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At its first series of meetings, Working Group 3 invited
participants to submit background papers on the subject of
responsibilities of supplier states and consumer states in
accommodating supply arrangements to changing circumstances
and to identify and evaluate alternative mechanisms for
improving supply guarantees consistent with non-proliferation .
(topic 10 in INFCE/WG3/24 Rev l). The papers subsequently
received were distributed by the Working Group as working
documents. For the convenience of participants in INFCE and
those seeking background information to the INFCE Final Report,
the papers are consolidated in the attached documents.
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This paper does not attempt to be comprehensive,

but is presented for discussion and as a basis of study. It

principally addresses the question of the supply of nuclear

fuel.

A. EXISTING SUPPLY ARRANGEMENTS

2. Existing nuclear supply arrangements normally consist

of commercial contracts between private suppliers and electric

power authorities. These commercial arrangements are generally

subject to bilateral agreements which give effect to the non-

proliferation and safeguards requirements of the governments

of the countries concerned. As a result, the supply situation

currently prevailing in the nuclear trade has two distinct

layers: commercial contracts and inter-governmental arrangements.

3. These supply'arrangements seek to balance consumer

interest in security and continuity of supply and supplier

interest in orderly development and marketing at fair and

reasonable prices. The achievement of the interests of both

consumers and suppliers is dependent upon governments being

satisfied in regard to non-proliferation obligations. One

major difficulty, however, is that both commercial and

governmental parties, when concluding long-term arrangements,

are often not able to foresee all the changes in circumstances

that might affect those arrangements.

B. SUPPLY IN CHANGING CIRCUMSTANCES

4. With increased international concern about proliferation,

and a tendency for technological developments in the nuclear

power industry to lead to use of nuclear materials of greater

proliferation-sensitivity, non-proliferation arrangements need

to be kept under review. The question is whether it is feasible

or desirable to develop mechanisms which would facilitate the
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circumstances, while protecting supplier and consumer interests.

A number of possibilities can be identified, but they need to be

subjected to rigorous analysis. These include:

(a) Provision for periodic amendment of non-

proliferation conditions in inter-governmental

agreements following a review by the parties

involved;

(b) Provision in inter-governmental agreements for

the adoption of non-proliferation conditions

which have been updated by multilateral reviews;

(c) The inclusion in inter-governmental agreements

of contingency provisions under which additional

non-proliferation requirements would be triggered

by particular developments;

(d) The inclusion in inter-governmental agreements

of a statement of intent on the basis of which

periodic re-negotiation of non-proliferation

conditions would take place;

(e) The inclusion in inter-governmental agreements of

requisite minimum levels of assurance against

diversion which are to be provided by safeguards;

these levels to be the basis of continuing

technical assessment by the IAEA of the procedures

necessary and available to provide such levels of

assurance.

C. MECHANISMS FOR IMPROVING SUPPLY ASSURANCES

AND NON-PROLIFERATION CONDITIONS

5. Existing commercial arrangements already provide
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customer states with remedies to ameliorate the effects of

"breakdowns in contracted deliveries. Before additional

mechanisms are examined in detail, the need for them should

be clearly demonstrated. Suggestions v/hich have been made

for additional mechanisms include:

(a) consultative arrangements between suppliers

and consumers on supply and demand;

(b) nationally or multilaterally managed stockpiles;

(c) back-up arrangements between commercial suppliers

or states; and

(d) an international supply authority.

6. Any mechanism for improving supply assurances (either

existing or new) should specifically exclude the case of a

breakdown in supply arrangements resulting from a customer

state deliberately failing to honour non-proliferation

conditions. Moreover1, it would not be consistent with non-

proliferation objectives were such mechanisms to assist consumer

states in avoiding their responsibility to cooperate in

procedures for upgrading the non-proliferation conditions

of supply arrangements as required by changing circumstances.

