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SECRET ATTRACHMENTS
N

INFORMATION

MEMORANDUM FOR WILLIAM P. CLARK
FROM: NORMAN A. BAILEY,}”Z5

SUBJECT: Sakhalin Update

Attached are two memos from Roger Robinson (Tab A) reporting
on some recent developments concerning the Sakhalin project.
These are being consolidated into the original memo for agency
comment.

Attachment
Tab A Robinson Memos of May 5
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guidance not to take soil borings at Odoptu because of the
probability that U.S. licenses would be withheld.

To date, the consortium reportedly invested a little less
than $170 million in the project with $15 million more earmarked
for 1982 Odoptu exploratory work.

Japan is presently facing a serious oversupply of LNG. The

most authoritative figure on projected LNG demand by 1990 is 38.5 mil-
lion metric tons (estimate of the Energy Institute of Japan).

MITI's estimate of 43.0 million metric tons of LNG is considered
overly optimistic. The tables attached describe (1) LNG

imported in 1981, (2) contracted LNG to be brought on stream,

(3) new projects in the advanced planning stages (see Tab I).

Despite the oversupply situation illustrated by the tables,

the Japanese government has reportedly given priority to

Sakhalin because (1) it has a 44% ownership share of SODECO,

(2) it has provided the bulk of the $170 million venture

capital which it would stand to lose if the deal were abrogated
and (3) the project has been under active discussion and explora-
tion since 1975 and abrogation due to U.S. licensing policy

could create political difficulties both in the Parliament and
with the Japanese business community. However, these considera-
tions, although important, do not change the fact that Japan

does not need Sakhalin LNG or take into account a potential U.S.
energy offset package to assist in mitigating the adverse political
and - bilateral repercussions.

A representative of Gulf 0il (5.6% owner of SODECO), together
with a recent cable from our Embassy in Japan of 4/28 (Tab II),
confirm the rigidity of the May deadline (also indicated in my
4/27 memo) for the release of U.S. licenses if 1982 exploratory
work on Odoptu is to proceed. This consideration, however, was
already factored into the analysis. The focus of the decision

at this time should be whether or not to permit the interruption
of 1982 Odoptu exploratory work and the possible -- but, at this
writing, unlikely -- abrogation of the 1975 General Agreement.

The major reasons in support of continuing to withhold the
licenses at least until fall are the following: (1) the reintro-
duction of curfews and imposition of other restrictions in response
to a new round of potentially serious social unrest and violence
in Poland, (2) original and perhaps continuing Japanese resistance
to Odoptu exploration, (3) the redundant character of the Odoptu
structure, (4) the reported probability that our not approving

the licenses will not result in abrogation of the General Agree-
ment (still being investigated by the Agency, private Japanese
sources, and Gulf 0il), (5) the relatively modest venture capital
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committed to date, (6) indications that the Japanese are

open to discussions of various quids, (7) to preserve the
integrity of our across-the-board withholding of U.S. licenses
for oil and gas related equipment to the USSR for, at least,

a few more valuable months to permit efforts to structure a
viable U.S. energy offset package should Soviet behavior

call for a decision to permit abrogation in December 1982.

Attachments
Tab I Fact Sheet
Tab II Embassy Tokyo Cable
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I. LNG Imported in 198l (milliqn metric tons)
Alaska 0.96
Brunei 5.14
Abu Dhabi 2.06
Indonesia 8.8
Total 16.96
II. Contracted LNG (million metric tons)
Sarawak 6.0 beg. 1983
Indonesia 6.5 beg. 1983
Australia 6.0 beg. 1987
Total 18.5
ITI. LNG Projects in Planning Stage
Canada 2.9
Sakhalin 3.0
Quatar 6.0
Thailand 2.5
Total 14.4 (all scheduled to materialize by 1990)

Grand total of LNG supplies by 1990 -- 49.86 million metric tons
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INFO  OCT-08  ADS-00  {NR-1@ EUR-12  ClAL-00 (£E-08 DODE-00 HANSFIELD
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INRE-8@ ICAE-DB DOEE-08 /872 ¥
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10 SECSTATE WASHDC IMMEDIATE 8447
INFO AMEMBASSY NOSCOW IMMEDIATE

co NF\IIFK[( T1 AL TOKYO 07087

€.0. 1286%: GD3 4/27/88 (AMGEVINE, CHARLES) OR-E
TAGS: EEWT, JA
SUBJECT: SAKHALIN O)L DEVELOPMENT PROJECT .

REF: STATE 111148

1. CONFYBENTIAL - ENTIRE TEXT. . B

2. ADDITIONAL IKFORMATION HAS BEEN PROVIDED
TC EMBOFF BY MOFA SOVIET AFFAIRS OFFICER
RESPONSIBLE FOR THE SAKHALIN PETROLEUNM

DEVEL OPMENT PROJECT. THIS INFORMATION
CONCERNS THE URGENT NECD FOR A DECISION BY
MAY 1, (OR MAY 15 AT THE LATEST) ON THE
EXPORT LICENSE FOR U.S. SUPPLIED DRILLING
EQUIPHENT.

3. THE DRILLING LOCATIOH (S OFF SHORE
NORTHWEST SANHALIN, AN AREA VERY REMOTE
FROM BOTH MAJOR JAPAHESE AHD RUSZIAN PORTS.
DUE TO THICK {CE PRCKS IN THE AREA THE
DRILLING SEASON 1S LIMITED TO THE PER(OD
FROM JUNE TO HIO-OCTOBER. DURING THIS PERIOD
FIVE WELLS MUST BE DRILLED BY TWO RIGS,

THE JAPANESE “DAINIKAKURYU" AND THE RUSSIAN
=0XA=. THE DAINIHAKURYU S CURRENTLY UNDER
COMTRACT fOR OIL OR{LLING WORK OFF AKITA
PREFECTURE OFF NORTHWEST JAPAN UNTIL JUNE
18. THE WHEREABOUTS OF "OXA™ ARE UNKNOWN.

