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Friday 5/23/75 Meeting
5/24/75
8:45 a.m.

7:10 Mr, Cannon's office advises there will be a meeting
with the President in the Cabinet Room at 8:45 a.m.,
Saturday 5/24 -- with the following people --
subject: uranium:

General Scowcroft

Mr. Seidman

Mr. Marsh

Mr., Lynn

Mr. Zarb

Dr. Seamans

Mr, Cannon

Mr. Conner

Mr, Rumsfeld/Mr. Cheney

Mr, Greenspan (probably won't be there as he is on
his way to New York)
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THE WHITE HOUSE
CONTAINS

DECISION
CONFIDENTIAL WASHINGTON S e
ATTACHMENT
May 23, 1975
MEMORANDUM FOR THE PRESIDENT
FROM: TR CANNON
SUBJECT: Expansion of the Production of Enriched Uranium

The importance of enriched uranium to future energy production can be
summarized in this way: From the early 1980's to the yvear 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 Mesting of the International Energy Agency, demonstrate that the U.S.

is committed to maintaining United States leadership as the free 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 produced 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, Ohio.
These plants, now being expanded. can supply the initial fuel and replace-
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, 1/3 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 plants,
each the size of an existing ERDA plant,

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

The policy of the previous Administration was to encourage private financing
and construction of additional uranium enrichment plants.

Last Fall you approved a study to reevaluate that policy.

The alternatives have now come down to these:

5

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

Have ERDA expand its Chio diffusion plant (at a cost of ahout
$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
Corp., and ENI-Atlantic Richfield are among those which have
indicated a strong interest in building centrifuge plants.)

Have ERDA build all the additional uranium enriching
plants the United States needs for domestic and foreign
markeis.

Current Situation

The eight-month evaluation has not brought about a consensus. Your prin-
cipal advisers with responsibilities in this field are in disagresment.

i,
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Secretary Kissinger and Dr. Seamans (Tab I) state that:

(a) Immediate domestic and international needs for additionzl
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(b)

(c)

(d)

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

The President should decide that, if at all possible, the
next enrichment plants built in-the U.S. would be private,
either 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 Associates, 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 stockpile 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:

(2)

(b)

(c)

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 the 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 needs further definition, including the
extent of assistance UEA believes it would need from the
Federal Government. This should be worked out by nego-
ation. Lynn recommends that you direct Frank Zarb and
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OBJECTIVES

Dr. Seamans to find out and report to you within thirty
days what UEA's minimum requirements for Federal assist-
ance would be. Without such work, the UEA option will not
be definitive enough to be an option.

(d) By 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 ahead with
its diffusion plant and probably cause its members to dis-
solve the consortium. If UEA withdraws, then other pri-
vate firms would be reluctant to try later.

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

1.

v | a¥y
OPTIONS

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 as to future
deliveries of enriched uranium.

To provide the opportunity for private enterprise to engage
in uranium production as soon as possible.

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

Authorize announcement simultaneously here and by Dr. Kissinger

in Europe on May 27 that U.S. Government will build the next addition to U.S.
uranium enrichment capacity’. (Supported by Secretary Kissinger and Dr.

Seamans)

Agree Disagree

- a¥



Authorize Dr. Kissinger to announce on May 27 that

(a) U.S. Government will cause to be built, preferably
throuch private ownership, but by the Federal Govern-
ment if necessary, additional enrichmerit capacity (glong
thz lines of the speech outline at Tab III.)

(b) direct that negotiations with UEA be conducted promptly,
and

(c) direct the final options paper on the substantive issues
--government versus private, diffusion versus centri-
fuge, etc. —- to be delivered to you no later than July 5.

(Supported by Jim Lynn, Frank Zarb, Phil Buchen, Jack Marsh

Bob Hartmann, and Alan Greenspan.)

Agree Disagres



R e N TIPS
——

MEMORANDUM

THE WHITE HOUSE 31353
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 t0 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 cost 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
enough 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. stockpile. )

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 financed (the
organizers are putting up only 6% equity investment),

SECRET ATTACHMENT
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SECRET ATTACHMENT 2

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 builtto 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
Seamans' 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 commitment 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 to 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

SECRET ATTACHMENT




UNITED STATES
ENERGY RESEARCH AND 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 Associates
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 emable you
to make a decision between the several alternatives for obtalning
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
trade. Our inapility ror 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.

