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MEMORANDUM Wi ,‘, PRESIDAST JAS STEEN ...

THE WHITE ITOUSE

* WASHINGTON

July 29, 1976

MEMORANDUM FOR: THE PRESIDENT

FROM: BRENT SCOWCROFT /ﬂ
SUBJECT: 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 memorandum to
the President from the Director of the Office of Management and Budget,
James. T. Lynn, It is understood that this memorandum was presented
to the President for consideration about 28 August 1975 (actual memo
at Tab A)., Five alternatives were provided which ran the gamut from
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 Ialcon Tankers under
contract operation by means 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 which
would be available from other ships being maunned 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,



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 13%. 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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In your July 15 nmeeting'vith Secrvetary StheSlnneL, you discussad ¢
question of union versus Civil Service wmanning.of Military Sua 1if;
Coznand (uuC) ships. The Lssue to be ¥esolved fmvolves the use of
private contractors versus continved MSC operation of these ships

This womo 1ccw§ fiez the ships dnvelved, compares the cperating costs

5t
under the two systems, and outlines three possibla courses of action
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concract operation since thelr operaticns are quasi-cow
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~ Tour tankers werce operated by a private contractor until April
19724 when the contract wos tersinated due to inadequate

-

wperforuence. Each ship is wmanned by 25 civil scrvaats, virtuslly

all of whom are menbers of maritice unions. VUnlon crid
the use of ships with Civil Service perseaael results
fact that even though tie precent enplovees are Lw‘on wenrars
thiere is no conrvibution to the unien pansicon and weliare
I£ the ships waere contractor munc;cd, contributiOLS would |
pade to the peasion fuad of the appropriare unions, (Thu
Kational Maritizme Unfon pensiva fund bas a prescat unrunded
Labilicy of approximacely $170 adllion.) .
=" The other 3 tankers are cagaged entirely.in Pacifie Inter-
island opevactions. They do rot raturn ro aay U.S. pores and
arc old with poov crew accorsodations. It is extremely doubte
ful thot they would be ol idntcrest to contractors,
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Eleven dry carpgo ships have alhn;r bcna ranhned b) cﬁvil servants, tawvy
has Lirm plans to rvenmove 3 of these sh ip: irom thg, active force, in 1570;
end revoval of another 3 ghips is under consic deraticn. Cost studics con-
fira the economics of civil servaut manuning A5 anainst contract oserazicn.
. Private contractor opevations will cost 153-205 move than the curveat
. system.

' . HRine flcct support ships, inclbdiug ollers and tups, operate directly .
( with the Favy flects at sea. Toese snips were eonce nananed with milis-
‘tary personnel, but were convaerted to civiliea manning. DBecause of

. the ctype of support roquived of these ships, the Navy would prefer
wilitary manning in l‘cu of a private contractor. (Gue Chicf of
Baval Operaticens has stated as policy that, "Underway replendishment
ships that provide ;.odt live support will be wmanned by elther Navy
¢revs or MSC Civil Service wariue personnel in order to provide ‘
positive Navy control.") ' _ '

. ‘ Considerations .
Cost’ ' . .
§ 1
Agreensut has bean reached by TCD, MARAD dnd O3 on ‘comparative labor
and labor related cost diffcrrﬁtl" & betveen civil servant aud con-
trector wanning.,  All pavtles alseo agree that noa-labor cocts weuld be

- higher under contractor oporatisn, bur thavl Lo souc disagreciant os

to the size of the ¢iifcrence. DUD bases its estimates Zov tanker
_cpevations on actual exporience and uses the same cest fadtors to
. computc-¢ontract costs fer the dry caovgo ships., MARAD has reservetions
on these estinates bub lacks operating data. ‘ )

5, manning with civil servaats
rivate contracter cperation,
b

4
under M5C is 177 less expensiv
contracloy costs would

+ . - Bigher ¢ oxpericnced foy the following arcas:
overtime and pranium pay, peusloun and weliare payments, anc contwacier
overhead and proiits, :

The enavel costs ave as follows: : '
. .
= The 4 tankers have annual operating costs of $12.0 million,
inciuding uvnfunded vetivemaont 1iab11;t) ang insurance appiied
. at cotmercicl vatss. Cemparable cests fren contract gperaticn
“ave $14.0 =millicn., Thus, shifting to contrictor oporalions
’ would {ncrease cests by $2.0 million (100). .

