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THEWHITE HOUSE
CONTAINS DECISION
CCNFIDENTIAL WASHINGTON v i

ATTACHMENT
May 23, 1875

MEMORANDUM FOR THE PRESIDENT

FROM: JIM CANNONYX

J

SUBJECT: Expansion of the Production of Enriched Uranium

The importance of enriched uranium to future energy production can bhe
summarized in this way: From the early 1980's to the year 2000, enriched
uranium is likely to be as significant to energy production as oil is today.

The U.S. need to expand its capability to enrich uranium presents two
issues:

The immediate issue is how Secretary Kissinger can, at the May 27 Minis—
terial Meeting of the International Energy Agency, demonstrate that the U.S.
is committed to maintaining United States leadership as the frees world's
supplier of enriched uranium and U.S. dominance in nuclear affairs.

The long-term issue is whether enriched uranium, the fuel for the atomic ;
enargy utility plants that are expected to be built by the hundreds from now
until 2000, will be producad 'by the United States government, by private
enterprise or by a combination of the two.

BACKGROUND

The United States is now enriching uranium in three ERDA-owned plants -
at Paducah, Kentucky, Oak Ridge, Tennessee, and Portsmouth, Chio.

These plants, now being expanded, can supply the initial fuel and repl‘ace'—
ment fuel for 270 nuclear electric plants.

Each of the three enriching plants uses the World War II diffusion process,
which is proved in technique, but very costly in eleciric consumption.

The capacity of all three plants is fully committed - about 2/3 for domestic
utilities, 1/8 for foreign. In fact, for almost a vear, the United States has
not been able to take any more orders for enriching uranium.
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The world-wide demand for enriched uranium in the foreseeable future
would require, according to best estimates, 20 additional plants of about
the size of each of the ERDA plants. To meet U.S. demand and about half
of foreign free world demand (the informal U.S. target) will require the
construction in the U.S. over the next twenty vears of about ten p‘ants
each the size of an existing ERDA plant,

Clearly, we need additicnal production capacity, both for domestic needs
and to compete for foreign markets.

The policy of the previous Admlmwatlon was o encourage private financing
and construction OJ. additional uranium enrichment plants.

Last Fall you approved a study 1o reevaluate that policy.
The alternatives have now come down to these:

1. Assist private industiry, through technical assistance
and some Federal guarantees, in building the next dif-
fusion plant, at a cost of about $3 billion of private capital.

2. Have ERDA expand its Chio diffusion nlant {at & cost nf shout
$1.2 billion) while encouraging private industry to build
additional plants using a new centrifuge technique. The
centrifuge process of enrichment is an experimental success
and uses less then one-fifth the electricity of diffusion. But
it has not yet been proved commercially. (EXXON, Garrett

N Corp., and ENI-Atlantic Richfield are among those which have
indicated a strong interest in building centrifuge plants.)

3. Have ERDA build al e additional uranium enriching
plants the United S s needs for d mestic and foreign
markets.

Current Situation

V

The eight-month evaluation has not brought ab out a consensus. Your prin-

cipal advisers with responsibilities in this field are in disagresment.
1. Sec rv Kissinger and Dr. Seamans {Tab I} state that:

{a)} Immediate domestic and international nesds for additional



2.

(b)

{c)

(d)

uranium enriching plants require immediate expansion
of ERDA's capacity as soon as Congress approves.

The President should decide that, if at all possible, the
next enrichment plants built in the U.S. would be private,
gither centrifuge or gaseous diffusion.

Thus we need not make a judgment now whether or not the
one private consortium attempting to build a diffusion plant,
Uranium Enrichment Asscclates, can get the financing, or
the Congressional support for Federal guarantees against
losses, necessary to build a plant that will cost $3 billion
or more. (UEA includes Bechtel, Goodyear, and is ex~
pected to include 3-5 other U.S. firms, with capital par-
ticipation by Iran, Jordan, and other nations.)

We cannot continue to delay expanding production, for we
are already losing orders to Russia, (which we believe has
one plant and a steckpile of fuel), France, and Germany.
We are also losing dominance over the provision of enrich-
ing services, which we would like to retain for national
security reasons. ‘

Jim Lynn and Frank Zarb (Tab II) take this position:

(a)

(b)

(¢}

As a matter of principle and policy, we should encourage
private industry to enter uranium production as soon as
possible.

The substantive decisions as to how we obtain further pro-
duction -- public or private ownership, diffusion versus
centrifuge -- should be made on thes basis of an options
paper being developed through interagency efforts during
the past few months, which can be ready in early July.

In order to properly assess the pros and cons of the UEA
option, its proposal neads further definition, including the
extent of assistance UEA bpelieves it would neead from the
Federal Government. This should be worked out by nego-
ation. Lynn recommends that vou direct Frank Zarb and

s
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Dr. Seamans to find out and report to you within thirty
days what UEA's minimum requirements for Federal assi st~~
ance would be. Without such work, the UEA option will n

be definitive enough to be an option.

{d) Bv no later than mid-July, vou would be in a position -
to make the decisions based on the interagency option
paper, including the UEA option.

(e) An Administration commitment now to expand ERDA pro-
duction would discourage UEA from going ahzad with
its diffusion plant and probably cause its mermbers to dis~
solve the consortum. If UEA withdraws, then other pri-
vate firms would be reluctant to try later.

OBJECTIVES

From our discussions with vour advisers and study of the attached memoranda,
it appears that these are desirable objectives:

1. To provide Secretary Kissinger with specifics that make
credible what the United States is doing to expand pro-
duction, and enable him to make commitments ag n future
deliveries of enriched uranium.

2. To provide the oppertunity for private enterprise to engage
in uranium production as socon as possible.

. 3. To be ready to expand ERDA's production if that is necessary.

OPTIONS

1. Authorize announcement simultaneously here and by Dr. Kissinger
in Europe on May 27 that U.S. Government will build the nex: addition to U.S.
uranium enrichment capacity’. (Supported by Sscretary Kissinger and Dr.
Sea.uana)

Agree Disagree
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inger to announce an May 27 that

(a) ¥.S. Government will causea to be built, prefzrably

hrou rivata gwnershin, but by the Feder Govern~
, additional enrichment capacity (along
zech outline at Tab IIL.)

(b} directthat necotiations with UEA be conductad promptly,
n

s papar on the substantive issues
us pri vat , diffusion versus centri-
iuge, etc. - ic be delivered m-you no later than July 5.

(Supporied by Jim Lynn, Frank Zarb, Phil Buchen, Jack Marsh
Bob Hartmann, and Alan Gresnspan.)

Agrea ‘ Disagres
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WASHINGTON

SECRET ATTACHMENT ACTION

May 10, 1975

MEMORANDUM FOR: THE PRESIDENT

FROM: HENRY A. KISSINGER / @
SUBJECT: Uranium Enrichment

“Last fall you requested an interagency study (NSSM 209) of the steps the

U.S. might take to meet future domestic and foreign demand for uranium
enrichment services (the fuel for nuclear reactors). One of the main
questions was whether or not there are private companies who would take
over this business and relieve the Government of the responsibility, The
study is completed and could be forwarded for your decision within two
weeks., However, OMB is asking that instead of reaching a decision now,
you direct ERDA to pursue negotiations with one company (UEA) for the
purpose of trying to reduce the list of Government supports the company
requires to get into business. (These Government supports involve a
guarantee loan -- up to $3 billion -~ if UEA bonds cannot be sold; a guaran-
tee that the plant will work technically; the assumption of cest overruns;

a buy out of UEA if the plant cannot operate because of licensing, regula-
tion, or judicial action; taking over the contracts of defaulting customers;
buying up to 15% of the plant's output for the first three years; terminating

'enoufh of the ERDA contracts with current customers so that UEA can

acquire them and be assured of having its product sold out; and allowing
UEA to borrow enriched uranium from the U. S, stockpiie.)

Bob Seamans (in a letter to you at Tab A) opposes negotiation because he
feels that he has adequately assessed the UEA proposal (Tab C). Such-
negotiations would take a number of months (time we do not have, for
reasons outlined below), would highlight the chosen instrument character
of UEA and undercut already dubious Congressional support, and are
unlikely to produce the major changes in the assistance package necessary
to make the company's demands acceptable, Further, it is quite conceiv-
able that even with Government supports UEA will fail a year from now

to commit to plant construction. There is little support among U. S,
electric utilities for UEA (hence the need for UEA to try to sell 60% of

its output to foreign customers) and the company is thinly finranced (the
organizers are putting up only 6% equity investment).

SECRET ATTACHMENT
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Seamans believes that it is possible to establish a competitive private
enrichment industry using a new technology (centrifuge}. This strategy
would require that an add-on be builttc oneof the Government gaseous
diffusion facilities to handle orders for enrichment services over the
next year or two, while the centrifuge companies are firming up. In
Seameans' view, this course would be more preferable than committing
to UEA (which would use current technology) and thereby creating a
virtually risk-free monopoly propped up with Government supports, which
would effectively delay the evolution of a competitive enterprise. (The
cost of the Government add-on would be $1.5 billion over eight years,
but could be largely offset by revenues from our present plants.)

The State Department {Tab B) is particularly concerned that, whatever
decision is reached, the commitiment be immediate, The U.S. has been
the free world's supplier of nuclear fuel and the dominant leader in nuclear
affairs. A year ago, when we stopped accepting fuel orders, our credibility
as a reliable supplier sank precipitously. Since then several of our allies

" have turned to the USSR for this fuel, major investments have been made
abroad in enrichment facilities that will compete with the future U, S.
enrichment industry, and reactor sales, which are tied to fuel contracts,
have gone to foreign companies. (Because of our fuel contract hiatus,
Brazil just signed up with Germany for $4 billion in reactors and equipment
that would have been expected to go toc GE or Westinghouse -~ see Tab D.)

