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THE WHITE HOUSE ACTION
WASHINCGCTON

June 2, 1976

MEMORANDUM FOR: THE PRESIDENT
kS

FROM: JIM CANNONA

SUBJECT : Additional FY 77 Budget Amendment
Requests for the Energy Research and
Development Administration (to
implement the Nuclear Fuels Assurance
Act)

Attached for your consideration is a proposed letter to the
President of the Senate transmitting:

1. Additional fiscal year 1977 appropriation language
for ERDA which would permit it to enter into
cooperative arrangements with private firms
pursuant to the proposed Nuclear Fuel Assurance
Act, once contracts are approved by the Congress.
Contracts could involve an aggregate contingent

1 J oot 8,000,000,000.

An additional $178.8 million for ERDA which includes:

(a) $170 million for the continuation of design,
initiation of long lead time procurement, and
the initiation of construction of support
facilities necessary for an add-on plant at
- ERDA's existing uranium enrichment plant at
g avANEuRSIiiviey. hio; and

(b) $8.8 million for uranium enrichment program
support activities (e.g., personnel) necessary
for managing both the private industry and the
add-on plant activities.

- A detailed explanation of the proposed requests is provided
in Jim Lynn's memorandum at Tab A.



-

OMB, Max Friedersdorf, Counsel's Office (Lazarus) and I
recommend approval of the letter to the President of the
Senate which has been cleared by the White House Editorial
Office (Smith).

RECOMMENDATION

That you sign the letter to the President of the Senate
at Tab B.
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na Honorzbhle Elmer B. Staa
ne Comsptroller General

of the United Sitate
Washington, D.C. 20548

Thank you for the onoortun1c1 to review and comment on your
draft report on the expansion of uranium eﬂr:chmer“ capacity
in the United Staues. As lndlcaped in the PrW

The President's proposal was designed to:

. Make clear imm edlatexy our Hational comaitment to
provide the needed increase in U.S. capacity to
produce enrichad uranium for domestic and foreign
nuclear power plants.

~

.'chaln U.S. leadership as a supplier of services
-and technology for peaceful uses of nuclear enercy.

. Assure early creation of a private competitive uranium
enrichmant inductry -- ending the Government
monopoly.

. Accomplish the above with little or no cost to
taxpayers and with all necessary controls and
safeguarxds.

In contrast to the President's prooosal, the GAO draft r
concludes that {(a) ERDA should reject the vrop C

Q O

5
from the r»rivate firm that wishes to build a gas
plant, (b) the Government should build and own t
ment of needed canacity, and (&) that a Government
should be created to take over existing and the n

3
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possible aralysis and
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We beliesve the most complete, accurate and chijszctive
presentation of the problems, issues,
and alternatives is necossary to increase public undar-
standing of the President's proposal and to provide the
basis for early Congressionral achion on that proposal.
liowever, as detailed below, the presentation, analysis
and evaluation in your draZft report is not suZficiently
complete, accurate or objective to sustain its conclusions.

»

i7e believe the report should be

improved substantially
because it: ;

. Does not address fully the President's proposal.

. Contains factual inaccuracies or misinterpretations.
. Orits important consicderations which, if taken into

account, would lead toc different
. Reflects philosophic preferences

ment Corporation) rathesr than an

conclusions.
(e.g., for a Govern-
objective evaluation

of the many considerations involved.

. Does not emphasiza the urgency of a decision on
expanding the Nation's uraniuvm enrichmant capacity --
which is important to our international leadership
in nuclear energy and our non-proliferation objectives.

Briefly, our major substantive reservations about the report

.are summarized below. Each of these points is discussed
further in Attachment A and detailed page-by-—-page comments

on the draft report are included in Attachment B.

. The draft report is almost exclusively linmited to a
discussion of a proposal (still under negotiation) from
one industrial group -- Uranium Enrichment Associates --
UEA, almost to the exclusion of an evaluation of the
President's total program which would cover a number of
cooperative agreements with firms that wish to build
plants using diffusion and centrifuge technology in the
transition to a private competitive industry.

. The draft report does not reflect a clear understanding
of the remaining uncertainties in centrifuge technoloay
or the role that both technologies can play in seguencce
in achieving a private competitive industry.

. The report doas not seem to recognize that following its
conclusions may prevent ever achieving a private competitive

uranium cnrichment irndustry -- even thoush it professes to
support that objective.

