the -respective funds. Customs 
duties contemplated by · 48 U.S.C .. § 740 are collected by U.S. 
Customs Officials 1n Puerto Rico~ and the funds are plac~d • 
in ,r special fund•.-. receipt account, 20 _x 5687. . Combined . • . .. • •· • • 

•. •. •. . Statement at· 570~ • The oil import license fees, however. are ·~ :··:~\~· [ 
~::,., •• ~.::·!~paid ·to ·FF.A ··s.nd ··placed ··1n~··1ts Budget Clearing Account (Suspense); _:_ :. 

• Customs officials have no role whatever in the process. Thus _.· • 
the fees do not appear to be duties contemplated by 43 ·u.s.c. • 

' .. 

. . ........ .. .. . . .. 
Y'. - •• . .. . .. .. _ .. ---. ·, .. 

r.:~t•·-..- • 
,;, .• ~: .-. '-...... •·· 
.. t. • ... • .... ...... ... 

§ 740, . and that statutes appropriation of ~ustoms duties • 
collected in Puerto Rico would not ~eem to apply to the oil . . 
import license fees. • Even as to Puerto Rico, then, executive . • · 

. payment of funds . from the Treasuxy account would violate the 
Constitution. 

·' .• . . 
. . 

_. ;~ ....... t _; • . . . . • . 
'3} This was so because: (1) duties: are normally considered ; • 
primarily a revenue measure, while the fees involved here 

. 

. : ha4 assuredly regulatory purposes; . (2) the ·oil import scheme . 
provides exemptions for certain persons . based on their actions, < 
and such exemptions from a duty are anomalous; (3) the scrapping 
·of the existing statutory duty on oil would not be justified 
unless a whole new system were being. created, using different -

• regul_atory devices. g. at 10.-11. • _ . . , . :· .: . 
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THE WHITE HOUSE 
WASHINGTON 

December 4, 1974 

TO: Paul O'Neill 
Stan Ebner 
Mike Duval 

FROM: 

SUBJECT: Refund of Oil Import License Fees 
to Island Governments 

Please note the attached memo from Bob Montgomery 
which is largely self -explanatory. 

Not crystal clear in the attached material are the 
facts that: 

. The island Governments are )counting heavily 
on the refunds -- making it a very touchy 
political is sue. 
Some of the Governments have gone as far as 
thinking about offering(or actually doing so) 
rebates to oil producing companies or countries 
as an incentive to locate refineries or trans-
shipment facilities in their territories. j p }'l"l , 

Do any of you wish to attend the friday meeting°'or 
send a representative? I will contact Montgomery 

and try to arrange to have the meeting in the OEOB. 

Incidentially, total credit for identifying the problem 
and pushing Treasury, FEA and Justice into facing up 

to it belongs to Dudley Chapman. 

CC: Norm Ross / 



FEDERAL ENERGY ADMINISTRATION 
WASHINGTON, D. C. 20461 

DEC 0-3 1974 
MEMORANDUM FOR: Mr. Glen Schleede 

Mr. Gerald Parsky 
Mr. John Hill 

FROM 

SUBJECT 

Mr. Dudley Chapman 
Mr. Duke Ligon 

: Robert E. Montgomery ,O~ 
General Counsel l/' 

: Refunds of License Fees to Island Governments 
under the Mandatory Oil Import Program 

On July 18, 1974, I requested the Department of Justice to 
review a memorandum prepared by my staff, and to give us 
their opinion respecting the legality of Sections 3(c) (1) (ii) 
and (iii) of Proclamation No. 3279, as amended, providing 
for payments to Puerto Rico, the Virgin Islands, Guam, 
and America Samoa derived from the oil import license fees 
imposed on imports into Puerto Rico and on shipments to 
U.S. customs territory from the Virgin Islands, Guam, 
and Samoa. This request was prompted by a suggestion from ,\ 
Dudley Chapman that FEA review these provisions, and by 
the conclusion of my staff that they were of doubtful 
legality. 

In a letter to me dated November 14, 1974, a copy of which 
is attached, Tony Scalia advised that no payments could be 
made under the subject provisions without an appropriation 
from Congress. A search by his office of the statutes 
dealing with territories, and with money and finance, 
failed to disclose any such appropriations act. Mr. Scalia 
acknowledged his office's oversight in failing to notice 
the invalidity during its original review of Proclamation 
No.-3Z79, as amended, early in 1973. 
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In view of Mr. Scalia's present determination, I should 
like to ask you to attend a meeting on Friday, December 6, 
in order to discuss a course of action for dealing with 
the situation. Please have your secretary call mine at 
your earliest convenience so that we may arrange an appro-
priate time. 