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

-- Rejection of the UEA proposal;

~— Commitment to add enrichment capacity to an existing
government facility in order to take immediate orders,
both domestic and foreign;

—— Initiation of private enriching capacity on a competi-
tive basis using centrifuge rather than gaseous
diffusion separation methods. This advanced technology
has much greater energy eificiency, and is more flexible
in terms of meeting shifting demand,
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The President -2 -

The UEA approach is not the best alternative available to the
governnent,

~— As it now stamnds, 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 enriched uranium.

~— Negotiations with UEA would require a number of months
and -- even if their position proved more acceptable —-
would still not of itself speed the re-opening of the

"order book" nor establish 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. We 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
time to get established., I believe that this approach comstitutes

T st e

better policy and is a more defensible proposal because
it:

—= Applies government guarantees more appropriately in support
of the establishment 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 EXXOW, Garrett
Corporation and ENI-Atlantic Richfield.

-~ Reopens the "order book" soomer 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 already
planned will off-set new plant costs beginning in 1580.



The President b A

ERDA has the responsibility to produce and sell enriched uranium,
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.

We 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,

?. S S%-—-—-- S

Robert C. Seamans, Jr.
Administrator
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SUMMARY REPORT ‘ -

UEA REQUEST FOR GOVERNMENT ASSLSTANCE b

Introduction

Uraniva Enrichment Associates (UEA) for nearly two years has actively
sought to establish a2 project for a large gaseous dififusiom uraniu
enrichzent plaant. It has mada substantial progress in escab;lsaln; tha -
technical basis for the project arnd has conducted extensive marketing
activities with prospective domastic and foreign custom2rs. A prois=ct
financing structure (Figure 1) has been developed concaptually and
employed as a basis for the UEA marketing efforts. It has been deter—
mined by UEA and its financial advisors (Salomon Brothers) that, due to
the unigue nature of the project (secret process, no commercial history,
very large capital requirements), it cannot be: financed and cperatad

The Project Board — Private Uranium Enrichment, through extensive dis-
cussions with UEA and othars, has evaluated the types of assistance
requested and the likely (and maximum theoretic2l) obliga

result o the Coverunusat. Ic is eccepted by UEA that
the Government in providing the requested assistance weculd be repaid
UEA, except in cne case in which tha Gevernnment might acquire 2 salable
asset. This brief summary provides highlights of the Board's evaluation
of each requested area of assistance., UEA has stated that thezs may oe
alternative ways in which the objectiive of commercial project financi
can be achieved and that its positions, as expressad to the 3Board,
open to further discussion. The Board, however, has been obiiged to
evaluate UEA's exdressed positions as to the Government assistance

required to insure project viesbility.

Iﬁ addition to evaluation of thz assistance requested from
the Board conside thar kay &spacts of the project in

Governmant
ed o g Bz
for domestic equity partners, aati-trust reviaw considerations, othar

3

u

the
l di
on

Tegulatory conzidarations, market prospects both domestic and ;oreigﬁ,
Project fiuancizl structure and the conceptual fimancing plan which is
based upon the assumed type of Government assistance, altermative wars

of resolvinz sone of the probleas whiech are razised, projset -powasr suddly,
Project completion schedule and time schedule for obtaining the necsssary

legislative authority, Board review and discussion of these items i
contained in its fipal draft report.

- -
&

s

comnercially without certain forms of Government assistance and assurance.

.

prosoecss



CONCEPTUAL TINANCYAL STRUCTURE
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"(ASSUMES $5 BILLION PROJECT COST)

]

DOMESTTIC 40 PERCENT
YOTAY, SHARE — $2 BILLION

15 PERCENT EQUITY - $0.3 BILLION

C 0 ' 4-8.U.S. COMPANIES

@  SWU PRICE STIPULATES MINTMUM
15 PERCENT NET RETURN
7
85 PERCENT DEBL - $1.7 BILLION
 DIBT SECURITY
0 Loné;wnum‘coerAcrs

&  GOVERNMENT ASSISTANCE, PACKAGE

0 SWU PRICE REFLECTS COST OF DEBT,

EQUITY AND GOVERNMENT ASSISTANCE

-

...... FOREICN 60_PERCENT

TOTAL SHARE - $3 BILLION

85 PERCENT DEBT, 15 PERCENT EQUITY

THREE OR MORE FOREiGN PARTICIPANY'S
INDIVIDUAL CAPITAL PROVIDED:

