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‘1& As you are aware, the Saudis desire to establish some

ndustrial bage whigh will lessen their dependence on oil. : They
have started thd Adevelopment of industries through their own
means and have made some progress. » However, . the recent drdp,. in
0il revenues has placed some restrdints on thest development
g%ags g d :heirigconomic outlook for the next few years indicates
that th® situation will not improve. 0SD 3.3(b)( b )

- b Prompted, in part, bv this problem, the Saudis have declded
to ask for.'offsets in connection with future ourchases from «
foreign sources. A concrete example of this new policy is’ bheir

recent. reques ACE. SHIELD,
Their requeést forﬁffsets,

roblems for us if the U.S.

however, would create po.
. Government becomes {nvolved:

! a., @ They want DOD to support and help ensure the success

. of their offset ventures. We have neither the authority nor ‘the
means to do this and will have to make this clear while relaying
,our supPorl:ive position toward the success of PEACE SKIELD., v

- W% the, current DOD .policy on offsets is set: forth.in a
May 1978 Deputy Secretary of Defense Memorandum which statés that
~ "DOD "shall pot normally enter intg such agreements.®™ This policy
' was recently reaffirmed in the Task Force Report on Internakional
- Coproduction/Induatrial Participation Agreements (the DeNoon:
. .i'Btudv) which was approved by Deputy Secretary Thayer and- published
R 15 Auguat~';1983 , ,

i._,
'c

is initially wanted thei: offset requests to -
8e8 80 that non-complying U.S. contractors
-gompetition. This would have been:a bad
result in. all FMS customers inoosin?!simi-
have done {n:this case is offer the!Ssudia
-gigned once they ate sitisfied U 8.
11 be. acceptable o faets. - YORT
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4. .m Their initial offset position (35% of the value: 3y
undefined technically related goods and services) is to be ne

tiated with industry. We think their demands are overly ambj
tious, but will be toned-down by dialogue with the U.S. .
industries involved.

o Our, response to the Saudi request to insert their offset

demands in FMS cases is at the attachment and we hone the Saudi i
1e

are receptive to this DOD position. This reply states that wh
the U.S. Government is not a guarantor of the offset, DOD will:
support policies not injurious to the PEACE SHIELD Program

regarding offsets within existing laws and regulations. .
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& Colonel Fahad bin Abdullah; R.S.A.F. '_Pagedetermmed;%be wctass!ﬁed
- "Director of Air Operations Reviewed Chief, RDD, WHS @ . |/,
 R.S.A.F. Headquarters. Riyadh IAW EO 13526, Section 3.5 ~!i.’.~

: T e R

‘Dear Colonel Fahad'

S | I have the honor to refer to your letter, 4/3/10/3495 AR :“,
28/11/1403H, in which you proposed U.S. Government. cooperation In !
. establishing economic offset requirements under the PEACE: SBIBLD

'program.

o The U.S. Government agrees with and -supports the objectives i
: '.of the ®eace Shield program and understands that the Saudi. ! : ‘
. ‘Arabian Government requires a satisfactory offset atrangemeﬁt as
an essential prerequisite to the program. Specifically- ;‘; ; i
1 : i
"It is the intention of the SAG that the PEACE snmm -
-, program be tied to an economic offset which is to benefit:
4 , : the industries of both the United States and the Kingdom :
: of Saudi Arabia. It is the desire of the SAG that the ' ;
SR selected prime contractor and its associated subcon-: " =~ =
5 v tractors agree to invest and participate in joint venture .
. : industries involving high technology related processes and/
or products.. The SAG internal offset investment objéc- ° -
‘tives for'technically-related products and services are,to’
: ‘ be provided as guidelines to the prospective contracq';s;
- © » Pursuant to these guidelines, contractors will s ' i
: o *  the SAG a letter Jf commitment to offsets before the’PEACE
oote T SHIELD Letter of Offer and Acceptance (LOA) is signed by
. . : the SAG. If 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 long:iterm
. oL success 'of the offset program depends on the economic:
o success of. the resulting joint venture industries and e
that this is helped by the SAG and the USG continuing .
those policies which will discourage and avoid protedtive
disincentives which would be detrimental to the succgds.
of the offset program, gubject to the laws and regilk tions
of the two countries. , , ¢A,,;

.

Although the U.S. Government is not a gua:antor of the “tt- X
et, DOD will support policies not injurious  to the PEACE, SHIELD .
4 drogram regarding offsetg within existing laws and :egulatij73~
‘eoncerning export licensing, technology. transfet, and secp:;ﬁy

merts: in. Eorce ‘at -the time.' ' . i




I firmly believe that the. Royal Saudi Air Farce and the ﬂ 8¢:fﬁ
Department of Defense can and will work closely together to ! i
ensure the success of the PEACE SHIELD program in accordanca )

. our mutual desires. .,

Y

Sincerely,

b ) .

sIGN=D

PEILIP C. £457
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