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INDEPENDENT NEWS FROM RUSSIA

Russia's S7 Takes a Giant Leap Into
Space

Russia's largest private airline is entering the space race.
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This year'sBInternational Astronautical Congress, held in Guadalajara, Mexico,Bwas a
display of unbridled ambition. At an event for players in theBglobal space race to demonstrate
their vision of an increasinglyBcosmic future, SpaceX founder Elon Musk surprised no one
when heBstole the show, driving headlines around the world with a plan toBcolonize Mars.

But on the sidelinesBof the IAC, the Russian contingent had a surprise of its own:
theBcountry's most successful private airline, S7, is making a bid forBthe market Musk and
other billionaires opened for privateBexploitation — commercial space launches. For a
country that’sBbeen a powerhouse in government-funded space activity, but fallenBshort
with private endeavors, this is uncharted territory.
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The “ticket”Binto the private space race, as S7 chief Vladislav Filyov put it, wasHa
mothballed project from the late 1990s known as Sea Launch. Born ofBthe post-Cold War
reconciliation between East and West, the projectBwas sunk in 2014 by a breakdown in
relations between the project’sBmajor partners — Russia, Ukraine, and the United States.

Sea Launch was,Barguably, a project ahead of its time: a floating launchpad built toEsail
Ukrainian-Russian rockets to a spot on the equator, south ofBBHawaii. At that location, the
Earth's spin provides a boost intoEspace that helps cut costs and increase payload capacity.
America'sBBoeing aerospace company eventually sold most of its shares toBRussia's Energia
space and rocket company, which landed a 95 percentBstake in the project. In the end, Sea
Launch went quiet.

The launchpad isBstill idle today, collecting barnacles and seaweed off a pier in LongEBeach,
California, but Filyov's S7 airline sees it as a uniqueBopportunity. The Sea Launch project
could become Russia's firstBEprivate space launch company — the country’s answer to
SpaceX.BAnd Filyov snagged the hardware at a bargain price of just S150Emillion. All he
needs to do, it seems, is provide the money to reviveBRthe platform.

“Why are we doingBthis?” Filyov told Bloomberg last month, “Just because it isBbeautiful.”

Head in the Clouds

In a countryBdesperate to find modern heroes analogous to figures in the West, theBRussian
media has at times portrayed Filyov as a homegrown RichardBBranson. Like the British
entrepreneur, Filyov can be credited withBbreaking a national monopoly with his S7 airline
— a company thatBhas proven to be highly successful where competitors faded
intoMoblivion.

However trivial,BFilyov's marketing-savvy S7 has teased an appetite for space in theBpast. In
February, a space-themed S7 advertisement went massivelyBviral, with the help of
alternative rock band and YouTube sensationBOK Go. The promotion was simple enough:

take a hip bunch of musiciansBfamous for inventive videos, stick them in an airplane with S7
logosHEplastered on the walls, fly the plane along parabolic arcs toBsimulate zero gravity, and
unleash a whole mess of paint-filledBballoons. Hit the record button and voila!
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But Filyov's formal entry into the private space market is significantly more involved than
facilitating a music video. He plans to take Sea Launch out of mothball, and restore the
launchpad to normal operations by 2018, using Energia as the main contractor. He says the
platform can be used without upgrades for 15 years. In that time, S7 will service 70 launches.

S7’s plans for Sea Launch beyond 2030 remain a mystery. Whereas the likes of Musk and
Amazon founder Jeff Bezos are investing in new technologies such as reusable rockets, it's not
clear how Filyov can use Sea Launch to innovate or leave his mark on the private space race.
But one unidentified source told the TASS news agency that S7 wants to build a commercial
space station.



Grounded in Reality?

Russia’s onlyBmajor privately-owned airline in the air-travel market today, S7 isBfinancially
well positioned for an out-of-this-world vanity project.B8S7 has zero debt, and in 2015 it
raked in some $1.3 billion inBrevenue. Filyov told Bloomberg that the airline is paying cash
forBSea Launch.

According to RussianBEspace industry analyst Pavel Luzin, the Sea Launch venture
isn’tBexactly a shrewd business move. “It looks like S7 doesn't know whatEto do with its
money,” he says.

