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MEMORANDUM INFORMATION - 3820

NATIONAL SECURITY COUNCIL

-CON-FIDENTIAL, June 4, 1975
MEMORANDUM FOR: SECRETARY KISSINGER

FROM: DAVID ELLIOTT . & .

SUBJECT: Meeting with the President on June 5

at 2:00 P. M. -- The Uranium
Enrichment Decision

There will be a meeting with the President at 2:00 P. M. on June 5 to
come to grips with the enrichment decision. Your position (Tab B)
favoring a governmental commitment is shared by Bob Seamans of
ERDA and Phil Buchen., Talking points are at Tab A.

The main change from the situation of May 24, when you previously

met on this subject, has been an alteration in the form of the government
assistance sought by,private enrichment company, UEA. Instead of
direct supports such as a loan guarantee and the sharing of cost over-
runs during the construction of the enrichment plant, under the new
proposal the government would buy out UEA if it were unable to complete
the plant because of financial problems. The risks associated with this
proposal are much as before: uncertain Congressional support, no firm
commitment by UEA, and the possibility of environmental disputes.
Because the risks remain significant, you have recommended to the
President that he select the option of building an add-on to the current
government facilities and look to the centrifuge companies subsequently
to establish a private, competitive enrichment industry (Tab B).

The President's decision paper is at Tab E. The pros and cons of the two
options, appearing at the end of the paper, are the best succinct statement
of the relevant issues.

You may have to explain that our position is not one of being anti private
entry -- in fact, we did not press for the government option during the last
year during which the private commitment was supposed to occur. But it
did not, and we must cut our loses at some point and get the U.S. back into
the enrichment business. (A Paris cable indicates that the French are
watching this decision and will undertake Eurodif II if we appear to continue
to equivocate. Such a plant could absorb the entire foreign market for at

least two years.)
DECLASSIFIED
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If the UEA proposition were less uncertain, we might support it. But the
company indicates that several months will be required for them to reach

the point of final decision., The President's decision paper proposes to
cover this undertainty by issuing a Presidential statement of assurance, and
exchanging letters between ERDA and the Joint Committee on Atomic Energy
(JCAE) which would recognize the need for more capacity and firm contracts.
President Nixon already made such a statement last August and I doubt there
is too much mileage in further statements of assurance. The ERDA-JCAE
exchange is a good step toward guaranteeing the existence of firm contracts,
but has uncertainty attached to it (see Tab D). Also, the JCAE may not choose
to give a broad commitment, it does not speak for Congress as a whole, and
the anti-nuclear forces reside elsewhere.

In the final analysis, I think we could live with the UEA approach if you can
extract an agreement that whatever Congressional authority is needed to
guarantee contract holders, will be sought, If this authority cannot be
achieved, we must go for a government plant,

For your background, Tab E is the Presidential decision memorandum;
Tab B is the memorandum to Cannon expressing our views, which were
incorporated in the paper; Tab C is the memorandum I sent you briefly
describing the result of our negotiation with UEA; and Tab D is a com-
munication from the head of JCAE staff, indicating problems for the UEA
proposal,

I recommend you take a look at Tab D to see that UEA may have trouble
on the Hill,

~-CONFIENTIAL/GDS




TALKING POINTS

Meeting with the President on the Uranium Enrichment Decision
June 5, 1975 - 2:00 P. M.

-~ The United States' international position in nuclear affairs has
degraded substantially over the past year owing to our appearance
of unreliability in the supply of nuclear fuel, In large part this is
due to the fact that we closed the order book for new enrichment
contracts; took no concrete steps to expand our enrichment capacity;
and postponed the approval of plutonium recycle, thereby leaving
many foreign customers with ''conditional'' fuel and contracts that
cannot be filled.

-- The result has been to encourage potential customers to go elsewhere,
not only for fuel but for reactors too. In the short run we have cost
ourselves many billions of dollars in trade. In the long run, we have
contrived to bring our nuclear competitors into existence.

-- Our strong nuclear position has, in the past, played a useful role in the
pursuit of our broader international energy strategy, and has allowed us
to exert the influence necessary to inhibit the proliferation of that
nuclear technology which can be used for the development of nuclear
weapons.

-~ The U, S. must reassert itself in the international enrichment market
if we are to preserve not only our trade position but our ability to control
nuclear affairs., This necessitates immediate action to expand our
enrichment capacity and to open the enrichment order book.

-- In a year of intense marketing, the private entrant (UEA) has been
unable to launch itself, and it is now time for the government to build
the necessary new capacity, If we persevere with the UEA approach, we
run the risk that several months or a year from now the company will
fail to come into existence.

-- The only action which could make the UEA approach tolerable would be a
firm government guarantee to supply its contract holders. A guarantee
of this type would, however, require Congressional approval (not just
the approval of the Joint Committee on Atomic Energy) and could well
involve protracted debate and additional uncertainty.

-- Regarding the impact on the federal budget, it is my understanding that
legislation will be introduced by the Administration this month to allow
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the current Government enrichment plants to charge '"commercial rates”
for enrichment services, If this passes, as seems likely, the profit
derived from these three plants would, in a matter of a very few years,
pay for additional Government construction.

-- As a matter of public policy, it seems questionable for the government
to be taking extraordinary measures to set up one company in a monopoly
position. The ERDA proposal seems more appropriate in seeking to
establish a competitive private industry by looking to the several
centrifuge companies to simultaneously enter the market two years
from now.

Those supporting the UEA will probably make the following points:

-- The uncertainties attaching to UEA will exist for the centrifuge
as well -- what is to be gained from postponing the problem.

-~ If the government preempts UEA it will probably chill the private
centrifuge companies' interest.

If you want to enter into such a debate, you could make the following points
in response:

-- Although uncertainties exist for the centrifuge companies, they
can be mitigated by the fact that (a) Congress may be more willing to
share some risk with the private sector when a new technology is
being developed, as opposed to sharing the financial risk of UEA
which is using a well established technology, and (b) the environ-
mentalists and anti nuclear forces will have less of a target with two
or three smaller, dispersed centrifuge plants than with one very large
diffusion plant at a new site. Also, when the risk is distributed among
several companies, there is less chance of complete failure -- while
UEA is a go or no-go proposition.

-- ERDA, who has been dealing with the centrifuge companies, has
proposed the government add-on followed by private centrifuge entry.
Their analysis apparently led them to believe this approach was practical.
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MEMORANDUM ~ 3ig4 ™ | \&
THE WHITE HOUSE
WASHINGTON S?
June 2, 1975

MEMORANDUM FOR:  JIM CANNON
FROM: HENRY A. KISSINGER
SUBJECT: Views for the Uranium Enrichment Paper

The following are views that I would like to have incorporated in the
decision paper on uranium enrichment.

It is difficult to overstate the decline, during the last year, in the foreign
perception of the U.S. as the world's reliable supplier of nuclear fuel. We
have moved from a position of nearly absolute leadership to one where our
credibility is questioned in virtually every country pursuing the nuclear

. energy option. Not only are we losing significant nuclear trade, but the
leverage that our nuclear position afforded us in achieving other energy
objectives, and in guiding non-proliferation efforts, has been weakened.

This decline has resulted largely from our actions of closing the order

book for enriched uranium a year ago, failing to take concrete steps to expand
our enrichment capacity, and offering '"conditional’ enrichment contracts

to some forty foreign customers, only to have the basis for firming up these
contracts postponed for several years by regulatory act:on.

