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PRIVATIZATION OF THE U.S. ENRICHMENT
CORPORATION AND ITS IMPACT ON THE
DOMESTIC URANIUM INDUSTRY

THURSDAY, APRIL 13, 2000

HOUSE OF REPRESENTATIVES,
COMMITTEE ON COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 3 p.m., in room
2123, Rayburn House Office Building, Hon. Richard Burr (vice
chairman) presiding.

Members present: Representatives Barton, Burr, Bilbray,
Whitfield, Bryant, Stupak, Green, and Strickland.

Also present: Representative Wilson.

Staff present: Dwight Cates, majority investigator; Amy Davidge,
legislative clerk; and Edith Holleman, minority counsel.

Mr. BURR. At this time, the Chair would call to order the Sub-
committee on Oversight and Investigations hearing, a review of the
U.S. Enrichment Corporation’s privatization and its impact on the
domestic uranium industry. At this time the Chair would recognize
himself for an opening statement. The Portsmouth and Paducah
gaseous diffusion plants were built by the Atomic Energy Commis-
sion in the 1950’s for the purposes of enriching uranium for defense
needs. In the 1960’s, the plants were no longer required for bomb
production and their mission shifted to meet fuel demands of the
nuclear power industry.

For decades, the government controlled this uranium production.
However, in the early 1990’s, it became increasingly clear to Con-
gress that the government had no business controlling an enter-
prise which markets its services exclusively to the private sector.
In response to the 1992 Energy Policy Act, in 1993 the enrichment
enterprise was transferred from the Department of Energy to a
newly formed government-owned corporation called the United
States Enrichment Corporation. Pursuant to the USEC Privatiza-
tion Act of 1996, the Clinton administration, led by the Treasury
Department, determined that the complete transfer of the govern-
ment’s interest in USEC through an initial public offering of stock
met all the statutory criteria set out by Congress. The IPO stock
sale was completed in July, 1998.

The committee began its review of USEC’s privatization and the
impact it has had on the uranium industry 12 months ago. This
committee is interested in whether the Clinton administration fol-
lowed the law when it privatized USEC and whether USEC has
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lived up to its ongoing agreement with the government, agreements
it freely entered into before privatization.

The committee has also focused on USEC’s activities as executive
agent to the Russian Highly Enriched Uranium Agreement, a crit-
ical nuclear non-proliferation agreement. The administration has
said as recently as today’s Wall Street Journal senior administra-
tion official was quoted, it only followed the directions of Congress
in privatizing USEC. I wish it were that simple. Congress most cer-
tainly did provide direction to the administration, but I question
whether the administration actually followed those directions.

I have a few things I am interested in and would like to hear
from our witnesses about. I have a number of concerns about the
role played by executive branch agencies in USEC’s privatization.
The Department of Energy transferred a large amount of natural
uranium to USEC a few weeks before privatization. According to
the Department, these transfers really didn’t amount to much but
according to the uranium industry, USEC’s subsequent sale of this
uranium has hurt their viability.

If this is true, then the Clinton administration clearly acted out-
side the terms of the USEC Privatization Act of 1996 which re-
quired that the manner of privatization chosen by the administra-
tion ensures the viability of the uranium mining and conversion
service industries. I would like to know what the Treasury knew
about the financial health of USEC and the enrichment industry
when it decided to privatize USEC through the stock sale. It ap-
pears that Treasury and its financial advisors relied primarily on
information provided by USEC.

I am concerned that USEC did not make it clear to Treasury or
to stock investors that the market price of uranium was trending
down and USEC’s production costs were trending up indicating fu-
ture viability was not certain. There are many complicated and
wide ranging issues to discuss today. I look forward to the testi-
mony of all of our witnesses.

At this time, I would recognize the ranking member, Mr. Stupak,
for an opening statement.

Mr. STUPAK. Thank you, Mr. Chairman. I want to thank you for
holding this hearing. It is long overdue. The legislation authorizing
a privatization of the U.S. Enrichment Corporation, USEC, came
from this committee. But when the actual agreement was proposed
and resulted in much skepticism from the press, this committee
had held no oversight. Nor do I believe that the administration did
an independent review it was tasked with before letting a public
offering occur.

Even today, the Treasury Department, which set up this deal
and is now faced with the reality of junk bond rating which in ef-
fect would allow USEC to shut down a plant, seems reluctant to
do the essential review. Oversight before privatization might have
avoided some of the problems we are facing today because they
were publicly identified at the time. It was well known that there
was an overcapacity of enrichment services and that prices were
dropping to below USEC’s cost of production and escalating price
of the Russian product. It was known that the power prices in the
United States were increasing, not dropping, and that an expecta-
tion of obtaining power costs lower than the government’s sub-
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sidized contract USEC probably were not realistic. Currently,
power costs make up 50 percent of the production costs.

There are many, many questions about the viability of the pro-
posed next generation technology that should have been fully de-
bated. But at the time, of all the agencies that were required to de-
clare that USEC display economic viability as required by Con-
gress, only Commerce had the foresight to state, “Commerce em-
phasized that any in-depth analysis on its part award privatization
of USEC through an IPO, initial public offering, meets the statu-
tory criteria would require great speculation as to the future of the
suspension agreements as well as the future market and political
conditions.”

The Nuclear Regulatory Commission which was tasked by Con-
gress to determine if a reliable and economic domestic source of
uranium rich services would be provided was told by the USEC
board that an investment-grade credit rating was the only criteria
it should look at. Since USEC had received that rating, the NRC
washed its hands of any further responsibility. So much for inde-
pendence. Oversight might have avoided the loss as sustained by
the uranium industry because of what it alleges were illegal trans-
fers of uranium by the Department of Energy to USEC and the ille-
gal sales of the uranium in a manner that has almost destroyed the
domestic industry. Oversight might well have helped avoid multi-
million dollar losses suffered by the stock and bond holders because
they were not fully aware of the market and technology realities.
It might have avoided the privatization completely by forcing a
closer look at the long-term economics of the deal. It might have
avoided the overselling of and overreliance of an unproven tech-
nology that at best was still less economical than that of competing
producers and at worse was a bottomless pit from which little
would emerge. It might have forced USEC to have a credible back-
up plan if its technology choice failed, a plan that could have been
implemented immediately.

If that had been done, USEC would not be here today. Nine
months after pulling the plug on its failed technology with no clear
path to go forward, generating the majority of their cash-flow by
dumping cheap uranium on a market and selling its unused power
contracts at a profit that would both junk stocks and junk bonds.
If oversight had been done, the administration would not be here
today also with no clear path forward. The provision of nuclear fuel
to our defense and energy industry is essentially a government
function. The government and this body cannot wash its hands of
its responsibility. Nor can the U.S. Enrichment Corporation be al-
lowed to run a company into the ground because of bad business
and financial judgments on the theory that the government must
bail it out because it plays such an important role in our nation’s
defense.

A recent report rating USEC’s $500 million in junk bond says
that they are a good buy because the government won’t let the cor-
poration fail. We should not be in a position to be held hostage by
incompetent but highly paid management for their personal and
their stockholders’ benefit. I must say that in a real company, if a
chairman and board allowed their stock to lose two-thirds of its
value and their bonds to go below the investment rating and has
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no serious plan for recovery, that they would very likely have been
gone by now. The chairman of a serious company asking for gov-
ernment assistance will start by cutting their own salary much as
Lee Iacocca did many years ago.

This matter, Mr. Chairman, requires more than one hearing if
we are going to have any real impact. USEC is partly our creation
and it is our responsibility to make sure the legislation is carried
out. With that, Mr. Chairman, I yield back my time.

Mr. BURR. The gentleman’s time has expired. The Chair would
recognize the gentleman from Kentucky, Mr. Whitfield, for an
opening statement.

Mr. WHITFIELD. Mr. Chairman, thank you very much. We appre-
ciate Chairman Bliley agreeing to this hearing which we consider
particularly important at this time. Events surrounding the two
plants, the one in Paducah in my district and the one in Piketon,
Ohio in Congressman Ted Strickland’s district have both been the
subject of extensive media coverage and numerous House and Sen-
ate hearings over the last year. Those hearings, including a pre-
vious hearing by this subcommittee, focused on revelations about
worker exposure to contaminated materials without their knowl-
edge, the results of DOE investigations about warter safety and en-
vironmental damage at the plants and in the surrounding commu-
nities, proposed budgets affecting plan operations, and the need for
a newly established Federal program to compensate workers or
their surviving family members for illnesses they contracted while
exposed to hazardous materials and chemicals used in the enrich-
ment process.

Although USEC is a private corporation, it is the only company
in the United States which enriches uranium to fuel nuclear power
plants and the only company designated as the U.S. agent in a nu-
clear disarmament arrangement with the Russians. Therefore,
USEC’s future is important both in terms of our national security
interests and because nuclear power supplies 20 percent of this Na-
tion’s electricity. Congress has a responsibility to obtain the facts
surrounding USEC’s financial condition.

Rumors in the communities of Paducah and Portsmouth as well
as on Wall Street about possible plant closures and the financial
status of USEC and also concerns expressed by institutional inves-
tors and independent financial analysts make this hearing impera-
tive. Some are saying the government should assume responsibility
for the operation of the two plants. Some are forecasting such seri-
ous financial problems in the long run for USEC that it may be
necessary to find a merger or acquisition partner even though the
law which privatized USEC prohibits any one entity from owning
more than 10 percent of the company.

Some say that USEC loses money serving as the government’s
executive agent of the Russian enrich uranium while others say the
company makes money off this arrangement. These are just a few
of the issues raised by interested parties directly impacted by
USEC’s ability to remain competitive. So our purpose today is to
obtain some facts. We already know some of them. USEC did an-
nounce the layoff of 850 workers at Paducah and Portsmouth.
Moody’s and Standard & Poor’s have downgraded the credit rating
of USEC below investment grade so the company’s corporate bonds
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are now considered junk bonds. Electricity accounts for between 50
to 55 percent of USEC’s production costs and the company is cur-
rently the beneficiary of power at an average cost of 2 cents per
kilowatt hour.

The Paducah and Portsmouth plants are currently operating at
25 to 35 percent capacity. SWU market share end prices are fall-
ing. USEC’s net income has fallen from $360 million approximately
5 years ago to a projected $35 million next year. As production de-
creases, costs per SWU increase. The NRC has launched its own
investigation into the economic viability of USEC. Dividend pay-
outs to stockholders have been reduced by 50 percent. It appears
that the company may be using its free cash-flow to buy back out-
standing shares of stock. All of this sounds quite ominous but is
it? We hope to find out today from our panel of witnesses what are
the real problems and are there some solutions.