7. The nuclear export policies already announced by

a number of supplier countries suggest that any future

international fuel supply assurance regime that might emerge

following INFCE would need to depend, for its viability, upon

a multilaterally-agreed set of non-proliferation measures among

supplier and consumer states, ^uch measures are like to

incorporate the provisions which nuclear supplier states

currently require unilaterally and generally implement

through bilateral agreements with their customer countries.



8. The development of a set of principles covering

supplier/consumer obligations in respect of non-proliferation

undertakings could be a desirable objective of the current

study and a basis for the consideration of possible machinery

to strengthen nuclear fuel supply assurances. Acceptance of

such a set of principles would serve as a pre-condition for

participation in any mechanism for improving supply assurances,

9. Examination of the non-proliferation and safeguards

conditions which are required by nuclear supplier countries

at present suggests that a multilaterally-agreed set of

principles between supplier and consumer states might include

the following:

(i) Non-nuclear weapon states to forswear the

development or manufacture of nuclear weapons

or other nuclear explosive devices;

(ii) IAEA safeguards to be applied to all nuclear

material in peaceful nuclear activities to

verify non-diversion;

(iii) Implementation of IAEA safeguards to conform with

such performance criteria as are internationally

accepted, reviewed and updated from time to time;

(iv) Nuclear material supplied for peaceful purposes

to be used only for such purposes and no nuclear

material to be removed from verification

procedures on account of its use for military

non-explosive activities;

(v) Adequate physical protection measures to be

implemented which satisfy internationally

recommended standards as reviewed and updated

from time to time;



5.

(vi) High enrichment, reprocessing and storage of

strategic special nuclear material to take

place only under agreed arrangements;

(vii) Where nuclear material has been supplied on

the basis of the undertakings and controls

set out in principles (i) to (vi) above, these

requirements to remain in force as long as

such nuclear material is in a form relevant

to the application of safeguards;

(viii) In the case of a breach of the above principles

or in a case where the IAEA had declared itself

unable to implement its safeguards responsibilities,

no supplier to be bound by any contractual

arrangements to provide supplies. In these

circumstances, the supplier state should have

the right to require the return of material

already supplied.

10. The translation of such a set of principles into

binding arrangements between supplier and consumer countries

could be accomplished by means of bilateral agreements

between their governments. Alternatively, countries which

subscribe to the set of principles could give effect to them

by means of a multilateral instrument. This could also

entail the establishment of multilateral machinery which

would review and update commitments as necessary, taking

account of new developments. Such machinery could also be

developed to incorporate arbitral arrangements. However,

any future international fuel supply assurance regime should

leave open the possibility of bilateral agreements to cover

situations where the parties might consider it necessary or

desirable to incorporate special or additional provisions.
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11. International arrangements giving effect to such

a set of non-proliferation principles would provide the

framework for facilitating trade in nuclear material and

provision of enrichment and other services among countries

subscribing to the principles. Within this framework, trade

could proceed on the basis of assured, stable and secure

access to supplies and to markets in order to permit the

orderly long-term development of the nuclear industry in

both supplier and consumer countries.

12. Further principles concerning supplier/consumer

obligations in relation to fuel supply assurances may

eventuate as a result of multilateral fuel cycle arrangements

now under study. For example:

(a) It has been suggested that multinational

control of centres for sensitive stages of

the fuel cycle may have merit from a non-

proliferation viewpoint, and further that

the direct involvement of consumer countries

in multinational control of such centres offers

the possibility of contributing, either

individually or as part of a wider international

regime, to the provision of adequate supply

assurances. As a consequence, consideration

might be given to the possibility (in the case

of countries not currently possessing sensitive

facilities) of assuring fuel supply only to

countries prepared to enrich and reprocess

multinational facilities or existing facilities

in countries which have fully subscribed to

internationally agreed non-proliferation

undertakings.



(b) It has been suggested that spent fuel be

returned, for reprocessing either to an existing

reprocessing plant in countries which have fully

subscribed to internationally agreed non-

proliferation undertakings or to a multinational

centre as a means of contributing to non-

proliferation objectives.