To rectify this state of affairs, it is imperative that we take immediate
actions to allow firm U.S. enrichment contracts to be granted. In my view,
this requires a commitment now to an add-on plant to the present government
facilities. The other course of trying to establish UEA is far less certain
of success, given the possibility of (1) Congressional disapproval after
protracted debate, (2) failure of UEA after another year of marketing to
obtain the customer commitment (presale of 80% of the output for 25-years)
it requires before undertaking plant construction, or (3) intervention by
environmentalist to block construction of a large new plant at a new site,
These risks are not worth the limited potential gain of setting up a private
enrichment company that is basically in a monopoly position. It seems
better to deal forthrightly with our immediate problem of credibility by
building the last gaseous diffusion plant as a government add-on, and looking
to the several centrifuge companies to establish a competitive enrichment
industry,
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If you decide, however, to support the UEA approach, it is vital that

as a first order of business we seek Congressional authority to guarantee
the enrichment contracts that UEA negotiates. In the event of UEA
failure to undertake plant construction, the government would then stand
behind the contracts by building and supplying from a new facility,
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SUBJECTS  URANIUM ENRICHMENT

f. DOMESTIC COUNCIL HAS CABLED TO RUMSFELD A DRAFT OF THE

DECISINN MEMD FOR THE PRESIDENT REGARDING THE NEXT URAMIUM
ENRICHMENT PLANT, VYOU WERE TO RECEIVE A COPY, 1T FAIRLY DESCRIBES
WHERE WE STAND AND THE REMAINING UNCERTAINTIES == AN IMPORTANT

ONE BEING CONGRESSIONAL' REACTION,.

2, THE UEA PROPOSITION LOOKS BETTER THAN BEFQRE BECAUSE THE
REQUIREMENT COF GOVERNMENT SUPPORTS HAS BEEN REPLACED BY A PROVISION
THAT THE USG WILL BUY THEM OUT IF THEIR PLANT COMPLETION FAILS

FOR AMY REASON, SOME ELEMENT OF RISK TO UEA HAS BEEN INTRODUCED

BY LEAVING OPEN WHETHER OR NOT THE BUY QUT WILL FuyLLY COMPENSATE
UEA!S INVESTMENT,

3, FROM QUR VIEWPOINT, THE MAJOR PROBLEM WITH GDING THE UEA SQQTE
RATHER THAN MAKING AN IMMEDIATE COMMITMENT TO THE ADD=OnN
GOVERNMENT PLANT RELATES STILL TN FOREIGH CONFINEWCE, wILL THE Us
LOOK LYIKE, AND IN REALITY BE, A RELIABLE AND AVAILABLE SUPPLIER

OF NUCLEAR FUEL? THE RELATIVE RISKS PRESENTED BY UEA ARE:

=« CONGRESSIONAL APPROVAL IS LESS CERTAIN BUT SEVERAL MONTHS
WILL' LAPSE DURING CONGRESSIONAL DEBATE,
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ws EVEN WITH SUCH APPROVAL, UEA WILL ~OT COMMIT TO SBUILDIRG
THE NEXT PLANT BEFQRE IT SIGNS UP CUSTOMERS FOR 88 PERCENT
OF THE PLANT?!S QUTPUT FOR 25 YEARS, THIS 4ARKETIMG
EFFORT WILL TAKE UP TN A YEAR, AND IT I8 FAR FRNM CERTAIN
THAT UEA CAN OBTAIN THIS LEVEL OF IMAEDIATE COAMITHENTS.

== IF UEA WERE TO REQUIRE USG TAKE OVER BECAUSE, SAY,
ENVIRONMENTALISTS WERE RLOCKING FINAL LICENSING, IT IS5
NOT CLEAR THAT THE GOVERNMEMNT COULD (OR »NULL) OYERRINE
THESE OBJECTIONS AND OPERATE THE PLANT == POSSIRLY
LEAVING JS wITH A HIATUS OF SEVERAL YEARS IN THE DELIVERY
OF FUEL. A GOVERNMENT ADD=ON PLANT AT AN ESTABLISHED
SITE HAS LESS SUCH RISK,

4, ERDA HAS SUGGESTED YHAT IF THE PRESIDENT DECIDES ON UEA, THAT,
WITH CONGRESSIONAL COMMITTEE CONCURRENCE, HE ISSUE A STATEMENT
THAT UFA CUSTOMERS «OULD BE ASSURED OF SUPPLY IN ANY EVENT,
THIS IS HELPFUL BUT NOT BINDING UNTIL CONGRESS EITHER AUTHNRIZES
(1) THE CONYINGENCY BUY OUT OF UEA OR (2) IF IT REJECTS THE UEA
BEAL}?PRQVIbﬁs_MQ&EY FDR-THE GOVERNMENT PLANT,

5, YGU AND HAK ARE EXPECTED TQ RESPOND WITH YOUR VIEWS TO BE INCORw

PORATED IN THE DECISION PAPER, I RECOMMEND THE POSITION THATE
THERE 1S A DISTIMNCTY RISK THAT UEA WILL ACQUIRE MANY FOREIGN
CUSTOMERS (UP TO 62 PERCENT OF THE PLANT'S QUTPUT) AND THEN FAIL
TO WATERIALIZE A& YEAR FROM NOwW, COMING ON TOP OF 0UR OHHY
ACTION OF CLOSING THE US DRDER BOOK A YEAR AGO AMD VACILATING
SI\LE, OUR CREDIRILITY AND STANDING IN THE NORLY NUCLEAR MARKET
ULD BE IRREPARLBLY DAMAGED, THE LEADERSHIP uF WANT TO ASSERT JIN
EREQGY AFFAIRS AND IN COMTROLLING PROLIFERATION wQULD BE
MEASURFARLY REDUCED, THIS RISK IS MIOT WoRTH TWF Galxy OF ATTESPTING
TQ SET UP A PRIVATE ENRICHMENT COMPANY #HICH IS BASICALLY IN
A ¥OnpPOLY POSITION, IT IS BETTER TO SBUILU THE LAST DIFFUSION
PLANT 48 A GOVERNMENT ADNDwenN, AMD LOOK TO THF SEVERAL CENTRIFUGE
COMPANTES TO ESTApLISH A COMPETITIVE INDUSTRY SUBSEQUENTLY,

6, IF, HOWEVER, THE DECISION IS MADE TO SUPPORT THE UEA .
APPRQACH; IT WOULD BE VITAL TO HAVE THE AMUTAORITY TO GHARANTEE
THAT COANTRACTS TAKEN WITH UEA ARE ASSURED, THEN, IV THE EVENT
OF UEA FAILURE TQ COMMIT TO PLANT CONSTRUCTION, TdE GOVERNMENT
WOULD RE THE SOJRCE OF: SUPPLY, THIS AUTHARITY wWILi TAKE TIME
AND CONGRESSIONAL ACTION BUT SHOULD BE THE FIRSY ORNDER IJF

BUSINESS,
8648
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UNITED STATES \&
ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION
WASHINGTON, D.C. 20545

May 30, 1975

MEMORANDUM
TO: URANIUM ENRICHMENT WORKING GROUP
FROM ROBERT W. FRI
DEPUTY ADMINISTRATOR
SUBJECT : Conversation with George MurphyV

George Murphy, Executive Director of the Joint Committee
on Atomic Energy staff, called me on Thursday, May 29.
.He had read in the May 26 Weekly Energy Report that,
"officials in the White House believed Seamans has under-
estimated Congressional reaction to another government
enrichment plant . . . Members of Congress who see nuclear
power as an unsafe, undesirable technology will oppose a
government plan to build a federal facility to fuel those
plants, White House sources day. And they ask: if the Price
Anderson nuclear indemnity legislation--which provides very
conditional guarantees of government funds-~faces a rocky
road, what about a direct request for funds to build a
government plant?"

The purpose of Murphy's call was to point out in the
strongest terms that the above quotation was a totally
inaccurate-~in his judgment--reading of Congressional opinion.

I called Murphy back on Friday, May 30, to discuss his
views more extensively, and to sound him out further on the
potential arrangement with UEA. Murphy made the following
points.

1. ERDA can probably convince pro-nuclear Congressmen
that we have obtained a "satisfactory" deal from
UEA. In other words, the members with whom we
most deal will respect ERDA's opinion in this
regard. ’

2. However, the most important opinion to be tested
is among those who might oppose an arxangement
“with UEA, and, Murphy argues, it is not possible
to get a reliable reading of the opposing view
until the President makes a firm decision.
Murphy pointed out that there are several Committees
looking for nuclear issues--he cited the Joint



Economic Committee, the House Interior Committee
and the Government Operations Committee --and he
pointed out that the members of these Committees
have absolutely no understanding of the issue at
this point. He says they will focus on the issue
after the President has made his decision, and
therefore any views. we get from them now will be
unreliable.