3, THE DAINIHAKURYU !5 SCHEDULED TO LEAVE

FOR SAKHALIN ON JUNE 18 AND PLANS TO ARRIVE

ON JUNE 22 SO THAT §T CAN BCGIN ORILLING JUNE
25. SOME OF THE EQUIPHMENT REOUIRING LICENSES
INCLUDING CRITICAL 1TEMS LIKE GENERATORS

PUNPS AND KELLEYS, ARE VERY LARGE AND HUST

BE TRANSPORTED BY 3HIP. THE MOFA OFFICIAL

GAVE THE FOLLOWING ESTIMATED TIMETABLE BASED ON
A MAY 1 APPROVAL. '

MAY 1: [ {CENSE

MAY 4: ARRANGE TRANSPORTATION

JUNE 9: EQUIPMERT ARRIVES (N YOKOHAMA

JUNE 19: EQUIPMENT ARRIVES BY SHIP AT DASE N SAKHALIN
JUHE 28: INSTALLATION OF EQUIPHENT COMPLETED
JUHE 22: RIGS ARRIVE AT DRILLING 3ITE

JUNE 2%: DRILLING BEGINS

4. 1T 1S OUR VIEW THAT DUE TO THE VAST DISTANCES

INVOLVED, AND THE NECESSITY OF CHIPPING THE HEAVY

EOUIPMENT AS OCEAN FREIGHT, THAT THE HAY 1 OEADLINE

1S VERY R{AL. FAILURE 10 REACH A DECISION BY THAT

DATE DR AT THE VERY LATEST BY MAY 19} WOULD HAVE ) .

THE SAME EFFECT A2 A DECISION 10 DENY THE L ICENSE. ; e
DECLASS e

THE SENSE OF URGENCY WHICH THE COMPANY HAS A LA T T

EXPRECSED 15 MOST CERTAINLY SHARED BY THE NLS _&QJQ,&YIZL& 305
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EXDIS

FOR SECRETARIES HAIG, WEINBERGER AND BALDRIDGE AND NSC
ADVISOR CLARK FROM AMBASSADOR MANSFIELD

BEIJING FOR THE VICE PRESIDENT

E. O 120065: GDS 5/6,/88 ((MANSFIELD. MICHAEL) OR-M

TAGS: EEWT, JA

SUBJECT: SAKHALIN OIL DEVELOPMENT PROJECT
1. CON;}BQNTIAL - ENTIRE TEXT
2. I BELIEVE YOUR PERSONAL ATTENTION IS

NEEDED TO ENSURE THAT INFLEXIBILTITY TIN

APPLYING OUR SANCTIONS POLICY DOES NOT COST

US THE COOPERATION OF AN ESSENTIAL AND

RELIABLE SUPPORTER OF OUR ECONOMIC MEASURES

AGAINST THE SOVIET UNION. OUR MOST RECENT

ACTIONS TO RESTRICT SOVIET ACCESS TO HIGHER
TECHNOLOGY IN THE ENERGY AREA HAVE RESULTED

IN THE WITHHOLDING OF EXPORT LICENSES FOR THE
CURRENT YEAR,' S5 OPERATION OF AN EIGHT YEAR OLD JOINT
JAPANESE-SOVIET PETROLEUM EXPLORATION PROJECT

MESSAGE (CONTINUED) -

ON SAKRHALIN ISLAND. IF THE JAPANESE CANNOT
COMPLETE THIS YEAR' S EXPLORATION, THEY WILL

BE IN BREACH OF THE PROJECT CONTRACT AND COULD
LOSE THEIR INVESTMENT OF $170 MILLION AND
THEIR RIGHTS TO ONE-HALF OF ALL OIL AND GAS
EVENTUALLY PRODUCED.

3. THE JAPANESE ARE VERY CONCERNED ABOUT
OUR REFUSAL TO ISSUE THE EXPORT LICENSES
NEEDED TO AVOID DEFAULT ON THE PROJECT.
FOREIGN MINISTER SAKURAUCHI RAISED THIS
SUBJECT WITH ME IN MARCH AND PRIME MINISTER
SUZUKI ASKED VICE-PRESIDENT BUSH ON APRIL 25
FOR HIS ASSISTANCE IN OBTAINING EARLY
ISSUANCE OF THE LICENSES IN ORDER TO PERMIT
OPERATION DURING THE 19232 SUMMER DRILLING
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PAGE @2 OF 022 TOKYO 73880 DTG: #60158Z MAY 82 PSN: @15191
SEASON.
4, I NEED NOT RECALL FOR YOU THAT THE JAPANESE STRONGLY

SUPPORTED US ON IRAN AND AFGHANISTAN SANCTIONS EVEN THOUGH
THE FORMER COST THEM 13 PERCENT OF THEIR OIL SUPPLY AND
THE LATTER COST THEM TwWO PROJECTS TAKEN OVER BY THE FRENCH
AND GERMANS. THEY HAVE FOLLOWED QOUR LEAD ON THE FALKLANDS
ISSUE, ANNOUNCING THEIR SUPPORT FOR THE UK RIGHT AFTER WE
DID. YOU ARE ALSO AWARE THAT THEY ARE SYMPATHETIC TO OUR
CURRENT EFFORTS TO EXTEND SANCTIONS AND INCREASE ECONOMIC
PRESSURES ON THE SOVIET UNION. WE NEED THEIR COOPERATION -
IF OUR EFFORTS ARE TO SUCCEED. IF WE ARE UNABLE TO FIND

A WAY TO PERMIT THIS EIGHT-YEAR-OLD JOINT PROJECT TO

CONTINUE, WE WwILL MAKE IT DIFFICULT FOR THE PRIME MINISTER

TO JUSTIFY CONTINUED CLOSE COOPERATION WITH THE U. S. IN

RESPECT TO ECONOMIC MEASURES DIRECTED AGAINST THE SOVIET

UNION. IF WE FORCE THE JAPANESE INTO DEFAULT, IT WILL BE

ALL GAIN FOR THE SOVIETS AND ALL LOSS FOR JAPAN AND THE

WEST.

5. I PERSONALLY BELIEVE THAT ANY SPECIAL CONSIDERATION
WE CAN SHOW THE JAPANESE IN RESPECT TO THIS PROJECT WILL
BE AMPLY REPAID IN THE MONTHS AHEAD.