© . FROM FOREIGN SOURCES

.0 PROPORTIONAL TO OFFTAKE

0 THROUGH IRREVOCABLE "LETTER OF
CREDIT" HELD IN U.S.

SWU PRICE REFLECTS INDIVIDUAL SERVICING
OF CAPITAL

TOTAL FOREIGN VOTING RIGHTS
© LIMITED TO 45 PERCENT

© DALANCE OT EQUITY - "“PREFERRED STOCK"
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II. Reguested Governmeat Assistance

A, Performances Assuvranca

UEA sceks an adequate supply of specialized materials and com—

-ponents (e.g., bh-&_er) now manufactured by E2DA plus Govarmmant
technicel expertisé and assistance to assure that the techaical

basis of thz project is sound and. that obstacles can be ovarcome
wmost eife

Recognizing
a tecnhnical

tiyely iz ordsr that tha project will psrform technically.

T this approach would, in effect, make the Governzent
artaar in the undertaking, UEA is willing to a2ccendt

o I (1}

etiv
ne Cass
P
whatever Governzent overview, including "veto powar", is neczessary
to protect tha Co v;-h“anf" interest during design, construction aad
~ startup. The 2o0ard's best judgment of the cost of needed Government
functions is $130-$200 million; this includes costs of a 100-man
_ Government review tezm. It is assumed that Govermment costs would
be reimbursed on a current basis during construction.

Problems of risks involve potential early zuthorization of azdditicn
Governnent barrier preduction capacity, ERDA scarce manpower 2lloc
tions between. CIP/CUP and the UZA project, Government liabilit ies
under varranties for its products and the practiczl problems which
could be created by dual project controls (increases in cost,,

- . schedule delays). : ~ v gt e e e .
B, Completion Guarantee ¢ ¥ ) ST
1. Continsent Govarnnert Loan Guarantee 5 i

-

UEA seeks an arrangaszent which will assure its ability to
borrow funds for the projz2ct. Acco rdlug te its concept, thes

_chief condition to invoking the contingant loan guarantee
would be an inability of UEA to :arxet sec aritles at an
; o interest rate equivalent to an A" bond rati:

ng or abova. At

. E that point the Governmant "ould back subseguent UL\ securities -
through a loan guarantee. during the construction periad to assure

. - their marketabilitcy. Tais would apply only to the domastic dabt

ke portion (85% of 40%) up to a2 project cost limit. This linit

would be based upon a jo‘r* GZA/ERDA estimate of ultimate pro-
ject cost, escalated in an 2gresd canner and with application of
a .contingency fuctor-appropriata to the qual
plus an additional overr 1 ne 1
not apply .to Du"=1y
would be of egual st
necessary to the Elnaﬂc
UEA's ability to cobtain
{and theredy assura custoz
plant). In concept it would
of Covernzent involvemzat in dga

( . be no direct cost to tha Government (

-~

ity of thes esticata,
oan guaraantce would

)
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th2 loan guarantee feature may increaszs Government debt and
night possibly impact the Federal debt ceiling.

roblems or risks involve the following %

~ The plaa is preliminary and has not been reviewed by
Szlozon Brothars marketing staff or tested in the
markatplace,

~ The coatingent loan guarantee may adversaly influencea
(Treasury initial reaction) or imporve (Salomon Brothers
view) the availability of purely commercial dsbt. If the
former, the Covernment runs the risk of guaranteeing most,
. 1f not 211, domestic dabt.

— Domestic utility rejzsction of UEA contracts, especially
“hell or high water" provision, would ercde basis for
‘securing and servicing long-term debt. This could lead
to Government guarantee of all domestic d=bt for the
full 25 year term, if the project proceeded at 2ll. (There

is evidence that somea may accept, othars wmay rejec;, this
prov151on )

~ The uncertainty of foreign participation up to the 60 percent
target, and ‘the potential inability of UEA to compensate with
increased domestic capi 21, raises the wuiential Govarﬂzang
liability, if the project proceads. g

