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1. When did Cleveland Ship first approach Northrop Grumman with an interest in 

acquiring one or more of their shipyards?  Was your September 23 proposal your 
first indication to Northrop Grumman of your interest in the shipbuilding sector? 

a. Cleveland Shipholding Group (a Cleveland Ship company) first 
ŀǇǇǊƻŀŎƘŜŘ bƻǊǘƘǊƻǇ DǊǳƳƳŀƴΩǎ ŎƻǊǇƻǊŀǘŜ ǎǘǊŀǘŜƎƛŎ ǇƭŀƴƴƛƴƎ 
department verbally on February 4, 2010 to express an interest in 
acquiring Avondale Shipyard.   

¶ Our initial interests were followed up with multiple written 
communications with a variety of responsible Northrop Grumman 
officials.   

¶ When it became clear by early May that Northrop Grumman did 
not wish to separately divest Avondale Shipyard (a conclusion 
reached by us, not a direct statement by any Northrop Grumman 
official), we sent Northrop Grumman a letter on May 13 providing 
an unpriced indication of interest in acquiring the entire Northrop 
Grumman shipbuilding sector.   

¶ This was followed up on May 22 with a priced indication of 
interest, with a proposed financing strategy, that was sent to the 
appropriate Northrop Grumman officials, including Mr. Wes Bush.   

¶ On July 8 we sent a second letter on the same subject, to the 
same addressees, revalidating our May 22 pricing and offer. 

¶ On August 19 Credit Suisse responded for Northrop Grumman 
indicating that our May 22/July 8 offers did not meet Northrop 
DǊǳƳƳŀƴΩǎ ƻōƧŜŎǘƛǾŜǎ ŦƻǊ ǘƘŜ ǘǊŀƴǎŀŎǘƛƻƴΦ 

¶ On September 16 our investment banking advisor spoke with the 
lead investment banker on this effort at Credit Suisse and she was 
ǘƻƭŘ ŜȄŀŎǘƭȅ ǿƘŀǘ bƻǊǘƘǊƻǇ DǊǳƳƳŀƴΩǎ ƻōƧŜŎǘƛǾŜǎ ŦƻǊ ǘƘŜ 
transaction are. 

¶ On September 23 Cleveland Ship submitted our proposal to 
acquire the shipbuilding sector, with copies both to Credit Suisse 
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and to Northrop Grumman.  We believe our detailed, 
comprehensive 153 page offer letter is fully responsive to the 
Northrop Grumman corporate objectives, as had been described 
to us by Credit Suisse, and is fully actionable, and offers superior 
value for Northrop Grumman corporation and its shareholders. 

2. What differentiates the Cleveland Ship offer from other possible offers? 
a. ¢ƘŜ /ƭŜǾŜƭŀƴŘ {ƘƛǇ ƻŦŦŜǊ Ŧǳƭƭȅ ǎŀǘƛǎŦƛŜǎ bƻǊǘƘǊƻǇ DǊǳƳƳŀƴΩǎ ƻōƧŜŎǘƛǾŜǎΣ ŀǎ 

reported to us by their investment banker, is fully actionable, and offers 
superior value for Northrop Grumman corporation and their 
shareholders.   

¶ /ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ ƛǎ ŀ άǎǘǊŀǘŜƎƛŎ ŀŎǉǳƛǊŜǊέ ǿƛǘƘ ŀ ŎƭŜŀǊ ƛƴǘŜƴǘƛƻƴ ǘƻ 
own the business long term, as an element of our overarching 
maritime business strategy. This is as opposed to being a 
άŦƛƴŀƴŎƛŀƭ ŀŎǉǳƛǊŜǊέ ǿƘƻǎŜ ƛƴǘŜƴǘƛƻƴ ǿƻǳƭŘ ƴŜŎŜǎǎŀǊƛƭȅ ōŜ ǘƻ Ǉǳǘ 
the business through the uncertainty and trauma of the sale 
process again, likely within the next 24 to 36 months.  We have a 
άƭƻƴƎ ǘŜǊƳέ ǾƛŜǿ ƻŦ ǘƘŜ ōǳǎƛƴŜǎǎ ŀƴŘ ƻŦŦŜǊ ŀƭƭ ǎǘŀƪŜƘƻlders the 
security of long-term ownership stability. 

¶ As a strategic acquirer with a clear intention to own the business 
long term and with appropriate long term objectives, Cleveland 
Ship does not have to engage in lengthy, perhaps contentious 
ƴŜƎƻǘƛŀǘƛƻƴǎ ǘƻ ŀŎƘƛŜǾŜ ǘƘŜ άƭŀǎǘ ǇƻǎǎƛōƭŜ ƴƛŎƪŜƭέ ƻŦ ǇǊƛŎŜ 
concession on the part of the seller ς as is typical for most 
άŦƛƴŀƴŎƛŀƭ ŀŎǉǳƛǊŜǊǎΦέ  wŀǘƘŜǊΣ /ƭŜǾŜƭŀƴŘ {ƘƛǇ ƛǎ ŦƻŎǳǎŜŘ ƻƴ 
promptly negotiating a fair transaction for both the buyer and the 
seller so that the business can move forward toward the 
achievement of both near term tactical objectives and longer 
term strategic objectives.  A prompt, timely transaction benefits 
Cleveland Ship, Northrop Grumman and all interested 
stakeholders. 

¶ Because Cleveland Ship plans to keep the Avondale Shipyard in 
business, as opposed to closing it, the significant non-valued-
added shutdown costs associated with this shipyard are 
immediately avoided ς creating immediate enterprise value.  In 
addition, Cleveland Ship sees an opportunity for $10 to $12 billion 
in new business bookings at Avondale over the next decade or so 
ς creating additional immediate enterprise value that would not 
be realized by other known alternative strategies. 

¶ As noted above, as ŀ άǎǘǊŀǘŜƎƛŎ ŀŎǉǳƛǊŜǊέ /ƭŜǾŜƭŀƴŘ {ƘƛǇ ǊŜŀƭƛȊŜǎ 
that there are potentially significant adverse effects to the 
business that could result from anything other than a prompt 
completion of the transaction.   

1. Our most immediate concern is to achieve the soonest 
possible award of the outstanding but unawarded 
shipbuilding contracts at the Ingalls facility (DDG 113/114 



Cleveland Ship Press Release 

October 3, 2010 

 

 

 

Page 3 of 22 
www.clevelandship.com  

and LPD 26).  Each of these ships has been designated by 
the US Navy for construction at the Ingalls facility, and the 
US Navy has awarded long lead time materials (LLTM) 
procurement contracts for each ship, with the total three 
ship LLTM contract value being approximately $469 
million.  The first of these LLTM contracts was awarded on 
December 2, 2009 and the others were awarded April 23 
and 30, 2010.  The failure to reach a contract with the US 
Navy on these ships, despite unusually lengthy 
negotiations over many months (more than a year in one 
case), is having an immediate deleterious impact on both 
the size of the Ingalls workforce (i.e. it is causing 
potentially unnecessary reductions in force of key skilled 
tradesmen/women, with the latest reduction in force 
announced just last week on September 30) and upon the 
overall morale and motivation level of the larger, 
remaining workforce.  While the immediate loss of skilled 
tradesmen/women is both unfortunate and will likely have 
long term cost implications (these skilled 
tradesmen/women are not a fungible commodity; there 
are significant recruiting and training costs associated with 
developing these personnel) the larger concern of 
Cleveland Ship is that whenever the skilled workforce at-
large loses faith in the ability of management to perform 
its essential functions (such as negotiating contracts with 
customers), especially when it gets to the point where it 
begins to have a visible impact on the skilled trades 
workforce, the loss of morale and workforce cohesion 
plays out in multiple adverse ways.  These multiple 
adverse impacts all reveal themselves in lower 
productivity, quality issues, and workforce retention 
issues.  The significant costs associated with these effects 
are a growing detriment on an industry such as this, and 
can lead to the failure of such enterprises.  It is essential, 
then, in our view to get this transaction completed in a 
proper, but prompt fashion so that we can avoid any 
further degradation of the Ingalls unit.  The focus of 
/ƭŜǾŜƭŀƴŘ {ƘƛǇ ƛǎ ǊŜŦƭŜŎǘŜŘ ƛƴ ƻǳǊ ƳƻǘǘƻΥ άhƴ /ƻǳǊǎŜΤ 
.ǳƛƭŘƛƴƎ ±ŀƭǳŜΦέ  This means setting a course for success, 
and building value for all stakeholders in the enterprise.  
The first step, when going in the wrong direction ς in this 
case as is represented by this extraordinarily long 
contracting delay ς is to get your ship turned around and 
headed in the right direction.  Like the aircraft carriers that 
ǘƘŜ ōǳǎƛƴŜǎǎ ōǳƛƭŘǎ ƛƴ ±ƛǊƎƛƴƛŀΣ ǘƘƛǎ ōǳǎƛƴŜǎǎ ǿƻƴΩǘ ǉǳƛǘŜ 
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άǘǳǊƴ ƻƴ ŀ ŘƛƳŜέ ς but ȅƻǳ ƴŜǾŜǊ άƎŜǘ ǘƘŜǊŜέ ǳƴƭŜǎǎ ȅƻǳ 
stop going in the wrong direction first.  Bottom Line: we 
intend to get the transaction completed and these 
contracts in place so that we can start heading in the right 
direction for everyone.   