(c) It has been proposed that stocks of strategic

special nuclear material, which are surplus to

immediate needs for the efficient management of

countries' nuclear power programs, could be

stored under international control. Such a

scheme could be based upon Article XII A(5)

of the IAEA Statute, which has not so far been

implemented.

13. It has also been proposed that there might be

possible incentives in terms of assured supply for consumer

countries not currently possessing enrichment or reprocessing

facilities which are prepared to forego both development of

these facilities and stockpiling of strategic special nuclear

material. Incentives might include, for example, priority

in obtaining nuclear fuel for such countries over those

which had not made a commitment to forego sensitive facilities.
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Statement "by Australia on Topic 10 Paper

The Australian Topic 10 paper is "based on the reality that the supply-

situation currently prevailing in the nuclear trade has two layers (com-

mercial contracts and intergovernmental agreements) and that assured nuclear

supply is intrinsically dependent on the acceptance and observance of

strict non-proliferation conditions. The achievement of the interests

of supplier and consumer countries in regard to supply will "be contingent

on governments being satisfied in regard to non-proliferation obligations.

In short, eligibility for assured supply vri.ll be governed by acceptance

of non-proliferation conditions. At the same time, assured supply can be

a substantial pillar in efforts to secure the international non-proliferation

regime.

The paper advances two basic propositions:

(l) There need to be mechanisms incorporated in bilateral inter-

governmental agreements which provide for revision and updating

of non-proliferation obligations to take account of changed

circumstances. The paper suggests a number of means by which

this might be achieved. We believe this is an important question

to be addressed "because of the difficulties that have recently

arisen in regard to the renegotiation of safeguards conditions.

We look to the development of mechanisms which can be in-

corporated in agreements and which will allow the timely

negotiation of necessary adjustments without any inter-

ruption to supply.

(2) The second major proposition of our Topic 10 paper is that any

future international supply assurance regime which might emerge

(and it is likely to embrace more than one approach) would depend

for its viability upon acceptance of strict non-proliferation

conditions. Such conditions would need to dovetail with the

conditions which supplier states are now implementing through

bilateral agreements. They could either continue to be imple-

mented bilaterally or through some multilateral instrument, which could

entail the establishment of multilateral machinery to review

and update commitments as necessary.
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Australia "believes that progress in these two areas represents a

realistic and attainable goal of the current study. It would help

provide the international framework for efforts "both to secure stable

trade in nuclear materials and to place the non-proliferation regime on

a firmer footing.

The paper also suggests for consideration a number of proposals

which have "been made and which are related to assurance questions:

(a) if the concept of multinational centres for sensitive stages

of the fuel cycle were found to have merit, the possibility

of assured supply only to countries prepared to enrich or

reprocess in such centres or in exisiting facilities in countries

in good standing on non-proliferation;

(b) supply assurances for countries returning spent fuel for

reprocessing to existing plants in countries in good standing

on non-proliferation or to MNG's.

(c) international control of stocks of strategic special nuclear

material surplus to immediate needs.
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Papp.r by US Delegation on Topic Ten (INFCE/WG. 3/24/Rev. 1)
Responsibilities of Supplier States and Consumer States in

Accommodating Supply Arrangements to Changing
Circumstances, and Identification and Evaluation of

Alternative Mechanisms for Improving Supply Guarantees
in the Interest of National Needs
Consistent with Nonproliferation



The continued use and development of the peaceful uses of nuclear

energy depends to a significant degree on a stable and reliable system

of international cooperation and commerce in nuclear fuels, equipment

and technology. International nuclear trade, however, is unlilceUy to

flourish if widespread concerns should arise that it poses heightened

dangers of the spread of nuclear explosive devices and thus an added

threat to international peace and security. Supplier and consumer

States have long acknowledged both the potential benefits of the peace-

ful uses of nuclear energy and its related risk of nuclear proliferation.