I would like to consider the following questions: 

1. In what manner, and by whom, should . the island 
governments be advised of the Justice Department~s deter- . 
mination? 

2. What options are available? 

a. Delete the provision from the Proclamation, 
without attempting to compensate the island governments; 

b. Obtain permanent legislation authorizing payments 
in the manner set forth in the Proclamation; 

c. Obtain legislation for the purpose of compen-
sating the island ·governments for money which they expected 
to receive, and then delete the provision from the Proclama-
tion. 

I would tentatively favor option b. as being most consistent 
with general policies in the analogous tariff area. 

Attachment 



Aes,a-r'AHT ATTO .. N[Y Go:Nl< .... L 

,----

~epttrlment of J}ustire 
~usqington, ~I.Cl!. 20530 

NOV 14 1974 

Robert E. Montgomery, Jr., Esq. 
General Counsel 
Federal Energy Administration 
Washington, D.C. 20461 

Dear Mr. Montgomery: 

This is in response to your letter of July 18, 1974, 
requesting our opinion as to the legality of the system 
outlined in section 3(c)(l)(ii) and (iii) . of Presidential 
Proclamation 3279, as amended by Proclamations 4210 and 4227, 
providing for payments to Puerto Rico, the Virgin Islands, 
Guam, and American Samoa derived from funds collected as oil 
import license fees pursuant to the Proclamation.1/ We 
regret the delay in responding. 

Section 3(c)(l) provides in relevant part as follows: 

All monies received by the Secretary [now 
the Administrator of FEA]. under the terms of 
paragraph (b) of this section shall be held by 
the Secretary in a suspense account and may be 
drawn upon by the Secretary (i) for the payment 
of refundable license fees; (ii) for the payment 
to Puerto Rico of sums equal to the sums collected 

1/ For a general discussion of the legal basis of Proclama-
tion 4210, amending Proclamation 3279, see letter from 

Assi~tant Attorney General Robert Dixon to Deputy Secretary 
of the Treasury William Simon, dated May 17, 1973 (herein-
after 11 0LC letter of May 17, 197311 ). Neither that letter 
nor the letter from Assistant Attorney General Robert Dixon 
to the President, dated June 14, 1973, dealing with Procla-
mation 4227 which further amended Proclamation 3279, addressed 
the question at issue here. 

- _,,. 



by way of license fees for imports into Puerto 
Rico (other than imports from the Virgin. Islands) 
and not otherwise refundable; and (iii) for the 
payment to American Samoa, Guam, or the Virgin 
Islands, as the case may be, of sums equal to the 
sums collected by way of license fees and not 
otherwise refundable for imports therefrom into 
the customs territory of the United States of 
crude oil or motor gasoline, other finished products, 
or unfinished oils, manufactured in American Samoa, 
Guam or the Virgin Islands. Balances remaining in 
such suspense account and not required to be re-
served for payments hereinabove provided shall be 
deposited at the end of each fiscal year in the 
Treasury of the United States and credited to 
miscellaneous receipts. 

To carry out this mandate there was established in the 
Treasury a "Budget Clearing Account (Suspense) 11 in which 
the license fees have been deposited and from which refunds 
of license fees pursuant to section 3(a)(3) have been made. 
This type of account was first created in 1968 so as to give 
immediate budget effect to remittances which were 11presumed 
to be applicable to Budget accounts in general11 but which 
had to be held in suspense either because the specific budget 
account to be credited could not yet be determined or because 

-the specific amount to be creaited could not yet be determined._ 
See Transmittal Letter No. 14 to the Treasury Fiscal Require-
ments Manual for Guidance of Departments and Agencie·s (here-
after 11Transmittal Letter No. 1411

). 

Article I, section 9, clause 7 of the Constitution states: 
11No money shall be drawn from the Treasury, but in Consequence 
of Appropriations made by Law. . . . 11 Funds held in Budget 
Clearing .Accounts (Suspense) would appear to be "in the 
Trea$ury11 for purposes of this provision. • That appears first, 
from the manner in which such funds are recorded by the 
Treasury--to wit, as receipts into the Treasury in the same 
fashion as fees, fines, gifts, rents, and. taxes. See Combined 
Statement of Receipts, Expenditures, and Balances of the 
United States Government (1973) (hereinafter referred to as 
11Combined Statement"). Moreover, all funds in Budget Clearing 
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Accounts (Suspense) are utilized in determining the monthly 
budget. surplus or deficit, which reflects that the funds 
are dedicated 11 for the use of the United States" and are 
therefore required to be paid into the Treasury. See 31 
U.S.C. § 484. Thus, the effect of placing the oil import 
license fees in a Budget Clearing Account (Suspense) is to 
require an appropriation by Congress for any payments to be 
made to Puerto Rico, the Virgin Islands, Guam or American 
Samoa pursuant to the Proclamation. 