MANSFIELD

TOKYQ 73890 DTG: U601582 MAY 82 PSN: @15191

CONFIDENTIAL
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CONFNNTIAL May 6, 1982

INFORMATION

MEMORANDUM FOR WILLIAM P. CLARK

FROM : RICHARD CHILDRESS(A—

SUBJECT: Sakhalin Oil Project

The attached message from Ambassador Mansfield, reporting Suzuki's
appeal to the Vice President over Sakhalin and the consequences of
our denying the license renewal for this eight-year old project,
echoes my earlier memos. Time is running out--we must move to
divorce Sakhalin from our broader concerns over Soviet access. We
simply don't have the luxury now to lock it into a long drawn out
interagency process over sanctions in general, nor engineering some
complex quid pro quo arrangement.

Attachment

Tab I Cable - Tokyo 7380

cc: Don Gregg
Norm Bailey

DECLASS! - 3
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EXDIS

FOR SECRETARIES HAIG, WEINBERGER AND BALDRIDGE AND NSC
ADVISOR CLARK FROM AMBASSADOR MANSFIELD

BE1JING FOR THE VICE PRESIDENT

E.0. 12665: GDS 5/6/88 (MANSFIELD, MICHAEL) OR-M

TAGS: EEWT, JA

SUBJECT: SAKHALIN OIL DEVELOPMENT PROJECT

1. CONFFF&QTIAL - ENTIRE TEXT.

2. I BELIEVE YOUR PERSONAL ATTENTION IS
NEEDED TO ENSURE THAT INFLEXIBILITY IN
APPLYING OUR SANCTI{ONS POLICY DOES NOT COST
US THE COOPERATION OF AN ESSENTIAL AND
RELITABLE SUPPORTER OF OUR ECONOMIC MEASURES
AGAINST THE SOVIET UNION. OUR MOST RECENT
ACTIONS TO RESTRICT SOVIET ACCESS TO HIGHER

CONFIDENTIAL BY—AaL v,

PSN: 815191
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PAGE @82 OF @3 TOKYO 7388 DTG: 6661587 MAY 82

TECHNOLOGY IN THE ENERGY AREA HAVE RESULTED

IN THE WITHHOLDING OF EXPORT LICENSES FOR THE
CURRENT YEAR,’S OPERATION OF AN EIGHT YEAR OLD JOINT
JAPANESE-SOVIET PETROLEUM EXPLORATION PROJECT

ON SAKHALIN TSLAND. {F THE JAPANESE CANNOT

COMPLETE THIS YEAR’S EXPLORATION, THEY WILL

BE IN BREACH OF THE PROJECT CONTRACT AND COULD

LOSE THEIR INVESTMENT OF $176 MILLION AND

THEIR RIGHTS TO ONE-HALF OF ALL OIL AND GAS
EVENTUALLY PRODUCED.

3. THE JAPANESE ARE VERY CONCERNED ABOUT
OUR REFUSAL TO ISSUE THE EXPORT LICENSES
NEEDED TO AVOID DEFAULT ON THE PROJECT.
FOREIGN MINISTER SAKURAUCHI RAISED THIS
SUBJECT WITH ME IN MARCH AND PRIME MINISTER
SUZUK! ASKED VICE-PRESIDENT BUSH ON APRIL 25
FOR HIS ASSISTANCE IN OBTAINING EARLY
FSSUANCE OF THE LICENSES IN ORDER TO PERMIT
OPERATION DURING THE 1982 SUMMER DRILLING
SEASON.

4. I NEED NOT RECALL FOR YOU THAT THE JAPANESE STRONGLY
SUPPORTED US ON IRAN AND AFGHANISTAN SANCTIONS EVEN THOUGH
THE FORMER COST THEM 13 PERCENT OF THEIR OIL SUPPLY AND
THE LATTER COST THEM TWO PROJECTS TAKEN OVER BY THE FRENCH
AND GERMANS. THEY HAVE FOLLOWED OUR LEAD ON THE FALKLANDS
ISSUE, ANNOUNCING THEIR SUPPORT FOR THE UK RIGHT AFTER WE
DID. YOU ARE ALSO AWARE THAT THEY ARE SYMPATHETIC TO OUR
CURRENT EFFORTS TO EXTEND SANCTIONS AND INCREASE ECONOMIC
PRESSURES ON THE SOVIET UNION. WE NEED THEIR COOPERATION
IF OUR EFFORTS ARE TO SUCCEED. IF WE ARE UNABLE TO FIND

A WAY TO PERMIT THIS EIGHT-YEAR-OLD JOINT PROJECT TO
CONTINUE, WE WILL MAKE [T DIFFICULT FOR THE PRIME MINISTER
TO JUSTIFY CONTINUED CLOSE COOPERATION WITH THE U.S. IN
RESPECT 70 ECONOMIC MEASURES DIRECTED AGAINST THE SOVIET

BUNFNTIAL

PSN: 815191
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UNION. IF WE FORCE THE JAPANESE [INTO DEFAULT, IT WILL BE
ALL GAIN FOR THE SOVIETS AND ALL LOSS FOR JAPAN AND THE
WEST.

5. ! PERSONALLY BELIEVE THAT ANY SPECIAL CONSIDERATION
WE CAN SHOW THE JAPANESE IN RESPECT TO THIS PROJECT WILL
BE AMPLY REPAID IN THE MONTHS AHEAD.