In addition to trade and other energy policy considerations, we want to
maintain foreign reliance on the U, S. nuclear supply because this permits
us to exercise special controls to inhibit the proliferation of nuclear
weapon development. Because of the dual character of nuclear technology,
we cannot deal with it simply on a commercial level.

it would be very useful in reestablishing our nuclear position if we could
announce at the May 27 Ministerial Meeting of the International Energy
Agency that a U.S. commitment has been made to build additional enrich-
ment capacity and that we will be accepting fuel contracts as soon as
general Congressional approval is obtained. This would necessitate a
basic decision on your part before that time.

RECOMMENDA TION:

That ERDA not be directed to negotiate further with UEA and that the
decision paper on the next U.S. uranium enrichment facility,” based on the
interagency review of the issue, be forwarded to you within two weeks.,

Approve Disapprove
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UNITED STATES
- ENERGY RESEARCH ANMD DEVELOPMENT ADMINISTRATION
WASHINGTON, D.C. 20545

May 8, 1975

The President
The White House

Dear Mr. President:

Jim Lynn has advised me that he is recommending that you direct
ERDA to pursue negotiations with the Uranium Enrichment Associlates
in an effort to determine what would be the minimum federal
assistance necessary to bring this private enrichment venture into
being, He feels this added information is required to ensable you
to make a decision between the several alternatives for obtaining
uranium enrichment capacity.

ERDA has already conducted an extensive review of the UEA
proposal and has reviewed its findings in detail with the OMB and
other members of your staff, It is my view that we have sufficient
information today to decide on a viable course of action -~ a
course which I believe best serves our objective of introducing
private industry into this sector of the nuclear power business

. and meets the critical consideration of timing. An immediate

- decision is essential to our own economy and to our balance of
Leade. Our ingoiiity for the past year to take orders has added
uncertainty to -our domestic utility industry and to our foreign
position on the sale of uranium fuel and nuclear power reactors.

*

o

In light of these considerations, I have in recent weeks
vresented my views to Jim Lynn, recommending:

™

-~ Rejection of the UEA proposal;

~=- Commitment to add enrichment capacity to an existing
governpment facility in order to take immediate orders,
both domestic and foreigm;

—— Initiation of private enriching capacity on a competi-
tive basis using centrifuge rather than gaseous
diffusion separation methods. This advanced technology
has much greater enargy efficiency, and is more flexible

e
in terms of meeting shifting demand,




‘The President -2 -

The UEA approacn is not the best alternative avallable to the
govarnment,

~- As it now stands, the UEA proposal represents both a sole
source procurement and such a high federal liability and
low private risk that it would set an undesirable
precedent for future commercial ventures, For this
reason, Congressional support will be most difficult to
achieve and, even if such authorization is achieved, 9-12
months will have passed without an assured program for
neeting demand for epriched uyranium.

-~ Negotiations with UEA would require a number of months
and -- even if their position proved more acceptable ——
Wauld still not of itself speed the re—opening of the
"order book" nor establisb private enrichment on a competi-~
tive basis.

In our plan, we would immediately seek Congressional authoriza-
tion for added govermment capacity and for industrial cooperation
for privately financed centrifuge facilities. Ve would then initiate
the design and procure the long lead items for the expansion of
government facilities, We would tailor the size of the add~on
government plant to the minimum needed to give private industry
t*me to get established. I believe that this approach constitutes

A B

ter pulicy aud is a more detensible proposal be:a&se

‘-f

it

~- Applies govermment guarantees more appropriately in supoort
of the establisiment of a competitve enrichment industry rather
than a single, sole~source supplier, such as UEA, and buys a

. better result. Attractive proposals utilizing centrifuge tech~
niques have already been presented to ERDA by EXZ0d, Garrett
Corporation and EFI-Atlantic Richfield.

-~ Reopens the "order book" sooner as a result of building the
add—-on plant.

, On the basis of current estimates, our proposed add-on plant
is expected to have a net budget impact of not more than $100
million total before the higher enrichment charges alrzady
planned will off-set new plant costs beginning in 1%80.
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The President -3~ i

ERDA has the responsibility to produce and sell enriched uwranium,
to develop new and improved enrichment processes, and to utilize
industrial capability to the maximum extent consistent with other

" national interests. We recognize, in this regard, that our objectives

cannot be isolated from broader considerations of energy policy and,
therefore, will continue to consult with the Energy Resources Council
and its individual members as we discharge our responsibilities.

Ve have attempted to consider all important issues in arriving at
our recommendations. However, you may have further questions and we

will be most happy to discuss such matters with you or anyone you
may designate.

Respectfully yours,

/—2- > S““%‘ﬁf- =

Robert C. Seamans, Jr.
Administrator
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US enrichmant uranium supply policy is an important
factor in our overall political relations with major
countrizss and snacifica?lv affects our noq~p”ol1he*atlon

g

{

and ensrgy coopy: tion efforts as well as our balance of
payments position. Th2se interests have suffered during
the past vyear dus to the uncertainty over whether, whan,
and how new enrichmeant capacity would bz built in the
United States. Particularly acute damage has been caused

by the "COR::&Ctlng gan” which bmgan last summer when the

then AEC was unable to satisfy foreign demand for enrich-
ment con*ra ts, having reached the capacity of the
existing US plants. The inabili ity of the US to satisiy
this demand has continued and it is exacnrbatlng cur
foreign nolxcy probler mS.

{

ﬁndet the esttlng policy of private entry, our
fore*gn policy interests have suffered a series of setf
backs due to the inability of the Uranium Enrichment
Associates (UEA) organization to develop a credible pro-
posal for private ssctor construction of a fourth gaseous
ciffusion plant., As the enrichment contracting gap has
widenad, foreign customers have become disillusioned with
our 1nao¢1ity to establisnh a firm timetable for the con-
‘struction of new enrichment capacity adequate’to meet the
fuel needs of foreign and domastic customers as we have
dona in the past. This situation has cause -major ,
prospective foreign customers (including Japan, Brazil,
2 number of Western Europsan countries, and Iran) to turn
to other fuel suppliers, the French and the Soviet Union
in particular. In addition to harming overall relations
with these and other nations, our current enrichmeni
approach has: '

i-kQﬁ

e

in the field of intermaticnal nuclear energy cooperatian
a2mong COnsumers;

~— inhibited our ability to take important initiatives

~- reduced our zbility to impose Us ncn~proliferation
safeguards standards using the leve
contracts, and ~
- diminished signifiicantl
benef i s flowing £ ale £

o ' . TEO A
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2s associated fuel and to attract foresign investmanits ip
US enrichment facilities. >

As w2 see it, the UEA project is in sericus trouble.
Wa understand that ERDA estimates that it could take one
yvear to negotiate a final agreement with UEA, and thatg
there is no guarantee that such negotiations could b=z
successiully concluded, given the wide . copo and complaxity
of the governma2nt assistance packags ragueasted, the finan-
cial azrrangements to be consumated, and the need for .-
legislation. Furthermore, not only are domestic utilities
reluctant to fully support the UEA effort, but it does
not. appear that foreign participation at the 60% level
UEA projects 25 necessary to the success of its venture,
could be achisved. While Iran remains favorably disnos=ad
to invest in UZA, Japan has adopted an increasingly cool’
attitude toward this project an& -ew if any, other -
foreign investors have been ide zlﬂd. S

The ERDA plan, on the other hand, would meet ouxr
foreign policy concerns by setting in motion promptly
credible program to establish additional enrichment
capacity in the United States which would serve foraign
and domestic customers on an eguitable basis. The pro-
posed government construction of an incre ent of gasmous
diffusion canacwtj and strong supnort of the construction

[ PR G S T s D = 't e e — g

OX BYLvVace Ct.‘-LL\_.&...\.J.\.Lk.-,\. DLalcsS combins CXRIZBLILNY and new

1. * E. 3 P N -
technolegy inte a pewerfvl joint veniure between the public

and private sectors. We believe this'blanaod approach
will bz extremely well raceived abroad. We also believe
that prospects for attracting foreign invéstment for this
program can prove to be considerably better -than for the
- UEA scheme. We believe that the Japansse as w2ll as the
Iranwanm will probably be w1111ng to participate through
equity and/or debt financing.

Of crucial importance to Seczetary Kissi
others is the need to resolve urgently ou
enrichment policy. The forthcoming minister laT meating
on May 27th of the International Energv Agency offers a
unigue opportunity for the Secretary to set out clearly
the general thrust of our enrichma2nt program. Such an
anngunceanent would be of ma}or value not only to our
cooparation with other consuming nations in the IEA but
also in our non-prol lfe?ath“ efforts. I would urge that
a Presidential determination bz sought to the extent
practicable on this issue to p=srmit such a decision to
e made before the end of this nonth. -

SN LD RS
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UEA REQUEST FCR GOV JERWENT ASSISTANCE | et

Introduction

UEA, except in cne case in which the Gevernment might 2

Uraniua Enrichment Associates (UEA) for nearly two years has actively
sought to establish a2 projac ct for a large gaseous diffusion uranius
enrichzent plant. It has macde substantial progress in escablisuing the -
technical basis for the project and has conducted extensive markoeting
activities with prospective domestic and foreign custom2rs. A droj=ct
financing structurs (Figure 1) has been developed conceptually and
employed a2s a basis for the UEA marketing cfforts. It has been deter-

mined by UEA and its financial advisors (Salemon Brothers) that, due to
the unigue nature of the project (secret process, no commarcial ? histo ory,
very large capital requirements), it cannot be- financed and cperated

ccmmerc1ally without certain forms of Government assistance and assurance.