« THE YELore

{2) underaiates the risks to he ascuacd by
privazte fiems that are contewnlated in thz Prosidont's
proposal, (b) undorstates the risks to LEYN in its proposil,

<
b .
and (v) overstates tiie poteutial riska and cosks Lo tho
Govornaent.
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The report docs not analyze cbjeoctively its strong :
recommandation that a CGovern..znt corporation be cruated
to provide urenium enrichment services -- which «oxpor
tion would have many of the szne drawbacks as direct
government financing. :
"he discussion of cash flow and Government financin
~is inaccurate and misleading in that it (a) do=s not

make clear the large budget outlays that would result

over the next few years if the Covernment builds now
capacity; (b) 1nﬁorr°cu1] iﬁplie that costs of a new
add-on Government plant would be recoupad in about

6 years; and (c) confuses revenue from existing plants

and eventual revenue from a new add-on Covernment >
plant. The revenuz from existing plants is largel:

a repayment fci past and current costs to taxpayer
for building and operating these plants.’

U:‘
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v
s

The statement that Government-owned capacity could

be added at a cost significantly less than that of

a similar sized orlvately—o”‘ﬁﬂ plant ignores the
broader benafits of private £financing and ownership

. of uranium enricihment plants including the DOSSlblLluj
of attracting scme $2 billion in foreign capital for
the UEA plant,

While an early decision on the approacih to expansion

of U.S. capacity is essential to maintain the credibility
of the U.S. and a reliable supply source, a delay of one
year or two -~ beyond the UEA planned date for having a
plant on line -- would not present serious problems
Furthermore, although a half-sized, Government-ocwned
add-on plant could be completed by the beginning cf
1984, a plant equivalent in capacity to the preoposed
UEA plant could not be brought on line until at least

18 months after the presently scheduled date for UE?
plant compeletion (mid-1983).

The criticism in the draft repo“t of private ventures'
plans to cobtain long-term "takes-or-pay" contracts for
enrichment services, and implled criticism of not providing
the uranium which is to be enriched, suggests that GaAO
may not recognize current, widely accepted pruCLlceS.
"Take~or-pay" contracts are now used by ERDA in selling
crvices from existing plants and are often used in
industry -- for exampl; by utilities in purchasing coal.

Tho criticism of private ven:tures' slovness in s
up foreign custonzrs suyggests a lack ci understar
ol tite impack ol the ung inky whils Congrang
actico ia awaited, and t i o i e I i
Coagunmssional approval would have
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. The report is correct in concluding that the cefoguarding
of nuclear materials and protection of classcified tuchnolios,
is not an issuc in the debate over Covarnnent vs. private
ovnership of a plaenv., Howaver, vwo believa the repsrt
should cnghaesize that promoi acticn towvard enpzniing the
Nation's uraniua enrichment capacity would be a maior
cortribution to continued U.S. tecnnological lecadershin
and to non-proliferation objectives. ‘

We urge strongly that the General Accounting Office procgad

promvclj with the correction and completion of its renort so

that it will not contribute further to deley in Congrezssional

action on the President's prepossal. Ve balieve 1t is ezsentizl

that a Neational decisicn on the means for expanding U.S. capacity

to enrich uraniuvm be reached witinout furtasr delav. '

We are prepared to cooperate fully in providing any additional
pleting

information and assistance that you might rneed in com
your report. :

Sincerely,

(s]

Robert C. Seamans, Jr.
Administrator

\

Attachments ‘ .
As indicated

i



DETAILED DIS“USCIOW OF PROSLENMS SUILIARIZED
IN THE LETTOR TI iiR. STALT )
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- The context for this proposal is important

The draft revort is almest erclinusivelv linited to

a discussion of a proncsal -- 3431l undir pegotia-
tion -- from cnz incustly ¢roud, almnsi: o tha
exclusion of an evaluation 0: thz Prz3icoent’c %otal
proposal. Thus, it doss not aZaress tu= mMaln issue
which is the appropriateness and adequacy of the

Presidznt's plan.

The President's leglslative proposzl providsas
the basis for nagotiating coocnerative agree-—
ments with a number of private firms that.
propose to finance, build, oun, and operate
uranium enrichment plants -- both diffusion
and centrifuge -~ so that the Hation may move
toward a private competitive industry.

-

The Atomic Energy Act regui

res that "The
developmant, use and .control of atomic
energy shall ba directed so as to . . .
strengthen free competition in private
enterprise."”

A program was underta knn to provide industry
with access to enrichment technology so that
firms could decide whether to enter the
field.

Onz firm, Uranium Enrichment Associates (UEA),
has proposed to build a plant utilizivg the
proven gaseous diffusion process to satisE
the need for the next incremant of capacity.
Three £firms have now propdsad plants using
centrifuge techinology for succeeding increments.

The draft report focuses narrowly con the prooosal

subnitted by UEA. This proposal’'is important ba-

cause it is the only onz that dszals with the noi:

incroment of nesdoed ca““w1hv. iiowaeveor, it rmust be

vicwed in its propor conte:t, i.e., as tne starting

pOJnu for n\gOL\ahlxg a cconerative agreement unde
t

:
e

ve D

t")

the propcsed le \" e 1 E".S il 3"“0.’.":.5‘.:1':: Loy ne
» b o e sy o - - -~
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future inerenents ol capacity
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. Contrary to tha implicatinns of the draft repuct, the
terms in the ULA preposal arn still under negotiation
and hava not beon accected by the Govarnmant. Work 1is
underway on the draft of a c¢efinitive contrac

The draft reoor:t doos not reflect a clcar

0i tie remainlng uncartainizos in c2niris

Or the role tnat Hoth Gifl iz anh centw

play in saguonce in moving Tooord & priva

uranium enricnwent industry.