MANSFIELD
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DISTRIBUTION: REPT s 281

WHTS ASSIGNED DISTRIBUTION:

SIT: MCF WHCLR JP VP SIT EORB

£08:

WHSR COMMENT:

MESSLGE ANNOTATIONS:

NO MESSLGE SNNOTATIONS

VAE S S LGE:

IMMEDILTE

TE FUEWC =fA4ES 2748 €

CoETi4a3LZ sy B2 LZFFB

EM CECSTATE witm=DC

TC LMENWELSSY TCr YO IWMEDIATE €318

INFO  VWHITE ~CUSE I'm/=DIATE "521

BT

S E cwi\s T STATE 124489

WCDIS

£.0. 120€5; IDS CE5.06.8E (HAIG, ALEXANDER M. )

“LGS. FEFR. FGOV

S _SLECT: VERSATLLES SUMYIT: FEESIDINTIAL LETTER

1. E\f ENTIRE TEXT.

2. PFCST ©=DULD DELIVER T FOLLCWING LETTER FSOM THE

FREICIDENT TO EAINME MINISTER SUZUKI AS SCON AS ©0OSSTELE

2. E=ZGIN TEXNT:

CEALR IR, FRIVE MINISTER:

/S THE VERSAILLES ECONCMIC SUMMIT DRAWS NEAR, I WANT TO

SHEARE WITH YOJ MY OwWN THINr ING /BOUT THIS IMPORTANT

VEETING TIS SULWMIT FARFSENTS US WITH THE CFFCRTUNITY

TO E'EFRGE #ITH & STREE'IGT ZNED AND MORE UNIFIED WEST.

1 L_ES, WE CONCENTRATE ON THFEE

X

T CRERATICN ON ECONOMIC POLICIES

7 RITY AND MARFET STABILITY:

c ~EN THE WORLD TPADING SYSTEM

1 G ESOTECTIONTISM; AND FRCGRESS

o POMIC RELATIONS WITH THE EAST

X ZOMNOMIC AND SECURITY

I ANT 1O ADVAINCE MUTUALLY

£ THE DEVELCPING WORLD, ~ND TO

o) TS ON ENERGY

£ WITH THE CONGEESS TO

£ FC: L OHESLTHY U S, ECCNCHMY.

3 N STPONGLY CCLAITTED TO

e TRENGTHEN THE GLCEAL LLchmx

1 NEL AT IO AND IMFROVE PRCSFECTS
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FPLCE B2z OF &2 SECSTALTE wASERDC 4489 DTG: 714222 MAY &2 P5SN: @17735
FCR INCFEASING EMFLCYMENT IN OUR COUNTRIES.

STRONG AND CFCOWING FRESSUFRES FOR FROTECTIONISEM ENDANGER
OUR MULTILATERAL TERADING SYSTEM. I SUGGEST THAT WE
ACREE UFON THE PRICRITY AREAS ON WHICH THE GATT
MINISTERIAL SHOULD FOCULUS TEHIS FALL. IN AN EFFORT TO
IVFROVE THE CAFPLZILITY OF THE TRADING SYSTEM TC RESOLVE
PECELEME OuLD AND NEV AND TC EXTEND ITS PRINCIPLES TO
NEW COULNTRIES, PARTICULARLY DEVELCRING COUNTRIES.

CN ELST~-WEST RELATIONS WE NEED TO BUILD ON QUR OTTAWA

DISCUSSI0ONS. THE FINANCIAL SITUATICN OF SCME EASTERN
ELFOFE/N COUNTRIE 1€ 2UTTING M2U0CR PRESSURE CN THE
INTERNATIONLL =INIKNCIAL SYSTEM I HCFE THAT AT
VERSLILLES wE C&N /CGREE 7O & COWMON CREDIT POLICY
TCWARD THE UZER O AND A WEINE TC NONITOP. CREDIT FLZwWS TO
THE T AST SuUCCESSE =TRE wILL ENAELE US EETTER TO 'aNLGE
TR LEFETTE DF ZVET. nEET ~VC\C"'C =ELAh L 0NE
LA_THQUGHE ECT.OMIC S RJECTE wIbLl LOHMINATE THE VERSZLZILLES
ATENDA I 4 S0 _CCr FCR.%-=D TQ ThE CrRRPOXRTUNITY FGCR
INFCRWAL DISCUESICNS OF ELE8T-VHEST RELATICNS AND CTHEIR
INFORTANT ISSUES I L8020 “LFE wE CiN DIEZCUES =CwW TO
RELACH CLT *CFE ZFfFFECTIVELY 70O THE YOUNGER GENERATIONS.
WE FAVE FS0PCEED AN INITIATIVE TO INCREASE EXCHANGES
AWONES CLUR S CUNGER FECRPLE, wHICH I THINK MERITS BROAD
WESTERN SUSFCORT 20D TC wWRICH I wWILL REFER IN MY JUNE 8
LC N SFEECH ON ZEHCOCRACY. -
WEESY GE (CONTINUED)
YCOU T-0OLLD ALSO « ICW TrmAT THIS ZUNDAY I WILL 4ANNCUNCE
CoR =5IF0O&8AL TO CFEN STLRT TALKS WITH THE SOVIET
< ICN St ZrFETwRY =2IG IS CCOMIPUNICATING vwITH YCOUR
TCRLIGIN MMINTIETOR OAITH - TAILE ON THIEZ MATTER.
I LCOw FCEA KD TO IS START CECE z wIlITH
YOU I JUNNE.
By CCWCENTRLTING ON THESE FING TO CHRANCE
THE C‘L'ALITY CF OUR CCHhEULTA NFIDENT CUR
NEETINGE wILlL SERVE TO STR: -CE AND L&Y THE
UNDLTION FCF RENEVED =RCE!

LOOn FORALFRD TO SEEING YCU NEXT MONTH /1!D DISC' SSING
S AND OTHER IESUES OF t4JTunl CONCERN.

SINCERELY,

. RONALDE REAGAN
END TEXT. =~ 1G

SECESTATE wWASHDC 44€89 DTG: 871422Z MAY £2 FSN: B17735
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SE§§ET

INFORMATION May 17, 1982
MEMORANDUM FOR WILLIAM P. CLARK

THROUGH: NORMAN A. BAILE’)ECW6

FROM: ROGER W. ROBINS

SUBJECT : Japanese Request for Exception to December 30,

1981 Sanctions for the Sakhalin Project (W

Although we have not yet received all of the agencies comments
on our May 10 memorandum concerning Sakhalin, we have achieved
an interagency concensus on the central issue -- that the
Japanese request for exceptional treatment under the December 30,
1981 sanctions be denied. However, the remaining political

and logistic considerations of how and in what framework

this decision should be formally made, and the manner in which
it is communicated to the Japanese, if at all, need to be
resolved.