Murphy believes that, among the potentially
opposing forces, the UEA route will give more
opportunity for controversy than the Federal
plant. As justification for this point of view,
he points out the following grist for extended
hearings on the subject:

A. The opposition of environmental groups
to anything nuclear, and especially to
putting an important part of the nuclear
fuel cycle in private hands. I have
attached a copy of a letter we received
from NRDC which seems to bear out Murphy's
allegation.

B. Five to ten percent of the Members of both
House and Senate represent a hard-core anti
nuclear vote. Raising the issue of
commercialization, in Murphy's opinion,
will give them more to chew on. Commercialization
raises a number of unique issues that can be
argued, which would not be raised if it went
straight to a government plant. Furthermore,

a government plant is clearly within the Joint
Committee's jurisdiction, but commercialization
aspects of UEA probably encourages the
intrusion of other Committees into the argument.

C. An unfavorable editorial about the UEA plant
already appeared ina Montgomery, Alabama news-
paper. A copy is attached.

D. The debate that has gone on inside the Executive
Branch on this point would be laid open in a
Congressional hearing. ERDA, who are presumably
the experts in uranium enrichment, would sperid a
good deal of time explaining why they changed
their mind on the UEA deal. (I don't have any
trouble with this if the facts have changed
enough to warrant a different conclusion. However,
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I am inclined to agree with Murphy that
opponents could make quite a bit of noise.
about this issue.)

Although Murphy is quite sure that commercialization
would raise more controversy in Congress, he does not
claim to be able to pinpoint the specific issues on
which the controversy would focus. However, he
suggests that the following are likely candidates:

A.

If opening the order book is so urgent, why

has the President picked the most complicated

way of doing it? Wouldn't it be simpler to do

the a..a.uigu;.fu.‘.viaru. n._xu.ug and uycu -a government
plant? This is analogus to the issue Frank

Zarb raised on Thursday in a meeting of principals,
when he asked how we were going to explain our
interest in commercialization.

Is it reasonable to expect that a government
takeover of a faltering UEA venture would be
anything but messy? I told George that we could
probably define quite specific -

cases in the contract. However, he responded
that the real world is never as clean as the
limiting cases we could write down in a contract,
and therefore the procedure would be messy.

What are the real implications of international
ownership in the UEA plant? Murphy understands
intern4tional investors would have only 45 percent
control of the plant. However, he claims that
that is not equivalent to the international
investors having no say in how the plant is built
and operated. Therefore, he concludes that there
would . be some degree of control by the foreign

investors, and he would like to know what it is.

Wouldn't the safeguards question be exacerbated

by prtting the uranium enrichment plant in private
hands ? We would argue its not, because of the
export licensing process. I think George would
argue that the export licensing process 1is already
the subject of a great deal of controversy
(largely from Senator Ribicoff) and therefore

is bound to be an issue in this decision.



The foregoing comments, I emphasize, are George Murphy's.
However, he 1is in a key position in all this, and I think
they should be taken into consideration.
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Energy Research and Development Administration L T e 2T

Washington, D.

C. 20545

Dear Dr. Seamans:

For some time our organization has been concerned by the
manner in which prospective new nuclear energy technologies, and
the expansion of nuclear energy abroad, would make it increasingly
easier for small nations and subnatlonal groups to gain control

- over significant quantities of nuclear weapons material, plutonium

"and high-enriched uranium.

It seems apparent that nuclear power

will soon become a major destabilizing factor in both national and
international affairs if present trends continue.

Thus far, attention has focused principally on plutonium,
in part because the available technology for enriching natural
uranium to weapons grade -- gaseous diffusion plants ~— has been
believad to be beyond the means of all but the advanced industrial

nations.

However, it is our understanding that the Energy Research

and Development Administration is presently supporting substantial

efforts aimed at,:gggg;gg,the cost of uranium enrichment, inclu-

ding application of laser, centrlfuge and other technologies. We
. believe that this is a course which is fraught with danger and

which should be continued,

debate.

It is now set

if at all, only after extensive public

tled that federal agencies supporting the develop—

ment of new technologies with significant environmental implications
must prepare timely environmental impact assessments of such
technologies under the National Environmental Policy Act (NEPA).

See Scientists!

Institute for Public Information v. ARC 481 F.248

1078 (D.C. Cir. 1973); Council on Environmental Qualily, NEPA

Guidelines § 1500.6(d).

Accordingly, we request thalt a comprehen—

Ssive environmental impact statement review be initiated immediately
for ERDA's technology development efforts related to new uranium

enrichment technologies.
examine, inter alia,

ment of the ERDA programs
of the technologies being developed,
transfer of these technologies to other nations;

We believe that this statement should
(1) thﬂ purpose, size and stage of develop-
(2) the possible fubture commercial use
including a discussion of the

(3) the full range
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of possible impacts of these technologies on the problems of nuclear
proliferation, blackmail and terrorism; (4) the measures which ERDA

is considering to mitigate the impacts of these technologies, inclu-
ding nationalization and internationalization of control and the
expansion of various security systems, and the social and civil liber-
ties implications of these measures; and (5) the alternatives which

might be adopted instead of the present efforts, including termination
of those efforts.

I am sure you agree that this is a matter of the utmost impcrtance‘

and that the implications of present ERDA activities should be aired as
soon as possible.

I look forward to hearing from you shortly.
Sincerely,

i

J.G. Speth
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EDITORIAL
Houston County Glows In The Dark

Mule-headedness is a disasterous quality when combined with nearsightedness,

but it is a vice that persists through this nation's nuclear advocates.

While demanding a thorough accounting from almost every other segment of
husiness. industry and society. the government refuses to ask the same of

either utilities or private industries who plan to go nuclear.

In fact, the federal government has spent the past 20 years promoting

nuclear power.

Yet, in those long 20 years, scientists and technicians, government and
otherwise, have failed to develop an efficient method of disposing of hot
nuclear ashes. They bid the citizenry have faith in future technology

while ignoring the future resutls of present-day hazards.

It now appears that Houston County will be the site of at least four nuclear
generating units plus a manufacturing plant for uranium fuels, and thus

a potential trouble area. .
i

The trouble will come in two ways.

First, the plants will be producing more long-lived radioactive material

for temporary burial in Morris, Illinois. The plants will be amplifying
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whatever sotrage problems are occurring there, and the problems are

legion. A typical problem is leaking storage tanks.

Second, the uranium manufacturers will be encouraging a self-proclaimed
nuclear industry that has as yet not proven that it is not dangerous to

the citizens of this country.

Of course, the Houston County Chamber of Ccmmerce—has no allegianqe tﬁ”thé 

nation and no commitment to what is a national problem.

Nuclear advocates pick a site, start chattering about taxes, salaries and
jobs, toss a few uranium fuel pellets into the hands of officials, poo-poo
criticisms as groundless and anti-progressive. The package looks so
economically attractive to the single community that, in this case, Houston
County probably feels like thumbing its nose at the rest of the nation while

counting the greenbacks that will be generated.

Nationwide that's been the story of how nuclear entrepreneurs made footholds

in every section of the U.S.

What is most disturbing is that the present nuclear power plants are only
a set-up for the more deadly breeder type reactors -- only 26 or 30

years away if the government timetable is followed.

¥hile a modicum of plutonium will be produced from Houston County's nuclear

kettles, the breeders will live exclusively off the lethal element, which
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has a half life of 24,000 years. A dust particle of which is sufficient to
cause lung -.cancer. Indeed, through the mystery of physics, breeders will

produce more of the deadly fuel than they use.

There are other critics who question the nuclear generators effects on
local still-births, on drinking water, and on cancer rates. Much
research is needed to determine whether nuclear advocates have met those

criticisms convincingly or whether critics are being too sensitive.

If the federal government okays support of the proposed fuel manufacturing
plant (actually it manufactures the fuel only in part), perhaps part of
the subsidy could be devoted toward studying the long term health effects

in Houston County.
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THE WHITE HOUSE

DECISION
WASHINGTON

MEMORANDUM FOR: THE PRESIDENT

FROM: JIM CANNON

SUBJECT : V PROVIDING ADDITIONAL U.S.

