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NEQOTIATION OF TERMINATION OF URANIUN PRODUCTION CONTRACT WITH

Tennessee Corporation has a contract for the sale to the Commission of
up to 200,000 pounds U308 per ysar as a hyproduct from phosphate operations
at East Tempa, Florida. The contract provides for a fixad price of $1L.00
per pound U30g subject to escalation for changes in labor and chemjcal
costs vhiech hsve brought the current price to $1h.17. The contract expires
June 30, 1951 unless the Commission exercises an option to axtend the
contrect for sn additionsl two years st $12.00, or nagotiates an axtension
on some other basis,

The phosphate rock from which the ursnium is derived is too low grade
(generally sbout G.01% U0g) to qualify as ore under Comaission circulars.
Therefore, the Commission hes no comitment to purchase uranium produced
from Florida phosphetss beyond the present comtractural obligations.

We have discussed with Tennesses Corporation the possibility “ of
closing down the ursnium production unit in sdvance of its present
expiration date of June 30, 1951, They have indicsted a willingness to do
80 provided the Commission will reimburse them for the unamortized balance
of the cost of plant and the amount of profit they could reasonebly expect
to maks by continuing to operate. In order to establish s basis for the
estimated mticifntcd profits the Contractor furnished conp1¢c cost
informstion for the three yesrs the plant has been operating. This data
was checked by examination of the Contractorts records at East Tempa by a
Staff Auditor of the Division of Finance and the Contract Administrator
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from the Division of Raw Materials. VWith the exception of ths method of
allocating overhesad costs, the Contractorts figures were verified,

Based on continued performance st the 1559 level end termination as of
March 31, 1960, ths Contractorts and the AEC's estimates of future
parforaance are as follows;

Tennesses Corp. ABC

Est. Production - Pounds Uy0g 197,115 197,115
Sales 52,783,000 ‘2.783,000
Costs a) Direct 1,236,000 1,236,000

o, D
c on 3,000
d) Total TR0 o000

Anticipatory profit 516,000 796,000

Gross claia 1,&93.@ 1,3}43,@

Less - allowance for sarly repayment 36,000

Net Clsin 1,493,000 1,307,000

To terminate as of March 31, 1960, depending on which of the bases
indicated above is used, would reduce the psyments under the contract by
$1,290,000 to 1,476,000, However, the uranium which will be obtained if
the contract is continued has a value, Since the AEC is the only
substantial purchaser, this value must be set on the basis of estimated
cost of aquisition from other sources. As we can presently obtain urenjum
readily at $8.00 per pound, snd our future 1962-66 purchase prograa is
based on $8.00, we consider this to be a value that can be adequately
supported. The Controller im a memorandum of February 10, 1950, attached
hereto, suggests that the uranium be valued at our present average cost of
sbout $10.20 per pound.

1f we value uranium at $56.00 per pound, a settlement of $1,206,00C or
less would be satisfactory to the government, However, if uranjum has 2
value of $10.20 per pound, the settlement offer to the company should not
exceed $772,000. ‘

in our preliminary discussions with Tennessee Corporstion we indicated
we would be willing to terzinate on the basis of pgying the company for the
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unamortised balance of the cost of pilmmt. They vere not willing to settis
on this basis, as they were reasonably sure of a substantial profit by
continuing to operate. After s careful analysis of the operstion we have
ao reason to doubt that the Contrsctor should be gble to perforz at lsast
as well in the future as in 1959, when their profit after smortization was
about $660,000 on 161,000 pounds U9, snd possibly somewhat better. Our
maximum obligation under the contract is 200,000 pounds Ui0§ per year of
approximstely $3,5L40,000. Therefors, sy settlement offer which is much
less than the Contractor is reasonsbly certain of mexing through continued
operation will probably be rejected.

In view of our present uranium supply position, we csn see no merit in
continuing this contract if s mutuslly satisfactory basia for terainstion
can be found., However, we do not consider the offer the Contractor has
made bo be acceptable, nor are .wc convinced that Yhe will not settle for
somewhet less. In view aof the potential of a substsntisl reduction ih
expenditure, we believe that a2 sincere effort to terminate the contract in
sdvance of its expiration date should be ande,

Assuning s terminstion dete of March 31, 1960 snd projecting 1959 plant

performance, the various bases of settlement sre as follows:

Paynent Potential Saving
Tennessee Corp. offer 81,190,000 $1,293,000
AEC estimate of profit 1,310,000 1,173,000
Excess of price pzysble over
$8.00 per pound 1,210,000 1,573,000
Excess of price psysble over
$10.20 per pound 770,000 2,013,000

in viev of the demonstrsted high performance level of the plant over
the last two years, snd the fact that they have contracts covering the full
production cspscity for their principel products for at least s full year
in advance, ve consider their ability to perform to be beyond ressonable
doubt. |
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Recommendation; 1 recommend that you suthorise the Division of Raw
Materials to nagotiate a termination of Contract Wo. AT(L9=6)-912 with
Tennessse Corporstion, sffective as soon as possible, for a sum not to
exceed $1,200,000 a8 of March 31, 1950 or proportionately less if
terminated later.
Comments: The comments of the Controller on Tennessse Corporationt's offer
sre sttached.

Attachment
As stated,