The Pr 3 t Board - Private Uranium Enrichment,. through extensive dis-
ith VEA avd otHars, nas evaluated tne tyoes of assistacnce
rgquygued and t id maxinmunm thooretlca1)‘ob1‘v rioa that couid
result to tha C t- is accepted by UZA that ces
L

cvar insurred by
tha Government in providing'the reques ed assistance w be repaic by

_ quire 2 salable
asset. ' This brief summary provicdes highlights of the Board's evaluarioa
of each requested area of assistance. UEA has stated that there mzy b=
alternative ways in which the objective of commercial p* ject financing. .
can be achieved and that its positions, as ex pressea to the Board, ar
open to further discussion. The Board, howevar, has been obliged to
evaluate UEA's expressed positio

as as to the Govy-“mcnt assistance )
required to iasure project viabiiity. . - ; i : -

4,
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In addition to evaluation of the assistance requested from the Goveramant

e Board considered other key aspects of the project including: prespecs
fo* doxestic equity partners, anti-trust reviaw considerations, othar,
regulatory concidarations, zarket prespects both domestic and foreigzm,
project fiunanciazl structure and the conceptial fiaancing plan which is
bascd upon the assumed type ci Government assistance, altarnative wars
0f resolving some of the problems which are raised, project -power suddly, -
projcc; completion scheduie and tine schedvle for obtaining the neczssary
legislative authority. Board review and discussion of these itexms is
contained in its final draft report. ’

e, .
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 CONCEPTUAL TINANCYAL STRUCTURE
(ASSUMES 85 BXLLION PROJECT COST)

-

DOMESTIC 40 PERCENT 4 ' RN FOREIGN 60_PERCENT

—. 6. TOTAL SHARE — $2 BILLION b 5] 6  TOTAL SHARE - $3 BILLION
¢ 15 PERCENT EQUITY - $0.3 BILLION " .- © 85 PERCENT DEBT, 15 PERCENT EQUITY
"0 4-8.U.S. COMPANIES " . .7, . 0 THREE OR MORE FORELCN PARTICIPANTS
% &  SWU PRICE STIPULATES MINTMUM RO '©" 0 INDIVIDUAL CAPITAL PROVIDED:
* 15 PERCENT .NET RETURN | SRRy
. : : o I O - FROM FOREIGN SOURCES
© 85 PERCENT DEBT - $1.7 BILLION 'y
, . . ' .. .0 PROPORTIONAL TO OFFTAKE
; @ DEBT SEGURITY RN L : '
' s . | o 0 THROUGH IRREVOCABLE "LETTER OF
: ©  LONG-TERM CONTRACTS ¥ . : ' CREDIT" HELD IN U.S.
; ¢  GOVERNMENT ASSISTANCE, PACKAGE .+ ®  SWU PRICE REFLECTS INDIVIDUAL SERVICING
g ; ' e OF CAPITAL
: 0 SWU PRICE REFLECLS COST OF DEBT, e ' ;
. EQUITY AND GOVERMMENT ASSISTANCE =~ **° '~ @ TOTAL FOREIGN VOTING RIGHTS

‘0 LIMITED TO 45 PERCENT

O DALANCE OF EQUITY - “'PREFERRED STOCK"




II.

Reguested Government Assistance
Ju

A

P2 2]

L

-

B.

Completion Guaranéeé ) . - T A

-Performance Assuvancsa

UEA sceks an adequate supply of specialized materials and com—
-ponents (e.g., barrier) mow manufactured by E2DA plus Government
technical expertisz2 and assistance to. assure that the techaical
basis of thz project is sound and. that obstacles can be overcome
t2

. wost effectively iIin ordar that. : pro1»ct will perform technically.
Recognizing that this approach would, in efiect, make the Governzent
a techaical partaer in the undertaking, UCA is willing to accept

whatever Govermzent overviaw, including "veto powar", is necessary

to protect the Covernment's interest -during design, construction aad
startup. The Roard's best judgment of the cost of needed Governz=ent

functions is $§150-8200 million; this includes costs of a 1C0-man

_ Goyernment review tezm. It is assumed that Government costs would

be reimbursed on a curreat basis during comstruction.

Problems of risks involve potentia
Governrment barrier preduction capaci

tions between.CIP/CUP and the UEA project, Government- 11abllltl°s
under varranties for its products and the practiczl: problers waich
could be created by dual D*OJECC controls (lﬂC'€°SG$ in cost,

schedule delays). . ot TR e o

1. ‘Contingent Government Loan Guarantee . e e o &

3 portion (85% of 40%) u

S . 5 . L N

' UEA seeks an arrangement which will assure its ability to

borrow funds for the projact. According ta its concept, thes
chief condition to invoking the contingent loan grarantee
wou¢d ba an inability of UEA to market securities at an :
intorest rate equivalent to an "A" bond rati g or above. At
that pqint the Govermmant would back su

thelr ma*"et"alllfy Lnis would apply o
pt
would be based upon a jpint GEA/ERDA estimare of

ject cost, escalated in an agree )
a .contingency factor appropriate to the quaiity of t
3 r

L0l ha esticata,
plus an additional overrun allowance. The loan guarantee would
Dot apply .to pura2ly comsmercial debt alr2ady s2curad and all'ded
would be of equal statura. Accordimg to UEA, this featurs is.
necessary to the financability of tha project sincs ic will assurs
VEA's ability to obtzin sufficient funds to complete the plant
{and thereby assura custozers, PUC's and lenders of zn operabie
plant). In concept it would.also minimize cthe azounr or durati
of Covarnzent involvement in projesr finmanciog. Wnile: there wo
be no direct cost to the Government (excess in the evonc of-dela

1 early authorization of additicnal
ity, ERDA scarce manpower alloca

*
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feature may incre
et

u =) reasz2 Government debt zand
the Federal debt i

a ceiling.
Problens or risks involve the following:

-~ The plan is
Salomon Brot
a:k° place.

eliminary and has not been reviewed by
rs marketing staff or tested ia the

-

loan guarantee may adversely influence
ial reaction) or imporve (Salomon Brothers
lability of purely cormercial debt. If the
. " former, the Government runs the risk of guaranteeing dost,
. 1f not 211, domestic dabt. :

va

" ~ Domestic utility rejection of UEA contracts, especially
"hell or high water" provision, would ercde basis for

. ‘securing and servicing long—-term debt. This could l=ad

. to Governaent guarantee of all domestic debt for the
: - full 25 year term, if the project proceeded at all.  (There
~ is evidence that some may accept, others may rejec;, tnis
* provxslon )

— The uncertainty of foreign paft1c1pat101 up to the 60 percent
target, and ‘the potential 1nabllﬁgy of UEA to compansate with
increased daomestic eczpital, rzises tie purencial bovernnan;
lﬁablllty, if the project proceads.

2, Overrun Funding Bl < -
2 - ;
UFA requests assurance oi funding overruns, in the event ths
project cost limit is exceeded, by further Government guaraatez
Joans, or dirsct loans to be repaid-by UEA,.possibly after pzy-
) ~ ment of private debt. UEA would undertake to match such fundin

. © with 15 percent equ*ty funds on a "best e
¢ to UEA, the overrun feature would assure
the large amounts of dedbt and equity capital required

: project which otherwisz would be 1::0351312 since it w

. sary to employ a project cost estimata based only upon concedt:

design. The costs of such assurance are prcbably zero if

likely, Government guarzntesd loans would bz involved,

the zbsencz of a condition of Yeconomic frustration' (

one can safely assume that successiul completion of th

technically fecasible. However, thars is a2 potenti

impact of up to $2-billion which represents a2 40 p

h respect to problez=s or risks, there is great doubdbt th
ssumption of funding overruns by tha Government pro
» approved by Conzrass. Even if overrun fundinz we
T v
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+ it ould tend to reduoc
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1init to the Congress and endanger approval. UEA's lack
of firam comnitzoent to provide additional eguity in the

event of overruas to maintain 85 percent debt/l5 percent
. equity ratio mz2y be hh-gcengab’ﬂ to Congrass and it eliminates
a risk iIncenctive to UZA for eificient management and centrol -

. of cdosts. - There is some yerdal evidence that ”EA nay ba willing’
to make 2 stronger cormitcment in this axrea than it has so .far
made to the Board.

‘3. Economic Frustration i e - e

UEA requasts Government assurance against risk of "economic
frustration' of the project, i.e., unacceptable postponement of
return on, or recovery of, equity due to (1) coampletion of
plant delayed beyond some agreed relatively late date, (2)
prohibition or indefinite suspension of consturcticn or |
operation by 3ud1c1al or administrative action or (3) other
causes which effectively prevent economic realization of the
project, such as inability to obtain power. In such event,
the Governﬁent would assume U.S. debt and provide ¥fair
compensation” to U.S. equity investors and would assume ;
control of the project in ordar to bring it to a successiul
eénclusicn. According to UEA, they.might not be able to obtain
necessary: deht—e2quity cepital in the face of such risk without
this assurance The costs to the Goverament could rangs up to
all dorestic capwtal i.e., 40 perceqt of ths proj ject costs.
With respoc* to problexs or risks,'in the eveﬁt of Yeconomic
frustration' dues only to unacceptable delay in completion of
- project, U.S. could then beccme 2n egquity partner with other
foreign equity partners, thereby possibly. presentiag polit
problems in the administration of the project. Thers exists
potential Govermnment liability for 211 domestic capital with
risk of not having an operable plant, althouzh with Governmenc!
par;1c1pgulon in key phases of the project such risk appesars
remote. The.concept Hay present d*: dculty 4n nh332132131 UL ;
mutually accnptanle criteria for “econoamic frustration" and "fai
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o
"compensation'. Non-assuoption by equity capital of the risk of
economic frustration would imperii Congrassional zporoval, reoove
a risk incentive to UZA for eificient managemanr aad craate a
significant precedent ragarding Coverncent assistance. 5
Stockpile Backun and Load Levelins ‘ . 2
UEZA requests access to the GCovernment SWU stockpile, on a lezse or
purchase basis, for uvp to two million SWU's over tha first fsur
years after startup, and ninz millisca SWU's at the cucsat ani dacraas
dng to zero five years after the plant achieves 'succassiul” operzcic

|
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the evant of startup d°‘ays

2 W e the conmitments on the plaac
early customer de d prior to achieving a steady-
sLate opergti a. £ the ERDA purchase obligation were four million
SWU's, and on a tine sch e dule presently viewed as wmost likely, cost
to the Governzeat could be $300-$500 million. . In a time frame that
would require Governzent feed purchases, this could rise to $680-

3
[ O ¢

$2400 million. - This assét should, however, bes resalable.