URANIUM ENRICHMENT CAPACITY

The Issue

The narrow issue for your decision is whether to propose that
the plant to provide the next increment of U.S. uranium enrich-
ment capacity be:

1. A privately-owned diffusion plant financed, built
) and operated by a consortium, backed up by a
Federal commitment to assume assets and liabilities
of the project, if necessary and under stated
conditicns, prior to its commercial operation; or

2. A Government~owned diffusion plant added on to an
- existing ERDA plant.

In deciding this issue, you are also making broader determinations:
. Whether the emphasis on future U.S. production of
enriched uranium will be by private enterprise,
or by the Federal government.
« Whether, and how, the United States will maintain

its leadership as the free world's supplier of
enriched uranium.

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 commitment by June 30 for the next
increment of enrichment capacity be presented to you for
decision. This memorandum completes those actions.
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UEA has submitted a substantially modified proposal

for back~up Government support for their venture which
provides a considerably improved basis for a legislative
proposal covering this and future increments of capacity.
This proposal (outlined below as Alternative #1) is

_generally responsive to the major objectives on which

Zarb, Seamans, Connor and your other advisers all agree:

~ An early commitment 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 retain a large share of the world
market and leadership in the nuclear field.

- = . BEarly private commercial involvement in the expanding

market for uranium enrichment services -- ending the
current Government monopoly.

- Minimum Federal budgetary impact, short and lbng term.
- Adequate Federal control over the export of uranium
enrichment services to satisfy national security and

international energy policy objectives.

The new UEA proposal is novel and making it work will require

. care in presentation, effort in selling, and close oversight

by the Government as it proceeds. The risks connected with
it are:

- The question of acceptability to Congress.

- =~ Some uncertainty that UEA can complete all the

necessary arrangements, to make it a going concern.

- Some Congressional delay, compared to a Government

plant.

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

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 eliminates the chance of immediate private enrichment
and increases the Federal budget impact. Preparations for
this approach have been underway in ERDA for some time and
can be continued as a contingency measure. '
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—— Your advisers have also agreed that:

- The Administration should not consider proposing
that all future enrichment caj capacity be provided
by the Government or a Government corporation
because we must avoid perpetuating a Government
monopoly. However, this alternative needs to be
kept in mind because it undoubtedly will be con-
sidered by the Congress, and it provides a useful
baseline for evaluating the two alternatives .
presented for your decision.

- The legislative proposal covering the next increment
of capacity should also cover future follow-on
increments built by industry, probably with Federal
backup arrangements similar to those proposed for
UEA. The legislation must not be applicable solely
to UEA,

- ERDA's program to establish a competitive industry
should be intensified to assure that several private
firms will be ready to build subsequent plants using
centrifuge technology, and should also be announced
on June 30. (ERDA proposes to move promptly under
either alternative on this follow-on activity.)

- A legislative proposal authorizing an increase in the
price of ERDA's Government subsidized enrichment
services to a level more nearly comparable to a
commercial rate (from current $53 per unit to
approximately $75) should be sent immediately to the
Congress.

-~ The alternatives have been discussed with selected members
of Congress (Brief report on reactions at Tab A).

Considerations Bearing Upon Both Alternatives:

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), and the likelihood
-that the capacity will be ready when needed.

- Nuclear materials safeguards (non-proliferation) 1@
-terms of both the physical security of the plant and

continued Federal control over exports. b

Yo
™



4

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

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

— 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 ability to accommodate foreign investment inran
enrichment plant on a non-discriminatory basis.

Alternatives

The principal features of the two alternatives are described
below. Budgetary impacts are summarized at Tab B and a
comparative timetable for the two alternatives is provided
~at Tab C.

. Alt. #). UEA would construct a free-standing 9 million
- unit diffusion plant in Alabama. Both this alternative
and Alt. #2 would be followed by industry construction
of succeeding plants, probably using centrifuge technol-
logy, and with backup Government arrangements similar
to those now proposed by UEA. Details of the alternative,
including the new UEA proposal are at Tab D.

Briefly:

— UEA intends to build the plant at a cost of $3.5
billion in 1976 dollars ($2.75 billion in 1974 .
dollars) with full operation attained in 1983; sell
40% of the output to domestic utilities and 60% ’
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 control through
55% of the voting rights.

— The Government would sell to UEA essential components
" which are produced exclusively by the Government;
supply information on diffusion technology and warrant
its operation; and agree to buy from or sell to UEA
enriched uranium from the U.S. Government stockpile
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to accommodate a start up date earlier or later than
planned. The Government would be paid at cost for
components and technical assistance and receive a
royalty for the technology.

- UEA proposes that, prior to commercial operation,
there be available authority through new legislation
for the Government to assume assets and liabilities
of the project 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 leading to the threat of failure.

- If it became necessary to assume assets and liabilities, -
control of the multinational project would then rest
with the Federal Government, much as it would if the
enterprise had been launched as a Federal project.

ERDA has proposed several steps to minimize the risks of
delays in UEA's completion of its organizational,
financial and design steps, and help assure that a
.national commitment to new capacity is perceived by
potential 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 arrangements.

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

- authorization for Government back-up arrangements
for centrifuge plants similar to those proposed by
UEA for the diffusion plant. (This facet would
parallel the succeeding centifuge plant aspects
of Alternative #1.)

This alternative is presented in more detail at Tab E.

Arguments
. Alternative $#1: (Immediate privatization)
- For

. Explicitly 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, multi-firm enrichment
industry; in effect "breaks trail" for subsequent
private plants.

. Minimizes the Federal budget impact in the next
few years by avoiding a Government plant --
assuming takeover proves unnecessary. Budgetary
impacts of the two alternatives are summarized
at Tab B.

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

. Constitutes a bold step, demonstrating innovative
leadership and shows the Administration's intent
of relying on private industry rather than Government
for the large capital invesitments that will be
needed for U.S. energy independence.

- Against

. If UEA fails, the Government would end up with a
free-standing plant that is larger and more
expensive than the add-on plant that we would
start out with under the Government plant
alternative. . ﬁ

. Congressional approval will be more difficult
to obtain than for a Government-owned plant,
and will take longer gprobably by at least 2
to 3 months). .
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We will not know for another 7 to 10 months
whether UEA will be successful in putting its
deal together (getting foreign and domestic
equity partners, debt financing and customers).
UEA does not yet have an assured power supply
and plans to use nuclear plants which may face
uncertainty and delay.
It will be viewed as favored treatment for one
firm.
UEA equity investor risks are minimal because:
- little or no competition in short term;
- return on investment gqguaranteed by cost-plus
contracts with customers, and
- limited incentives to construct and operate
the plant more efficiently than planned
UEA would have to obtain licenses that the
Government would not have to obtain. If buy-out
were required because UEA cannot obtain necessary
licenses (e.g., because of environmental or
safety problems) -- an event considered unlikely -~
it is conceivable that the Government would choose
not to override the objections and not proceed to -
operate the plant.

. Alternative #2 (Government Plant)

For

*

Better chance of early Congressional approval.
Better chance of being perceived abroad as a

firm U.S. commitment to be a reliable supplier,
and at an earlier date. ‘
Smaller diffusion plant will reduce the likelihood
of capturing part of the market that would other-
wise be available for early starts on centrifuge
plants.

Slightly easier to assure export controls necessary
to achieve safeguards and 1nternatlonal energy
strategies.

Against

»

The major step that must be taken to achieve
commercialization would be deferred and the
policy of the past three years reversed, leaving
doubt in industry as to whether any future
Government attempts to privatize should be
considered credible.
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. Loss of momentum (UEA would fold). The opportunity
for immediate private entry would be lost.

. Most obstacles and objections now being raised may
reappear when the follow-on opportunity. 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. If centrifuge
commercialization is less successful than hoped, a
larger Government plant would be needed.

. Domestic electric utilities have benefited from the
existing Government monopoly. Commitment now to
another Government plant would strengthen their hopes
that the present Government monopoly can be perpetuated.

. Certain to have a significant Federal budget impact,
particularly through 1981 (details at Tab B).

. Difficulties are expected in getting clean fuel and
meeting environmental standards for the fossil fueled
power supply needed for the Government plant.

Recommendations and Decision

Alternative #1. Immediate Privatization.

