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HAS THE RUSSIAN SPACE LAUNCH QUOTA
ACHIEVED ITS PURPOSE?

WEDNESDAY, JULY 21, 1999

U.S. SENATE,
COMMITTEE ON GOVERNMENTAL AFFAIRS,
SUBCOMMITTEE ON INTERNATIONAL SECURITY,
PROLIFERATION, AND FEDERAL SERVICES,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2 p.m. in room
342, Senate Dirksen Building, Hon. Thad Cochran, Chairman of
the Subcommittee, presiding.

Present: Senators Cochran, Akaka, and Cleland.

OPENING STATEMENT OF SENATOR COCHRAN

Senator COCHRAN. The Subcommittee will please come to order.

Today our Subcommittee on International Security, Proliferation,
and Federal Services convenes a hearing to review and assess the
effect on weapons proliferation of the 1993 Space Launch Quota
Agreement between the United States and Russia. Specifically, we
hope to be able to answer the question: Has the Russian space
launch quota achieved its purpose?

This Subcommittee has spent considerable time in the last 2%
years examining the serious problem of weapons of mass destruc-
tion and ballistic missile proliferation. Along with others, we have
advocated a comprehensive approach, from diplomacy to improved
export controls to ballistic missile defense, to protect our country
from the effects of weapons proliferation. The threat posed by this
proliferation is accurately described by Executive Order 12938,
which declares the proliferation of weapons of mass destruction
and their means of delivery to be an unusual and extraordinary
threat to the national security, foreign policy, and economy of the
United States.

In Senate testimony this year, Director of Central Intelligence
George Tenet underscored the seriousness of this threat, particu-
larly as it relates to the continuing commerce between Russia and
Iran, stating: “Politically, Russia is increasingly unpredictable, and
the worsening economic situation affects all aspects of the Russian
scene. As the desperate search for revenue streams is exacerbating
a number of serious problems, it has magnified the proliferation
threat across the board as growing financial pressures raise incen-
tives to transfer sensitive technologies, especially to Iran.”

Thus, our government must insist that the Russian Government
exert its full authority to halt missile and missile technology trans-
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fers from Russia to Iran and others. Our government must also
take those steps necessary to persuade the Russian Government to
act quickly and effectively on this problem. This does not mean,
though, that any action by our government is appropriate just be-
cause it is done in the name of stopping the flow of Russian tech-
nology to Iran. Our government should recognize and avoid taking
actions that not only do little to stem Russian proliferation, but put
thei{ national security of the United States, and its allies, at greater
risk.

Our witnesses today, we hope, will help us sort through these
issues surrounding our country’s commercial satellite launch policy
with Russia. Will Trafton, president of Lockheed Martin Inter-
national Launch Services, will be our first witness. Mr. Trafton will
be followed by a panel including Catherine Novelli, Assistant U.S.
Trade Representative for Europe and the Mediterranean; Walt
Slocombe, Under Secretary of Defense for Policy; and John Holum,
State Department Senior Advisor for Arms Control and Inter-
national Security.

We first welcome Will Trafton, president of International Launch
Services, as our first witness. We have a copy of your prepared
statement, which we appreciate, and we will have it printed in the
record in full. We encourage you to make any summary comments
or remarks that you think would be helpful to the Subcommittee.

Welcome, and you may proceed.

STATEMENT OF WILBUR C. TRAFTON,! PRESIDENT,
LOCKHEED MARTIN INTERNATIONAL LAUNCH SERVICES

Mr. TRAFTON. Thank you, Mr. Chairman. I really appreciate the
opportunity to testify before you today on the use of a quota-based
trade agreement as an instrument of commercial space launch
trade policy between the United States and Russia.

Let me begin by expressing our deep appreciation for your lead-
ership, Mr. Chairman, and support in addressing this important
issue, culminating today with this hearing. The progress we have
made thus far is due in no small measure to your efforts to ad-
vance U.S. policy objectives for cooperative threat reduction and
economic competitiveness.

In my remarks, I would like to talk about International Launch
Services (ILS) and, in particular, the arm of ILS, the Lockheed-
Khrunichev-Energia International (LKEI) joint venture, that sup-
plies commercial Proton launches to international satellite opera-
tors and service providers. I will also tell you what I believe will
happen to LKEI if it continues to be restricted by quota-based
trade agreements or held hostage to proliferation concerns. I will
also address the potential adverse impact on another very impor-
tant U.S.-Russian joint venture that will co-produce in the United
States the world’s best rocket engine—the Russian RD-180. Last,
I would like to offer our recommendations for addressing these
issues.

International Launch Services was established in 1995, upon the
merger of Lockheed and Martin Marietta companies, to market
Atlas and Proton commercial launch services in the world wide sat-

1The prepared statement of Mr. Trafton appears in the Appendix on page 33.
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ellite telecommunications marketplace. Lockheed and Martin Mari-
etta, prior to the merger, were each individually competing in the
commercial launch service market with their Proton and Atlas
launch vehicles respectively. Lockheed entered the launch market
in 1993 with the establishment of Lockheed-Khrunichev-Energia
International, the joint venture to exclusively market the Russian
Proton launch vehicle. Similarly, Martin Marietta had entered the
commercial launch market with the purchase of the General Dy-
namics Space Systems Division and establishment of its Commer-
cial Launch Services subsidiary (now LMCLS, Lockheed Martin
Commercial Launch Services) which marketed the Atlas launch ve-
hicle. Both LKEI and LMCLS are within the ILS structure, and
serve as the contracting entities for executing Proton and Atlas
launch service contracts.

ILS, headquartered in San Diego, California, is a commercial
company, servicing a broad range of both domestic and global sat-
ellite operators and manufacturers, as well as the U.S. Govern-
ment. Today, ILS has a backlog of $3.5 billion representing launch
contracts for 23 Atlas vehicles and 19 Proton vehicles.

Mr. Chairman, the success of the LKEI joint venture has gen-
erated important benefits for U.S. national security and commercial
space competitiveness. But the quota on Proton launches jeopard-
izes continued growth of this venture, indeed, its viability in the
commercial launch market.

Mr. Chairman, as you know, President Clinton recently approved
an increase in the quota from 16 launches to 20. This is a good first
step towards the elimination of the quota. It demonstrates to us
that the administration recognizes the importance of this venture,
and that its near-term viability is dependent on the continued
availability of Proton launch services.

While this action is commendable, the quota should be lifted en-
tirely. This small increase may assist in meeting near-term busi-
ness objectives, but there will continue to be uncertainty as to the
long-term viability of this joint venture as long as a quota exists.
Therefore, it will be necessary to increase the number of allowed
launches again before the expiration of the Launch Trade Agree-
ment at the end of 2000.

The trade criteria stipulated in the Launch Trade Agreement
have been met. Khrunichev and Energia have not only complied
with pricing regulations, but also have implemented stringent in-
ternal export control safeguards and are not engaged in prolifera-
tion.

U.S. leadership in the international launch market is essential to
economic growth in the 21st Century. If LKEI is unable to provide
a guarantee to customers of the availability of launch services, the
United States stands to lose to foreign competitors the industry’s
market share we worked so hard to gain over the past 13 years.

The Lockheed-Khrunichev-Energia joint venture continues to be
the most successful U.S.-Russian commercial endeavor, promoting
economic stability within Russia by providing hard currency to the
Russian economy. Furthermore, it is U.S. policy to engage in activi-
ties with Russia’s aerospace industry that will meet cooperative
threat reduction objectives by providing a commercial avenue for
scientific and technical expertise in Russia. This venture provides
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such an avenue, and a strong record of compliance with export reg-
ulations proves that this venture provides a positive incentive for
nonproliferation.

The launch market is robust and the quota should be allowed to
expire. Current demand for launch services far exceeds market pro-
jections. If the Proton business is not allowed to operate in a free
and open trade environment, not only will this be ignoring direc-
tives set forth in our country’s National Space Policy, but our space
industrial base could be threatened along with Russia’s economic
stability. Should this occur, the principal beneficiary would be the
French Ariane program, currently the only launch system capable
of taking heavier payloads to Geostationary Transfer Orbit (GTO).
The United States would lose in this highly competitive inter-
national launch market. The positive nonproliferation incentives
the LKEI joint venture provides to more than 100,000 Russian en-
gineers, scientists, and technicians also would be lost. And the
;:‘ritic(rillly important RD-180 engine program would be adversely af-
ected.

This Russian engine, the best rocket engine in the world, is cur-
rently available to Lockheed Martin in the United States through
a United Technologies, Pratt and Whitney, and NPO Energomash
joint venture, RD—-AMROSS, that was established in 1997. This
U.S. joint venture has two key components: The RD-180 engines
built in Russia that will power our new commercial Atlas vehicles,
the Lockheed Martin Atlas 3 and the Atlas 5; and the RD-180 en-
gine built in the United States that will power the next generation
launch system for U.S. Government payloads. The reliability and
consistency of the United States as a partner in these two joint
ventures is critical to their success.

In summary, Mr. Chairman, we have a great deal at stake in our
joint ventures with our Russian partners. America’s national secu-
rity, economic competitiveness, and assured access to space in the
next century will be affected by the way the Proton quota issue is
addressed. I am ready for your questions. Thank you, Mr. Chair-
man.

Senator COCHRAN. Thank you. Let me first ask you the purpose
for the joint venture to start with. Why did Lockheed Martin decide
to enter a joint venture with the Russian firms Khrunichev and
Energia?

Mr. TRAFTON. In 1992, Lockheed was looking for a way to enter
into the space launch business. At about that same time, with the
end of the Cold War, there was a conscious policy decision by the
U.S. Government to encourage joint ventures with Russia. Lock-
heed approached Khrunichev and Energia and in 1993 signed an
agreement that gave Lockheed Martin—Lockheed at the time—
worldwide marketing rights for the Proton vehicle.

Senator COCHRAN. When you entered into this joint venture, or
before you did, or as you were considering it, did you consider the
possibility that these Russian firms might be engaged in missile
proliferation activities?

Mr. TRAFTON. Yes, sir, we did. I will say that Lockheed was very
sensitive to proliferation concerns. We were also very sensitive to
and compliant with U.S. Government guidelines on this issue. We
consulted very closely with the U.S. Government. We implemented
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a very rigorous export control compliance program and, in fact, we
put it into the by-laws of the joint venture that our Russian part-
ners would comply with nonproliferation regimes.

Senator COCHRAN. Do you think that this joint venture in par-
ticular is useful in any way as a nonproliferation tool or to encour-
age nonproliferation?

Mr. TRAFTON. Absolutely, Mr. Chairman, I do. As I have stated
in my opening statement, 100,000 very skilled Russian engineers,
technicians, and scientists get a regular paycheck thanks to this
joint venture. We have transferred since the inception of the joint
venture about $1.5 billion to Russia. I think the fact that these
100,000 Russians would like to keep their jobs, the fact that the
Russian Government, Khrunichev, and Energia would like to see
that this payment stream continues, we think is pretty important
motivation for them to be very, very careful about proliferation.

Senator COCHRAN. The U.S. Administration negotiated a launch
quota agreement with Russia. And as I understand it from your
statement, it was important to have this agreement because of con-
cerns over predatory pricing possibilities. Could you tell us what
that means? Why was that a concern, and was that a sufficient
reason to negotiate a trade agreement?

Mr. TRAFTON. It was a viable concern and I think it was suffi-
cient reason to negotiate a trade agreement. We, in this country,
in the space launch business did not want to see the Russians or
other foreign entities coming into the marketplace with predatory
pricing and, in fact, adversely affecting our position in the global
market.

Senator COCHRAN. How could that have happened and how
would that have worked?

Mr. TRAFTON. They could have come in with prices that far un-
dercut the then-current competitive market pricing that we were
seeing at the time.

Senator COCHRAN. Wouldn’t that have been helpful to you?

Mr. TRAFTON. Absolutely not. This is a tough marketplace and
the people looking for commercial launch services are in many
cases going to go to the lowest bidder.

Senator COCHRAN. Well, you said they would undercut the pric-
ing.

Mr. TRAFTON. The trade agreement, as it was written, uses a 15
percent rule, that the Russians—and, by the way, the Chinese and
the Ukrainians are involved in this as well, in the quotas—that
they could not come in 15 percent below the lowest competitive
market price. How that was established is perhaps a little bit
fuzzy. But it was a real threat and everybody in this country un-
derstood at the time that a trade agreement was a good idea. I will
state that it worked; that predatory pricing did not occur. You will
find Proton has been, and is today, very competitively priced in the
marketplace.

Senator COCHRAN. So that leads me to the next question then.
fI:Iag? the purpose of the agreement in your judgement been satis-
ied?

Mr. TRAFTON. Absolutely. Yes, sir.

Senator COCHRAN. What is the purpose of continuing the trade
agreement then?
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Mr. TRAFTON. We see no purpose. We think, as I have stated,
that the quota should be lifted in its entirety.

Senator COCHRAN. Under the terms of the agreement, how do
you get out from under such an agreement? Do you just terminate
it b?y mutual agreement between you and the Russian joint ventur-
ers?

Mr. TRAFTON. The trade agreement is due to expire December 31,
2000. It had built into it that if certain conditions were met the
quota would be automatically increased. So from 1996 to 1998, if
an average of 24 satellites per year were launched to GTO, that the
quota would be increased from 16 to 18; and then from 1996 to
1999, if an average of 24 satellites per year were launched to GTO,
it would be increased from 18 to 20. These were to be automatic
increases. The U.S. Government has chosen not to implement these
automatic increases. But what has happened is that the Launch
Trade Agreement has become an instrument in addressing the
issue of nonproliferation. We at ILS are being held hostage; the
trade agreement is being used for a purpose other than the one for
which it was implemented.

Senator COCHRAN. Have the joint venturers violated any terms
of the agreement?

Mr. TRAFTON. Absolutely not.

SeI})ator CoCHRAN. Have you violated any terms of the agree-
ment?

Mr. TRAFTON. No, sir.

Senator COCHRAN. It creates a cloud of uncertainty then, doesn’t
it, for our own government to come in and actually interfere with
the automatic escalation of launch quota? Is that correct?

Mr. TRAFTON. That is correct. And what is happening is, even
though the President increased the quota by 4, from 16 to 20, again
which we very much appreciate, it is still impacting our business.
Our customers cannot stand the uncertainty of whether they can
get their satellites up when they need to. In fact, when we signed
a contract in October 1997 for the last competitive Proton that we
have sold, the customer demanded off-ramps because of the quota
issue. We had never seen that before.

Senator COCHRAN. Demanded what?

Mr. TRAFTON. Off-ramps. These are contractual provisions. That
if the quota impacted the customer’s ability to get his satellite up,
then he had the choice of going to another launch service.

Senator COCHRAN. That he could get out of the agreement with-
out penalty?

Mr. TRAFTON. That’s correct. And there is only one other launch
service provider that can compete with Proton today, and that is
the French Ariane.

Senator COCHRAN. OK. Then the central issue is in spite of the
compliance by your joint venture partners in Russia with all the
terms of the agreement and your compliance with the agreement—
and the added thing I guess is has there been any proliferation
conduct by the joint venturers that would justify this action by our
government?

Mr. TRAFTON. Mr. Chairman, there has not been. Our partners
are clean. And each time that the State Department issues a new
list of companies that are going to be sanctioned, we go imme-



7

diately to our partners, we check to see if they are currently deal-
ing with them, or if they have ever dealt with them in the past.
In every case, the answer has been, no, they have not.

Senator COCHRAN. You mentioned that last week the President
increased the quota from 16 to 20. Has that had any effect on the
joint venture relationship? Has it improved it? Does it give you
hope? Or is it a continuing problem even though he has lifted it
from 16 to 20?

Mr. TRAFTON. Well, we have four more customers that are
breathing a bit easier today. But it has not solved the problem. We
still have two Protons under contract which fall outside of the
quota, and we still have this issue of uncertainty. Additionally this
sends a very inconsistent message to Russians across the board
when we use a launch trade agreement for purposes for which it
was not intended.

Senator COCHRAN. I understand the agreement is going to expire
at the end of the year 2000.

Mr. TRAFTON. That is correct.

Senator COCHRAN. That seems like a fairly short period of time
away, 17 months. Why can’t you book launches after the expiration
of this agreement?

Mr. TRAFTON. Again, we are aggressively pursuing customers; we
have been, and continue to do so. But, again, the quota issue is
generating uncertainty for customers that are wondering whether
this quota business will continue beyond December 31, 2000. There
is absolutely no assurance at this point that the State Department
won’t choose to continue to use this as leverage in the nonprolifera-
tion area.

Senator COCHRAN. Have you been able to book any launches at
all since the quota became an issue?

Mr. TRAFTON. No, we have not. The last Proton that we sold com-
petitively in the marketplace was in October 1997, and that is
about the time when this quota issue bubbled up to the surface.

Senator COCHRAN. And do you attribute the failure to book
launches as being attributable to the uncertainty over the quota
issue? Is that your testimony?

Mr. TRAFTON. Yes, I do.

Senator COCHRAN. You said in your testimony also that Russian
assistance to the Iranian ballistic missile program is a serious
problem that our government must address. If the government
doesn’t use the leverage given them by this quota arrangement,
what other leverage would you suggest it consider using that would
enc?ugage Russia to deal with proliferation problems more effec-
tively?

Mr. TRAFTON. I would only ask that the U.S. Government follow
a two-track policy—encourage and support the companies, the joint
ventures that comply with nonproliferation, and punish the compa-
nies and joint ventures that do not comply. What is happening
today is we are all being lumped together and we are all being shot
to%ether. We would only ask that the government go to a two-track
policy.

Senator COCHRAN. There seem to be two issues here that you
have identified. You mentioned the RD-180 engine issue. It is my
understanding that Lockheed Martin is one of two companies in
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the United States participating in the Defense Department’s so-
called Evolved Expendable Launch Vehicle (or EELV) program.
Tell us about that program and why it is important to our Nation’s
defense and to the U.S. commercial space launch industry.

Mr. TRAFTON. We at Lockheed Martin believe that EELV is the
future of the U.S. space launch industry. The Air Force has put in
a half billion dollars and Lockheed Martin has put in one billion
dollars to develop the new family of EELV vehicles, which we call
Atlas 5. The RD-180 engine is the engine of choice for this vehicle,
and you have heard me briefly describe that engine. It is a superior
rocket propulsion system, reliable and cost-effective, and it contains
technology that we in this country don’t have and haven’t devel-
oped. It is a very powerful engine and, again, it is our future.

Senator COCHRAN. Is it your judgment that you are better off
purchasing this technology and this engine rather than developing
your own heavy engine?

Mr. TRAFTON. Yes, Mr. Chairman, it is. We in this country
haven’t done well in rocket engine development. In contrast, over
many years, the Russians have developed what we think is about
45 different rocket engines. In the last 25-30 years, the United
States has developed just one rocket engine, the Space Shuttle
main engine. The Russians are very far ahead of us in rocket en-
gine technology, as demonstrated by the RD-180. This is not a
paper engine. We have had it on a test stand at the Marshall Space
Flight Center, and have almost 15,000 seconds of testing com-
pleted. The first RD-180 is in our first Atlas III-A rocket on a
launch pad at the Cape in Florida, ready for launch as we speak.

The RD-180 is a wonderful engine. To illustrate: Today’s Atlas
2 launch vehicle has nine engine staging events to get a satellite
to Geo Transfer Orbit. The RD-180 takes us there with two staging
events. We can install this engine in 6 hours, and test and check
out the rocket in 12 days, a process that today can take us up to
80 days.

Senator COCHRAN. So what you are saying is that this would put
us far ahead of where we are if we could buy this technology, buy
this engine and use it in our launching capacity commercially and
for

Mr. TRAFTON. And for the U.S. Government.

Senator COCHRAN. For the U.S. Government. This is an Air Force
program, is that right, that you would be participating in with this
engine?

Mr. TRAFTON. Yes, that is correct.

