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I must.enphasizc that 1t 1s the Adwinistratfon's firm exnectation that
none of this contingent liability wculd result in Faderal expendituras

for the assuniption of rprivate venturas because of the high dearee of as-
surance discussed below, that commarcial firms will be successful.

The purpose of this letter is to inform you of our plans and to

explain why w2 do not considar the =5 billion coantingant 1iability

to be budget authority under provisions of the Ponﬂressiowal Budgat
Act of 1974. Yo want %o be sure that your Dudazt Committea accepts
this conciusion so that disacre=ments do not arise at a later date
vhen thay night slow up the COnnress1owal ~approval of the appropriation
language mandated by the HFAA.

By way of additional backaround, uranium enriching--a service essential

" to the production of nuclear fuel--is ncw a fully develonad production

activity carried out in the U.S. solely by ERDA. This larae ERDA
production activity could be capable of sup;]yi“q enrichnent servicas

to as much as 329,000 Mo of nuclear asnerating capacity by the early
30's. Tihis carpacity, however, 1s now fully contractad to domastic and
foreign utilitics. T e cending fluclear Fuel Assurance Act and the
propesed appropriztion languzge are intended to assure that: § 3 B w
the naxt incraments of uranium enrichment capacity will. be built

and operating waen nesded to supplv tha arcwing domand for fuel for
nuclear powarad electricity ganerating plants; (2) all future cacacity
fncranents will be built, Tinanced and opnrated by private industry, thus
ending the current Sovernment moncooly and drain on the Federal Budget;
(3) the Goveraent will receive aporopriate comsensation for the use of
its inventicns and discoveries; and (4) all nocessary domsstic and iater-
national controls on nuclear waterials and classified technolonies will
be maintainad as ;ney would be if the Government itself were to own the
ney plants. ' L moe

The construction of new U.S. uranium enrichment nlants reauired by the
year 2009 is estimated to cost 330-59 billicn (in 1576 dollars). If

the Government had te build these plants, the capital costs of the new
plants wiould by 1935 exceed revenues for thase plants by about $

billion (in 1976 dollars, i.e::escalation-1s not taken into consiueratiou)

- Even the construction by the Governmant of only the next incrament of new

B = Iy

enrichuent capacity would have a major budgetary impact for the next ten 3
years. . y

In contrast, this finauncial burden would, under the President's nroncsal
outlined abova, be bornz by the private sector which is readv and williaq

to do so. 1deally, {ndustry would assume the entire resnonsibility for

building succeadinn incraments of. canacity. without even the linited e

assurances orevided for in the President's Plan. However, it has not
been possible for private Tirms to cbtain the necessary debt financing for
such venturas because of the special circumstances involving uranium
enrichzent which are not cormonly faced in the business environments.

ST ————— e L
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Specifically: ‘(1) the vnry 1arge size of an enrichnent p*oijt' (9)
‘the us2 of technoloaies that are classified; (3) reaulatory uncertniwtiﬂf

-

associated with a first of a kind venture; and (1) the current- financial #
difficulties of som2 of the utilities that would be the CUStOT“TS for :
uraniun enrichmant services. o, , Y
The linmited cooperation and temporary assurances contemnlatad in

- the i{FAA are designed specifically to overcome these obstacles and _
make the risk that is involved Tor paotential lendors of debt money e
more nearly comparable with the risk associated with other invest-

ment opportunities available to them.

Under the Presiﬁent‘s proposal outlinad above, the Federal Bovern- ¥

. ment would incur a contingant 11ab1itv 2n a cooderative arr‘nanﬂont

s =

1s entered into by ERDA pursuant to the huclear Fuel Assurance Act.
The najor Governaant Contlﬁgsnt liability is based on tha possib]e
need to acquire the domestic assets and assume liabilities (in~-
cluding debt) of a private enrichmant project in the unlikely event
that the venture were unable to proceced (Szction 2 of the pronosed
fluclear Fuel Assurance Act). Acain, it nust be stressed that we do
not expect any exrenditura of funds for the assumption of assets and
1iabilities of a private uranium: enrichment venture. ‘e are con-
fident in this view because the technclogy has hezn thorousnly demon-

~strated over tha past 39 yeoars and bocause of the cversight role ERDA

will play with respact to these private enrichment firms.

Since it is unlil kely that futurL ouLTayS‘will be incurred, we beliave

“that the $3 bitlion to be included in ancropriation ]an"ua1e should be . — -
treatad as financial assurances and that the linitation on cconzrative
arranq*:nnts (33 bi1lion) made. by ERDA pursuant. to the duclear Fuel
-Assurance Act, should not b2 considersd as new bdd”°t authority. Ye

“base this interpretation on Section 3( )(“) and 1\»)(2\ of the
Congressional Budgat Act of 1974 (P.L. S 93- 344) - -

. Section 3(a)(2) of P.L. 93-344 states: L )

“The term “budget authority” means authority provided Biiic, ;
by law to enter into oblizaticns which-vdll result in 7w o sl
{mmediate or future ouLlays in volv1n L‘cver‘ﬂ:ﬂ.ent funds,.." .
(emphasis added). X | =

Since the 38 billion to be included in anpronriauion languaqe pursuant

to the [FAA in all 1ikelihood will not result in immediate or future
outlays, we believe it dces not confora to this definftion of budget .
authority. 7 : %

In the unlikely event that conditions were to arise in the future where
it appeared that continscnt liabilities would requira liquidation, an
appropriate amount of budget authority and outlays would be estimated
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1n the Presidant's b- got for that year. ﬂsccifica1!y, tha estimate
f budget authority would be in tha asount of the borrowing from

th° TreaSur/ sieaded to cover a2 nacessary linuidation. Tids is

siatlar to other Foderal Programs containing contingent 1iabilitics
assuiied by the Federal Sovernment (e.q., jov=rnzent insurance prograns).