Connor
Friedersdorf
Greenspan
Hartmann
Lynn

Marsh
Seidman

Zarb

Alternative $#2. Government plant.

Buchen
Kissinger (views at Tab F)
Seamans (views at Tab G)



TAB A
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CONGRESSIONAL OUTLOOK — \ >

Members of the House and Senate are, for the most part,
not familiar with the complex issues involved in the
expansion of uranium enrichment facilities, thus reaction
is mixed at this point.

A great deal of briefings and consultation should be under-
taken before an Administration proposal is sent to the
Hill. .

There may be considerable opposition to any expansion of
facilities —-—- partly because of environmental concerns,
partly because of the fear of any proliferation of materlal
that mlght be converted into nuclear. explosives.

But members who are well informed about the 1mpor£ance of
uranium enrichment facilities believe that production
should be expanded as quickly as possible.

Here are comments from individual members:

Senator Baker indicated that he.preferred building a
Government enrichment plant now, essentially for reasons
of speed. He said, however, that he would keep an open
mind on the private approach and if the President chooses
that option, he would review the details without prejudice.
He indicated that expansion of a consortium may face some
difficulties in the Joint Committee.

Congressman McCormack indicated that he could go along

with the private approach, but that there were several
caveats he wished to make. First, he suggested that some
time down the road there might be a demand for national-
ization of the entire nuclear fuel cycle. Second, he thought
that it might be desirable to explore going ahead with both
the UEA option and the building of additional Government
capacities at Portsmouth. When it was pointed out that this
might slow down the development of centrifuge technology, he
indicated that perhaps it might not be necessary to do both,
but still we ought to think about it.

Congressman Rhodes strongly supports the private Option,
and felt that privatization would not be achieved unless it
were achieved now.

Senator Pastore feels that the only way to proceed expeditiously
is to undertake some form of federal funding. "If you go

with private contracts, you face another Comsat filibuster

by starry-eyed members of the Senate who will rip any private
contract to shreds." Pastore suggests an informal meeting

with members of the Joint Committee on Atomic Energy SO |

they can sit around in private dnd let their hair down on

the issue. :
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Senator Tower said we should develop our increase in
production under private auspices, perhaps with some form
of federal incentives.

Senator McClure would rather see the undertaking exclusively
private, but the reality of situation is that private sector
will not be able to come up with the tremendous investment
required. Accordingly, he would support a combined funding
by private sources, to the extent possible, and federal back-
up to get the operation started. ‘ »

Senator Fannin said we should push our efforts as strongiy
as possible in the private sector.

Senator Hugh Scott leans toward comblnatlon of private
enterprise plus government.

Senator Curtis leans to private enterprlse method for
production.

Congtessman Cederberg said the government should have
some hand in production.

Congressman Price said he will talk with Chet Holifield

and Craig Hosmer . . . they're the experts. Would not mind
private control. Quasi~government control while business’
is being nursed into it. Must move immediately but business
needs to be eased into the responsibility.

COngressman Bud Brown is inclined to go with private sector
approach.

Congiessman Conable agrees with acceleration of production.
To meet capital requirements, the approach must be quasi-
government easing toward private sector control.

Senator Abourezk said that development is at the bottom

of his priorities because of waste disposal. He is very
concerned about the environment, and does not favor exports.
If there is an expanded program, he wants strong governmental
control (ostensibly for national security reasons).

Senator Bartlett is in favor of expan81on, and private sector
development.

Senator Bumpers is cautious about nuclear power development
and concerned about current safeguards. He probably would
not oppose export to non-proliferation treaty signers.




Senator Churc’ s quite favorable to deve.opment, perhaps
because of provincial Idaho interest. His prime concerns
are facility safety and waste disposal. His attitude is

not clear on exports, but the Senator has expressed worry
about shipments to the Near East. His feelings are mixed
on sponsorship. If Government controls, he does not want
to give public utilities free fuel.

Senator Glenn said he has not given the matter enough
serious study for hard answers. However, he is concerned
about exports, and would most likely be for quasi- govern-
mental operation and against private.

Senator Hansen is very favorable. He is concerned about
exports because of need to f£ill domestic needs. He is
alert to balance of payment problems. Even though he is
normally completely pro private sector, because of control
necessities, he would tend toward quasi-governmental opera-
tion.

Senator Hatfield feels we should not add new foreign agree-
ments (in addition to present ones). He does feel we should
beef up our domestic capacity. He gave no firm response on
sponsorship but does feel certain that Government will have
to take the first step.

Senator Johnston felt it was strictly a private sector on
fossil fuels, but is also concerned about safety problems.

Senator Stone wants more nuclear generation. He would be in
sympathy, but has safety concerns.

Senator Metcalf is negative. He is concerned with the whole
nuclear program and fears a monopoly like oil. His big worry
is on safety. No to exports. He sees no need to answer
questions on whom should run the program because there

should not be a program. He wants concentration on "clean"
energy production' geothermal, solar, wind, etc. He says

it is a crying shame that Interior and ERDA have not pushed
0il recycling.

‘Congressman Udall would probably favor private development
with Government regulation.

Congressman Roncalio favors expanded uranium enrichment.
He would prolably like to see a mix between publlc and
private development.




Congressman Steelman is undergoing a learning process and
wants to remai- open and uncommitted. He robably would
favor expansionrand private development with Government
regulation.

Congressman Skubitz leans toward anti-nuclear development
ever since the AEC tried to store nuclear waste in Kansas.
He feels that ERDA is controlled by the same type of people
who used to run AEC.

Congressman Symms would favor private development.

Congressman Miller (D-Calif.) seems to favor nuclear
development and would support public development more
than private.
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FEDERAL BUDGETARY IMPACT OF THE TWO ALTERNATIVES 6

SUMMARY
During the period through 1981:

. Alternative #1 (UEA plant) would likely cost the
Government essentially nothing. The contingent require-
ment to assume UEA assets and liabilities may require
about $1.4 billion of contract authority (BA) initially
but the outlays would be expected to be zero.

. Alternative #2 (Government plant) would involve about -
$761 million in net outlays.

For the period through 1990 (about 8 years of operation):

. Alternative #1 could involve:

- $300 million in outlays to purchase resalable uranium
enrichment services from UEA for the Government stock-
pile which would be sold off about 1990.

~ revenues of about $570 million from royalty payments
($140 million) and UEA income tax payments ($430 million) -
during the period from 1984 through 1990.

. Alternative #2 would involve outlays of about $508 million.

Regardless of the alternative selected, the Federal Government
will continue to receive considerable revenues from uranium
enrichment services carried on in the 3 existing plants.

These revenues will be increased if Congress approves the
commercial charge legislation which is now being readied for
transmittal. These revenues can be viewed as offsetting the
"cost of another Government plant or simply as additional
Federal income.

The attached table shows the obligations, outlays and revenues
by year through 1990 for the two alternatives and the revenues
from the existing plants, assuming approval of the commercial
charge legislation.

The table does not include:

~ The expected revenues that would be received from income
taxes and royalties under Alternative #1.
- The requirements for electrical power which:

. under alternative #1, could involve an additional.
Government obligation for assumption of UEA long-term
purchase agreements for power from 2 nuclear plants
servicing UEA - if acquisition of UEA assets and
liabilities became necessary, but power is resalable.

. under alternative #2, the cost of power for‘the add-on
‘plant. ‘ : '



A. Alternative 1 (ERDA aseistddee to the 9 million SWU venture, estimated by UEA to cost §3.5 billion)ij :

Comparative Annlysis of Rudpotary Imnaet on ERDA of Uranium EnrichmcntOCngncitg Expanaion Altemntives
in millions of FY 1970 dollars) . .
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Alternativa 2 {Construction ond operation of add-on 5 million SWU diffusion plant by ERDA, at catlimated capitnl cost of at least §1,2 bll£‘gn)
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Footnotes

Note:

a. All figures assume "most likely" case, rather than minimum or maximum estimates.

b.

5/

Follow-on increments of capacity in either alternative are expected to be provided by private
industry (using centrifuge technology), with Government assistance (at least for the first few
plants). The cost of such an assistance program is not yet known but would be essentially the
same under both alternatives. However, such an assistance program might well occur a little
later under Alt. 1.