. HMisunderstandings are reflected in the report's:

. Prompt dismissal of difiusion as being unimportant s
in moving towvard privats involvament, and the junp
to centrifuge as an easier -- rather tnan norce diffi-
cult ~~- solution without privats f:ﬁunc1ng and
ownership of a diffusion plant as a first step.

3

. Conclusion that UEA's cioice of diffusion technology

is one valid reason for reie t“ng its proposa

. Repeated reierence to centrifuge as Lbe "more
efficient technology" -- without recognizing the
uncertainties associated with it.

. Suggestion that centrifuges ventures should accept
more risk when centrifugu-;nvolves greater risks.

-

. There is general agreement t the next increment of
iifusion technologv. There
? that succeeding increments
nr logy -- but this is not
uncertalnties remain and

1 be competitive for future

m}»

capacity should utilize di
is also substantial agree
should utilize centrifuge
assured. Substantial econo
the diffusion process may

increments.

o

4
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. U.S. centrifuge technology is we
- and a pilot production plant i uled to be completed
1

1 ahead of other nations
che
in 1976. But, we do not vet know the economics and

S

O (87 (34

reliability for evample, of mass production of the
required large number of centrifuge units, or the

operating, maintenance and replacenent costs of such
mass produced units. » : :

ics, private firms wishing
to vso the centrifvae prodcess nly need more aB51atanco
anad bho able to assume less risk -~ directly concrary
to the report's cenclusions. -
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. A successful private diffusion ventursz would --
contrary to the draft report -- have a diresct
relationship to the success of private centrifuge
ventures. - For example, it could demonstrate:
. The .end of uncertainty -- rather than continued

delay -- as to whether the Government is serious
about establishing a private competitive industry B
and ending 1its moncpoly.

. That private industry can raise capital for building
enrichment plants and establish satisfactoxry relation-
ships with custowers, both domestic and foreign. iy

. That private industry financing and ownership is .~

possible while maintaining all necessary contzols

and safeguards.

seem-toc recognize that following
nt ever acnliaving a private coipoti-

The draft report dos=
3 e

incdustry in tne U.S. The report

fou

its conclusions ™

tive uranium enr. .z
opjective ©f a private uranium

S
v oD

T R =

indicates support for th I

enrichment industry but recommends (a) summarily rejecting
the private industry proposal for building a diffusion
plant -- rather than pursuing negotiations toward a
cooperative agreenment, (b) building additional CGovernmant-

T

owned capacity, and {¢) creéating a Government Corporation.

. Ending a Government monopoly 1is extremely difficult at
best. The current need to commit to major new plants
offers an excellent opportunity. The progress that has
been made thus far in moving toward a private competitive
industry -- including the proposals now beicre ERDA --
is the result of (a) the statutory reguirement cited
earlier, (b) a strong policy position taken in 1971,
and (c¢) a vigorous effort by industry to respond to
the Government's actions, and (d) a concerted effort
by the Covernment to define conditicns under which
such involvement can occur with all necessary controls
and safeguards.

]
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. To dacide now to huild more government-owned capacity
(aftter a period of many yvears without constructing
new plants) could not help hut cast docubts -- amnong
potentieal private industry participants and customers,
dom=2stic and fornign -— about current or future as-

sertions that the Governmant is serious in its e;Lorta
- to 1nvolve industry and end its monopoly.

. Contrary to implications in the report, there is no

' strong reason to suggest that it would be easier or
more effective to begin the transition to a compatitive
“industry with centrifuge technology. Mot only would =
the samz types of Government cooperationr and temporary
assurances be reguired -- and possibly more bacausn
of the larger uncartsinties —-- but the cresation of a
.Governmant corporation at this time would undercut the
whole concept of a private industry in the field.

The draft revo states the risks to be assumed

by private ii £2d in the Presidsat's prooosal,
(b) particula 25 tn2 risk to U3A in 1%is pxooosal,
and (c) overs ential risk to tne Government.

acognize the risks that priva
firms would have in dealing with multi-billion <o
projects invalving cl i 1el technology which has not
yet besen proven in a commercia]l setting. Without
exception, potentizal entrants in the enriching industry
and representatives of the U.S. financial cormunity
viewed this activity as presenting abnormal business
risk -- according to tﬁalr testimony before the JCAE
in 1974 hearings.