I suggest that it migat be desirable for my staff to moet with
yours to discuss further the ‘luclear Fuel Assurance fict and the
appropriations language ﬁﬁnd&»&d by tha Act. This can be arranged

~hroagﬁ y office. . - : :

I would p;rscna]iy apprcciata any corments you nay hava on this
catter. = _ .

-

With best personal regap&;, iy Ene » et s i o
V Sincerely yours, .
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HAR 5 - tyrg ASswean<E

Honorable Edimund S. “uskie

United States Scnate

Chatrman, Committee ou the Sudget
Washington, 0. C. 20510

bear ifr. Chairan:

The Administration intends shortly to propose to the Tongress
additional FY 1976 appropriation language for the fnergy Research
and Development Administration to ilmplement the pending iuclear
Fuel Assurance Act (the JFAA, H.R. 3401 and S. 2035). Action on
tiris appropriation language 1is the second vital step in a three-
step congressional review and approval process to make it possible
for private industrial firms to finance, build, own and operate
additional uranium enrichment plants needed by the Mation.

- The first step is enactment of the HFAA which provides ERDA
a basis for proceeding with the negotiation of cooperative
agreements with private firns that wish to build wranium
enrichment plants.  (Under the proposed HFAA, cooperativa
agreenents could not be signed until steps 2 and 3 below
are coapleted.)

- The sccond step is the passage of appropriation language
which sets an upper 1imit on the L.S. Govermment's
1{abilities in the unlikely event that it were necessary
for the Government to assume the domestic assets and
liabilities of firms covered by cooperative agreements.
The practical effect of Lthis step is to proviide a basis
for private firms to obtain necessary Jdebt financing in
the commercial capital market. It would permit completion
of negotiations between ERDA and private firms.

- The third step {s ‘the submission of unsigned cooparative
aqreements to the Congress for final review and approval.

When this three-step process 1s completed and cooperative aqreements
are signed a contingent 11ability would be assumed by the U.S. fovern-
went. This contingent 1iability could amount to $2 billion. Such an
amount would cover the domestic portion (40Y) of a large gaseous
Jdiffusion plant ($1.5 billion) and three smaller centrifuge plants \
(53 billion) as well as provide for contingencies ($3.6 billion)
including cescalation.
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I must empnasize that 1t is the Adninistration's firm expectation that
nona of this contingent 1iability would result in Tederal expenditures
for the assumption of private ventures because of the high degree of as-
surance discussed below, that commercial firms will be successful.

The purpose of this letter is to inform you of our plans and to
explain why we do not consider the %! billicn contingoent 1iability

to be budget authority under provisions ef the Congressional Budget
Act of 1974. Vo want to be sure that your 3udget Commitiee accepts
this conclusion so that disagreements do not arise at a later date
when they might slow up the Congressinnal apnroval of the appropriation
language mandated by the :iFAA. :

By way of additional background, uranium enriching--a service essential
to the production of nuclear fuel--1s now a fully developed production
activity carried out in the 1.S. solely by ERDA. This large ERDA
production activity could be capable of supplying enrichment servicas

to as much as 329,000 IMe of nuclear- generating capacity by the early
£0's. This capacity, however, is now fully contracted to domestic and
foreign utilities. The pending iluclear Fuel Assurance Act and the
proposed appropriation language are intended to assure that: (1)

the next increments of uranium enrichment capacity will be built

and operating when needed to supply the growing demand for fuel for
nuclear powered electricity generating plants; (2) all future capacity
increments will be built, financed an! operated by private industry, this
endding the current Government monopoly and drain on the Feideral Budget;
(3) the Government will recoive appropriate compansation for the use of.
its inventions and discoveries; and (4) all necessary damestic and inter-
national controls on nuclear materials and classified technologies will
be maintained as they would be if the Sovermment itself were to own the
new plants.

Tne construction of new {1.S. uranfum enrichment plants required by the

year 2000 is estimated to cost %30-50 billion (in 1976 dollars). If

the Government had to build these plants, the capital costs of the new
plants would by 1235 exceed revenues for these plants by about 59

billion (in 1976 dollars, 1.e. escallation is not taken into consideration).
Cven the construction by the Governmant of only the next increment of new
enrichinent capacity would have a major budgetary impact for the next ten
years.

In contrast, this financial burden would, under the President's proposal
outlined above,. be borne by the private sector which is ready and willing
to do so. Ideally, industry would assume the entire responsibility for
building succecding increments of capacity. without even the limited
assurances provided for in the President's Plan. However, it has not

been possible for private firms to obtain the nccessary debt financing for
such ventures because of the special circumstances invelving uranium
enrichuent which are not conmonly faced in the husiness environments.
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Specifically: (1) the very large size of an enrichment project; (2)

the use of technologies that are classified; (3) regulatory uncertainties
associated with a first of a kind venture; and (4) the current financial
difficulties of some of the utitities that would be the customers for
uranium enrichment services.