Let me close by saying this hearing is not just about jobs. Re-
gardless of what the future may hold for USEC, our government
cannot let this industry fail. We must have a domestic supply of
enriched uranium to meet our energy needs, and we must continue
to demilitarize the Russian nuclear arsenal. And, of course, we are
particularly interested in this hearing to determine the impact of
privatization and the Russian agreement on the uranium mining
and conversion service industries. Mr. Chairman, I look forward to
the testimony of the witnesses.

Mr. BURR. The gentleman’s time has expired. The Chair would
ask unanimous consent that all members of the subcommittee be
allowed to enter opening statements at any time in their entirety.
At this time, hearing no objection, so ordered. At this time, the
Chair would recognize the gentleman from Ohio, Mr. Strickland,
for the purposes of an opening statement.

Mr. STRICKLAND. Thank you, Mr. Chairman. I look forward to
this hearing. I hope it will spark a thorough and revealing debate
about the Federal Government’s role in the uranium enrichment
industry. Thorough because I do not think that all of the stake-
holders in this debate are present today. Revealing because I think
we must ask some tough questions today in order to better under-
stand the current financial condition of the United States Enrich-
ment Corporation, how we got here, and how we move forward to
ensure a reliable and economic domestic uranium mining conver-
sion and enrichment industry.

I opposed the privatization of USEC. I was gravely concerned
that designating a private USEC as the executive agent for the
Russian HEU Agreement was a recipe for disaster. It made no
sense to me to require an inherent governmental function to rest
in the hands of a corporation responsible to its shareholders and
its bottom line. I raised concerns that USEC as the executive agent
of the HEU Agreement could lead the corporation to undertake ac-
tions which conflict with the statutory criteria established by Con-
gress and threaten the viability of the uranium enrichment indus-
try.

As the representative of the uranium enrichment facility in
Piketon, Ohio, I have obviously followed USEC’s course with tre-
mendous interest, and it seems to me the corporation’s priorities
are wrong. In less than 2 years after privatization, USEC has al-
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ready publicly debated walking away from the Russian deal. In less
than 2 years, they have visited Capitol Hill offices asking for a
$20f(‘) million bailout and as this industry declines, management
profits.

According to the Associated Press, USEC’s CEO and president
receives a total compensation package of $2.48 million and has ne-
gotiated a $3.6 million golden parachute should he resign or be re-
placed. That same individual’s salary under the public corporation
was approximately $350. With these facts as a backdrop, I am
proud to admit that a major concern of mine throughout the privat-
ization process has been the effect it has had on the workers and
the communities of southern Ohibo.

This privatization process intertwines national security, energy
security, and Wall Street issues in a complicated manner but given
what we know about the personal enrichment of certain individ-
uals, we must not forget the families in Piketon, Ohio, and Padu-
cah, Kentucky, who fear a plant closure and brace themselves for
the impact such a closure would have on the local economies.
Southern Ohio and western Kentucky do not weather this transi-
tion alone. Other local communities such as Metropolis, Illinois,
also feel the negative effects of privatization.

We must remember that USEC provides 75 percent of the nu-
clear fuel for nearly 20 percent of our nation’s electricity producers.
We have 103 operating nuclear power plants in this country located
in 31 different States. It seems very clear to me that our Nation’s
energy supply depends a great deal on USEC’s viability. I under-
stand that foreign competitors offer enrichment services and con-
version services, but do we want to depend on other nations for our
nuclear fuel supply just like we depend on OPEC for our oil supply.
I think the answer is no. I think that many of my colleagues here
today will agree that the Federal Government has an obligation to
safeguard this industry but not necessarily this corporation and
that is why I think we should seriously look at the government
once again assuming ownership of this industry.

Mr. Chairman, what we know now about privatization is that it
was a classic case of massive insider enrichment. A handful of in-
siders got rich at the expense of national security, domestic energy
security, the well-being of workers, local economies, and taxpayers.

How did it happen? It happened because every time a legitimate
concern was raised, it was minimized and ignored. If personal gain
overshadowed national security issues, then it is time we under-
stand what went wrong. Mr. Whitfield and I will see over 800
workers at our facilities lose their jobs this summer and that will
bring the total number of separations at the plants to nearly 1,500
workers, approximately one-third of the workforce.

If the TPO method of privatization was chosen in large part be-
cause it meant significantly fewer layoffs as I was told, then I ask
who did the math. Some of our witnesses here today first blew the
whistle on privatization pitfalls we are now experiencing. Still
other highly regarded individuals like Dr. Thomas Nef, the father
of the Russian HEU Agreement, and Senator Domenici sent shots
across the bow that this privatization was potentially lethal to our
national security. Too many people predicted USEC’s current situa-
tion, and I hope today is not the last hearing on this issue. I also



7

hope it is not too late for government to step in and to do the right
thing. Mr. Chairman, I have a letter from Senator Mike DeWine.
He has asked if we could enter this into the record.

Mr. BURR. Without objection, so ordered.

Mr. STRICKLAND. Thank you, sir.

Mr. BURR. The gentleman’s time has expired. Does the gentle-
men from California have an opening statement?

Mr. BILBRAY. I have no opening statement.

Mr. BURR. Does the gentleman from Tennessee have an opening
statement?

Mr. BRYANT. Thank you, Mr. Chairman. I too add my apprecia-
tion for your conducting this hearing. I appreciate the panel that
we have assembled today. We will be, in my case, going in and out
today because of conflicting other matters in our schedule; and I
apologize in advance for that. Out of a great deal of respect for our
Chairman and courtesy to the panels, I am going to take advantage
of your generous offer to submit my full statement into the record
and would yield back my time.

[The prepared statement of Hon. Ed Bryant follows:]

PREPARED STATEMENT OF HON. ED BRYANT, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF TENNESSEE

Thank you Mr. Chairman, Mr. Chairman, I appreciate your holding this timely
hearing today, and I want to welcome all of our distinguished witnesses. Because
of the importance of this issue, I am very anxious to hear from the panels you’ve
assembled today.

Mr. Chairman, the federal government has never been accused of being the most
efficient operation the world has ever seen. From the military’s thousand dollar toi-
let seats to the billions and billions of dollars lost every year in Medicare waste and
fraud, the government’s reputation as inefficient has been well earned.

Today, however, this subcommittee finds itself in the strange position of inves-
tigating the inefficiencies of a private company. As the Wall Street Journal points
out in today’s addition, the financially troubled United States Enrichment Corpora-
tion “may be about to close one of the nation’s two remaining uranium-enrichment
plants...” It also reports that USEC announced in February that it will reduce its
workforce by 850 people and cut its annual dividend in half all in an effort to reduce
costs.

Having been in the private sector before coming to Congress, I am very much
aware of the fact that becoming more competitive may mean the need for periodic
reductions in a company’s workforce. However, a 20% reduction is a large enough
cut to indicate that USEC is either burdened with a bloated workforce or that it
is in very serious financial trouble. In either case, because of the national security
implications of what USEC produces, the February announcement is extremely trou-
bling.

If USEC can function more efficiently with 850 fewer employees, why, when the
Treasury Department was developing the USEC privatization plan, did it appar-
ently set this company up for failure by mandating that it maintain so many em-
ployees. On the other hand, if USEC is simply trying to jettison everything but the
life boats in an attempt to remain solvent, then we need to ask what has happened
in the last two years to cause this crisis? Are we looking at gross mismanagement,
incompetence, or simply the harsh reality of market forces?

With a 70% drop in the price of its stock since USEC’s initial public offering, I
think the solvency of this company is in question. While the U.S. has not produced
uranium since the 60s, uranium production is still vital to the national security of
this country, and I think this subcommittee should spend its time today trying to
learn as much as possible about USEC’s current position so as to avoid some of the
worst case scenarios.

Again, I thank the chairman for holding this hearing, I look forward to ques-
tioning the members of the assembled panels and I yield back the balance of my
time.
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Mr. BURR. I appreciate that from the gentleman. Does the gen-
tleman from Texas, Mr. Green, have an opening statement?

Mr. GREEN. Mr. Chairman, I have an opening statement but I
will submit it for the record.

[The prepared statement of Hon. Gene Green follows:]

PREPARED STATEMENT OF HON. GENE GREEN, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF TEXAS

Thank you, Mr. Chairman for scheduling today’s hearing. I look forward to the
opportunity to have the testimony of the witnesses on the record on the issues that
we will raise here today.

Almost two years ago, the Treasury Department, based on the recommendation
of the United States Enrichment Corporation board and the agreement of several
other federal agencies, approved the sale of the USEC through an initial public of-
fering of stock (IPO). This IPO, combined with additional expenses, brought the
Treasury over $1.8 billion in revenue. The future seemed bright.

Now, however, the picture is muddled. Despite the seemingly rosy forecast that
existed at the time, current conditions, according to USEC, are dire. The stock price
has fallen from over $14 at the IPO to just under $5 as of last week. USEC’s credit
rating has been downgraded by Standard and Poor’s to junk-bond status. The com-
pany has announced plans to terminate 850 employees in June of this year, on top
of the 500 it has already let go since privatization. Additionally, USEC is said to
be considering closing one of the two gaseous diffusion plants (GDPs) prior to 2005,
which may or may not be a violation of the privatization agreement.

Further, the damage is not limited solely to USEC. When privatized, the Depart-
ment of Energy (DOE) transferred stockpiles of unenriched uranium to the corpora-
tion. In an attempt to generate cash flow, USEC has since sold those stockpiles on
the open market, threatening the viability of the domestic uranium mining industry.

Finally, the troubles with USEC have threatened our national security. When
USEC was privatized, they willingly assumed the role as the executive agent for the
HEU Agreement, under which we purchase uranium from dismantled Russian nu-
clear warheads and reprocess it for use in the commercial market. This agreement
not only allowed USEC to control the flow of uranium out of Russia, one of the only
other world producers, but ensured that Russian weapons-grade uranium did not
make its way into the hands of undesirable nations or organizations.

Last November, USEC threatened to pull out of this agreement unless the U.S.
government paid it $200 million dollars over the next two years. After DOE exam-
ined and raised questions about that request, the corporation backed down and
agreed to continue with the agreement. The threat, however, combined with the fi-
nancial straits faced by USEC, raise alarm and concern about the future of the HEU
Agreement.