2. While we suspect that the Navy has no appetite for 
additional advance procurement contracts regarding these 
ships, we know that both Secretary of the Navy Mabus and 
Assistant Secretary of the Navy Stackley are acutely aware 
of the need to reach a timely conclusion of these lengthy 
negotiations.  With this in mind, we intend to work with 
our accounting team during the negotiations and diligence 
phase of the acquisition process to develop provisional 
rates that we can then promptly review with the customer 
upon the completion of the acquisition transaction.   
While, as corporate policy, we prefer to avoid all 
contracting activities with so-ŎŀƭƭŜŘ άǊŀǘŜ ǊŜƻǇŜƴŜǊέ 
clauses we would consider the inclusion of such a clause in 
the contracts for these ships so that the full audit and final 
negotiation of our forward pricing rates, in conjunction 
with ŀƴȅ ŎƘŀƴƎŜǎ ǘƻ ƻǳǊ ŎƻǊǇƻǊŀǘŜ άDisclosure SǘŀǘŜƳŜƴǘέ 
will not further delay contracting.  A Disclosure Statement 
is a cost accounting practices declaration and is a defense 
contracting requirement that must be submitted in 
accordance with 48CFR9903.202, and audited by the 
Defense Contract Audit Agency (DCAA) as described in 
DCAA document DCAAP 7641.90, dated January, 2005, 
Section 4.  Our current expectation is that our overall Cost 
Accounting Standards and Practices will not change as a 
result of our proposed stock transaction (as opposed to an 
άŀǎǎŜǘέ ǘǊŀƴǎŀŎǘƛƻƴΣ ǿƘƛŎƘ ƭƻǎŜǎ ǎƛƎƴƛŦƛŎŀƴǘ ōǳǎƛƴŜǎǎ 
continuity through its execution, and which would likely 
make it significantly more difficult to continue with the 
existing unit Disclosure Statements) so that all existing 
contracts within the business will not have to be 
άǊŜƻǇŜƴŜŘέ ŦƻǊ ŎƻǎǘκǇǊƛŎŜ ŀŘƧǳǎǘƳŜƴǘΦ  CǳǊǘƘŜǊΣ ōŜŎŀǳǎŜ ƻŦ 
this, we currently expect that we will only be required to 
submit Parts I and VIII of the standard Disclosure 
Statement for our corporate charges (reference DCAAP 
7641.90 section 4-105.d) and that we may not even be 
required to complete this submittal and audit prior to 
contract award for these shipbuilding contracts (reference 
DCAAP 7641.90 Section 4-105.b).  Final determination on 
this point is pending discussions that will occur between 
our attorneys/CFO and the Contracting Officer/DCAA 
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following the completion of the acquisition transaction.  In 
ŀƴȅ ŜǾŜƴǘΣ ǘƘŜ ǳǎŜ ƻŦ ǇǊƻǾƛǎƛƻƴŀƭ ǊŀǘŜǎ ǿƛǘƘ ŀ άǊŀǘŜ 
ǊŜƻǇŜƴŜǊέ ŎƭŀǳǎŜ for corporate overhead charges would 
mitigate the time issue, if, in fact, the Section 4-105.b 
exception was found to be not applicable.  Because of all 
of this, we are convinced that we could successfully 
proceed to completing contract negotiations on these 
essential contracts without delay immediately following 
the closing of our acquisition transaction.  CƛƴŀƭƭȅΣ ǿŜΩŘ ƭƛƪŜ 
to note that our expectations are that our corporate 
overhead charges will be substantially lower than the 
similar corporate overhead charges currently being flowed 
down to these businesses by Northrop Grumman 
corporation.  This assertion is supported by Northrop 
Grumman corporation itself in the comments that it made 
during investor conference calls at the time that this 
strategic action was initially announced (e.g. that another 
owner would likely have lower overhead costs).  This 
reduction in corporate overhead costs may well be 
ŀŘŜǉǳŀǘŜ ƻƴ ƛǘǎ ƻǿƴ ǘƻ άŎƭƻǎŜ ǘƘŜ ƎŀǇέ ƛƴ ǇǊƛŎƛƴƎ 
discussions between what the shipyard has proposed and 
the customer is willing to contract for. 

3. For similar reasons, if Avondale Shipyard is to be saved and 
to become a vibrant, nimbly flexible shipbuilder that can 
smoothly adapt to the varying needs of the marketplace it 
is absolutely essential to get this transaction completed as 
soon as possible.  As it stands today, every single 
shipbuilder at Avondale is looking down a narrow path 
toward the certain end of his or her job.  Our CEO once 
took over a business where everyone thought that they 
were working on the last job that they would ever get at 
that business before the business was shuttered.  Not 
surprisingly, the productivity at that unit was abysmal and 
not getting any better.  Upon his arrival, and with it a 
fresh, new strategy, he was able to quickly reenergize the 
worƪŦƻǊŎŜ ŀƴŘ ǘƻ ǘŀƪŜ ǘƘŜƛǊ ƳƛƴŘǎ ƻŦŦ ƻŦ ǘƘŜ άŜƴŘ ƻŦ ǘƘŜƛǊ 
ŎŀǊŜŜǊǎέ ŀǘ ǘƘŜ ōǳǎƛƴŜǎǎ ŀƴŘ ǘƻ ǎƘƛŦǘ ŜǾŜǊȅƻƴŜΩǎ ǘƘƻǳƎƘǘǎ 
toward how to rebuild the business, as opposed to how to 
close it down.  The very same kind of transformation is 
required at Avondale, and is completely realistic and 
possible.  As discussed in the answer to Question 4 below, 
however, this will require the passage of certain legislation 
prepared by US Senator Mary Landrieu (D, LA) for inclusion 
in the Fiscal Year 2011 Defense Authorization Act and the 
Fiscal Year 2011 Defense Appropriations Act.  This 
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legislation directs the prototyping of a fee for service 
ǊŜǇƭŀŎŜƳŜƴǘ Ǉƭŀƴ ŦƻǊ ǘƘŜ bŀǾȅΩǎ ƻǳǘŘŀǘŜŘΣ 
environmentally non-compliant fleet oilers ς opening the 
door to a new $8 billion shipbuilding program for Avondale 
Shipyard.  This commercial program, to be contracted by 
our affiliated company Cleveland Shipholding Group, 

would build 19 new ships of the CUYAHOGA Class ULTRA-
Greenϰ ŦƭŜŜǘ ƻƛƭŜǊ ǊŜǇƭŀŎŜƳŜƴǘ ǾŜǎǎŜƭǎΦ  In addition, as 
discussed in our response to Question 4 below, we believe 
there is an additional $2 to $4 billion shipbuilding market 
available for capture and construction at Avondale. 

b. As such, it is highly likely that the Cleveland Ship transaction can be 
closed more quickly, and under conditions that are more favorable to 
Northrop Grumman, than a transaction with a άŦƛƴŀƴŎƛŀƭ ŀŎǉǳƛǊŜǊΦέ 

c. /ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ ŀŎǉǳƛǎƛǘƛƻƴ ƻŦŦŜǊ ƛǎ ŦƻǊ ǘƘŜ ŜƴǘƛǊŜ ǎƘƛǇōǳƛƭŘƛƴƎ ǎŜŎǘƻǊ ƛƴ 
one single transaction.  To the best of our knowledge, nobody else has 
made an offer for the entire shipbuilding sector in a single transaction.  
All indications are that other offerors are only interested in individual 
shipyards.  ²ƘƛƭŜ άŎƘŜǊǊȅ ǇƛŎƪƛƴƎέ ƛǎ ŀ ƴƛŎŜΣ ŀƴŘ ǎƻƳŜǘƛƳŜǎ ŀǇǇǊƻǇǊƛŀǘŜ 
strategy ς the larger context of what this industry, and the stakeholders 
in this enterprise, need is a comprehensive approach to this challenge.  At 
the end of the day, the primary purpose of this business is supporting the 
defense of the nation within the budget that is available to do so.  The 
responsibility of the management team of such a business is to both 
understand this, and then, to translate the available market opportunity 
into an efficiently operating enterprise that appropriately rewards the 
investors in the business, as well as all of the other stakeholders 
(customer/workforce/cities and states where the business operates, 
etc.).  Given the overall market conditions with which the business is 
faced, as well as the state of this business, it is the assessment of 
Cleveland Ship that only a comprehensive approach to this transaction is 
appropriate. 