The Tiaited cooperation and temporary assurances contemplated in
the [iIFAA ara designhed specifically to overcome these obstacles and
make the risk that is involved for potential lenders of debt money
rore nearly comparable with the risk associated with other invest-
ment opportunities available to them,

Under the President's proposal outlined above, the Fnderal Govern-
ment would incur a contingent 1iablity when a ccoperative arrangement
is entered into by ERDA pursuant to the ‘luclear Fuel Assurance Act.
The major Rovernment contingent Tfabfility is bascd on the possible
need to acquire the domestic assets and assume 1iabilitfes (in-
cluding debt) of a private enrichment project in the unlikely cvent
that the venture were unable to proceed (Soction 2 of the proposed
iwclear Fuel Assurance Act). Again, it nust be stressad that wa do
not expect any expenditure of funds for the assumption of assets and
Habilities of a private uranium enrichment venture. e are con-
fident in this view because the technology has been thoroughly demon-
strated over the past 30 years and because of the oversight role ERDA
will play with respect to these private enrichment firms.

Since it 15 unlikely that future outlays will be incurred, we believe
that the &4 bLilldon to be included in approvriation language should be
treated as financial assurances and that the limitation on cooperative
arrangenents ($2 bfllion) wade by FRDA pursuant to the luclear Fuel
Assurance Act, should not be considered as new budget authority. WHo
base this 1nterpretation on Section 3(a)(?) and 401(c)(2) of the
Congressional Budget Act of 1974 (P.L. 93-344).

Section 3(a)(2) of P.L. 23-344 states:

"The term “budget authority” means authority provided
by Taw to enter into obligations which will result in
irmediate or future outlays 1nvo1v1nq fovernment funds,..".
(cmphasis added).

Since the %5 billion to be included in appropriation lanquage pursuant
to the NFﬁﬂ in all 1ikelihood will not result in fmmediate or future
outlays, we believe 1t does not conform to this definition of budqet

authority.

In the unlikely event that conditions were to arise in the future where
it appeared that contingent liabilities would require liquidation, an
appropriate anount of budqget authority and outlays would be estimated



in the President's budget for that year. Snecifically, the estimate

of budget authority would be in the amount of the borrowing from

the Treasury needed to cover the necossary liquidation. This is
similar to other Foderal Prograwms containing contingent liabilities
assumed by the Federal Govermnment (e.g., government insurance programs).

I suggest that it might be desirable for my staff to meet with
yours to discuss further the !luclear Fuel Assurance fct and the
appropriations language mandated by the Act. This can be arranged

through my office.

I would personally appreciate any comments you may have on this
matter.

With best personal regards,

Sincerely yours,

(Sigued) Jim

Jawes T. Lynn
Director

Distribution
Official File - DO Records—

Director's Chron —

Director

Deputy Director

Mr. Mitchell

Mr. Loweth

Mr. Taft

Mr. Kearney

Rtn. Room 8002

Chron ‘ -
SSET/NP:MY:3/2/76 <L) ¢



BUDGET IMPACT - ADDITIONAL GOVERN&ENT ENRICHMENT PLANTS
Attached are tables which illustrate the impact on the Federal Budget
of having the U.S. Government build eleven new uranium enrichment plants
which may be required in the U.S.

COMPARISON WITH PREVIOUS TABLES; NEW TABLES BEING PREPARED

These tables differ in several respects from tables prev1ously prov1ded
by ERDA to the JCAE and CBO and some explanation 1s in order:

. The previous tables covered:

- case outlays only for the capital and operating costs.

- revenues based on a price of $76 per SWU which, at the time
the tables were prepared, was the estimated commercial charge
price for existing plants.

. To reflect true Federal budgetary impact, tables would have to
include additional considerations —-— on both the cost and revenue
side. For example: >

- On the revenue side, a substantially higher price would have to
be charged for product from new plants and this should be reflected
in the revenues. ;
- On the cost side, several additional factors should be reflected,
including:
... cost of interest on the Federal investment during the
construction and operation of each additional plant until
the investment is recovered.
... interest on the investment cost of inventories of uranium
being processed through the plant.

". ERDA is now preparing revised tables that would show the true

budget impact. These will be available in about two weeks.

.~ In order that some better though still imperfect estimates, would
be available in the interim, the attached charts have been prepared.
Compared to the previous tables, these charts include:

- Higher revenues. (SWU charge of $125 compared to $76 in.
earlier tables). . >
- Costs of interest on capital 1nvestments.

They do not yet include other cost factors such as cost of
~‘i£z:ntories and associated carrying charges.
Furthermore, when the additional cost factors are included, it
may very well be necessary to adjust upward the pricing factors
(including $ per SWU) so that impact on the Federal budget is hela’
to a lower level.
- Lines have been included on the tables to show present value
of the cash flow (10 percent discount for factor used).

HIGHLIGHTS
Among the points that are highlighted by the attached tables are:

- The large differentials between revenues and costs {even using the

$125 SWU price) -- reaching a cumulative maximum of $14 billion
in 1988 on an undiscounted basis and $6.9 billion on a discounted
basis. .- -

. Costs to the U.S. Government would not be recovered -- and a return

on investment shown until 1995 on an undiscounted basis and 1999
on a current value basis.

= 1975




ASSUMPTIONS

Assumptions reflected in the attached tables include:

. Moderate-low nuclear power growth with full plutonium recycle,
and 0.30 percent U-235 enrichment plant tails assay.