3

. The report fails to r
] i

20

. The report does not recognize adequately that, under the
President's proposal, Government assurances would last
only for a limited transition period and then terminate
au;omatlcally, leaving the plant owner with many business
risks for at least the 20-25 year pericd of plant
operation.

A ]

. The report recommends getting "more ecvuitable sharing of
risks" when centriiuge technologv is ready, but gives no
clear indication of what, speci leally,'wogli constitute
"nore equitable sharing of risks" or how this-.gozl migat
bﬂ achieved. Thore seems no recogaition that contrifcge

echrology, in th2 near torm, involras more risl chan

L fusion tcchno;ogy.

(,» I

dl
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. In the case of the UZA proposal, the report (o)
erroneously sktates or implizz in several contexts
that UEA would receilve a guzranteed 15% return on
egquity, and (b) fails to grasp thak, while complcte
loss of private eguity in the oroject is pernaps remote
therc is a substantial risk of partial loss of private
egquity. Thus, the report cives an erroneous and
distorted view of the UBA gproposal. It is particularly
important that the question of risk be completely and
fairly treated since "inadequate risk" 1is central to
the GAO thesis that the proposal bae rejected.

. The report implies that there are substantial financial

risks to the Governmant -.g., the implication at the
outset that the Governn
to implement its propss

2

an

ed program --— when the plan
virtually assures that ti

his will not happen.

. The report fails to not
severe conseguences (ne
=

>4 for Govarnment to take ove
a project) —-- let alcone ths more likely circumstanczes,
Government funds would not ke at risk. Government funds
would all pe recovered, norma

ily from the private
project but, in any case, from the sale of uraniux

enrichment services.

. The argument that risks would be unduly shifted to the

Federal Government overlooks the fact that if the Faderal

Government finances and owns additional capacity it
"bears all the risks for the entire life of plants.

The araft report dces not analvze objectivelv its strong
recommandation that a Governmient Ccorporation be created
to provide uranium enricnmant services. For example:

. The assertion that mana
tion would be "noxre eff
reasons -- other than £
appropriations process wi

. The report seems to conclude that a Government corpora-
tion is somshow subotWthalTy different from the
present E Rmx—run opzration when, in fact, it still
amounts GHlelly to continuaticn of a Governnent
mowopuJy

nt by a Government corpora-
ve" is not backed up by

om from tha budget and

hh may be undesirable.

G O

nt prcbably would spend $8 billion
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. Hany disadvantages of a Government corporation —— which
also apply in most cases to the present oozraticng -~-
are not mentioned, including:

. Uranium enrichmeznt is not an activity that car: ba
perfornzd well only by the Federal CGovernmenit. It
is eaSGRbldlly a commarcial/industrial activitr.

10

. Uranium enrichmant service apﬂCL ty must exnand
fe Znsion
han

~
rapidly over the next few yvears and that exp
could occur in the private sactor -- rather t
swell the Fe“e al sector.

~as in thz case of ERDA building added capacity —- would
add to the total of the national dabt and net outlavs
would add to thz Federal budget daficit.

. Borrowing from the Treasury by a Government corporation --

. As the Hation's reliaﬁco on.nuclear power grows, main-
taining a Fedaral monopcly would lead to an unorecadanted
degree of Faderal control over the MNation's electrical
energy supply and ending that monopoly could bscoms even
more difficult with an entrenched Government corporation.

. The NWation would forego tha advantagas of private
competition which can provida incantives over the
long run for lowex costs, improved efficiencs n
technological advancement -- as well as a more di
base for ‘:lLitlQ to obtain their Zfu=l,

. The argument ln the repoxrt that UEX may encountar
problems in obtaining long-term debt financing bzacause
of anticipated shortages cf capital in the U.S5. would
apply equally to borrowing by a Government Corporation.

. The possibility of setting up a Government Corporation =--
to take over existing plants and finence, build and
oparate new capacity -- in tine to meet the U.S. needs -
for additionzl capacity is open to serious question.

3
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Governsnnt financing
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Construction of aaﬂlt onal Covernment enri
facilities would have a significant near te
impact. The initial increment of a Government add-on

plant would invclive budgst outlays in the period of

FY 1976 to FY 1933 of about $1.6 billion (19756 dollars).
A Governmant-cwnaed plant comparable in size to the

‘UEA plant would reguire nearly $2.5 billion (in 1975
dollars) in outlays between FY 1976 and FY 1533.

Tnece outlays could represent a significant additional
finencing rega; ement {roxm comestic funds; particularly
over the next few vears. The UEA preposal submiticd

in May and now the subject of negotiztions conitem-
plates using significant amounts oI foreign capital --
but with firm U.S. centrol of the venture —-- thus
minimizing the impact ¢f financing reguirements on
domestic capital markets.

