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MEMORA:\D!.1M 

MEMORANDUM FOR: 

FROM: 

SUBJECT: 

T II E \\' Ill T E I I 0 t: S E 

July 29, 1976 

THE PRESIDENT 

BRENT SCOWCROFT ;1}:J 
Contract Versus Civil Service Manning 
of Military Sealift Command Ships 

During the EPB meeting yesterday you asked for a status report on 
the above subject, The Defense Department has provided the following 
chronology of actions they have taken, 

On July 15, 1975, the President discussed the. above subject with 
Secretary of Defense Schlesinger and urged that a plan for contract 
(union) operation of Military Sealift Command (MSC) ships be 
prepared, Accordingly, the Navy Department, the Maritime Adminis­
tration and the Office of Management and Budget worked jointly on this 
consideration resulting in the preparation of an action menwrandum to 
the President from the Director of the Office of Management and Budget, 
James. T. Lynn. It is understood that this 1nemorandum was presented 
to the President for consideration about 28 August 1975 (actual memo 
at Tab A). Five alternatives \Vere provid·ed which ran the gamut fron"l 
contracting for operation of 21 MSC ships to retaining Civil Service 
crews, The Navy Department was informed that the President had 
selected Alternative #3 which called for contract operation of four MSC 
tankers, It was understood that the plan envisaged evaluation of the 
relative merits of contract operation versus Civil Service operation by 
the proposed four-ship program in order to provide an appropriate 
basis for a·comprehensive future policy for manning of MSC ships. 

On 2 September 1975, the Secretary of the Navy Middendorf directed 
the Chief of Naval Operations to place four Falcon Tankers under 
contract operation by 1neans of a commercial competition. He stated 
that the plan was to conduct a one-year competitive cost evaluation 
based on data derived from this contract as well as a cost history \.vhich 
would be available from other ships being n1anned by Civil servants. 
Final evaluation would be based on all kinds of costs which are required 
for a proper comparison chosen through the joint consideration of OMB, 
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MARAD, and MSC. On 3 September 1975 the Secretary of the Navy 
informed the Director of OMB of this action. 

On 17 October 1975, a solicitation was offered to Industry requesting 
quotations for a one-year period plus an option of six months. Valid 
bids were received from four organizations on 16 December 1975. 
Following negotiations and receipt of best and final offers, MSC made 
an award to Mount Shipping, Inc. on 18 March 1976. The four ships 
were placed into operation starting with the first one on 16 April 1976 
and culminating with the fourth one on 26 May 1976. Based on the 
Mount Shipping contract price, it was estimated on 15 March 1976 
that the contract operation would exceed the current price of Civil 
Service operation by about l3o/o. Prior to the Mount Shipping award, 
these figures were discussed with OMB after which the award was 
made. 

As of this date, we are proceeding in accordance with the plan and 
anticipate that in mid -1977 data will be available after which time 
the economics and other factors will be reviewed and a longer range 
plan established. 
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THE I>P.ESIDE~7 

, . J&ms T •· L Ytm 

Union versus Civil Service. }~;mning of 
HS.litary Sealift Co:-.::1an·d Si~ips 

. . 
In yo:.:r July 15 rncr~ting ··u!.th Sec~~taxy SchlesinGer, you .'d:iscus:>cd :.:c. c. 
question of union versus Civil Service ~ann{ng-of }~ilitary S8~lif~ 
Coz::and (HSC) sh.i£::S. The: ior;ue to be -r.csolved involves the us~ of 
private contractol·s vcrsw; continued ~fSC ope;~at'ion of these: sl-.ipn. 
This. ~0.~0 icen~ifies the ships ir.volv~d, co:J<p.:t~(!S the opcrati~10 co::;t:s 

under the t;.·o syst.e .. ';ls. ond outlines th2:ce possibl·3.· courses of u.ccio~. 

HSC Oj)Ct'O.tc.s st. shi?S with civil :;crv.:tnts. Of t:hcr,c~ ?..7 ul'C SiJ.?.Ci.:.t 
project t::itsion rcla ted shl'ps ~~~;.;;J £.::;-: t :<:H.:n rcs~.:l.:-ch ~~d s~~rn~y, 

Polaris/Poseidon su?port, ran~c iustru~cntation~ and unclcr~efis 
st,n:vd.llv.ncc. T.--.<; rc:::ainin[; 2 7 ~-rsc ~h~-?S nrc t:hc subj cct.: o[ f:hi<> 
issue.. ~'hose include; 

Seven tn"kcrs, 4 of ... ,.hich D.rc oC p.<lrticul<J.r intr.rcst for private 
~9ncract o~cration since their opcracicns arc quu.si-co~~crcial. 