There are four basic options available to resolve these out-

standing issues. These are (1) to let the decision be governed
by the December 30 sanctions without any formal response to the
Japanese ("No Action"); (2) to have Norm Bailey, as Chairman of

the Sanctions Monitoring Group (SMG), issue a preliminary deter-
mination denying the request "pending review" (SMG Preliminary
Determination); (3) to adopt the State Department's recommenda-
tion that a "high-level" interagency meeting or NSC meeting be
held on the broader issue of the December 30 sanctions with

no separate consideration of Sakhalin and with the outcome
determining our response to Japan ("High-Level Meeting on
December 30 Sanctions"); and (4) on the basis of interagency
consensus, issue an NSDD for Sakhalin this week and inform the
Japanese Government that we expect to reach a determination

on the December 30 sanction in the near future and wish to

send a small delegation (NSC and State) to Japan to explain

the considerations surrounding this decision ("NSDD for Sakhalin"). &Q

1) ©No Action
Pro
No response would tacitly communicate to the Japanese that

they will not receive preferential treatment under the
December 30 sanctions and would not place the Administration
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SECBET 2

in the politically awkward position of saying no with
the entire sanction package lifted shortly thereafter. (EQ

con

The President of SODECO, SODECO's Washington attorney,

and finally the Minister of Finance have all requested

an urgent decision on this matter. As this is a direct
request by an ally it should be dignified with a

decision as close to the specified time-table as possible. ﬁv

2) SMG~Preliminary Determination

Pro

General bureaucratic delay that permits us to inform the
Japanese that the initial reaction is negative but the
matter is under active review. (gQ

Con

At best this is a delaying tactic and would be unlikely to
pacify the Japanese. (

3) High-Level Meeting on December 30 Sanctions

Pro

At this writing State, JCS, and DOD wish to address Sakhalin
in the context of a broader decision on the December 30

sanctions. This avoids the possibility of unnecessarily
estranging the Japanese with a denial that may be over-
turned within weeks. (E{

Con

The enormously complex web of linkages and considerations
related to this broader decision reqguires elaborate prepara-
tion for an NSC meeting and the final recommendation of
the Buckley group. Sakhalin would tend to be lost in the
agenda with the risk of an oversimplified decision on the
entire issue as well as the Pacific-equivalent of the West
Siberian pipeline. We have been informed that this week
is the absolute extended deadline on a Sakhalin decision
as at least one of the two drill riggs contracted for the
1982 exploratory work must be released if not to be used
by SODECO. An NSC meeting on the December 30 sanctions is
not possible within the next few days and delaying the
decision would have the effect of the tacit decision out-
lined under "No Action." (

SECégT
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4) NSDD on Sakhalin

Pro

The fact that this request is made by the Government of
Japan as controlling shareholder of SODECO and involves

a rigid deadline for 1982 exploratory work indicates

a need for the Administration to officially communicate

a denial even though it may prove politically awkward if
the sanctions are overturned very soon thereafter. This
concern is partially mitigated by our recommendation that
the Japanese be informed of this possibility together with
a small delegation sent to Japan to explain our thinking
on this decision and on potential U.S. energy offsets to
Sakhalin, particularly Alaskan crude. (§)

Con

There may be some interagency protest concerning this
approach as, for example, State seems intent on avoiding
the situation outlined above. The issue may also be
raised of whether or not the Sakhalin project warrants

a separate NSDD when it ig technically covered by the
December 30 sanctions. (S&

The decision boxes we should discuss this afternoon at our
2:00 meeting appear below:

1) No Action
2) SMG-Preliminary Determination
3) High-Level Meeting on December 30 Sanctions

4) NSDD on Sakhalin

SECRET
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May 19, 1982

MEMORANDUM FOR L. PAUL BREMER, III
Executive Secretary
Department of State

SUBJECT: Instructions to Ambassador Mansfield to
Deny the Japanese Request for an Exception
to the December 29, 19281 Sanctions for the
Sakhalin Project

Please find attached for transmission by the Department

of State a draft cable to Mike Mansfield (Tab A) briefing
him on the information on Sakhalin we have gathered in

the limited time available before a decision on the
Japanese reguest had to be made. We are presently not in

a position to offer preferential treatment to the Japanese
or soften our broader position on the December 29 sanctions.
Fortunately, all the evidence suggests that the results of
this denial on the project are not determinant and should
therefore not have an inordinately negative impact on your

bilateral relations.

Michael 0. Wheeler
Staff Secretary

Attachment
Tab A - Cable to Mansfield
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VIA CABLE

TO: AMBASSADOR MANSFIELD
AMEMBASSY TOKYO

SUBJECT: Japanese Reque§t for an Exception to the December

29, 1981 Sanctions on 0il and Gas Equipment Exports

to the Soviet Union '

As you are aware, the Japanese consortium (SODECO)

urgently requested in a correspondence to Don Gregg on
3/30/82 that we approve critical U.S. export licenses for
equipment and spare parts valued at approximately $2 million
by latest mid-May in order to facilitate 1982 exploratory
work for Sakhalin. In the correspondence of 3/30 signed by
SODECO's President S. Koybayashi, SODECO claims that failure
to obtain the licenses would mean the inability to commence
1982 exploratory efforts on the "Odoptu" geological structure
and result in Soviet abrogation of the 1975 General Agreement
governing the project. Denial would also reportedly result in
the loss of up to $500 million in venture capital investment
by the consortium and permit the Soviets to proceed alone with
.the development of ‘the proven reserves of the primary structure
(Chaivo) for which exploratory work was completed in October
1981. Moreover, SODECO claims that the Soviets will be able
to sell the Chaivo gas and oil to third countries at "full market
prices" and that failure to grant an exception to our December 29
sanctions for Sakhalin would represent an entirely positive
development for the Soviets and an entirely negative development

for Japan.
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SEé%ET 2

These SODECO claims were examined as closely as the
time constraint for a decision permitted through the use
of high level Japanese sources involved in the consortium and
the CIA. The information obtained disputes several of the
representations made by SODECO.