Overrun Funding - Y

DEA requests assurance oi funding overrums, in the event the

project cost limit is exceeded, by further Goverament guzrtantead
Jdoans, or direct loans to be repaid by UEA,-possibly aiter pay—
ment of private debt. UEA would undertake to match such fu
with 15 percent equity funds on a "best efforts" basis. Ac

-

nding

cording
to UEA, the overrun featura would assurs its ability to obtain
the large amounts of debt znd equity capital required for tha
project which otherwvise would be impossible sinmce it will b

v
-
(]
0
= (0
0
|

saty to employ a prOJ;ch cost estimata basad only upon conceptuz
de31gn. The costs of such assuranca are probably zero if

likely, Government guarantasd loams would bz invelved,
the a2bsencz of a condition of "economic frustrztion' (s
one can safely assuaz that successiul completion of the
tech11c=lly feasible. However, thare is a potentizl Gud

3mpact of up to $2-billion which represents a 4 =

e

ooy
o)
€]
1A
0
[\
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With respect to proble=s or risks, thera is great doubt tha:

opea
ended zssumption of funding overruns by tha Govarament probdadly
would be approved by Conzress. Even if overrun funding wera tied
to a limit, it would tend to reduce credibility of projoct estizate

i)
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l1init to the Con 1gress and endanger aporO’al UEA's lack
of firm comznitmont to provide additional equity in the
event of overruns to maintain 85 percent debt/1l5 perceant -
equity ratio mz2y be unmaccentable to Congress and it eliminates
a risk centive to UEA for efficient management and control -

- ©Of ¢osts. There is some verdal evidence that UEA nmay be ll?ing

'3‘

‘UEA reqrasts Govermment

to meke a st:ongsr cormitzaent in this area than it has so far
made to the Boaxd.

Economic Frustration . =k

assurance against risk of "“economic
frustration" of the project, 1._., unacceptable postponement of
return on, or recovery of, equity dus to (1) completion of ;
plant delayed beyond some agreed ralatively late date, (2)
prohibition or indefinite suspension of consturcticn or
operation by judicial or administrative action or (3) other
causes which effectively prevent economic realization of the
project, such as inability to odbtain power. In such event,

the Governﬁent would assume U.S., debt and provide "fair
cornpensation' to U.S., equity investors and would assume ]
control of the project in order to bring it to a successiul
econclusicn. According to UEA, they might not be able to obtain
necessary- debt-equity capitzl in the face of such risk without
this assurance. Th2 costs to the Governmment could range ug to
a2ll domestic capital, i.e., 40 porﬂeqt of the pro*ect costs.

. - .
With respect to problexs
frustration” dus only to

- project, U.S. could then
* foreign equity partners,
problems in the adminis
potential Governmzment 1L

tration
ability

or risks, in the event of "economic
unacceptable delay in completicn of
becoma an equity partmer with other
thereby possibly. presenflng politiczl
of the project. There exists a

the

for all domestic capital with 2
risk of not having an operablz plarnt, 2ltheouzh with CGovernmenc's
participation in key phases of the project such risk appaars
remote. The concept may prasent difficelty in negotiation of
mutually acceptable criteria for "economiec frustration" and "fair
compensation” Non-asaunotion by equity capital of the risk of
economic frustration would izperil Congressicnad zpproval, re-cve
a risk incentive to EEA for 2111c1enc managemant aad crezte a

-—b.L-o -———

significant precedant ragarding Covernment assistance. i
- - . "
Stockpile Backun and Load Levelinz . .
-

EA requests access to the Covernmeat SWU stockpile, on a lezsa or
purchase basis, for up to twc million SiU's over the first fsur
ycars after startup, and ninz million SWU's at the ocucset and dac-aa
ing zero five years after tha plant achisves "succassivl” sperzric:



Additionally, ERDA is r quested to agrees to purchase up to a
total of six miliica SV s (CEA estimates four nillion wost

likely) during the first five-year operational phase of the g
plant. The amount would be agreed five years in advsnce of the
proposed first dalivery. Prior to flrm-Ln, UZA would atte a9t Ea
sell the excéss to others. These features will permit U

customer contract nm2eds to be met in the evant of sbartup d
or iate-ruptions and will levelize the cosmitments oa the p
due to irregular sarly custemer demand prior to achieving a steady-
state operatica. £ the ERDA purchase obligation were four million
SWU's, and on a time schedule presently viewed as wost likely, cost
to the Governzent could bz $300-$500 million. In a time frama that

would require Governzent feed purchases, this could rise to $5680-

$1400 million. This assét should, however, be resalable.