. Nominal 8.75 million SWU/year plants constructed to track
demand. :

. Construction costs for the propo%ed add-on diffusion plant
{New plant 1) are latest estimates, based on a completed
conceptual design estimate and are subject to change.

. Construction costs for full size centrifuge facilities
(New Plants 2 through 1l1) are current ERDA estimates of
costs for centirfuge plants, assuming that shared sites,
maturation of the support industry, and improvements in
technology will contribute to capital cost-savings over time.

. Power costs at 20 mills/kwhr.
»
. Operating costs based on latest ERDA estimates.

. Revenues at $125 per SWU, assumed to include capital recovery
charges for new plant investment.
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REVENUES FROM ENRICIMENT SALES AT $125 PER SWU
Millions of Dollars
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UNITED STATES
ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION
WASHINGTON, D.C. 20545

APR 16 1976
Honorable John 0. Pastore
Chairman, Joint Committee on
Atomic Energy
Congress of the United States
Dear Mr. Chairman: Y :

My letter of April 13, 1976, sought to clarify some confusion with
respect to the use of revenues from existing uranium enrichment
plants to finance a Government add-on plant. After reviewing the
testimony presented during your hearings on April 6 and 7, 1976,

I am also concerned by what appear to be several other common
misconceptions with respect to the Nuclear Fuel Assurance Act, as
well as the ERDA backup plan for Govermment provision of additional
enrichment capacity. I would like to take the opportunity to
comment in this regard.

Cost of Add-on Plant versus UEA Plant

It has been suggested that the cost of enrichment fxom a private
gaseous diffusion plant would be higher than from a Government
built add-on plant by comparing only the capital costs of building
these plants. As I have previously noted im my testimony before
the Committee on December 2, 1975, there is no solid basis for
contending that the add-on plant will result in less costly enrich-
ment sexvices than a private plamt. While the capital cost of an
add-on plant would be lower, the cost of uranium enrichment services

" sold to utilities could be as high or higher if the add-on plant is
powered by electricity generated by fossil fuels, as now seems likely.

Potential Slippage in UEA Schedule

Concern has been expressed that there is a greater potential for
slippage in the Uranium Enrichment Associlates' schedule for
constructing an enrichment plant than a Government add-on plant,
thus implying that a Government add-on plant could be completed
earlier. As with any large comstruction project, these early
schedules are subject to some uncertainty. We do not believe that
it is possible at this time to conclude definitively that one
plant could be available earlier tham the other.




Honorable John 0. Pastore -2 -

Covernment Risk versus Benefits

Some concexn has been expressed that the passage of the Nuclear

Fuel Assurance Act would provide guarantees which would result in
the U.S. Covermnment®s taking risks for private enterprises, both
domestic and foreign, without obtaining any of the benefits from
these enterprises.. The Nuclear Fuel Assurance Act would provide U.S.
private enrichment enterprises only temporary assurances which

cover portions of the risks associated with building and owming
enrichment plants.. Part of, and 'mder certain circumstances all--
of, a private enterprise's equity will be at risk during construction
of the plants. When operability is established in a commercial
sense private investors will assume all project risks. --In the case
of UEA it 1s anticipated that this will occur about one year after
the project commences opexation. Furthermore, it is.our firm .
belief that these plants will be completed by the private enterprises
and, therefore that these temporary assurances would result in mo
net outlays by the U.S. Government.

In exchange for these assurances significant benefits will be
obtained by the U.S. Government under the Nuclear Fuel Assurance
Act. The most important benmefit is that the Federal Government
would avoid spending large sums of taxpayers' dollars on new
enrichment facilities - about $8 to $10 billion for just the
enrichment capaclity which might be assured under the Act. Fimally,
the U.S. Goverament would collect royalties and taxes from each. .

future enrichment plant including those new plants buiit subsequent
to plants covered by the Act.

ERDA Support of NI-'AA

Several witnesses have noted my xesexvations about the DEA program
as it was submitted in December 1974 and discussed during the
Janvary-March 1975 period. UEA submitted a mew and considerably
different proposal im May 1975, which constituted an acceptable
basis for commencing negotiations. When negotiations with UEA are
completed, I expect to have a. proposed cocperative arrangement
that I can recommend to the Congress without reservations. As I
indicated in my testimony of December 2, 1975, I fully support the
Nuclear Fuel Assurance Act proposed by t:he President and I want

to xeaffirm that support.

‘4 ™

i S : 8 FD,{}"._
] X o
~4
-
o [

\3



Honorable John 0. Pastore - 9 -

Foreign Access to Enriching Technology

One witness expressed concern that the ". . . NFAA would involve

~ private indusatry and foreilgn govermments in activitles of a sensitive

nature. . o'« We believe the NFAA has recognized and dealt with this
concern. The Bill would not permit forelgn access to sensitive

or classifiled matters. All provisions of existing laws and policy
respecting classification orx techrology and export control of fusl- °
grade enriched uranium would continue to apply. In addition, foreign
domination or control of enriching projects would continue to be
preciuvded by the Atomic Energy Act. We are convinced that early
enactment of the NFAA and establishment of acceptable private projects
wlll increass the ability of the United States to supply a greater
share of the foreign market, and that thls will increase our ability
to encourage acceptance of controls that are needed to achieve our

: non-proliferation obj ectives.