Today, Mr. Chairman, I hope that we can start down the road to discovering
where we went wrong with the United States Enrichment Corporation. Did we
choose the wrong time for privatization? Could anyone have foreseen some of these
events, such as a drop in the price of enriched uranium on the world markets? Is
government intervention or a bailout of the corporation necessary? Maybe we should
buy back the corporation if it benefits taxpayers. Who, if anyone, is to blame for
the mess that we have before us today? I hope that we will find the answers to
these and other questions, if not today, then in the near future.

Again, I would like to thank the witnesses for appearing today and I look forward
to their testimony.

Mr. BURR. The Chair also appreciates Mr. Green’s request. The
Chair would ask unanimous consent that Mrs. Wilson be allowed
to provide an opening statement even though she is not a member
of the subcommittee but is a member of the full committee. With-
out objection, the Chair would recognize Mrs. Wilson for an open-
ing statement.

Mrs. WILSON. Thank you, Mr. Chairman. I appreciate your for-
bearance in allowing me to participate in this hearing today. I
think this hearing is not only about the management of the U.S.
Enrichment Corporation but it is also about what can be done to
save the front end of the domestic nuclear fuel cycle.
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My State of New Mexico has been the leading producer of ura-
nium since the 1950’s. Today we are no longer producing uranium
to fuel almost one quarter of our electric needs in the nuclear
power industry. This is unacceptable energy policy. The domestic
uranium industry has been forced to compete with Russian and
U.S. uranium stockpiles available for commercial use since the end
of the cold war.

Our Nation’s non-proliferation policy calls for the Russian stocks
to be absorbed by the commercial market in competition with our
domestic producers. In 1996, these producers thought they had
worked with Congress to meter in the government uranium in a
way that would keep the price of uranium reasonable and, to the
extent possible, maximize the value of the government reserves.
However, Congress and the producers were surprised to learn
shortly before USEC’s privatization that the government corpora-
tion had amassed huge amounts of natural uranium and planned
to sell this material with its enriched product at a very aggressive
pace.

These sales of national uranium have resulted in a drop of ura-
nium prices from over $15 in 1996 to almost $9 today. This policy
is driving our producers to the brink of extinction. This has all oc-
curred even though Congress has twice directed DOE to only sell
its surplus uranium if it would not have an adverse impact on do-
mestic producers. Mr. Chairman, I look forward to working with
you and others on this committee to fix this problem. It is ex-
tremely important to me and to our Nation, and I thank you for
allowing me to participate in this important hearing. I yield the
balance of my time.

Mr. BURR. The gentlelady’s time has expired. For what purpose
does the gentleman from California

Mr. BILBRAY. To address the committee, Mr. Chairman. An open-
ing statement I wasn’t going to make. I just want to point out to
all my colleagues here as we get our testimony about this issue, it
is such a habit for those of us on this side of the counter to be
pointing fingers and saying what is or isn’t being done or should
have been done. I just want to point out that this Congress, both
Republicans and Democrats in the past have not supported the ex-
port of technologies that might have helped to mitigate this prob-
lem.

Let me give you an example. Americans—American manufactur-
ers have the capability of producing gas reactors, nuclear reactors
that would convert weapons-grade uranium into power generation
in the past Soviet Union in Russia. The capability of actually en-
couraging the past Soviet republics to use their weapons-grade ma-
terial for their domestic energy generation is something that we ba-
sically walked away from and we did that starting in 1985—I mean
1995 and we sort of—the fact is it wasn’t popular to talk about nu-
clear technology either if you are Republican or Democrat.

And I only want to raise this because we have commodities out
there in the world market. And when we do not encourage our new
friends to utilize those commodities for their own domestic use,
they obviously are going to put that into the world market; and it
is going to have impacts on the available price of certain commod-
ities. And I just brought that up, but there is an example where
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those of us in Congress could have done more and helped mitigate
this to some degree. There would have been less Soviet material
out there to flood the market if I can use that term because the
ex-Soviet would have been using that to generate their own clean,
non-greenhouse gas creating power and also not sending this mate-
rial into our market. I yield back, Mr. Chairman.

Mr. BURR. The gentleman’s time is expired. The gentleman
raises a very valid point.

[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF HON. ToM BLILEY, CHAIRMAN, COMMITTEE ON COMMERCE

Today we will review the privatization of the United States Enrichment Corpora-
tion and the impact privatization has had on the domestic uranium industry. USEC
serves an important role in our domestic energy needs—it is the only domestic
source of enriched uranium. USEC provides 70% of the enriched uranium used in
our nuclear power reactors. A healthy USEC, and a healthy domestic uranium in-
dustry reduces our reliance on foreign countries for our energy needs. USEC also
acts as the government’s Executive Agent to the Russian HEU Agreement. As Exec-
utive Agent to this critical non-proliferation agreement, USEC purchases uranium
from dismantled warheads that were once aimed at our country and resells this ura-
nium as nuclear fuel for a profit.

I supported legislation that called on the Clinton Administration to bring the effi-
ciencies of the private sector to the government-owned uranium enrichment enter-
prise. In passing the USEC Privatization Act of 1996, Congress supported the con-
cept of privatization but only if certain conditions were first met, namely that pri-
vatization would not adversely affect the uranium industry or national security. We
charged the Administration with making those determinations and relied on its
findings. The Treasury Department completed USEC privatization in July of 1998,
and everyone seemed happy with the big return we got from the sale of USEC stock.

Today, less than two years after privatization, USEC is in bad financial shape,
the outlook for the uranium industry is very bad, and the Russian HEU Agreement
is in jeopardy. We will never know if these troubling developments could have been
avoided had the Administration chosen to privatize USEC in an alternative manner.
But I do know that the path forward chosen by the Administration has had serious
adverse consequences for the uranium industry and our national security.

Considering the quick decline in USEC’s financial condition so soon after privat-
ization, it is entirely appropriate for Congress to assess what information USEC
provided Treasury before privatization, and what decisions the Clinton Administra-
tion made in its efforts to privatize USEC. We must evaluate whether certain facts
and concerns were swept aside in the Administration’s rush to sell USEC stock. For
instance, before privatization USEC promised to replace its aging and inefficient en-
richment plants with a low-cost alternative. But today, USEC’s long term viability
is in question because its plans for a new enrichment plant fell through, and it has
not come up with an alternative.

Additionally, we must evaluate the impact USEC has had on the uranium mining
and conversion service industries since privatization. We will hear testimony today
that USEC has engaged in aggressive marketing tactics that have undercut the via-
bility of these industries. Additionally, because the Clinton Administration has
failed to adequately oversee USEC’s activities as Executive Agent to the Russia
deal, Congress must also step in to review the status of this critical non-prolifera-
tion agreement.

In the end, USEC’s problems must be solved by USEC. If the company is unable
to survive, there is little Congress can do to make it survive. However, a viable do-
mestic uranium industry is essential for the country’s long term energy needs. The
nuclear energy community, particularly nuclear power companies, better start
thinking hard about whether USEC will survive. What would happen if the only do-
mestic source of enriched uranium no longer existed? Similarly, the government
must decide what our future uranium needs are, and develop a plan which ensures
those needs are met. Unfortunately, the Clinton/Gore Administration has not
thought much about these issues, and is has no plan.

I expect today’s testimony to help the Committee understand whether the Clinton
Administration privatized this company in a manner that set USEC up for failure.
I also expect this hearing will help me understand whether USEC is committed to
long term survival, and whether the uranium industry can survive. After this hear-
ing, I will continue to monitor USEC’s financial outlook, but I will focus on the na-
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tional security issues related to USEC privatization. I plan to schedule another
hearing later this year regarding national security issues. I will be working closely
with Representative Whitfield on these very important issues today, and in the fu-
ture. Thank you, and I yield back.

Mr. BURR. At this time, the Chair would call up Mr. Timbers
who is our witness on the first panel. Mr. Timbers, you are aware
that this subcommittee is an investigative subcommittee and as
such it has had the practice of taking in testimony under oath. Do
you have any objection to taking testimony under oath?

Mr. TIMBERS. No.

Mr. BURR. The Chair then advises you that under the rules of
the House and the rules of the committee, you are entitled to be
advised by counsel. Do you desire to be advised by counsel?

Mr. TIMBERS. No.

Mr. BURR. I would ask you to rise with me and take the oath.

[Witness sworn. |

Mr. BURR. The Chair would recognize Mr. Timbers for 5 minutes
for purposes of his opening statement.

TESTIMONY OF WILLIAM H. TIMBERS, PRESIDENT AND CEO,
USEC, INC.

Mr. TiMBERS. Mr. Chairman, members of the committee, my
name is William Timbers; and I am the president and chief execu-
tive officer of USEC, Inc., and its subsidiary, the United States En-
richment Corporation. Thank you for the opportunity to participate
in this hearing concerning USEC which was privatized by the gov-
ernment nearly 2 years ago.

Privatization of the government’s uranium enrichment operation
was a congressional objective for some 30 years and 14 consecutive
congresses. A bipartisan member—group of members on this com-
mittee and in the Senate led these efforts. It also took the efforts
of the Nixon, Ford, carter, Reagan, Bush, and Clinton administra-
tions to complete the job. As a demonstration of continuing biparti-
sanship and bicameral cooperation, this was truly a landmark ac-
complishment. The 1992 Energy Policy Act recognized that the gov-
ernment’s uranium enrichment enterprise was failing and that life
as a business in the private sector was the best hope for preserving
this important domestic energy resource.

The act created the United States Enrichment Corporation, a
government corporation and gave them a number of responsibil-
ities. The act transferred all the uranium enrichment activities
from the Department of Energy to the new government corporation.
The act directed the new corporation to restructure the enrichment
enterprise, run it like a business, make a profit, commercially im-
plement the Russian HEU Agreement and prepare the restructured
business for sale to the private sector.

The 1996 USEC Privatization Act provided the additional prep-
arations needed for the privatization of the corporation. As directed
by Congress, the USEC Federal board of directors and the Sec-
retary of Treasury consummated the sale of USEC in July 1998 in
a public offering of securities to investors. This sale became the
largest privatization of Federal assets since CONRAIL yielding a
total of over $3 billion to taxpayers.