Problems and risks in this area concern the expected adequacy of
the Government SWU stoc‘plle in relation to 21l anticipated nzeads
and the probable need, in the lzte 1970's, to seek appropriations
for purchase of SWU's and any needed feed. On the other hand, use
of surplus Government feed in the UEA plant, if pessible tiaewisa,
represents an opgportunity to nearly double the amount o: enriched
uranium produced. = “

Terﬂlnatlon of ERD\ Contr ets ’ : yiey . ]

UEA requests that ERDA terminate a sufficieat number of its long—

t2rm enrichment serxrvices contracts with uvtilities to assure that

the UEA plant would be effectively sold cut - on the assumptioa thac
‘terminated customers wou‘d then sign with UEA. The Governnaat has
already agrced that it would henor voluntary requests for ternina o
Involuntary termination reguiras that certain criteria be met. Hgwaver,
on thz assumption that the criteria to allow the necessary terminzatiens
would be met, there would be no cost to the Government sinca operating
conditions in Government plants would be adjusted to compensata.

Problems and risks relate to domestic requests for voluatary termina-
tion being tied to the impositica of an ERDA commercial SWU price, to
doubts as to whether invollntarily terminated c"stu”ers would sigm

3 >

with UEA, and to possible need to make a formal' reascﬂablercss inéi
concerning UEA contract ter—s and conditiens. TFurther, terminztion of
ERDA contracts beyond a certain point would result in unecononic costs
to remaining ERDA custcmers. L
Defaulting Utility Proteciion : : e
U?i requests that, in the event of a default by a domestic uvrility

nd Incbility of UEA to s211 the serzvices to others, the Geveramenc
assuwe the obligations of the defaulting urility up to ' 1i-is of
50 percent of the domestic urility share of plant oucpus. =IJDA’s

- _ . 2
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ments of Govermment assistanca which UZA

the likely impact of those ele

feels are ‘necessary to insure pLoJc t viability. y
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($ fillions). A .
- Potential z
i ! ’Fost Li;ely f Maxioun ~

Performance 150-200 155-400 , Reimbursabls, gz2nerally
Assuranca ' current basis
Coupletion 0 {-2000 Probably rucovaratle, econcm
CGuarantee . frustration rexcte
Stockpile Backup 300-5C0 600-1400 Purchased S'J's represent
load Leveling . (no feed) a resalable asset
Termination of 0 e Operating conditicns adjusce
ERDA Contracts
Defaulting Utilicy 0-40 C-5000 Poreatial manfzum obligation
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BUREAU OF OCEANS AND TVTERNATIONRL
ENVIRONMENTAL AND SCIENTIFIC AFFAIRS

-

January 17, 1974

MEMORANDUM OF TELEPHOWE COWVBRSATIO?

PARTICIPANTS: Christopher Makins
' Fl%}? %ocretary, Embassy of Great Britain

Nels fLﬁsleverlng, Jr.
'Pgogram Coo dinator, OES/SCI

SUBJECT: UK Purchase of Soviet Uranlum Enrlchm
Servlces Vice U.S.

_ Chris Makins telephuned late this afternoon to advise
that the UK's Central Electric Generating Board (CEG3) has
‘con+racuea with the USSR for enriching services for the

supply of enriched uraniuvm contemplated in the two_conditional
supply contracts offered by the USAEC iast summer.
I said I didn't understand his emphasis on the conditional
aspect of the contracts because President Nixon has assured
231 contrant holders, conditional or otherwise, that thesir
needs would be met; and, while a country who did not .
understand the complexity of the uranium enrichment business

" “might seek to cover its conditional contracts I really

didn't understand the UK motivation. Chris Mekins responded
that it is really just "dirty commercial business" The
Soviets were offering firm contracts at attr actlve prices,
.something the U.S. was not now doing. I asked whether

the contracts were long-term. He said it was his understanding
that they covered the same gquantities of fuel involved in

the conditional contracts, but that he had no further details.
The contract detailiz nuld be furnished to COCOM.

He asked that this information, which he was conveying
to a number of interested agencies, be held in confidence;
that its announcement would probably be made on the occasion
of the Prime Minister's visit to Moscow around mid-rFebruary.

-

[ ——
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1 These two conditional enrichin
covered the long—-term supply o

ng service contracts would hava
of enriched uranium for two
400-600 MW megawati nuclear pover plants and were open for

signature by the CEGB until March 1875.




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

Signature
MEMORANDUM FOR THE PRESIDENT
FROM: JI’-‘QS?I&’NN
SUBJECT: Further development of an alternative for
provision of additional uranium enrichment
capacity

The Administration must decide soon how additional national capacity
for enriching uranium to fuel foreign and domestic nuclear power
plants will be provided, in order to meet domestic needs and to
retain our foreign markets.

In 1971, the Executive Branch established a policy of having private
industry, rather than the Federal Government, provide additional
uranium enrichment capacity when needed. Last September, the
Secretary of State became concerned that this policy might not
provide capacity in time to serve both domestic and foreign policy
interests. You approved a study of the issue which will be
completed within the next few weeks.

This memo is to (a) report on the status of the three alternatives
being explored, and (b) request,your decision as to whether further
work should now be undertaken which is essential to determine the
viability of one of these alternatives,

The need for additional capacity

Three Energy Research and Development Administration-owned uranium
enrichment plants have provided the basis for the United States!'
virtual free world monopoly on uranium enrichment services. ERDA's
plant capacity is now fully committed. Western European interests
are now moving to build two large plants, but this need not prevent
the U.S. from capturing a substantial share of the foreign market,
provided we can move ahead this fall with the detailed planning
necessary to have additiomal capacity on line in the mid-eighties.
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Meeting future demand, both foreign and domestic, is expected to
require about ten U.S. plants equivalent in capacity to any one

of the three existing plants. These new plants would cost about
$3 billion each in 1975 dollars.

Alternatives being evaluated

Studies - under ERDA and NSC auspices - have largely been directed
toward the evaluation of three alternatives:

1. To enable private industry to move immediately to build
additional capacity, and subsequent plants as necessary.

2. To have ERDA build the next increment of additional capacity
at a cost of about $3 billion (in 1975 dollars), while continuing
to pursue the private entry objective for subsequent plants,
beginning about 1979, using new technology now under development
by ERDA. '

3. To -abandon the private entry objective forthwith and have ERDA
build additional plants as necessary.

Status of 1971 policy and the response to it

Undexr the first alternative, a consortium (UEA) composed of Bechtel
and Goodyear has already developed plans, with foreign financial

Nnartirinataan tn R dTA 6 €Z RITTI Av T ame Pavst TIDA S~ £330 2ae
r nnnnnn .t/ vvvvvv E) - VA - B &t b e i N 4 A :J-L“AAV& v AL ld W -t AJ.JA\AJ.AL& P Wy V4

‘necessary to seek some degree of Government backing or recoverable

assistance to secure private financing and to accommodate its
domestic utility customers. Private financiers want rigorous
conditions of sale to justify a high percentage of debt financing,
but such rigorous conditions are difficult for the electric
utilities because of their current financial condition.

Dr. Seamans' evaluation of the UEA proposal is that the UEA plan can
be made to work if it has adequate Government support; but ERDA is
concerned about how much Government assistance would be reasonable,
how acceptable that assistance would be to the Congress, and how
long it would take to consummate arrangements., (However, detailed
negotiations with UEA have not yet begun.) ...Dr. Seamans would
prefer Alternative 2, but in a version (yet to be fully developed)
which would split the next increment of capacity between (2) Govern-
ment construction and (b) later, private construction using a new
enrichment technology still under development by ERDA.

Having met personally with the top people at Bechtel and Goodyéar, I
am impressed with their aggressiveness and tenacity, despite
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formidable obstacles. However, UEA has already invested nearly %9
million, and its willingness to persevere is beginning to wear
thin. Morsover, it is inherently important for the Nation that
the issue be resolved soon one way or another, so that the U.S.
can meet its own needs and also convince other countries that we
will continue to be a reliable supplier of enrichment services.
Absent some signal from the Administration and some degree of
progress on the legislative front, I believe that the UEA
consortium may expire by mid-summer.

I recognize that congressional approval of an assistance package
will not be easy to achieve, even though the alternative is early
appropriation of several billion dollars for another Government

plant. Nevertheless, private entry has strong attractions, as
follows: .

. uranium enrichment is the kind of activity which need
not remain in the public sector; ‘

. UEA is ready and willing to move, given strong encourage-
- ment and some limited assistance;

. success of the UEA venture would, I believe, serve to
"break trail" for subsequent private ventures, three of
which are already in the planning stages; and

. additional CGovernment const

future private involvement.

1rtd A meanr mo che A3
CLion DUW LLoace &

The immediate problems ‘

Full evaluation of the UEA venture (in effect, Alternative 1) depends
upeon finding out through expedited, serious negotiations, what UEA's
minimum requirement for Federal assistance would actually be.

Unless this is done, time will run out without Alternative 1

being in shape for decision.

A related problem is that of who will conduct such UEA negotiations.
ERDA is the logical agency to do this, but Dr. Seamans appears not
comfortable about having the responsibility for the major effort

that would be required to bring about private industry's construction
of the next plant, because of his doubts about the UEA venture.

A decision to proceed with negotiations should be accompanied by

a directive to establish a negotiating team that is fully committed
to a major effort to elevate the UEA venture to a real optiom.

-
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Since I believe that there is no substitute for ERDA's mainline
involvement, I believe the best solution would be to give co-
responsibility to Dr. Seamans and Frank Zarb, who was extensively
involved in the private entry objective when he was in OMB.