Diffusion versus Centrifuge Technulogy

On the subject of future capacity, it is my view that a large diffusion
plant is needed as the next increment of capacity. However, we
expect that the subsequent increments of capacity will utilize the
centrifuge process. Our proposed program under the NFAA is structured
with that objective in wmind.

.

While it 12 not yet possible to conclude with sbsolute certainty that
the centrifuge process will be competitive with diffusion, the
preponderance of techniecal judgerent fa in this direction. cgmercial—
ization of both processes, as would be permitted undex the NFAA,

“would provide wmaximum competitive flexibility to the Iiatinn and hanca

maximum benefif to customers of electtical energy. v
I hope that these commsate ave wseful to the Committes, and ¥ wauld

be pleased to provide eny additional information the Cﬁmmittee may
require.

Sincerely, ' L
(5]

Robert C. Seamans, Jx.
Adninistrator




ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION
WASHINGTON, D.C. 20545

February 23, 1976

Honorable John O. Pastore, Chairman
Joint Committeé on Atomic Energy

Dear Mr. Chéirmén:_ 3

During the course of the Joint Cormittee's recent hearings on the
President's proposad Nuclear Fuel Assurance Act of 1975 (S.2033),
you and other members of the Committee expressed concern that the
proposed Act did not provide sufficient opportunity for Congres-
sional oversight of cooperative agreements negotiated pursuant to
. : the Act. You proposed that additional Congressional review and
: approval requirements be included in the Act which would be ceompa-
rable to those provided for in the case of Agreements for Cooparation
in Section 123(d) of the Atomic Fnergy Act, as amended. T Gt W

Subsequently, ERDA staff met with JCAE staff to review language that
would accozplish this obJectlve. We understand that the pronosed
language weuld, in brief, provide that each unsigned cooperative
arrangezent be submitted for a 60-day period of Congressional
consideration. The 60-day period would allow 30 days fer JCAE
review and recommendations to each House of Congress and also
"require action within an additional 30-day period by each House

in the form of a concurrent resolution of approval or disappreval.
A comparative draft of the origiral and the revised 5$.2035 showing
the revisions is attached.

I am pleased to advise you that the amendments you proposed are
acceptabie. I would like to ccmmend the JCAE staff for their
constructive approach to the development of the revised language. .
They made an important contribution to the removal oi the remaining
obstacle to action on this bill which is of great impaitance to the

Nation.
B o | .

-
.

R s



Honofable John 0. Pastore -2 -

We are looking forward to favorable Committee action on the rev1sed
bill at the earllest possible date. ’

- : ‘ ‘ Sincerely,

L ¥ 5 j

~ Robert C. Seamans, Jr.
Administrator

Attachment: .
Revised Bill

3



COMPARATIVE DRAFT

S. 2035, REVISED

"

To authorize cooperative arrangements with private enterprise for the

=

provision of facilities for the production and enrichment of uranium

enriched in the isotope-235, to provide for authorization of contract

authority therefor, to provide a procedure for prior congressional

review and disapproval of proposed arrangements, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United

States of America in Congress assembled, J. 63-057 That this Act l’

may be cited as the "Nuclear Fuel Assurance Act of 1975".

-SEC. 2. Chapﬁer 5 (production of special nuclear material) of the Atomic

Energy Act of 1954, as amended, is amended by adding at the end thereof

the following section.

“SEC. 45. COOPERATIVE ARRANGEMENTS FOR PRIVATE FROJECTS TO PROVIDE URANIUM

ENRICEMENT SERVICES.—

1"

The Administrator of Energy Research and Development sdministratien is

»

authorized, subject to the prior congressional review procedure set forth

in subsection b. of this section without regard to the provisions of

section 169 of this Act, to enter into ccoperative arrangements with
any person or persoas for such periods of time as the Administrator
of the Energy Researeh end Bevelopment Administratien may deem

necessary or desirable for the purpose providing such Government
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cooperation and assurances as the Administrator may deem approprééte
and necessary to encourage the development of a competitivé privaie
uranium enrichment industry and to facilitate the'desigﬁ, cpnstruction,.
'oﬁnefship, and operation by private enterprise of facilities for

the productioﬁ and enrichment of uranium enriched in the isotope4235
in such amSQnts as will contribute to the common defense and security
and encourage development and utilization of atomic energy to the
maximum extent consistent with thé cemmon defense and security and
with the health and safety of the public; including, inter alia;

in the discretion of the Administrat;r,

"(1). furnishing technical assistance, information, inventions
and discpveric;, enriching services, materials, and
equipﬁént on the basis of recovery of costs and
appropriate royalties for the use thereof;

"(2) providing warranties for materials and equip-
ment furnished; .

"(3) providing facility performance assurances;

"(4) purchasing enriching services;

h(S) undeftaking to acquire the assets or interest
of such person, or any of such persons, in an
enrichment facility, and to assume obligaticns
and liabilities (including debt) of such person,
or any of such persons, arising out of the design,

. construction, ownership, o£ operation for'a

defined period of such envichment facility in the



T
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event such person or persons cannot complete that
eﬁrichment facility or bring it into commercial
operafion: Provided, Tﬂat any undertaking, |
pursuént to this subgection (5), to acquire
‘equity or payuoff debt, shall apély.only to

individuels investors or lenders who are

citizens of the United States, or %e ery
ére a corporation or other entity organized
for a common business purpose, which is
owned or effectively controlled by citizeﬁs
of the United States; and

"(6) determining to 'modify, complete, -and operate
that enrichment facility as a Governﬁent
facility or to dispose of the facility at
any time, as the interest of the Government

may appear, subject to the other provisions

of this Act. 1 .

