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DEFENSE SECURITY ASSISTANCE AGENCY ® 
,WASHINGTON. D,C. 20301 

In reply ref~r tol i 
1-04874/93 . , 

, 
i·· 

. MEMORANDUM, FOR THE SECRETARY OF DEFENSE 
.' , 

• T,HROUGH: UNDER SECRETARY OF DEFBNSE E'OJt POtiI~ )lj-/ 
• SUBJECT: Saudi Arabi·an Offsets for PEACE SHIELD (U)·"-

INFORMATION KEMORANDUM 
I.". 

~ As you are awire~ the Saudis desire to establish some" . 
cindustrial'bas'e whl~h vill lessen their dependence on oil. ; rrhey 
have started th~ '~evelopment of industries throuqh their own: 
means and have made some progress •• However, . the recent dc6p.ln 
qil revenueQ has placed some restrJints on thes~ develop~rit ' 
l?lans 81ld thelr -Iconamic outlook for the next few years in1if~t!es. 
t~at th4f situation will not improve. OSD 3.3(b)( " ) :;' , 

.... . ",' /', 

".' Promp~ed, in part, bV this problem, the Saudis have ~eqi~ed 
·to ask for.'offsets in connection with future Dt1rchases frotJl;.:' ' 

, reign sources. A concrete example of this new polir-v is'their 
" . -~ : ,f SHIELD, ,i ; 

Their requ st for offs~t~, 
for us if the U.S. ' 

a.. ~ They want DOD to support and help ensure the suocess 
of their offset ventures. We have neither the authority nOr 'the 
.. eans to, do this and will have to make this clear ",hrle relaying 
our suppor'Uve position toward the success of PEACE SHIELD,. : • 

. .' 
b •.. ~ 'l'he,current nOD.policy on offsets is set fortlti,in a 

May 1918 Deputy Secretary 'of Defense Memorandum which $tat:es'~tl1in: 
."000 shall PQt.normally enter int9 such agreements.· This policy 
"a8 recently, reaftil;'m(td in the Task Force Report on International 
~oprQ~!lction'lndustrlal participation,Agreements (the DeNoon 
8t~dt', "'h~ch~was~p'()t'ovetJ .by Deputy Secretary Thayer andpubUsbed 

,'On ~$"~9ult:1993. . . , ' : , . , 
~ ; .. ' 

,":.(J~>·"l,i~b,.'~'~')1~ls~nitial1yvanted thei~ offset reqUests to 
/:l?~ Pel~~.:Q~;-·~b.,~"~;:<9:~~e .. so thatnon-cPtnJ;>lyinq U.S .. contradt9tS 

.... ,·;}.Q1,J:t~:>J:)'~".~."'''\I'~'~~~~tft~p11lpetitlon.Thh~would lutver been': a~ad 
; .•.•.•. 1> ... ,.r ..... ~?~4.,~~.~., ..... ~ .... tj.i;.".~~"".W.'}:~,.~ .. ~ .. it .• ;,; '. r .• e ..• ,ii.l." ~in a1.i.PM. S 'OU8. \:.0Iller9iJl9O. 81n.9.18'1. m1-
'l.r·.tt~lIl,,~lJ~; •• ;"~.~:w.·;h.vedone £n-thiscase 'is offer th_,1 Sabc!llo 

. -Ii .· •. ~.'.· •.•..•.. · .•. • •. :NA .. " .. }~.}.l •.• !<.;~.~.J.(I;.:~ .• '··.\f.,J ... J.l .. '·b. _. ".19. ne ... ~· .ORC. e .... they ~.r~. s.attsf1ed bY ia.a. 
,1t\C)tI.~I:'.Y'/tl'~~tihflr'~:~111 ·b.,aece~tabl.e offturt.s. : .) : 'ri ' 

, :.:- ',.i'-::' . ": \. : 1 ';,.' ~. \:; •• • • < ,. 
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, d.·.... Their initial offset: position (35\ of the valuel": ~1 ," 
und,Uned technically relAted qoods and services) is to be n~ ). "~~,,j: 
tiat:ed' with industry. We think their demantls -are overly aab ::i". '~i 
tiousr but will be ,tof!ed-c!own by dialogue with the O.S.. :i :~'.';,·';1 
industries involved. ;: !,';:, 

:: j r '~l ~ \ 
.. ' Our; response to the Saudi request to insert their offset! ! ,;;,. 
demands in FMS cases is at the attachment antl "'fe hODe the Sau~ls;~ , 
are recept:1ve to this 000 position. This reply states that wbtle .' 
the u.s. Government is not a guarantor of the offset, DOD will: ; 
support policies not injurious to the PEACE SHIELD Program ! 

regardtng offsets within existing laws and regulations. i ';;,;.~ " 
;:} :. ):$-(;;' i . h 
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DEFENSE SECURITY ASSISTANCE AGENCY' 

WASHINGTON. D,C, 20101 -, • . . 