In my judgment, such negotiations will not proceed in the expedited,

.serious. way required unless you signal that it has an important

priority. Accordingly, I recommend you sign the attached memorandum
to Dr. Seamans and Frank Zarb.

Attachments
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THE WHITE HOUSE

WASHINGTON

MEMORANDUM FOR FRANK ZARB
FROM: THE PRESIDENT

SUBJECT: Negotiations with Private Consortium for Uranium
- Enrichment Venture

I am advised that one of the three policy algernatlves being explored
to prov;de the needed additional national capacity for enriching
uranium is that of immediate private entry. I also understand that
one consortium, Uranium Enrichment Associates (UEA), is now prepared
to proceed with a private venture, provided that reasonable Government
assistance is offered. 1In order that this alternative may be properly
developed for my consideration, as against other alternatives, I
believe that negotiations should now be initiated with UEA d*rected
toward determining the minimum level of Government assistance needed
to realize the venture--if that alternative were to be chosen.

Since time is of the essence in moving forward with this problem,

civeth mAaratdatt arne chatt1 A mwmasand -:“rn"w:w'71 T N B fnﬂr? Q'{:gnﬁf'QIYﬂ}'\f
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Because you have already had extensive prior experience in dealing
with UFA on the subject of private uranium enrichment and in view
of FEA's responsibilities for developing national energy resources,
it is appropriate that you work with Dr. Seamans in completing the
necessary negotiations. I would expect ERDA to continue to provide
the nscessary staff assistance to ensure expedltlous handling of
these negotiations.

cc: Robert Seamans
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THE WHITE HOUSE

WASHINGTON

MEMORANDUM FOR ROBERT SEAMANS
FROM: THE PRESIDENT

SUBJECT: Negotiations with Private Consortium for Uranium
Enrichment Venture

I am advised that one of the three policy alternatives being explored
to provide the needed additional national capacity for enriching
uranium is that of immediate private entry. I also understand that
one consortium, Uranium Enrichment Associates (UEA), is now prepared
to proceed with a private venture, provided that reasonable Government
assistance is offered. In oxrder that this alternative may be properly
developed for my consideration, as against other alternatives, I
believe that negotiations should now be initiated with UEA directed
toward determihing the minimum level of Government assistance needed
to realize the venture--if that alternative were to be chosen.

Since time is of the essence in moving forward with this problem,

such negotiations should proceced immediately and effectively.

Because Frank Zarb has already had extensive prior experience in
dealing with UEA on the subjett of private uranium enrichment and
in view of FEA's responsibilities for developing national energy
resources, it is appropriate that you work with him in completing
the necessary negotiations. I would expect ERDA to continue to
provide the necessary staff assistance to ensure expeditious
handling of these negotiations.

cc: Frank Zarb
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Uranium Enrichment

The U.S. recognizes the important role nuclear power plays in re-
ducing the world's reliance on oil and other fossil fuels and the grow-
ing demand for nuclear power in many nations. With respect to the

.provision of uranium enrichment services for nuclear power plants,

I wish to emphasize that the United States will continue to be the major
and most reliable supplier of such services.

Our existing capacity, including expansion already underway, is now
fully committed to foreign and U.S. domestic customers. This con-
dition has clearly been anticipated, and ever since 1971 activity has
been underway to plan for the very large expansion of U.S. capacity
which must occur over the next two decades.

Several private ventures are active in the U.S., using either gaseous
diffusion or gas centrifuge technology. And, as a matter of public
policy, we want to provide for uranium enrichment by private industry
as scoon as possible. Concurrently, the U.S. Government is pursuing
the development of advanced uranium enrichment processes. (covered
below)

The increased use of nuclear power is a central element in my country's

nlan far meating its energv neede For thie reacon alone, a maior ev-

pansion of our uranium enrichment capacity will be necessary.

We know that nuclear power is equally ceniral to the energy strategies
of numerous other nations, and we believe that we can be very uszaful
in helping those nations to meet their needs for uranium enrichment
services. The U.S. recognizes its responsibility to continue the pro-
vision of such services under long-term orders. Moreover, the sale
of uranium enrichment services is for us an important export business.
For these reasons, I can assure you that the U.S. as a nation is firmly
committed to a substantial, timely and continuing expansion of its
enrichment capacity.

The President presently has under consideration several alternative
specific means of accomplishing expansion of U.S. uranium enrichment
services. As soon as a choice is made, he will make appropriate
recommendations to the Congress, and we expect that by mid-July a
clear path will have been defined. In any event, the United States
Government will take steps to assure that the U.S. will remain in the
role of the major, reliable suooha of world-wide needs for enrichment
services. We expect that negotiations on firm contracts between

o
- ¥t oo
B Yy i



Y

producer and consumer will be initiated well before the end of this
year.

The President would welcome the cooperation of foreign entities in
these developmental ventures in accord with principles agreed on by
the International Energy Agency.

e
Rl e



May 24, 1975

MEMORANDUM TOs MAX FRIEU ERSUORF

FROM: JACK MARSH

Ao a result of the Uranium Earichment meeting, it is of highest
priority that we quietly conduct a survey of Hill leaders in the muclear
energy field as to Congressional response on various nuclear energy
preposals, which in an oversimplified way might be turmed:

L} Private sector spproach

2) Federal Covernment approach

3) Quasi-Federal-Frivate appreach

This relates precisely to the field of uranium enrichment, and a

propesal now under consideration in 'omestic Commell, OMEB, FRDA,
We whould be prepared to respond at a meeting on the subject, chaired

by the Presideat, a day or se after he returns from Furepe.
3} In order to make this survey, I would suggest that you obtain

from either Cannon, Lyan, Zarh, Comner or Ssamans » sunmary

fact sheet that states the guestion and proposes the options.

2) In addition to members of the Joint Commitiee on Atomic Energy,
' 1 would suggest the leadership of the House and Sensate, the

leadership of Interior Committees. Also I would suggest soms

soundinge with other opinion leaders in the House and Senate to

include those identified with environmental groups. Howsver, be-

cause of the sensitivity of the subject, 1 urge discretion in these
soundings; which would be tnore informal and in less detail than

those directed to the leadership. In all efforts before any inguiry
is made to anyone, we should meet and discuss very carefully who

18 to be approached and how.
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3 Because of thelr background, | would suggest a call te Cralyg
Hosmer and Chet Holifield.

4 It is my view that it would be importamt to touch base with seversl
koy staffere, who have an expertise ia this subject.

5) Ia conducting this survey, and to cross chack your responses,
you may wish to draw on Joha iyl at Interior; Holly Cantus, "1 A;
Paul Cyp, "14; Jim Sparling, Commmerce. .

Considering the nature of the subject, most psrsons coatacted should be
requested to treat the iaquiry on & confidentia] basis. Because of the
recess, | cuspect that a number of these contacts will have to be made by
phone.

A flaal word of caution - this is an immbasely complex subject, therefore,
it is essentisal that in discussions with the Hill, the facts be objectively
stated in sufficient detall to get a meaaiagful responss.,

ce: | FRamsfeld
JOM:ch

TR . JO T




May 24, 1975

MEMORANDUM TO: MAX FRIEDERSDORF

FROM;: JACK MARSH

As a result of the Uranium Earichment meeting, it is of highest
priority that we Qquietly conduct a survey of Hill leaders in the nuclear
energy fieid as to Congressional response on various nuclear energy
preposals, which in an oversimplified way might be turmed:

3] Private sector appreoach

2) Federal Government appresch

3) Quasi-Federal-Private approach

This relates precisely to the field of uranium enrichment, and a
’rapoul now udor moldcuaon in Dmnllc Coucﬂ. OMB. KRDA.

by the Prnhhut‘ & day oy se alhr he ;!m lm Enmg,

5 In oxder to make this survey, 1 would suggest that you obtain
from either Cannon, Lyna, Zard, Connor or Seamans & summary
fact sheet that states the question and proposes the options.

2) In addition to members of the Joint Committee on Atomic Energy,
I would suggest the leadership of the House and Senate, the
leadership of Interior Committees, Also I wounld suggest some
soundings with other opinion lsaders in the House and Senate to
include those identified with environmental groups. However, be-
cause of the sensitivity of the subject, I urge discretion in these
soundings/ which would be tnore informal and in less detail than
those directed to the leadership. In all efforts befors any inguiry
is made to aayone, we should meet and discuss very carefully who
is to be approached and how,
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3) Because of thelr background, [ would suggest a call to Craly
Hosmer and Chet Holifleld.

4) It is my view that it would be important te touch base with several
key staffers, who have an expertise in this subject.

5) in conducting this survey, and to cross cheek your responses,
you may wish to draw on John Kyl at Interier; Holly Cantus, ERDA;
Paul Cyr, FEA; Jim Sparling, Commerce,

Consideriag the nature of the subject, most persons contacted should be
requested to treat the inguiry on a confidential basis. Because of the
recess, | suspect that a number of these contacts will have to be made by

pheas, '

A final word of caution - this is an imambnsely complen subject, therefore,
it is essential that in discussions with the Hill, the facts be objectively
stated in sulficient detall to get a meaningful response.

¢ce: CRumefeld
JOM:chb
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Decision Meﬁg Draft

5/29
P e

Attached is a very rough draft of a pﬁtential decision
memorandum. It is based on only preliminary information -
and discussiéns with the task group. It is far from
complete and, as it stands: a

- Jdoes not necessarily reflect anYone's views.

- has noone's approval

- contains unnecessary information and omits other
information that will have to be added.

Therefore, at this point, it is furnished only as a
rough outline to get senior advisers' views as to whether
the right issue, alternatives, considerations and facts

are being assembled.



DRAFT 2 - 5/29/75

DECISION
MEMORANDUM FOR:
FROM:‘
SUBJECT: PROVIDING ADDITIONAL U.S. URANIUM

ENRICHMENT CAPACITY

The Issue

The issue for your decision is whether to propose legislation
which contemplates construction of the next increment of

U.S. uranium enrichment capacity (a) by the Uranium Enrichmen
Associaties(UEA) in a privately owned plant backed up by

the potential for Federal by-out prior to completion, or

(b) by a Government owned plant.