A search of the statutes dealing with territories and 
with money and finance has failed to disclose any such appro-
priation act. The sole provision which even requires -discussion 
relates only to Puerto Rico. Section 740 of Title 48 of the 
United States Code provides in relevant part that: 

The duties and taxes collected in Puerto 
Rico in pursuance of the provisions of this 
chapter ... shall be paid into the Treasury 
of Puerto Rico. . . . • 

This is deemed a permanent, indefinite special fund appro-
priation. See The Budget of the United States Government in 
Fiscal Year 1975, Appendix, 735. But application of this 
statute to the oil import license fees requires a determination 
that such fees are "duties ... collected ... in pursuance 

-of the provisions of [ chapter-191 of the Act of April 12, 1900, -
31 Stat. 77.]"l./ It is our view that such a determination is 

2/ There are other statutes which say in general terms that 
~ustoms duties shall be turned over to the respective island 
governments. See 48 U.S.C. §§ 1394, 1396, 1421e, 1421h, 1642, 
1644. With reference to the Virgin Islands, however, the 
longstanding administrative interpretation of the statutes is 
that they apply only to duties collected on items imported 
into- the Virgin Islands, not to duties collected on items 
imported into the United States from the Virgin Islands. ·see 
23 Comp. Dec. 574 (19t7). The provisions relating to Guam--
also apply only to duties on items imported into Guam. H.R. 
Rep. No. 1677, 81st Cong., 2d Sess., 15 (1950). There is no 
law dealing with Samoan customs duties at all. 

- 3 -
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not possible. While there are certain similarities between 
duties and these oil import license fees, there are substantial 
differences. These were outlined in a memorandum accompanying 
a letter from Assistant Attorney General Robert Dixon to 
Deputy Secretary of the Treasury William Simon dated April 11, . 
1973 (hereinafter referred to as "OLC memo"), preliminarily 
assessing the legality of the proposed Presidential Procla-
mation which, upon its issuance, replaced the previous oil 
quota system with the import license fee system. One con-
clusion of the memorandum was that the money exaction proposed 
by the Proclamation should be denominated an oil import license 
fee, not a duty, because aspects of the regulatory scheme were 
inconsistent with the latter concept.3/ Id. at 11. The 
difference between the license fees and normal duties is 
further reflected in the actual transactions involved in the 
collection and retention of the respective funds. Customs 
duties · contemplated by 48 U.S.C. § 740 are collected by U.S. 
Customs Officials in Puerto Rico, and the funds are placed 
in a special fund receipt account, 20 x 5687. Combined 
Statement at 570. The oil import license fees, however, are 
paid to FEA and pl~ced in its Budget Clearing Account (Suspense); 
Customs officials have no role whatever in the process. Thus 
the fees do not appear to be duties contemplated by 48 U.S.C. 
§ 740, and that statute's appropriation of customs -duties 
collected in Puerto Rico would not seem to apply to the oil 
import license fees. Even as to Puerto Rico, then, executive 
-payment of funds from the Treasur·y <=:1ccount would violate the -- . -'-" 
Constitution. 

3/ This was so because: (1) duties are normally considered 
primarily a revenue measure, while the fees invqlved here 
had assuredly regulatory purposes; (2) the oil import scheme 
provides exemptions for certain .persons based on their actions, 
and such exemptions from a duty are anomalous; (3) the scrapping 
of the existing statutory duty on oil would not be justified 
unless a whole new system were being created, using different 
regulatory devices. Id. at 10-11. 

- 4 -



The question may arise how refunds (as distinct from 
the payments here at issue) may be made under section 3(a)(3) 
of the Proclamation. The answer is to be found in 31 
U.S. C. §. 725q-1, a permanent, indefinite appropriation for 
moneys erroneously deposited in the Treasury. This statute 
is regarded generally as an appropriation of money for the 
purpose of paying refunds on customs duties, taxes, fees, 
fines, etc. The justification would appear to be that the 
amount of money entitled to be refunded was not "received. 
for the use of the United States" within the meaning of 31 
U.S.C. § 484 and therefore should not have been covered into 
the Treasury. This justification cannot be appli_ed to the 
regular payments to the island governments contemplated by 
section 3(c)(l) of the Proclamation, since these do not 
involve funds erroneously collected, and since the President 
had no authority to receive the funds properly collected 
except "for the use of the United States." • 

If the payments to the island governments were necessary 
to comply with or furthered the purpose of 19 U.S.C. § 1862, 
the statute which i 's the legal basis of Proclamation 3279, 
then it might be argued that that statute authorizes the 
President to make such payments. Cf. Varney v. Warehine, 
147 F.2d 238 (6th Cir. 1945), cert. denied, 325 U.S. 882. 
Such is not the case, however. See Letter from Deputy 
Secretary of the Treasury William Simon to John Sawhill, dated 

-May 25, 1973; Memorandum from-Sandra Sherman to you, dated - ..,,. 
July 17, 1974. 