An add-on plant would not produce enough revenue to
recoup costs until after & yemars

1990 rather than in
as .the dra’* report implies.:

Revenues from existing uranium enriching plants large
represent a repayment for costs borne by the taxpayer
These revenues are counted on to offset the costs of
existing plants and other Faderal programs and, if not
available for this purpose, would nave to be replaced
by higher taxes or deficits. These revenues should

not be coniused with the eventual revenuss from building
new Government capacity.’ :
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The draft revort reflects
slippage in the date whe

line. UEA proposal contem

If the Government were to ad
an existing plant, initial p
until 1983, with full proauc
the add~-on plant
to that of the USA- DLOpOSDj
would commence in 1983 witn
beginning of 1985.

Vo

concern
UEA would
31“;05

in 12381 with Full production in mid-1S

about potential

a plant on
initial production
583

-1 a‘\-re

on a "half-gizc" plant to
ducticn would not begin
on at the bcginning of
*equivalent in capacics
ant,'initial production
11 prod Juction at thne



10. The criticism of private wven

9

. In any case, the cancellotions in nuclear powzr plant
orders and slippages in plant on-line dates haerce and
abroad -- coubkined with the ebility of the U.S.
Government to use its stockoile of eariched uvranium --
would allow flexibility toz accommodate some slippage
in the on-~linc date pvﬂﬂosed by UZA.

)

. !notnnr or not there wo:
of conjecture. Some b=
proposed schadule; othe
managed construction projs
than those undertaken for

be a delay is still a matter
e UEA could not meet its

r2int out that privately=-

cts,could Love more guickly
the Governneqt.

The criticism of private ventures' plars to bt in
long--texrm “take-or--sav! contracis LOL enricimer

and implied criticism for not nroviding the uran
enriched, su agests 2 lacP of understaniing of cu
vidsly-cccept 5

.

'« Long-term "take-or-pay" contracts are now used by
ERDA for enrichment services from Government-owned
plants and foreign sources. Also, ERDA contracts
require a substantial customer down payment. Llioreover,
firms planning to employ centrifuge technology will
most likely employ long-te:rm "take~or~pay" contracts.

.

. Lon -term "ta ke~or~ ay" contracts are common in industry,
¥

-

particularly between utilitiss and firms in th= coal
industry. Such contracts are used as security for
obtaining long-term debt financing when large capital
investments are required, &s in op2ning new coal mines.

« Uranium feed materials are not conventionally supplied

by any uranium enricher.

tures' slowness in signing
vp _foseign customers sudeasts a lack of understanaing of
the imwact of the anerualrty wnile Congressional action

is awaited.

. The neced for Cowgressio action on the Pras n
legislative propcsal is ‘ell~recoqn_~vd by potent
domestic and foreign customers and investors.

. The preference in souwe guurters for continuing tae
Government monopoly throush building added caracity by
ERDA oxr a Govermment Corpsration is also well Xnoun.

« DBoth factors counlkribute, auite understandably, to th
U“Cnrde“kY as lo U S nlnns and

e ()
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Renoxt Peference
Digest

Page i, Para. 2

Page ii, next to
last point

Page ii, last
point
L

Page iii, first
2 lines

Page iii, Para. 1

o>
s
e

Page , Para. 2

Comments

Erroneous implication that Government will expand $8
billion, when plan virtually assures that this will not
happen. toreover, any Covernment expenditures will ba
recovared by Covernmant through reimbursemszat of cost
of assistance or, in event of tzkeover, fron revenuss
received from Government sales of enriching services.

Factually incorrect in that Governmant purchase of UEA

SWU's will not be ualim

ited, rather specifically limited
as to amount, €, time and ci

rcuﬂ*stance .

n that UVEA access to Govarnment
imited, rather specifically llﬂltea
and purpose.

Factually incorrect i
SWU's will not be unl
as to zoount, tize,

Erroneovs implication that the Government will reimburse
dozmestic egquity in UDA in all circumstances if ULA
project fails. Depending upon circumstances, UEA
domestic equity could be totally or partially forfeited

Factually incorrect in that UEA domestic equity will not
receive an essentially guaranteed return oo their invest-
ment. In event of takeover domestic equity mav lose
part or 21l of its investiment. Further after the
transition period, UFA will visk losing return on

equity if it fails to produce product to meet coomit—
ments to its customers.