12

On a number of occasions, I have appeared before congressional
committees to report on the government’s corporation’s progress
and prospects. Today I am here to represent USEC, Inc., a private
enterprise now entirely owned by approximately 40,000 investors.
As an investor-owned company, we have a fiduciary responsibility
to our owners with an obligation to create shareholder value. We
also continue to fulfill our national security obligation to Federal
Government serving as its executive agent to implement the mega-
tons to megawatts program on a commercial basis. And we con-
tinue as well our commitments to ensure a long-term domestic en-
richment capability and to protect the health and safety of our
workers.

During the 22 months since privatization, market conditions
have changed dramatically. There has been a 15 percent drop in
global market prices for enrichment, an 18 percent drop in global
demand for enrichment, a 12 percent drop in uranium prices, and
an 18 percent drop in global demand for uranium. At the same
time, our costs have increased dramatically. Our summer power
prices have tripled at Paducah and electricity is 55 percent of our
production costs. Our cost of purchasing the Russian material has
increased. Our purchase costs are now higher than our selling
price. And our obligations have forced us to substantially reduce
production levels resulting in higher unit costs. These and other
conditions have produced a triple whammy of fewer sales, reduced
revenues, and greatly increased costs.

Now, any business faced with this situation must take prompt
action to change that equation. That is what we are doing, taking
action; but we have had to act under a unique constraint. Let me
quote to you directly from our SEC form 10-Q disclosure document
dated December 31, 1999. “USEC has been constrained in respond-
ing to these market conditions by its privatization agreement with
the U.S. Treasury Department. This agreement restricts the ac-
tions that USEC could take to reduce operating costs.”

I am sure you can appreciate that no other business has had to
contend with such changed market conditions limited by such con-
straints. Coming to grips with these changed market conditions
means making tough decisions. These decisions and their imple-
mentation are in all of our interests. They will help us to ensure
that USEC, Inc., remains a dependable, domestic supplier of en-
riched uranium services and retains this global leadership in a
fiercely competitive business.

The workforce reduction constraints in the Treasury agreement
expire this coming July. We have already announced a reduction
of up to 850 employees at the Paducah and Portsmouth enrichment
plants. We regret the necessity of having to lay off employees, but
we must take this action to reduce costs and to make us more com-
petitive. The fact that we are taking a hard look at all of our
costs—the fact that we are taking a hard look at all of our costs
to seek reductions, everything is on the table for consideration. The
combined results of these factors have been a deterioration of our
market, our profitability and our share price. Share price is a ba-
rometer. In USEC’s case, the barometer has fallen 67 percent since
the initial public offering 2 years ago. This indicates recognition by
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investors of changed market conditions and the other factors I have
previously mentioned.

As we stated in a public announcement last February, we expect
much lower earnings for fiscal year 2001. We have also cut our div-
idend to investors and both Standard & Poor’s and Moody’s have
dropped our credit rating to below investment grade. To be sure
the dot com phenomenon has made the stock markets chaotic. Dur-
ing the past year, more than 50 percent of companies in America
listed in the S&P 500 index have had their stock price decline and
many well-known, respected companies have ratings below invest-
ment grade. Neither of these facts is any comfort to us or to our
shareholders. The initiatives we are taking are aimed at improving
both situations.

Another contributing reason for the decline in our share price is
investor concern about the continuing legacy contamination issues
being revealed about the Paducah and Portsmouth DOE reserva-
tions. While USEC liability in these matters was limited by the
Privatization Act, some confusion exists because of the press re-
ports. They do not clearly point out that these contamination issues
arise from operational practices before USEC, Inc. was created, and
they remain the responsibility of the U.S. Government.

From the day we began operations in 1993, USEC has set a high
standard of commitment to safety. As directed by the Energy Policy
Act, we earned certification of the plants by the U.S. Nuclear Regu-
latory Commission; and we are under their regulatory purview.
Last September, we participated in this committee’s hearings on
legacy contamination issues at Paducah and Portsmouth. We clear-
ly stated that for the benefit of our workers and host communities,
we take the issues of worker protection and legacy contamination
issues very seriously. We are cooperating fully with DOE as they
address these historical issues. We have also taken initiatives to
reinsure that current work in our plant areas is conducted safely
a{ld that we provide a strong safe working environment for our em-
ployees.

As you will recall, an NRC spokesperson also testified before
your committee that day stating that NRC had determined that
USEC operations were being conducted safely and our safety pro-
grams were in full compliance with their regulations. I would like
to now turn to the matter of preprivatization government transfers
of uranium to USEC.

Mr. BURR. Mr. Timbers, I really need to ask you to come to a
conclusion. And I think all the members have had an opportunity
to read your full testimony. And it certainly will be entered into the
record in its entirety, but we do need to allow members on this day
to try to make available your time for questions. So I would ask
you to summarize if you could.

Mr. TIMBERS. Okay. I think I would like to make two final points
to this. First on the Russian HEU Agreement that this has been
a deal that has been successful and working for the benefit of this
Nation. We are now in the sixth year of the commercial implemen-
tation of this program and that the equivalent of over 3,254 nu-
clear warheads have been converted to power plant fuel purchased
by Russia—purchased by USEC from Russia. We have paid the
Russians over $1.3 billion. Over half of that has come from a pri-
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vate company partly supported by the shareholders. And we are ac-
tually ahead of the 1993 schedule.

In addition, I think it is also clear to point out that this company
continues to provide a secure and dependable source of uranium
enrichment. We do remain the world leader in sales of uranium en-
richment services. We have a strong business fundamentals that
include over $6 billion in backlog and a robust cash-flow from sales.
We are a well-run, service-oriented business focused on safety, cus-
tomer service, identifying and seizing opportunities, solving prob-
lems and producing results. While we are a work in progress, we
have been making progress. To fulfill the promise of a privatized
USEC, all concerns have to realize that the cold war is over and
the war we are now fighting is global competition. Thank you, Mr.
Chairman. I will submit the rest of the testimony for the record.

[The prepared statement of William H. Timbers follows:]

PREPARED STATEMENT OF WILLIAM H. TIMBERS, PRESIDENT AND CEO, USEC INC.

Mr. Chairman and Members of the Committee. My name is William H. Timbers,
and I am President and Chief Executive Officer of USEC Inc. and its subsidiary,
the United States Enrichment Corporation.

Thank you for the opportunity to participate in this hearing concerning USEC,
which was privatized by the government nearly two years ago.

The privatization of the government’s uranium enrichment operations was a Con-
gressional objective for some thirty years and fourteen consecutive Congresses. A bi-
partisan group of Members on this Committee and in the Senate led these efforts.
It also took the efforts of the Nixon, Ford, Carter, Reagan, Bush and Clinton Admin-
istrations to complete the job. As a demonstration of continuing bipartisan and bi-
cameral cooperation, this was a truly a landmark accomplishment.

The 1992 Energy Policy Act recognized that the government’s uranium enrich-
ment enterprise was failing and that life as a business in the private sector was
the best hope for preserving this important domestic energy resource. The Act cre-
ated the United States Enrichment Corporation, a government corporation, and
gave it a number of responsibilities. The Act transferred all uranium enrichment ac-
tivities from the Department of Energy to the new government corporation.

The Act directed the new corporation to restructure the enrichment enterprise,
run it like a business, make a profit, commercially implement the Russian HEU
agreement and prepare the restructured business for sale to the private sector.

The 1996 USEC Privatization Act provided the additional preparations needed for
the privatization of the corporation. As directed by the Congress, the USEC Federal
Board of Directors and the Secretary of the Treasury consummated the sale of
USEC in July 1998 by a public offering of securities to investors. This sale became
the largest privatization of a federal asset since Conrail, yielding a total of over $3
billion to taxpayers.

On a number of occasions, I have appeared before Congressional committees to
report on the government corporation’s progress and prospects. Today, I am here to
represent USEC Inc. as a private enterprise, now entirely owned by approximately
40,000 investors.

As an investor-owned company, we have a fiduciary responsibility to our owners
with an obligation to create shareholder value. We also continue to fulfill our na-
tional security obligation to the federal government, serving as its Executive Agent
to implement the Megatons to Megawatts program on a commercial basis. And we
continue, as well, our commitments to ensure a long-term domestic enrichment ca-
pability and to protect the health and safety of our workers.

USEC BUSINESS CHALLENGES

During the 22 months since privatization, market conditions have changed dras-
tically. There have been:

» A 15 percent drop in global market prices for enrichment
¢ An 18 percent drop in global demand for enrichment
* A 12 percent drop in uranium prices
* An 18 percent drop in global demand for uranium
At the same time our costs have increased dramatically:
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e Our summer power prices have tripled at Paducah—and electricity is 55 percent
of our production cost,

e Our cost of purchasing the Russian material has increased—our purchase costs
are now higher than our selling price, and

¢ Our obligations have forced us to substantially reduce production levels, resulting
in higher unit costs.

These and other conditions have produced a triple-whammy of fewer sales, re-
duced revenues and greatly increased costs. Any business faced with this situation
must take prompt action to change that equation. That’s what we are doing—taking
action. But we have had to act under a unique constraint.

Let me quote to you directly from our SEC form 10Q disclosure document dated
December 31, 1999. “USEC has been constrained in responding to these market con-
ditions by its privatization agreement with the U.S. Treasury Department. This
agreement restricts the actions that USEC could take to reduce operating costs.” I
am sure you can appreciate that no other business has had to contend with such
changed market conditions while limited by such constraints.

Coming to grips with these changed market conditions means making tough deci-
sions. These decisions and their implementation are in all of our interests. They will
help to ensure that USEC Inc. remains a dependable domestic supplier of enriched
uranium services and retains its global leadership in a fiercely competitive business.

The workforce reduction constraints in the Treasury agreement expire this coming
July. We have already announced a reduction of up to 850 employees at the Padu-
cah and Portsmouth enrichment plants. We regret the necessity of having to lay off
employees. But we must take this action to reduce costs to make us more competi-
tive. The fact is that we are taking a hard look at all of our costs to seek reductions.
Everything is on the table for consideration.

The combined results of these factors have been a deterioration of our market, our
profitability and our share price. Share price is a barometer. In USEC’s case, the
barometer has fallen 67 percent since the initial public offering two years ago. This
indicates recognition by investors of changed market conditions and the other fac-
tors I previously mentioned.