d. In addition to the consideration associated with the transaction itself, 
/ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ ƻŦŦŜǊ ƛƴŎƭǳŘŜǎ ǘƘŜ ƻŦŦŜǊ, on an exclusive basis, of 
significant (more than $500 million worth) component development and 
production work for a unit of Northrop Grumman corporation that is not 
an element of this transaction.  This additional revenue potential for 
Northrop Grumman is to develop, test and manufacture proprietary 
equipment for our affiliated company, Cleveland Shipholding Group.  The 
concept associated with this proprietary equipment is owned by 
Cleveland Shipholding Group, so this opportunity would thus not be 
exclusively available to this other unit of Northrop Grumman unless 
offered by Cleveland Shipholding Group.  The specific nature of this 
additional business opportunity is clearly defined in the Cleveland Ship 
offer.    
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e. .ŜȅƻƴŘ ǘƘŜ ŜȄŎŜǇǘƛƻƴŀƭ ǾŀƭǳŜ ǘƘŀǘ /ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ ƻŦŦŜǊ ǇǊƻǾƛŘŜǎ ŦƻǊ 
Northrop Grumman Corporation and its shareholders, the Cleveland Ship 
offer also provides superior value to the other stakeholders in these 
businesses 

¶ These three shipyards are each the largest industrial employers in 
the states in which they operate.  In the case of each shipyard 
ǘƘŜǊŜ Ƙŀǎ ōŜŜƴ ŀ άǎƻŎƛŀƭ ŎƻƳǇŀŎǘέ ƻŦ ǎƻǊǘǎ ǿƛǘƘ ǘƘŜ {ǘŀǘŜǎ ƻŦ 
Louisiana and Mississippi and the Commonwealth of Virginia and 
the shipyards within their states.  Each state has, in the past, 
provided financial incentives/benefits to the shipyards in their 
states.  As such, Cleveland Ship believes it is incumbent upon the 
ōǳǎƛƴŜǎǎ ǘƻ ŀŎǘ ƛƴ ŀ ǊŜǎǇƻƴǎƛōƭŜ ƳŀƴƴŜǊ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ άǎƻŎƛŀƭ 
ŎƻƳǇŀŎǘΦέ  The Cleveland Ship offer does this by, first, saving the 
Avondale shipyard from closure, and second, by securing a long 
and prosperous future for both the Newport News shipyard in 
Virginia and the Ingalls Shipyard in Mississippi, as well as for the 
Avondale Shipyard in Louisiana. 

¶ The workforce in the business is both large and highly skilled.  The 
workforce is a stakeholder in the business, and it is incumbent 
upon the business to act in a responsible manner with regard to 
the workforce.  With this in mind, Cleveland Ship has already met 
with organized labor leadership to explain its plan and to seek 
their support for our overall strategic plan.  To our view, in a 
business where the workforce is organized, real success can only 
be achieved when there is an open dialogue between labor and 
management in a relationship based upon mutual trust and 
respect.  We have already established this with the leadership of 
the AFL-CIO, based both upon our past successful leadership of 
organized businesses and upon their review of our strategic plan.  
In recognition of this, Mr. Ron Ault, President of the Metal Trades 
Department of the AFL-CIO (acting on behalf of the AFL-/LhΩǎ 
constituent labor organizations and after consultations with Mr. 
Leo Gerard, President of the Unites Steelworkers (which 
represents the workforce at Newport News) on our strategic plan) 
provided us a letter of support for our offer to acquire the 
business.  This letter of support was provided to Northrop 
Grumman as an element of our detailed, comprehensive 153 page 
ƻŦŦŜǊ ƭŜǘǘŜǊΦ  aǊΦ !ǳƭǘΩǎ ǎǘŀǘŜƳŜƴǘ ƻŦ ǎǳǇǇƻǊǘ ƛǎ ǇǊƻǾƛŘŜŘ ŀǘ ǘƘŜ 
end of this press release. 

¶ The customers of the business, primarily the US Navy and the US 
Coast Guard but soon to include others, are key stakeholders in 
the business.  Beyond providing a quality product, on time and at 
the stated price, the customers are the lifeblood of the business.  
It is incumbent upon the business to act in the best interests of 
the customer in maintaining the business in a manner that is 
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ŎŀǇŀōƭŜ ƻŦ ōŜǎǘ ǎŜǊǾƛƴƎ ǘƘŜ ŎǳǎǘƻƳŜǊΩǎ ƴŜŜŘǎΣ ōƻǘƘ ƛƴ ǘƘŜ ƴŜŀǊ 
term and in the strategic longer term.  DƛǾŜƴ ǘƘŜ /ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ 
stated strategic plan, our contention is that the customers of this 
business will be best served by the acquisition of this business by 
Cleveland Ship. 

f. ²ƛǘƘ ŀƭƭ ƻŦ ǘƘƛǎ ƛƴ ƳƛƴŘΣ bƻǊǘƘǊƻǇ DǊǳƳƳŀƴΩǎ ŘƛǾŜǎǘƛǘǳǊŜ ƻŦ ǘƘŜ ōǳǎƛƴŜǎǎ 
to Cleveland Ship would be in the best interests of all of the stakeholders 
of the business ς particularly as compared to the other alternatives 
available to Northrop Grumman. 

3. Iƻǿ ƛǎ ǘƘŜ /ƭŜǾŜƭŀƴŘ {ƘƛǇ ƻŦŦŜǊ άŀŎǘƛƻƴŀōƭŜέ Κ 
a. /ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ /ƘŀƛǊƳŀƴ wŜƴƻƭŘ ¢ƘƻƳǇǎƻƴ ƛǎ ŀ ŎŀǊŜŜǊ ōŀƴƪŜǊΣ ǿƘƻǎŜ 

experience has all been in the debt portion of the capital markets.  He has 
syndicated many loans with the largest banks in the United States and 
Ƙŀǎ ŀ ōǊƻŀŘ ƴŜǘǿƻǊƪ ƻŦ ŎƻƴǘŀŎǘǎ ƛƴ ǘƘŜ ŎŀǇƛǘŀƭ ƳŀǊƪŜǘǎΦ  /ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ 
Chief Financial Officer Robert Monitello is a career audit partner at a big 4 
accounting firm.  He has broad experience with many different capital 
structures.  Between them and their network of contacts in the capital 
markets, the Cleveland Ship team, (including CAPT Bartlett, our 
investment banker, our legal support team, our accounting/tax support 
team and others) has developed an appropriately conservative capital 
structure and access to the necessary capital resources in order to 
promptly complete the proposed transaction.  The details of our 
proposed capital structure and evidence of our access to the necessary 
capital resources to complete the proposed transaction were provided to 
Northrop Grumman as an element of our detailed, comprehensive 153 
page offer letter. 