Senator COCHRAN. Do you feel that you could compete in this
program without acquiring this engine?

Mr. TRAFTON. No, I don’t. I think—I will tie the two together. If
the quota issue brings down the LKEI joint venture, it is my posi-
tion that the RD-180 joint venture will fail as well. That will have
a devastating impact on the EELV program and the future of the
space launch business in this country.

Senator COCHRAN. Why are they tied together in your mind?
Why is there a relationship between the quota issue and the ability
of Lockheed Martin to participate competitively in the EELV pro-
gram?
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Mr. TRAFTON. It is an issue of whether we can be seen as a reli-
able partner. The Russians are very confused over the quota issue.
They see the U.S. Government acting in a very inconsistent man-
ner. I feel that if they see the U.S. Government let the LKEI joint
venture come unravelled and fail, they will then have to ask them-
selves, why should we risk going down the same road with an RD-
180 joint venture.

Senator COCHRAN. You have also had a payment to your con-
tracting partner in Russia held up by the government, have you
not?

Mr. TRAFTON. That is correct.

Senator COCHRAN. On a license application procedure. Tell us
about that.

Mr. TRAFTON. The issue is a brokering license. Again, we don’t
understand the requirement for it but we certainly have complied.
We wanted to make a $25 million advance to NPO Energomash on
a $1 billion contract for 101 RD-180 engines. The purpose of the
advance is to enable them to retool and modernize their plant by
buying off-the-shelf machine gear, tools, etc., from Russian and Eu-
ropean vendors. We want them to be able to produce 19 engines a
year; currently, they can only produce 9.

Acting as a “middleman” between a customer and a provider,
that is our definition of brokering. We don’t see advancing $25 mil-
lion on a $1 billion contract to help Energomash retool as a
brokering activity. But the State Department said it is brokering
and they wanted to see a license application. We immediately com-
plied, by submitting in July 1998 a license application for a
brokering license. We are not advancing the $25 million to NPO
Energomash until we get the license. Today, 1 year later, we are
still awaiting approval of this license.

Senator COCHRAN. And you entered into the arrangement to buy
I:ihe sng‘ine, the RD-180 engine back when, 1996, was that the

ate’

Mr. TRAFTON. In 1996, yes, sir.

Senator COCHRAN. Well, let me ask you this, and I think you
have fully explained what the relationship is in the RD-180 engine
transaction. But let me just ask you what you expect to happen if
this joint venture collapses under the weight of the quota issue.
Would you be able to continue in the launch business, or will the
Khrunichev and Energia be able to continue in the launch business
with somebody else if the relationship with your company falls
through? What do you expect to happen?

Mr. TRAFTON. I would expect Khrunichev and Energia to find an-
other partner. The French have been aggressively pursuing Rus-
sian space entities looking for partnerships. I would expect that
shortly after this joint venture failed you would see a joint venture
between probably a French company and Khrunichev to market
Proton worldwide.

Senator COCHRAN. That would not have any effect one way or the
other on proliferation, would it?

Mr. TRAFTON. Well, I think it would. I think it would have a very
negative effect.

Senator COCHRAN. But it wouldn’t have a positive effect, though?

Mr. TRAFTON. It certainly wouldn’t.
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Senator COCHRAN. It wouldnt keep Russia from proliferating
missile technology to Iran, for example.?

Mr. TRAFTON. We think that not all governments in the Western
world are as concerned as we are about proliferation. I think that
in a new joint venture with perhaps a European company you
wouldn’t see the Russians as concerned about proliferation as they
are today. I think the fact they are in partnership with us is mak-
ing them tow the line very carefully.

Senator COCHRAN. And then what would the impact of the loss
of the relationship on the RD-180 transaction be, both to the De-
fense Department and to the commercial launch industry here in
the United States?

Mr. TRAFTON. Well, we would have to drop out of the EELV pro-
gram and we would not then be in a position to compete with Boe-
ing for future U.S. Government launches. I think it would have a
tremendous negative impact on the space launch business in this
country. It would affect jobs, too. There are a lot of American jobs
that aren’t discussed when we talk about these joint ventures. A
lot of folks are involved in these two programs.

Senator COCHRAN. Would it be accurate to say that the only
beneficiaries of this result would be some foreign country getting
the new engine that you are trying to buy, like France, and pos-
sibly the Iranian ballistic missile program standing to gain because
of the lack of influence of the U.S. Government on these compa-
nies?

Mr. TRAFTON. That is a correct assessment, Mr. Chairman.

Senator COCHRAN. Mr. Trafton, I appreciate your testimony and
your comments in answering our questions very much.

I am pleased to welcome my friend and colleague from Hawaii.
I have no further questions of the witness, Senator, and I would
turn to you if you have any questions of Mr. Trafton at this time.
Or if you have any opening statement or comments you would like
to make, you certainly are recognized for that purpose.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. Thank you very much, Mr. Chairman. I regret
that I am late in getting here.

Senator COCHRAN. There was a lot going on.

Senator AKAKA. Yes. I have a statement I would like to place in
the record.

Senator COCHRAN. Please.

[The prepared statement of Senator Akaka follows:]

PREPARED OPENING STATEMENT OF SENATOR AKAKA

I join with the Chairman in welcoming the witnesses today to testify on commer-
cial space launch quotas and Russia.

There are two important issues here. The first concerns commerce and the second
concerns proliferation of weapons of mass destruction.

In terms of commerce, the United States has been eager to promote its commer-
cial satellite industry while not jeopardizing the development of an American com-
mercial satellite launch service. We turned to Russia because demand was greater
than launch supply. The Russian capability to launch payloads has benefited our
satellite industry.

This should be a model for Russian-American commercial cooperation: Building a
future in which both sides benefit from each other’s expertise.

At the same time, there has been a dark side to Russian-American cooperation.
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Fears that Russian companies involved in the Russian space program have also
been involved in assisting Iran develop a ballistic missile program have led to Amer-
ican economic sanctions being imposed on certain Russian companies.

In fairness, the two Russian companies involved with Lockheed-Martin in forming
International Launch Services (ILS) have not been sanctioned for this type of activ-
ity. But the administration has hesitated to lift the quota on Russian satellite
launches in an effort to persuade the Russians to take more seriously the issue of
controlling dual use exports and other assistance to the Iranian missile program.

An unspoken goal of our trade agreement with Russia was to promote cooperative
programs providing commercial opportunities for Russia’s military-industrial com-
plex. Russia would thus see its self-interest served better by working with the
United States rather than cooperating with rogue states developing weapons of
mass destruction. Our policy has been based on the view that carrots work better
than sticks.

But there are limits to the use of carrots as we have seen elsewhere in the world.
The most recent issue of The Economist editorializes that the lesson North Korea’s
leader seems to have learned “is that the worse he behaves, the more desperately
outsiders will try to buy him off.”

This is not a pattern we want to see repeated with Russia.

Unfortunately, there continues to be disturbing reports that Russian companies
aid the Iranian missile program. Our efforts to convince the Russians to pursue al-
ternative policies have only been partially successful.

At times it seems the only way to get the Russian bear’s attention is to hit it hard
over the head with the large stick of sanctions.

I hope this hearing will help clarify in which direction American policy should go
in regard to continued cooperation with the Russian on commercial satellite
launches. Our current trade agreement with Russia on launches ends next year. If
we fil‘e to extend it, it should be in the context of benefiting our larger foreign policy
goals.

Thank you Mr. Chairman and I welcome the witnesses.

Senator AKAKA. I have some questions here and I hope they were
not asked earlier. If so, please inform me about it.

Mr. TRAFTON. Yes, sir.

Senator AKAKA. My first question is whether the commercial
space launch quota has achieved its purpose. U.S. policy for the
termination of the trade agreement quota system is based upon the
premise that Russia would develop a market economy and thus
compete fairly with American satellite launch providers. In Mr.
Corcoran’s, president and chief operating officer of Lockheed Mar-
tin Space and Strategic Missile Sector, written testimony of June
24,1999, he stated: “The terms of the launch trade agreement have
been fully complied with and the trade criteria for lifting the quota
have been met.” With regard to the trade agreement expiring on
December 31, 2000, what is the administration’s position toward
extending or renegotiating a new trade agreement?

Mr. TRAFTON. Senator, I can’t speak for the administration. We
are hopeful that the trade agreement is permitted to expire without
extension on December 31, 2000.

Senator AKAKA. To combat the loss of critical technology that oc-
curred during the launches of U.S. satellites by Chinese launch
providers the Cox Committee recommended establishment of a
more robust domestic commercial satellite launch service industry.
Congress has enacted legislation and is working actively on new
legislation to aid U.S. industry in the development of domestic com-
mercial satellite launch services. It is evident that Lockheed Mar-
tin, as part of a joint venture with a Russian launch provider,
would benefit financially by raising the quotas. The question is,
how do you see continuing cooperation with Russia as benefiting
the development of our market and helping guard our national se-
curity interests in regard to satellite launch technology?
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Mr. TRAFTON. We have proven, I think, since 1993 that Proton
is a robust, reliable vehicle. It is well thought of in the industry
and it is key to meeting current demands for putting satellites into
Geo Transfer Orbit. It has been a very successful joint venture. We
at Lockheed Martin have absolutely no evidence that our partners
have done anything wrong with regard to proliferation. We think
as we approach the next century in the space launch business that
these two joint ventures with the Russians, the Proton and the
RD-180, are key to bringing Russia into the $1 trillion global tele-
communications industry. That is good for us, and it is good for the
Russians. It keeps their engineers and scientists occupied doing
good things for the industry and not proliferating. Frankly, it
brings a source of revenue into this country as well. A lot of Ameri-
cans benefit from the LKEI joint venture.

Senator AKAKA. It appears Lockheed Martin is heavily reliant on
RD-180 as its booster rocket for the next generation of Atlas rock-
ets. I understand that the RD-180 is a high performance booster
and offers an increased capability for Lockheed Martin’s space
launch services. The question is, has the Russian Government or
any Russian entities involved in business relationships with Lock-
heed Martin discussed the topic of tying continued cooperation with
Lockheed Martin and use of the RD-180 to the United States lift-
ing or removing the launch quota?

Mr. TRAFTON. Well, the Russians are watching the quota issue
very closely. As I have stated earlier, they are confused by the in-
consistency they see in U.S. Government policy with regard to ap-
plying a trade agreement to another issue called nonproliferation.
We are relying very heavily on the RD-180. Frankly, we anticipate
success with the quota issue and we are very hopeful that it will
be resolved, and that on December 31, 2000, the trade agreement
will be allowed to expire without extension. That is key to the con-
tinued success of the Proton side.

On the RD-180, again, now we are talking about transfer of
technology into this country of significant, valuable technology that
we don’t have. The Russians don’t have to do that. They are won-
dering why it is taking over a year for us to obtain a brokering li-
cense to advance them $25 million in order to make some very
basic improvements to their factories.

Senator AKAKA. So what you are saying is this affects both Lock-
heed Martin and ILS if the launch quota agreement remains in
place, that is, reviewed and renegotiated on a routine basis as was
done in the past?

Mr. TRAFTON. I think it will eventually cause a failure of the
joint venture. This continuous uncertainty will create risk in the
marketplace that satellite end-users cannot and will not tolerate.
They will go to other launch service providers. I have heard the
words, and they are very appropriate, that “continuing the trade
quota will eventually squeeze the life out of this joint venture.”
This joint venture will not survive.

Senator AKAKA. I thank you very much for your responses.

Thank you very much, Mr. Chairman.

Senator COCHRAN. Thank you, Senator.

Thank you, Mr. Trafton, for your cooperation with the Sub-
committee and for your testimony.
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Senator COCHRAN. We will now hear from our second panel of
witnesses. Our second panel includes Catherine Novelli, Assistant
U.S. Trade Representative for Europe and the Mediterranean; Walt
Slocombe, Under Secretary for Policy of the Department of Defense;
and John D. Holum, Senior Advisor for Arms Control and Inter-
national Security at the Department of State.

We appreciate very sincerely the cooperation and attendance at
the hearing of our witnesses in this panel. We have asked Ms.
Novelli to lead off because the U.S. Trade Representative under-
took the negotiation of this trade agreement which was described
by our first witness.

So we ask Ms. Novelli to proceed. You may proceed in any way
you think would be helpful to the Subcommittee. Thank you.

STATEMENT OF CATHERINE NOVELLI, ASSISTANT U.S. TRADE
REPRESENTATIVE FOR EUROPE AND THE MEDITERRANEAN

Ms. NovELLI. Thank you very much, Mr. Chairman, Senator
Akaka. I will just give brief oral remarks and then take your ques-
tions however you would like to do that.

The first thing that I would like to say is that international com-
mercial space launch market and the development of U.S.-Russia
cooperation on commercial trade is a very important issue for the
administration. We have pursued policies that are aimed at devel-
oping new, lower cost U.S. space launch capabilities and leveling
the playing field in commercial space launch trade simultaneously.

Over the past decade, in particular, increasing commercial de-
mand for launch services, added on top of the already existing gov-
ernment demand, has led to a marked increased in the number of
launch vehicles needed to supply the space launch market. In that
situation, U.S. launch vehicles have performed very well in recent
years in terms of market share. Our vehicles accounted for 40 per-
cent of the market for internationally competed commercial
launches in 1997, and 44 percent of the market in 1998, which is
the largest percentage of any one country. Launches, of course, are
a means to an end of supporting a high technology, high value
global satellite industry which U.S. firms traditionally have domi-
nated. Satellite firms take in billions of dollars of revenue annually
and employ tens of thousands of people in some of America’s high-
est paid, most skilled jobs.

The end of the Cold War brought new opportunities for commer-
cial partnerships between U.S. firms and economy in transition
countries, like Russia and the Ukraine. One of the first of these op-
portunities was in the space launch area, where Lockheed Martin
sought to form a joint venture with Russian rocket firms
Khrunichev and Energia and created the venture now known as
LKE. LKE’s plan was to offer the highly reliable heavy lift Russian
Proton vehicle for commercial launches. Simultaneously with that,
the United States responded to the changing nature of the demand
for space launch services where there was more demand now for
commercial launches, and to the new opportunities that were cre-
ated by these kinds of joint ventures by beginning negotiations on
bilateral commercial space launch trade agreements with China,
Russia, and then finally Ukraine.
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In order to prevent the disruption that these economies in transi-
tion providers could produce in the commercial space launch mar-
ket, the agreements were built around core provisions of a quota
on the number of launches to Geosynchronous Earth Orbit, or
GEO, and price baselines of 15 percent below Western price levels.
So that if the price of an economy in transition launch fell below
the 15 percent price benchmark, the United States had the right
to hold immediate consultations with the government that was in-
volved. All these agreements now offer economy in transition pro-
viders a potential or actual total of 20 launches to GEO. Launches
to Low Earth Orbit, or LEO, are treated less specifically because
of the still evolving nature of the demand for such launches.

We think that the agreement with Russia has in many ways
operated satisfactorily with respect to GEO. I think there is no
question that the LKE joint venture has prospered and moved its
pricing levels rapidly up to Western market levels, and we don’t
foresee that there will be any disruption due to the LKE joint ven-
ture in the GEO market.

With respect to the LEO launches, however, the situation is not
quite as clear. We have had some complaints from U.S. firms that
have alleged that the Russian ex-ICBMs could represent a competi-
tive threat to some U.S. small launch companies. There is scant
evidence of market disruption because there is an uncertain situa-
tion in the LEO market right now. But we have told the Russians
that we want to continue talking about these pricing issues, and
they have agreed to do that.

Though the administration encourages innovative use of space
for commercial purposes, we remain deeply committed to prevent-
ing the proliferation of technology which could help spread the use
of weapons of mass destruction. I know that my colleagues from
the State Department and the Defense Department are prepared to
address the nexus between nonproliferation and our commercial
space launch policy objectives.

One of the critical questions demanding attention as we con-
template the future of the commercial space launch agreement with
Russia is the extent to which the continuance of our existing poli-
cies, and in particular the quotas, will impact the business pros-
pects of U.S. space companies. USTR has been conducting active
consultation with U.S. space firms. Most of the firms that we have
talked to over the last couple of years support significant liberaliza-
tion or elimination of the use of launch quotas as a tool for regulat-
ing the economy in transition market behavior. There are many
firms who are concerned that maintaining a tight quota on Russian
launches will jeopardize a number of the LKE’s existing contracts,
pushing those customers towards European or perhaps even Chi-
nese rockets as the only available avenue to Geosynchronous Earth
Orbit in the immediate future. In the longer term, U.S. satellite
firms fear that unavailability of Proton rockets for U.S.-built sat-
ellites could give a competitive advantage to European satellite
makers.

Just this month, as you know, the administration decided to
modify the space launch agreement with Russia to allow four more
opportunities to launch commercial payloads to GEO, bringing the
GEO quota for Russia up to a total of 20 launches through the end
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of 2000. This decision was made in part in response to the positive
Russian moves in the proliferation area. Beyond this, the adminis-
tration is actively examining all issues relating to the question of
what U.S. policy should be once the commercial space launch
agreement with Russia expires at the end of next year. As always,
the impact of our commercial space policy on our proliferation ob-
jectives will be one of our key concerns.

For its part, USTR plans to continue its consultations with the
private sector, with you in the Congress, and throughout the ad-
ministration interagency in the coming months as it prepares rec-
ommendations on what the appropriate options should be. We look
forward to working with you and the other Members of this Sub-
committee, and we hope that we will be able to find the appro-
priate balance that ensures the future health and growth of the
American space industry—launch providers, satellite producers,
and providers of satellite base services—and also meets our overall
national security, foreign policy, and economic interests. Thank
you.

Senator COCHRAN. Thank you, Ms. Novelli.

I think we will go ahead and hear from the other members of the
panel and then we will have an opportunity to ask questions of you
as a group.

Secretary Slocombe, you may proceed.

STATEMENT OF HON. WALTER B. SLOCOMBE,! UNDER
SECRETARY FOR POLICY, DEPARTMENT OF DEFENSE

Mr. SLOCOMBE. Thank you, Mr. Chairman. As always, it is an
honor to appear before this committee, in this case to address the
national security implications of the space launch policy issues that
are the subject of the hearing this afternoon. You have my full
statement and, with your permission, I will summarize it.

It is a pleasure to be here with representatives from the Depart-
ment of State and USTR. As the Defense Department representa-
tives, I will obviously focus on the national security aspects of these
issues. But I think it is fair to say that, although all the Executive
Branch agencies involved in formulating space launch policy ap-
proach the subject from somewhat different institutional view-
points, we do agree that ultimately national security considerations
have to take priority.

In order to protect the U.S. space launch industry initially from
predatory pricing, the quota arrangements were negotiated to es-
tablish price discipline on launch providers in non-market econo-
mies. Those apply to Russia, China, and Ukraine. As I understand
it, the Ukraine quota doesn’t have much impact in the real world
because of limits on capacity, and the issues having to do with Chi-
nese satellite launches are, perhaps mercifully, not before us this
afternoon. And so the issue is the Russian quota.

I have read prior testimony from Lockheed and other business
representatives and listened carefully to Mr. Trafton’s statement. I
think we understand fully the position of Lockheed Martin, which
I take to be broadly representative of the industry view, that the

1The prepared statement of Mr. Slocombe with an attachment appears in the Appendix on
page 43.
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concern about predatory pricing that was the initial reason for the
quotas and the limitations on the number of launches no longer
apply. That said, it is also clear that the arrangements have made
possible a good cooperation and partnership between American in-
dustry and Russian firms and entities, and have made possible the
entry in an orderly way of the Russian launches into the inter-
national market and have promoted responsible market conduct.

But the quota arrangements and, in general, the restriction on
dealings in satellite launch technology also have a foreign policy di-
mension which goes beyond their economic purpose. The quota sys-
tem continues to be an element in our nonproliferation goals. I
want to emphasize it is far from being the only element. First of
all, we have a comprehensive licensing system which would apply
to all these transactions with or without a quota arrangement.