As we stated in our public announcement last February, we expect much lower
earnings for fiscal year 2001. We have also cut our dividend to investors, and both
Standard and Poor and Moody’s have dropped our credit rating to below investment
grade. To be sure, the dot com phenomenon has made the stock markets chaotic.
During the past year, more than 50 percent of the companies in America listed in
the S&P 500 index had stock price declines, and many well-known and respected
companies have ratings below investment grade. Neither of these facts is of any
comfort to us or to our shareholders. The initiatives we are taking are aimed at im-
proving both situations.

Another contributing reason for the decline in our share price is investor concern
about the continuing legacy contamination issues being revealed about the Paducah
and Portsmouth DOE reservations. While USEC liability in these matters was lim-
ited by the Privatization Act, some confusion exists because press reports do not
clearly point out that these contamination issues arise from operational practices
years before USEC Inc. was created and they remain the responsibility of the U.
S. Government.

OUR COMMITMENT TO SAFETY

From the day we began operations in 1993, USEC has set a high standard of com-
mitment to safety. As directed by the Energy Policy Act, we earned certification of
the plants by the U.S. Nuclear Regulatory Commission, and we are under their reg-
ulatory purview. Last September, we participated in this Committee’s hearings on
legacy contamination issues at Paducah and Portsmouth. We clearly stated that, for
the benefit of our workers and host communities, we take these issues of worker
protection and legacy contamination very seriously.

We are cooperating fully with DOE as they address these historical issues. We
have also taken initiatives to re-ensure that current work in our plant areas is con-
ducted safely and that we provide a safe working environment for our employees.
As you will recall, an NRC spokesperson also testified before your Committee that
day, stating that NRC had determined that USEC operations were being conducted
safely and that our safety program was in full compliance with their regulations.

USEC URANIUM INVENTORIES

I would like to now turn to the matter of the pre-privatization government trans-
fers of uranium to USEC and our sale of this material. Let me summarize the situa-
tion. Uranium was transferred to USEC by the government as directed by the En-
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ergy Policy Act of 1992 and the USEC Privatization Act of 1996, and information
on the transfers was publicly reported.

I have made commitments to the U.S. government that USEC would limit its
sales of its uranium, and I also gave assurances that our sales would be made in
a market-sensitive manner. We have lived up to those commitments. I would also
point out that we have a fiduciary duty to our shareholders to maximize the value
of our uranium assets. Clearly, we do not want to sell our uranium in a market-
disruptive manner that might lower the value of our uranium assets.

MEGATONS TO MEGAWATTS PROGRESS

We are also meeting our obligation as Executive Agent of the government by im-
plementing the Megatons to Megawatts national security program. We are now in
the sixth year of commercial implementation of the program. The equivalent of over
3,254 nuclear warheads has been converted to power plant fuel purchased by USEC
from Russia. We have paid Russia over $1.3 billion thus far, and over half of that
was paid by the privately owned USEC—not the taxpayer. And, we are actually
ahead of the 1993 U.S./Russian schedule for purchases and deliveries. The score-
board clearly shows that we have been successful in meeting our commitments to
implement this national security program.

THE GOAL OF WORKER TRANSITION

Before concluding my remarks, I would like to return to the very important mat-
ter of workforce reductions this coming July. While these reductions will result in
considerable savings, they will also result in a substantial impact on those affected
employees, their families and their communities.

We have proposed that all concerned constituencies, including USEC, Congress,
the Administration, DOE, the unions and the communities, work together to miti-
gate these impacts. Worker transition to cleanup programs is the most logical and
feasible way to address this matter. We are prepared to cooperate with all constitu-
encies to pursue a seamless worker transition. But to achieve this goal, we must
put aside differences and begin working together.

I would like to conclude by expressing my appreciation to the Committee for your
consideration. My five years of public service as USEC’s Transition Manager, Presi-
dent and CEO of the government corporation have afforded me an opportunity to
work with a wonderful group of employees and with many dedicated public servants
in the Congress and the Administration.

As President and CEO of the private-sector USEC, I am determined that we will
meet our commitments to our owners for creation of shareholder value and will ful-
fill our obligations and commitments to the government. I firmly believe that we can
and will achieve continued profitability for our shareholders. We will continue to
succeed in implementing the Megatons to Megawatts program. And we will continue
to provide a secure and dependable domestic source of uranium enrichment.

We remain the world leader in sales of uranium enrichment services. We have
strong business fundamentals that include over $6 billion in backlog and a robust
cash flow from sales. We are a well run, service-oriented business focused on safety,
customer service, identifying and seizing opportunities, solving problems and pro-
ducing results.

While we are a work-in-progress, we have been making progress. To fulfill the
promise of a privatized USEC, all concerned have to realize that the Cold War is
over and the war we are now fighting is global competition.Thank you for your con-
sideration. I welcome your questions.

Mr. BURR. Thank you, Mr. Timbers, for accommodating the com-
mittee, and I will assure you that we all take it with great interest,
your entire testimony.

The Chair at this time would ask unanimous consent that this
set of documents previously agreed to by the majority and the mi-
nority be entered into the record with the understanding that staff
will work with all interested parties after this hearing to make
whatever redactions that are deemed appropriate part of the docu-
ments insertion into the formal public record.

Without objection and hearing none, so ordered.

[The information referred to follows:]
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USEC FINANCIAL SITUATION AND PROSPECTS
AS OF MARCH 2000

1. Introduction

The United States (U.S.) government privatized its uranium enrichment enterprise, the
United States Enrichment Corporation (USEC), through an initial public offering (IPO) on
July 28, 1998. The corporation was privatized as USEC Inc., through the sale of 100
million shares at $14.25 per share. The privatization committed the corporation to $500
million in debt in order to increase the final return to the government to $1.925 billion. In
the 18 months since it was privatized USEC’s share value has declined steadily, and is
currently (March 27, 2000) valued at about $4.75 per share, 33% of its IPO price.

During the past 18 months, USEC has claimed that it was financially encumbered with: (a)
a larger than necessary labor force, (b) a gaseous diffusion plant (GDP) that it did not
need (Portsmouth) (c) the enrichment component (SWU) of low enriched uranium (LEU)
derived from Russian highly enriched uranium (HEU) that was priced above market price
and its own cost of production, and (d) an atomic vapor laser isotope separation (AVLIS)
enrichment research and development (R&D) program that it could not afford to support.
While the corporation’s management was generally aware of the foregoing issues at the
time of the IPO, the financial and political communities do not seem to have been as
aware of some of them as they should have been.

Acknowledging its financial problems, USEC announced on February 3, 2000, that it
would reduce its production workforce by 20% this summer, halve the company’s annual
dividend, and begin a new and aggressive program to repurchase an additional 20 million
shares of its common stock. USEC also stated that it expects its fiscal year (FY) 2001 net
income will only be about one-third of its FY 2000 net income. Not surprisingly, the
union representing workers at the two GDPs, a number of USEC’s customers, and several
members of Congress have expressed concern about the company’s viability and the
potential impact of its financial difficulties. In accord with the USEC Privatization Act of
1996, the Nuclear Regulatory Commission (NRC) is now undertaking a review of USEC’s
financial . viability following the downgrading of the company’s credit rating below
investment grade.

This report examines USEC’s current financial situation and its future prospects.
However, prior to reviewing the company’s financial status, the encumbering issues
referred to above are reviewed in order to provide background for the subsequent
discussion.

2. Background

When it was privatized in July 1998, USEC had a workforce of approximately 5,000
peopie, mostly contractor employees. By November 1998, a voluntary program reduced

March 2000 1



18

Pre-decisional Draft for Internal Use Only
.Business Confidential --- Not For Public Release-

the workforce at the two GDPs by 239 people. A follow-on voluntary reduction campaign
reduced labor by another 250 people by mid-1999. USEC took over direct operations of
the GDPs from its contractors in May 1999. The termination of the AVLIS R&D program
resulted in a workforce reduction at Lawrence Livermore National Laboratory (LLNL) of
about 500 people during the summer of 1999. At the end of June 1999, USEC had 3,960
employees, including 3,790 at the plants (2,100 at the Portsmouth GDP and 1,690 at the
Paducah GDP) and 170 at the company’s headquarters in Bethesda, Maryland. On the
same day that it released its second quarterly report for FY 2000 it also announced that it
planned to reduce its production workforce by a further 850 people beginning in July
2000. The reduction, which will be primarily voluntary and about the same number of
people at each plant, will leave USEC with a total workforce of about 3,110 people. It
was stated that headquarters costs would also be reduced, presumably by some staff
reductions.

As a condition of privatization, USEC committed to continuing operation of both of the
gaseous diffusion plants until January 1, 2005, subject to certain criteria. The criteria
pertained to unforeseeable catastrophic events, the corporation’s financial health, and
specific market conditions. During 1999, particularly in the second half of the year, there
were concerns that USEC was planning to shutdown one of its GDPs, possibly the
Portsmouth GDP, as soon as it could possibly do so. "It is understood that though USEC
had discussions with the NRC over the past several years, in mid-August 1999 it indicated
that it planned to request certification amendments during the March-May 2000 time
period. It, reportedly, planned to amend its Paducah GDP certification in order to increase
the enrichment product assay limit from 2.75 weight percent (w/o) U*” to 5.5 w/o, by the
end of 2001. In September 1999 it was reported that USEC expected to obtain NRC
approvals for the upgrades by the end of September 2000. While it is understood that
USEC applied for the certification amendment at the beginning of March 2000, it could be
well into next year before NRC completes the certification process.

On November 14, 1996, while still a government-owned corporation, USEC, as the U.S.
Executive Agent, agreed to pay Minatom $84.50/SWU (with escalation according to the
U.S Gross National Product Implicit Price Deflator) for the enrichment component of the
HEU-derived LEU that it received from Minatom through the end of 2001. This price,
which was approximately 12% below the restricted spot market price in November 1996
has escalated to about $88/SWU, 10% above the current spot market price.

In the Fall of 1999, USEC announced that it was considering resigning as the U.S.
Executive Agent for the purchase of the Russian HEU-derived SWU unless it received
substantial financial support from the government. USEC believed that it should be
receiving financial compensation for managing the Russian HEU procurement
activities,i.c. a management fee. It claimed that it needed this funding to offset the above
- market SWU price that it was being forced to pay under the HEU purchase agreement with
Minatom. It did not receive any financial :support. Although it backed down on its
resignation position on December 1,-1999, its actions and attitude caused considerable
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concern within both the Administration and the Congress. While it is now committed to
be the Executive Agent through the end of the year 2001, it could raise the issue again
before the end of this year, though this does not seem likely. The issue of need for
government financial support continues to exist.