1. Although the mid-May deadline for the release of U.S.
licenses is valid if 1982 exploratory work on Odoptu is to
proceed, Odoptu is a redundant structure the development of which
has been resisted by the Japanese as it is not required to meet
the delivery schedule of LNG and crude oil envisioned in the 1975
General Agreement;

2. The CIA's analysis of the 1975 General Agreement
conludes that no deadlines exist regarding the beginning or
completion of any exploratory work. (This, however, is not
intended to rule out the possibility of a subsequent under-
standing on this matter.)

3. Sources concur that deferring or even cancelling
Odoptu exploration will probably not result in the abrogation
of the 1975 General Agreement even if it is confirmed that the
Soviets have such a technical right under the terms of the
agreement or a side protocol.

4. It is regarded as unlikely that the Soviets would
seek to undertake the development and production phase of the
Chaivo structure alone beginning in 1983 by forcing abrogation

becauée of the extreme difficulty of mobilizing the $2-3 billion

SE§§ET



in financing required to cover development costs and the
equipment and technology to proceed with development without
inordinate delays.

5. Japan is presently facing an oversupply of LNG and
does not require the scheduled annual deliveries of 3 million
tons of LNG from Sakhalin. This point is important because
reportedly no other Far Eastern markets exist for Sakhalin gas
other than Japan and the Japanese would not necessarily buy
Soviet gas if the Agreement were abrogated. The Soviets have
no ready use for Sakhalin gas domestically (only the more
modest amount of crude o0il produced) and would stand to lose
substantial amounts of hard currency were the Japanese to refuse
to buy.

6. Sources indicate that the Soviets, with the possible
cooperation of SODECO, are very likely "testing" the December 29
sanctions with the hope of stampeding the U.S. into granting an
exemption for this project well in advance of the more genuine
requirement to bbtain the licenses in the fall to permit a
December 1982 signing of the development and production phase of
thelChaivo structure.

7. The Soviets have had a full work crew on at one ofv
the two rigs at the Odoptu site for the past six months and
due to the short drilling season (June-October), this skilled
labor force would be idle for at least one year if U.S. licenses
are not granted now. This has caused the Soviets to apply

considerable pressure on SODECO.

SE§§ET
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8. As you correctly note in your cable of May 6, the
Japanese capital invested in the project to date is $170 million
not $500 million as mentioned in the SODECO correspondence.

The remaining sum represents foregone profits over ﬁhe life
of the project in the event of abrogation resulting from
Soviet discounts offered on oil and gas.

9. SODECO's claim that they were exempted.from export
controls in 1980 and 1981 is inaccurate. No embargo existed for
0il and gas related equipment in l980nor.l98l. The licenses
for Sakhalin during that period were processed according to

standard procedures. Therefore, no precedent exists. FOIA(b) (] )

We are forwarding an —document to you which

also relevant to the present circumstance. —

of the information obtained, there is interagency concurrence
that the Sakhalin issue must be addressed within the context of
our overall objéctives vis a vis the Soviet Union. In the next
few weeks, events in Europe and Japan will affect our oil and
gas controls and the possibility of achieVing restrictions on
official credi£ flows to the USSR. Whether we can effectively
link issues such as credits, energy security, the integrity of
the sanctions (including 0il and gas controls), remains an

open guestion at fhis time. In addition, granting an exception
would reportedly leave the Administration vulnerable to lawsuits

from American companies alleging "preferential treatment" for

\Y
SE@ET



FOIAD) ( 1)

U.S. oil and gas exports to the Pacific eguivalent of the

West Siberian pipeline. The reintroduction of curfews and
other restrictions by the Polish military must also be
considered. In the next few days, the results of the Buckley
mission to Europe will be factored into our posture on East-
West trade pélicy for the Versailles and Bonn summits. Granting
an exception to the December 29 sanctions for Japan at this

time would regrettably compromise and undercut our deciéions

‘on a number of these closely-tied issues.

You are, therefore, instructed to communicate as soon as
possible with appropriate officials of the GOJ and explain why
an exception to the December 29 sanctions for Sakhalin cannot
be made at this time. You can cite the broader concerns of
the Administration mentioned and indicate that the Administration
expects to decide on whether to maintain, expand or rescind
tﬁe December 29 sanctions on oil and gas eguipment to the USSR

about mid-June 1982. However, it is not appropriate to cite any

of the—data refuting elements of SODECO's claims

Attachment
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(SANEFERN)" Report provides information on SODECO contract violation by |
< JReT ' The UR side of SODECO acgquired five vessels instead of two as was agreed by

-ﬁnﬁ\ JA and UR. sides of SODECO for the 1981-1982 operation on the Sakhalin Contln-
~‘ental Shelf.

JETAILS: (W~

: i; ; :
. . . !.
. S o I
1. (S/NOFCRNY In Addendum No. S5 to the basic contwact on "Coonerat:.on in Carrying
Cut Petroleum and/or Natural Gas Exploration, Development, and Production on the

Sakhalin Continental Shelf and Supplying the Resultant Products to JA,'" Goth parties
(UR/JA) to the basic contract considered seven items of the Memorandum dated 24 Jan 8%t

8oth parties signed the memorandum and agreed to the following points
a. ;

To assure the operation of the Jack-up Rig "OKHA" on the Sakhalin Continental
Shelf during the 1981-1982 season, the UR will be provided with two supply boats,
which UR will assume responsibility for the acgquisition thereof.

- the two supply boats is to meet the operational requirements (including
the "OKHA." . .

The purpose of
tugging) of
. ‘ I | ' | ' -

b'.. In order to carry out the aforementioned responsibility, the UR will
purchase two supply boats at its own expense, instead of renting them through
SODECO<l. The SODECO will furmisn 4.08 million US dollars in credit to paptially
compensate the UR for the cost of purchasing the supply boats

. The éfore}aéntioned
funds from SODECO-1 will be remitted directly to the UR within ten days after the
UR completes procsdures prescribed by SODECO-1 (Credit Contract)

: CLASSIFIED BY PARA E-1 DECLASSIFICATION
DEOLAssmmﬁlml INSCOM PAM 380-6 (80) ‘
NiR F1S39 F 313
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Page 2 of 6 pages
2 722 0088 82

¢. The supply boats are to be owned by the UR. Insurance on the supply
boats will be at the discretion of the UR and will be based on uSual UR vessel
insurance practices. _ ‘ R :

d. All items not covered in this Addendum will conform to tﬁe varioﬁs art-
icles in the basic SODECO contract dated 28 Jan 75.

e. Both sides agreed that an Addendum %o the—Credlt Contract (SODECO -1)
dated 21 Oct 75 will be drawn up by SODECO and the UR Foreigh Trade Bank within
ten days of the signing of this Addendum No. 5.