Problems and risks in this area concern the expected zdequacy of
the Government SWU stockpile in relation to 21l anticipated needs
and the probable need, in the late 1970's, to seek appropriations
for purchase of SiWU's and any needed feed. On the other hand, use
of surplus Government fead in the UEA plant, if pessible tinewise,
represents an opportunity to nearly double the amount of enriched
vranium produced. : 2

Termination of ERDA Countracts »i ‘ *

UEA requests that EIRDA terminate a sufficient number of its lonz-
t2rm enrichment scrvices contracts with ut

the UEA plant would be effectively sold cut - on the assumption thac
‘terminated customars would th sien with UEi. The Governmant has
ntar

O

already agrced that it would honor voluntary requests for termination.
ir
a &

s

c
utilities to assure that

Q

Involuntary terminatioa requi tain criteria be met. Hcwaver,
on th2 assumption that the cr ' ocossar_f terninzticas
would be met, therz would be mo cost to the Government sinces operating
conditions in Govarmment plants would be adjusted to compensate.
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Problems and risks relate to domestic requests for voluantary termina-
tion being tied to the impositica of an ERDA commercizl SUWU price, to
o a = >

e

doubts as to whether involontarily terminated custczers would sigm
with UFA, and to possible nz2ed to make a formal “reasonableness" findi
concnrﬁzng UEA contract ter=s and conditicns. Further, termiration of

ERDA conltracts beyond a certain point would result in unsconomic co

to remaining ERDA customers. i e
Defaulting Utility Protection : 3 AR
UZA requests that, in the event of a default by a domestic utility
and Incbility of UEA to s2ll the services to cthars, the Ccverazent
assume the obligatisas of the defael: i?g vEITiry wo o & iLicic of
50 percent of the domestic utility share of plant oufpuz. -JDA's

{ -
} .
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or $300 million cver fo
for 50 parcent of ths domestic
about $360 nillion a year or $§ o} ion over the 25-year pariod.
Also, ERDA would be requirsd to meintain a2 contingency stockpilzs of
feed material as insurance even if no utilities default.
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ity defaulting its
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WiLh respect to problems and risks, it is not apparent that a
-Yeross—-guarantee” by ERDA is necessary because the potential risk,
although large, is not likely to materialize as (1) ths utility
* industry is not apt. to cruxdble, (2) the reactor would likely still
need fuel (even if the utility were bankrupt), and (3) there is a
growing demand for power which would suggest that enriching acrv'c=s
could be marketed elsewhere. It would appesar that assumption of tha
obligations of defaulting utilities places risks on ERDA which could

- 2and should be assumed by the UEA equity investors andlor UEA
customers, éspecially in view of the low proaaolllty of thara belno
a problem in this area. e e
GCovernment Assistance Budget Impact
The summary-shown in Figure'2 is the Board's collective JLdom-nt reoa*&ing
the likely impact of those elements of Government assistance which UEA
feels are necessary to insure project wviability. ,
B oo e . ’ : ] .
FIGURE 2 g’ L . : 5
- "'__"———— - o -
GOVERMMENT ASSISTANCE BUDGET DMRACT R > e
_ (s HllllOﬂS). iy _ . : h
. K Potential :

’ - ‘Host Likely : Maxioun -
Performance 150-200 150-400 Reimbursable, zenerally
Assurancas : f current basi
Complerion 0 i 7 0-2000 Probably recoverable, ecomox
Cuarantee _ - frustration rexzscte
Stockpile Backup -~ 300~500 800-1400 Purchased SWi's represent
load Levaling . {no fead) a vesalabla assat
Termination of 0 L) . Operating conditicns adjusce
ERDA Contracts
Defoulting Ut ilicy 0-40 C-9000 Fotentisl

fal ina;
- {1 coatract . 15 % of a1l ¢
£or 2 years) default for Zu11 25-year pex?
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MARKET ASSESSME »
DOMESTIC
- Demand is consistent with the 40 percent of plant output target
assumed by UEZA. %

~ TFour “Letters of Intent to contract' have been received from domestic
utilities; thres—iour morz expected shaLt1y, with all "inteat" lettars
expected to totzl zbout 1.2 million SWU's/year

~ Remaining utility commitments probably dependant vpon utility views of
UEA contract (prassatly not positive).