- Four· tankers wera operated by a private contractor cntil ~?ril 
197.', \.'hen thfl contr<lCt \-1~5 te-::win:"lteci due to ir.::;Jcquatc. 

•.. pc.rfon;,~ncc. E.1ch shi;l is r.1<1nncci by 25 civil sc::vant:::. v:i.rtu.-;lly 
all of ~hoo aro mc.::1bers ot ~J.t"l.t:<..::.c unions. Vnio:1 c::itici.s::: o::: 
the usc. of ships uith Civil Service pc~so~ncl results frc~ the 
fnct that cv~n thou~h c:r:c ~-:.::.sent ci:;:.Io:tccr: .:~rc u:1ion cc:::::-·~::-~. 
there is no contribution tv th~ u:-,i.o&t ?~nsion .:r.r. •;cl£.-,ro fl:c:d.s. 
If tl\C s~ips ~~:c cont~~ctor c~n~~cci, contributions would bo 
cad~ to the pension [u~d of the R?pto?rintc unio~s. (Thu 
t;u t h)n\l l N~ r it i:-:-.c Un io:1 ;.>~n:d.o n i u:Hl h.Js J. ? rc sent uniunc cc! 
liabil:tt:y of .n;->;n:o:dr.J~tcly H;O ;:-.Ulio~.) 

··-T'nc other 3 tLinkcrs nrc cr.;-.;•r.ccl cr.tirdy. ia PJc.Hic 1ntcr-
1r.lt:nd orcr:n.ion~. They c:o r.oc: return r:o ;~n)' \J.S. i'orc:s .Jnd 
nrc oll! vi th poor c rc\J uCC.0r:::oC:a t ior.s. lt is C'.X~t·c::~cly Joub t: .. 
ful t:l1~t t:hcy \.'Cmld b~ ot' inccrcsr: to con~.:r.:;ctor::o. 
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Eleven dry cnrco ships hove al,:J.ys bCC:il r:~:H'.Cd by civil r.crvnnt5. 1:~vy 
h~5 fin:. plans to r.c::\ovc 3 of tlwsc s:·.ip;; .trc:..1 r;!l~ . .JCt:.~vc !:orct! .. in g(!); 

• and rc::-.o•:al of Another 3 Gh:i.ps i~ unc!c-r ~or.~it:cr~tic~. Cost ::;~u:!ics co:-J.-. . 
f1ro the ccono~ics of civil ~crvJ.~t ~nn~i~s a~ ~;~inst contr~ct O?Cr~ticn. 
l)riva::c COi1tr-<1.ctot o~crotions \..rill cos~: 15-20;~ r.:ore t;lwn ::.he. cun:c~.t 

systc::2. 

Nine fleet nup?ort ship!::. inclucir:£ oil(!£'::S emu tu(;~, Oj)crntc di:cc.ctl:r 
\-lith the ~:avy fleets J.t SC<i. '1'ocsc. :.;hip · ... ·c~~c c;;cc ;.:,:ni1C\! \>!.th r:;i:.i-

. t()cy pcrson:-tcl, but \Jere co:-:\·G.rtc.d to c).\,ilic:L r,-,u~n!.r.z:. D0c~usc of 
the type of sl.!p?or.t: r~quirc::! o: tl~cr.a r.l\i.;.>s > t:"lc ~:a.vy \:oulc ?<:c£~r 
cilitc:.ry m;:mnin;:; :..n Ecu of a "?rivat;c~ c.·;~~tr6c:L:or. ('j(lc Chief of 
". 1 /"'........ ... ' h s st~•·cd ........ ~ '{"Y .... r .. - atu~..J-. '""""'/ -(") 1-., .. : ... ·~--··· &1ClV.1 v 1Ji;'::'c'l0.:.4Cr,S • <1. ' cu.. ,c;., :'OJ.,...., ._,),~;.., &hll.~r"u ,,._.?_o_;,;~::;,.,.,C.1<. 

ships tbnt po:ovidc f'::o:1t line support \./ill be D.:mned b:r cith-2r ~avy 
cre~s or MSC Civil Service marine pcrso~~~l in ordBr ~o p~ovido 

· positiva ~~~vy control.") 
... 