Second, there is a complex of Executive Orders and statutes
which require that sanctions be imposed on Russian entities that
are involved in improper transfers of technology to Iran or, indeed,
to certain other countries of concern and we have invoked those
provisions as appropriate. We have also made the issue of prolifera-
tion a major focus of all of our contacts with the Russian Govern-
ment. It remains at the top of the U.S.-Russian agenda.

In December 1998, the administration affirmed that the United
States would not increase the then current launch quota for Russia
without improved efforts on the part of the Russian Government to
halt missile proliferation, particularly to Iran. In pursuance of this
policy, we imposed tough trade penalties against ten Russian enti-
ties with respect to which we had specific and credible information
that they were transferring missile technology to Iran.

We continue to be concerned about the problem of transfers of
missile technology from Russian entities to Iran. Our approach has
yielded some success and has produced modifications in our policy.
The steps the Russian Government have taken are represented by
the new Stepashin government putting in place tough new non-
proliferation policy, creating institutional foundations to implement
that policy, and passing Russian domestic laws that punish wrong-
doers. Those steps are specified in the full statement.

Given these developments, the President decided earlier this
month to increase incrementally the quota to allow the launch of
four additional U.S. satellites on Russian launchers through the
LKEI arrangements beyond the 16 previously authorized. We are
not, however, prepared at this point to dispense with the quota ar-
rangements altogether. We are conscious of the need to balance our
nonproliferation interest against the potential impact on U.S. space
launches. We believe we have struck an appropriate balance by, in
effect, keeping the launch quota well ahead of current contracts.
However, I understand and respect the point that Lockheed Martin
has made about the long term impact on their ability to negotiate
future contracts, and we will bear that very much in mind as we
consider both the specific policy with respect to quotas and the
broader question of what to do as we look toward the expiration of
the current agreement.

Now, turning to the RD-180, there is no question that the RD-
180 engine is an important element of our domestic space launch
policy. From the point of view of the Department of Defense, it is
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extremely important to have a strong domestic space launch indus-
try. That industry cannot continue to rely entirely on government
launches. It is also for very standard competition reasons in our in-
terest to have two potential U.S. suppliers engaged in the business.
And two are engaged—Boeing, which has a developmental engine,
and Lockheed Martin, which has the RD-180 arrangement. It is
also a matter of very strongly held policy that U.S. Government
launches should not be dependent on the continued willingness of
any foreign supplier to supply the launch technology. Therefore,
there is an important link between our domestic space launch in-
dustry and the RD-180 deal.

I have to say that I think the link between our current con-
straints on the number of launches, the quotas essentially, and the
RD-180 deal is not a direct one. We don’t dispute the concerns that
Mr. Trafton raises, but the RD-180 deal and the space launch ar-
rangements in Russia are quite separate arrangements, both as a
business and as an economic proposition. Obviously, the quotas
don’t restrict the RD-180 purchase.

There is this brokerage license issue which is directly related to
the transfer of the technology to allow the RD-180 to be manufac-
tured in the United States. That license is currently under review
at the Department of State and approval will depend on assess-
ment of relevant nonproliferation considerations.

In sum, there is a complex relationship between our commercial
space launch policy, the defense-industrial base, and the related
issue of the domestic launch industry and U.S.-Russian engage-
ment to try to deal with the proliferation problem. We believe that
we have struck the right balance at this point between the legiti-
mate needs of our domestic industries and our insistence on provid-
ing effective safeguards and using appropriate leverage to attempt
to restrict the proliferation of sophisticated launch technology, par-
ticularly to Iran.

With that background, I look forward to answering the Sub-
committee’s questions.

Senator COCHRAN. Thank you very much, Secretary Slocombe.

Mr. Holum, you may proceed.

STATEMENT OF JOHN D. HOLUM,' SENIOR ADVISOR FOR
ARMS CONTROL AND INTERNATIONAL SECURITY, DEPART-
MENT OF STATE

Mr. HoLuM. Thank you, Mr. Chairman. It is a pleasure to be
back before the Subcommittee. The quota for launches of satellites
to geosynchronous orbit on Russian boosters raises complex issues
that touch on our nonproliferation objectives, our space launch and
satellite industries, and on the integration of Russia’s space sector
into the international economy. I welcome the opportunity to ad-
dress these issues with you today.

The space launch quota was part of the solution to a non-
proliferation problem we faced in the early 1990’s. At that time, a
Russian company had a contract to sell production technology for
cryogenic rocket engines to India for a space launch vehicle. Trans-

1The prepared statement of Mr. Holum appears in the Appendix on page 80.
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ferring missile technology to India was a sensitive nonproliferation
issue then, as it remains today.

Following intense, high level negotiations, an agreement was
reached in which Russia agreed to cancel the contract to transfer
rocket engine production technology to India and to abide by the
Missile Technology Control Regime guidelines, and the United
States agreed to permit Russia to launch U.S. satellites to geo-
synchronous orbit, subject to a quota. That quota is now 16
through the year 2000, and the administration has decided, as you
have heard, to increase the quota to 20.

At the time of the 1993 agreement, the purposes of the quota
were to protect the U.S. space launch industry from unfair competi-
tion from a non-market economy as we worked to allow the U.S.
satellite industry the benefits of access to Russian launches, and to
give Russia access to the space launch market in return for impor-
tant nonproliferation commitments. It also made sense from a non-
proliferation point of view to engage thousands of high-tech sci-
entists and engineers in legitimate commercial activity in one of
the few areas in which Russia has world class technology. We made
clear to the Russians at the time that the continuation of the space
launch agreement was contingent on Russian missile nonprolifera-
tion behavior.

Today the market for space launch has grown substantially be-
yond what it was in 1994 and the commercial rationale for quotas
is much less than it was then. But the nonproliferation problem is
very much still with us, in particular, Russian transfers of missile
technology to Iran, and I know I don’t have to underscore the seri-
ousness of that problem with you, Mr. Chairman, or Senator
Akaka. We have devoted a great deal of effort over several years
to halt cooperation between Russia’s aerospace industry and the
Iranian missile program. First, Frank Wisner, and now Bob
Gallucci have led teams that have engaged in intensive exchanges
with the director general of the Russian Space Agency, Mr. Koptev.

This issue remains at the top of the U.S.-Russian agenda, and
our concerns have been addressed numerous times by President
Clinton and President Yeltsin, most recently at the G—8 summit in
Cologne last month. Vice President Gore has made this a major
issue with a series of Russian prime ministers, including Mr.
Stepashin, and plans to address the issue in their meetings next
week. As part of the administration’s effort on nonproliferation,
Secretary Albright, National Security Advisor Berger, and other
senior officials actively engage their Russian counterparts on the
Iran missile program at every opportunity.

This intensive effort has achieved some important results, the
most important of which is the passage of new export control legis-
lation by the Duma and the Federation Council in the last few
weeks. The new law provides a strong legal basis to stop transfers
and punish violators. The Russian Government has also committed
itself to implementation of a plan of action, drawn up by Gallucci
and Koptev, designed to bring about an end to cooperation between
Russian entities and the Iranian missile program.

A key element of our nonproliferation strategy was our decision
in early 1998 to tie an increase in the space launch quota to Rus-
sian performance on curtailing missile cooperation with Iran, just
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as we tied the original quota to Russian performance on missile co-
operation with India. Our strategy includes other elements, includ-
ing the trade penalties we have imposed on ten Russian entities for
missile and nuclear cooperation with Iran.

We believe it is both logical and in our security interest to con-
trol Russian access to the U.S. space launch market as long as Rus-
sian aerospace companies are cooperating with the Iranian missile
program, and to encourage commercial space ventures consistent
with our nonproliferation objectives. By providing both incentives
and penalty, our policy is intended to encourage the Russian Gov-
ernment to police the Russian aerospace industry. So here’s the
crux of the matter: We do not want to wind up with a situation in
which some Russian companies are responsible and work with the
United States and others remain free to contribute to Iran’s missile
effort. Again, our policy is aimed at the organization that can re-
solve this across the board, and that is the Russian Government.

Our decision to increase the space launch quota was taken not
because the Russia-Iran missile problem has been solved, but be-
cause the Russian Government has taken steps in recent weeks to
support a strong nonproliferation policy and direct government
agencies to implement it, to create institutional structures to en-
force compliance and strengthen export controls, and to pass laws
needed to punish wrong-doers. But we need to sustain the pres-
sure, to use these new tools to curtail technology transfers to Iran.
That is why our increase is incremental, to give the Stepashin gov-
ernment time, perhaps another 6 months, to follow through on the
commitments it has made to us.

We remain hopeful that our strategy will in the end give us both
the nonproliferation benefits of a cutoff in assistance from Russian
entities to the Iranian missile program and the commercial and
nonproliferation benefits of a strong commercial partnership be-
tween the United States and Russian commercial space industries.
There are, of course, risks. But we continue to pursue an outcome
that achieves both of these benefits for the United States. Thank
you, Mr. Chairman.

Senator COCHRAN. Thank you, Mr. Holum.

Ms. Novelli, the principal objective of the trade agreement, as I
understand your testimony, was to ensure that Russian launches
of payloads into GEO orbit were priced at the prevailing market
rate, or within 15 percent of that rate. Has the launch agreement
achieved that purpose?

Ms. NovELLI. With respect to Russia, Mr. Chairman, we believe
that the launch agreement is operating to achieve that purpose,
and that LKE, because they are in a joint venture, has greatly
helped that situation by having U.S. pricing methods laid on top
of what the Russians would normally do. So, we do believe that
that purpose is being achieved, which was one of the purposes of
the agreement.

Senator COCHRAN. What were any of the other purposes that we
don’t know about? I thought that the purpose of the agreement was
to guard against predatory pricing.

Ms. NovEeLLIL Yes. Of just the NIRO agreement per se, yes. That
was how we were trying to balance our own defense industry’s
launch capability with the needs of our satellite community from
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a strictly commercial purpose. But the link with nonproliferation is
part of the whole commercial space launch policy. But the provi-
sions of the agreement per se were aimed at ensuring that there
was not predatory pricing or detriment to our own domestic indus-
try which was trying to launch satellites.

Senator COCHRAN. That was the principal objective, isn’t that
correct, of the agreement?

Ms. NOVELLI. Yes.

Senator COCHRAN. Mr. Holum, given that the principal objective
of the agreement, as we have established, has been met, specifi-
cally that Russia has complied with the pricing condition in the
agreement, what is the justification for continuing to impose quota
restrictions on this commercial launch venture?

Mr. HoLum. Well, as I said in my statement, we tied this agree-
ment and our entire space launch policy in Russia to nonprolifera-
tion as well as to the commercial aspects. We made that clear at
the time. And as Under Secretary Slocombe has noted, we have, ir-
respective of the quotas, a licensing requirement for commercial
satellite launches in Iran that is obliged to take into account

Senator COCHRAN. Not Iran, we don’t do that.

Mr. HoLuM. I mean in Russia, a licensing requirement that is
obliged to take into account nonproliferation concerns. The reason
we have employed this in particular is that we need the incentives
to flow to the right people in Russia to control exports of missile
technology to Iran. The Russian Space Agency needs to be a be-
liever. We have made de marches at all levels to the Space Agency
and to other parts of the government and find that the effect of
words, even at the highest levels, are insufficient. Costs to enter-
prises in the space sector in Russia get the attention of the Russian
Space Agency, and therefore we have, as we have seen in recent
weeks, begun to see some progress. I think there is a connection.

Senator COCHRAN. Is there a connection between a commitment
by the new Russian prime minister to the lifting of the quota, was
that the action that you are talking about, a verbal commitment
that he would work more effectively to control proliferation to Iran?

Mr. HoLuM. Well, there are a series of tangible steps. One of the
reasons why we have made this incremental is it is largely verbal
at this stage and we want to make sure that it works. The tangible
step that has been taken is the adoption, with strong support from
the government, of the new export control law which includes
criminal penalties for entities that make these transfers, including
individual penalties.

Senator COCHRAN. Isn’t it also true that neither one of these en-
tities who are involved in the joint venture have been involved in
any proliferation activity with respect to Iran’s missile or weapons
program?

Mr. HoLuM. That is, so far as we know, correct. We have made
no suggestion that they have been involved. But my concern is that
we don’t want to set up a situation where some companies are free
to trade with Iran and others aren’t because the government is
only regulating the ones that are dealing with the United States.

Senator COCHRAN. But neither Khrunichev nor Energia, as I un-
derstand it, is involved in proliferation. Therefore, why is the ad-
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ministration singling out these companies to impose quotas on in
their transaction with Lockheed Martin?

Mr. HoLuM. Because we want the government to take action.
And the way to provide an incentive for the government to act
across the board against all of the aerospace companies in Russia
is to deny or limit the benefits of commercial space launches.

Senator COCHRAN. Does this not operate in your view as a dis-
incentive for good behavior if you penalize companies that are not
engaged in proliferation?

Mr. HoLuM. No, I don’t think it does. First of all, we are doing
this in a calibrated way. As of now, no agreed contracted space
launch has been refused. But we do need to keep the leverage in
place to encourage the government to adopt and implement the ap-
propriate policies.

Senator COCHRAN. Aren’t there actions that could be taken other
than this? Is there no other leverage available to our government
that would motivate Russia to do a better job of controlling pro-
liferation?

Mr. HoLuM. Well, as I said in my statement, we are taking other
actions. We have targeted the companies that are specifically in-
volved that we have identified and have strong evidence with re-
gard to with trade and administrative actions. We have, under the
terms of last year’s appropriation act, refused to certify Russia as
being compliant with requirements on missile and nuclear pro-
liferation and therefore have withheld or have had the effect of
redirecting 50 percent of Freedom Support Act funds to Russia, re-
directing those funds to other countries. So there are other areas
where we are applying leverage.

But I continue to maintain that the most effective single element
we have, our greatest ability to influence the Government of Russia
to apply strict controls across the board on the aerospace industry,
is the space launch quota.

Senator COCHRAN. Secretary Slocombe, do you view continuation
o{) f}})e Russian launch quota as the best nonproliferation tool avail-
able?

Mr. SLoCOMBE. I don’t think it is the best but I do think it is,
under present circumstances, a legitimate part of a range of instru-
ments that we have to try to influence the actions of the Russian
Government.

Senator COCHRAN. Mr. Trafton testified that the ability of Lock-
heed Martin to acquire the Russian RD-180 engine would become
highly questionable if the LKEI joint venture collapses from the
weight of the quota issue. He also said that Lockheed Martin
couldn’t compete in the Defense Department’s Evolved Expendable
Launch Vehicle program without this RD-180 engine. How impor-
tant is this program to the Defense Department?

Mr. SLOCOMBE. It is very important to the Defense Department.

Senator COCHRAN. Is the RD-180 engine more capable and more
advanced than any heavy lift engine produced in the United
States?

Mr. SLOCOMBE. My understanding is that that is true as of now.
Presumably the Boeing competitor would seek to meet that require-
meni(;1 as well. But certainly, as of now, that is the case, as I under-
stand it.
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Senator COCHRAN. What would be the impact to the Defense De-
partment of losing Lockheed Martin participation in the EELV pro-
gram?

Mr. SLOCOMBE. As I said in the statement, we believe it is ad-
vantageous from the point of view of the Department of Defense
and the taxpayer that there be two competitive U.S. companies
participating in the program. So, therefore, we would not want to
see Lockheed Martin drop out of the EELV program. Another com-
pany might decide to come in, but we certainly would not like to
see Lockheed Martin drop out.

Senator COCHRAN. Ms. Novelli, you heard the comment I think
Mr. Trafton made in his statement or in answer to a question that
I asked about one of the likely outcomes of the continuation of the
quota system to be the gain of market share from U.S. industry by
the French company Ariane space. How else would you expect the
U.S. commercial space launch industry to be affected by the contin-
ued use of the quota as a nonproliferation tool?

Ms. NovELLI. Mr. Chairman, I hope that we will be able to strike
a balance so that we are not in a situation where there is any ad-
verse effects on our commercial space launch capabilities or indus-
tries. I think that when we did these agreements and looked at the
number of launches, and also with the EELV coming on line, we
feel that we should be in a pretty good situation for meeting de-
mands of our satellite industry and of U.S. launchers being able to
launch satellites for the future. At this moment, in terms of de-
mand, while it is true that there has been an increased demand for
launches, there is not a situation right now where even the auto-
matic triggers of the agreement are triggered for raising quotas.
They are based on the number of commercial launches that are
done worldwide, an average of those being 24, and we are not close
to that average; we are only at an average of 21 right now.

Senator COCHRAN. What do you expect will happen when the
agreement expires December 31, 2000? What do you expect will
happen regarding Russian launches of U.S.-built satellites? Is there
any authority to prohibit them, for example?

Ms. NoOVELLIL In terms of what we think will happen, we recog-
nize that we need to come up with a plan of how we are going to
deal with this at the end of the year 2000, and that is why we have
begun consulting with our industry and interagency to discuss
what should be the next steps. So it is hard for me to say exactly
what those will be since we haven’t reached any decision yet.

Senator COCHRAN. Are you surprised to learn as a result of this
hearing that this cloud of uncertainty that has been created by the
quota imposition and the future of the quotas has so adversely af-
fected the ability of this company to get any future business even
beyond the expiration date of the agreement?

Ms. NovELLIL. I was aware that they were having trouble selling
more launches because of the uncertainty regarding quotas. So it
was not surprising.

Senator COCHRAN. Is it the policy of the U.S. Trade Representa-
tive of the United States to take actions or participate in the devel-
opment of policy that makes it harder to do business by American
companies with legitimate foreign businesses that are not engaged
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in any kind of illegal conduct? How do you justify that as an agency
of the U.S. Government?

Ms. NOVELLI. Obviously, it is not our policy to try to make it
harder for companies to do business. We are one element in deci-
sion-making in the administration and there are, as my colleagues
have said, many interests that the U.S. Government has, including
nonproliferation interests, and those interests all have to be
brought to bear in making any kind of decision on commercial
space policy.

Senator COCHRAN. Secretary Slocombe, does working with Rus-
sian companies like Khrunichev and Energia make it less likely
that they will engage in missile proliferation with Iran or other
rogue states?

Mr. SLocoMBE. I think it does, for two reasons. One is negative.
That is, if they have a substantial commercial relationship with the
United States, then the sanctions which would be imposed if they
did engage in missile proliferation with Iran would have real bite
to those companies as such. And second, there is an obvious affirm-
ative advantage in providing legitimate work for Russian compa-
nies with technological expertise to allow them to work on these
projects, rather than something illegitimate.

Senator COCHRAN. We have spent about $2 billion in U.S. tax-
payer dollars for the Cooperative Threat Reduction program, the
Nunn-Lugar program, or now, since Senator Nunn is no longer
here, it is the Lugar-Nunn program.

Mr. SLOCOMBE. I thought that happened in 1994.

Senator COCHRAN. Well, it did. But some of this money is used
to do exactly what we are seeing done by Lockheed in this joint
venture, and that is to engage space and defense workers in Russia
in legitimate economic activities that don’t threaten the security in-
terests of the United States. It seems to me that this sort of activ-
ity ought to be rewarded and not punished or penalized or made
more difficult. Doesn’t working with companies like this on this co-
operative launch venture accomplish the same kinds of goals, and
not at government expense, without the use of tax dollars?

Mr. SLOCOMBE. It does, there is no question about that. But that
does not entirely answer the question of whether maintaining the
quota system as one of our sources of incentives or disincentives is
appropriate. But I agree, this is a creative program. It is the reason
that we agreed to the agreement in 1993 when we did.

Senator COCHRAN. It is my understanding that many national se-
curity related problems have resulted from launching U.S.-built
satellites in foreign countries such as China. Does the Defense De-
partment regard the EELV program as one way to decrease reli-
ance on foreign launch and thus more easily safeguard U.S. tech-
nology and control that technology to serve our security interests?