Includes about $860 million for certain business costs which would not be incurred in Alternative 2.

Government costs would be recoverable through sale of these excess SWUs, probably in the late 1980's
or beyond.

Assumes excess uranium feed (yellow cake) available from ERDA stocks. If such feed must instead
be purchased by ERDA at $30/1b. U30g, an additional $500 million would be required. Furthermore,
potential maximum obligation proposed by UEA could cost the Covernment $1.2 billion.

Covers contingent buy-out of domestic share of UEA project by ERDA., Assuming UEA project cost of
$3.5 billion (1976 dollars), this feature could cost the Government up to 40% of $3.5 billion, or
$1.4 billion for domestic debt and equity. If the Government should be obligated only to buy
domestic equity (15% of the domestic share), this feature would cost the Government up to $210
million, It would probably be necessary to seek BA initially unless Congress were willing to
approve, and UEA were willing to accept, authorization of appropriation of "such amounts as may
be necessary" when and if contingency arises. In any event, the "most likely" outlay projection
would be zero, :

Assumes commercial-type charge for enrichment services and maintaining current contract schedules.
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COMPARATTVE TIMETABLE -

e

Conceptual design began

Presidential meeting on
alternatives

Consultations, Legislation,
message preparation,
briefings, etc.

Presidential message
transmitting legislation

U.S. intent to reopen order
book clearly established

Sign first letter agreement
Congressional approval
Second letter agreement with
UEA covering procurement and

backup support

Obtains commltment to supply
electric power

UEA has eqﬁity partners and

ALTERNATIVFS #1 AND #2

Alt #1

UEA - Private "~

12

Alt #2
Government

Plant Add-On Plant
Jan 74 June 74
June 5, 75 June 5, 75

June 5-25, 75
June 30, 75

June 30, 75
July 5, 75
~Nov 75

Dec 75

Dec 75

foreign and domestic customers

and financing - UEA ready to

go Mar 76

UEA files first part (environ-
~ mental report) of construction

permit application with NRC

Jul 76

ERDA files draft environmental

impact statement

Complete UEA-Government agreement

Site preparation begins
Production begins

Full production achieved

Environmental import statement may be necessary’

na
Jul 76
Jui 77
.Jul 81

Jul 83

before order book can be opened.

June 5-25, 75
June 30, 75

June 30, 75
na

Sept 75

na

Mar 76
na

na

Mar 76*
na

Mar 77

Apr 83

Jan B4
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SUMMARY: Working Paper re Uranium Eunrichment Associates

"UEA intends to:

}»Q

Build as a private enterprise venture a2 9 million SWU uranium
enrichment facility in Alabama, estimated to cost $2, 750, 000, 000

-in 1974 dollars with full operation to be attained in 1983, Within

USG has

reasonable limits the actual plant size will be determined by the
market. ‘

. Sell to domestzc utilities (40% of the output) and to foreign '

organizations (60% of the output) on long-term (25 year)
contracts, at a price sufficient to pay all costs and prov.tde
an appropna.te return to the investors.

Finance the 40% domestic capacity from narma.l commercial
sources in US on an 85% debt - 15% equity ratio. Finance the’
60% foreign sources on the credit of the forewn coustomers and
with the same debt equxty ratio.

been requested to:

"Sunply, at cost, essential mechanical components, pfésently'

produced exclusively by USG.
Supply USG's duzuswn technology and Warrant its sa.tx.sfactory
operatxon. C

.~

Provide durino first years of operation limited access to and
from USG's stockpile of enriched material to ba_la.nce significant
start-up loadmd problems. ’

UEA proposes that:

1.

Prior to commercial operation a standby USG financial backup 3
lasting for the critical construction period plus one year is

. proposed to offset the current weak credit position of the U.S.

utility industry and give confidence to commexrcial lenders, ‘
UEA may require USG to provide such financial backup if UEA
cannot complete the plant orbring it into commercial operation,
but such a call is at the risk of loss to UEA of its equity interest,
USG at such call of UEA, has the right to acquire UEA's domestic
equity position and the obligation to assume UEA's liabilities and
debt.

USG may also require UEA to xelease the project to USG if the
government's interest demands and thereby \vxll be obligated to
assume UEA's liabilities and debt,

|

i



3. The conside1_ lon for acquisition of UEA's  mestic equity
: position in either case can range from loss 6f equity for
uncorrected gross mismanagement of UEA to full fair
- compensation for causative outside UEA's reasonable
control.

' USG will have appropriate rights to approve certain matters to be agreed upon.

iy
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Address Replies to;

50 Beale Street
San Fraz_lcisco, CA 941C

May 30, 1975

Dr. Robert C. Seama.ns, Jr.
Administrator :
Energy Research & Development Agency
Wash.mgton, D. C. 203A5

Dear Bob:

~ Uranium Enrichment Associates has for two years been
. engaged in developing a privately financed, owned and operated
‘uranium enrichment venture in response to the Government's
invitation to do so. During that period, a great deal of work
has been done and many tentative agreements have been reached.
In the attached paper entitled "Working Paper Re Uranium
Enrichment Associates' dated May 30, 1975 and in meetings
conducted with the USG inter-agency group during the week, we
have summarized our present situation and proposed a program
of Government contingency back-up to the credit worthiness of
United States utilities which we believe will enable us to success-
~fully proceed with this undertaking. :
The actions proposed anticipate no expenditure of Government
funds unless our project cannot be completed in the private
sector, an eventuality we believe most unlikely. If our project
cannot be so completed, provision is made for Government
possession and ownership of the facility and other assets, so
that the national objective of providing enrichment capacity will
be preserved., We believe the actions proposed for the Govern-
ment will lead to provision of the next increment of enrichment
capacity at the lowest possible involvement and cost to the Govern-
ment and in 2 manner most consistent with national policy; and we,
therefore, most urgently solicit early favorable decision.
To permit the project to proceed as expeditiously as possible
under the general principles outlined in the attached paper, we
urge that, in the event the Government favorably ccns;.ders these



Meay 30, 1975
Page Two —

proposals, such action be confirmed in the form of a brief
interim agreement to be effective while more definitive
agreements are negotiated.

We are most anxious to bring other equity participants
into the project, to advance negotiations with the customers
who have shown interest and {o move on all other of the
complex managernent, financial and marketing undertakings
necessary to assure completicn of the venture,

"~ We assure you of the interest and dedication of our parent
organizations to UEA and to private enterprise and to this
project; although in the limited time available and in view of
the uncertainties of the Government's position, we have not yet
obtained formal approval of the Boards of the parhmpatmor
companies to this specific proposal. '

We stand ready to follow-up on this matter in any way
we can and will be available to discuss the matter further at.
your convenience. ' '

Very truly yours,

Attachments
(Working Paper)
(Summary)
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. WORKING PAPER RE URANIUM ENRICHMENT ASSOCIATES

Uranium Enrichment Associates (UEA) has been formed in response
to the expressed policy of the United States Government (USG) to develop
~ the first private enrichment plant in the United States following the ,

CIP/CUP programs of ERDA. UEA is confident this can be accomplished
with financing based upon long-term non-cancellable contracts with United -
States-and foreign organizations who require enrichment services. Recent
_months, however, have demonstrated that the credit of U. S. utilities has
ldeterior‘ated. To give confidence to investors, back-up assurances will
" be required from the United States Government. Such assurances would be
‘compatible with the commitment of this country to be a continuing and
 reliable source of enrichment services. .

The general plan for proceeding with a private uranium enrichment
venture involves the construction and operation of a large gaseous diffusion
~ enriching plant located on the Chattahoochee River in southeastern Alabama,
. where a site has been optioned. _ _ -
' A plant of 9 million SWU per year capacity is planned. Within reasonable -
- limits the actual plant size will be determined by the market. A preliminary

estimate of the cost of the 9 million SWU plant is $2, 750, 000, 000 in 1974
‘dollars, with full operation to be attained in 1983. Power in the amount of -
about 2500 MWe is expected to be supplied from a dedicated nuclear power ‘
facility, to be financed differently.