Both alternatives contemplet that construction of succeeding
enrichment plants would be by private industry, probably

with the initial plants subject to the same kind of conditions
now proposed for UEA.

None of your advisers believe that you should consider
proposing that all future enrichment capacity be in plants
owned by the Government or a Government corporation. However, -
this alternative needs to be kept in mind because (a) it
undoubtedly will be considered by the Congress, and (b) such
an alternative provides a useful baseline for evaluating the
the two alternatives presented for your decision.

Developments since your May 23 Meeting.

Since your last meeting with senior advisers on this subject:

.  Negotiations have been conducted with UEA officials and
their financial advisers -- which have resulted in a
substantially different proposal from that previously
discussed by UEA and ERDA. It is discussed under Alt. 1,
below.

The alternaﬁives have been refined further and evaluated.
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More data have been assembled to respond to questions
you have raised, including:
- A comparison of the relative status of diffusion
and centrifuge technology. (Tab A)
- Projected world supply of enriched uranium (Tab B)
. Projected world demand for enriched uranium(Tab C)
- Extent of nrivats industry interest in proceeding
with centrifuge demonstration plants(Tab D) (To be
supplied by ERDA).
The Congressional Relations staff has assessed the
attitudes of Congressional leaders(Tab E - to be supplied
by Congressional Relations staff). Potential Congressional
acceptance is one of the considerations discussed below
in evaluating the alternatives.

The Alternatives

The principal features of the two alternatives are as follows:

. Alt. #1. UEA construction of a free standing 6.5 to 9
million unit diffusion plant. This would be followed by
industry construction of succeeding plants (using either
diffusion or centrifuge technology, as determined by

industry. The arrangement would work as follows:

-~ UEA and future enrichment firms would:
. provide the organization, management, financing,
plant site, power, customers.
. Design,bnild@ and operate the plant.

~ ERDA:

. transfers information on diffusion technology
to the enrichers and receives a royalty payment
(no new authority needed).

. supplies and gives warranty for those materials
for plant which are available only from the
government. Enricher pays for these.

. reviews and approves design of plant.

. oversees construction and management, much as it
would now if ERDA were going to own the plant.

- New legislation would be needed to authorize the
transfer of ownership of assets and liabilities of
the enrichment firm to the Federal Government at
any time prior to completion of the plant, with:
-- either the enrichment firm or the Government

able to sequest the transfer.

-- with amount of payment depending upon the
circumstances -~ varying from essentially full
repayment of U.S. equity investors funds to
no repayment{total loss of equity).

~- ownership then resting with the Federal government
just as it would if the enterprise began with
the intent of Federal ownership.



This alternative is described in more detail at Tab 2,
to which is appended the specific wording of the UEA

proposal. (To ke swrniled b7 D000

v ha g

. Alt. #2. ERDA would contruct an add-on diffusion plant
of up to 5 million units adjacent to its existing 9
million unit plant at Portsmouth, Ohioc. This would be
followed by private industry construction of centrifuge
plants, starting with competitive proposals from firms
that would be prepared to build 1 million unit demonstration
plants which are capable of being expanded to 3 million
units. Depending upon the speed with which these plants
could be built and production begun, it may be possible
to reduce the size of the add-on ERDA-owned diffusion

plant--perhaps even to zero. This approach would work as
follows:

- Legislation and appropriations would be requested
to permit ERDA to proceed with design, long-lead time
procurement, and if necessary, construction of the
add-on plant. :

- For the centrifuge followon plants, the overall approach
would be much the same as that outlined for private
enrichers under alternative #1.

- Legislation would be needed to authorize the transfer
of ownership.

This alternative is discussed in more detail at Tab G
(to be supplied by ERDAL

Considerations bearing upon your Decision

A number of considerations are essentially equal with respect
to either alternative and need not be considered further here.
These include: '

- The date when the next increment of capacity must be
on line (now estimated at 1983).

- Nuclear materials safeguards{non-proliferation) in terms
of both the physical security of the plant and Federal
control over exports.

- Impact on the Government's stockpile of enriched uranium.

- Customers for the next increment of capacity which
are expected to be predominantly foreign.

- Risk of not having the next increment of capacity on
line when needed.

- Opposition from nuclear power opponents -- who may
try to prevent any new increment of capacity as another
way of slowing nuclear power (but who will be vulnerable
to the answer that failure to build means dependence on
foreign sources of enriched uranium) .

Lo,
R
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Other considerations are important and the relationship to
each alternative is discussed below:

1.

Date when the U.S. will be perceived by potential foreign
customers as a reliable supplier of uranium enrichment
services. An early date is important to the nation's
ability to obtain a large share(target 50%) of the
foreign market. There are some differences between

the two proposals for the next increment--in terms of
when all arrangements will be firm. In the case of- - -
alternative #1, the foreign perception would depend
heavily on how it was explained. The steps necessary

and probable completion dates for the two alternatives
are as follows:

Alt #1 Alt #2
UEA ERDA

. Propose legislation 6/30 : 6/30
. Congressional authorization
. UEA obtain equity partners na
. UEA obtain foreign equity

and customers ’ , na
. Obtain committment for

electrical power
. UEA obtain domestic orders
. Plant design completed
. NRC construction license na
. Construction begins
. NRC operating license na

. Production begins

In summary,
. Under alternative 1,.....

. Under alternative 2,....
Impact on the ability to achieve(and the timing) the
objective of having indsutry build and operate succeeding:

increments of enrichment capacity.

Under alternative 1,....

Under alternative 2,....



Federal Budgetary impact (Budget authority and outlays).

Tab H (to be supplied by OMB and ERDA) contrasts the

budgetary impact of the two proposals over the next
vears. Briefly,

Under alternative 1,....

Under alternative 2,...;.

Chances of Congressional acceptance of the proposal,
and the probable impact of the timing of approval.

Under alternative 1,....

Under alternative 2,....

Ability to accommodate committments to foreign nations
to permit non-discriminatory participation in the
financing of enrichment capacity.

Under alternative 1,....

Under alternative 2,....

The risks and how they are shared from the viewpoint
of:

- Domestic utility customers...

- Foreign customers...

~ Domestic equity partners...

- Potential financiers for debt...

Potential enrichers....

1

(These considerations may be worked in at other
points in the memo)|

Other Foreign Policy Considerations(if any -- to be identified

by NSC staff by 5/29)



Other Actions Affecting Uranium Enrichment that must be
taken by the Administration

. Submission of Commercial charge legislation...

. Decision on "open season" and conditions for escaping.
from enrichment contracts with ERDA.

Recommendations
, ’ and recommend Alternative
1 because...... '
, ’ and recommend Alternative
2 because.....

Decision

Alt #1. Alt #2.
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TABS

Comparison of status of technology
centrifuge and diffusion

Projected world supply of enriched
uranium

Projected world demand for enriched
uranium

Extent of private industry interest
in proceeding with centrifuge
demonstration plants now

Assessment of Congressional situation

Description of Alternative #1 -~
UEA builds next increment, private
industry succeeding units.

Addendum to "F" - UEA's specific
proposal

Description of Alternative #2 -
ERDA builds next increment, private
industry succeding units.

Federal Budgetary Impact

{(attached)

{attached)

(attached)

(to be supplied
by ERDA)

(to be supplied
by Max Friedersdorf

(to be supplied
by ERDA)

(to be supplied
by ERDA)

(to be supplied
by OMB and ERDA)
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Question

Compare the stucus of gas centrifuge technology to gaseous diffusion
insofar as its present commercialization potential is concerned.

>

Answer

With over 30 years of large-scale operating experience and development,
the gaseous diffusion process has proved to be a highly reliable and
economical method of enriching uranium. The gas centrifuge process
which has been under development for 15 years and is now approaching
production capability appears to be economically competitive and has
been shown to have certain advantages in commercialization potential.

Plant Size

Gas centrifuge plants can be economically built in smaller capacities
than gaseous diffusion. This results from a higher degree of separation
inherent in individual gas centrifuge equipment and the ability to more
readily scale the plant to desired size. Gaseous diffusion, on the
‘other hand, requires many stages to achieve enrichment and is dependent
on large equipment to achieve economy. The scaling of gas centrifuge
plant size permits considerxation of many smaller regional gas centrifuge
enrichment plants providing greater flexibility. Provided that a sound
centrifuge sub-supplier industry has been established, construction of
small increments of capacity may permit "tracking" the enriching service
demand,

Power Regquirements

The gas centrifuge process is shown to use about 10 percent of the electric
power consumed by the same capacity gaseous diffusion enrichment plants.
This results from the fact that the gas centrifuge process is inherently
more energy efficient. The lower electric power requirement allows locating
gas centrifuge enrichment plants without major dependence on large electric
power systems and sources. Projections of operating costs indicate that

gas centrifuge plant operating costs will be largely under the control of
the operator. Because of high power consumption, a large portion of

gaseous diffusion plant operating cost will be dependent on utility control,

Technology Potential

The capacity and performance of gas centrifuge equipment is currently limited
by materials, fabrication techniques and the understanding of gas centrifuge
theory. Further developments are expected to increase the capacity and
performance of individual centrifuges. These improvements could be incor-
porated in operating enrichment plants during normal replacement of centrifuges.
Gaseous diffusion technology, although not exhausted, is more mature and by its
nature is more difficult and expensive to incorporate into operating plants.