While probably correct, this statement does not appear
to be relevant to an evaluation of the proposed Nuclear
Fuel Assurance Act of 1975. Furthermore, we do not
believe that use of gaseous diffusion technology is
appropriate as a reason for recommended rejection of the
ULEA proposal since wmany of the values of private
enrichment are independent of the technology employad.
It is generally aereed that the next plant should use
this process. Additionally, it is not at all clear at
this time that plants using gaseous diffusion will not
compete with gas centrifuge plants for futura increnants
of capacity.
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Report Ref
Digss

srence ‘ . Comments
£

Page iii, last three Factually incorrect in that investors ars mnot
points under . guarantead a rate of return. Furthermore, with
Ceonclusions ’ the exception of the first ceaclusion (treated

‘ above) the observations made could apoly equally
well to private efforts ewmploying tha centrifuge
process. Any “financing uncertainties" are largely
the result of the uncertainty over tha presant
position of the Covernment and cazn be expectad to )
be resolved by passage of the Nuclear Fuel Assurance”
Act. There is mno reason for believing that thz UEA

. plant would be on line any later than a siwmilar
sized Governmant plant.

ii, next to Factually incorrect in that Government add-on
last point plant schedules 4.5 million SWU in 1583, 9 million
: by 1983, about 1 1/2 years behind UEA proposed
schedula for a plant of the same size~-so0 =ven a
substantial slip in UEA schedule would not pult it
behind the Government schedule. lMoreover, Government
operations. are also, like private efforts, vuluerable
to interruptions, uncertaicties and delays.

Page iv, middle para. Erreneous implicetion that private centrifuge
‘ enrichers are likely to be willing to assume more
total risk with a less advanced techneclogy when 211
evidence points in the contrary direction.

Page v, 2nd point There is no basis developed in the report for this
: : recormendation; nothing in the report indicates any
reason for concluding that the preposed Nuclear
Fuel Assurance Act of 1975 is iradequate or
undesirable legislation for assisting private
employment of advanced enriching technolegies.

Main Text

Page 7, last sentence, Factually incorrect in that a new plant to operate
first para. economically employing the gaseous diffusiosn process
requires approuimately 9 million SYU and the gas
centrifupe process capacity probably somewhere in
the range of 2 to 3 million SWU, as yet undetermined.



Report Reierence

~

Paga 9, first sentence

Page 10, second para.

Page 11, last para.

. ' Page 14, last sentence
Page 17, 5th sentence

Page 22, 2nd sentence
under Access to ERDA
stockpile

Page 23, 3rd para.
within 3rd sentence

Comments

Incomplete, thus misleading. Text should indicate
that EPDA officials stressed that the process has

‘not yet been determipned to be technically ox

economically feasible, thus that production plaant
extrapolations at this time are ceaningless. e

Misleading znd incomplete in that no meaticn 1
pade of the fact that several years of intensive
work and sizeadle commitment of resourcas have bean
made by a substantial nuwber of private firms ic
developing their present positions, and, in the
case of the four groups cited, in develcoing
extensive plans for participaticn in private
enrichment. Very extensive marketing efforts

have been undertaken, particularly by UEA.

Seriously erroneous implication in that nseded
assistance and assurance to private projects is
expacted to be on a basis which provides such
support at the expemnse cof the private »roject,
whereas the .context iwplies that this would be

~at Government expense.

Misleading, implies no efforts underway on hedge
plan; approximately $4,100,000 has been e vndgd
to. date on conceptual design of an addé-on gaseou;
diffusion plant.

Erroneous implication that participation will be
55% domestic, 45% foreign. Participatiom '
contemplated is 40% domestic with 55% of voti
right and 60X foreign with 45% voting rights.

Factually incorrect in that 9 million SWU a2re not
available throughout the 5 year period, but on
a declining basis to zero over the five year period.

Exroneously izplies that the Covernwment would be
required to pay return on equity in the cases noted.
UEA in such cases provposes (ay 20 latter)
“return of thair originel investment and add:
compensaticon, as deterniped by USG, to refl
esults achieved to the date of transfer."
(Underlining added.)
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2 24, last word at
end of first para.

Page 25, last para.

- Page 26, last sentence

Page 27, first para.

Page 28, first para.
within first sentencsa

Page 28, 2nd para.
2nd sentence

Page 29, 3rd sentence

. satisfactorily as is-icplied by the term "essentia

N’

Corzents

Factually incorrect - should read "gross negliganca”.
This is important bscause simple neglizence is cause
for partial loss of equity. :

Seriously incompletz and potentially misleading; context
unclear; may dapand upon whether UEA or ERDA complete
the project; should be expanded exten31vely or dalated.

Factually incorrect — it does not constitute =z Governzant
guaranteze of this rate of reaturm —~ see earlier cezzant
on pege iii of Digest. . -

Seriously erronsous implication that the $
axiaun "takeover' comuitzent and $1.2 bil
purchase commitment (which might be requixr
SWU were purchassd} are additive. 1In anty credible
sitvation SWU purchase would only occur if the plant
were oparable by TZA in a production sense, hance

\":aaaovex’ had not occurred or would not . then occur.

Factually incorrect; should read '"gross negligenca or
willful misconduct.”

Factually incorrect; U“A risks loss of part or zall of
dozestic equity during transicicn peried, thercafter
risks loss of return on equity due to feilcere to
produce product. Furthermore if the pro; act proce

0

e
=~
1

d
1y

e

riskless" then there would be no cost "borme by the
Government" except for any SWU purchases which zre,
of course, resaleable. . .

