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Mr. Chairman and Members of the Committee:

My name is Larry McQuien.  I am Vice President of Business Ventures for Lockheed Martin Aeronautics Company headquartered in Fort Worth, Texas.

It's is a privilege for me to appear before you this afternoon in support of this hearing on Cost Effective Airlift for the 21st Century.  

Mr. Chairman, I respectfully request insertion of my written statement into the record, and I’d like to briefly summarize my remarks for the Committee.
Lockheed Martin is normally shoulder to shoulder with our Air Force customer and this is an awkward instance in which I will be presenting a different perspective on the cost for performing the C-5 Reliability Enhancement and Re-Engining Program than the Air Force.  Lockheed Martin is committed to supporting our customer’s decisions on America’s strategic airlift.
Modernization of the C-5 Galaxy is a fiscally sound means of addressing United States strategic airlift requirements.  The acquisition strategy for the C-5 Reliability Enhancement and Re-Engining Program (RERP) is to improve reliability, maintainability and availability while reducing total ownership costs.  Current developmental testing indicates these goals are attainable.  Analysis indicates a 30%, or higher, improvement in mission capability.  The principle driver underlying these improvements is the reliability and maintainability of the new General Electric CF6-80C2 propulsion system.  This propulsion system has demonstrated outstanding reliability, having accumulated more than 300 million flight hours in both commercial and military applications, including Air Force One.  Modernization will produce about $50 billion dollars in C-5 operations and support costs savings through 2040.  The Air Force will realize four dollars in savings for every dollar invested, based on Lockheed Martin’s proposal.  
Lockheed Martin is aware that the Air Force and the Nation are depending on us to deliver on this program.  The 2005 Mobility Capabilities Study and 2006 Quadrennial Defense Review included modernized C-5s as a critical part of the Nation’s air mobility fleet.  We are committed to ensuring the success of the program.  I am acutely aware that Air Force recapitalization is fiscally constrained and it is imperative that every dollar be spent prudently. 

C-5 modernization is a two-phased program including the Avionics Modernization Program (AMP) and the Reliability Enhancement and Re-Engining Program (RERP). Development for the Avionics Modernization Program is complete and initial operational capability has been declared.   Lockheed Martin has produced 28 upgraded aircraft.  Development of the Reliability Enhancement and Re-Engining Program is progressing well with three C-5M Super Galaxies (2 former C-5Bs, 1 former C-5A) active in developmental testing.  We plan to complete testing by August 2008.  The three aircraft are meeting performance expectations.  

We have taken what I consider to be exceptional steps to ensure this program meets Air Force expectations.  We provided the Air Force a firm fixed price commitment for modernization of the remaining 108 C-5 aircraft.  Lockheed Martin chose to assume the inherent risk of a firm fixed price proposal based upon rigorous objective analysis, demonstrated performance and our best judgment.  Our proposal bounds the cost risk for the Air Force for the portion of the Reliability Enhancement and Re-Engining Program to be performed by Lockheed Martin, namely modernization of the aircraft.   We took this action to demonstrate our confidence in the estimated cost for the program and to support Air Force deliberations on the right composition of its force structure.  The proposal was structured as an initial production lot and an additional 11 lot options.  Our offer does not require the Air Force to commit to modifying all C-5s, but gives them a solid price commitment by lot.  
Lockheed Martin’s firm fixed price offer ensures the Air Force that the aircraft could be modernized for an average cost of $83M per aircraft.  Our offer, however, does not address “other costs” to be incurred by the Air Force such as training, spares, support equipment, over and above aircraft maintenance and program management costs typically associated with any ongoing program. 
Accounting for these “other costs,” the total average cost for modernization, based on our proposal, would be between $108 and $118M per aircraft, assuming such costs are between $2.7B and $4B.  Our proposal can be executed within the total C-5 Reliability Enhancement and Re-Engining dollars available in the current Future Years Defense Plan (FYDP), but a rephasing of the funding will be necessary.  Our full proposal can be executed within the current program of record plus additional new appropriations of at least $1.4B, and as much as $3.1B, in the 2014 – 2020 timeframe depending on the Air Force “other costs.”
The C-5 airframe has more than half of its structural life remaining – more than 30 years of utility.   The Air Force Fleet Viability Board concluded the C-5A fleet was healthy.  The Air Force’s internal cost analysis has repeatedly concluded that C-5 modernization not only pays for itself, but generates significant savings over the life of the aircraft.  
It would be fiscally prudent to continue modernizing the C-5 to protect the investment made by the Government and the taxpayers and to realize the C-5s full potential rather than parking them in the Arizona desert.  
Mr. Chairman, Lockheed Martin fully understands the challenges facing the Congress and Air Force.  We appreciate having an opportunity to participate in an open and constructive dialogue regarding the merits of our proposal. The Air Force program of record supports C-5 fleet modernization and Lockheed Martin is committed to making it a reality.  The C-5, unheralded, flew 25% of the Operation Iraqi Freedom airlift missions deploying for the war, yet delivered 50% of the cargo.  The C-5M can continue providing this exceptional capability through 2040.
I thank you and Committee members for the opportunity to participate in this hearing and I look forward to your questions. 
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