Mr. SLOCOMBE. First of all, from the point of view of the Depart-
ment of Defense, we absolutely do not want to be in the position
where the launch of military or other government payloads would
depend on the continuing availability either of foreign launch serv-
ices, in the sense that the launch took place in a foreign country,
or of a foreign product, as will be the case for the initial RD-180
launches, imports from Russia or anywhere else. So it is extremely
important from a Defense Department and the broader government
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point of view that there be a domestic industry that is not depend-
ent on foreign sources that can launch government payloads.

We also believe that given the changes in the market, that indus-
try is not going to be viable if it is dependent entirely on U.S. Gov-
ernment launches. It needs to be able to compete and operate in
the commercial market as well.

Senator COCHRAN. Mr. Holum, the Arms Export Control Act was
amended in 1996 to add a munitions list licensing requirement for
brokering activities. We heard Mr. Trafton talk about the fact that
State Department interpreted this transaction between Lockheed
Martin and Energomash as a brokering arrangement. He says it
was like part of a transaction to buy the technology and buy the
engine. That this $25 million payment is going to permit the com-
pany to upgrade and retool so that it can carry out the transaction.
It is not a relationship between Lockheed Martin and some third
party. How did the State Department come up with this interpreta-
tion that requires a separate license for that payment to be
cleared? Isn’t that a stretch?

Mr. HoruM. I don’t believe it is a stretch. But I will have to pro-
vide for the record a detailed description of the legal rationale.

[The information to be provided follows:]

BROKERING ACTIVITIES

Question: It is my understanding that this amendment was not intended to cover
activities in the normal course of ventures already authorized by a Munitions List
license, such as transferring funds between or among joint venture partners. Is that
your understanding as well?

Answer: Yes. Payments made pursuant to the terms of contracts that have been
fully disclosed in a munitions license application would rarely, if ever, require a sep-
arate brokering license. In formulating the regulations to implement the brokering
amendment to the Arms Export Control Act (Public Law 104-164), the Department
took great care to limit the impact on routine business operations. As an example,
the requirement for prior approval (licenses) for brokering activities is satisfied
under the ITAR by “a license or other written approval . . . for the permanent or
temporary export or temporary import of the particular defense article, defense serv-
ice, or technical data subject to prior approval under this section, provided the
names of all brokers have been identified. . . .” (22 C.F.R. §129.7(b)(1)).

Question: Can you explain, then, why the State Department has required Lock-
heed Martin to obtain a “brokering license” to pay the $25 million to Energomash,
even though Energomash is Lockheed Martin’s joint venture partner in the acquisi-
tion of the RD-180 engine, and that acquisition is properly licensed in and of itself?

Answer: Lockheed Martin is seeking authority to transfer $25 million in order to
finance tooling and equipment (e.g., machine tools) purchases abroad for the mod-
ernization of Energomash’s rocket engine production line in Khimki, Russia. This
was not disclosed in Lockheed Martin’s April 1996 munitions license application for
the cooperative activities it is currently authorized to execute with Energomash.
Therefore, this activity was never licensed in and of itself. In fact, the specific terms
of Lockheed Martin’s 1996 munitions license expressly prohibit “. . . any production
process improvements; including any production line management process/tech-
niques that result in production line efficiency improvements (i.e., greater through-
put, higher yields, lower cost per unit, etc.).” The matter of a separate contractual
commitment by Lockheed Martin to finance the modernization of the Khimki plant
was not made know to the Department until 1998. It has only been in recent
months that the Department has received from Lockheed Martin the names of the
Russian and other foreign equipment providers from whom the tooling and equip-
ment are to be purchased in order to modernize the Energomash plant. The Depart-
ment believes that financing of improvements to foreign military infrastructure,
such as rocket engine plants in Russia, is properly regulated through a requirement
for a brokering license in accordance with section 38 of the Arms Export Control
Act.
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Among other things, section 38 of the AECA ensures that U.S. defense firms do
not, unintentionally, provide financial support to foreign persons whose behavior
may present proliferation concerns. As an example, in this case, Lockheed Martin
has already been informed that one of its proposed equipment suppliers (Moscow
Aviation Institute) may not be involved in this activity.

Senator COCHRAN. Well the purpose, as I understand it, just for
the record, would be to help regulate activities that were not cap-
tured by the prohibition on importing or exporting defense articles
and services without a license. My understanding is the amend-
ment sought to ensure that the activities of international arms
dealers acting as an intermediary between two parties would be
covered by U.S. munitions list licensing requirements. I guess, to
be on the safe side, that my understanding of the industry’s state-
ment is they asked the State Department if a license were required
just to check, and the State Department says, well, as a matter of
fact, yes, a license is required. They didn’t think it was but they
asked. And so they are complying with the interpretation by sitting
and waiting, and they wait, and they continue to wait.

It is my understanding that this amendment was not intended
to cover activities in the normal course of ventures already author-
ized. This transaction was already authorized by a munitions list
license. That’s the point. They applied for a license to engage in the
transaction. That was granted. Now they make a payment under
the agreement, they stop and say we better check and be sure this
doesn’t require a separate license, and they get back, oh, yes, it
does. It is an almost Kafkaesque experience. That is my reaction
to it anyway. I may be totally wrong.

But you are going to supply an answer and an explanation for
that for the record.

Mr. HoLuM. Yes. I will supply a more detailed answer.

Senator COCHRAN. How many brokering licenses, while you’re at
it, have been applied for, and how long did it take to grant them?

Mr. HoLuM. I can provide that. I don’t know the answer.

[The information to be provided follows:]

BROKERING ACTIVITIES

Question: How many brokering licenses have been applied for and how long did
it take to grant them?

Answer: Since enactment of the brokering amendment to the Arms Export Control
Act (Public Law 104-164), there have been 329 requests for brokering licenses or
for advisory opinions as to whether a brokering license would be required. The time
required for approval has ranged from a few days to 180 days for more complex pro-
posals.

Senator COCHRAN. And what criteria are being used by the State
Department to determine whether a brokering license is required
or not in the payment for services or in payment under an agree-
ment which has already been licensed?

Mr. HoLuM. I will supply that.

[The information to be provided follows:]

BROKERING ACTIVITIES

Question: What criteria are being used to determine whether a brokering license
is required or not?

Answer: The criteria for when a brokering license is required are set forth in con-
siderable detail in the International Traffic in Arms Regulations at § 129. generally,
only brokering activities pertaining to certain defense articles involving countries
other than members of the North Atlantic Treaty Organization, Japan, Australia
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and New Zealand, require a separate license. That is because the Department spe-
cifically sought to avoid unnecessary regulation of routine business transactions in-
volving U.S. friends and allies when the underlying transactions were already prop-
erly disclosed and approved. Accordingly, the regulations provide a variety of ways
by which the requirements of the law may be satisfied without need for a separate
brokering license.

Senator COCHRAN. Senator Akaka.

Senator AKAKA. Thank you very much, Mr. Chairman. I want at
this time to thank you for holding this hearing on the Russian
space launch quota, which has implications for commerce in our
country and proliferation of weapons of mass destruction. I will be
very brief.

Mr. Slocombe, did the threat in December 1998 to increase the
launch quota have a major effect on having the Russians take their
recent actions in export controls?

Mr. SLOCOMBE. Senator Akaka, I would associate myself with
what Secretary-designate Holum said, which is that I believe the
quota is a way, in effect, of getting the attention of the authorities
in Russia who are responsible for the overall Russian space effort
directed to this problem that we are so concerned with. So I think
it did have a favorable effect.

Senator AKAKA. Mr. Holum, on January 28, 1998, the United
States sanctioned seven of the Russian entities believed to have as-
sisted Iran’s missile program. About a year later, on January 12,
1999, the Clinton Administration announced economic sanctions
against three more Russian entities for sharing nuclear missile
technology with Iran. Has the Russian Government taken any ac-
tion against these entities? And if so, what actions have they
taken?

Mr. HoLuM. They have taken action to the extent of commencing
their own investigation with reference to these various entities.
Eight of them were engaged, by our information, in missile co-
operation, and two in nuclear. But the Russian Government has
been investigating those cases and made a public announcement to
that effect.

Senator AKAKA. Mr. Chairman, those are my brief questions.
Thank you very much. Thank you for the responses.

Senator COCHRAN. Thank you very much, Senator.

Senator Cleland, one of the very important Members of this Sub-
committee, we welcome you and recognize you for any comments or
questions you might have.

OPENING STATEMENT OF SENATOR CLELAND

Senator CLELAND. Thank you very much, Mr. Chairman. Thank
you for our distinguished panelists today.

I tell you, it has been fascinating the last 2% years to sit here
in this Subcommittee that deals with proliferation issues and also
the Postal Service. I came in here 1 day not knowing whether I
was dealing with nuclear proliferation and found that the Postal
Service was here, and I told them that when they tried to shut
down the post office in my home town, then that was nuclear pro-
liferation. [Laughter.]

Senator CLELAND. But it does seem to me that in terms of space
launch or satellite launch capacity, when we tried to broadside,
particularly through the Hughes experience, and I guess it was
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Loral, too, that we had some problems with the Chinese, that this
seems a little bit different here. It does seem that Lockheed has got
a good argument here. I kind of feel like I echo the sentiments of
Mr. Trafton that this is not only of critical importance to Lockheed
and international economic viability, but their ability to provide the
space launch services to the commercial satellite market. I think
U.S. national security interests are at stake, too. But I think they
are, quite frankly, enhanced by the Lockheed venture with its Rus-
sian partners.

I just have a couple of questions.

Mr. Slocombe, it seems to me that it is in the best interest of the
Pentagon and our national security to have a U.S.-based company
such as Lockheed in a partnership with the Russian launch indus-
try as opposed to maybe a French company in such a partnership.
Is that your feeling?

Mr. SLOCOMBE. It is. And it is the reason that the Department
of Defense supported the 1993 arrangement and continues to sup-
port it.

Senator CLELAND. Is the Pentagon gaining any insight into the
Russian aerospace industry through these joint ventures, especially
with what I am told is the RD-180 engine joint venture in which
technology flows from Russia into the United States? Are we gain-
ing in this arrangement?

Mr. SLocoMBE. This is an interesting example of a reverse tech-
nology transfer. For the reasons that Mr. Trafton explained, which
I think correspond to the analysis of our experts, the RD-180 en-
gine is a unique capability in terms of what is presently available
in the world, and the access to that capacity is important to the
domestic launch industry for supporting both military and other
government and commercial launches in the United States.

Senator CLELAND. Yes, sir, I think so and I agree with that point
of view.

Another point I would like to just mention, I guess it is sensitive
too, since I sit in Senator Nunn’s former seat, I am not sure I am
up to that task, but it did seem like it was in the national security
interest for the Lugar-Nunn legislation to go through. I think it has
been very successful. It is interesting, I understand Lockheed Mar-
tin’s joint venture in Russia actually employs about 100,000 Rus-
sian scientists, technicians, and engineers. What do you believe
would be the consequences for these workers should the United
States not end the quota? Would there be a risk that some of those
people would not be employed and might be courted by rogue na-
tions such as Iran, Iraq, and North Korea, and actually enhance
the chances for proliferation of nuclear technology?

Mr. SLocoMBE. We certainly see advantages to having the Rus-
sian scientists, engineers, and technical people employed on legiti-
mate activities. They are now employed under the quota system
and I wouldn’t necessarily agree with the proposition that simply
continuing the quota system would mean that they would go off
and do other work. But one of the reasons why we have supported
these arrangements is exactly the point you make, that it is very
much in our interest that the Russian space industry work on le-
gitimate activities, preferably in partnership with Western, and
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particularly American, organizations, rather than go do things that
would cause us very serious proliferation problems.

Senator CLELAND. If these positives that we just talked about are
there, what is the rationale for the quota system? I am not sure
I am clear on that. Ms. Novelli, would you like to try to take a stab
at that? What is the rationale, the justification for quotas being es-
tablished? Why not lift the quotas and magnify some of the pluses
we discussed here?

Ms. NoveLLl. Well, the agreements, when they were first nego-
tiated, were negotiated in a very different commercial environment,
Senator, and they were negotiated in an environment where we
had many more providers of commercial launch services and where
the commercial space launch portion of the industry hadn’t really
taken off. So there was less demand and more supply and there
were these new suppliers who wanted to come into the market. So
there was a fear that because they were coming in as non-market
economies at the time that they would be able to not only price
very low because they didn’t have to meet normal pricing, but also
that they would create a glut of supply on the market and depress
prices as well. So that is why the quotas were establish, to provide
an ability for these countries to actually play in the market but not
kill off our own domestic launchers. When they were established
we were just in a different situation.

The situation has changed. The agreements are due to expire,
the Russian one at the end of 2000, Ukraine and China at the end
of 2001. That is why we are examining right now what should our
next steps be in light of all of our concerns, including the fact that
the market has changed dramatically.

Senator CLELAND. Yes. It does seem to me that every American
now wants to go into their own internet company and have their
own satellite. My understanding is that there is much more de-
mand out there now for commercial satellites.

Ms. NOVELLI. Yes.

Senator CLELAND. I sit on the Telecommunications Subcommittee
of the Commerce Committee and the whole telecommunications
world is exploding. It seems to me it would be in our interest as
a Nation to have some capability here, especially with an American
company like Lockheed partnering with the Russians, and it would
be in our interest to take a new look at this when this expires. Do
you see that, with seeing the market change and that now there
is more demand than I think supply, that it would be in our inter-
est to maybe think of a new arrangement where there might not
be a quota with the Russians in this particular arrangement?

Ms. NoverLLl. Mr. Senator, our national space policy con-
templated the fact that we were going to have to basically rethink
what we were going to do when these agreements expired and set
forth the fact that we were going to have to have some sort of tran-
sition policy so that we would be able to deal with the fact that the
market is changing. That is why we are currently beginning discus-
sions of how we are going to deal with this change and balance all
of our other priorities that we have.

Senator CLELAND. Mr. Holum, any comment on some of the
things we’ve been talking about here—changing markets, shifting
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from the original agreement? Does that bring forth to your mind
a need to look at some of these arrangements anew?

Mr. HorLum. Well, we’ll certainly look at it again, we will be
obliged to when the agreement expires. But let me underscore that
we have two goals here. One which we all support, the administra-
tion strongly supports, is this space launch cooperation with Russia
and with these particular companies. We have supported it, we
think it is good, we think it should continue. At the same time, we
have got a deep concern about the spread from Russia of missile
technology to Iran, not by these companies but by other companies
in Russia.

We need to figure out a way to have leverage over the Russian
Government to induce it, to give it incentives to strengthen export
controls, to lay down the law, to police the entire industry, all of
the companies that have this technology to transfer. Sanctions gen-
erally are a blunt instrument; they are difficult to deal with, they
are inherently hard to calibrate. You either have blow-back on our
interests, if they are effective, because they are usually involving
trade with the United States, or they don’t have any effect on the
target because there is no meaningful trade there. But sanctions
are an indispensable part of our nonproliferation strategy inter-
nationally. They are not the only tool we use. We use a whole
range of things, including positive incentives. But sanctions are a
crucial part of what we need to do.

In this case, I think the sanctions are appropriately directed to
get the attention of the people who administer, who have respon-
sibility over the entire Russian space industry. What we are trying
to do is reward positive progress on proliferation behavior, and
there has been some lately, by increasing the quota, by allowing it
to go up, but to not throw away the leverage because we want to
make sure that those promised steps are fully implemented, the ex-
port control plans in the companies, the implementation action
plan that they have agreed to but haven’t yet implemented. So we
have got a 6-month breathing space now by raising the quota to see
if those commitments are in fact carried out. And if they are, then
we will have a more positive environment. So it is a balancing act
that we are trying to maintain, with full support, with a strong be-
lief in what Lockheed and their partners are engaged in here, but
also with a strong commitment to have an impact on our non-
proliferation objective.

Senator CLELAND. So this is caught up in the sanctions, the
whole relationship with Russia and the proliferation policy over the
technology leaking out to other rogue nations. Did I hear you say
that there was a 6 month——

Mr. HoLuM. Well, we have raised the quota from 16 to 20, and
our anticipation is that that will take launches through roughly a
6-month time period. There won’t be any inhibition or prevention
of launches during that period and that will be some time for the
Russian commitments recently made and the new export control
law recently enacted to be fully implemented.

Senator CLELAND. So there might be some hope if we get some
positive response from the Russians that we might be able to do
better with the quota after 6 months?
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Mr. HoLuM. I certainly hope so. It is not my objective to infer
with this business, but it is my objective, it is our objective as an
administration to do all we reasonably can to cut off this deadly co-
operation in missile technology between Russian entities and Iran.
And we don’t have a lot of opportunities to apply leverage.

Senator CLELAND. And this is somewhat the carrot I guess.

Mr. HoLUM. Precisely.

Senator CLELAND. I think this is a fascinating subject, Mr. Chair-
man, and I appreciate your holding this hearing and I appreciate
our panelists being here and engaging this quite impressive con-
versation. I think it is in our Nation’s interest to make sure that
we do all we can with our Russian partners along these lines.
Thank you very much.

Senator COCHRAN. Thank you, Senator, for your contribution to
the hearing. We appreciate it.

We thank the witnesses for testifying today. There are very few
issues our government must contend with that are more important
than how our government can effectively act to halt missile and
missile technology transfers from Russia to Iran. I am convinced
that among all who are involved, Congress, the administration, and
U.S. industry, we can all agree that the U.S. Government must try
its best to persuade the Russian Government to do a far better job
of stopping the assistance that continues to flow from Russia to
Iran’s ballistic missile program.

But I think today’s hearing makes clear there is a major dis-
agreement within our government over how we can best persuade
the Russian Government to act. If there is sufficient evidence to
impose sanctions on Lockheed Martin’s joint venture partners,
sanctions should be imposed. What the administration is doing,
however, is imposing sanctions through the use of the commercial
space launch quota contrary to the trade agreement’s principal ob-
jective.

The administration may mean well, but here are the real effects
of the administration’s approach:

First, Russian companies not engaged in proliferation are being
punished for proliferation while other entities we know are in-
volved in proliferation are not punished.

Second, a legitimate, mutually beneficial U.S.-Russian joint ven-
ture could be driven out of business. If it collapses under the
weight of these quotas, an American company will end up penal-
ized and the Russian companies will obtain other partners, most
likely from France. The leverage the administration says it needs
to pressure Russia will disappear.

And third, the United States likely will lose the opportunity to
acquire the world’s best heavy rocket engine, the RD-180, along
with related technology only the Russians have. Loss of the RD—
180 will harm the Defense Department’s Evolved Expendable
Launch Vehicle program and America’s commercial space launch
industry. The RD-180 will be sold probably to some other foreign
customer, and only the United States will lose in that event.

I urge the administration to reconsider its policy.

The hearing is adjourned.

[Whereupon, at 3:45 p.m., the Subcommittee was adjourned, to
reconvene at the call of the Chair.]



APPENDIX

TESTIMONY OF
: WILL TRAFTON
PRESIDENT, INTERNATIONAL LAUNCH SERVICES
PRESIDENT, LOCKHEED KHRUNICHEV ENERGIA INTERNATIONAL, INC.
BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL SECURITY, PROLIFERATION AND
FEDERAL SERVICES OF THE SENATE COMMITTEE ON
GOVERNMENTAL AFFAIRS
. ON
QUOTA BASED TRADE AGREEMENTS AS AN INSTRUMENT OF
COMMERCIAL SPACE LAUNCH TRADE POLICY BETWEEN THE UNITED
STATES AND RUSSIA

JULY 21, 1999

Mr. Chairman and Members of the Subcommittee, thank you for the opportunity
to testify before you today on the utility of the administration’s reliance on a quota-based
trade agreement as an instrument of commercial space launch trade policy between the
United States and Russia. This issue is critical to our international economic
competitiveness and our ability to provide space launch services to the robust commercial
satellite market. Mr. Chairman, let me begin by expressing our deep appreciation for
your leadership and support in addressing this important issue, culminating today with
this hearing. The progress that we have made thus far is due, in no small measure, to
your efforts to advance US policy objectives for cooperative threat reduction and
economic competitiveness.