Erroneous implication that "normal busirsss operations"
(see page 28) associated with businesses performing

services always cover risk of supplying materials being
processad (millers do not supply grains being milled

1
The normal business operations of suppiying enrich
services does not involve supplying ths feed wmaterial,
Neithzr ERDA nor foreign enrichers undertale this risk.
Therefore the impli gglOW tiiat UEA is proposing & novel

system is factually incorract.
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Report Reference

Page 303, first sentence

Page 31, 2nd para.

Page 31, 2rnd para.
last sentence

Page 31, last para.-
2nd sentence thru
end of para.

Page 32z,2nd para.
portion of last line

Page 32b, last sentence
first para.

Comments

Erronzous implication that all "normal" operating
risks are hedged - not so - after tronsition period
UEA has risks of loss of return on eguity through
failure to produce product; factually ircorrect in
that the Covernzaant does not grarantee equity if the
plant is not completed - UFA may lose all or a portion
of equity during the transition pariod, thereaftar it
may lose return on equity cus to inability to preduce
product to meet commitments during an exposure period
of 20-25 years. '

Errcneously implies that long term tazke or pay contracts
with cost pass through pricing are abnormal for enriching
services industry. This is the practice of ERDA and

may well be the practice of those employing the
centrifuge process. -

Erroneous implication that industry will not be regulated
should the need arise. Moreover, the relevance of the
point is questicneble if customers have no objeactica

to 157 réturn, cost-pass-through, long term take or

pay contracts. Unless customers do subscribe to the
project, it cannot proceed. The industry will be

subject to NRC regulation. Sy

Erroneous implication that zdvanced technologies do
not offer competition to UEA. They will do so with
respect to uncommitted portions of UEA's initial plant
capacity and to aay potential future additions of
capacity. The same commant could apply equally well
to a Government add-on plant.

Factually incorrect; under no circumstences is UZA
guaranteed a 157 return on investcent equity in a
takeover situation.

Factually-incorrect; in the event of takeover during this
period for reasons other than gross mismanagement, gross
negligence, or willful misconduct UEA risks losing both
a return on equity investment aznd a2 portion of its
equity investment. It could be pointed out that
inability of UEA to roll over construction locas at the
end of the construction period cculd trigzer a
Government talicover but would also prosumzably pernit
the Governmant to be the ownar of an oparable vlant ac
a cost (censidering foraizn investman:c) substuntially
uotd

P § e S e e e 9 -
lecs than the Gerornmant woeld incur in conscrw:

of its orm piant.
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Report PRoference

Page 32c, first para.
portion of last

Page 33, the word
negligence in the
first and fourth
sentence

Page 33, first
sentence under
first major heading

Page 33, first para.
end to last
* sentence

Paga 33, first para.
last sentence

Comments

Relevance of absence of price regrlation is
questionable. In faet, price regulaticn could
operate to remove risk of competition.

Factually incorrect (should read "gross nagligence")
and strongly misleading; implies only risk to equity
is in extreme conditions cited which would be
“difficult to prove."” 1In fact equity is at risk in
many other situztions. Report fzils to recognize
extremely important point of potential for partial .

loss of equity.

" Factrvally incorrect, UEA is not 'assured of a constant

15Z rate of return

Erroneous implication; while the gaseous diffusion
process could be considered as & chemical process,
the enriching services industry does not resemble
the chemical industry - no single chemical product
or service involves a capital investrment of $3.5
billion and long term pay out - a more nearly
comparable industry in these respects (but not in
degree of business risk) is the electric utility
industry. . v
Seriously erroneous implication that entry into
enrichrent industry presents only the normal
business risks - overlooks unusual difficulties in
licensing nuclear activities, possibilities of
nuclear moratoriuzs in various states and the
unprececented risk of investing $3.5 billicn in

a single venture as yet unproven commercially based
on secret technology. It should be noted that
without exception, potential entrants into the
enrichwent industry and representatives of the U.S.
financial cormwunity during 1974 hearings before
the JCAE viewed this activity as presenting
abnormal business risks. .




K2port Reference

Page 44-45
Beginning last
sentence page &4

last sentence, .

first para.

Page 46, first parva.

Page 61, lst para,
first sentence

Page 61, 1lst para.
second sentence

Comments

Factually incorrect; should read "ERDA's present
policy is to pernit domestic companies who eupect
to provide envichment capzacity in the United States
to initiate unclassified discussions with foreign
entities within the confinas of the Atomic Enexgy
Act and the requirements of Title 10 of the Code of
Federal Regulaticns, Part 110 Rules and Procedures.”