~ The 8§ dry cavgo ships hiave annuval opevating costs of $27.4 willion,
fncluding vafunded retivement iiability aad {wnsurance applicd ot
co~'ﬂrcial rates.  Couwparadle costs Ifvonm coatvact opevations azprox-
‘ Thus, a shifc to contyacter
V)

operatlion weuld

v
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~ Note: Tt nwust be fecopnized that the' contractor costs are’ ous
best cstimate. They could be higher or lower, subject Lo nego-
tistion with the unfcas, '
You expressed concern as to the validity of trainiag cest estimates
for ght ps narrcd by civil sexvants. Training costs EmC“Pt to loss

Y
| &
than 1% of total opcrating costs under both civil sevvant and private

1

contracter mauning, Even if cdoudbled, hey xould ve only a slight
impact on operating costs. : .

Union Menmberstidin ' o X - ‘
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Civil servants employed aboa"d the M58 ships ave generally members of
‘various maritime unions. It is funossible to predict which unicons
would be represented if a dcc1n¢on iz rade bo contract fow opevrzticn
of the ships, The majority of c¢ivil scrvants ave rexbors of the
latfonal Haritdime Union and Seafeavers In n

s o
could be expéeted froaw cne of the two uni
docision,. ' :

Opevratiocnal Fle \Lbu ty D . .

The Yavy believes a shifl to contracteor manning could roduce cpevaticncld
~eontrol and flexibility iun the use of these sinips., They ave adarmant that
the 9 Llcel support ships venmain uadey thelr positive centrel. Tha dry
ceygo ships face o simlla' provlem inm obtaining sceurity claarances Iov
all crow mowbexs on contracter operated ships for handling classified
nilitary nissions ass icwmcnt: involving sensitdve or hazardeus cavgo.
“These conceras could be wmitigated L7 the uvnieas changed thelr crew assizn~
nent policy by having cvew mauwdeys sign on for extended pevieds with a
Gpeciiic ship. The current unicn pracrice is Lo assign ucw cvew membavs
for cach VOyaEL. A SuCOWd changc would pe to reguire secuvrity clearancos
for sll.uniow crew members for these ships, as 1s now done for all civil
“pervice erew mexbers.e o
. .

Reversion to coatract operatisn of tha & tankers may be juscifiatle in
that their operation is quasi-cosweveial (Deiense could be cenvinaad
to zevert these suips to contractor opevarion). Oa the busis of cests,
hovaver, Civil Scrvice canning £ ; 1y, The 3 fatey-island
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tankers are nob coigucive to conbvalror

Contractor operation of the § vemaining dry cavgoe ships %s not cost
effcctive and under curre linics could create preblems waen
classificd wilitary missions iavolving scusiiive or hazardous cargo
are vegquired,

The potential for reduced veadiness exists 1f the 9 fleet support shiy
vere operated uader coatractor managenment (stvikes, crew vouatian).
not wanncd by civil gervancu, there is a stvony prebability that miditovy

arova vould ba used, ' e
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COSTS TOR SHIPS OPERATION
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PR . ° ,. . 1
T " MSC - Coatyvzet . Diffcronca
Four Tankers L T
{ - . . : . P r ‘ ¢
“Costs of operations S 24,0 . 42,7
~ OF ) .
. . : ' ‘ ) " - R T
Additive costs not paid by MSC: L -~ - 7
P Y : ) , .
Z“-‘ ivil) Service retirement .- !tJ T S .
fund unfunded liability . e ) S .
and protection and .
indemnity insurance )
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Full Cost of Operation o 1112.0 : - 14,0 4240

Eight Dryv Carvo Shivs
Cocts of operations . 95,8 . 31,0 4+ 6.0

.hdditive costs not peid by ¥SCt 1.6 A ~—— - 1.6
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