It is our conclusion, therefore, that it is not within 
the President's authority to direct the payment to Puerto 
Rico, the Virgin Islands, Guam,and American Samoa of those 
oil import license fees collected on oil imported from the 
respective islands. Accordingly, section 3(c)(l)(ii) & (iii) 
is without legal foundation, and the payments contemplated 
therein should not be made. 

We realize that this Office approved both Proclamation 
4210 and 4227 for their legal sufficiency prior to their 
going into effect. We regret our oversight, pleading in 

- 5 -



mitigation only that the provisions in question formed a 
small and relatively insignificant part of a complex 
Proclamation, raising substantial issues of executive 
authority and reviewed on an urgent basis. 

Antoni Scalia 
Assistant Attorney General 
Office of Legal Counsel 

- 6 -



EXECUTIVE OFFICE OF THE PnESIOENT 
OFFICE OF MI\NAGEMENT AND BUDGET 

WASHINGTON, D,C, 2()503 

. 
IJi~C 5 !3M 

Honorable Rafael Hernandez-Colon 
Governor of Commonwealth of Puerto Rico 
La Fortaleza, San Juan, Puerto Rico 

Dear Governor Hernandez-Colon: 

Wally Scott, Frank Zarb and I all appreciate the opportunity to have met 
with you and the .Resident Commissioner on October 17, to discuss the 

. economic situation in Puerto Rico. We also appreciate the opportunity to 
connnent on the most thoughtful study which ·you presented at our meeting. 

The study vividly demonstrates the adverse impact on the economy of 
Puerto Rico of price increases, particularly for petroleum products, which 
have occurred ·over the last year. The steps which you have taken that are 
outlined in the study represent an impressive agenda to lessen th~ impact 
of the current economic situation. 

Similarly, we on _the Federal level have developed an agenda for the fight 
against inflation - an agenda which, like. yours, includes budgetary re-
straint. Although I cannot provide you at this time with definite estjm:ites 
of the impact that this budgetm~y rf'stndnt will have on the Commonwealth, 
I will address the specific recommendations mnrle in your study and, where 
possible, will indicate how we nre attempting to reconcile the requirements 
for fiscal discipline with the needs of th!:! Commonwealth. 

In connection with the dis~usslon of the Puerto Rico budget, your study 
notes that Puerto Rico does not partlcJpat:e in General Revenue Sharing 
and, thus, cannot substitute these funds for reductions in categorical 
Federal programs~ Although Puerto Rico does not participate in General 
Revenue Sharing, the Commonwealth could be considered to rece:lve the ultimate 
measure of revenue sharing in the return to the Commonwealth of all Federal 
income tax and . customs duties col] ecterl in Puerto Rico. The estimated 
revenues of $171 million from tliese sources in fiscal year 1975 are most 
likely considerably higher titan what the Commonwealth would receive were it 
to be included in the General Reve,rne Sharing formula. 

J\t this time, we c;:innot providP t Ji,, {l'.",S11r;,_nce requested in the study that 
$1. 5 million will be made avail:lble for the Corps of Eugineers to start 
construction on the Portugues Hncan;:i project. It may be necessary to 
propose deferral of some public works projects in order to achieve the 
$300 billion outlay ceiling. The status of Portugues Bucana will be 
addressed in connection with overall needs, but you can be assured that 
this request will be given careful consideration. 

.. . ' 
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The rcquE-!St in the otudy thnt the Econondc Developr,,ent Agency (EDA} pr.ov1-<lc 
$5.1 million in public works crrmtn hns bw~n diacuirned uith that f;lr-ency. J:DA 
officials indicate thn"t the $3 r,dllion potentially available for public ,-:arks 
projecto in Puerto Rico in the result of fnvorablc nction on tuo projecta at 
pre-application confcr.enccr::. EJJA prc!.tcntly docs not have ~my for.c.ula tYl'C! 
allocation of ito fun.do, e;~cept for. the vcr.y lil!iitcd fund1n 6 U0\1 bc!ing i-e-
quented to inplcr.mnt the new nttppl.cracnt;rc:; tr,~nt aJ.loca.t:l.nn to f;tntcr:. A<:.-
cor<lincly, !lll cltr::1.hlc rc:c:l.n:tcnt!1 munt: r.C ,!:r·et1~ for tile uva:Unble r.cnourco:1:-. 
To the c,~tc.nt that l'uerto J!:I ~o rropo:-:;e~ pn):i,~ctr; t:i1.1t nrn more worthy tlrn~, 
the compP-titiou, 1.t could recr:1.ve nddit:io111l fm1 <l:lnr,. 