In recognition of that fact, they have undertaken a series of measures

to limit the risks accompanying the development of nuclear energy for

peaceful purposes. These include the establishment of the International

Atomic Energy Agency for the controlled dissemination of the peaceful

benefits of the atom; development of an international safeguards system

under the auspices of the IAEA; negotiation and entry into force of the

Nonproliferation Treaty; the development of nuclear export guidelines

by the principal supplier states; and most recently the establishment of

the International Nuclear Fuel Cycle Evaluation (INFCE) to investigate

ways to make nuclear energy widely available while minimizing the risks

of nuclear proliferation.

Each of these measures has helped to foster the growth of nuclear

power worldwide and has contributed importantly to meeting the energy

needs of a growing number of states. At the same time they have helped to
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strengthen the separation between the peaceful and military uses of

nuclear energy.

Nevertheless, the nuclear world is a dynamic one, and change is

a constant element. There is today, for example, a growing and

diversified market in nuclear materials and reactors and their related

services and technology. The inevitability of change - whether technical,

economic or political in nature - means that both supplier and consumer

States will wish to keep under review the commercial and nonproliferation

terms and conditions under which nuclear fuels, technology and facilities

are deployed and international nuclear commerce takes place.

New technical, economic or political developments can adversely affect

many consumer States which lack indigenous technical skills and resources

necessary to sustain present programs and planned expansions and, therefore,

are heavily dependent on external sources of nuclear supply for their

present economic well-being and their future economic growth. These states

need, and they have a right to expect, a reliable flow of needed nuclear

materials, equipment and technology under reasonably predictable terms and

prices as long as they meet their nonproliferation obligations. This

entails effective assurances against abrupt termination of supply or

radical and unilateral alteration of the framework within which nuclear

cooperation takes place. It also requires that particular attention be

given to meeting the special nuclear power needs of developing countries

whose programs are especially dependent on reliable nuclear supplies

from countries with advanced nuclear programs.
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On the other hand, as the demand for nuclear power grows and as

more complex and sensitive fuel cycle facilities appear, the need to

maintain and even increase the separation between the peaceful and

military uses of nuclear energy grows commensurately.

Particular events in peaceful nuclear programs, and overall technical

trends in the planned development of such programs can heighten

governments' perceptions of the degree of proliferation risk in certain

forms of international nuclear commerce. This, in turn, can lead

governments to conclude that their own national security interests and

their responsibility to the broader international community require

modifications in the terms under which they provide the nuclear materials

and technology which are intended for peaceful purposes but which are

inherently capable of supporting the development of iaclear explosives.

These events and trends may also create a sense of alarm among public

and parliamentary opinion in some states, which may also place constraints

upon governments' freedom of action or may even oblige them to adjust

the basis on which they engage in international cooperation in this field.

Moreover, it is obvious that governments change periodically, and

that successor regimes may espouse policies sharply at variance from those

of their predecessors. Latent tensions in some areas of the worl^1 may

erupt into overt confrontation, and amicable relationships among states

in still other regions may give way to political rivalry. However,
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nuclear materials and equipment supplied under one set of political

circumstances cannot easily be withdrawn after those circumstances

have been profoundly altered. Recognition of the extent of political

instability in the world suggests the need for caution and prudence

in supplier policies.

The challenge then, is how to ensure a stable regime of inter-

national nuclear cooperation within an environment of considerable

technical, economic and political flux.

In this regard general acceptance of certain basic principles may

guide the search for particular solutions. First, any system that

successfully accommodates nuclear energy requirements of States and the

international security imperatives of nonproliferation will need the

capacity to adapt to changing external circumstances. This principle

will require the exercise of flexibility and good will by suppliers and

consumers alike. For example, supplier States will wish to have a high

degree of confidence that the nuclear supplies they provide under changed

technical or political circumstances will continue to be used exclusively

for peaceful purposes and will not contribute in any way to programs for

the development of nuclear explosives. Consumers will need an equal

confidence in reliable and timely supply in light of evolving needs if

they meet their nonproliferation obligations.
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To balance these needs, a second principle is that consumer State

acceptance or undertakings that involve new nonproliferation conditions

should be balanced by supplier States meeting their obligations to

provide adequate, timely and reliable assurances of supply consistent

with agreed terms and conditions of cooperation. In particular, if a

supplier State should conclude that revised terms and conditions of

supply are necessary in order to maintain an effective nonproliferation

regime, it should endeavor to ensure that efforts to implement new

conditions not result in adverse effects on supply to consumer countries.