Incomplate. Should add statement that "The Governzent
would have to assure thet the proposed arrangecent
would be beneficial to the U.S." Also should revise”
last sentence as follows:

"Any arrangement would be subject to an

appropriate Agreement for Cooperation betwzen

the U.S. and the country or countries of the

foreign entity. The CGovernment findings as

to the acceptability of such proposals would

be judged on the basis of:"

Seriously erroneous and misleading implication that
cost benefit cited is due to Covernment construction

of "next increment of enrichment capacity” whereas
figures cited are due to the existing Government plants
and assumes ERDA estimates of revenues based on attain-
ment of proposed legislation permitting establishaznt
of commercial charge, presently estimated at $76 per
SWu. ' o
Factually incorrect in that the UEA plant, which may
be the last of its kind, if more advanced processes
prove economical in time, is in fact related to the
interests of other potential entrarts. Early action
by the Government to support UEA would enabla other
private entrants to secure foreign and domestic
customers by virtuve of this deconstration of serious
intention of the Covernment to rely oa private
enterprise to supply needed earichment capacity.

Factually incorrect. Sea earlier comments in regard
to facts of UEA's risks. DMoreoaver, as to competition,
UEA is already encountering competition from the
centrifuge becouse several large potential customars
(TVA, Consumers Power, two Texas utilities and others)
appcar to have passed up UEA @s a supplier and ore
already dealing with potential contrifuge encichoznt

A A
supplinrs.
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Peport Refereunce

5e 61, 2nd para.

age 61, third para.
first sentence

Page 61, third para.

2nd sentence

* Page 61; fourth paré.

Page 62, first para.

third sentence

Page 62, 2nd para.

2né sentence

Incomplete in that torrowing from the Treasury under
€

Government ownership would swall the total of the
national dedbt zpd, in such case, net outlays would add
to the budget da2ficit.

Erroneous implicaztion that th
obtaining loag tern financ ipg is peculizr to UEA aad
not equzlly appliczble to other potential entrants.
Moreoever, all grivate industry will evperience thase
difiiculties if wmore and more new Covernment agencies
(such as the proposed government enrichzent corporation
proposed by GAQ) are enabled to borrow in the money
rarkets.

Erronsous imp

lication that this is an inherent problem
when it probably
P

ti
would be overcome immediately (for
UEA end other vate p*OJE””S) if the Congress passes
the Nuclear Fue ssurance Act, thus serving clear
notice of U. S. Governdent support for private entry.

Factually incorrect; UEA investors will not receive
a gueranteed return, furthercore Government funds are
not at risk :

Erroneous implicztion; Governnment schodu1e is end of
1983 for 4.5 million SWU and the first part of

1985 for 9 million SWU whereas if UEA schedule slips
1 1/2 years they will have 9 million S¥EU by the first

b
part of 1985. It should be observed that Government
schedules also night slip.

Je would disagree. Separate corporate management of
enrichment facilities, due to time required to obtain
necessary legislation and dispersion of experienced
persoanel bstween ERDA and the corporation, might
well preclude ti?ﬁly implewentation of Governcent's
hedge plan should such action become necessary.
foreover, establishwment of such a corperation would
reduce confidence in Covarnment's inteations to
transfer responsibilities for future enrichment plants
to thz private saoctor,.

.



s

Page 63,

Page 63, last ppint

1 4

Appendix I
Page 65, 2ad para.
2nd sentence

Page 66, first para.

last sentence

Page 67, last
sentence

Mote: Proposead

arraungen
of nogotiation.

Corments

Erronzous impl It is not that a
Governcent cor
constraints,

if not the let

ation. at all cles
oration would be freed from budget
his would be coatrery to the spirit,

r, of the "Budget Reform Act” of 1974.

ic
20
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tte *

Erroneous implication that private centrifuge enrichers

are likely to be willing to assuma more total risk

with a2 less advanced technology when all evidence pOLnta

in a contrary direction.-

‘ +

No basis is established in the report for this recommandation,
i.e., the report deoes not indicate where the proposad

Ruclear Fuel Assurence Act of 1975 is inadeguate, or an un-
desireble mecheniswm, for assisting d“V’lOD‘ 2t of a
competitive uranium enrichment industry.

a0
‘x
peted
i

Factually erronsous. The statewent should raad:
"The Eurodif consortium, in which Francaz has a 42 percent
> p
interest, Itely 24 perceant, Spain 12 percent, Belgium
> b P sy »P ¥ »
12 perceat, and Iran 10 percent,”

Factuall y incomplete. The following should be inserted:
"Brazil has recently made an agrezzent with the Federal
Republic of Cermany under vhich Garmany will not conly
sell power reactors to Brazil but also establish in
Brzzil the complete nuclear fuel cycle, including an
enrichment plant using the jet mozzle technology. o

Incozplete. 1In lieu of the last santence, the following
could be used: '"Zaire has expressed interest in some type
of enrichmant plant to utilize excess ﬁyd?cgo rer but so
far no one has com e forward to finance, build and operate
a plant there."

2nts between UEA and the Covernment are in the process