‘Based on marketing efforts undertaken to date, about 40% of the plant
capacity will be taken by domestic utilities, and the balance by non-US
organizations. For both domestic and foreign customers, UEA will supply
toll enrichment service under long-term (25 year) contract.

Each customer will be charged for its percentage of the total cost of
operation of the facility on 2 "take or pay" ba.sxs and will supply and retain
title to the required feed material. '

Project financing utilizing an 85% debt, 15% equity ratlo is contemplated
' botb for the non-US share of the plant and for the domestic share of the plant.

As now foreseen, about 60% of the project will be contracted to foreign
reactor needs. The UEA contracts with foreign customers will require that
each such customer provide, on a firm basis, all of the capital investment
proportional to each customer's sabscription to the output from the enrich-
ment plant. Such capital investments will include equity and debt and must
be provided by the customer from its own sources of capital and the obligation
of repayment rests with the customer. Prospective foreign customers
understand these conditions and also understand that voting control (55%) will
be in the hands of the United States investors.

The United States portion of the equity will be supplied by US investors
who are expected to be a group of substantial industrial concerns acceptable
to USG. U.S. debt financing during the construction period will be/,l:)}y interim
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loans from commercial banks with final take-out financing from the U.S.
cornmercial bond ma. _ :t. The security for long-te. . debt will be the firm
contracts from the purchasers of the enrichment services. -

UEA proposes to use all reasonable commercial back-up arrangemants
within the private sector in support of the project. A program of insurance
has been developed which will provide substantial coverage from the risks
of physical damage, business interruption, and general liability. Extended
risk coverage to the limit of $1 billion, business interruption with a limit
of $100 million and general liability insurance up to $50 million now ha.ve
been assured. :

It is also 9r0posed to establish a contingency reserve fund which will
accumulate from an addition to the unit cost of separative work performed for
customers of the plant. The reserve fund is intended to provide protection A

against unforeseen financial requirements during the operation of the enrichment

facility. Amounts unused in the reserve fund for such purpose and collected
from U.S. customers will ultimately serve to offset their debt service
through the latter years of debt obligation. Sufficient funds are expacted to
accumulate to permit this reserve fund to pay for debt service during
the last 10 to 12 years of the debt obligation. At that point, the customer's:
cost of separative work would be reduced by ehmlnatmn of payments to the
reserve fund as well as of charges for debt service. :
Under the contracts with the customers of the plant, the cost of
separative work will provide full recovery of the total costs of owning,
financing, operating, and maintaining the project, including provision for
an after tax return on equity computed at 15% of initial equity investment with
such adjustment as may be necessary to attract quality equity participants.
The above basic terms have been discussed at length with interested
-U. S, utilities and foreign customers, and they are in general agreement.
These terms coupled with the following areas of government assistance will
produce conditions which, in our 0p1mc>n, will allow pr:.vate entry into
uranium enrichment. : ~
It must be recognized that the technology and the key components'of
the gaseous diffusion process are classified government information not
generally accessible to either the private investor or to the utility customer.
Accordingly, the UEA plant will be founded on confidence in government
supply of key components, government processes and government knowhow,
USG will charge a royalty during the first 17 years of operation of the UEA
plant.
Consequently, certain ﬂovemment assurances are reasonable to support
the transition to prxvate 1ndustry UEA, therefore, requests the following
assurances:

1. The supply by USG to UEA, at cost, of essential mechanical
components of the plant such as barriers and seals which,

for security reasons, are presently produced exclusively .
by USG; ‘ ” :
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Access to USG"s stockpile of enriched material: 9 million

SWU equivalent to be available from USG stockpile for lease

or sale t _JEA during start-up period t.__ushion against

delays or interruption of plant operation and to assist UEA

in matching capacity with orders during the first few years; and
a2 commitment that USG will purchase from UEA enriching
service up to 6 million SWU during the first 5 years of UEA
operation, to balance over-capacity due to scheduling of first
core loadings or other significant factors which affect the
reasonable balance of production capacity and the then current

~demand. The quantity of USG material held ia stockpile for

UEA would be decreased annually after start-up of the UEA

- plant, so that after 5 years of operation no further requirement

would exist. - -
Specific provisions defining the conditions under which

material would be furnished from or to'the USG stockpile as well
‘as repayment arrangements, if any, prices, terms and other

conditions will be negotiated on a mutually acceptable basis.
In addition to these transactions, UEA and ERDA will

~work out mutually acceptable arrangements for the exchange
"of SWU's to permit UEA to serve customers requiring highly

enriched HTGR fuel and to assist an economical plant start-up.

- The supply at cost of technical assistance and knowhow

for the installation and operation of USG's diffusion process.
USG will guarantee that the manufactured items and process
tecchnology will operate as expected and will accept the

- obligation to complete or cause completion of the plant if

UEA is unable to satisfactorily complete because of a breach
of USG's warranty. Such obligation shall continue until one yeaxr
after demonstration of full-scale steady commercial operation.

| An undertaking by USG to provide Back—up support with respect

to the financing of the plant and the obligations to complete and .
operate the plant which is anticipated to be through a "transfer
of ownership'" from UEA to USG, as outlined below.

This undertaking would provide the needed assurance, from
a credit worthy source, that additional capital can be available to

‘provide for completion of the project or that the investors have

the opportunity to recover-their investment if the project can not
reasonably be brought into commercial operation. '

"Transfer of ownership'" would be the acquisition by USG
of the owners' rights of the domestic holders of UEA equity and
the contrwl of UEA. USG will also thereby assume the liabilities
and obligations, including responsibilities for repayment of
the domestic debt, of UEA. Either UEA or USG could require
a transfer of ownership; UEA, if in its opinion it were unable, for



any reason, to physically complete the plant or otherwise bring

it into co _ nercial operation, as agreed  .espite its best efforts;

or USG in its opinion for the same reasons, or if UEA has

defaulted in meeting specified and agreed conditions. The right to

require a transfer and the obligation to accept would terminate

one year after the plant has achieved full-scale steady commercial
operation. (

‘ The consideration to be paid by USG for the acquisition of

- the rights of the domestic holders of UEA's equity would be

determined by reference to whether the reason for the transfer

fell within one of three categories, but the consideration would, .

in any event, include assumption of liabilities. The three

.}categones are: :

’ I"IRST, events caused by USG or otherwise beyond the
- reasonable control of UEA as listed below. In such cases UEA's
. domestic equity holders would be entitled to full compensation,
that is, return of their original investment and additional
compensation, as determined by USG, to reflect the results
achleved to the date of transfer.

A. Failure of warranted USG technology to operate
| 80 as to permit the plant to achieve commercial
operation within the agreed upon time period
. .and costs, despite reasonable efforts of both
"UEA and DSG.

B. . Failure of governmental licenses to be obtained
" in a timely manner or the application of law or
" regulation so as to prevent the plant from achieving
" commercial operation within the agreed upon.:
. -time period and costs, despite reasonable efforts
- of both UEA and USG.

C. Interpos:.tzon by USG for reasons of national interest
in the matter of contractual relationships between
"UEA and previously approved customers to a degree
which significantly threatens the economic v1ab1hty
" of the project.

D. The inability of UEA because of lack of customer credit
worthiness, to raise capital for construction or long-
term financing despite reasonable efforts of UEA to do so.

E. Such other events as may be mutually agreed upon.
. AR D
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SECMND, events involving:

S

A. Gross mismanagement gy UEA;
B. Wilful misconduct by UEA; or
C. Gross negligence by UEA,

which significantly threatens satisfactory completion and
capacity of the project and for which UEA, after formal
written request from USG, does not take reasonable steps
toward correction. In such an event, no cash compensation
would be paid for the rights of UEA's equity holders.