~ However, if Goverpmant support to the project is given, dohastlc
customers are likely to follow.

FOREIGN \ 3 ' 2 8
-~ TIran -~ Conmitment likely for up to 30 percent of plant output or
such less percent as U. S Governmeat policy may allow.

(.-- - “Jepan Conmmitment oF 22 percent of plant ontput prcb:bla if ilhere
: is strong U.S. utility or Governmant support tc the project.

—~ France — Comanitment of 11 percent spoken of, but may w2ll be ‘centingent
: upen technology shariag and reczpogcal owvnership arrangsrant
with EURODIF, thus highly questionable.

-~ YWast 2

=)
Germany- Commitment of 10 percent spoken of, but no solid information
to assess probability. d

-~ Others - Taiwan, Spain, Brazil, Australia possible; capital financiag
or other problems mzy be impediment.

- Conclu~

| sion - Given uncertalnty of U.S. policy on 2llowable forsign partici-

pation, other foreign conditions, the timely firm achiavemant

of the 60 parcent targat is doubtful thus jeopardizing timely

‘.-lh-—’
achievemant of "Go" decision (requires comaitmene-to 75 parcen
of plant outpub. s
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BUREAU OF OCEANS AND INTERNATIONAL
ENVIRONMENTAL AND SCIENTIFIC AFFAIRS

January 17, 1974

MEMORANDUM OF TELEPHONE CO&VERSATION

PARTICIPANTS : Christopher Makins
) Flﬁ}? Secretary, Embassy of Great Britain

Nelson" rLbsleverlng, Jr.
Program Coordlnator, OES/SCI

SUBJECT : UK Purchase of Soviet Uranium Enrlchment
SeerCeS Vice U.S.

Chris Makins teléphoned'late this afternoon to advise

that the UK's Central Electric Generating Board (CEGB) has
.contracted with the USSR for enriching services for the :

supply of enriched uranium c01temolated in the two_conditional-
supply contracts offered by the USAEC last summcr.
I said I didn't understand his emphasis on the conditional
aspect of the contracts because President Nixon has assured
all contract holders, conditional or otherwise, that their
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 Makins responded
that it is really just "dirty commercial business". The
Soviets were offering firm contracts at attractive 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 quantities of fuel inveolved in

the conditional contracts, but that he had no further details.
The contractr details would 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-February.

B These two conditional enriching service contracts would have
covercd the long-term supply of enriched uranium for two

400-600 MW megawatt nuclear power plants and were open for
signature by the CEGB until March 1975.




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

MAY 6 1375
Signature
MEMORANDUM FOR THE PgESIDENT
FROM: JTHLON
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 additional 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

Under the first alternative, a consortium (UEA) composed of Bechtel
and Goodyear has already developed plans, with foreign financial
participaticn, to build a $3 billion plant. But UBEA is finding it
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 (a) 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 Goo&}éar, X
am impressed with their aggressiveness and tenacity, despite



formidable obstacles. However, UEA has already invested nearly $9
million, and its willingness to persevere is beginning to wear
thin. Moreover, 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 Government construction neow
future private involvement.

3 ah+ A3e
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The immediate problems .

Full evaluation of the UEA venture (in effect, Alternative 1) depends
upon 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 negotiationms.
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 option.
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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 pollcy alternatives being explored
to provide the needed additional national capacity for enrlchlng
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 order that this alternative may be properly
developed for my consideration, as against other altermatives, I
believe that negotiations should now be initiated with UEA directed
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,

arnth maanES At t e rlatrT A s~ am A ~v—nmc>r7s A+l And -{:-cor\"!-'c\fo“\r
PORO O NN JL O TR NS H AR T O S SR e ot sy eedds LLLT

Because you have already had extensive prlor experience in dealing
with UEA 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 prov1de
the necessary staff assistance to ensure expedltlcua 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 natiomal 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 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 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 proceed immediately and cffectively.

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



s R B g AR TN 2 R2ED Oy e ¢

s - A L et it

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. ' '

QOur existing capacity, including expansion already underway, is now
fully commitied 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 o provide for uranium enrichment by private industry
as soon 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
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pansion of our uranium enrichment capacity will be necessary.