4. Where does the $10 billion to $12 billion market opportunity over the next 
decade or so for Avondale come from? 

a. As was mentioned in the Defense News article, Cleveland Ship has 
ŘŜǾŜƭƻǇŜŘ ŀ Ǉƭŀƴ ǘƻ ǊŜǇƭŀŎŜ ǘƘŜ bŀǾȅΩǎ ƻǳǘŘŀǘŜŘ ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭƭȅ 
non-compliant fleet oilers with a low cost alternative.  Sixteen of the 19 
existing ships do not have the now-required double hull cargo tanks.  
These double hull cargo tanks were mandated by the US Congress when 
it passed the Oil Pollution Act of 1990, in response to the EXXON VALDEZ 
oil spill from a ship with single hull cargo tanks.  Similarly, the 
international regulations known as MARPOL 73/78, which the United 
States government participated in negotiating and which the United 
States Government is a signatory to, have similar double hull cargo tank 
ǊŜǉǳƛǊŜƳŜƴǘǎΦ  ¢ƘŜǎŜ ǊŜǉǳƛǊŜƳŜƴǘǎ ǿŜǊŜ άǇƘŀǎŜŘ ƛƴέ ōǳǘ ŀǊŜ now, as of 
January 1, 2010, in full effect worldwide.  The Navy continues to operate 
its single hull fleet oilers ƻƴ ŀ άǘŜŎƘƴƛŎŀƭ ǿŀƛǾŜǊέ ƻŦ ǘƘŜ ƭŜƎŀƭ 
requirements, and has acknowledged a desire to replace the non-
compliant single hull fleet oilers as soon as possible.  Recently, in fact, the 
Navy moved the start of its planned replacement program from 2017 to 
2014.  Legislation, sponsored by U.S. Senator Mary Landrieu (D, LA) is 
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pending for inclusion into the Fiscal Year 2011 Defense Authorization and 
2011 Defense Appropriations bills that would enact a prototype program 
to demonstrate fee for service fleet oiler support for the US Navy.  If this 
legislation is adopted, as we expect it to be, then Cleveland Ship plans to 
have its lead ship, MV CUYAHOGA, the lead ship of our CUYAHOGA Class 

ULTRA-Greenϰ ŦƭŜŜǘ ƻƛƭŜǊ ǊŜǇƭŀŎŜƳŜƴǘ ǾŜǎǎŜƭǎΣ available for service with 
the US Navy during the first calendar quarter of 2014.  In other words, 
instead of starting a program in 2014, the first replacement ship would go 
into service in 2014 under the Cleveland Ship plan.  Further, because the 
Cleveland Ship plan is purely commercial in nature, except for a modest 
requirements definition and contracting program to be conducted during 
Fiscal year 2011, there would be no cost to the US Government until the 
MV CUYAHOGA successfully completes acceptance testing to enter 
service.  At that point the ships would enter fixed price fee for service 
support of the US Navy on the contract that had been signed before ship 
construction began.  The projected capital cost of the Cleveland Ship plan 
is approximately $8 billion, while the cost of a traditional replacement 
program would be approximately $12 billion ς for a savings to the 
government of approximately $4 billion.  In addition to this capital cost 
saving, and to being fully compliant with all environmental laws and 
regulations, we estimate that the new ships will save 29% of the fuel used 
by the current fleet ς for a total of more than 700 million gallons of fuel 
saved over the life of the ship class.  On an annual operating cost basis 
Cleveland Shipholding Group projects that the overall cost to operate 
these ships and to provide service that is at least as robust as the existing 
fleet oilers provide will be no more, and likely marginally less than, the 
cost currently incurred to operate the existing fleet oilers.   The $8 billion 
in new CUYAHOGA Class ships, to be built for our associated company 
Cleveland Shipholding Group, then, represents a significant element of 
the new market opportunity for Avondale.  As a side note, Cleveland 
Shipholding Group has arranged for and has complete visibility to the 
capital resources required to build these ships, which will then be 
operated in support of the US Navy on a fee for service basis. 

b. The second major element of the business opportunity for Avondale 
Shipyard is purely Jones Act commercial shipbuilding.  On December 22, 
2009 the Environmental Protection Agency issued new rules for air 
pollution from ships.  This regulatory announcement is available at: 
http://www.epa.gov/otaq/regs/nonroad/marine/ci/420f09015.pdf .  These 
rules implemented Annex VI of an international convention known as 
MARPOL.  This annex is titled, άwŜgulations for the Prevention of Air 
tƻƭƭǳǘƛƻƴ ŦǊƻƳ {ƘƛǇǎΦέ  hƴŜ ƻŦ ǘƘŜ ƪŜȅ ŜƭŜƳŜƴǘǎ ƻŦ ǘƘŜǎŜ ǊǳƭŜǎ ƛǎ ǘƘŜ 
implementation of Emission Control Areas, or ECAs within 200 miles of 
the United States coast.  Effective January 1, 2015 no ship operating 
within an 9/! Ŏŀƴ ǳǘƛƭƛȊŜ άǊŜǎƛŘǳŀƭ ŦǳŜƭǎΦέ  LƴǎǘŜŀŘΣ ƻƴƭȅ ƭƻǿ ǎǳƭŦǳǊ 
distillate fuels will be available and must be utilized by all ships operating 



Cleveland Ship Press Release 

October 3, 2010 

 

 

 

Page 10 of 22 
www.clevelandship.com  

within the ECAs.  Essentially, then, all Jones Act ships will be restricted to 
using only distillate fuels.  By our analysis, there are more than 25 Jones 
Act ships ς primarily container ships, but other types, as well, which are 
of an age and which feature propulsion systems which are impractical to 
retrofit for operation on low sulfur distillate fuels.  Essentially, then, these 
Jones Act ships will have to be replaced.  The market value of the 
replacement Jones Act ships that we see is as much as $4 billion.  Unless 
the Jones Act is revoked, allowing construction of replacement ships in 
China, Avondale will successfully compete for the construction of at least 
мκо ƻŦ ǘƘŜǎŜ ǎƘƛǇǎΦ  ²ƘƛƭŜ ǘƘŜǎŜ ǊŜǇƭŀŎŜƳŜƴǘ ǎƘƛǇǎ ǿƻƴΩǘ ōŜ ōƻƻƪŜŘ ǳƴǘƛƭ 
overall economic conditions improve, we are forecasting for a decade or 
so, and we find it unreasonable to think that the currently weak overall 
economic conditions will endure that long.  For more information on 
ǘƘŜǎŜ 9/!Ωǎ ŀƴŘ ǘƘŜ ƛƳǇƭƛŎŀǘƛƻƴǎ ƻŦ ǘƘŜƳΣ ǎŜŜ: 
http://www.epa.gov/otaq/oceanvessels.htm .  Additional technical support 
information for these regulations can be found at: 

http://www.epa.gov/otaq/regs/nonroad/marine/ci/420r10013.pdf.  
c. In addition to the market discussed above, it is possible that we will 

decide to build LPD 27 at Avondale, which would be additional business 
approaching $2 billion there.  We will have to balance this against 
building this ship at the Ingalls unit ς no final decisions have been made 
here. 

d. Based on the discussion above, comments, ǎǳŎƘ ŀǎ άǘƘŜǊŜΩǎ Ƨǳǎǘ ƴƻ 
ƳŀǊƪŜǘ ƻǳǘ ǘƘŜǊŜΣέ ŀǊŜ, in our opinion, ƻǾŜǊƭȅ άǎƘƻǊǘ ǎƛƎƘǘŜŘΦέ  ¢ƘŜ 
shipbuilding industry is unique in many ways ς one of which is that while 
you live or die based upon your ability to focus on very short span times 
such as a single shift, at the very same time you live or die based upon 
your ability to focus concurrently on a business horizon that is 3 to 5 
ȅŜŀǊǎ ŀǿŀȅΦ  LŦ ȅƻǳ ŘƻƴΩǘ ŀŎƘƛŜǾŜ ȅƻǳǊ Ǝƻŀƭǎ ŦƻǊ ǘƘƛǎ ǎƘƛŦǘΣ ƛƴ ǘŜǊƳǎ ƻŦ ƭŀōƻǊ 
productivity, absolute work progress and material procurement, etc., you 
are going to most certainly overrun your current shipbuilding contracts.  
¢Ƙƛǎ ŦŀƛƭǳǊŜΣ ŜȄǇƻǎŜŘ ƻƴ ŀ ǊŜŎǳǊǊƛƴƎ ōŀǎƛǎΣ Ŏŀƴ ŎƭŜŀǊƭȅ άƪƛƭƭέ ŀ ǎƘƛǇōǳƛƭŘƛƴƎ 
business.   But so can a failure to effectively and clearly look onto the 
ƘƻǊƛȊƻƴ ŦƻǊ ǘƘŜ άƴŜȄǘ ǿŀǾŜέ ƻŦ ǎƘƛǇōǳƛƭŘƛƴƎ ǇǊƻƧŜŎǘǎΦ  .ȅ ǿŀȅ ƻŦ ŜȄŀƳǇƭŜΣ 
there would be absolutely no hope of άǎŀǾƛƴƎέ !ǾƻƴŘŀƭŜ {ƘƛǇȅŀǊŘ ŦƻǊ ǘƘŜ 
future if 3 years ago our affiliated company Cleveland Shipholding Group 
ƘŀŘ ƴƻǘ άǎŜŜƴ ǘƘŜ ŦǳǘǳǊŜέ ŀƴŘ ǊŜŎƻƎƴƛȊŜŘ ǘƘŜ άŦƭŜŜǘ ƻƛƭŜǊ ǇǊƻōƭŜƳέ ŀǎ ǘƘŜ 
άƴŜȄǘ ōƛƎ ǘƘƛƴƎΦέ  .ŀŎƪ ƛƴ нллт ƻǳǊ /9hΣ ŀƭǎƻ ǘƘŜ /9h ƻŦ /ƭŜǾŜƭŀƴŘ 
Shipholding Group, got blank stares of wonder when he started talking 
about fleet oilers.  Almost nobody was interested in listening to him.  The 
marƪŜǘ ǿŀǎ ōƻƻƳƛƴƎ ŀƴŘ ǘƘŜ ŘƛǎŎǳǎǎƛƻƴ ǿŀǎ ŀƭƭ ŀōƻǳǘ άƘƻǿ ŀǊŜ ȅƻǳ 
ƎƻƛƴƎ ǘƻ ŜǾŜǊ ƎŜǘ ŀ άǎƭƻǘέ ŀǘ ŀ ŎǊŜŘƛōƭŜ ǎƘƛǇōǳƛƭŘŜǊ ς they are just too busy 
ǘƻ ǿŀƴǘ ǘƻ ōǳƛƭŘ ȅƻǳǊ ŦƭŜŜǘ ƻƛƭŜǊǎ ŦƻǊ ȅƻǳΚέ  LŦ ƘŜ ƘŀŘ ŘŜƳǳǊǊŜŘ ŀƴŘ 
walked away from his very clear vision of the future then many 
thousands of man-hours and millions of dollars would not have been 