Indeed, S7'sBacquisition of Sea Launch appears in some ways to be motivated byEBnon-
market considerations. The project was conceived in aBconsiderably different environment,
one in which the majority ofBcustomers were telecoms companies looking for cheaper
alternatives toRlaunch satellites into equatorial orbits. A floating launch platformHis tailored
specifically to suit these needs.

Today, similarBservices are rendered cheaply and efficiently by the likes of SpaceX,Band even
traditional state-owned monopolies like Russia'sBInternational Launch Services (still the
largest operator on theBmarket today).

“S7 is a bit lateBto the game if it intends to start a new launch service,” says PhilBSmith, an
aerospace market analyst at the Washington-based TauriBGroup.

“Sea Launch onlyBlaunched three times a year during its operations from 1999 to 2014,Hso0
its slice of [this market segment] was relatively small, and thenBSpaceX entered the scene,”
Smith says, adding that “there is nowBa glut of launch providers — too much supply versus
an averageBglobal annual demand of 80 launches per year.”

Non-Marketi!Motivations

One of the possibleBreasons that Filyov might be committing his successful S7 group to
aBpotentially doomed space endeavor is to buy favor with anBincreasingly whimsical and
suspicious political elite. Space is aBtraditional Russian enterprise, but it’s becoming more
difficult toBfind government funding, given the country’s economic struggles.BS7, on the
other hand, has money.

“This bargainBbetween S7 and Energia seems aimed at helping Energia financially,” Bsays
Luzin, “but it's not an act of mercy from S7. It's about S7'sBattempts to maintain good
standing with the government. It's possibleBthey were asked nicely to invest, or maybe S7
just wants protection.EEnergia is now part of the Roscosmos state space corporation,
whichBis good protection.”

S7’s links toREnergia are significant. In 2009, Sea Launch went into bankruptcy,Band Boeing
sold all but 5 percent of its stake, leaving Energia withBresponsibility for the project. The
company would eventually have toBsuspend its operations in 2014, due to disruptions in



supply of theBUkrainian-build Zenit rocket, which Sea Launch is designed to use.

Filyov says he isBattempting to coax Ukraine's Yuzhmash to come back to the table. ItsBan
offer that Yuzhmash's director has said is under consideration,Bbut one that is ultimately
vulnerable to the moods of officials inBKiev. If Yuzhmash doesn’t return, Filyov will need a
new rocket,Band Energia will be the contractor responsible for constructing it,Hlikely at S7's
expense.

But none of thisBreally matters if Filyov's non-market motivations are simplyBunbridled
optimism. It was this that drove the likes of Musk and hisBmain billionaire-competitor, Jeff
Bezos, to sink millions of theirBpersonal fortunes into what many in the media and expert
communityBfirst derided as futile sci-fi projects.

“For us,Bacquisition of a space launch system is an entry ticket into theBspace industry,”
Filyov said in an S7 statement. “SpaceRinfrastructure grows by leaps and bounds, and this is a
veryHinteresting line of business, the long-term outlook for which isBgood.”

While Filyov's pathBto space appears paved with good intentions, he faces one
final,Bpossibly insurmountable obstacle: the tandem between U.S.Bmilitary-industrial giant
Boeing and the U.S. State Department’sEDirectorate of Defense Trade Controls. Space
technology has obviousEmilitary applications, and the United States guards the spread
ofBrocket technology with particular jealously.

Energia and BoeingBhave yet to settle the score following their parting of ways in 2009.8The
American company has vowed not to approve the sale of Sea LaunchBuntil Energia and
Yuzhmash pay Boeing some $350 million credited toBthe former Soviet enterprises to operate
Sea Launch. Recent reportsBindicate the two parties are settling out of court, however.

Although Sea LaunchBis essentially Russian and Ukrainian technology, and at this
pointBowned almost wholly by Russians, the project is by internationalBagreement under
American control. This allows the State Department toBhave its say. Filyov says the answer
will come within the next six®@months.

The timing isn’tRideal, however. Given the tense relationship between Moscow
andE®Washington today, it’s not inconceivable that the United StatesBmight choose to act as
a spoiler.
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