The study cites n nc!ed for inerca~w<l SV/'. m1 1l f;-:ilii, lo::1ll ftmds to bn c:h:.i11n<'-l<icl 
into the food production '1.nd clj str.ihut:l.on sectors in order to li!e·._!t th~ p:m,--
ing dcrnmd which is expectc.,t to rcoult from irnplc1•1ent::i.t:lon of the Foc,tl f;tnmp 
pronrnm. We share your coucern on thi::: ir..::rne and hope thnt the ncc<?lerP.tctl 
schedule for. implementation of the F'oou St.1.-:;-ip program, . which the Co,,u11ommalth 
proposed. will not havo an adver.oe itn.poct on the economy of rnerto Rico. 

The Co1nmonue-nlth' s relative po:::ition rt'!r,arcl:f.ne SBA loans appears to be m~cel-
lcnt.. In fiscal year 1974, the total nucbcr of. GU~ loc1no declihc.d GB per 
cent, ,,Idle the nut:1be.r i11 Pu er.to Rlco incrc,,;;c<l 22 pc·r Clmt.. [lird.lnrl:.,, the 
oituution for Fc1HA loans lootu favoroble. The Con1;1om-1ealth tfl loHno ar" c:>-;.-
pocted to incrc.as~ in H.ccnl yea~ 197.:i fi·o:,1 $7.7 ulU.1ou to $f/5 r,d.J.i:ton~ in-
cludint~ nn increase of ,:;o~ iu f.irm O\·mc.rship nnd farm opHrvting loanH to 
$14.5 million. 

The propo·sal iu the r:itudy tlwt J,wd.unnr.: n11rl imlur:trlnl lmmn be 1;•:1dP. tn th~ 
Com1101mealth for tl1e p1n:poi1e ,~f b~in~ 1:t!l.o.·uw,l to 1:n:a.ll. f.nrricrn unf0r.t:1m.,tcly 
cm1not he adopted. f:11JJA :In pn:,1i:lh5.tc,l hy lci.t-1 fr.on r1;.iJ:in~ lonns uhich Hould 
subr.equeutly he relomwd 1,y the hon.'"o,-,cr. to othe1: ~,oi:rcuen;. 1111! r.cqm!st 
tho.t the fi:iHA interei;t r.atr'. for 1>1.1~d.11en:1 autl ind,.1:Jtri,·l Jo;i-c,n he~ r.cduced 
bclm1 the rate on Fmlcrnl not,·r1 nl!'<> c.,1m1ot be r.,.1opte11. The int,!1'e!1t rnt:e 
formula for thi!l progr::11:1 iD atatutod.ly prc~cribcd• and it io <hni1;uc-d to 
pro<luca cm intercnt r.ato to b0rro:-en~ thnt .-.1pp1:o:~iri,1tcs 111ar.1,ct rntew. The 
onr,oing farm owner.ship and fan1 opcrat:tnr: 10:.in pror;rmr.o nt 57. mu! 8-1/2?; 
respectively arc designed to m,rve sr:nll i:aT.T!Hru of the kind <liscusnerl in 
your 'otudy. 

In regard to tha re.co1-:,_m~ndntfor11:: on hot•i.linr,, n major review of Federal 
housing policy has indicatPd thnt the N • t:l.on' n houoing needs can be met 
mor~ cffcctivr.ly, c(ff.r.:lcntJy, 1:1d nq1d.t,1hly ·under -' revii:;eu puhl:ic l;on~inP. 
lensing procrrnn tlnn rnd~•r 1:1, ! i ,c,, , 01-111Pr:,itf.p ,\~.:d.•;t:r,11cc pror:r,"ln which 1.,nkr.s 
familim1 eligible w:f.th the mwn i11cc::::n level as wr!rc eligible under the 
S~ction 235 pror,ram nntl tlw cnn-..c.mt:lnnnl puhl:lc hou3inr; pro3rm:i. t\ccor<tinr,ly 1 