On June 9, 1999, USEC announced that it was terminating further development of its
AVLIS enrichment technology. It was noted that USEC’s Board of Directors and
management had reached this decision after & comprehensive review of operating and
economic factors. USEC’s President, William H. Timbers, Jr,, stated that USEC had
enough data to conclude that the returns would not be sufficient to outweigh the risks and
the ongoing capital expenditures necessary to develop and construct an AVLIS plant.
USEC’s J. William Bennett, Vice President of Advanced Technology stated, as follows:

Based on results of a recent series of test runs, we have identified continuing issues
that we believe would take at least another year to address satisfactorily and, once
addressed, would increase new plant construction costs beyond the previous $2.5
billion estimate. Even if these issues were resolved, the resulting economics,
weighed against the market price trends for enrichment, would provide too low a
rate of return on investment for the risk involved.

To many in the industry the AVLIS suspension decision came as a surprise. Secretary of
Energy Bill Richardson, in a letter to USEC’s William Timbers, said that he was
“...surprised that this [suspension] decision would take place so soon after privatization
last year. Iknow there have been changes in the nuclear fuel market, but I understood that
USEC considered AVLIS as an asset for its future viability.” In its July 29, 1998,
Privatization Prospectus, USEC had stated that it planned to complete development and
commence commercialization of AVLIS so that it could remain one of the lowest cost
suppliers of enrichment services and enhance its competitive position.

As matters now stand, USEC is seeking a promising technology that it can develop as a
replacement for its aging GDPs. It is funding an Australian-invented laser technology
called Silex that has not yet been proven successful in a laboratory environment, USEC
has embarked on a six-month study to evaluate its options for using gas centrifuge, a
technology that it does not own and would, therefore, have to acquire from others. It has
reportedly had useful discussions with the Department of Energy (DOE) regarding the
U.S. centrifuge technology that DOE abandoned in 1985.

Though USEC has apparently also expressed some interest in Russian and Urenco
centrifuge technology, it is not known if it has pursued this subject with the Russians and
it is understood that it has not done so with Urenco. However, it was reported in the press
(NuclearFuel, February 21, 2000), that at 2 meeting of the German Atomic Forum on
February 17, Urenco’s Managing Director, Klaus Messer, volunteered that Urenco would
be interested in a joint venture with USEC to build and operate a centrifuge plant in the
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U.S. Dr. Messer reportedly stated that such an arrangement “would make sense and be
logical”.

It is Consultant’s belief that acquisition of Urenco technology might be possible either
through 2 joint venture such as that suggested by Dr. Messer or through technology
acquisition. Technology acquisition could involve purchase of plant and equipment
similar to the Chinese purchase of Russian centrifuge technology in the 1990s.
Alternatively, acquisition might only involve the purchase of a technology license. It is
clear that Dr. Messers” proposed arrangement would likely be the one that Urenco would
prefer, especially since it could be structured along the lines of the ili-fated Louisiana
Energy Systems (LES) Clairborne plant that was proposed in the 1990s. There might be
issues relating to market share that would have to be negotiated.

While the acquisition cost of Russian centrifuge technology might be less than the cost of
Urenco technology, this is far from certain. The Russian ability to drive hard bargains has
already been demonstrated in the pricing of the HEU deal. It is believed that the overall
capital cost of a Russian technology-based plant in the U.S, could be high because of the
large amount of piping and related equipment that would be required because of the low
output of the individual Russian machines.

3. USEC Financial Status

As USEC’s financial troubles became pubiic during the past 18 months, the Wall Street
investment community became increasingly concerned about the corporation’s
diminishing stock value and credit rating. Standard and Poor {S&P) reduced USEC’s
corporate credit and bank loan rating from BBB+ to BBB on August 30, 1999, one level
above S&P’s lowest investment grade rating of BBB-. On February 4, 2000, the day
following release of USEC’s bleak FY 2000 second quarterly report, its S&P credit rating
was reduced to BB+, one level below investment grade. On February 23, Moody’s also
downgraded USEC’s credit ratings: its senior unsecured guaranteed bank credit facility
was reduced from Baal to Baa3, its senior unsecured debentures from Baal to Bal, and its
short term debt rating from P-2 to P-3.

S&P and Moody’s both stated that “The outlook {for USEC] is negative”. Moody’s also
stated, as follows:

Ratings will continue under pressure due to the high cost base relative to SWU
prices and the expectation that prices are unlikely to improve from current levels of
approximately $80/SWU given overcapacity in the market. While recently
announced initiatives concerning employment levels and power costs will provide
savings, Moody's expects earnings compression to continue on the present
operating profile and market conditions. Additionally, the use of excess cash flow
generated te buy back stock will weaken USEC s liguidity position.
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S&P noted that while “USEC’s internal cash flow generation remains relatively strong,
this largely reflects the planned liquidation of its natural uranium inventories, which will
be depleted in 5 to 6 years.”

The following table presents USEC’s SEC filed condensed statements of income for FY
1998, FY 1999, and the first two quarters of FY 2000.

{Million Daoliars)
ITEM 1998 1998 2000 (2 Qtrs)

Separative Work (SWU) Saies Revenuea 1,380.4 1475.0 837.0

Uranium Sales Revenue 408 53.6 41.5
[Total Revenue 14212 15286 6785
Cost of sales 1,082.1 1,1820 563.8
Gross profit 3594 3466 1147
Special charges:
IAVLIS technology suspansion - 347 (a) -
Workforee reduction & privatization costs - 466 -
Project development costs 1387 106.4 4.0
Sales, general & administrative 34.7 40.3 234
Operating income 1411 165.2 87.3
interest expense - 325 8.3
iOther (incoms) -5.2 ~16.8 5.7
income before income taxes 1463 149.5 147
Provision {benefit) for income taxes - -2.8 {b) 26,0
Net income 146.3 1524 487
Net income per share (basic & diluted) ($) - $1.52 0.52
Dividends per share (3) - $0.83 0.85
Average number of shares outstanding
tmiltion) - 989 94.2
(@) Equivalent to $22.7 miflion after taxes at the effective rate of 34.5%.
(b} Includes a one-time special income tax benefit of $54.5 million in first six months of FY-1898.

Exciuding the tax benefit, FY-1898 net income was $40.7 million or $0.41 per share.

The table shows that USEC was able to make the dividend that it promised in its 1998
privatization prospectus, in its first full fiscal year of operation, FY 1999, but with little
margin. In its prospectus, USEC noted that it intended to pay annual cash dividends on it
outstanding shares at an initial rate of $1.10 per share. The table also presents the
company’s censolidated statements of income for the first six months of FY 2000, as
reported in its Securities and Exchange Commission (SEC) Form 10-Q report that was
released on February 3, 2000.
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USEC reported carnings for FY 1999 of $120.6 million, or $1.21 per share, excluding a
special income tax benefit and special charges related to the suspension of the AVLIS
technology program. (This can be estimated from the data in the table, as follows: 152.4
plus 2.9 minus 34.7 = 120.6, 21l in millions of dollars). Revenue from SWU and wranium
sales for the fiscal year totaled $1,528.6 million, compared to $1,421.2 million in the
previous year.

Net income for FY 1999 was $152.4 million, which included 2 special income tax benefit
of $54.5 million and special charges of $34.7 million ($22.7 million, or $.23 per share,
after tax) for contract terminations, shutdown activities, and employee severance and
benefit arrangements related to the termination of AVLIS.

At the time of it privatization in 1998, USEC became subject to federal, state and Jocal
income taxes. The provision for income taxes in FY 1999 included a one-time special
income tax benefit of $54.5 million for deferred income tax benefits that arise from the
transition to taxable status. I the special tax benefit did not exist, then USEC’s FY 1999
taxes would have been $51.6 million. Special charges of $34.7 million in FY 1999 are for
contract terminations, shutdown activities, and employee severance and benefit
‘arrangements related to AVLIS suspension. Excluding the special income tax benefit
would have resulted in 2 FY 1999 net income of only $0.98 per share. Since all project
development costs were charged to expense, there was no asset write-off.

If the first two quarters of FY 2000 are representative of the entire fiscal year, then annual
revenues might total $1,357, which is $172 million less than in FY 1999. However, the
timing and quantities of SWU contract requirements vary from guarter to quarter and year
to year in accord with the refueling schedules of customer’s nuclear power plants, and
thus, no strong inference can be drawn from the FY 2000 data available so far. While FY
2000 costs do not include the AVLIS costs of the past, revenues are lower due to
customer’s declining SWU deliveries and declining SWU prices in contract commitments.
It is expected that USEC will be able to meet its reduced dividend commitment of $0.55
per share in FY 2000. Based on its first half-year results, USEC has projected a FY 2000
net income at between $110 million and $115 million. As of December 31, 1999, USEC
had repurchased 9.62 million shares, and its Board has since authorized the repurchase of
a total of 30 million shares of the 100 million shares initially issued.

Revenues in the second quarter of FY 2000 included sales of $42.8 million for temporary
replacement of SWU “trapped” at the Tokai Mura accident site in Japan. It is expected
that USEC’s sales in 2001 and 2002 will be reduced by about this amount as SWU is
retrieved from the accident site. While project development costs in the first half of FY
2000 only amounted to $4 million, project development costs are expected to rise to $18
million for the entire year as scheduled payments for Silex, centrifuge research, and other
requirements are met.
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On February 3, 2000, USEC announced that it expected its FY 200! net income to be
reduced to between $33 million and $45 million, or about one-third of this years expected
net income. In its February SEC Form 10-Q report, USEC notes that:
Looking ahead to fiscal 2001 and beyond, USEC expects that its financial
condition and results of operations will continue to be adversely affected by
unfavorable global market conditions for the sale of enriched uranivm and the
legal constraints placed ean USEC’s ability 1o reduce costs in response to these
changed market conditions.