Co,Hd.d~rat'i.o:;s . 
. ' 

.... _ ----
Cost' - . 
!tg::ec:::ent has bc't!n rc-Rchcd by t:on, ~·1:'2:-.D jnd o:-m on co:<:v.::~rat:i_vQ labor 
and labor related cost cli£fcrc:--.t:i.::ls 'oe:;;;;:en c:i.vil S·2t"':.:;.nt.: <w.C. coa~ 
t .,.."c'·o.,.. '1"'"'"';~,., /•'1 "">~ 4·•·.'c;.- _,SO -~v...,~ .. •·~-~ n0:1 .. 1-,>-o- CQ<'•·c n~,.~A l.,., l-.,;~.,1.,. ,._ •IU•••'--•·u• ,_ rUt-'--"'"~ '"1-.. u~,._.'l,;.;.\,; to.••().l,... I • -c::.J &. .. •\.....J ''lw:..J.~~ ,;._. 

hi rl,~ • .,.. Ul1,;".,.. C"~~ .. ~.~ ..... ~ O"''>"·c•-·.~. I.,..,. ~~··.•·· '" """C '''s·,~·-·" , ... _..,.1~ ~~ v•·-- \.~~.....~ ....... , ....... u"""'-v ... "'~ro;.."-- ..... -... i ,\-6 .... ............. ""' _.., vv""" u...a. ~s ... ~L:~~~ ...... t .. ..... .... 

to the size of the d.iffcrc.:-.c:e. D(lu bus0.s its csti::-.<1~QS ior t:<><.~ct~ 
¢pC}7t.tio;-,s on r.c::r.ul c:q(~:ie:-.cc _ c-.~.d usc.s t:l.c Gurr.e ccst f.;ctors to 
co~?u~e-cont-r2ct casts fer the c!l-:1 cir~o shi?~~. }fl...l~J'..D l1us resBr-v~tic~"ts 
on thcr;c cstio.:ttC:~> bu:: lacks O?eratinr; ci2.ta •. . .. 
'Foi the: 4 tankers nnd 8 dry cv.q;o sh~.~s, t' .. :rr~nbt; vi th c.ivi.l scl'Vants 
under }SC is 17~ loss expcnnivc thnn priv~~c contra~tor C?Cration. 
Uichcr contrnctor costs would be oxpc~ic~ccd fot the followi~E ar~as: 
O!'~::tir1~ c.nd ;)~·e:.1i·..;..:"l ?aYt p(;nsion and t"'·~lftira pa),.:::cnts,. unG C0~4\:l"ctct.c:: 

overhead 3nd profits • 

.. 'Ihc. 4 t~nkc:rs hu·;c .Jnrnial opcr;-:ti;<:t: costs of $12.0 r.~Ulion, 
inc::.uding unf~nccc -:ctirc.:..c.:~~ lio~ilily ~~~.;; i:~su:::;.acc ''?'?liQd 
at co::-.: .... crciol. ;.,·~~~~~s. Cc:7.j)Vra~lc co~:s £ro:1 co~~l·:Jct Ct)C!rutic:\ 

·are $14,0 :-:;illic:o. Thus, shi~·ti:-.:-; to co:~tro:cto::- Oj)Ct".:Jtion:; 

~ould increase ccstz by $2.0 ~illio~ (16~). . 

The 6 dry cr•:.·2.o shi?!; h~v\l .:mnu.:~l. o~t:r.1tj.nc co.:;c:s o~ $27J• oillio:1. 
incluJir.~ ur;fu~,:ccl r~Lir.:::-::cnt !i:;~ility J:-td ir.:.u:-:1ncc :~pplicd <:t 
co~~~rcinl rnccs. Co~?~rJblc co~ts fro~ co:~trnct o~cr~t1o~s ~;~rox­

it:..ltc ~.:n. S :':lilEo:~. 7tws, a sld ft: to !:Or.t:t.'lctor o;icr::o~.;i.or\ '>.:c-u:.:. 
incrcJst cocts by ~~.4 Qillicn (16%) • 
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- Hotc: rt r:1ust be !·ccogni:~cd th~t the: C0:1t:rcct'o:: costs al.'c·· ou-:: 
best estimate.· They could be hi&hcr or lo~~:. subject to ncco­
t:i.o tion Vi th the un i. C:IS, 