In my remarks, I would like to talk about International Launch Services (ILS) and,
in particular, the arm of ILS -- the Lockheed Khrunichev Energia International (LKED
joint venture -- that supplies commercial Proton launches to international saellite
operators and service providers. I will also tell you what I believe will happen to this
venture if it continues to be restricted by quota-based trade agreements or “held hostage”
to proliferation concerns and the potential adverse impact on another very important US-
Russian joint venture that will co-produce in the US the world’s best rocket engine—the
Russian RD-180. Lastly, I would like to offer our recommendation for addressing these
issues.

International Launch Services was established in 1995, upon the merger of the
Lockheed and Martin Marietta companies, to market Atlas and Proton commercial launch
services in the world wide satellite telecommunications marketplace. Lockheed and
Martin Marietta, prior to the merger, were each individually competing in the commercial
launch service market with their Proton and Atlas launch vehicles respectively. Lockheed
entered the launch market in 1993 with the establishment of the Lockheed Khrunichev
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Energia International (LKEI) joint venture to exclusively market the Russian Proton
launch vehicle. Similarly, Martin Marietta had entered the commercial launch market
with the purchase of the General Dynamics Space Systems Division and its Commercial
Launch Services subsidiary (now LMCLS) which marketed the Atlas launch vehicle.
Both LKEI and LMCLS are within the ILS structure, and serve as the contracting entities
for executing Proton and Atlas launch service contracts.

ILS, headquartered in San Diego, California, is a commercial company servicing a
broad range of both domestic and global satellite operators and manufacturers, as well as
the US government. Today, ILS has a backlog of $3.5B representing launch contracts for
23 Atlas vehicles and 19 Proton vehicles. This is comparable to Ariane, which reports a
backlog of 42 satellites at this time. To date, Atlas and Proton have flown 68 launches
commercially, with the largest component being 52 Atlas launches. The Atlas began
flying commercially in 1990 following the change in National Space Policy to require all
commercial satellites to fly on expendable launch vehicles after the Challenger disaster.
Sixteen commercial Proton flights have been conducted since Proton entered the western
market, 12 of which have been under the auspices of ILS. Three Iridium satellites and the
INMARSAT 3 were contracted directly with Khrunichev prior to the establishment of the
LKEI joint venture. The LKEI Proton program has already provided over $1.5B of
revenue to our Russian business partners, which is forecasted to grow to nearly $2B by
2003. A significant number of Russian engineers, scientists, and technicians -- some
100,000 -- are gainfully employed as a result of this very successful joint venture.

The demand for launch services has experienced significant growth since the early
1990’s and remains very robust. In fact, this market far exceeds the anticipated demand
for launch services when the trade quota was initially established. The worldwide launch
revenue in 1998 was slightly over $2B, however, it is important to note that these space
transportation services enabled a global telecommunications market that was estimated to
have revenues of approximately $1 trillion in 1998, and a satellite market having
revenues of $27B. Satellites requiring launch into Geostationary Transfer Orbits have
represented the majority of the launch demand until only recently. The total number of
commercial GTO satellites placed into orbit has grown from 8 in 1989 to 23 in 1998.

The emergence of the new Low Earth Orbit (LEO) telecommunications
constellations utilizing medium-to-heavy lift launch vehicles began with the initial
deployment of Iridium satellites in 1997. The LEO market is projected to require an
average of 15 medium-to-heavy launchers and 11 small-to-medium launchers over the
next ten years, essentially doubling the overall demand for launch services. Because both
GTO launch requirements and LEO._deployments. favor the use of medium-to-heavy
launch vehicles, the same launch assets and launch capacity are required to support the
two market segments. The 1999 COMSTAC and FAA forecasts indicate the total
demand for launches will continue into the next decade at an average annual rate of 51
per year. While the new entrants in the launch market may cause supply to eventually
exceed demand, the availability of Proton is critical to the interests of a large customer
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base in the near future as GTO growth continues and the initial LEQ constellations are
deployed.

With its proven reliability and value, the Proton performance level has begun to
emerge as a “sweet spot” in the market. Satellite operators and manufacturers have
designed their systems to make full use of the Proton’s performance, which can only be
matched by the French Ariane. Although the next generation of US launchers is expected
to meet and perhaps exceed Proton’s capability, the current generation of US launchers
falls short of Proton’s 4,500kg performance level. In fact, the evolutionary Proton
M/Breeze M will increase the Proton performance to 5,500kg at least one year before the
next generation Atlas and Delta launch vehicles are available. Consequently, those
customers who have already contracted for Proton launch services must turn to Ariane in
the event the Proton is not available in the market due to quota restrictions.

The background and history of the US - Russia Launch Trade Agreement is
important to understanding why we believe the quota has served its purpose and should
be lifted in its entirety. The US - Russia Launch Trade Agreement was signed in
September, 1993, “to facilitate early Russian entry into the international commercial
space launch market in a manner that encourages market-oriented reform in the Russian
economy, including its space launch sector; permits Russian entities to offer commercial
space launch services to international customers at fair and reasonable prices, consistent
with market principles; and does not disrupt the international market for commercial
space launch services.” Essentially, the quota was designed to protect the US launch
industry from non-market economy entrants gaining significant market share at prices
significantly below those of Western launchers.

This agreement allowed for the launch of 8 Western GTO satellites, including
INMARSAT 3, which was contracted outside the auspices of ILS. The agreement
stipulates holding regular annual consultations to review and examine its implementation
and to review market developments in commercial space. If the market develops more
favorably than anticipated, the parties may increase the quantitative limit by amending the
agreement. In 1996, the agreement was in fact amended and a total of 16 launches to
GTO or GEO orbits was agreed upon.

The amended agreement also included a provision for automatic increases of 2
launches if the market sustained an average of 24 GTO satellites launched over
1996-1998 time period, and another 2 increase if the average of 24 was sustained through
1999. As of mid-July this year, we are pleased that the Administration has decided to
increase the quota by 4 additional Proton launches, for a total of 20. This is a significant
step and will enable ILS to meet our 1999 launch commitments.

To date ILS has launched 12 GTO satellites including Inmarsat. We have
nineteen additional launches under contract, of which 7 are non-GTO launches, and
therefore, unaffected by the quota issue. ILS has 12 contractual commitments to provide
GTO launches. Of these, 8 are still covered by the quota and 4 are potentially outside the
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quota. As our manifest currently stands, there are customers with launch commitments in
the year 2000 who would not be covered by the quota, even at 20. We risk losing those
customers, most likely to Arjane. In addition, as long as the quota remains in place, ILS
has been unsuccessful in selling additional GTO launches on Proton. As a result, the
quota continues to seriously affect our ability to compete in the international launch
market today.”

It is also important to understand the broader context of the commercial space
industry and I would like to highlight some of the key aspects of this international market.
The major players are the satellite manufacturers, the launch service providers, and the
customers — satellite operators, service providers, PTTs (government-owned Post,
Telegraph & Telecommunications providers). The customers provide telephone and
paging services, carry voice, fax and data traffic, communicate radio and television
signals, and so on. A customer wants to place a particular satellite at a particular orbit at
a particular time. The customer hires satellite manufacturers and launch service providers
to perform that mission. To the customer, time is money -- the services of a single
satellite may generate hundreds of millions of dollars in annual revenues to the customer.
Uncertainty over whether or not the satellite will appear at the right orbit at the right time
jeopardizes both the revenue stream and the substantial investment behind it.

For these reasons, the customer cannot tolerate substantial delays and uncertainty.
The use of quota restrictions on launch services leaves the customer uncertain as to when
or if a launch will occur. Our marketing teams from ILS and Lockheed Martin
Commercial Satellite Systems report conversations with a major European customer that
has in the past bought US-built satellites for launch on the Proton vehicle, but is now
forced to consider alternatives. The principal beneficiaries of a decision not to “buy
American” will be European satellite manufacturers and the French Ariane launch
provider.

This demonstrates that the United States has no monopoly in the global market for
either satellites or iaunchers.

It has taken nearly fifteen years to recover from the effects of the Chalienger
disaster on America’s ability to launch commercial payloads to space. We have risen to
the challenge with grit, determination, and a major investment of resources.
Nevertheless, foreign competition has come on strong, and is still growing. The
European Ariane launch vehicle, which operates at capacity without any US-imposed
trade constraints, has been the international market leader for commercial GEO/GTO
satellite since 1986, with -a 50-60% -market share--until this year, when US launch
providers led the field for the first time (albeit by the slimmest of margins). Competition
also has intensified with China’s introduction of the Long March 3B, and the Ariane 5.
Japan is still working to bring down the cost of the H-II launch system and its eventual
emergence will further fuel competition.
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Along the way, we have risen to other challenges. First, defense and civil space
budgets have been declining and the demand for government launches has diminished
accordingly. The government no longer can be counted on to the extent it once was to act
as the core -- let alone sgle -- customer. Industry no longer can look to government to
shoulder the entire burden of non-recurring investment in technological development or
infrastructure.” These developments have forced American launch providers to pursue
commercial customers to survive, an effort the US government has actively supported -
since the price it pays for a launch is largely dependent on the extent to which industry
can spread its costs across production lines for both government and commercial
customers.

Second, the break-up of the Soviet Union created the potential for former Soviet
space launch vehicles either to flood the marketplace at prices that could undermine
American launch providers’ competitiveness, or to become a major national security
threat should Former Soviet Union (FSU) republics, now independent countries, sell
missiles or related technologies to third countries for use in their ballistic missile
programs.

Faced with the end of the Cold War and the break-up of the Soviet Union, both
the Bush and Clinton Administrations, as well as the Congress, fully recognized new
threats associated with the proliferation of nuclear, chemical, and biological weapons and
the means to deliver them. In response, both Administrations adopted a vigorous policy
of opposing such dangerous transfers, while promoting cooperative programs that would
provide commercial opportunities for Russia’s vast military industrial potential, so that
Moscow would see its self-interest best served by cooperating with the United States
rather than with rogue states. The cooperation between the United States and Russia on
commercial space ventures is particularly noteworthy. In several ventures, Russian
technology is being exported to American partners.

The United States has opposed dangerous transfers through a variety of means,
including direct diplomatic engagement with Russia and other nations, and through the
use of export controls and interdiction of illicit commerce where possible. We have
promoted cooperative programs through such efforts as the establishment of the
International Science and Technology Center, through which Russian weapons scientists
and engineers are supported in redirecting their talents toward peaceful endeavors.

Turning to commercial space, we have encouraged industry-to-industry
partnerships in US-Russian commercial space business ventures — like Lockheed-
Khbrunichev-Energia International (LKEI). These partnerships engage thousands of
highly-skilled Russian acrospace engineers and scientists in commercial pursuits, thereby
fulfilling cooperative threat reduction objectives. Because this is being done on a
company-to-company basis, there is no expenditure of public funds and the opportunities
to effect real change in the way business is carried out in Russia - to establish greater
accountability and adherence to export control regimes -- are significant. In the case of
LKEI, Khrunichev and its subcontractors employ thousands in the production and launch
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of the Proton, which generates economic activity supporting one million Russians.
Moreover, Khrunichev has instituted a rigorous program of export controls and is fully
integrated into the ILS-LKEI market-oriented approach to the marketing and supply of
commercial Proton launch services.

US-Russian commercial space cooperation not only benefits the Russian
economy, but it also has promoted US interests. US military superiority, and therefore
our national security, depends upon our dominance of space. US partnership with Russia
-- like the LKEI business which offers one of the world’s most powerful launch
capabilities available today -- has contributed to our competitiveness in the international
marketplace. Particularly as the Pentagon turns more and more to commercial suppliers
of space technology and services, it is critical that we keep America’s launch and satellite
industries strong.

We have survived the end of the Challenger era, the end of the Cold War, and the
threat of unfair competition from the FSU. However, I respectfully submit, it is less clear
that we will be able to survive our own policies.

Let me explain. In the case of Russia, I believe that the two-track non-
proliferation strategy the United States has pursued -- vigorously opposing Russian
entities that proliferate, while promoting commercial engagement with compliant Russian
entities to provide incentives for them to refrain from proliferating or doing business with
proliferators -- is fundamentally sound. Last summer, and earlier this year, the United
States imposed sanctions against Russian entities found to be assisting others in the
development of ballistic missile capabilities. At the same time, to the best of our
knowledge, the Russian entities that are participating with Lockheed Martin in
commercial space ventures are not engaged in any proscribed activity. It is therefore
critical that we keep the incentives to comply properly aligned.

That is why I am troubled by the current situation in which the two tracks are
tangled up with one another. Specifically, the effective extension of US economic
sanctions from Russian entities that are engaged in illicit commerce to those that are not,
by blocking the latter from conducting commercial launches of commercial satellites, is a
serious mistake.

There are two reasons why this is so. First, from a nonproliferation perspective, a
policy of “shooting the hostages” will either be counterproductive, ineffective, or both.
Second, such a policy will also damage long-term American interests.

From a nonproliferation perspective, the original premise of US policy -- that it is
in our national interest to provide peaceful civil and commercial avenues for Russian
military capabilities -- remains valid. To the degree that we close off those avenues, we
risk a counterproductive result: driving our would-be Russian partners straight into the
arms of whatever rogue state will pay the freight for buying Russian missile technologies,
equipment and know-how. Beyond its purely financial dimension, such an approach
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would reinforce those within the Russian Federation who believe that Moscow’s long-
term strategic interest is better served not through partnership with the United States, but
rather through leveraging their nation’s diminishing economic and military strength
through assistance to rogue nations and America’s rivals. This could better position
Russia to act as a potential spoiler in relation to US interests, thereby enhancing Russia’s
ability to seek to extract concessions on critical issues.

In the short run, if the United States blocks access to Russian launchers,
customers for launch services -- satellite builders and satellite telecommunications and
information services providers -- can and will go to Europe to buy another ride to space.
Moreover, the Russian companies involved in these ventures with US industry may find
the lure of other partners irresistible. If that happens, any US “leverage” will evaporate.
Since no other nation has export controls as strict as the United States, Russia would face
fewer nonproliferation constraints let alone incentives to refrain from proliferation in any
such transactions. In the long run, launch services customers may very well invest in
European and other launch systems in order to assure their access to space, further
diminishing US ability to exert meaningful leverage through coercive use of launch
quotas. And the business base for the US satellite industry -- which has long been the
undisputed leader in cutting-edge space-based information and communications
technology -- may erode as customers turn to our European and other foreign competitors
that are not limited in their access to the full range of launch capability available in the
marketplace.

This prospect leads directly to my second concern. Denying Russian entities not
involved in proliferation activity the opportunity to provide commercial space launch
services will damage US interests in the long-term. Such a policy sends a signal not just
to Russia, but to the world. It tells every nation, every telecommunications company, and
every satellite services provider, that the United States is an unreliable partner in
commercial space business ventures. The long-term strategic damage this could inflict on
our country cannot be overstated. As I stated earlier, American leadership in space is
vital to this nation’s economic future and, more importantly, to our ability to prevail in
any future military conflict. In the current defense budget climate, preserving that
leadership depends on a robust commercial space industry. Actions that tell customers of
US goods and services to shop elsewhere if they need a predictable, transparent
environment in which to conduct their business play right into the hands of our already
formidable foreign competitors.

This policy -- of restricting compliant Russian launch suppliers from commercial
satellite Jaunch.opportunities --_also. calls. into question for_key market participants the
commitment of the US to execute the agreed-upon terms of its bilateral launch trade
agreements. LKEI has facilitated the smooth transition of Proton vehicles into the
market, ensured market pricing for commercial Proton launch services and accomplished
the transition of our Russian partners to market-oriented, commercial business practices.
Moreover, market demand is robust and far exceeds the forecasts on the basis of which
the quota was put in place in 1993 and amended in 1996. Yet, despite the fact that the
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terms of the launch trade agreement have been fully complied with and the trade criteria
for lifting the quota have been met -- and, further, despite the fact that our Russian
partners are not engaged in proliferation - the quota continues, albeit at a new ceiling of
20 launches. Mr. Chairman, this is a good first step toward the elimination of the quota.
It demonstrates that the Administration recognizes the importance of this venture and that
its near term 'viability is dependent on the continued availability of Proton launch
services.

But the fact remains that the quota should be lifted entirely. As long as the quota
exists, there will continue to be uncertainty as to the long term viability of this joint
venture. Therefore, it will be necessary to increase the number of allowed launches
before the expiration of the Launch Trade Agreement at the end of next year. In holding
the quota hostage to the proliferation issue, under these circumstances, US credibility to
make and keep its trade-related commitments may be seriously compromised. If Proton
is not allowed to enter into a free and open trade environment, not only will this be
ignoring requirements outlined in our country’s National Space Policy, our space
industrial base could be threatened along with Russia’s economic stability.

Should this occur, the principal beneficiary would be the French Ariane program,
currently the only launch system capable of taking the heavier payloads to GTO orbits.
The US would lose market share in the highly competitive international launch market; it
would lose the positive non-proliferation incentives the LKEI venture provides to Russia;
and the RD-180 engine program could be adversely impacted.

This Russian engine, the best rocket engine in the world, is currently available to
Lockheed Martin in the US through a United Technologies/Pratt & Whitney and NPO
Energomash joint venture, RD-AMROSS, that was established in 1997. This joint
venture has two key components: RD-180 engines built in Russia, that will power our
new commercial Atlas vehicles, the Lockheed Martin Atlas III and Atlas V, and through a
co-production arrangement, the RD-180 engine for the Lockheed Martin EELV launch
system, the Atlas V, will be produced in the United States and will power the next-
generation launch system for US government payloads. The reliability and consistency of
the US as a partner in joint ventures with Russia is critical to their success.

In conclusion, Mr. Chairman, I believe that -- in the specific instance of the Proton
space launch quota we need a more reasoned, deliberative process to increase the chances
that U.S. policies will achieve their desired results. Removing the quota on commercial
Proton launch services now and preserving the LKEI venture, will yield significant
economic and national security benefits to the United States.
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Dear Mr. Chairman:

I would like to thank you for the opportunity to testify before the Senate Subcommittee on
International Security, Proliferation, and Federal Services on the Russian space launch
quota. We at ILS and Lockheed Martin appreciate your leadership on these matters that are
critical to the continuing success of this US-Russian commercial joint venture and to the
nation’s objectives for cooperative threat reduction and international economic
competitiveness. 1 would like to request that my comments be included in the Hearing
record.

The Administration’s decision to increase the quota by 4 launches is an excellent first step.
However, it is critically important to lift the quota entirely in order to preserve the LKE joint
venture, which as I have testified, serves as an excellent mechanism to protect our national
security interests.

For the record, I would like to address and clarify several issues that were discussed by the
other witnesses during the hearing.

1. ILS and Lockheed Martin reaffirm that the market conditions necessary for enabling an
automatic increase in the quota, in fact, have been met. The robustness of the space
launch industry is ultimately measured by the number of satellites launched to orbit in
any given year. In this regard, it must be noted that the Ariane vehicle can launch
payloads in a dual mode. The numbers of GTO satellites placed into orbit in 1996, 1997
and 1998 were 26, 28, and 23 respectively with an average of 25.6 over the period. This
exceeds the quota trigger of 24. In fact, the average could have been higher if not for
significant satellite quality problems and delivery delays in 1998.