4. Operating Cost Considerations

USEC leases and operates the two DOE GDPs that are located at Paducah, Kentucky and
Portsmouth, Ohio. The combined total nameplate capacity of these plants is 18.7 million
SWU per year. However, not all of this capacity is economically competitive. As
production level increases, the amount of electric power needed to produce an additional
SWU increases. Also, after production reaches a certain level, low cost "non-firm"
sources of electric power have to be replaced by higher cost "firm” sources of power. The
net effect of these operational considerations is that economically competitive production
from the two GDPs'is limited to between 70% and 75% of nameplate capacity, or 13 to 14
million SWU. Above this level the marginal cost of production rapidly rises from
approximately $35 per SWU to well over $100 per SWU. USEC stated in its SEC FY
1998 Form 10-K filing, as follows:

At recent electricity rates, average production cost is lowest when the GDPs
are operated at a production level of approximately 13 million SWU.

USEC’s purchases of non-firm power have averaged one-third of all power purchases in
the past, and were 30% in 1999. Over 50% of the Paducah plant's purchased power is
obtained from non-firm sources. Its operations are extremely flexible, allowing it to take
advantage of low-cost short-term power opportunities as they arise. Power levels may be
changed by 400 MWe on a hour’s notice. The non-firm power is purchased directly on a
competitive bid basis. However, the USEC’s non-firm power rates have been rising
recently, although the non-firm percentage of total power purchases is declining as GDP
production declines. The USEC's firm contracts for cost-based power supplies run
through 2005, and include favorable termination clauses. Total USEC power purchases
continue to average about 2.0 cents/kWhe.

Eleetric power prices at the Paducah plant were unusually high during the 3rd quarter of
FY 1998 due to persistent hot weather, high electricity demand in the Midwest, and
resulting power generation shortages. USEC was forced to curtail production at Paducah,
but earnings for FY 1999 were affected by the record high power costs. USEC limited its
exposure to high-cost, non-firm power prices at Paducah for the summer of 1999 by two
strategic actions. First, it reduced its power commitments to the Ohio Valley Eiectric
Power Corporation (OVEC) for the Portsmouth plant in return for $31.7 million in cash
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payments; USEC referred 10 this arrangement as “monetizing” excess power available
under contract. Second, it made arrangements to move blocks of power from Ohio
(Portsmouth locztion) to the Paducah plant as peeded.

Additional important factors affecting USEC’s future power costs are industry
competition and deregulation, and potential new environmental regulations beyond those
already embodied in the Clean Air Act Amendment of 1990 (CAAA). To date, USEC's
power suppliers have been able to meet or beat CAAA imposed limits by switching to
low-sulfur coal sources, blending low- and high-sulfur coals, and purchasing allowances
for SO, emissions without major cost increases. USEC power costs have the potential to
rise by 5% 10 10% through the year 2005. Beyond 2005, however, the costs of potential
nitrous oxide (NO,), particulates, air toxics and even carbon mitigation regulations, could
result in real price increases of 2.5% annually. While the timing of such regulations is
highly uncertain, even if enacted, they are not expected to affect costs before 2005,

USEC sales are met from two primary sources: (1) production from GDPs and (2)
purchases of SWU primarily derived from Russian HEU, but also including a small
amount of Russian “matching” SWU purchases and ongoing U.S. HEU-derived SWU
transfers. USEC ean also meet a small amount of its annual sales from its own enrichment
inventories, which include-prior transfers of U.S. HEU-derived enrichment from DOE. As
USEC's purchased enrichment quantities have increased over the last several years under
its agreement to serve as Executive Agent for Russian HEU-derived SWU, the production
level of the GDPs has decreased accordingly. As a result, the production requirements of
USEC’s two GDPs will soon become approximately one-half of former levels, and the
impact of the fixed cost components (primarily labor costs) on GDP production costs will
increase dramatically.

In the short term USEC can lower its average unit production cost by performing
separative work in excess of its contract commitments, and thereby spread its fixed costs
over a larger base. This mode of operation, which results in a build up of enriched
uranium product inventory, is sometimes referred to as pre-production. USEC can also
use excess separative work capacity to underfeed the GDPs. Underfeeding is a process
which substitutes increased SWU production and electric power consumption for
decreased uranium feed, resulting in an increase in uranium inventories. The specific
mode of operation will depend on economic factors such as the price of electricity, the
market price of uranium feed, and the cost of tails disposal. It is understood that USEC
operated its GDPs in a “net underfed” mode in FY 1998 but not in FY 1999. Net underfed
means that that one plant may have been more underfed than the other, depending on the
individual economics for each plant.

It is expected that the supply mix to meet projected future USEC annual sales of 11
million SWU per year will be:

GDP Production to Meet Demand 5.0 Million SWU
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Russian HEU-derived SWU purchases 5.5 Million SWU
U.S HEU derived SWU purchases 0.5 Million SWU

An additional 0.5 million SWU per year may be used at the GDPs for underfeeding,
increasing USEC’s stocks of natural uranium by approximately 2 million pounds per year.
USEC may also decide to draw down its existing SWU inventories in the future.

The following table presents the composition of USEC’s current and historic GDP
production costs, total GDP production cost, annual GDP production, average sales price,
and SWU purchases. These figures are derived from the USEC privatization prospectus
and SEC filings.

USEC GDP PRODUCTION COSTS
USEC Fiseal Year: 1995 1996 1997 1998 1999
Eleciric Power $43.2 $46.0 §51.3 $455 $£50.5
57% 35% 59% 48% 56%
Labor and Benefits $15.4 5204 $22.4 $30.5 £27.7
20% 24% 25% 32% 31%
Tails Disposition $9.0 8.8 $6.9 $7.4 $4.7
12% 0% 3% ) 5%
Other 876 $9.0 $7.1 $10.7 $74
1% 1% 8% 1% 2%
GDP Production Cost $75.2 $84.1 $87.5 $93.8 $90.3
{$/SWU) * 100% 100% 100% 100% 100%
GDP Production
(Million SWU) ** 13.6 10.6 10.3 89 86
Average USEC Sales Price 51164 $1184 $1149 §1160 $1152
{8/SWU)
USEC Purchases 1.2 2.0 3.1 53 39
{(Mitlion SWLI)
Totals may not add due to rounding
* Transaction tails basis,
** Operating tails basis,

As demonstrated in the above table, as SWU purchases increase and SWU production
decreases, the labor and benefits share of total unit production cost rises -— an 80%
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increase since FY 1995. Not surprisingly, GDP production costs have also risen. Tails
expenses have dropped due to the use of lower estimates of the future unit cost of tails
disposition and use of underfeeding, which decreases tails production. It is clear that
further reductions in labor costs will be required if GDP production is to be profitable at
expected future production levels.

At the present time, USEC is able to earn a profit since the average sales price for
deliveries made during FY 1999 was $115 per SWU (as reported by USEC). The FY 1999
sales price includes oider contract commitments with higher prices. It is observed from the
above table that GDP production costs have risen to a level consistent with or higher than
industry-wide new sales contract pricing for delivery in future years (mid $80s per SWU).
As more recently signed contracts begin to constitute a larger percentage of USEC
deliveries, it is expected that average prices received by USEC will drop 1o levels at or
even below the FY 1999 GDP production cost.

USEC acknowledged the trend toward lower SWU pricing in its June 1998 prospectus for
the initial public offer. It apparently hoped to combat the obvious negative effect on
profitability by lowering GDP production costs, deploying a lower-cost AVLIS
technology, and increasing absolute sales levels. Although USEC has maintained its
average sales levels at approximately 12 million SWU per year during the past few vears,
its FY 1999 world market share is about 35%, down from the 40% level that it had in FY
1997. Its FY 2000 market share is expected to decline to about 32%.

The other major component of USEC supply is provided by the purchase of HEU-derived
SWU supplies from Russia at $84.50 per SWU plus inflation from 1997. USEC also
incurs shipping costs estimated to be about $2 per SWU. The total cost for USEC of
Russian HEU-derived SWU purchases made in FY 1999, was approximately $90 per
SWU. Clearly, the Russian HEU-derived supply suffers from the same problem as GDP
production, a cost that is above the current market price for new long-term enrichment
contracts. The Russian HEU pricing applies for deliveries through the end of calendar
year 2001. Negotiations for a delivery schedule and prices in 2002 and beyond are already
underway.

In addition to covering its production costs, USEC must generate sufficient operating
revenues to provide for general, selling and administrative (GS&A) costs, interest costs,
R&D cost ($100 million in FY 1999; only $18 million scheduled for FY 2000), and
income taxes and still have enough left to pay dividend distributions to stockholders.
Based on an analysis of published USEC costs for FY 1998 and FY 1999, the margin
necessary 1o generate the $1.10 dividend payments promised in the prospectus, as well as
the other non-production costs just listed, would amount to an additiona! $18 to $20 per
SWU.

While profit expectations may have been met by USEC at the average SWU delivery price
of $115 per SWU during FY 1999, the situation is expected to change rapidly for USEC as
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future delivered prices drop in real terms and GDP unit operating costs continue to
increase. In the future, USEC uranium inventory sales, which are discussed separately
below, and sales of lower cost U.S. HEU-derived SWU inventories can be expected to
provide approximately $4 per SWU in after tax profits to compensate in part for lack of
profits from sales of enrichment services. Up to $2 per SWU in additional savings may be
generated by USEC efforts to limit exposure to high-cost, non-firm power during the
summer, monetize excess summer power available under one power contract, and wheel
blocks of lower-cost power from one GDP to the other when needed.

5. USEC’s Market Position

in its Form 10-K filing with the SEC for FY 1999, USEC claimed a world enrichment
market share of 35% and a North American (the U.S, and Mexico) market share of 73%.
These market shares make USEC the number one supplier of commercial enrichment
services to electric utilities in both the U.S. and the world, with total commercial sales
50% higher than the next largest Western world supplier. USEC’s customer backlog
through 2010 is approximately $7.2 billion, in escalated dollars.

USEC’s domestic market share for enrichment services has gradually declined since 1990,
a point in time when its DOE predecessor held 90% of the U.S. market, to its current
(2000) level of about 65%. The U.S. market share is expected to decline to between 60%
and 65% during the next few years based on current contract commitments. The decling
in U.S. market share is the natural result of greater competition and customer preference
for diversity among its suppliers. Thus far, the decline in USEC’s U.S. market share has
been partially offset by an increase in overall U.S. requirements for uranium enrichment
services, which has resuited from improved nuclear power plant operating performance.