the Lower Incori<? Hourdnr, Ati:,d.ntrmcn prof~ram is hcini:; relied on to prov:r.de 
housing ns~listunce in li~u of. tlti..':-.:e prof•,raw;~ . Ennt e>f the con:t~lt,:~~nta nntlcr 
thiG prorrmn \/ill \,(! for con11tn1ct:lou (it u~w hou:1in3 uuJt.u. rucrto Rico'o 
hoU!ling ueedo will be carefully con9idered by UUD in the procemJillg of 
npplicatious for the nr.w Lower lncom(? llou~dng A~wist~mcc Progrom. The 

j 
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recently enncted El'"crr,cncy 110:·.:0. l'ur.c:htwo tw:d.s tancc Act 
Puerto Rico ao a hl~h co::it .tr,.:;a. llouevcr., the Act cloeo 
conventional lllOrtr-;ngea of up to $42,000. 

does not dcsignoto 
allow support for . 

Obviously, tl1e hou.'Jin~ pr.obler:1'1 of Puc,~to Iaco nnd nm1y other. arcao must 
ultir.iatcly be re~olv<'-d liy tl1c 1•x·lv.:1tc ho1rnin;t :i.nJontr.y t:tnd Judced the Ft~dcr.al 
component r.iuat rcn-iin only n :,·npplr.:.i;•cnt to the priw1t0 effort. \lt? do n1 1-

\>reciatc! the infon•rition on the hou::.inr, IWNln of I-'11~,rtn Tt:i.co. 

'J.'lic otucly cr-inclu<lcrJ ,11th :10!1n 1·(n:;•~nl:G 1·n• ;11:.J:ir;--; F•-.<:l,··· J1 !•u1"m1 r ·:co1nv~r: 
progr.rnJn ::1_11<l rec1n;r,'~H t\o th-"I: ! n: c:i. 1) 11ttu,t:ic,1t b,: :'.:I.'.· 1 to I'uc~:t:" :- i cc, 
ond thnt .:\Tc'.'!lior:itiv,.~ mr~:uitire" he dn'1n0d~ '.l.'1: 0 n,wil :-·.1~1:J.orati,·•-· 1:-,r•,Jsun.'s 
include , 

The converrd.on frc,1.i con::odity d:lHlribution to the Food ~t:.1111p 

Pro3rom olvrnld provide: a:i.rl'.lfic~nt: ~thi:1.tionnl nr;r:i:1t<"nc'} to 
the low-income popul.nt:1.on of I'uerto iUco. \fo ar~ confident 
th.at , t1biJ.c the ncl1edule<l plu::secl-convc!r!Jion to food s~a1:1.pa 
during 197l1-75 h:i.s bc<~u nkmdonC'.u in f:,,,-or of conplet<'-. i1,,:1c-
oont11tion by nover.ibcr l, 1974, the. cconouic llD:Jc~;m:i:.~nt ot fc[lni-
bility hos prov,1d positive; thus, minj.1,dzillh concerns of pm;sil,lc 
ndvcrse ir.rp:ict9 duo to bottlenecks in tlie c01criercinl food cl:J.s-
tribution oyotem. 

'Ihe U.1tionnl Enployr~(>nt; .fl.r:::n:f.st:>.nc•.~ II.ct (t;rJ,11.), propor.ecl hy 
l'raoidcnt Forcl :f.n h:i.:; rec~nt .:idur• il!1 ou the economy, nhiJuJd 
provide signif5 cant ii:win 1::-.11c0 to the Cc•r:i iom·enltt. Sl1nultl tlu~ 
trj.ggerinr, cood:i.l. iow, l:e 1.!'.'.t., J'ucrto iU co mlnld i.;e eli'.~ liJ o for 
both m~tcn,Jcd uii,'1,ip10::1 •·;1t. :l.n~;1n-u 0 1,:n k:-11~f:I.t!1 (nP nddit:i.c::11 1 1 10 
weeks for cove,:C'd f:t•p.l 0yc·:-~-,, :•.o ,:ed~n for tiJicoven!d) nn ,1 .f,:,r. 
portic:tpaticm :f.n tlie Ccr·; 1•..:rd ty Il-1p1~ovcr;cnt Co,:p.s. /,t tl1c national 
6 per cent tt1wiipJ.c:, 1;:•:1Jt r.:it.,~ t:r:f.;;1:i!r , Puerto l!ico could recd ve 
about ~23 tt•:tlHon out of thr! $500 1aiJ.l:f.on to he n•ndr. nvai1nhJ 
under the Cor.11:,111.1-Lty li·tprovcw.!u.t Cm:po. 