'I’HIRD,‘ events which do not fall within the first two
" categories. In such an event, appropriate compensation, if
any, would be determined utilizing agreed formulas for the
recognition of UEA's compliance with its cemmitfnents, the
efforts of UEA and the degree of fault, if any, in foreseeing
“and dealing with the particular situation. The preliminary
" determination of compensation shall be made by USG and the
basis thereof reviewed with UEA. ' ‘

- As noted, UEA's domestic financing obligations would be
~assumed by USG in the event of a transfer of ownexship, which.
'UEA understands will invoke the full faith and credit of the
United States. UEA intends to assure that all its domestic
debt will be callable, without premium, in case of a transfer of
- ownership. 4
" UEA has proceeded on the basis that there will be a firm and continuing
policy of the United States Government with reference to the participation of
. foreign investors in enrichment facilities located in the United States and
. in the sale of enriching services to foreign customers. It has been taken
that the policy of the Government has been to encourage such international
relationships, and it is expected that the present areas of doubt will be
clarified with a strong and positive statement reexpressing the United
States policy. UEA will continue to advise prospective foreign customers
- that their participation in UEA, either as an investor or client for enriching
services, would be subject to U.S. laws, regulations and licenses. UEA
intends in all respects to operate as a private industry venture using high
quality standards of commercial procedure, practice and control.

In recognition of the USG guarantee of equipment, process and the
like, UEA will develop the design of the plant in full'cooperation with USG
and permit USG full opportunity to be aware of, have access to and approval
of the manner in which the process is engineered, installed in the plant A
and operated. '
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_ the financial position of the project, UEA will arrnge to have its pro-
cedures, practice:. nd controls reviewed by an i1._ependent audit firm of
recognized competence and secure and file with the USG their opinion
of the adequacy of these elements. UEA will also obtain USG approval
of actions and agreements to be undertaken by UEA which could significantly .
affect the interests of USG. UEA and USG will define the types of such
. actions and agreements and specify them to the extent possible.
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Description of the Government Plant Alternative (%2)

Alternative 2 is similar to Alternative 1 insofar as the
development of private centrifuge enriching capacity is
concerned; it differs only in the method of providing

the needed early increment of Government diffusion capacity.
Under Alternative 2 the Government would proceed promptly

to undertake the construction of an add-on increment of

capacity to the existing ERDA plant at Portsmouth, Ohio.

While the increment would be sized nominally at 5 million-
separative work units per year, the firming (within the next
year or so) of future demand, and of plans of private centri-
fuge enrichers to supply enriching services, would permit

some adjustment of this capacity target before major construc-
tion had begun. The add-on plant would be scheduled for completion
by about 1983 assuming project authorization and initial funding
in FY 1976. The add-on increment would be designed to be an
integral part of the entire Government enriching complex; it
could not operate independently to produce a nuclear power
reactor grade product. Because of this it would utilize a
single size of equipment, thus have a lower per SWU capital

cost than would a "full gradient" plant. The total cost of

the add-on plant is projected to be $1.2 billion in 1976 dollars.

Under Alternative 2, just as under Alternative 1, ERDA would
launch concurrently an intensified program to assure that
several firms will be ready to build subsequent private plants
using the new centrifuge technology. The private centrifuge
program envisages early ERDA issuance of a Request for

Proposals (RFP) from the private sector to achieve several
centrifuge projects in the 2-3 million SWU/year range in the
mid-1980's. While such projects would likely commence with
smaller modules, perhaps a tenth that size, the program would
contemplate the smooth expansion of these projects to achieve
the capacity at which further expansion could occur without
Government assistance and in response to the need of the
marketplace. Response to the RFP would be expected to identify
the Government assistance required. This is likely to include
similar provisions to those requested by UEA under Alternative 1
and would therefore require appropriate authorizing legislation.
A period of negotiation with individual proposers is anticipated
leading to firm contractual commitments to the program by
several companies before the end of FY 1976.

Alternative 2 would achieve the objective of early resumption
of firm U.S. contracting by ERDA promptly seeking (a) amendment
by the Joint Committee on Atomic Energy of the criteria upon
which it is now permitted to contract, and (b) formal Congress-
ional authorization of and appropriations for the add-on
project. Then firm contracting could resume.

i
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" Alternative 2, like Alternative 1, also contemplates the
prompt request to the Congress for authority to charge for

Government enriching services on a more nearly commercial

" basis. While this is justifiable in its own right, it has

a corollary benefit with respect to stimulation of private

enrichment projects and the willingness of utility customers

to negotiate with private enrichers.



P




MEMORANDUM 3784

- THE WHITE HOUSE ‘p

WASHINGTON

June 2, 1975

MEMORANDUM FOR: JIM CANNON
FROM: HENRY A, KISSINGER
SUBJECT: Views fbr the Uranium Enrichment Paper

The following are views that I would like to have 1ncorporated in the
decision paper on uranium enrichment,

It is difficult to overstate the decline, during the last year, in the foreign

- perception of the U.S, as the world's reliable supplier of nuclear fuel. We
have moved from a position of nearly absolute leadership to one where our
credibility is questioned in virtually every country pursuing the nuclear
energy option. Not only are we losing significant nuclear trade, but the
leverage that our nuclear position afforded us in achieving other energy
objectives, and in guiding non-proliferation efforts, has been weakened.

This decline has resulted largely from our actions of closing the order

book for enriched uranium a year ago, failing to take concrete steps to expand
our enrichment capacity, and offering '"'conditional' enrichment contracts

to some forty foreign customers, only to have the basis for firming up these
contracts postponed for several years by regulatory action.

To rectify this state of affairs, it is imperative that we take immediate
actions to allow firm U.S. enrichment contracts to be granted. In my view,
this requires a commitment now to an add-on plant to the present government
facilities. The other course of trying to establish UEA is far less certain
of success, given the possibility of (1) Congressional disapproval after
protracted debate, (2) failure of UEA after another year of marketing to
obtain the customer commitment (presale of 80% of the output for 25-years)-
it requires before undertaking plant construction, or (3) intervention by
environmentalist to block construction of a large new plant at a new site,
These risks are not worth the limited potential gain of setting up a private
enrichment company that is basically in a monopoly position. It seems
better to deal forthrightly with our immediate problem of credibility by
building the last gaseous diffusion plant as a government add-on, and looking
to the several centrifuge companies to establish a competitive enrichment
industry.,
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If you decide, however, to support the UEA approach, it is vital that
as a first order of business we seek Congressional authority to guarantee
the enrichment contracts that UEA negotiates. In the event of UEA
~ failure to undertake plant construction, the government would then stand
behind the contracts by building and supplying from a new facility,
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, UNITED STATES —
ENEﬁﬁY RESEARCH AND DEVELOPMENT ADMINISTRATION
WASHINGTON, D.C. 20545 '

June 3, 1975

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

I have believed, from the beginning, that our essential
national objectives for expanding U.S. enrichment capacity are
to: .

1. Get the U.S. order book open in a convincing way
s0 as to maintain the U.S. leadership position in
world supply, and to support growth of the utility
industry in this country.

2. Establish a competitive private enrichment industry,

3. Commercialize our most competitive technology,
centrifuge enrichment, at the earliest date.

I continue to believe that option #2 (minimum government

- gaseous diffusion plant and active pursuit of centrifuge
commercialization) is the surest and most direct way to achieve
our central objectives, Option #1 (UEA gaseous diffusion plant
and centrifuge commercialization) is less sure of success because
it requires more coordinated effort to implement and it presents
more risk of Congressional rejection. In paying this price, option
##1 provides two benefits:

1. Commercialization of the next increment of capacity.
However, 1 believe putting a sole source into an
old technology may draw criticism.

2. Lower Federal outlays in the near term. However,
we would set a government price to recoup these
outlays, with interest, over the life of the plant.



Although I support option #2, I believe option #1 is
potentially workable, now that UEA has substantially modified their
proposal. If we are to open the U.S. order book using option #1, we
must immediately obtain agreement by the Joint Committee on Atomic
Energy of the proposal, outlined in the decision memorandum. In
addition, this option depends on:

1. A strong display of Administration support and the
vigorous assistance of the Department of State with
foreign customers.

2, An active follow-through on centrifuge commercialization
to minimize the adverse consequences of seeming to support
a single private firm as compared to a competitive industry.
This requires the continuing support of FEA and OMB. '

Consequently, if we are to proceed with option #1, the nécessary
State, OMB, and FEA support must be considered part of the decision,

- I am, of course, prepared to pursue vigorously your decision on
either option. ' )

Respectfully yours,

(’f—;;;?!\7““'A; <:EE;“<=~c~—~-~ S

-Robert C. Seamans, Jr.
Administrator
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