Befere the Admimistretor enters inte amy asrrensement or amendment
therete under the autherity of this gseetiaens er befowre the
Administretor deternines to rodifys; or semplete end operate gny

faeility or te dispese thereof; the basis for the prepesed

arrangerent ey armendment thereteo whieh the Adminiserater proposes
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to execute {iﬁcinding the name of the proposed participating
peféon or persons with vhom the arrergement is t& be mades &
generat description.oE the proposed facilitys; the estimate
ameunt of cost to be incﬁrred by.the paréieipating person

or persens; the incentives impesed by the asgreement on the
person or_peraéns to complete the faeiiisy 23 pianned end
operate it successfully fer a defined-persed; and the generat
feagurés of the proposed errengenent or amené&ent}§ er the

ptan for such modificatiensy cempletieny eperstien; eor dispesal
by the Administrater;y; as apprepriatey shell be submitted to

the Joint €omm;teee on iec&ée Erereys erd a peried of

forty f£ive deya shall elspse while Cergress i3 in sessien

€in conmputing suech £srsy five daysy theve shail bc-cxe&aéed

the days en whiech either Hevse is net in sessicn because of
edjeurnment for mere then three deys) unless the dJeint Cemmittee
by reselutien in vritins waives the eenditiens of; or all or eny
pertien of; sueh férey five dey perzed+ Providedsy however; That any
sueh arrangement o emendment theretey or suech plans shai& be
entered inte in esecordanee with the besis for the srrsngement

-

er pieny-as epprepriate; cuvbmitted a3 provided hevedin®s
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"b. The Administrator shall not enter into any arranpéement or

amendment thereto under the authority of this section, modify,

or complete and operate any facility or dispose thereof, until

the proposed arrangemcnt.or amendment therete which the

Administrator proposes to execute., or the plapr_for such

modification, completion, operation or disposal by the

Administrator, as appropriate, has been submitted to the

Joint Committee on Atomic Energy, and a period of sixty

days has elapsed while Congress is in session without passage

by the Congress of a concurrent resolution statiag in sub-

stance that it does not favor such proposed arrsngemesnt or

amendment or plan fer such modificatioﬁ, completion,.opera—<

tion, or disposal (in computing such sixty davs, there shall

be excluded the days on which either House is not in session

because of adiournment for more than three days).': Provided,

That prior to the elapse of the first thirtv davs of any such

sixty-day period the Joint Committee shall submit a revort to

the Congress of its views and recermzendaticons respecting the

proposed arrangement, amcndment or plan and an accompanving .

proposed concurrent resclution stating in substance that the

Congress favers, or does not favor, as the case may be, the

proposcd arrincement, aruendwent or plan. Any such concurrent
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resolution so reported shall become the pending business of the

House in gpestioﬁ'(in the case. of the Senate the time for-debate

shall .be equally divided between the proponents and the -opponents)

within twenty-five davs and shall be voted on within five

calendar days thereafter, unless such louse shall otherwise

detertrine.

SEC. 3. The Administrator of £he Energy Research and Development
Adminiseratien is hereby authorized to enter into contracts for cooperative
arrangements; without fiscal year limitation, pursuant to section 45 of the

Atomic Energy Act of 1954, as amended, in an amount not to exceed in the

aggregate $8,000,000,000 a3 mey be sppreved in er appropriatier Aets

but in no event to exceed the amount provided therefor in a2 prior

appropriation Act: Provided, That the timing, interest rate,

and other terms and conditions of anv notes, bonds, or other similar

obligations secured by any such arrangemcnts shall be subject to

the approval of the Administrator with the concurrence of the Secretary

of the Treasurv. In the event that liquidation of part or all of any

financial obligations incurred unéer such cooperative arrangements should
become necessary, the Administrator ef the Enevuy Reueaveh end Pevelepment
Adniniseratien is authorized to issue to the Secretary of the Treasury
notes or other obligations up to the levels of contract.authority approved
in an nppropri;tion Act pursuant to the first sentence of this scction

in such form and denowinaticn, bearing such maturity and subject to such

terms and conditiouns as may be prescribed by the Administrator with the
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approval of the Secretary of the Treasury. Such notes or other ;h:
X
'obligatipns shall bear interest at a rate determined by the Secretary :
of the Treasury, takiAg into consideration the current éverage‘
market yield on outstanding marketable obligations of the United
States of comparable maturity at the time of.isspance of the notes
or other obligations. The Secretary of the Tréasury shall purchase
any notes or other obligations issued hereunder and, for that purpose,
he is authorized to use as a public debt transaction the proceeds from
the sale of ;ny securities issued under the Second Liberty Bond Act,
as amended,‘and the purposes for whiéh securities may be issued under
-that Act, as amended, are extended to include any purchase of such
notes and oblig;tions. T?e Secretary of the Treasué; may at any time
sell any of the notes or other obligafions a;quited by him under this
section. All redemptions, purchases, and sales by the Secretary of the
Treasury of such notes or other ébligations §ha11 be treated as public
debt transactions of the United States. Theée are authorized to be
apprﬁyfiated to the Admiqistrator such sums as may be necessary to pay

‘the principal and interest on the notes or obligatiens issuved by him

to the Secretary of the Treasury. '