You cxprcs~cd co~ccrn n~ to the validity of t~~ini~g cc~l c~tiDatcs 
£0~ ,..t -1os ,..,~-·.-.nrl b" c~··~l r·c·-.,,~ .. ,. "'···in''l'' cor-te '1~·-"t't to 1"'"'" _ '-''1..._1: ~ l.IUlll~....... J .-.•'.A- ........ vc:;.,t ... ...,. 4Lrl .J...l l:1 ..,. :.,} ~.lllkr•.•, ,. ... ...., .. ~ 

than l~ of total operating costs uncle~ both civil servant an~ priv~te 
contr.:ctcr r:~cnning, Even if ~oul>l.:;<l, they \:ot;ld h<wc o;·.ly <'1 sli;;ht 
iw~act on op~ratinz co~t5. 

. . 

. Civil servants c~ploycd aboard the ~:sc shipc; .1rc r;~ncr.::l1y r-:-:;;::hers .o£ 
v.a.l.":i.o;.•s r,-,aritir;.e unions. lt is ~t.;>o.::~ible t·o p::::c:.cHct ;:hich U!1ic;s 
would be represented if n dcci~ion ~s ~adc to contract !or 0?2~~ticn 
of the ships,' The Ii\0jo;:ity of civil r.crvan::s ore r~c:~ba'i:'& of th~ 
l~at:tonnl :-t~l·itiwc. U;1iorl nt;ci Seafr,.l."l;:~ .. s Inte~n2t~.on~l Uniorl~ 1~'1. ~~P?2r~l 
could be c~pdctcd fro~ one of the tvo unions ~ffcctcd by a contract 
docision •. 

3. 

The Nr.vy belicvc.s a t;hlft to cont-rt::ctoL r..c:unii~~ could tc:r.!ucc Cf'cl·:.:.:~c:-:::1 
. cont-:ol a.:~d fle;·dbility in t:h:: us~:. o:'2 ti-.cst>. ships. 'rhcy a1.·c ndar.::.nt. tl;n:: 
.t1)C 9 fleet SlJ;Jpo::~ Sl\;,:_?..3 l'C:~:L.Li.n ·~:H:G~" t~'.~.Lr ;;u:;iti•,rc CC:i~~c!. t::~ C?:j' 

cc:q;o ships ft.cc .:1 si:;iiL:.r p-ro':ilc~;, :i.-:-1 C!b:-.1inir..;. security c.l-.::;u::.:,n.ccs £or­
all c·c.c·.~ Z".Qd_;crs on cont::0.ctc-r opcr;:~cd ~h:Lj)::: for h2;-,dli::(; clnss:.f:.c:. 
ni.li tary tiS S i-O~S as s.i£n~,Cr1 t ~ i r~vol v·i:: r; f.:C~S i ti \'1;. . Or" hoz :--~ r.dc~s . C2. ':!';0. 

· Th~sc concerns could be. ;-;-:itiga::ccl if the \.!nio~1s C:1an;cd :1lc:ir en::· .. : r.c~ic;rr­
ocnt policy hy having ctc:h! r.-.C!:r.)e-rs sir,a en for e:~:.:cndc;d pedo~s ... :::.;:h a 

,opecifi.c ship. 'rhe current u;.:.cn p:.-.:c:::icc: is t:o azsi~n nc1; c-::-2.·.-7 08i..b':.~s 

for ~ach voy~sn. A iecond ch~~~c woul~ be to rcquir~ security clca~a~ccs 
for all.unio~ ~rcw ~c~t~rs ior ttcsc sn~?St ~s is no~ do~c for all civil 

· s«;:..·-vicc crcri· ::-.c:r.br::r;;. 

·, 

Reversion to c~~tract opciration of tha ~ t~~~crc ~ny be jus~ifi~~!c in 
thnt their O?aratio:l i<> c;c.-..si.-co~;;:.crt:i.-:.1 (iJ,:::cnsc could be cc::-,•:ir.~~..:ci 
to -r~vc::t these s\1ips to co~tr<1CLO~ 0~,.:::~:.::.::io:1). C':1 the b:.>si5 of cc:::.::s~ 
hot-.'2\'0r, Civil Service t-:nnainc i.s l•:r.:; co5tly. The 3 intcr-i.sla:)c 
tnr.i~ets ~1::c not concucivc to co:-d;:: ... ~;:::or o;>cr<.tions. 