€. This addendum becomes an integral part of the Basic Contract and becomes
effective from the day of its signing. The aforementioned Addendum is a true and
correct text eXxtracted from the original which was written in Russian and Japanese
in Tokyo and. signed on 27 Jun: 81 by the following individuals:

Representing SODECO: - : O Eb = -
O , - ' L "

Representing the. UR Ministry of Trade: _;

2;..&€7N5f5§§) The Application for Approval of Contract (see page 4) was submitted
and. item 4 describes the amount of 81,000,000 Norwegian Xrone as the total cost of

the contract (approximately US' $§15,667,311 at 5.17 - US $1.00 as’ of Mar 80). Item

number 6. reflects the amount applied for financing was US $4,080,000 in accordance

of the Addendum of 14 Jul 81 to Loan Agreement SODECQO-1.

3. TUS/NOFORN) The initial talks and agreements called for the acquisition of two
(2) supply/tug boats; however, unknown to the JA side of SODECO at the time and
later surfaced, was the fact, the V/O SUDIOIMPORT had placed an order for five

(5) vessels with ULSTEIN HATLQ A/S of NORWAY, instead of two (2) which had been
agreed. Also, since the vessels were to be equipped with the latest communication
equipment, automatic directional finders and depth sonars it came under suspicion
of the JA management side of SODECO. Also the staggering amount of US §15,667,311
~drew attention of major stock-holders.

4. <¢37NCFORN) The JA management side. of SODECO demanded an invoice for cthe

" above mentioned equipment, but the. UR side refused to submit an invoice for record.
The JA side then contacted the UR Embassy but the Embassy said that it does not

get involved in such.affairs. As a last report, the JA side tasked an unidentified
person in NORWAY to look into the matter, and there it became known that the UR

had taken advantage of the situation to acquire three (3) additional vessels, which
were reportedly delivered to the UR directly and not intended for SODECO use. Also
surfaced at that time was that the V/O Sudoimport had used che initial US $4,080,000
as a down payment for five vessels, and is presently making payments by instzllments

SLORE
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S. QFORN) This Soviect doing has upset the JA side of SODECTD, and therec is
a fear that MITI will learm of the violation and the misuse of SODECO contract.
There is also the fear that Prime Minister Suzuki would take a dim view of the
matter and consent to US President Reagan's request for technology sanctions
~against the UR. If this matter leaks out51de of SODECO, future trade activities
_between JA and UR could.be jeopardized.’ . . i

. 6. J§VN€FORNT—-The management of SODECO had decided to close its activity for

. the year and mentioned in its amnual report, which is submitted to MITI (Japanese
Ministry of International Trade and Industries), that-only two vessels were

reR—shough thers is ng invoice to verify the

purchase. At this point, the JA side of SODECO is excluding the true facts from
its ammual report. The JA side of SODECO is anticipating that the UR side would

make complete payments on the vessels as soon as p0551ble and without any problems
that may threaten the  SODECO Project.
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May 18, 1982

ACTION

MEMORANDUM FOR WILLIAM P. CLARK

THROUGH: NORMAN A. BAILE /&
FROM: ROGER W. ROBINSON&&U
SUBJECT : Cable to Ambassador Mansfield

Attached for your approval is a draft cable (Tab A)

which I recommend the Department of State transmit to
Ambassador Mansfield briefing him on the information on
Sakhalin that we have gathered and instructing him to
convey to the appropriate Japanese officials that their
request for an exception to the December 29 sanctions for
the Sakhalin project has been denied.

RECOMMENDATION:
That you\gpprove the attached draft cable (Tab A) and
authorize sme to sign the memorandum to Bremer at T-* I
forwarding the draft nsmission.
Approve Disapprove -
Don Gregg concurs. W é)
Attachments )
Tab I Memo to Bremer
Tab A Draft Cable to Mansfield
SECRET DECLASSIFIED

Revie ay 18, 1988
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MEMORANDUM FOR L. PAUL BREMER, III
Executive Secretary
Department of State

SUBJECT: Instructions to Ambassador Mansfield to
Deny the Japanese Request for an Exception
to the December 29, 1981 Sanctions for the
Sakhalin Project

Please find attached for transmission by the Department
of State a draft cable to Mike Mansfield (Tab A) briefing
him on the information on Sakhalin we have gathered in
the limited time available before a decision on the
Japanese request had to be made. I—am——confident—that

W€ are presently not in a position se—send—a—signal—+te
the—Sovtets—or-the—allies-—that we are prepared to offer

preferential treatment to the Japanese or soften our broader
position on the December 2% sanctions. Fortunately, all

the evidence suggests that the results of this denial

on the project are not determinant and should therefore not
have an inordinately negative impact on ?our bilateral
relations.