2. Since the quota was initially raised as an issue by our customers in 1997, Ariane has
signed 28 commercial launch contracts. Of these, ILS participated in 6 competitions
directly bidding Proton against Ariane. The results of these competitions were: 1 Proton
win and 5 Proton losses.
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3. ILS is certainly pursuing launch opportunities beyond 2000, when the current quota is set
to expire. However, the general uncertainty in the market because of the quota, and the
fact that the US government is using the quota as leverage in nonproliferation policy,
creates enormous concern for our customers. The customer’s view is that there is risk as
to the future availability of Proton and therefore it renders Proton as less competitive in
the market, even for launches beyond the year 2000.

4. A point of clarification on the RD-180 engine — current US engines on Atlas (MAS5) take
80 days to install, test and check out. This is with our experience of 43 launches. The
first RD-180 only required 6 hours to install, 12 days to test and check out on the first
flight article.

Again, I greatly appreciate your leadership in examining the impact of the US-Russian
Launch Trade Agreement on our national security and economic competitiveness, and I look

forward to continuing the dialogue.

Sincerely,

Ul Fan >
Wilbur C. Traffon
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Testimony of Walter B. Slocombe
Before the Senate Committee on Governmental Operations
Subcommittee on International Security, Proliferation,
and Federal Services
on
SPACE LAUNCH QUOTA ISSUES
July 21, 1999

Let me begin by thanking the Sub-committee for this opportunity to
address U.S. commercial space launch policy. I will focus on the national
security considerations that guide our policy. The Executive Branch agencies
involved in formulating space launch policy approach the subject from different
institutional Vie;zvpoints, but we have been united in developing a balanced
policy that seeks to foster a domestic space launch vehicle industry that is
modern, reliable, and cost-effective. Our approach also recognizes that in this

area national security considerations must ultimately take priority.

We are still working to recover from mistaken assumptions that were
made two decades ago about space launch technology. At that time, it was
assumed that the space shuttle would provide a reliable, low-cost alternative to
expendable rockets. As a result, expendable launch technology was neglected.
When it became clear that the space shuttle would not be able to fill this need,

the United States began to develop an expendable launch vehicle program.

Bilateral Agreements for Commercial Space Launch Services:
As U.S. commercial space-launch began in the late 1980’s, U.S.
companies had concerns about competition from countries with non-market

economies that could subsidize launch costs. In order to protect the U.S space
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launch industry from predatory pricing, the U.S. Trade Representative
negotiated trade agreements that featured quotas and price discipline on launch
providers in non-market economies. These negotiations were conducted in
tandem with efforts to address non-proliferation concerns and have resulted in
agreements with Russia, China, and Ukraine. Last year, these three countries
accounted for 28 percent of worldwide commercial launches. All three
agreements allocate a specific number of launches for U.S. commercial satellites
into geosynchronous ofbits from the three respective countries. The agreements
require launch prices to be within 15% of those offered for equivalent launch
services in market economies. The quotas have on occasion been adjusted based
on world launch requirements. The three agreements include the following

elements:

¢ Russia- The 1993 U.S.-Russia Space Launch Agreement (amended in 1996)
sets a limit of 16 launches through 2000. Twelve of the sixteen launches
have occurred on PROTON launch vehicles (built by Khrunichev and
Energia) with the remaining four scheduled for launch by early 2000. The
1993 agreement was negotiated in parallel with the resolution of Russian
missile technology transfers to India and was linked to Russian control of

missile technology exports.

e China- A 1995 agreement (a follow-on to the original 1989 agreement)
authorized 15 launches through 2001 of which six have occurred. Each
requires a presidential waiver of sanctions imposed after the Tienanmen

Square massacre to proceed.
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e Ukraine- A 1996 accord authorized 16 launches through 2001. The joint
venture “Sea-Launch” project plans on slowly building up to six launches per
year rate over the next three years, which would be in no danger of exceeding

the quota.

Non-Proliferation Objectives:

In addition to whatever economic basis these quotas may have had as a
way of pressing the launch industries in these countries to adhere to market
standards, the quotas continue to pay dividends in meeting our non-proliferation
goals. The United States Government continues to expand efforts to respond to
this serious problem, and this issue remains at the top of the U.S.-Russia agenda.
In December 1998, the Administration affirmed that the United States would not
increase the current launch quota for Russia without improved efforts to halt
missile proliferation, in order to demonstrate to Russia our serious proliferation
concerns. We realized this action would put at risk additional contracts for U.S.
commercial payloads requiring launches in excess of the current quota. We had
to strike a balance between the desire of U.S. commercial satellite builder to
unlimited access to foreign space launch capabilities and our determination to

halt dangerous proliferation activities.

This action was, of course, only one part of a much broader effort to
discourage missile technology transfer to Iran. We have used the President’s
authority under an executive order aimed at curbing the proliferation of weapons
of mass destruction and their delivery systems in order to impose tough trade
penalties against ten Russian entities for transferring missile technology to Iran.

We have worked to convince the Russian government to help in this effort.
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Presidents Clinton and Yeltsin established a high-level forum to exchange
information about suspected proliferation activities and to intervene when
violations occur. Currently Ambassador Robert Gallucci represents the United

States in this forum.

We continue to be concerned about transfers of missile technology from
Russian entities to Iran, but our approach also has yielded some success. In
recent weeks, the Stepashin government has put in place a tough new
nonproliferation policy, created institutional foundations to implement that

policy, and passed laws to punish wrongdoers. Key steps include: _

e Pushing new export control legislation through the Duma and
Federation Council. The legislation tightens Russia’s control over
sensitive technologies, and provides for criminal penalties against

violators.

e Directing Russian agencies to implement a work plan designed in
cooperation with the U.S. and aimed at a number of our most pressing

concerns.

e Working with U.S. experts to strengthen export control systems at

Russian aerospace companies.

Given these developments, the President decided on July 13, to increase
incrementally the quota to allow the launch of four additional U.S. satellites
beyond the 16 previously authorized. We are not prepared at this point to

dispense with the quota altogether. While we have assurances from the new

4
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Stepashin government that it will continue efforts to stem proliferation, we want
to see sustained progress before further relaxing constraints on commercial

space launch activity.-

The Department of Defense depends heavily on space assets; however,
the U.S. military is no longer the dominant customer for space launch services.
A domestic launch service industry is an essential defense capability, and must
be preserved. Today, we are dependent on a robust space launch provider
network that maintains its skills through successful participation in competitive
commercial markets. For example, there is a significant demand for launches to
geosynchronous orbit. Trade journals estimate that the European Space Agency
(ESA) and its ARTANE launcher has been the international market leader since
1986 and, in some years, has captured over 50% of this market. Furthermore,
the ESA has an ambitious program to significantly reduce launcher costs in
order to maintain or even increase this market share. We are conscious of the
risk that the injudicious use of quotas poses to U.S. space launch industry, but

we believe we have struck an appropriate balance.

Obtaining Advanced Space Launch Technology:

In response to the President’s National Space Transportation Policy,
which articulated a need for a modern, reliable, and cheaper launch vehicle, the
United States Air Force has developed the Evolved Expendable Launch Vehicle
(EELV). Originally, the EELV program was conceived to have only one
contractor produce one space launch system for both commercial and national
security launches. As it became clear that the commercial market was

expanding enough to support two contractors, the U.S. Air Force, in November
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1997, restructured the acquisition strategy by adding a second contractor to the
program. Between August 1998 and May 1999 a string of space launch failures
led to a back up in our launch schedules. This caused the Administration to
request a report from the Secretary of Defense on the failures, their causes, and

corrective action to assure our access to space.

Given both the current situation of a string of launch failures and launcher
shortages, we are even more persuaded of the need for two viable contractors
and launch systems. With the current EELV program plan of two continuously
competing contractors, we have a guarantee that we will not be constrained with
the liability of a “single path to space” in the future. We envision national
secufity payloads will constitute only one-third of the EELV launches, hence the
need for a more commercial approach to DoD participation in space launch
vehicle development. An additional benefit of the EELV program is that the
availability of competitive U.S. launch providers will reduce the need to launch
U.S. payloads on foreign launchers with its attendant export licensing reviews

and technology transfer safeguarding processes.

Given this need to work closely with the commercial sector, we crafted a
partnering arrangement with two contractor teams, led respectively by Boeing
and Lockheed-Martin, that will develop a national launch capability that
satisfies government and commercial medium and heavy launch requirements.
The Air Force has invested $1 billion in this program, which has been matched
by each of the contractors. Having two robust contractor teams in constant
competition for the life of the program will allow us to eventually replace the
current DELTA, ATLAS, and TITAN space launch vehicles with flexible

systems that are more reliable and cheaper to operate.
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Let me say a few words about the approaches the contractors are taking,.
The Air Force has set-a program goal of 98% launch reliability, as well as a 25%
reduction from current levels in launcher costs. The Air Force also requires
standardized payload and launch pad configurations that will allow the same

launcher to be used for both commercial and national security payloads.

Boeing will develop a Delta IV family of launchers around a common
core booster, which will be powered by a new Boeing/Rocketdyne liquid
hydrogen-liquid oxygen RS-68 engine. This 650,000 1b. thrust engine is the first
new liquid propulsion engine developed in the U.S. since Rocketdyne developed
the space shuttle engine in the early 1970’s. While we currently have no reason
to think it will not be successful it is, nonetheless, still in the developmental

stage.

Lockheed-Martin also proposes a family of launchers built around a
common core, which will be powered by the Energomash RD-180 liquid
oxygen-kerosene engine. This 860,000 Ib. thrust engine is derived from the RD-
170 engine currently used in the Russian/Ukrainian Zenit launcher. The RD-180
is the world’s highest specific thrust liquid oxygen/kerosene engine. It is
reliable, demonstrated, and currently ready for its first launch of a commercial
payload in a Lockheed-Martin ATLAS III. It provides the Lockheed-Martin
team with credible competition to the Boeing team. The Lockheed-Martin/
Energomash team’s agreement provides not only for the purchase of the RD-180
engine produced in Russia, but also for the creation of a RD-180 production liné

in the United States.
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Production of the RD-180 in the U.S. is important because of the long-
standing DoD policy that launch vehicles used for national security missions
cannot be dependant on foreign suppliers. Propulsion systems for these
missions must be converted to U.S. production within four years of a contract
award for engineering development so that access to space cannot be
compromised. Since the RD-180 development contract was awarded in October
1998, our goal is to see coproduction established by 2002. In the interim, while
this production technology is being transferred to the U.S., Lockheed-Martin
will continue to receive deliveries on its agreement to buy 101 fully assembled

RD-180 engines from Energomash. _

Lockheed-Martin’s engine production technology acquisition is an
important component of our goal of achieving a robust, redundant assured
capability for national security missions. Failing to obtain RD-180 production
technology from Russia would leave the Lockheed-Martin team dependent on
engines built in Russia for the life of the program. Additionally, failure to
obtain the RD-180 production technology would jeopardize the currently
successful, competitive strategy developed by the USAF and could put us back
into the situation, for national security payloads, of a “single access to space”
with its inherent risks. Having said that, before a license for such an acquisition
can be approved, the Administration will continue to ensure that our acquisition

of this technology stays in line with our non-proliferation goals.

I'have been asked to address the impact of the launch quotas on the ability
of the United States to obtain advanced space launch technology, such as the
RD-180 engine, from Russia. The link between our current constraints on the

number of U.S.-owned, geosynchronous satellites launched on Russian systems

8
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and Lockheed-Martin’s acquisition of RD-180 production technology is
minimal. The quotas do not restrict the RD-180 purchase. The license for
future cooperation on the RD-180 purchase is currently under review and
approval will depend on an assessment of relevant non-proliferation

considerations.

Cooperative Threat Reduction:

The subcommittee also asked me to address the impact of not lifting the
current quota on both cooperative threat reduction activities and related U.S.
commercial launch ventures that help transition Russian aerospace entities to
market-oriented and export compliant business. Our activities under the Nunn-
Lugar initiated programs, commonly referred to as Cooperative Threat
Reduction, do not involve any space launch activities. However, one of our
goals under cooperative threat reduction is to reduce the risk of proliferation.
Clearly if our commercial space activities with Russia were to collapse,
thousands of high-tech engineers and scientists would go unemployed,

increasing their susceptibility to the lure of rogue states.

Since we are considering business decisions, it is somewhat speculative
for me to predict what will happen if the launch quotas are not removed.
Presumably, some other launch provider, perhaps the European Space Agency
or China, could pick up the contracts if the U.S. quotas were not lifted. It is also
possible Krunichev and Energia would just change to a different joint
.partnership and maintain their overall launch business without Lockheed-

Martin.
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We would prefer not to see this outcome. As I mentioned earlier, we want
to see U.S. launch providers continue to develop their launch capabilities. Both
the ILS joint venture and Lockheed-Martin’s partnership with Energomash have
been productive. Just last week Lockheed-Martin announced a contract to
launch 288 satellites on PROTON and EELV boosters. This is the kind of effort
that keeps 5000 Russian missile and engine specialists at Energomash employed
and engaged with Western business partners, moving Russian industry to self-

sufficient commercial ventures.

In sum, there is a complex policy relationship between commercial space
launch trade, the defense industrial base, and U.S. Government engagement with
Russian aerospace entities. We believe we have struck the right balance at this
point between the needs of our indigenous launch industry and our insistence on
providing effective safeguards to prevent the proliferation of sophisticated

launch technology. I am happy to address any additional questions.

10



AUTHEINTICATED TEIXT AS SIGNED SECPTEMBER 2, 1593

AGREEMENT BETWEEN
THE GOVERNMENT OF THE UNITED STATES OF AMERICA AND
THE GOVERNMENT OF THE RUSSIAN FEDERATION
REGARDING INTERNATIONAL TRADE IN COMMERCIAL
SPACE LAUNCHE SERVICES

The Government of the United States of America and the
Government of the Russian Federation (hereinafter the "Parties"),

Recalling the contributions of all space-faring nations in
developing space launch industries,

Taking note of the importance of access to space for
peaceful purposes,

Recognizing the utility of developing multilateral

""prindiples for government involvement in commercial space launch
activities,

Bearing in mind that the Russian space launch sector is in
the process of transition to operation based on market
principles, and

Desiring to facilitate early Russian entry into the
international commercial space launch market in a manner that
encourages market-oriented reform in the Russian economy,
inciuding its space-launch sector; permits Russian entities to
cffer commercial ;pace launch services to international customers
at fair and reasonable prices,>cégsistent with market principleg;
andIASQS not disrupt the international market for commercial
space launch services,

Have agreed as follows:



52

2
ARTICLE I
DEFINITIONS

For the purposes of this Agreement,

1, "Commercial space launch services" means the
commercially offered or provided services :5 launch into space
any spacecraft or satellite, including but not limited to
communications satellites, for an international customer;

2. "Russian space launch service providers" means any
entity, or agent or instrumentality acting on its behalf,
permitted by the Government of the Russian Federation to provide
commercial space launch services or the space launch vehicles for
such services.

3. "International customer™ means: any persén; or any kind
of corboration, company, association, venture, partnership, or
other entity, whether or not organized for pecuniary gain, or
privately or governmentally owned or controlled; or any
governmental body, excluding the Government of the United States
of America and the Government of the Russian Federation; or any
intergovernmental organization or quasi-governmental consortium,
iri€luding but not limited to INTELSAT; INMARSAT and their
respective legal successors, that is the ultimate owner or
operator cf a spacecraft .or satellite or that will deliver the
spacecraft or satellite to orbit fer.use by such ultimate owner

or operator.
4. "Contract" means (i) to agree or commit to the

provision of commercial space launch Lervices such that a launch
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is effectively removed fr:sm competition in the internatiocnal
market, or (il) any such agreement or commitment.

5. "Comparable coz=ercial space launch services" npeans
commerclal space launch services offered to launch a spacecraft
of the weight class that is the subject of a launch competition,
taking into consideration spesific factors that may be considered
when evaluating the price, te'rms and conditions of such services,
including, but neot limited to, intended orbkit, risk management,
financing, satellite lifetime on orbit and integration costs.

6. "Inducements" means any incentive offered or provided to
influence the purchase of commercial space launch services,
including, but not limited to, the provision of any resources of
commercial value unrelated to the launch service competition as
well as offers to participate under favorable conditions in the
implementation of defense and national security policies and
programs, and development assistance policies and progranms.

7. "Unfair business précat\j./ces" includes the making of any
offer, a payment, a promise to pay, a promise or offer of _
anything of value or to authorize the payment of anything of
value, or any promise toc cake such payment, to any official,
individual, or any other entity for the purpose of obtaining or
retaining business far.or with, or directing business to, any
person; including making payment to a person while knowing that
all or a portion of the payment will be offered, given or

promised, directly or indirectly, to any official, ,individual or
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any cther entity- for the purposes of obtaining or retaining
business.

8. "Geosynchronous earth orbit" means an orbit
approximately 19,400 nautical miles (35,900 kilometers) above the
surface of the earth at the eguator in which\a payload completes
one Earth orbit in a 24-hour period, holding a fixed position
relative to the Earth.

9. "Geosynchronous transfer orbit" means a temporary orbit
used to reposition a spacecraft or satellite into a
geosynchronous Earth orbit.

10. “Low earth orbit" means an orbit approximately 100 to
1,000 nautical miles (185 to 1,850 kilometers) abéve the surface
of the Earth.

11. "Principal payload" means a telecommunications
satellite or, in the absence of a telecommunications satellite,

any other spacecraft or combination of spacecraft.

ARTICLE II
SCOPE

This Agreement applies to commercial space launch services
for launches to geosynchronous earth orbit or geosynchronous
transfer orbit. Except for thé\p}icing provision set forth in
Article V, paragrapg 2, this Agreement applies to commercial
space launch services for launches to other orbits and suborbital
launches. Nothing in this Agreement applies to launches of

payloads for military purposes or for use in the non-commercial,
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civilian space programs of either Party, including programs using
spacecratt or satellites made by and prirmarily for the use of
members of the Commonwealth of Independent States and which are

executed in accordance with existing cooperative agreements.

ARTICLE IIIXI
GENERAL PRINCIPLES

L. The Parties shall-endeavor to ensure the application of
market principles to international competition among providers of
commercial space launch services, including the avoidance of
below-cost pricing and unfair trade practices.

2. Neither Party shall engage in practices that distort
competition among providers of commercial space launch services,
including, but not limited to:

a. the provision of grants or subsidies that distort the
production or operation costs for suépliers of commercial space
launch systems;

b. the provision of inducements to international customers
or potential international customers for commercial space launch
séEQices;

c. the offering of additional services such as insurance or
reflight guarantees.except®on a par with prevailing rates and
practices in international market&™for comparable risk;

d. the provision of government-supported financing for

commercial space launch vehicles or services except in accord
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w“ith the terms of the OECD’s "Arrangezent on Guidelines for
Officially-Supported Export Credits.”

3. The Parties,; including their agents and
instrumentalities, shall not engage in unfair business practices
to secure contracts to provide commercial space launch services.
Facnh Party shall also endeavor to ensure th;t any entity or
organization, subject to its jurisdiction whether or not owned or
controlled by that Party, shall not engage in corrupt business

practices to secure contracts to provide commercial space launch

services.
ARTICLE IV
a——
QUANTITATIVE LIMITS
1. During the term of this Agreement, Russian space launch

service providers may contract with international customers to
provide commercial space launch services for the launch of up to
eight (8) principal payloads (in addition to the INMARSAT 3
satellite) to geosynchronous earth orbit or qeoé;nchronous
transfer orbit, except'Ehat the Russian space launch service
providers may not conduct more than two (2) such launches in any
twelve-month period. The Russian Federation will ensure a
proportionate distribution of contracts by Russian space launch
service prdviders within any two-year period.

2. Up to four launches of principal payloads to

geosynchronous earth orbit or geosynchronous transfer orblt may

consist of two principal payloads on a single launch vehicle.
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The Parties shall jointly evaluate each such launch on a case-by-
case basis and, taking into account the current situation in the
international commercial space launch market, may decide by
mutual agreement to treat that launch as a single principal
payload for the purpose of Article IV, paragraph 1.