http://www.epa.gov/otaq/oceanvessels.htm
http://www.epa.gov/otaq/regs/nonroad/marine/ci/420r10013.pdf
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spent in an entirely entrepreneurial way ς not absorbed by any corporate 
overhead charges to the Government anywhere ς and then there would 
be absolutely no future for Avondale Shipyard.  It is only by άōŜƛƴƎ ǊŜŀŘȅ 
ŦƻǊ ǘƘŜ ŦǳǘǳǊŜέ ǘƘŀǘ ŀ ǎǳŎŎŜǎǎŦǳƭ ŎƻƳǇŀƴȅ άŎŀƴ ǎƘŀǇŜ ǘƘŜ ŦǳǘǳǊŜέ ŀƴŘ 
άǘŀƪŜ Ŧǳƭƭ ŀŘǾŀƴǘŀƎŜ ƻŦ ƛǘΦέ  ¢ƘŜ ŦŀŎǘ ƻŦ ǘƘŜ ƳŀǘǘŜǊ ƛǎΣ ǿƘŜǘƘŜǊ we like it or 
not, Emission /ƻƴǘǊƻƭ !ǊŜŀǎ ŀǊŜ ŎƻƳƛƴƎ ŀƴŘ ǘƘŜ άƴŜȄǘ ōƛƎ ǘƘƛƴƎέ ŦƻǊ 
commercial shipbuilding in the Unites States is going to be rebuilding the 
Jones Act fleet ς ǇŀǊǘƛŎǳƭŀǊƭȅ ŎƻƴǘŀƛƴŜǊ ǎƘƛǇǎΦ !ƴŘ ǿƘƛƭŜ ǘƘŜ άōǊƻŀŘŜǊ 
ŘŜŦŜƴǎŜ ǿƻǊƭŘΣέ ƛƴ ǇŀǊǘƛŎǳƭŀǊΣ ƛǎ ǳƴŀǿŀǊŜ ƻŦ ǘƘƛǎ ŀǎ ǘƘŜ άƴŜȄǘ ōƛƎ ǘƘƛƴƎέ ƛǘ 
is clear to us that this press release and these details are not giving any 
ǎǇŜŎƛŀƭ ŀŘǾŀƴŎŜ ƛƴǎƛƎƘǘ ǘƻ ƻǳǊ άǿƻǳƭŘ-ōŜέ ŎƻƳǇŜǘƛǘƻǊǎ ŦƻǊ ǘƘƛǎ ōǳǎƛƴŜǎǎ 
that is being driven by the EPA rulemaking. This is broadly understood, 
ŀƴŘ ƻǳǊ άǿƻǳƭŘ-ōŜέ ŎƻƳǇŜǘƛǘƻǊǎ ŀǊŜ clearly ahead of us in planning for 
the construction of these new ships.  The consolation for us, however, is 
ǘƘŀǘ ǎƛƴŎŜ ǘƘŜ ƳŀǊƪŜǘ ƛǎ άƴƻǘ ǘƘŜǊŜέ ȅŜǘΣ ǿŜ ǿƛƭƭ ƘŀǾŜ ŀŘŜǉǳŀǘŜ ǘƛƳŜ ǘƻ 
make our plans and to complete our preparations before the market 
catches up to the Jones Act shipbuiƭŘƛƴƎ ƳŀǊƪŜǘΩǎ ŀƴǘƛŎƛǇŀǘƛƻƴ ƻŦ ǘƘƛǎ ƴŜȄǘ 
άƳŀǊƪŜǘ ǿŀǾŜΦέ  One final note, because our model for Avondale is to be 
ŀ άƳƛȄŜŘ ƳƻŘŜƭέ ǎƘƛǇōǳƛƭŘŜǊΣ ǎǳǇǇƻǊǘƛƴƎ ōƻǘƘ ǘƘŜ ƴŀǾŀƭ ŀǳȄƛƭƛŀǊȅ ōǳǎƛƴŜǎǎ 
(building for fee-for-service suppliers) and purely commercial customers, 
ƻǳǊ ǎƘƛǇȅŀǊŘ ǘƘŜǊŜ ǿƻƴΩǘ ōŜ ŀǎ ǎǳǎŎŜǇǘƛōƭŜ ŀǎ ƻǘƘŜǊ άǎƛƴƎƭŜ ƳƻŘŜƭέ 
shipbuilders are to the various ups and downs that individual markets go 
through.  Market diversity, then, is an advantage for our mixed model 
plan. 

5. Please discuss the risks inherent iƴ /ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ ƻŦŦŜǊΣ ŀǎ ǇǊŜǎŜƴǘŜŘ ƛƴ ǘƘŜ 
Defense News article by industry analyst Jim McAleesse (the speed that the 
deal can be completed, the risk that the deal cannot be financed, the risk that 
the deal will be delayed by Government reviews, including anti-trust concerns, 
the risk of residual disputes discovered after the sale if the parties are not both 
seasoned shipbuilders, the risk of management collapse at/by Cleveland Ship). 

a. The risks will be addressed in the order that they are presented above. 
Based upon the detailed discussion in response to the answer to 
Question #2 above, Cleveland Ship is acutely aware of the absolute 
necessity of completing this transaction in a timely manner.  As a 
strategic acquirer, Cleveland Ship is focused most acutely on the long 
term prospects of the business ς and given the currently degrading 
condition of both the Avondale and Ingalls units it is absolutely essential 
to not only rectify the near term tactical situation but also to address the 
longer term strategic value of the business that this transaction be 
completed expeditiously.  Because we understand this, Cleveland Ship 
went to the lengths that it took to provide a fully responsive, actionable, 
detailed, comprehensive 153 page offer on September 23, with clear 
indications of our ability to promptly finance the business, etc. included.  
Because of this, along with providing a proposed capital structure for the 
new business that is both appropriately conservative, and which would 
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ōŜ άǎǘǊƻƴƎŜǊέ ŀƴŘ άƳƻǊŜ ǊŜǎƛƭƛŜƴǘέ ƛƴ ƻǳǊ ǾƛŜǿ ǘƘŀƴ likely competing 
offers, we are convinced that our proposed acquisition could close in the 
most expeditious possible fashion.  In short, we are convinced that we 
have a much higher probability of successfully closing this transaction 
than any other likely acquirer. 