[



Patent and Proprietary Incentive

Since the gas centrifuge process is new and has large potential for
improvements, patent and proprietary opportunities are great, These
opportunities are part of the reasons that industry participants are
considering gas centrifuge for uranium enriching and serve to encourage
further industrial entry into the field of gas centrifuge fabrication.
In the gaseous diffusion process, the Government has developed to a
highly sophisticated level and is the sole fabricator of key elements
of the process. Therefore, the patent and proprietary opportunities

in gaseous diffusion enriching are limited. ‘

Reldability and Demonstrated Performance

Adequate reliability and performance of production type gas centrifuges
has been demonstrated in test facilities, These tests will continue with
current and advanced centrifuges in support of new enrichment plants. The
gaseous diffusion process with 30 years of operating experience has demon-—
strated high reliability and performance. A significant part of the
operating cost of gas centrifuge enriching plants is the replacement and
repair of the high speed centrifuges, thus the cost of enrichment in these
plants is semnsitive to the centrifuge operating life. Operation of gas
centrifuge enriching plants would assure a manufacturing market far
centrifuge component suppliers. The projected gas centrifuge enriching
plant economics are based on short operating life centrifuges. If the
plant operator can increase the life by reasonable operating changes or
improved centrifuges, the economics would improve.

Risk

The overall risks associated vwith new enrichment plants are higher with the
gas centrifuge process since industry has never been called upon to supply
large quantities of equipment and materials used in manufacturing gas
centrifuges. On-going ERDA programs are providing industry with the
technology that has been developed and assisting in promoting the expansion
of necessary supporting industries until the market is established. The
gas centrifuge process cost projections assume conservative operating life
for centrifuges tending to minimize the risk of higher operating costs.
More ERDA effort is currently directed toward gas centrifuge manufacture
consistent with the development program. For a new, large gaseous diffusion
enrichment plant, ERDA assistance would be provided to minimize the risk.

-

General

Considering the major advantages, it appears that the gas centrifuge process
provides a more likely ability to achieve a competitive industry by permitting
more entrants, more regional participation, more industrial involvement
(including more labor), with reduced electric power constraints. The "spin-
off" of new technologies such as high speed rotating components, balancing
procedures and special fabrication techniques associated with the gas
centrifuge can be of significant benefit to industry. The availability of
this technology can serve to encourage industrial entry as a supplier. The
use of the technology without compromizing security can serxrve to upgrade

the Nation's overall industrial capability.

[ L
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Question

What is ERDA's current estimate of the foreign and domestic enrichment services market?

‘Q\y

Answer

Based on the April 1975 IEA forecast of world-wlde demand, the requirements for enrichment services
in millions of SWU with plutonium recycle and a 0.257 tails assay are given below. The U.S.
requirements and the foreign market currently under ERDA enrichment services contracts are also
shown, resulting in a net foreign requirement,

Requirements 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
World-wide 10 12 14 19 25 28 31 34 38 41 47 52 58 64
U.s, 5 7 7 9 11 12 13 16 19 21 24 26 29 34

Foreign Supplied by ERDA
Net Foreign

4 4 4 6 8 9 11 10 10 11 1l 10 10 10
1 1 3 4 6 7 7 8 9 9 12 16 19 20

The U.S. requirements for enrichment services from new domestic enrichment capacity in m&lllons of
SWU with plutonium recycle and a 0.30% tails assay is given below.

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

U.S. Requirements — e e e we e e (3,2 0.7 3.2 5.0 8.3 11.6 15.6

‘ éfwl\



Question

What 1s the present status of foreign enrichment supply? What information de we have on foreign
customer preferring U.S8. versus forelgn supply seources?

*

Answer

Based on the April 1975 IEA forecast, the projected enrichment services from forelgn plants in
millions of SWU are given below. The U.8.S.R. capacity under contract is also included in the
totals. The net foreign requirements from Question 2 are deducted from the total foreign capacity,
resulting in a projected excess capaclty. Additional foreign capacity is then included, resulting
in a total projected excess capacity.

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

U.K. ) 0.4 0.4 0.4 0,4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4
URENCO ' -~ == 0,2 0.5 0,8 1.2 1.8 2.7 4.5 7.0 10.0 10.0 10.0 10.0
Eurodif~I = == == —= 3.1 6.5 8.4 10.8 10.8 10.8 10.8 10.8 10.8 10.8
U.S.S8.R. 0.5 2.2 2.6 3.1 4.1 4.1 3,1 3.1 3.1 2.1 2,1 2.1 2.1 2.1
Subtotal 0.9 2.6 3.2 4.0 8.4 12.2 13,7 17.0 18.8 20.3 23.3 23.3 23.3 23.3
. Net Foreign Requirements 1 1 3 4 6 7 7 8 9 9 12 16 19 20
Excess Capacity e I 5 7 9 10 11 11 7 4 3
Additional Foreism Capacity ‘
Eurodif-IT w— == = me ee e -= == 3.0 6.5 8.5 10.0 10.0 10.0
South Africa — e s e e e e e -e - 5.0 5,0 5.0
Japan —— e e e e e e e == 5,0 5,0 5.0 5.0
Total Excess Capacity _— == == == 2 5 7 9 .13 17 . 24 27 24 23

The foreign demand for enrichment services could increase due to lack of plutonium recycle, a
reduced enrichment plant tails assay or a growth in the foreign demand for nuclear power.
Moreover, working inventories and stockplies of enriched uranium to backup the operation of the
foreign enrichment plants are unknown; these inventories and stockpiles could add to foreign
requirements.

:
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A domestic private enricher must compete with foreign suppliers by offering more competitive
contract terms and assured reliable supply of enrichment services. Since the U.S. technology,
particularly for the gaseous diffusion process, is well advanced and proven, it should have a
tendency for lower costs, other factors being equal. The U.S. has also been nondiscriminactory i
the wreatment of all customers, which has assisted in promoting sales of U.S. enrichment services
throughout the world. A similar policy for domestic private enrichers may be assumed for the

future.

8]

Only about 2.7 million SWU of the capacity of the URENCO plant is committed. An attractive feature
claimed by the owners of the plant is that only five years are needed to expand the capacity, so
that demand may be closely tracked. The Eurodif-I plant is fully committed. The Turcdif-I11 plant
has ot beogun to be committed; it is beginning to go through the French political process. A
domestic private enricher could affect this plant more than the URENCC or Furodif-I plants. The
Soutin African plant is tied to the South African supply of feed. Since feed may be in short supply
on the world market, the South African plant may penetrate the enriched uranium market. It is
unknown whet further market penctration the U.5.S8.R. will make.
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A "transfer of ownership" involves assumption by the USG of
the assets and liabilities of UEA and the contr”lling rights

UEA's domestic eguity holders. This event may be triggered

Hy

o
by the request of either UEA or the USG at any time prior to
the enrichment plant achieving commercial operation. In the
event of a "transfer of ownership," the following basis shall
be employed to determine the appropriate degree of payment for
USG assumption of such domestic UEA equity rights: |
Fair compensation (as later defined) shall be paid by
the USG for such rights in the evént, as determined
'by the USG, that the proximate cause of the request
for transfér of ownership was
1. failure of warranted USG technoloéy to operate so
as to permit the plant to achieve commercial
operation within the agreed-upon time period and
costs despite the best efforts of both UEA and

the USG.

2, failure'of necessary governmental licenses to be
obtained in a timely manner so as to permit the
plant to achieve commercial operation within the
agreed-upon time period and costs despite the best .

efforts of both UEA and the USG.

3. interposition by the USG for national security
reasons in the matter of contractual relationships

between UEA and previously approved customers so



as to prevent the service of such customers to a
degree which significantly threatens the economic

viability of the project.
4. a matter of similar character as determined by the USG.

No compensation shall be paid by the USG for such rights
in the event, as determined by the USG; that the proximate
cause of the reqﬁest for transfer of ownership was
1. gross mismanagement, or arbitrary and capricious
| action by UEA which significantly threatens the
economic viability of the project or the reasonable
reliability ox assurance of supply to the custémers,
and following failure to correct the situétion upon

request by the USG.
2. a matter of similar character as determined by the USG.

In all other cases, the USG shall determine the appropriate
degree of compensation for such rights recognizing the
degree oxr lack therebf of UEA to reasonably foresee ox

deal with the particular situation.

In any event, the preliminary determination (for fair,
modified or no compensation} shall be made by ERDA and

the basis thereof reviewed with UEA. Before becoming final,
the determination shall be submitted by ERDA to the JCAE

for a 90-day period during which Congress is in session.
Ed

PR
T ~
2T T >,



3

The determination shall then become final unless, during
such period, the JCAE shall dissent from such preliminary
,Adetermination by recommending an alternative basis‘for

such settlements to the Congress in the form of a joint
résolution shall be affirmatively acted upon by the Congress

dufing the  then current session of the Congress.
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MEMORANDUM FOR: PHIL BUCHEN

JIM CONNOR
MAX FRIEDERSDORF
ALAN GREENSPAN
BOB HARTMANN
HENRY KISSINGER
JIM LYNN

LFHCK MARSH
BRENT SCOWCROFT
BOB SEAMANS. . :
BILL SEIDMAN

- FRANK ZARB

. \ prn

FROM: . JIM CANNON‘%;Z -

SUBJECT: - DRAFT DECISION MEMORANDUM ON
: ' URANIUM ENRICHMENT

Enclosed at Tab I is the draft of a decision memorandum
on the uranium enrichment issue. We are committed to
have the memorandum ready for the President upon his
return on Tuesday. Accdrdingly, would you please provide
your comments, suggested changes, and position on the
alternatives by 12 noocn, Monday, June 2 so that we may
make necessary revisions and prepare the final version.

Enclosed at Tab II are background papers which provide
information that may be useful to you in reviewing the
draft. These provide information on:

The market for enriched uranium
. Status of centrifuge technoclogy
. Private industry interest in building centrifuge plants

4

cc: Donald Rumsfeld
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/31;?3
12 noon
) DECISION
MEMORANDUﬁ FQR:
FROM:
SUBJECT: PROVIDING ADDITIONAL U.S. URANIUM

ENRICHMENT CAPACITY

The Issue

The issue for your decision is whether to propose that the

plant to provide the next increment of U.S5. uranium enrichment
capacity be:

1. A privately-owned plant financed, built and operated
by the Uranium Enrichment Associates (UEA), backed up
by a Federal committment to take over the plant, if
necessary and under stated conditions, prior to its
commerical operation; or

2. A‘government-owned plant financed by ERDA.

The next increment must use diffusion technology. Future
increments are expected to use centrifuge technology.