We know that nuclear power is equally central to the energy strategies
of numerous other nations, and we believe that we can be very useful
in helping those nations {0 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.8. 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
spacific 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 svent, the United States
Government will take steps to assure that the U.S. will remain in the
role of the major, reliable supplier of world-wide needs for enrichment
services. We expect that negetiations on firm contracts between
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producer and consumer will be initiated well before the end of this
year. ‘

The President weould welcome the cooperation of foreign entities in
these developmental ventures in accord with principles agreed on by
the International Energy Agency.
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MEMORANDUM FOR THE PRESIDENT W

FROM: JiM CANNON

SUBJECT: Expansion of the Production of Enriched Uranium

The importance of enriched uranium to future energy production can be
summarized in this way: From the early 1980's to the vear 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 demonsirate that the U.S.
is committed to maintaining United States leadership as the free 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
energy utility plants that are expected to be built by the hundreds from now
until 2000, will be produced by the United States government, or by free,
competitive enterprise. ‘

BACKGROUND

The United States is now enriching uranium in three ERDA-owned plants -
at Paducah, Kentucky, Oak Ridge, Tennessee, and Portsmouth, Ohio.
These plants, now being expanded, can supply the initial fuel and replace-
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 electric consumption.

The capacity of all three plants is fully committed - about 2/3 for Domestic
Utilities, 1/3 for Foreign. In fact, for almost a year, the United States has
not been able to take any more orders for enriching uranium.



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 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 plants, each the size

of an existing ERDA plant.

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

The policy of the previous Administration was to encourage private financing
and construction of additional uranium enrichment plants.

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

1. Assist private industry, 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 Ohio diffusion plant (at a cost of about
$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 diffision. But
it has not vet been proved commercially. (EXXON, Garrett
Corp., and Atlantic Richfield are among those which have
indicated a strong interest in building centrifuge plants.)

3. Have ERDA build all the additional uranium enriching
plants the United States needs for domestic and foreign

markets.

Current Situation

The eight-month evaluation has not brought about a consensus. Your prin-
cipal advisers with responsibilities in this field are in disagreement.

1. Secretary Kissinger and Dr. Seamans (Tab I) state that:

{a) Immediate domestic and international needs for additional



2.

{c)

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

The one private consortium attempting to build a diffu-
sion plant, Uranium Enrichment Associates, cannot 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,
Goodvear, and is expected to include 3-5 other U.S. firms,
with capital participation 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 stockpile of fuel}, France, and
Germany. We are also losing control over the provision
of most enriching services, which we would like to retain
for national security reasons.

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

(a)

(b)

(c)

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 the basis of an options
paper being developed through interagency efforts during
the past few months, which can be ready

In order to properly assess the pros and cons of the UEA
option,its proposal needs further definition, including the
extent of assistance UEA believes it would need from the
Federal Government., This should be worked out by nego-

- tiation, Lynn recommends that you direct Frank Zarb and

Dr. Seamans to find out and report to you within thirty
days what UEA's minimum requirements for Federal assist-
anc would be. Without such work, the UEA option will not
be definitive enough to be an option.



{d) By no later than mid-July, you 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 ahead with
its diffusion plant and probably cause its members to dis-
solve the consortium. If UEA withdraws, then other pri-
vate firms would be reluctant to try later.

OBJECTIVES

From our discussions with your 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 as to future
deliveries of enriched uranium.

2. To provide the opportunity for private enterprise to engage
in uranium production as soon as possible.

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

OPTIONS '

1. Authorize Dr. Kissinger to announce on May 27 that U.S. Govern- -
ment will build the next addition to U.S. uranium enrichment capacity (thus
foreclosing the UEA option). (Supported by Secretary Kissinger and
Dr. Seamans.) ’

Agree Disagree

2. Authorize Dr. Kissinger to announce on May 27 that

(a} U.S. Government will cause to be built, preferably
through private ownership, but by the Federal Govern-
ment if necessary, additional enrichment capacity (along
the lines of the speech cutline at Tab II1.)



{b) direct that negotiations with UEA be conducted promptly,
and

(c) direct the final options paper on the substantive issues
-- government versus private, diffusion versus centri-
fuge, etc. -- to be delivered to you no later than July 5.

{(Supported by Jim Lynn, Frank Zarb and Jack Marsh).

Agree | Disagree