b. The financing plan provided by Cleveland Ship to Northrop Grumman and 
its investment bankers in our fully responsive, actionable, detailed 
comprehensive 153 page acquisition offer on September 23 included a 
clear indication of our ability to finance the transaction in an expeditious 
mŀƴƴŜǊΦ  {ǇŜŎƛŦƛŎŀƭƭȅΣ ǘƘƛǎ ƻŦŦŜǊ ƛƴŎƭǳŘŜŘ ŀ ŎƻǇȅ ƻŦ ƻǳǊ !ƎŜƴǘ .ŀƴƪΩǎ ƭŜǘǘŜǊ 
to us outlining their review of the proposed transaction and providing 
their indication of interest in leading the transaction.  While this Agent 
Bank has, as is typical for this type of letter, restricted our ability to 
provide any further details we can report that this Agent Bank is both one 
of the largest banks in the United States and is one of the most active 
banks in the United States in serving as an Agent Bank for this type of 
transaction.  Further, our Chairman Renold Thompson, a career banker 
whose specialty was in the debt portion of the capital markets ς 
specifically in leveraged finance ς has a long history of completing 
numerous successful transactions of this type with this bank.  On the 
equity side of our proposed capital structure, we have offered a clearly 
available equity provision that is unquestionably adequately sized to 
accommodate this transaction, and which fully meets the objectives of 
Northrop Grumman corporation as presented to us by their investment 
banker through conversations with our investment banker.  The equity 
element of our proposed capital structure results in our company, to be 
known as Cleveland Shipbuilding Group, being wholly US owned. 

c. Cleveland Ship, LLC, as was noted in the Defense News Article, does not 
currently own a shipyard.  With this in mind, it is not conceivable that 
there would be a Hart-Scott-Rodino anti-trust concern with our 
ownership of the Northrop Grumman shipbuilding sector ς although 
clearly there are some potential acquirers who could trigger such a 
consideration and detailed review.  Further, as a wholly US owned 
company, Cleveland Shipbuilding Group would not trigger any foreign 
ownership review concerns ς although clearly there are some potential 
acquirers who would trigger a foreign ownership concern and detailed 
review.  Neither Cleveland Ship, nor any of its owners or key executives, 
have ever been barred from contracting with the US Government for any 
reason, and there is no reason to believe that there would be any 
concern with an acquisition by Cleveland Ship in this area.  Finally, 
because the seller, Northrop Grumman corporation, will continue to do a 
significant amount of business with the US government, in general, and 
the US Navy, in specific, following the completion of the transaction 
Northrop Grumman has appropriately noted in the press that the US 
bŀǾȅΩǎ ŀŎŎŜǇǘŀƴŎŜ ƻŦ ǘƘŜ ƴŜǿ ƻǿƴŜǊ ǿƛƭƭ ōŜ ŀƴ ƛƳǇƻǊǘŀƴǘ ŦŀŎǘƻǊ ŦƻǊ ǘhem 
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in their final decision.  There are, of course, particularly acute concerns 
about the nuclear powered ships that are built and maintained at 
Newport News.  There is no reason to believe that the US Navy would 
ƘŀǾŜ ŀƴȅ ŎƻƴŎŜǊƴ ŀōƻǳǘ /ƭŜǾŜƭŀƴŘ {ƘƛǇΩǎ ƻǿƴership of this business, once 
all of the details of our plan are fully known to the US Navy.  While this is 
an overview of our position on the risk of Governmental reviews delaying 
or disrupting our acquisition plan, we have provided additional detail on 
each point below: 

¶ The Hart-Scott-Rodino anti-trust review process has already been 
an element of attempted M&A transactions in this marketplace 
before.  On April 25, 2001 General Dynamics announced a deal to 
acquire Newport News Shipbuilding, then a publicly traded 
standalone entity, for $2.6 billion.  This would have created a 
single nuclear shipbuilder in the United States.  On May 8, 2001 
Northrop Grumman corporation, which had recently acquired the 
Ingalls and Avondale shipyards as part of its acquisition of Litton 
Industries, countered with an unsolicited acquisition offer for 
Newport News at the same price.  In a May 9, 2001 press release 
bƻǊǘƘǊƻǇ DǊǳƳƳŀƴΩǎ ǘƘŜƴ-CEO Kent Kresa noted that a 1999 
Department of Defense study found that a combined General 
Dynamics/Newport News business would concentrate more than 
75% of the total shipyard engineering talent in the United States 
in one shipbuilder.  Similarly, the 1999 DoD study found that more 
ǘƘŀƴ фр҈ ƻŦ ǘƘŜ bŀǾȅΩǎ wŜǎŜŀǊŎƘ ϧ 5ŜǾŜƭƻǇƳŜƴǘ ƛƴǾŜǎǘƳŜƴǘ 
would be concentrated in a combined General Dynamics/Newport 
News business.  When, in June, 2001, the Newport News Board of 
Directors spurned the unsolicited Northrop Grumman offer and 
reaffirmed its acceptance of the General Dynamics bid Northrop 
Grumman launched an anti-trust campaign against the General 
Dynamics acquisition of Newport News.  In October, 2001 the 
Department of Defense concluded that it could not support the 
acquisition of Newport News by General Dynamics.  On October 
23, 2001 the Department of Justice filed suit in US District Court in 
Washington to block the General Dynamics acquisition of 
Newport News.  In supporting the suit, the Department of Justice 
said that if the merger were allowed to proceed, it would 
eliminate competition for nuclear submarines ς a weapon 
platform of vital importance to the security of the United States ς 
resulting in a monopoly. They also said that the proposed 
acquisition would harm competition for other military ships ς 
conventionally powered surface combatants ς and for the 
development of electric drive, an emerging technology for 
powering nuclear submarines and surface combatants.  Finally, 
the Department of Justice said it had coordinated with DoD in the 
investigation that resulted in the lawsuit.  
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"This merger would give General Dynamics a permanent 
monopoly in nuclear submarines and would substantially lessen 
competition in surface combatants," said Charles A. James, 
Assistant Attorney General in charge of the Department's 
Antitrust Division. "Our armed forces need the most innovative 
and highest quality products to protect our county. This merger-
to-monopoly would reduce innovation and, ultimately, the quality 
of the products supplied to the military, while raising prices to the 
U.S. military and to U.S. taxpayers." 

 
General Dynamics dropped their pursuit of the merger and on 
November 2, 2001 Northrop Grumman was approved to acquire 
Newport News Shipbuilding.  The acquisition was completed on 
November 7, 2001, to create the main constituent elements of 
the current Northrop Grumman Shipbuilding Sector. 
 
Some might argue, for instance, that an acquisition of Newport 
bŜǿǎ {ƘƛǇȅŀǊŘ ƴƻǿ ōȅ DŜƴŜǊŀƭ 5ȅƴŀƳƛŎǎ άƳŀƪŜǎ ƎǊŜŀǘ ǎŜƴǎŜέ 
ōŜŎŀǳǎŜ άǘƘƛƴƎǎ ƘŀǾŜ ŎƘŀƴƎŜŘ ǎƛƴŎŜ нллмΦέ  /ƭŜǾŜƭŀƴŘ {ƘƛǇ 
believes, however, that if General Dynamics hypothetically were, 
for instance, to attempt an acquisition of even just the Newport 
News element of Northrop Grumman shipbuilding that the same 
arguments would be found to be true today that were found to be 
so convincing in 2001.  This kind of a transaction would definitely, 
in our view, not make sense for the American taxpayer.  This 
position, of course, is because even though General Dynamics and 
bƻǊǘƘǊƻǇ DǊǳƳƳŀƴ ŀǊŜ ŎǳǊǊŜƴǘƭȅ άǘŜŀƳŜŘέ ŦƻǊ ǎǳōƳŀǊƛƴŜ 
construction that particular program construct ς which adds real 
cost to the construction of each and every VIRGINIA Class 
submarine ς is and was only really appropriate for the period 
when the US Navy was acquiring but one nuclear powered 
submarine per year.  During this period of very low submarine 
procurement it was necessary to construct this teaming 
arrangement precisely to preserve the future ability to compete 
nuclear submarine production ς and in this, despite the 
acknowledged added costs to the program during this period of 
very low submarine procurement, the program has been very 
successful.  Both Newport News and Electric Boat are now equally 
capable of and proficient in building nuclear submarines.   With 
the near-term advent of doubling the VIRGINIA Class nuclear 
powered attack submarine production rate from one submarine 
per year to two submarines per year, it only makes sense to 
Cleveland Ship that the original intent of the teaming 
arrangement will be realized.  In other words, that there will be a 
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phased end to the teamed production arrangement and a 
restoration of the annual attack submarine award competition, 
ǎƛƳƛƭŀǊ ǘƻ ǘƘŜ ƛƴŘǳǎǘǊȅ ŎƻƴǎǘǊǳŎǘ ōŀŎƪ ƛƴ ǘƘŜ мфулΩǎΦ  CǳǊǘƘŜǊΣ ǿƛǘƘ 
the advent of a new nuclear powered missile submarine program 
with projected program costs of perhaps $85 billion to $100 
billion, there is absolutely no reason to believe that these ships 
would not be competed to get the best possible price for the US 
taxpayer, as well.  So, in our view, if General Dynamics were to 
attempt the acquisition of Newport News shipyard this is the type 
of anti-trust consideration that would be triggered ς with the high 
likelihood of a similar delay in completing the transaction as was 
experienced just 9 years ago. 
 