Michael 0. Wheeler
Staff Secretary

Attachment
Tab A Cable to Mansfield
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SECRET
WHITE HOUSE SITUATION ROOM

PAGE 81 TOKYO 8384 DTG: 1987272 MAY 82 PSN: 834769
S17055 DATE 85/24/82 TOR: 133/11182 OF JAPANESE CENTRIFUGES FOR URANIUM ENRICHMENT VERSUS
---------------------------------------------------------------- U.S. CENTRIFUGES IS CAUSING MANY JAPANESE NUCLEAR
DISTRIBUTION: REPT /861 LEADERS TO QUESTION THE WIDSOM OF THEIR PRESENT POLICY
------------------------------------------------------------------------ OF RELYING HEAVILY ON THE FRENCH IN THE REPROCESS!ING
AREA AND PURSUING AN INDEPENDENT APPROACH (N THE BREEDER
WHTS ASSIGNED DISTRIBUTION: AND ENRICHMENT AREAS. A U.S. FIRM IS CURRENTLY BE ING
CONSIDERED FOR A MAJOR ROLE IN THE DESIGN AND CON-
SIT: CKLS EOB STRUCTION OF THE SECOND JAPANESE REPROCESSING PLANT,
£ 0B: AND THERE IS INCREASING INTEREST IN B COOPERATIVE
WHSR COMMENT: CHECKLIST EFFORT WITH THE U.S. TO DEVELOP JOINTLY A DEMONSTRATION
BREEDER REACTOR. THERE IS EVEN TALK OF COOPERATION IN
MESSAGE ANNOTATIONS: THE ENRICHMENT AREA ALTHOUGH THIS §S COMPLICATED BY
THE CLASSIFICATION PROBLEMS AND MAY HAVE MORE IMMEDIATE
NO MESSAGE ANNOTATIONS IMPLICATIONS FOR JAPANESE SUPPORT OF OUR EFFORTS WITH
AUSTRALTA ON URANTUM ENRICHMENT
MESSAGE:
4. IN MY VIEW EXPANDED COOPERATION iN ANY OR ALL OF
IMMED | ATE THESE AREAS WOULD BE EXTREMELY BENEFICIAL TO THE U.S.
DE RUEHKO #8384 1336727 NUCLEAR PROGRAM AT THIS CRITICAL POINT IN TS
0 1307272 MAY 82 DEVELOPHENT. IT WOULD ALSO GIVE US THE ABILITY TO
FM AMEMBASSY TOKYO INFLUENCE THE DEVELOPMENT DF JAPAN S NUCLEAR PROGRAN
AND COULD PROVIOE ANOTHER |MPORTANT LIMK BETWEEN OUR
TO SECSTATE WASHDC IMMEDIATE 1830 THO COUNTRIES
s 5\54& E T TOKYO 38384 S. IF THE JAPANESE ARE TO CONSIDER THE U.S. AS A
EXDIS POSSIBLE PARTNER IN THEIR FUTURE DEVELOPHENT OF NUCLEAR
FOR SECRETARY HAIG FROM AMBASSADOR MANSF IELD ENERGY, HOWEVER, WE MUST ACT QUICKLY TO PUT OUR OWN
NSC FOR JUOGE CLARK POLICY IN ORDER AND RESOLVE THE BILATERAL NUCLEAR FUEL
0STP FOR DR. KEYWORTH
DOE FOR SECRETARY EDWARDS MESSAGE (CONTINUED)
STATE FOR UNDERSECRETARY KENNEDY
E.0. 12065: GDS, 5/13/88, (MANSFIELD, MICHAEL J.), OR-M REPROCESSING ISSUE. | HOPE THAT YOU WILL GIVE YOUR
TAGS: TNUC, SCSA, JA PERSONAL SUPPORT TO THE EARLY RESOLUTION OF THE
SUBJECT: NUCLEAR COOPERATION WITH JAPAN PLUTONIUM USE POLICY QUESTION FOLLOWED BY EXPED|TIOUS
ACTION ON NEGOTIATING AN ACCEPTABLE AGREEMENT WITH
1. h\; ENTIRE TEXT) JAPAN
MANSF [ELD

2. AL, | AM DEEPLY COMCERNED BY THE LOMG DELAY IN MOVING
TOWARD A LONG TERM AGREEMENT WITH RESPECT TO U.S.
APPROVAL OF NUCLEAR FUEL REPROCESSING IN JAPAN (INCLUDING
THE TOKAI MURA PLANT). A NUMBER OF USG OFFICIALS
INCLUDING MYSELF HAVE ASSURED THE JAPANESE THAT WE

INTEND TO MOVE EXPEDITIOUSLY TO RESOLVE THIS [SSUE. THE
SUBJECT WAS ALSO RAISED AT THE MEETING LAST MAY BETWEEN
THE PRESIDENT AND THE PRIME MINISTER. THE TONE AND
CONTENT OF THESE DISCUSSIONS LED THE JAPANESE, AND |
THINK RIGHTFULLY SO, TO EXPECT EARLY ACTION. TO DATE,
HOWEVER, THERE HAS BEEN NO PERCEPTIBLE PROGRESS FROM TOKYO 8384 DTG: 1987271 MAY 82 PSN: @34769
THE JAPANESE VANTAGE POINT, EXCEPT PERHAPS THE NEGATIVE
STEPS REPRESENTED BY THE INTRODUCTION OF SEVERAL BILLS

IN THE CONGRESS WHICH, IF ENACTED, WOULD MAKE EVEN MORE

MESSAGE (CONT INUED)

DIFFICULT THE RESOLUTION OF THIS [SSUE. WHILE THESE
BILLS APPEAR UNLIKELY TO PASS, THEY NEVERTHELESS RAISE
CONCERNS FOR THE JAPANESE, ESPECIALLY WHEN CDUPLED WITH
THEIR PERCEIVED LACK OF  ACTION ON THE PART OF THE
ADMINISTRATION, 1 RECOGNIZE THAT THE PLUTONIUM USE
PAPER, WHICH IS A NECESSARY PRECURSOR TO RESOLVING THE
JAPANESE REPROCESSING ISSUE, IS ABOUT READY TO GO TO THE
PRESIDENT, HOWEVER, THE LONG DELAY IN GETTING TO THIS
POINT IS BEGINNING TO REFLECT ON OUR CREDIBILITY.

DECLATIL

3. THIS DELAY IS ESPECIALLY TROUBLING SINCE, IN MY

VIEW, WE ARE AT A CRITICAL TURNING POINT IN OUR NUCLEAR NLS _‘ﬁo —052/ &3/@

COOPERATION WITH JAPAN. THE OPERATIONAL PROBLEMS AT

THE TOKA! REPROCESSING PLANT, THE GROWING AWARENESS OF BRY M :
THE INCREASINGLY HIGH COSTS OF DEVELOPING THE BREEDER emema I 0 7 J:l‘é’
REACTOR AND CONCERN ABOUT THE ECONOMIC PERFORMANCE -

SEDRET