Co:~tr.:..ctor Oj)Ct"Jtio~ of the S rcr:::'lid.n:; clr:t cnrr,o ships i.s r.ot ccst 
~ffcctiv~ .1nd u:H:.;r cu~·r~:-.L lJ:1icn 1'0lil:i(.;!J co'Jld crc.:1t0. prc~lc\:',o;:; \::".c:-, 

chssiUcd t:1ilit.1ry ~iSSlv:l~ i:wolvlr.G sc~:citivc or h:.J.:<:.JrJ~;u;; c.:.::;o 
t'ltC rc.qu~tcd. 

The potrntiJl for n~Guc:~~d rt<lJir.c.·:~:; l:~\~:itr. if tLc 9 f.lcct ;;u;.·~o~:c !;:d~.~ 
\.:ere Ofl.:'r.1tcd tJ;1dr..!r c.o:-.cr.1c::or :.::;n:ll;.:.-:7.\:\\t (~;crikc:;, c:.·('\J roc.1::i.:-:1), :f 
not r.~na:1cd lq c.i.vil ~;c:rv:.nc:;, the:·.:~ :i~; :1 &t~:or.;: prcu;,!Jilit.;; t!1.:.t: ni.lil..:.r:; 
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Pl Cont::ract for c;:>eo::~Jtio;,_ of ~1 '·!)C r.:1i:13• includfrr~!) f~t~o:: 
·· 0Ujip6rt, I) Cl:/' CC:"~O, ;,;;:!' l1 t~:::::~::~. /,:1i'Ht.1l Oi'Cr.::d:inz; 

coct inc~c~J~ ~ould a~?rox~~l:~ ~ll ~ill~on. 

/',') C t t f ~.1 f! •., , ... ~,... t I (" ..( ~J~:. o:~ t'l~c .<•-;:- c-2c~.1 •. ~on u...: .L- ,;,),., c.; .. ps o ~....r7 cm:."0o, 
4 tnn~~e ;:~;) •. /,r;nu:;:!.. c.--:-:cr.at i1~~i cor- i: incrc:.::.:;c \toulcl r .. ;-,;-aro::­
itnllt~ ~C.~I• r..illicn (17;~). 

Contr:tct fo:: op~r.1~:i.o~1 o.f 4 2:sc t<ln1~cr$. 1.nc.~c:-::\!~~tol 
o~c::uti:IE\ co:>t ins~~~:nsc (:O t:l:u !!.J'lJ' vo;,;ld. £l2;>:roY.i::..1t<:! 
~2 .. 0 1..1...i.llion ( 17;;) • · 

S;licit bi~a for cont:~ctor c~~~at~o~ of 2 ta~kcra nnd 
4 dry c~~:~;o t;llip~ fer !'\ C\'..(!"/~~lll':' t'rin.l per!.c::i in. orJcr 
to. cvalu~te: CO!JtH 1:..,'1d c.Ci'ncciv-:::v..::>a o~ st.:ci• o~ai:~t:ic.;~c. .. 
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COSTS fOR Sl!I?S O~:~?..XI'IO~ 

.. 

• 
' 

· ($ in Hillio;~s) 

. ~ . Costs o~ o?erat~or.G 

Additivc·costs not paid by XSC; 
. - •. ... Civil Service retirement 

fund unfunded liability 
nnd protaction an~ 
indemnity insurance . . 

Full Cost of Operation 

·Additive costs not paid by XSC: 

Civil Servi~c ratirc~ent 
fund u~funclcd lia~ility 

. ·and protection ond 
indci:.r•it:;• insurance 

Full Cost of Opcr~tion 

. 

11.3 

.7 

., 

-
; 12.0 ... 

25.8 

1.6 

-
27.4 

,. 

___ ... _____ ...._·~------"""1.,.. __ ,_~,"""""'""~---
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.. 

. 

.. • ,f. 

Contrnct Diffcrc~c~ 

14.0 

.... - .. : 
.7 . , 

·.·. 
... . . . . 

·.· • 

. :------
14.0 + 2.0 

. 

31.0 + 6.0 

-- - 1.6 

- --
31.8 

·. 

" 
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