~olonel ~ahad bin Abdullah~ R.S.A.F. 
Director of Air Operations' 

>R.S.A.F. Headquarter~, Riyadh 

Dear Colone1c Fahad: 

I 
I' ' 
1 

. j: 
Page determined to be Unclaslilflej:( 
'Reviewed Chief, ROD, WHS ': ['" ,," 
lAW EO 13526, Section 3,5 :1:,.::: !" .:;. 

Date: fEr. 17 20B ';: '~";:;' 
• , !-; ': 

~ ; '. \ . I :, ;;. 

) I have the honor ,to refer to your letter, 4/3/10{349S:, i;" . 
28/11/14038, in which you proposed U.S. Government coopeditlonln 

'. establishing economic offset requirements under the PEACESRIBLD 
'Program.' ,! .' 

.... 

.. 
The U.s. Government agrees with arid ·supports the object~ves . 

. ·of the geace Shield program and understands that the SaudL !.; . 
'Arabian Government requires a satisfactqry offset arranqemetlt as 
an essential prerequisite to the program. Specifically: l' . ' 

"It is the intention of the SAG that the PEACE SHIELD 
program be tied 'to an economic offset which is to ben-efit 
the industri~s of both the united States and the Kingdom 
of Saudi Arabia. It is the desire of the SAG that: :t~e· ,,'; 
selected prime contractor and its associated subcon-:' 
tractors agree to invest and participate in joint ~enture 
industries involving higti technology relate~ proce~s~s and/ 
or products •. ,The SAG ~nternal offset investment ollj,c- . 
·tives foz::' technicall')-related products and services are, to . 
be provid~ as guidelines to the prospective con= •. =. ;s~ 

'pur.suant to these guide~il'les, contractors will s " .. _ 
~ th~ SAG. a lett4!r of commitmt!nt to offsets before tbel;PEACE 

S8IELDLetter of Offer and Acceptance (LOA) is signe~'by 
the SAG. Ii one or more of the competing prime contrac
tors fail to agrde to participate, the LOA will not be 

'accepted by the SAG. It is recognized that the 10ilgriterm 
success 'of the offset program depends on the ecoao.i~' 
success of, the resulting joint ventu're industries an~· tit 
that this is helped by the SAG ana the USG cont}.nuiag, , 
those policies, which will discourage and avoid prote~tt.e 
disi'ncentlves' which would be . detrimental to the sac.C~.·'S' 

J of the offset program, !tUbject to the laws and reg1.l1~tions 

__ I 

.. ~-.. 

of the two countries.· " _,; ", ' 

AithO'ugh the u.S.' Government is not a 'guarantor of the ~If-" X 
t, OOD will support policies not injurious to the p~ .. ;S tELD 

....... ,..,.. am regarding offsettl within existing laws and regulattl 8' 
:,;;:,:2:1:clnoe n9 export Hcensing, technology .. transfer, and seqlr tr, 

',1~ f.~rc~ at ~he ti~e. ' , ' .. ,' '" , . : j" :. 
~ : ,I ~. " . " - . I ,. \ 

!~~t:. , . ~ .. " ' I' ; '11 \' f 
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~; ! 
I fi,rmly believe that: the, Royal Sau-1i Air FQrce and the,tt.S.; 

Department of Defense can and will work closely t~gether to 1: i1):' ;. 
~n8ure the success of the PEACE SHIELD program in accordanc~: w.l~b'·' 
our mutual desires. i'l 'i,!: 

I look forward to seeing you during your 
the united States. 

;::~ f": j; I < '. 

upcoming ,visit :~d1'!" 

•... 
" 

" 

~, . 

Sincerely, 

iICtso 

~:::!:IP C. ~A57 
::. ~~·;7E:n.l;~ ~L:rE:'\l.L,. I1S~ 
DIRLCT0R 
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