Cleveland Ship hastens to note that it has absolutely no 
knowledge whatsoever that General Dynamics is considering or 
attempting to acquire Newport News shipyard, or that Northrop 
Grumman would even entertain the offer of an acquisition of 
Newport News shipyard by General Dynamics.  Further, 
Cleveland Ship has no knowledge of any government official who 
would either encourage or support such an action.  To the best of 
the knowledge of Cleveland Ship, all DoD officials are committed 
ǘƻ ǎǳǇǇƻǊǘƛƴƎ {ŜŎǊŜǘŀǊȅ ƻŦ 5ŜŦŜƴǎŜ DŀǘŜǎΩ ƻōƧŜŎǘƛǾŜǎ ƻŦ 
significantly reducing the cost of providing the functions of the 
Department of Defense.  The entire purpose of the above 
hypothetical discussion has been to point out that this industry 
has been the subject of heated and hotly contested anti-trust 
issues in the past and that since Cleveland Ship has absolutely no 
overlap with Northrop Grumman shipbuilding that the cleanest 
possible acquirer from an anti-trust point of view for this 
business is, in fact, Cleveland Ship. 
 

¶ The proposed acquisition of a major US Defense Contractor by a 
foreign entity would automatically trigger a potentially lengthy 
review by the Committee on Foreign Investment in the United 
States, commonly known as CFIUS.  CFIUS is an interagency 
mechanism, chaired by the Treasury Department, which also 
includes the Department of Defense.  While, clearly, significant 
defense contractors have been successfully acquired by foreign-
owners in recent years (e.g. the former Manitowoc Marine Group, 
builder of the LCS 1 Class of surface combatants at its Marinette 
Marine shipyard, was successfully acquired by a group led by the 
Italian-state owned company Fincantieri, in partnership with 
Lockheed Martin) it is the conclusion of Cleveland Ship that it 
would require a significant review before a company as strategic 
to the defense of the United States as the Northrop Grumman 
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Shipbuilding Sector would be able to be acquired by a foreign 
owner.  We believe that it is highly likely that Newport News, for 
instance, would not be approved for sale to a foreign owner.  So, 
despite the ability to use Special Security Agreements and to erect 
firewalls and to install Boards with only US Citizens, etc., as 
mitigation measures, our conclusion is that foreign ownership of 
an acquirer would at minimum present a significant challenge.  As 
such, our offer features US equity participation. 

¶ In an attempt to exhaustively address the question, we have 
included a potential Government restriction against Cleveland 
Ship or any of its executives from contracting with the US 
Government because of past or current debarment or past 
activities.  Cleveland Ship, and none of the companies in the 
Cleveland Ship group of companies (Cleveland Ship, LLC; 
Cleveland Shipholding Group LLC; and Cleveland Shipbuilding 
Group, LLC) have ever been debarred from any government 
contracting activity.  All of the key executives at Cleveland Ship 
are US citizens, and none have any past history or involvements 
that would threaten government contracting activities. 

¶ There is a comment in the Defense News article about 
άestablishing integrityέ and άcredibilityέ as being necessary 
actions on the part of Cleveland Ship.  This public presentation of 
the existence of our acquisition offer, and of the highlights of our 
value-creating strategy for the business, are intended to introduce 
the defense community and the capital markets to our business 
and our plans.  Through this process, and through follow-up 
personal meetings with key Navy and/or DoD leadership we seek 
to reassure the government that, in fact, we clearly understand 
the importance of this business to the Navy and to the 
Department of Defense.  We will emphasize that we understand 
that it is by completely satisfying the Navy customer that we will 
achieve our greatest business success with this business.  As a 
currently small company Cleveland Ship completely understands 
the άleapέ that this acquisition represents.  We note, however, 
that our currently small size does not restrict the scope, depth or 
breadth of either our strategic analysis or the capabilities of our 
senior executive team.  Our company has been established, in 
fact, to be a significant leader in the maritime industry.  Cleveland 
Ship notes that our senior executive team is highly qualified to 
lead a business such as this: 

1. Our Chairman, Renold D. Thompson, Jr. is a career banker 
who rose to senior executive ranks in the debt area of the 
capital markets.  He has financed many companies and 
many transactions similar to this over his career.  During 
his career he actually supervised the financing of the 
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Avondale Shipyard when it was an element of the Ogden 
Corporation.  He has been an innovator in the 
development of new banking practices, and was 
responsible for establishing the highly successful 
structured finance business at National City Bank.  Finally, 
he has been involved in the maritime business his entire 
life.  As a college student he spent his summers working on 
Great Lakes iron ore carriers, reflecting his fatherΩs role as 
the CEO of the then-largest shipping company on the 
Great Lakes.  As a banker, he has specialized in this type of 
heavy industry and well understands the ebbs and flows of 
this type of enterprise. 

2. Our Chief Executive Officer, Captain Edward L. Bartlett, Jr., 
US Merchant Marine, has spent his career in and in 
support of the US Navy.  From our review we can find no 
current or former CEO of a major shipbuilder who has 1) 
served on a wide variety of ships, including (3) nuclear 
powered submarines, and 2) been an instructor in the 
naval nuclear power training program, and 3) worked άon 
the waterfrontέ in a major shipyard (in his case, as a 
nuclear construction engineer), and 4) led the conceptual 
design work for a highly successful new nuclear powered 
ship design, and 5) been a successful supplier of high 
technology equipment for naval shipbuilders and naval 
prime contractors, and 6) άturned aroundέ multiple failing 
businesses in complex enterprises to achieve sustainable, 
profitable growth, and 7) been a successful entrepreneur 
who successfully started and operated several companies.  
Our CEO is an innovator, and has a highly successful record 
in turning around troubled businesses; he also has been a 
very effective leader of organized businesses with 
significant blue collar content.  He is passionate about 
ships and he is passionate about leading a άwinning team.έ   

3. Our Chief Financial Officer, Robert S. Monitello, CPA, has 
been a career audit partner at a big-4 accounting firm.  His 
area of specialization has been in regulated industries, and 
he has significant leadership experience in co-leading the 
national practice in his area of focus at Ernst & Young.  His 
portfolio of audited companies over the years has 
provided him with keen insight into a wide variety of 
capital structures and approaches to accounting.  In 
addition to his audit practice experience, our CFO spent a 
significant amount of time as a senior member of multiple 
business transaction teams as an element of Ernst & 
YoungΩs transaction advisory service practice area.  
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Through this experience he is well positioned to guide 
Cleveland Ship through the intricacies of the transaction 
diligence and accounting ς particularly cost accounting ς 
reviews that will be so essential to enabling the company 
to have a successful shipbuilding launch. 

d. The key executives at Cleveland Ship all have extensive successful 
experience in the negotiation and execution of M&A transactions.  
Importantly, their experiences are all from different perspectives 
regarding the transaction.  In addition, Cleveland Ship has retained a 
team of advisors to assist in ensuring that there are no residual disputes 
with the seller following the transaction close.  Because of the experience 
in shipbuilding and government contracting that is resident in Cleveland 
Ship, the άdidnΩt know that could be an issueέ type of surprise is highly 
unlikely.  As with any complex transaction there always remains a risk of 
an undiscovered άsurpriseέ ς but as with any successfully completed 
transaction there will be appropriate protections for both the seller and 
the buyer in the definitive transaction documents for materially adverse 
effects that may result post-closing from some undiscovered pre-existing 
condition.  Supporting Cleveland Ship in this transaction process are: 

¶ Investment Banking Support.  Ms. Linda Maxwell, formerly of 
Jeffries Quarterdeck and now an individual practitioner.  Linda 
Maxwell is a highly experienced investment banker in the 
aerospace and defense market space, and is both well known by 
and has effective long term working relationships with both 
Northrop Grumman corporation and Credit Suisse (including the 
Credit Suisse lead investment banker on this project).  Finally, our 
CEO completed a highly successful sell-side transaction with Ms. 
Maxwell, so they have a long term relationship.  Ms. Maxwell is 
based in the Los Angeles area. 

¶ Accounting and Transaction Advisory Support.  Based upon their 
proposal to us, we have selected Ernst & Young to provide 
accounting and transaction advisory support to us.  Lead 
responsibility will be provided by Mr. Paul Feeko, based in 
McLean, VA.  We have a long-term relationship with E&Y, both 
through our CFO and our CEO.  Mr. Feeko is a partner and is the 
Transaction Support Practice Leader for the Americas within Ernst 
& Young.   