3. During the term of this Agreement, Russian space launch
service providers may contract to provide commercial space launch
services for up to three (3) launches of satellites to low earth
orbit for the Iridium system.

4. In the course of consultations undey Article VII,
paragraph 1, the Parties shall consider jointly on a case-by-case
basis and decide by mutual agreement on proposaiglgy Russian
space launch service providers for commercial suborbital launches
and additional commercial launches to orbits other than
geosynchronous earth orbit, geosynchronous transfer orbit, and
low-earth orbit for the Iridium syste;, where there are competing

conparable commercial space launch services.

ARTICLE V
—
PRICING
1. The contractual terms and conditions, including the
price, of commercial space launch services offered or provided by
Russian space launch service providers to international customers

shall be comparable to the terms and conditions, including

prices, for comparable commercial space launch services offered
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by commerc:ial space launch services providers from market econony
countries, including the United States.

2. A bid or offer by Russian space launch service providers
to provide commercial space launch services at a price more than
seven and one-half (7.5) percent below the\lowest bid or offer by
a ccmmerclal space launch service provider from a market economy
country, including the United States, shall require special
consultations between the.Parties under Article VII, paragraph 2,

of this Agreement.

ARTICLE VI
TECHNOLOGY CONTROLS
Notwithstanding any other provision of this Agreement,

the Parties shall negotiate and conclude prior to each launch a
satisfactory technology safequards agreement for each payload
subject to a United States export license. Such technology
safeguards agreement will be intended to facilitate the issuance
of United States export licenses and shall include requirements
relating to the control of the transfer of missile technolegy.

2. Any application for a United States export license will
be reviewed on a case-by-case basis consistent with United States
laws and regulations. Nothing in this Agreement shall be
construed to mean -that theJirted States is constrained from
taking appropriate action with respect to any United States
export license. The United States will use its best efforts to

assure, consistent with United States laws and regulations,
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authorization and completion of technolcgy transfers subject to

thls Agreement.

ARTICLE VII
CONSULTATIONS

1. The Parties shall ho%g regular consultaticns on an
annual basis to review and examine implementation of the
Agreement and market developments in commercial space launch
services.

2. The Parties shall hold special consyltations on an
ufggﬂt basis, prior to the conclusion of a contract for
commercial space launch services if possible, at the request of
either Party, if that Party has reason to believe that such
contréct or pending contract is inconsistent with the terms of
this Agreement.

3. If, after consultations provided for under this Article,
either Party determines that the provisions of this Agreement
have been vidlagédwby the other Party, each Party reserves its
right to take any actiogtpermitted under its national laws and
regulations.

4. If, in the course of the annual reviews provided in
paragraph 1 of this Article, the Parties agree that the narket
for commercial space launch services has developed more favorably
than anticipated and if each Party is satisfied with thézdtHer

Party’s compliance with terms of this Agreement, the.guotas set
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forth in Article IV of this Agreement ray be increased, by

written agreement of the Parties.

ARTICLE Z_I_I_I_
INFORMATION EXCHANGE

1. The Parties shall exchange all information, including
prices, terms and conditions offered for commercial space launch
services, that is necessary to monitor implementation of the
Agreement and carry out regular and special consultations. Such
information shall be provided promptly, in apy case no later than
30 days after receipt of a request by the other Party for such
information, except that such information need not be provided
prior to bids for commercial space launch services.

2. Parties shall protect the confidentiality of information
exchanged, shall not use any such informapion for pecuniary gain

and shall not release such information to third parties.

ARTICLE IX
TERM AND REVIEW
1. This Agreement shall enter into force upon signature and
remain in force until December 31, 2000.
. 2. The Parties snall review the implementation of this
Agreement after thgee years from its entry into force. Following

such review, the Parties may, by mutual written agreement,

terminate this Agreement.
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3. Either Party may reguest negot.atiocns to asmend the terms
of this Agreement to take account of developments in the
international market for commercial space launch services and
progress in the transition of Russia’s space launch sector to a
market pasis. \

4. Any contract entered into pursuant to this Agreement
will continue to be subject to the provisions of this Agreement
even 1f the duration of the contract extends beyond the
expiration date cf this Agreement. Termination of this Agreement
will not affect contracts entered into pursugnt to this
Aéée;ment.

DONE at Washington this second day of September, 19$93, in
duplicate in the English and Russian languages, both texts being
equall} authentic.

FOR THE GOVERNMENT OF FOR THE GOVERNMENT OF
THE UNITED STATES OF AMERICA: THE RUSSIAN FEDERATION:
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AGREEMENT BETWEEN THE
GOVERNMENT OF THE UNITED STATES OF AMERICA AND
THE GOVERNMENT OF THE RUSSIAN FEDERATION
TO AMEND THE

“Agreement Between the Government of the United States of America and
the Government of the Russian Federation Regarding International Trade in
Commercial Spacc Launch Services™

The Governmentof the United States of America and the Government of the Russian
Federation hereby agree, with respect to the greement Between the Government of the United
States of America and the Government of the Russian Federation Regarding International Trade
in Commercial Space Launch Services, signed in Washington, D.C. on September 2, 1993, as
follows: -

1. the provisions of that agreement are hereby amended as provided in the attached
Appendix; and
2. the requirement for a review of implementation of that agreement under Article

IX, paragraph 2, is deemed to have been met.

DONE at Washington this 30th day of January, 1996, in duplicate in the English and
Russian languages, both texts being equally authentic.

FOR THE GOVERNMENT OF FOR THE GOVERNMENT OF
THE UNITED STATES OF AMERICA: THE RUSSIAN FEDERATION:

4
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APPENDIX

The Agreement Between the Government of the United States of America and
the Government of the Russian Federation Regarding international Trade in
Commercial Space Launch Services, signed in Washington, D.C. on September 2,

1893, is amended by:
1. Amending Article |, paragraph 10, to read ss follows:

ARTICLET
DEFINITIONS
. 10. “Low earth orbit” means any orbit beJow geosynchronous orbit or geosynchronous

transfer orbit.
2. Amending Articles IV, V, VII, and Vil to read as follows, and:

ARTICLE IV
QUANTITATIVE LIMITS
1. During the terin of this Agreement, Russian space launch service providers may
contract with international customers to provide commercial space launch services for the launch
of up 1o fifteen (15) principal payloads (in addition to the INMARSAT 3 satellite) to
geosynchrenous earth orbit or geosynchronous transfer orbit. The Russian Federation shall make

its best efforts to ensure a proportionate distribution of contracts by Russian space launch service
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providers within any two-year period. If the average annual number of internationally competed
commercial launches, including launch failures, is 24 or more over the three year period 1996
through 1998 or if the Parties, by mutual agreement, conclude that commitments for such
launches indicate that an average annual number of internationally competed commercial launches
of 24 or more will occur during that period, then this quantitative limit shall be raised to seventeen
(17) (in addition to the INMARSAT 3 satellite). If the average annual number of internationally
competed commercial launches, including launch failures, is 24 or more over the four year period
1996 through 1999 or if the Partics, by mutual agreement, conclude that commitments for such
launches indicate that an average annual number of internationally competed commercial Jaunches
of 24 or more will oceur during that period, then this quantitative limit shall be rzised to nineteen
(19) (in addition to the MSAT 3 satellite) .

2. Up to four launches of principal payloads to geosynchronous earth orbit or
geosynchronous transfer orbit may consist of two principal pgyloads on a single launch vehicle.
The Parties shall jointly evaluate each such launch on a case-by-case basis and, taking into
account the current situation in the international commercial space launch market, may decide by
mutual agresment to treat that launch as a single principal payload for thc‘purpose of Article IV,
paragraph 1.

3. During the term of this Agreement, Russian space launch service providers may
contract to provide commercial space launch services for up to three (3) Jaunches of satellites to
low earth orbit for the Iridium system.

4. Both Parties agree that Russian participation in commercial space launch services to

low earth orbit that are single launches and that are not part of the initial deployment of a satellite
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constellation shall not be disruptive to the normal functioning of the market. The United States
- shall be guided in its assessment of the effect, or potential effect, of Russia’s participation in this
tow earth orbit market segment by, inter alia, the extent and g;owth of overall Russian and U.S.
participation in this market, If either Pan:g! believes that the other Party is participating, or may
participate, in this market in a manner inconsistent with its commitments under this Agresment,
the Parties shall meet pursuant to the consultations provided for under Article VII, paragraph 2,
of this Agresment to ascenain the facts of the sitvuation and take appropriate corrective action.

5. With respect to proposals to deploy satellite constellations in low earth orbit during the
term of this Agreement, the United States shall assess the effect or potential effect of Russia’s
participaticn in this low earth orbit market segment relative to Russia’s commitments under this
Agreement in terms of the extent of participation by Russian, U.S., and third country commercial
space launch services providers in the deployment. In particular, the United States will consider
whether the overall level of panticipation by commercial space launch services providers in
countries with whom the United States has concluded a biiateral. commercial space launch services
agreement (measured according to distribution of payloads) in the deployment of any single LEO
comwnunications satellite constellation is greater than the ‘panicipa(ion of market economy
commercial space launch services providers. The following factors will, inter alia, also be taken

into account:

2. launch scheduling requirements and the need to optimize launch vehicle

selection to meet deployment or operational requirements;
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b. the availability of competitively-priced market economy launches to meet these
requirements;
<. opportunities made available to other parties for participation in the replacement
market;
d. reasonable considerations by the proposed system operator regarding commercial

risk sharing; and
e. customers' requirements.

If either Party believes that the other Party is pa.ni}:ipating, or may participate, in the low earth
orbit s;zcllitc constellation market in & manner inconsistent with its commitments under this
Agreement, the Parties shall meet pursuant to the consultations provided for under Anticle VII,
paragraph 2, of this Agreement to ascertain the facts of the situation and take appropriate
corrective action. The critenia set forth in this paragraph may be reconsidered by the Parties.
Among the events that would justify favorable reconsideration for elimination of the criteria in this
paragraph would be 2 commercially viable project for satellite services that fundamentally changes
demand for commercial space launch services.

6. Inthe course of consultations under Articte V1, paragraph 1, the Parties shall
consider jointly on a case-by-case basis and decide by mutual agreement on proposals by Russian

space launch service providers for commercial suborbital launches where there are competing
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comparable commercial space launch services

ARTICLE V
PRICING

1. The contractual terms and conditions, including the price, of commercial space launch
services offered or provided by Russian space launch service providers to international customers
shall be comparable to the terms and conditions, including prices, for comparable commercial
space launch services offered by commercial space launch services providers from market
economy countries, including the United States.

2. 'When a bid, offer or contract by a Russian space launch service provider is less than
15 percent below a bid, offer or contract by a commercial space launch services provider from a
market cconomy country, including the United Sta.tes, to provide the commercial space launch
services described in Anticle IV, paragraphs 1 and 2, it shall be assumed, unless informaticn is
provided to the contrary, that such bid, offer, or contract is consistent wit}{paragraph 1 above and
that no special consultations are needed. When a bid, offer or contract by a Russian space launch
servicg provider is greater than 15 percent below a bid, offer or contract by a commercial space
launch services provider from a market cconomy country, including the United States, the United
States, after taking into Consideration the comparability factors described in the Annex to this

Agreement, may request special consultations under Article VII, paragraph 2.
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ARTICLE VII
CONSULTATIONS

1. The Parties shall hold regular consultations on an annual basis to review and examine
implementation of the Agreement and market developments in commercial space launch services.

2. In addition, each Party undertakes to enter into special consultations within thirty (30)
days of a request by the other Party to discuss matters of particular concern. In particular, speciat
consultations will be held to review the situation in which there is an absence of Western launch
avaitability due to full manifests or launch failures during the required launch period (generally
within three (3) months before and after the preferred launch date), if Russia has reached 2
limitation set cut in Article IV, paragraph 1. If information is provided that verifies, to the
satisfaction of the United States, that the situation described above exists, the United States may
increase the quantitative limits on available Jaunches éstab}ished under Article IV paragraph 1, to
permit the sat;llite to be placed on a launch vehicle manifest for launch.

3. H, after consultations provided-for under l!‘ﬁs Anticle, either Party determines that the
provisions of this Agreement have been violated by the other Party, each Party reserves its right
to take any action permitted under its national laws and regulations.

4. If, in the course of the annual reviews provided in paragraph 1 of this Article, the
Parties agree that thg markgt for commercial space launch services has developed more favorably
than anticipated and if cach Party is satisfied with the other Party’s compliance with terms of this
Agreement, the quotas set forth in Article IV of this Agreement may be increased, by written
agreement of the Parties.

5. The Parties agree to work toward a common understanding of the application of =<
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market principles to prices, terms, and conditions of commercial space launch services for
mternational customers.
ARTICLE VI
INFORMATION EXCHANGE

1. To facilitate the annual consultations under Article VII, the United States and Russia

agree to exchange information as follows:

a. The United States shall each year in advance of such consultations provide to Russia such
publicly releasable information as it possesses with respecr to prices, terms and conditions
prevailing in the international market for commercial space launch services. Russia may
request that the United States provide additional publicly reiéasabie_infcmation with
respect to international prices, terms and c:)nditions, and may in addition request United
States views regarding prevailing international market conditions and likely future
developments, as well as government supporis or inducements. The United States shall
respond to such requests within thirty (30) days. If such information cannot be provided

directly because of business confidentiality, the United States shall provide such

mformation in surnmary form.

b. Russia shall in advance of such consultations provide comprehensive information to the
United States regarding prices, terms, and conditions offered by Russian space launch
service providers for the launch of satellites. The United States may request additional

information with respect to the prices, terms, and conditions offered by Russian space
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launch service providers and any government supports or inducements. Russia shall
respond to such requests within thirty (30) days. If such information cannot be provided’
directly because of business confidentiality, Russia shall provide such information in

summary form.

¢.  The United States and Russia shall keep all information received from each other under
subparagraphs (a) and (b) strictly confidential and shall not provide it to any other

government or any private person without the written consent of the other.

d.  The United States and Russia shall also provide each year, in advance of annual
consultations, information on a consolidated basis concerning the commitments their space
launch service providers have undentaken to provide commercial space launch services for

international customers. This information may be made publicly available.

2. Ifalaunch of a satellite for an international customer which is subject to the terms of
this Agreement will not be performed as scheduled, Russia shall notify the United States regarding
any significant change in launch scheduling affecting the implementation of this Agreement and

the new date for such launch as soen as possible.

3. Adding the following Annex:
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ANNEX: Pricing Comparability Factors for GEO and GTO Commercial Space Launch Services

The Parties agree to the following factors as being relevant to the comparison or evaluation of
commercial launch services offered in the'international market for launches to geosynchronous
earth orbit or geosynchronous transfer orbit. Such factors can éﬁen explain legitimate
distinctions in the price offered for the launch of 2 particular payioaﬁ by different launch
providers, and are particularly useful in comparing bids from market economj providers to those

from economy-in-transition providers of commercial space launch services.

Comparability Factor Description

Intended Orbit Based on delivery orbit for launch
provider, and the provider of perigee kick

motor {PKM)

Risk Management Addresses potential differences in insurance
for customer, based on vehicle and
scheduling reltability (and the different forms

- of risk management, such as political risk

insurance)

Additional Costs



- Integration Costs

- Launch Support

Required Vehicle Lift Capability

Payment Conditions/Terms
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Addresses different types of payload/vehicle
integration costs, and software/hardware

modifications necessary for the mission

Involves extra transportation expenses,
security costs, extra cquipment, and
personne! support costs (relative to western
launches) due to launching in the New
Independent States of the former Soviet

Union

Ensures comparison o.fvehiclc classes
providing similar performance that are
matched to the payload mass and that are
adequate to place the payload into the

desired orbit

Relates to various payment and financial
conditions or incentives that may be offered ‘
as part of a commescial space launch services
bid (governed by the provisions of any

relevant trade agreements and OECD



Lifetime
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Appendix

guidelines)

Addresses impacts of different satellite
lifetimes (on orbit) resuiting from the
commercial space launch services (this is not

always a factor - the impact varies

depending on case in question)
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VUL Dw, NO. 4/ 1 1 OUISQAY, March

LY. 1994 ¢ Netices

Tvpe of Review: Extension.
Title: Ahternate Methods or
Proced.wes and Emergency Varations
from Requirements for Exports of
Liap

TS

escriptiom ATF allows exporters of

liquors to spply for and receive

epproval of variances from the

sequirements of regulations under 27

CFR pan 252, ATF uses the application

to evaluate need, jeapaidy to the

revenue and comphiance with the taw.
Hespondents: Businesses or other for
prefit. Smail businesses or
ofeanizations.
Estimated Number af Bespondents:

500,
Estimared Burden Fours Per

Fesponden?: 2 hours.

Frequency of Response: On occasion.
Esumated Total Reporting Burden:

200 hours.

Clearance Officer: Robert N, Hogarth
i202) 927~8930, Bureau uf Alcohot,
Tedaceo and Firparms, Room 3200,
£50 Massachusetts Avenue. NW.,
Washingten. DC 20226,

OXMB Reviewer: Milo Sunderbauf (202)
3956880, Office of Management and
Budget. room 3001, New Executive
Office Building, Washington, DC
20507,

Lois K. Hollaod,

Degartmental Regorts, Management Officer.

IFR Doc. 84~3472 Filed 3-5-93: 8:45 am}

BULING CODE mM!-M

GRFICE OF THE UNITED STATES
THADE REPRESENTATIVE

Termination of Sanctions With Respect
to the Federal Republic of Germany
Pursuant 1o Titte VIt of the Omnibus
Trade and Competitiveness Act of 1988

AgexcY: Offics of the United States
Trade Reprosentative.

ACTION: Termination of santtions
imposed on the Federa] Republic of
Germany under Title VI of the Omnibus
Trede and Competitiveness Act of 1988,

summaRY: The U.§, Trade
Representative has determined 10
lerminate sanctions imposed on the
Federal Republic of Germany on May .
28. 1993 {58 FR 31136) on the basis of
assurances from Germany that it would
rot apply the discriminatory provisions
of the Utilities Directive of the Europsan
Union te procurement of U.S. goods by
its telecommunications utilities. The
termination of sanctions is effective
upon publication of this nouce. A copy
of the USTR's determination is attached.
FOR FURTHER INFORMATION CONTACT:
“iark Linscott, Office of GATT Affairs
1202-395-3063). or Laura B. Sherman,

Office of the General Counsel (202-395~
3150}, Office of the United States Trade
Representative, 680 Seventeenth Street
NW., Washington. DC 20506.

Frederick L. Monigomery.

Chairmaen, Trade Policy Staff Committee.

Determination Under Title VII of the
Omnibus Trade and Competitveness &ct

Oa May 28, 1993, the United States
imposed saactions on pine member states of
the European Union under Title Vil of the
Omaibus Trede and Competitiveness Act of
1963 (19 U.S.C. 2515, as amended) for

intaining. in 2 of
goods. 8 signifi azd
persistent pattern or practice of
discrimination against U.§. products or
services that results in identifiable hama o
U.S. businesves {58 FR 31136},

T have recoived official assurances from the
Federal Republic of Germany that; {1}
Telecummuaimetions enities owaed io
whole ot in pant ot conmroiled by the Cerman
CGovernmant apply nationg! treatroent
towards U.S. goods and suppliers: (2}
Cermany will aot apply Article 29 of e
Utilities Dircctive against U.S. goods and
suppliers: ead {3} Germany is not npplymg
the counter-sanctions im b
European Union agsinst 1).8. sc-o& and
suppliers.

Pursuaat to the authority vested in me by
the Presidest of the United States by
Presidential Determination No. 93-16,1 have
determined that the Federal Repubilic of
Germany has eliminatad the discrimination
identified noder Titie V1l and bave tharefore
terninated sanctions effective upon the
publication of this determination in the
Federal Register.

Michael Kantor.

United States Trada Represeatative.