In conclusion , tm npprec:f ntf? tt,e ooport110:f.ty both to hnvc m,~t with you nnd 
oloo to hnv<? revicucd the. ntwJy \;ldc:h you m1bmittcd. Such di<1lo:~uc uith 
knowledgcaule and respona:1.bl,!. 11coplc lil:c yourself ia indiapcnuablc to good 
government . If we can pr.ovi<lc c:rl,at.iona1 inforw1tion ou Federal progrmuu 
nffect:f.ng Puerto Rico, i.,lc1rne let iin know. 

cc: Official File-HRD/IM 
Director's Copy Mr. 
Mr. O'Neill • Mr. 

Ecltheredge 
Meyer 

Sincerely, 

: ' 
Nr. Mr. Fischer. 

Mr. Rotherham 
Mr. Barry 
Mr .. Smolkin 

Tryck , Pnul H. 0 Neill 
Mr . Speshock Aosocintc Director for 
Mr. Hanna 1 I i Aff i hnnnn one. Cmw.1un ty • n ra 

Mr. Parras HRD/lM:JRothcrham:fv 11-14-74 
Mr. Landis 
Hr. llmmn 

I. 
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CITY OF SAN JUAN 
OFFICE OF THE MAYOR 

SAN JUAN, PUERTO RICO 00905 

Mr. Norman Ross 
Domestic Council 
1600 Pennsylvania Ave. N. W. 
Washington# D. C. 20500 

Dear Mr. Ross: 

January 13# 1975 

First of all# I want to express my gratitude for your kindness in 
receiving us in your office during our visit to Washington last week. 

As agreed in the course of our conversation with Mr. James H. 
Falk# I am enclosing a copy of the letter being mailed to Mr. William A. 
Morrill (which is self-explanatory). 

I shall most sincerely appreciate any help you may be able to give 
us in our effort to win release of the Hill Burton funds for our two health 
facility construction projects. 

Carlos Romero-Barcel6 

I 

II 



, 

Mr. William A. Morrill 
Assistant Secretary 

ti 
CITY OF SAN JUAN 

OFFICE OF THE MAYOR 

SAN JUAN, PUERTO RICO 00905 

January 13. 1975 

Planning and Evaluation Office 
Department of Health., Education and Welfare 
330 Independence Ave. S. W. 
Washington., D. C. 20201 

Dear Mr. Morrill: 

.. 

This is in reference to our meeting last week regarding the Hill-
Burton funds granted to the San Juan Municipal Government through the State 
Agency (Department of Health) that administers those funds. . . 

We have two on-going projects., as follows: 

I - Rio Piedras Diagnostic and Treatment Center 
Project Nu.mer PR-308 • 

The first Hill-Burton grant for this project was in the amount of 
$700., 000. Allocated funds were from F. Y. 1971 and 1972 .. In July 1974 a 
second allotment in the amount of $600., 000 was authorized by the Common-
wealth Secretary of Health. These funds were from F. Y. 1973-74. 

. Since this project is now in the final construction stage (85% com-
pleted)., we have been awarding bids for the completion of the center . . For 
this purpose we have committed the $600., 000 mentioned previously. The 
first $700., 000 allotment has already been used in the construction phase. 

.,, 

II - San Juan Long Term Care and Rehabilitation Center 
Project Number PR-403 
Sub Numbers: PR-403A-L.T.C. 

PR-40 3B-Rehabilitation 

T • 



Mr. William A. Morrill 
January 13, 1975 ",.., 

., 

Page -2- , . 

For this project the State Agency allocated the amount of $994,492 
from F. Y. 1973 and 1974. 

A great deal of work has been done on this project. Final plans will 
be submitted by the architects in January 1975. We expect to start construction 
by June 1975. and to have the first phase finished in October 1976. As you know, 
that year marks the Bicentennial Celebration in which we are a participating 
city. 

We appreciate most sincerely the attention you gave us during our 
visit to Washington. and whatever help you may be able to give us in obtaining 
the release of the Hill-Burton funds for the above-mentioned projects. 

Naturally. I hardly need add that we are also anxiously awaiting word 
from you as to the final decision that is reached concerning the availability of 
this funding. 

a:~~ 
Carlos Romero-Barcel6 

r, 

,, 71 
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DEPARTMENT OF HEAL TH, EDUCATION, AND 
PUBLIC HEALTH SER _VICE. 