For example, prior consultations could be undertaken with interested

parties followed if appropriate by good faith efforts to negotiate agreed

solutions to problems that have arisen. A reasonable amount of time

should be allowed for these negotiations to reach an outcome satisfactory

to all parties. Wherever possible, supplier States should refrain from

taking unilateral or retroactive actions which would have adverse effects

on supply to consumer States except in matters of overriding national

interest and as a last resort. Supplier States should also avoid applying

immediate moratoria on exports when consumer States agree to enter into

good faith discussions regarding needed new nonproliferation conditions.

It should also be recognized that changes in technical, resource

or other factors may modify the needs of consumer States and that these

countries may also wish to alter conditions under which they obtain

supplies from exporting States.
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The third principle relates to the need for consumer State recognition

that the risks of the spread of nuclear explosive devices are a world-wide

concern shared by supplier and consumer States alike and that all countries —

directly or indirectly and sooner or later — have a major stake in a

nonproliferation regime, which does not become weakened by technical or

political developments, and in the continued exploration and development

of more proliferation resistant technologies and institutional arrangements.

Adoption of such principles should help ensure that constructive

and responsible action to strengthen nonproliferation objectives could

be carried on without impairing the energy security of any country in

compliance with needed nonproliferation undertakings.

Complete agreement on the kind of principles and measures discussed

above may not be entirely attainable. However, there are sound reasons

for confidence that, in many cases, governments will find ways of arriving

at bilateral negotiated solutions of particular problems that will satisfy

the essential requirements of consuming and supplying States and that

international cooperation in the peaceful uses of nuclear energy will

continue to grow consistent with nonproliferation requirements.

Several potential mechanisms for implementing the kind of principles

outlined above have been identified in a general way in the Australian

paper on Topic Ten (Co-chairmen/WG 3/24). These were:

(a) Provision for periodic amendment of nonproliferation

conditions in inter-governmental agreements following a

review by the parties involved;



(b) Provision in inter-governmental agreements for the adoption

of non-proliferation conditions which have been updated by

multilateral reviews;

(c) The inclusion in inter-governmental agreements of contingency

provisions under which additional non-proliferation requirements

would be triggered by particular developments;

(d) The inclusion in inter-governmental agreements of a statement

of intent on the basis of which periodic renegotiation of non-

proliferation conditions would take place;

(e) The inclusion in inter-governmental agreements of requisite

minimum levels of assurance against diversion which are to be

provided by safeguards; these levels to be the basis of continuing

technical assessment by the IAEA of the procedures necessary and

available to provide such levels of assurance.

While it would be premature to endorse any of these mechanisms,

each merits further detailed examination both in INFCE and in b.'.lateral

discussions among governments involved in international nuclear

cooperation.

INFCE can contribute importantly to the establishment of a stable

regime which will help to meet both energy requirements and international

security needs. INFCE is looking ahead to the likely development of

nuclear power and relevant technological alternatives not just in the

near future but also to the next century. It is examining carefully the

proliferation risks associated with various developments and measures

which might be taken nationally or internationally to limit these risks.
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It is also examining these issues in open discussion, with participation

of advanced industrial States and developing countries, consumer and

supplier States and competent international organizations.

In such a context, it may be possible to develop institutional

arrangements, such as those discussed elsewhere in Working Group 3,

that will give enhanced confidence to consumers on a basis that will

be satisfactory to suppliers. Institutional and technical innovations

relating to stages in the fuel cycle outside the purview of Working

Group 3 may also help allay the concerns of suppliers, while meeting the

nuclear energy needs of consumers, and should therefore be carefully

and sympathetically considered.