1FR Doc. 84-5497 Filed 3-8-94: 8:4S aml
BILUNG GOOE 3690-01-4

Guidelines for U.S.

the Agreement Between the U.S. and

600 17th Street. NW., Washington, 1C
205086. {Copies of the Agreement
referenced herein can be obtained from
the official designated above.)
SUMMARY: On September 2. 1933 the
United States and the Russian
Federation entered into the Agreement
Between the Government of the United
States of America and the Government
of the Russian Federation Regarding
International Trede in Commercial
Space Launch Services {Agreement).
The Agreement allows tha Russian
Fe"leraucn {Russia) to enter the

international commercial space launch
manct during the country's transition to
an economy based on warket principles
in ¢ manner intended to prevent
disraption of normal competition. In
order (o assist in the successful
operation of the Agreement, the U.S.
Government has established centain
guidelines it intends o0 foilow in
implamenting the Agrecment. This
notics sets ow those guideiines.
SUPPLEMERTARY INFDAMATION
Background

Al the June 1992 Summit between
former Presicent Bush and Russian
President Yeltsin, the United States
announced that it was granting s one
tima exception to its pelicy of
prohibiting the export of U.S.-made
satellites or satellites incorporating U.S
technology lessentially all Western
satellites) 1o Russia for launch on |
Russtaz space launch velicies. This
one-time exception allowed the
International Maritime Satellite
Organization (INMARSAT) to select s
Russian Jauncher 1o launch an
INMARSAT 3 satellite. At the same
time, the United States stated thas,
while no further exceptions would be
granted. it was willing to undenake

Regarding !ntemzlxona% Trade in
Commercial Space Launch Services
AGENCY; Office of the United States
Trade Representative,

AGTION: Notice of guidelizes for U.S.
impt fon of tha

on Russtan entry into the
internationsl commercial space launch
services market. The negotigtions
culminated in an agreement which
would provide Russia. during its
trznsitional phase from s non-market 1o
market ecanomy. access to the

between the Government of the United
States of America and the Goverament
of the Russian Federstion regarding
international trade in commercial space
launch services,

0ATES: The Agreement entersd into
force on September 2, 1983. These
guidelines on moenitoring and
enforcement are effective upon
publication.

FOR FURTHER INFORMATION CONTACT:
Scott Monier, {202} 3953320, Director
for European Industy and Technelogy.
Office of the U.S. Trade Representative.

ial launch
services market yet ensure against
severe market distortion or disruption to
the markst. The Agreement was signed
by Vice President Gore and Russian
Prime Minister Chamomyrdin and
entered ino force on Seprember 2.
The Agreement
Definition of Terms

The Agreement defines certain terms.
as follows:

Centract means (il o agree or commit
10 the provision of commancial space
launch services such that a taunch s

1853

v
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eifectively removed from competition in
the international market, or {ii} any such
agreemem or commitment.

International customer means any
person; or any kind of corporation,
company, association, venture.
partnership. or other entity. whether or
not organized for pecuniary gain, or
privately or gavernmertally owned or
controiled: or any governmental body,
excluding the Government of the United
States of America and the Government
of the Russian Federation: or any
intergovernmental organization or
quasi-governmental consortium,
including but not limited to INTELSAT,
INMARSAT and their respective legal
successors, that is the ultimate owner or
operator of a spacecraft or satellite or
that will deliver the spacecraft or
satellite to orbit for use by such ultimate
owner or operator.

Principal pavicod means a
telecommunications satellite or. in the
absence of a telecommunications
. any other spacecraft or
combination of spacecraR.

Russian space launci service provider
means any entity, agent cr
instrumentality acting on its behalf,
permitted by the Covernment of the
Russian Federation to provide
commercial space launch services or the
space launch vehicles for such services.

Agreement Terms

The Agreement establishes basic rules
for avoiding distortion which resuits
from government involvement in the
commercial space jaunch market by
prohibiting such practices as certain
subsidies. marketing inducements, and
corrupt business practices. The terms of
the Agreement also include the
following specific provisions:

Quantity Provisions

The Agreement permits Russian space
launch services providers to contract
with international customers for the
launch of up to eight (8) principal
payloads. in addition to the
INMARSAT-3 satellite. to
geosynchronous earth orbit (GEQ) or
geosynchronous transfer orbit (GTO), for
the duraticn of the agreement (through
December 31. 2000). Not more than tivo
(2) such launches may be conducted in
any twelve-month period.

Up to four (4] of these launches may
be of two principal payloads. and each
of these may be counted against the
quanti’y limitation as sirgle launches if
the parties mutually agree that the
international space launch market so
warrants.

The Agreement also allows Russian
space launch service providers to
cuntract for up to three (3) launches to

low earth orbit (LEO} for the Iridium
system. Proposals by Russian space
launch service providers for commercial
suborbital launches LEO and launches
to orbits other than GEO and GTO will
be considered on a case by case basis,
where there are competing cormparable
commercial space launch services.
Pricing Provisions

The Agreement provides that prices,
terms, and conditions offered by
Russian space launch service providers
shall be comparable to those offered for
cemparable space launch services by
commercial launch service providers
from market economy countries. For
GEQ and GTO launches, the Agreement
establishes a specific pricing
mechanism. Bids or offers for launches
10 GEO or GTO more than 7.5% below
the lowest market econamy bid trigger
special consultations in which Russia
must demonstrate that its offer conforms
to the principles of the Agreement. Bids
or offers for Russian launch services to
orbits other than GEO/GTO are not
subject to a specific pricing mechanism:
however, prices. terms, and conditions
must be comparable to those offered by
providers from market economy
countries. Accordingly. the comparable
pricing provision of the Agreement
applies to all launches by Russian space
launch service providers, including
those to LEO.

The pricing provisions of the
Agreement apply to bids or offers made
as part of a sole-source procurement as
well as 1o completed contracts.

Consultations -

The Agreement requires the United
States and Russia to hold annuai
consuliations to ™ * * * review and
examine implementation of the
Agreement and market developments in
commercial space launch services.” The
Agreement also allows the United States
or Russia to request special
consultations “on an urgent basis” priar
to the conclusion of a contract, if
possible, if either Party has reason to
believe that a contract or pending
contract is inconsistent with the terms
of the Agreement.

Applicability Guidelines
Russian Launch Vehicles

All typegar classes of launch vehicles
that may be used by a Russian space
launch service provider to provide
commercial space launch services are
subject to the Agreement.

Russian Space Launch Service Providers

Transactions involving launch servica
providers, regardless of nationality,
permitted by the Russian Federation to

provide commercial space launch
services on Russian launch vehicles are
subject to the terms of the Agreement.

Leasing on-Orbit

Leasing a satellite on orbit or satellite
transponders does not remove a
transaction from the terms of the
Agreement. As a general rule, the
Agreement applies 10 a contract calling
for the leasing of a satellite on-orbit as
to one requiring the launch of a satellite
purchased by the customer. The
definition of “international customer "
as defined in Lthe Agreement makes no
distinction based upon the financing
arrangement selected for the satellite.
There will be no special consideration
given to leased satellites launched
solely for use by an international
customer.

Noti

lity of Satellite A ’

The terms af the Agreement apply to
all satellites, regardless af the
manufacturer's nationality. The
Agreement is intended to be neutral in
its elfects on the satellite market.
Contracts Signed Prior to the Agreement

Contracts signed prior to the
Agreement for the launch of a satellite
subject to United States export controls
will be considered under the terms of
the Agreement.

Contracts signed prior to the
Agreement for the launch of a Russian-
built satellite for purchase or lease byan
international customer are excluded
from the terms of the Agreement.

Options Agreements/Reservations \< ( U
An eption agreement or reservatior
o

far Russian commercial space lzun: @3’/
services, entered iro on or before p%) < J(‘
terms and provisions of the Agreement. X\

September 2, 1993, is subject to the
"
‘CQ ol
(9 bﬂ;

Monitaring and Enforcement

A. Designation of Responsibility
The Trade Policy Staff Committee

Subcommittee on Russian Space Launch (W™

Services (Subcommitiee}, will be

responsible for overall impl

of the Agreement.

-

ion

B. Subcommittee Organization

For purpoeses of carrying out its
responsibilities with respect to overall
implementation of the Agreement, the
Subcommittee will be chaired by the
Office of the United States Trade
Representative (USTR) and will be
composed of the Departments of
Transportation, State. Commerce,
Justice. Defense and Treasury, the Office
of Management and Budget (OMB}. the
National Aeronautics and Space
Administration (NASA), the Office of
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Science and Technology Policy {OSTP),
the Joint Chiefs of Stafl. and such other
depanments and agencies as may e
invited by the Chair 1o participate. A
Working Group on Infurmalmn (WGl
will be hed to ie such

{aunch services. Including insurance
arrangements relating to such services.
The WCI will periodically produce

information end preliminary
assessments of conditions in the

information as {5 recessary to enabie the
Subcomsmittee to carry out its
responsibilities. The WCI will be
chaired by the Deparument of
Transpertation (DOT) and will inciude
the Depanments of Commerce. State,
Defense. and such other depariments or
sgencies as designated by the Chairof
the Subcommittee.

C. Monitoring and Duta Collection

The Subcermittee will monitor
Russian compliance with the
Agreement. To this end. the
Subcommittee will review market and
other information relevant o
panticipation in the commervial launch
services market by Russian space launch
service providers and o pliance by

commescial launch services market,

Such contacts will be made in
conjunctien with the information
collection and assessmeats refested to
herein and U.S. preparaiion for. and
follow-up on the results of. meetings
with Russia held undes the Agrecment.

including prices, terms and condit:
commitments, and market forecasts for
the Subrommittee as needed to
implement effectively the Agreement
and at lsast 30 days prior 1o annual
consultations.

The WGT will also provide to the
Subcommittee such additionat
information and preliminary
assessments on compliance by Russtan
space launch service providers with the
provisions of the Agreement as needed,
and at least 30 days prier to annual
ccnsuhanons or as needed pnor 1o any

| or special ion:

D. Consuliations
The Subccmmmee will bold annual

those providers with tha terms of the
Agreement. This information will be
assembled. together with a preliminary
assessment. and presented to the
Subcommitiee by the WCL In
monitoring Russian compliance with
the Agreement. particular stiention will
be given to information on the number
of contracts with intemational
customers and the disuibution of
cantracts by Russian space Jaunch
service providers within any twelve-
maonth peried: prices, t2rms and
conditions cifered or providad by
Russian space launch servics providers;
unfair businass practices: grants and
subsidies to commercial space launch
services suppliers: indacements 1
iaternational customers: insurance or
roflight guaraniees: and government-
supau—xed financing for commercial
space launch vehicles or services except
in accord with the O tisn for

with the Russian
Federation as vutlined in the
Agreement. The Subcommittee will
exchange information with Russian
authorities in advance of such
consultations.
he Subcommittes will meet in
agvance of the epnua! consultations.
The Subcommittee will provide all
information, including prices. terms and
offered Tor ial space

The Sub ittee will also. as
appropriate. inform such interested
parties of significant requests or
notifications madeby Russm under the
2 .ot significan
under the Agreement.

E. Informotion Sharing

L the course of consulting with
interested parties, in particular priot to
annual consultations under the
Agreement, the U.S. Government may
provide such information provided hy
Russia as is allowed and appropriate
under the Agreernent, subject to
business confidentiality.

P

F. Collection of Information

DOT. as Chair of the WGL will have
primary responsibility for soliciting and
receiving relevant information, and will
maintain data to be collecred and
reviewed by the WGI for purposss of
this Agreement,

Members of the U.5. industry, and
other interested members of the public,
are invited to submit written comments
on issues rve‘ated to the Agreement and

launch services, necessary to monitor
the Agreement and carry out reguliar and
special consultation. Such information
shall be provided to U.5. and/or Russian
government authorities promptiy, and
in any case. no later than 30 days after
a request. except that such information
need not be provided prior to bids for
commercial space luunch services,
Following consuliations. the
Subcemmittee will also report on the
results of the consultations and

Econcmic Cooperation and
Development's (OECD) “Arrangement
en Cuidelines for Officialiv-Supported
Export Credits.”

The Subcommittee will review and
determine which informatien is o be
proviced to Russia to comply with U.S,
obligations under the Agreement. This
informatior: will be sssembled. together
with a preliminary assessment. and
presented to the Subcommitiee by the
WGlin g timely fashion so that it could
ther be made available to Russia in
acgordance with the terms of the
Agreement

Pasticular attention will he given to
U.5. obligations under the Agreemant
with respect 16 the provision of publicly
releasable information to Russia on
prives. terms, and conditions offered in
the international market for commercial

any follow-up actions to the
TPSC or other appropriate goverament
agencies.

The Subcommittee will consider
whether consultations with other
intgrnatignal pariies could b2 bengficial,
by aiding in the monitoring of the
Agreement. If the °uucar~mmee
determines that ions could be

its op must be
provided in m enty copies to the DOT
Qffice of Commercis! Space
Transportation, Attestion: Working
Group on Information far Russian Space
Launch Services. 400 7th Street. SWV..
room 5408, Washington, DC 20590~
0001

Submissions from the public will be
placed in a file open to public
inspection at the above address
pursuant to 15 {FR § 2003.5, excapt
confidential business information
exempt from public inspection ir
accordance with 15 C"R 2561 5.
Confidertial b

n
submmed in aa:ordance with 15 CFR
2003.6 must be clearly marked
“Business Confidentiai” 2t the iop of the
cover page or letter and each succeeding
page. nnd musi be sccompanied by 2

bereficial. it will recommend to the
TPSC and to the USTR that such
consuitations be initiated.

The Subcommiitee and the WGl may.
in cartying cut the furctions and
procedures set farth herein, consult
with U.S. commercial launch services
providers. launch vehicle and satellite
manufacturers. and. a5 appropriate,

i dC ional com

mitiges

atial summasy of the
cenl'denhal information.

G. Enforcement

If the Subcommittee is of the view
that the provisions of the Agreement
have been violated as a resuit of
information obtained in any annual or
special consulration and review
required under Article VIT of the

the user community. and other
interested parties. including the relevant
private sector advisory commitiees.

or on the basis of
information presented ta it by the WCL
the Subcommittes will notify the TPSC
and recommend consultations with
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R

Russia. If consultations proceed and
satisfpuiory resclution is potachieved
with Russia. or if consultations are
deemed to be inappropriata in the
circumstances, based on

a

The USTR will, from ume ta time,
advise the Secrelary of State aad the
Secratary of Commercs of the status of
the implementation af the agreement ia
arcer that this irformation may be

er ions of the Subs
wie Section 301 Comumities may be
requastad 1o review the case.

izble 1o the Secretaries with respect
to the State Deparument expon license
responsibilities under the Arms Export
Conurol Act and the implementing

regulations, the Intemational Traffic in
Arms Regulations, 22 CFR parts 120~
130 and the Commerce Department
export license responsibilities uader the
Expart Administration Act,

Frederick L. Monrgomery,

Chairman, Trads Policy Sioff Commuziee,

(FR Doc. 94-5493 Filad 3-9-%4; §:45 am}
BLUNG COBE 3100-01-u
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TESTIMONY OF JOHN D. HOLUM
SENIOR ADVISOR
U.S. DEPARTMENT OF STATE

Space Launch Quota

The quota for launches of satellites to
geosynchronous orbit on Russian boosters raises
complex issues that touch on our non-proliferation
objectives, our space launch and satellite
industries, and on the integration of the Russia’s
space sector into the international economy. I
welcome the opportunity to address these issues
with you today.

The space launch quota was part of the solution
to a non-proliferation problem we faced in the
early 1990’s. At that time, a Russian company had a
contract to sell production technology for
cryogenic rocket engines to India for a space
launch vehicle. Transferring missile technology to
India was a sensitive proliferation issue then, as
it remains today.

Following intense, high-level negotiations, an
agreement was reached in which Russia agreed to
cancel the contract to transfer rocket engine
production technology to India and to abide by the
MTCR guidelines, and the U.S. agreed to permit
Russia to launch U.S. satellites to geosynchronous
orbit, subject to a guota. That qguota is now 16
through the year 2000, and the Administration has
decided to increase that quota to 20. The
agreement also imposes certain restrictions on the
prices charged for these launches.

At the time of the 1993 agreement, the purposes
of the quota were to protect the U.S. space launch
industry from unfair competition from a non-market
econony, as we worked to allow the U.S. satellite
industry the benefits of access to Russian
launches, and to give Russia access to the space
launch market in return for important non-
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proliferation commitments. It also made sense from
a non-proliferation point of view to engage
thousands of high-tech scientists and engineers in
legitimate commercial activity, in one of the few
areas where Russia has world-class technology. In
fact, we made clear to the Russians at the time
that the continuation of the space launch agreement
was contingent on Russian missile non-proliferation
behavior.

Today the market for space launch has grown
substantially beyond what it was in 1994, and the
commercial rationale for guotas is much less than
it was then.

But the non-proliferation problem is very much
still with us, in particular Russian transfers of
missile technology to Iran. We have devoted a
great deal of effort over several years to halt
cooperation between Russia’s aerospace industry and
the Iranian missile program. First Frank Wisner
and now Bob Gallucci have led teams that have
engaged in intensive exchanges with the Director
General of the Russian Space Agency, Mr. Koptev.

This issue remains at the top of the U.S.-
Russian agenda, and our concerns have been
addressed numerous times by President Clinton and
President Yeltsin, most recently at the G-8 summit
in Cologne last month. Vice President Gore has
made this a major issue with a series of Russian
Prime Ministers, including Mr. Stepashin, plans to
address this issue in their meetings next week. As
part of the Administration’s press on non-
proliferation, Secretary Albright, National
Security Advisor Berger, and other senior officials
actively engage their Russian counterparts on the
Iran missile problem at every opportunity.
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This intensive effort has achieved some
important results, the most important of which is
the passage of new export control legislation by
the Duma and the Federation Council in the last few
weeks. The new law provides a strong legal basis
to stop transfers and punish violators. The
Russian government has also committed itself to
implementation of a plan of action drawn up by
Gallucci and Koptev designed to bring about an end
to cooperation between Russian entities and the
Iranian missile program.

An important element of our non-proliferation
strategy was our decision in early 1998 to tie an
increase in the space launch gquota to Russian
performance on curtailing missile cooperation with
Iran, just as we tiled the original quota to Russian
performance on missile cooperation with India. Our
strategy includes other elements, including the
trade penalties which we have imposed on 10 Russian
entities for missile and nuclear cooperation with
Iran. We believe it is both logical and in our
security interest to control Russian access to the
U.S. space launch market as long as Russian
aerospace companies are cooperating with the
Iranian missile program, and to encourage
commercial space ventures consistent with our non-
proliferation cbjectives.

By providing both incentives and penalties, our
policy is intended to encourage the Russian
government to police the Russian aerospace
industry. We do not want to wind up with a
situation in which some Russian companies are
responsible and work with the United States, and
others remain free to contribute to Iran’s missile
effort. Again, our policy is aimed at the
organization that can resolve this across the board
~ +the Russian government.
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We have recently decided to pursue an
incremental increase of the space launch guota from
16 to 20 launches through 2000. This decision was
taken not because the Russia-Iran missile problem
has been solved, but because the Russian government
has taken steps in recent weeks to support a strong
non-proliferation policy and direct government
agencies to implement it, to create institutional
structures to enforce compliance and strengthen
export controls, and to pass laws needed to punish
wrongdoers. But we need to sustain the pressure to
use these new tools to curtail technology transfers
to Iran. That is why our increase is incremental,
to give the Stepashin government time, perhaps
another 6 months, to follow through on the
commitments it has made to us.

We remain hopeful that our strategy will in the
end give us the non-proliferation benefits of a cut
off in assistance from Russian entities to the
Iranian missile program, as well as the commercial
and non-proliferation benefits of a strong
commercial partnership between the U.S. and Russian
commercial space industries. There are of course
risks, but we continue to pursue an outcome that
achieves both of these benefits for the United
States.