26 FEDERAL. PLAZA 
NEW YORK, NEW YORK 10007 

December 18,.1974 
REGION It 

NEW•JaRsEY, NEW '!'0 
PUERTO RIC:O, VIRGIN I_S: 

Jose A. Alvarez de Choudens, M.D. •. 
Secretary of Health 
Puerto Rico Department of Health 
San Juan., Puerto Rico 00924 

Dear Dr. Alvarez: 

The .President's Message on budget restraint submitted to the• 
Congress on November 26, proposed that the Congress rescind 
all unobligated balances remaining from the FY 1973 and 1974· 
approriatioris for Medical' -Facilities Construction.· . The 
President intends to present in the very near . future a _ 
comprehensive suiilIIlary of all 1975 proposed rescissions and -

' deferrals for the remaining HEW programs . that are affected . 

' .• 

by these budget _restraints. , . 

While Cori.gress consid,ers these proposals., including the • 
Medical Facilities Construction _Grant rescission., the Department 

• will not obligate any additional funds for these programs. 
Therefore., effective December 17, no pending medical facility 
grant applications may be approved for obliga.t:ion. You are , 
also advised that all funds previously.allocated for projects 
T~hich have not received Part IV approval are hereby suspended· . 

• from any further action which would inc_ur an obligation on 
; • [behalf of the Fede1:al Government. ·Accordingly., all unobligated 
l ; balances available.as of.December 17 are hereby withdrawn except 
l _; th~t funds t:1ay be available for payment for state administrativ~ 
r. . agency costs. • • . . . · _. · ·.· ... • • 
I - • • . -- . . . . . . :. • • . . • . . ........ 

- .. 

Please let ma know if ·you _have · ~ny questions- w~th respect to this 
. i • . ., ' . act.ion. .. . . _ 

~- t i 
! Sinc.erely:, 

. . 

i r 
•• e,. JkttJ-Qflb • '-" 

I 

C. Robert Dean., M.D. 
_Acting Regional Health Administrator 

-,.. 

---
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1/23/75 

PUERTO RICO 

Question: 

How is Puerto Rico affected by the Proclamation? 

Answer: 

The fees established under the Proclamation apply to imports into Puerto 
Rico just as they apply to imports into the United States. In order to avoid 
any new burden on Puerto Rico, the President is seeking legislative 
authority to refund to the Government of Puerto Rico the amounts collected 
by the supplemental and existing fees ($1. 00 - $3. 00 per barrel) for those 
volumes actually consumed in Puerto Rico. This will provide Puerto Rico 
with the same relief as the President is providing other citizens through 
the tax and other refund measures which he is proposing. The President 
will also ask for remedial legislation to refund to Puerto Rico certain fees 
already collected. In addition, the Government of Puerto Rico will receive 
amounts collected pursuant to tariffs (this is equivalent to about 10¢ per 
barrel) which are being reinstated by the Proclamation. 



1/23/75 

FACT SHEET ON PUERTO RICO 

1. Supplemental $3. 00 fee would apply to all imports into Puerto Rico. 
Existing arrangements with respect to the special contracts will be 
continued pending the three month review of the mandatory oil 
import program as provided by the President. 

2. Tariffs would be reimposed and amounts paid would be refunded to 
the Government of Puerto Rico. 

3. Fees paid on crude coverted into products exported from Puerto Rico 
to destinations outside the U.S. customs territory would be rebated. 

4. Special long-term allocations to certain refineries which require 
payments to the Puerto Rican government into the Puerto Rican 
Conservation Fund would be continued in their present form, but 
the supplemental $3. 00 fee would apply to their imports. 

5. The President will seek legislation to provide the people of Puerto 
Rico financial benefits equivalent to those being provided other 
citizens through the President's proposed tax and other measures. 
Such legislation would provide for rebates to Puerto Rico of the 
amount of the fee collected on crude oil consumed in Puerto Rico. 
Thus, Puerto Ricans will bear no new burden under the fees. The 
President will also seek remedial legislation to refund fees already 
collected pursuant to the present proclamation. 
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VIRGIN ISLANDS 

Question: 

Will legislation be requested to permit rebate of the fees collected since 
May l, 1973, as originally contemplated by the Proclamation. issued in 
April 1973? In other words, will the Virgin Islands (also Guam and · 
American Samoa) be treated consistently with Puerto Rico? 

Answer: 

The situation in the case of the Virgin Islands is entirely different than 
that of Puerto Rico. Since the Virgin Is lands are outside the customs 
territory of the United States, the supplemental fees which will be paid by 
Puerto Rico consumers will not directly affect petroleum prices in the 
Virgin Islands. The need for insuring return of the higher import fee 
revenues to Virgin Island consumers is therefore not present. The 
question remains whether the limited rebate -- such as· intended by the 
1973 proclamation -- is still appropriate, however, we have not had time 
to thoroughly address this question. We will be doing that over the next 
couple of weeks and we will provide an answer as soon as possible. 