SEC. 4. The Administrator of the Encrgy Rescarch and Development
Administration is hereby authorized to initiate construction planning

and design activitics for expansion of an existing uranium enrichment facility.
There <2 are hereby authorized to be appropriated such sums as may be

necessary for this purpose. : : . Fhe
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WAR 5 - 1976

Honorable Edmund S. Muskie

United States Senate

Chatrman, Committee on the Sudget
Hashington, . C. 20510

bear iir. Chairman:

The Administration intends shortly to propose to the Congress

additional FY 1976 appropriation language for the Energy Research
and Development Administration to 1mplement the pending iuclear
Fuel Assurance Act (the IFAA, H.R. 3401 and S. 2035). Action on
tiis approoriation language is the second vital step in a three-
step congressional review and approval process to make it possible
for private industrial firms to finance, bufld, own and operate

additional uranium enrichment plants needed by the Mation.

- The first step is enactment of the HFAA which provides

ERDA

a basis for proceeding with the negotiation of cooperative
agreements with private firms that wish to build uranium
enrichment plants. . (Under the proposed HFAA, cooperative
agreenents could not he signed until steps 2 and 3 below

are completed.)

- The sccond step is the passage of appropriation language

which sets an upper 1imit on the U.S. Govermment's

1H{abilities in the unlikely event that it were necessary

for the Government to assume the domestic assets and

liabilities of firms covered by cooperative agreesments.
The practical effect of this step is to provide a basis
for private firms to obtain necessary Jebt financing in

the commercial capital market. It would parmit completion

of neqotiations between ERDA and private firms.

- The third step is ‘the subnission of unsigned cooparative
agreenents to the Congress for final review and approval.

When this three-step process 1s completed and cooperative agreements

are signed a contingent 11ability would be assumed by the U.S.

ment. This contingent liability could amount to $2 billion.

fovern-
Such an

amount would cover the domestic portion (40%) of a large qaseous
Jiffusion plant ($1.5 billion) and three smaller centrifuge plants
(53 billion) as well as provide for contingencies ($3.6 billion)

including cscalation.

N
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I wust emphasize that it is the Administration's firm expoctation that
nona of this contingent 1iability would result in Tederal expenditures
for the assumption of private ventures because of the high degree of as-
surance discussed below, that commercial firms will be successful.

The purpose of this letter is to inform you of our plans and to

explain why we do not consider the %! billion contingent 1iability

to be budget authority under provisions cof the Congressional Budget
Act of 1974. VYo want to be sure that your 3udget Comaittee accepts
this conclusion so that disaarcements do not arise at a later date
when they might sluw up the Congressional approval of the appropriation
language mandated by the :iFAA.

By way of additional background, uranium enriching--a service essential
to the production of nuclear fuel--1s now a fully developed production
activity carried out in the iJ.S. solely by ERDA. This large ERDA
production activity could be capable of supplying enrichment servicas

to as much as 329,000 I¥e of nuclear- generating capacity by the early
&0's. This capacity, however, is now fully contracted to domestic and
foreign utilities. The pending fuclear Fuel Assurance Act and the
proposed appropriation language are intended to assure that: (1)

the next increments of uranium enrichment capacity will be built

and oparating when needed to supply the growing demand for fuel for
nuclear powered electricity generating plants; (2) all future capacity
increments will be built, financed and operated by private industry, thus
ending the current Government monopoly and drain on the Federal Budget;
(3) the Government will receive appropriate compensation for the use of.
its inventions and discoveries; and (4) all necessary domestic and inter-
national controls on nuclear materials and classified technologies will
be maintained as they would be if the Sovermment {tself were to own the
new plants. :

The construction of new U.S. uranium enrichment plants required by the

year 2000 is estimated to cost %30-50 billion (in 1976 dollars). If

the Govermment had to build these plants, the capital costs of the new
plants would by 1935 exceed revenues for these plants by about 59

billion (in 1976 dollars, 1.c. escallation 1s not taken into consideration).
Even the construction by the fovermment of only the next increment of new
enrichient capacity would have a major budgatary impact for the next ten
years.

In contrast, this financial burden would, under the President's proposal
outlined above,. be borne by the private sector which is ready and willing
to do so. Ideally, industry would assume the entire responsibility for
building succeeding increments of capacity. without even the limited
assurances provided for in the President’'s Plan. llowever, it has not

been possible for private firms to obtain the necessary debt financing for
such ventures because of the special circumstances involving uranium
enrichuent which are not conmonly faced in the husiness environments.
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Specifically: (1) the very large size of an enrichment project; (?)

the use of technologies that are classified; (3) regulatory uncertainties
associated with a first of a kind venture; and (4) the current financial
difficulties of some of the utilities that would be the customers for
uraniwa enrichment services.

The 11u1LﬂJ cooperation and temporary assurances contemplated in
the HFAA are designed specifically to overcome thesc obstacles and
make the risk that 1s involved for potential lenders of debt money
rmore nearly comparable with the risk associated with other invest-
rnent opportunities available to them.

Under the President's proposal outlined above, the Federal Govern-
ment would incur a contingent 1iablity when a ccoperative arrangement
is entered into by ERDA pursuant to the iuclear Fuel Assurance Act.
The major Rovernment contingent 1liability is based on the possible
need to acquire the domestic assets and assume liabilities (in-
cluding debt) of a private enrichment project in the unlikely event
that the venture were unable to proceed (5~ction 2 of the proposed
lwwclear Fuel Assurance Act). Again, it nust be stressed that wa do
not expect any expenditure of funds for the assumption of assets and
1{abilities of a private uranium enrichment venture. tle are con-
fident 1n this view because the technology has been thoroughly demon-
strated over the past 30 years and because of the oversight role ERDA
vwill play with respect to these private enrichment firms.