Developments Since Your May 23rd Meeting

During your May 23rd meeting, you directed that discussions
be held immediately with the UEA and that alternatives for
a firm Administration committment by June 30 for the next
increment of enrichment capacity be presented to you for

decision by June 3. This memorandum completes those actions.
Since May 23:

. UEA has submitted a substantially modified proposal for
back-up Government support for their venture which appears
to provide an acceptable basis for a legislative proposal
covering future increments of capacity. This proposal
(outlined below as Alternative #1) goes a long way toward

meeting the major objectives on which Zarb, Seamans, Connor,
and your other advisers all agree:

- An early committment to build additional capacity so
that the U.S. will be perceived as a reliable supplier
of uranium enrichment services -- so that the Nation can

obtain a large share of the world market and reta&n
leadership in the nuclear field.
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rly private commercial involvement in the expanding
rket for uranium enrichment services -- ending the
current Government monopoly.

— Minimized Federal budgetary impact, short and long torm.

- Adequate Federal control over the export of uranium wnrici-~
ment services to satisfy national security and internation,:
energy policy cbjectives.

There are risks connected with the new UEA proposal,
involving principally:

— The question of Congressional acceptability.

- Some uncertainty that UEA can complete the necessary
arrangements.

- Some delay, compared to a government plant.

However, the UEA proposal itself and additional steps
developed by ERDA are designed to minimize these risks.

A Aot W

In view of the risks, there is also presented for your
consideration the Alternative (#2, below) of a Government
add-on diffusion plant -- which reduces the risks but which
also reduces the chances of early private enrichment or
minimum Federal budget impact.

. Your advisers have also agreed that:

- the Administration should not consider proposing that ;
all future enrichment capacity be in plants owned by !
the Govermment or a Government corporation, but this
alternative needs to' be kept in mind because it
undoubtedly will be considered by the Congress, and
it provides a useful baseline for evaluating the
two alternatives presented for your decision.

3

~ the legislative proposal covering the next increment
of capacity should also provide for follow-on increment:
built by industry, probably with Federal backup arranao~
ments similar to those proposed for UEA.

- the program to establish a competitive industry should
be intensified to assure that several firms will be
ready to build subsequent plants using centrifuge, and
should also be announced on June 30.

-~ the legislative proposal should also authorize incrcasii?
the price of ERDA's government subsidized enrichment o
services to a level more nearly comparable to a commerci¥iio-.
rate (from current $53 per unit to approximately $7/2) L

Considerations Bearing Upon Your Decision

_ v
A number of considerations are essentially egual with 1 espert

to either alternative and need not be considered furthev



here. These include:

- The date when the next increment of capacity must be
cn line (now estimated at 1983).

~ Nuclear materials safeguards (non-proliferation) in
terms of both the physical security of the plant and
continued Federal control over exports.

- Impact on the govermment's stockpile of enriched uranium.

-~ Customers for the next increment of capacity which are
- expected to be predominately foreign.

- Risk of not having the next increment of capacity on
line when needed.

-~ Opposition from nuclear power opponents -- who may
try to prevent any new increment of capacity as
another way of slowing nuclear power (but who will be
vulnerable to the counter argument that failure to
build means dependence on foreign sources of uranium
enriched services.

- The committment to permit foreign investment in an
" enrichment plant on a non-discriminatory basis.

Alternatives

The principal features of the two alternatives are:

. Alt. #1. UEA would construct a free-standing 7 to 10
million unit (measured in separative work units - SWU's -
per year) diffusion plant in Alabama. Both this alternative
and Alt #2 would be followed by industry construction of
succeeding plants, using centrifuge technology, and with
backup Government arrangements similar to those now pro-
posed by UEA. Details of the alternative, including the
new UEA proposal are at Tab A.

Brlefly
UEA intends to build the plant at a cost of $2 75 bllllon
(1974 dollars) with full operation attained in 1983;
sell 40% of the output to domestic utilities and 60%

ot

to foreign organizations on long term contracts; and ~*%. -
finance the venture on an 85%-15% debt-equity ratio. ..
Investment will be 40% domestic and 60% foreign but
U.S. owners will have, under law, 55% of the voting .
rights. R

- The Government would sell to UEA essential components
which are produced exclusively by the Government;
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supply diffusion technology and warrant its opsration:;
and provide access to the Government stockpile of
enriched uranium to balance against potential start-up
problems. The Government would be paid at cost for
components and technical assistance and receive a
royalty for the technologv.

- UEA proposes that, prior to commercieal operation, there
be available authority for the Government to buy out UEA
if the venture threatened to fail -- at the call of UEA
or the Government, and with compensation to UEA ranging
from full reimbursement to total loss of its equity
interest, depending upon circumstances leadlng to the
potential failure.

- If it became necessary to buy out UEA, control of this
multinational corporation would then rest with the
Federal government, much as it would if the enterprise
had been launched as a Federal project.

To minimize the risks of delays in UEA's completion of

its organizational, financial and design steps, and

inadequate national committment to new capacity in the eyes

of foreign customers (because Congress may be slow to approve
such a novel approach), ERDA proposes:

- A letter agreement with UEA, under existing authority, to
permit UEA to proceed about July 1 with preliminary design
and with financial and other arrangments.

~ Assurances (perhaps a Presidential statement) to domestic
and foreign customers that orders placed with U.S. suppliers
would result in assured U.S. supply -- either through a
successful UEA project or through the U.S. Government.

—~ These steps be implemented only after consultation and
ERDA exchange of letters with the Joint Committee on
Atomic Energy.

ERDA will look for additional steps that might be announced

on June 30 to help assure industry an adequate market, so

that the private centrifuge program moves ahead quickly.

. Alt. #2. ERDA would construct a $1.2 billion diffusion
plant with a capacity of up to 5 million units as an add-on
to its existing 9 million unit plant at Portsmouth, Ohio.
This would be followed by private industry construction.
of centrifuge plants, starting with competitive proposals
from 3 or 4 firms. This alternative would involve a request
to Congress for:

-~

- authorization and appropriations (beginning in FY 76) for
construction of the add-on diffusion'plant.

- authorization for Federal Government back-up arrangments
for centrifuge plants like those proposed by UEA for
the diffusion plant. (This facet would parrallel the
succeeding centrifuge plant aspects of Alternative #1.)v

This alternative is presented in more detail at Tab B.
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‘Arguments

. Alternative #1: (Immediate privatization)

- For

. Maintains momentum built up over the past 3 years
under an Executive Branch policy committed to having
industry build the next increments of capacity.

. Takes the major step necessary toward achieving the
objective of a private, competitive enrichment industry;
in effect "breaks trail" for subsequent private plants.

. Minimizes the Federal busget impact in the next few
years by avoiding a Government plant -- assuming
buy~out alternatives are summarized at Tab C.

. Provides an adeguate signal to foreign customers of
U.S. committment to be a reliable supplier, and adeguate
control over exports to meet national security and
international energy goals.

. Constitutes a bold step, demonstrating innovative
leadership.

- Against
. If UEA fails, the Government would end up with a useful
ree-standing enrichment plant whereas without the
privatization attempt we would have built a smaller
add-on plant. '

. If buy-out were required because UEA cannot obtain
necessary licenses (e.g., because of environmental or
safety) ~- an event which is considered unlikely.-- it
is conceivable that the Government would choose not tc
override the objections and not to proceed to coperate
the plant.

. Congressional approval will be more difficult to
obtain than for a government-owned plant, and will
take longer (probably by 2 to 3 months).

. We will nct know for another 7 months whether UEA will
be successful in putting its deal together (getting
foreign and domestic equity partners, deft financing
and customers).

. It may be viewed as favored treatment for one firm.

. Alternative #2 {(Government Plant)

- For . .,
. Better chance of early Congressional approval.
. Better chance of being perceived as, a firm U.S. committment
to be a reliable supplier, and at an earlier date.
. Smaller diffusion plant will reduce the likelihood of
taking up some of the market that could otherwise be
available for early starts on centrifuge plants.

PN
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. Somewhat easier to assure export controls necessary to
achieve safeguards and international energy strategies.

- Against 4

. The major step that must be taken to achieve commercial-
ization would be deferred and the policy of the past
three years reversed, leaves doubts in industry as to
whether any future attempts would be considered credible.

. Loss of momentum (UEA would fold). The present oppor-
tunity for private entry would be lost.

. Most obstacles and objections now being raised may
reappear when the next opportunity emerges.. Further,
at that time, private entry will be even more difficult
because of the need to use new technology (centrifuge).

. There is no assurance that a 5 million unit diffusion
plant would be adequate to get us to the stage of
centrifuge demonstration plants, thus requiring a larger
government diffusion plant add-on. )

. Domestic electric utilities have profited from the existing
Government monopoly and would prefer to have it continue.
Committment now to another Government plant would
strengthen their hopes that the present Government
monopoly can be perpetuated. '

. Federal budget impact, particularly through 1981 (Details
at Tab C). - :

Assessment of Congressional Outlook

Tab D (to be provided Monday by the Congressional Relations Staff)
summarizes the assessment of the Congressional Relations staff of
the outlook for the alternatives. We expect it to show that
Congressional leaders in the nuclear areas are prepared to

support expansion of the nation's uranium enrichment capacity.
Whether they will support a private approach as contrasted with

a government approach is thus far unclear. What is clear is

that the major disagreement will be between the nuclear versus

the non-nuclear forces rather than the public versus private issue.

Recommendations and Decision

‘7[/\ Alt #1. UEA proposal.
> ‘ -

Alt #2. Government plant.