¶ Legal Support Team.  Our legal support team is led by Tucker, Ellis 
& West.  We have a long term relationship with this firm, and with 
Mr. Stephen C. Ellis, Partner, the lead contact.  While Tucker, Ellis 
& West is a relatively new mid-sized firm, many of the principals, 
including Mr. Ellis, were partners at the former national firm Arter 
& Hadden, where Mr. Ellis served as Managing Partner.  He is 
located in Cleveland, OH.  In addition, if required for particular 
aspects of the transaction and in order to be prepared in advance 
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for any eventuality, we have a long term relationship with a 
Washington, DC based partner at a large national law firm who 
has extensive government contracting, maritime and defense 
expertise.  This partner/firm has already completed the necessary 
conflict checks for us so that in the event that their support is 
required, they can be quickly retained.  They are not identified in 
this press release, because they have not yet been retained, 
although they have been identified to Northrop Grumman 
corporation. 

¶ Government Relations.  Government relations support is led by 
Turner Government and Public Affairs.  Ms. Caren Z. Turner is the 
lead contact.  She is located in Washington, DC, and has been the 
Government Relations representative for the entire Cleveland 
Ship group of companies since their founding. 

e. Since Cleveland Ship has had such a low public profile it is reasonable 
that the question of άmanagement collapseέ at Cleveland Ship might be 
άbrought upέ when considering our prospects as the potential owners of 
the Northrop Grumman Shipbuilding sector.  Reviews of the track records 
of the key executives at Cleveland Ship will quickly reveal that this 
leadership team each individually has developed strong records of 
consistent, effective leadership in highly complex, competitive 
environments within highly structured and regulated industries 
(banking/defense contracting/accounting).  In addition, when viewed as a 
whole the leadership team offers vision tempered by practical experience 
and the collective wisdom of άhaving been thereέ in many unique 
experiences that the leadership team of this new business is likely to 
encounter as it moves forward to first complete the transaction and then 
rapidly to execute its strategy going forward.  While Cleveland Ship has 
not identified any of its planned resident executives to lead the 
shipyards, these personnel have already been selected.  The company is 
in discussions with each of the άfirst choiceέ candidates for each key 
direct shipyard leadership position, and while each of these primary 
candidates has expressed initial interest none of them have completed 
their negotiations with us.  We have a άback-upέ list of candidates for 
each of the key positions should we fail to come to final agreement with 
any of our άfirst choiceέ candidates.  Since our CEO has more than 25 
years in this industry, we have a άdeep Rolodexέ from which to choose.  
Absent the names of our candidates, which Cleveland Ship will not 
release or even άhint at,έ these candidates all share the following 
attributes: 

¶ They are all experienced shipbuilders, with strong track records.   

¶ They may have become experienced at any of the six major 
shipyards, and may or may not currently work for either Northrop 
Grumman or General Dynamics. 
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¶ They all have the ability to focus both on the immediate tactical 
concern of highly disciplined άproductivity this shiftέ and on the 
longer term strategic horizon where the future market must be 
identified, assessed, developed and pursued. 

¶ They all have successful experience in working with organized 
workforces.  As a company we highly value our skilled 
tradesmen/women and expect to interface with them in an 
atmosphere of mutual respect and trust.  Our choices as shipyard 
executives all share this approach to the business. 

¶ They are not a άmonolithic group.έ  Just because our CEO worked, 
for instance, at Electric Boat, it would be a mistake to think that 
everyone that we have selected worked with him there at that 
time.  Our company values diversity of both thought and 
experience (as well as, of course, valuing diversity as it has been 
more traditionally defined in equal opportunity requirements, 
etc.).  It would not be wise, in our view, for all of our senior 
operational leadership to have a άcookie cutterέ resume.  This is a 
vastly complex business and we value the natural strength and 
depth that is immediately afforded to the collective leadership 
team through this diversity of background and business 
experience.  This should be evident, in fact, in the Cleveland Ship 
senior executive team today.  This team itself brings together a 
vastly diverse universe of experience and talent to energize our 
overall business.  We have sought the same impact in our 
operational leadership selections. 

¶ They are all intensely competitive, highly ethical executives. 

¶ They all already viscerally understand the meaning of 
Management/Measurement/Material and Discipline at all levels 
of the organization.  They, in fact, are all ready without further 
guidance from us to be vocal evangelists of this philosophy within 
their units. 

6. Does the comment in the Defense News story by your CFO Mr. Monitello have 
any particular implications positive or negative with regard to your plans for 
the engineering staff at the Northrop Grumman shipyards? 

a. In a word, no.  Our position, like that of other leading defense 
contractors, is that we absolutely must be completely responsive to the 
DoD customerΩs need to manage cost to achieve the greatest warfighting 
capability value for each dollar we spend.  When our CEO was President 
of DRS Power Systems that meant adapting a high volume low cost fully 
commercial electrical circuit breaker to meet the unique requirements of 
the new electrical distribution system on CVN 78 Class aircraft carriers.  
Through this innovative application of fully commercial low cost 
products, with an appropriate minor modification package so that the 
product can meet all specification requirements for these essential 
capital ships of our Navy, his business was able to displace a long term 
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incumbent supplier who chose to design something άfrom the ground 
upέ ς which ended up with predictably significantly higher costs.  This 
approach of άlooking outside the traditional box to fully satisfy all of the 
customerΩs requirements but at a significantly lower costέ is an essential 
element of our άOn Course; Building Valueέ approach to business.  It is 
also represented in our approach to use a completely novel approach to 
dramatically reduce the cost of fleet oiler services.  So, in a word, the 
engineering staff has nothing to fear from this type of approach to 
business.  We believe, in fact, that the engineering staff should be excited 
about the prospects of both new commercial shipbuilding opportunities 
and of being encouraged to explore other ways to completely satisfy the 
customerΩs requirements at the lowest possible cost.  Finally, as always, 
our funded research and development efforts will always be strictly in 
accordance with customer contract requirements and customer project 
manager direction. 

* * *  

Our Existing Corporate Structure: 
 

 
 

The Cleveland Ship Plan: 
 

 

Cleveland Ship, LLC

ςHolding Company ς

Cleveland Shipholding 
Group LLC

ςShip Operating Company ς

Cleveland Shipbuilding 
Group, LLC

ςShipbuilding Company ς

Cleveland Shipbuilding Group

On Course; Building Value

- A Cleveland Ship Company - www.clevelandship.com 2

Three Great Shipyards

ÅCSG Ingalls Shipbuilding
ïThe most versatile shipbuilder in America

ïA great facility; a great workforce

ÅCSG Newport News Shipbuilding
ïA national asset

ï!ƳŜǊƛŎŀΩǎ Ƴƻǎǘ ŎŀǇŀōƭŜ ƴǳŎƭŜŀǊ ǎƘƛǇȅŀǊŘ

ÅCSG Avondale Shipbuilding
ïA long history of excellence, with a great future

ïA sustainable plan based upon real market data
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Statement Provided By Mr. Ron Ault for inclusion, and included in the 
Cleveland Ship offer to Acquire the Northrop Grumman Shipbuilding 

Sector, and provided here with his permission: 
 
 

 
 

September 22, 2010 

 

Statement from Ron Ault, President of the Metal Trades Department AFL-CIO 

Regarding: Cleveland Shipbuilding Group, LLC and their Efforts to Acquire 

Northrop Grumman Shipbuilding  

 

Contact: Ron Ault, 202 508 3705 

 

Ed Bartlett, President and CEO of Cleveland Shipbuilding Group, has a long record of 

successfully working with organized labor to achieve great business performance in an 

environment of successful labor/management relations.  He is a shipbuilder who 

understands organized labor, as well as our intense pride in our work and our 

commitment to doing the best job possible.  Since his business began developing their 

fleet oiler plan they have included organized labor in their discussions and 

considerations, starting with the Seafarer's International Union and the American 

Maritime Officers union.  We have reviewed their plans for this business, where the 

Metal Trades Department represents the workers at both Gulf Coast shipyards.  We have 

also reviewed their plan with Mr. Leo Gerard, International President of the United 

Steelworkers Union, AFL-CIO, which represents the workers at Newport News.  We 

believe Cleveland Ship's successful acquisition of Northrop Grumman Shipbuilding 

would be a positive outcome for workers, investors and the shipbuilding 

communities.   

 

 

# # # 