Since it 15 unlikely that future outlays will be incurred, we believe
that the SU Lillion to be included in appropriation language should be
treated as financial assurances and that the limitation on cooperative
arrangemnents (%2 billion) wade by CRDA pursuant to the Huclear Fuel
Assurance Act, should not be considered as new budget authority. We
base this 1nterpretation on Section 3(a)(2) and 401(<)(2) of the
Congressional Budget Act of 1974 (P.L. 93-344).

Section 3(a)(2) of P.L. 93-344 states:

"The term “budget authority"” means authority provided
by law to enter into obligations which will result in
irmediate or future outlays 1nv01v1nﬂ Jovernment funds,..".
(cmphasis added).

Since the %5 billion to be included in appropriation lanquage pursuant
to the NFﬁN in all 1ikelihood will not result in fmmwediate or future
outlays, we believe it does not conform to this definition of budget

authority.

In the unlikely event that conditions were to arise in the future where
it appeared that contingent 1iabilities would require liquidation, an
appropriate amount of budqget authority and outlays would be estimated



in the President's budget for that year. Specifically, the estimate

of bulget authority would be in the amount of the borrowing from

the Treasury needed to cover the necessary liquidation. This is
similar to other Federal Programs containing contingent liabilities
assumed by the Federal Government (e.g., government insurance programs).

I suggest that it might be desirable for my staff to meet with
yours to discuss further the !luclear Fuel Assurance fct and the
appropriations language mandated by the Act. This can be arranged,

through my office.

I would personally appreciate any comments you may have on this
matter.

With best personal regards,

Sincerely yours,

(Sigued) Jim

Janes T. Lynn
Director

Distribution ‘
Official File - DO Records—
Director's Chron
Director

Deputy Director

Mr. Mitchell

Mr. Loweth
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THE WHITE HOUSE

WASHINGTON

April 30, 1976

MEMORANDUM FOR: JIM CANNON
JIM CONNOR
BILIL. KENDALL
LCHARLIE LEPPERT
J MITCHELL

FROM: GLENN ‘ﬁ’éﬁfE\EDE
SUBJECT: TALKING PAPER - URANIUM ENRICHMENT

Attached is the revised talking paper requested by Charlie
and Bill during last Tuesday's meeting. I sent the earlier
version of it to Bob Fri and he indicated that he saw no
problems with it. I understand that Jim Lynn, Jim Mitchell
or OMB staff have discussed with Bob Seamans and others at
ERDA the following:

. The FY 1976 and TQ supplemental. The Appropriations
Committees were adamant against reprogramming without
a supplemental request. ERDA and OMB are preparing
a supplemental that requests the reprogramming for the
President's signature. Total is $13 million and all is
for A-E work except the cost of a temporary building at
Oak Ridge to house people working on uranium enrichment
(costing about $1 million). Some additional staff for
ERDA are involved (about 25) and OMB is making clear that
these people are for work ERDA must do in connection
with private ventures and for work on the contingency plan.

- The amounts for FY 1977 for work on the contingency plan.
The current ERDA-OMB best estimates are $170 million in
BA and $70 million in outlays.

. ERDA-UEA agreement to avoid competition for resources
and unnecessary duplication of effort. (Point 5 in
attachment.) Among other reasons, this is needed to
prevent work on the contingency plan from interfering
with the mainline effort of allowing the private ventures

a clear chance to succeed. I understand that ERDA has
assured OMB that this step will be taken.

Attachment



ELEMENTS OF A COMPROMISE ON URANIUM ENRICHMENT

Sections 1, 2 and 3 of the NFAA as submitted by the
President and then modified as desired by the JCAE

to provide that individual contracts shall be subject
to a period of 60 days review by each house of Congress
and a concurrent resolution of approval or disapproval.

Section 4 which authorized design and construction

- planning could be modified to authorize $170 million

for FY 1977 to continue work on a contingency ("hedge")
plan which contemplates a Government-owned add-on
enrichment facility. This plan would bhe followed at
least until it was clear that a stand-alone diffusion
plant could be built. It might also be continued
beyond that time if it appeared that additional
diffusion plant capacity were necessary before
centrifuge technology was available and no private
firm proposed to build the additional diffusion
capacity.

The President would send up a supplemental request
calling for reprogramming of $6 million in FY 1976 and
$7 million in the Transition Quarter to continue
architect-engineering work for the contingency

add-on plan-

If the authorization for the contingency plan (2 above)
is provided in the NFAA, the Administration would send
up a supplemental request for FY 1977 funding for the
add~on plant. The latest estimate is $170 million in
BA and $70 in outlays. A Presidential request would
remove from the JCAE and the Appropriations Subcommittee
the onus of increasing the President's budget request
by $170 million.

'ERDA and UEA would reach an immediate agreement to

work together to assure that planning, additional
procurement and other activities undertaken over the
next year or so would have as many common elements as
possible and not involve competition for resources or
unnecessary duplication of effort. For example, there
should be no need to place duplicate orders for
construction equipment and nickel powder which could
be used in either a stand alone plant or an add-on
plant. ©No exchange of funds need be involved.