USEC’s share of the world enrichment services market is also expected to decline by
about 10% during the next several years. The other major world markets for enrichment
services are the Far East and Europe. USEC and its predecessors have historically been
the dominant supplier in the Far East, where indigenous supply capacity is small. USEC’s
current market share for the Far East is estimated to be 52%, from which USEC generated
30% of its 1999 sales revenus. USEC’s current share of the Furopean market is relatively
small (~6%). This is due largely to the domination of the European markets by
indigenous suppliers Eurodif and Urenco. The European market generated about 8% of
USEC’s 1999 sales revenue.

6. USEC’s Marketing Strategy and Behavior to Date

USEC's marketing strategy, both as a private company and as a wholly- owned
government corporation, appears to have been based on maintaining or increasing its
market share. A strong market share appears 1o have been viewed by USEC management
as crucial 1o its successfully completing the privatization process, During the early 1990s,
the government corporation offered discounts on existing contract commitments in
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exchange for additional new sales commitments at prevailing market prices. As European
competitors sought to gain a strategic foothold in the U.S. market, the price for
enrichment services under long-term contracts began to drop. At that time, USEC
appeared unwilling to accept any loss in market share, and continued to lower its price
offerings on subsequent proposals following a competitive bidding loss. After the
Western European competitors satisfied their U.S. market share goals of 10% to 15%
each, they became less active in the U.S. market, but USEC did not seem to readjust its
strategy. It continued to submit low price offers in its proposals and win the vast majority
of subsequent new contracts at unnecessarily low prices. As the European competitors re-
entered the U.S. market, in order to maintain their previous market share gains, both the
market price and USEC’s offering prices declined once again. However, financially
weakened by its growing obligations to deliver significant quantities of future enrichment
services at very low prices, USEC may have finally decided to refocus its marketing
strategy.

In its SEC Form 10-Q report for the quarter ending March 31, 1999, USEC stated that it:

“has resisted lowering prices 1o levels that would fail to meet its margin
requirement even when it has meant o decline in market share. USEC’s
Jocus is on profitability rather than market share.”

However, it is not clear what USEC’s definition is of its “margin requirement”™. If it is
based on the average cost of sales, including fixed cost components such as labor and
depreciation, then USEC has been competing at prices that are below current costs and
thus do not afford a profit margin, In making the above statement, USEC may have been
assuming significant reductions in its future costs.

USEC also recognized the Jow price levels for new long term contracts and listed
contributing factors when it stated:

Recent indusiry and global economic developments have intensified the
effects of production ovér-capacity and continuing lower prices for
enrichment services. These developments include: the adverse impact of the
strengthening U.S. dollar; recent decisions by certain European utilities to
liguidate strategic SWU inventories; termination of the Kazakhstan
suspension agreement; a reduction in the open global demand for SWU, and
heightened price competition among uranium envichment suppliers.

Prices for new long term enrichment contracts have fallen steadily over the past six years,
from approximately $100 per SWU in 1994, to the mid $90s per SWU in 1996, and the
low $80s per SWU by 1999, all in then-current dollars. The spot market enrichment
market price decline leveled off during the past six months at about $80 per SWU, with
the long term price being only a few. dollars higher. Prices could rise during the next few
years to the low $90s per SWU in response to some expected modest increase in world
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requirements, the possible shutting down of excess USEC production capacity, potential
weakening of the U.S. dollar, and less intensive competition among suppliers.
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7. Uranium Inventories

At the time of its privatization in July 1998, USEC reported its inventories as totaling
74.755 million pounds uranium equivalent (U,04¢). The inventories were composed of
material already owned by USEC, transfers made by DOE between March 1998 and July
1998, and HEU-derived LEU that is committed to be transferred by DOE after blending
has been completed. A breakdown of the inventories, in million pounds U,O.e, is as
follows:

Inventories held on March 31, 1998 31.73
7,000 MTU natural UF, in accord with 1996 Privatization Act 18.29
50 MT HEU in accord with 1996 Privatization Act 13.07
3,800 MTU as UF, remedial action payment by DOE 9.93
45 MTU LEU remedial action payment by DOE 1.18
0.8 MT HEU remedial action payment by DOE 0.55
Total: 74.75

The 7,000 metric tons of uranium (MTU) and 50 MT HEU uranium, corresponding to
31.36 (=18.29+13.07) million pounds U,Oqe, is restricted from being sold into the U.S
market at a rate that is greater than 10% per year, that is, at greater than 3.14 million
pounds per year. The 3,800 MTU and the 45 MTU LEU (corresponding to a total of 11.11
(=9.93+1.18) million pounds U,0,¢) is restricted from being sold into the U.S. market at a
rate that is greater than 35% per year, that is, at a rate that is greater than 3.89 million
pounds per year. The total must be sold over at least four years. The remaining material
is unrestricted.

In addition to its inventories, as previously stated, USEC underfed its GDPs in FY 1998
but not in FY 1999. Underfeeding may have “generated” as much as four million pounds
of uranium equivalent (U;04¢) in FY 1998. However, since the approximately 75 million
pound inventory noted above is for the end of the third quarter of FY 1998, it is estimated
that the March 31 inventory was only increased by about one million pounds by the time
of privatization. It is estimated that USEC could in the future potentially accumulate up
to about 2 million pounds U,;Oue per year through underfeeding, that is, by operating its
enrichment plants at 0.26 weight percent (w/o0) U-235 while transacting with customers at
0.30 w/o, depending on the economic justification at the time.

USEC’s SEC filings indicate that its revenues for uranium sold in FY 1999 and the first
half of FY 2000 were $53.6 million and $41.5 million, respectively. It can be estimated
on the basis of spot market prices during these two periods that these sales depleted
USEC’s uranium inventory by about § million pounds U,Qge, leaving it with an end of
calendar year 1999 inventory of approximately 68 million pounds U,0,. However,
according to reports (e.g. NuclearFuel, July 13, 1998) USEC had already committed about
two million pounds U,O4e per year through 2005 when it was privatized in mid-1998, and
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was committed to deliver approximately 12 million pounds between the end of 1999 and
the end of 2005. If USEC has since doubled its commitment for this period as a result of
sales made between mid-1998 and the end of 1999, then its end of 1999 uncommitted
inventory would have been approximately 44 million pounds. If USEC’s January 2000
commitment to the Tennessee Valley Authority (TVA) is included, between 15 and 20
million pounds over ten years, then USEC’s uncommitted inventory currently amounts to
between 24 and 29 million pounds. In its 1998 privatization prospectus, USEC stated that
it would withhold 13 million pounds for GDP operational requirements --- this is
equivalent to about three months of working inventory. Since the purchase of HEU-
derived SWU will result in a GDP annual production level of only about 5 million SWU, a
working inventory of 6 million pounds U,;Ose should be adequate. This means that
USEC’s uncommitted uranium inventory could currently be between about 18 and 23
million pounds. Because the foregoing is based on best estimates, it would be conservative
to assume that USEC’s forward uranium sales from existing inventory will be limited to a
total of 20 to 30 million pounds. Uranium accumulated from underfeeding could increase
these quantities by about twe million pounds per year.

Consultant estimates that USEC’s delivery commitments will range between 6 and 8
million pounds per year through the middle of this decade and then taper off by 2010.
However an additional 2 million pounds per year may be obtained through underfeeding,
if economically justifiable, in which case sales may be accordingly higher. USEC’s
uranium sales, aiready largely committed as shown above, could generate revenues of
approximately $81 miilion per year. This is based on annual sales of 2.7 million
kilograms (7 million pounds) of uranium hexafluoride (UF,) at $30 per kilograms of
uranium( as UF,). However, it should be recognized that while this would generate cash
flow, the uranium has an underlying cost that is about 75% of the estimated market value,
that is, $22.50 per kilogram. The underlying cost was estimated as being between $20 and
$25 per kilogram, based on information given in USEC’s 1998 Privatization Prospectus.
Using an effective federal and state income tax rate of 34.5%, the resulting contribution to
after tax profit from the sale of the uranium inventory may be estimated as being as little
as 16% of the cash generated or about $13 million per year. This would correspond to a
benefit of about $1.20 per SWU on annual sales of 11 million SWU.

8. Strategies for the Future

Over the past six months, USEC has effectively signaled that its strategy for future
viability is going to be based on:

e Shutting down portions of excess capacity at both of its GDPs or completely shut
down one of the two plaats;

¢ Negotiating a substantial price reduction in the HEU-derived enrichment purchased
from Russia and/or obtain “peace dividend” compensation from the U.S. government;

¢ Reducing its workforce to the minimum level necessary to continue safe operation of
the GDP(s); and
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® Acquiring access to centrifuge technology to replace its diffusion technology as soon
as feasible.

None of these plans are a great surprise to industry observers, and all make good business
sense. If they can be completed successfully and market prices rise into the low $90s per
SWU, then USEC should be able to maintain some level of profitability. USEC now
operates as a commercial business, and must meet its fiduciary responsibilities to
stockholders. While USEC’s fortunes can be strongly affected by U.S. government
policies, USEC cannot set those policies, rather, it can only react to them in the most
business-like way possible.

USEC is somewhat limited in its options to rationalize excess production capacity due to
one of the conditions agreed upon as part of privatization, namely that both GDPs be kept
running untit 2005 unless one of a number of criteria indicative of poor financial
performance are triggered. The 1998 agreement between USEC and the Treasury
Department requires that USEC operate the two GDPs until the end of 2004, subject to the
following exceptions:

e The occurrence of any event beyond the reasonable control of USEC, such as fires,
floods, or acts of God, that prevent continued operation of the plants;

& If the Operating Margin (earnings plus interest and taxes divided by total revenue) of
USEC is less than 10% in a twelve consecutive month period;

« [If the long term credit rating of USEC is, or is reasonably expected in the next twelve
months to be , downgraded below an investment grade rating;

o If the Operating Interest Coverage Ratio (earnings plus interest plus taxes divided by
gross interest expense) of USEC is less than 2.5 in a twelve consecutive month period;

s If there is a decrease in annual worldwide demand for SWU to less than 28 million
SWU; or

« [If there is a decrease in the average price for long-term firm contract delivery of SWU
to less than $80 per SWU, in 1998 dollars.

While some of these criteria are not very precisely defined, and are, therefore, subject to
interpretation, the recent S&P and Moody’s down downgrading has clearly triggered one
of the criteria and put USEC in a position to begin planning a plant shutdown. In
addition, there could be a decline in the Operating Margin in the next year or two that
could provide a second shutdown trigger opportunity for the corporation. The table below
presents consultant’s estimates of the actual Operating Margins for FY 1998 and FY 1999,
and projected Operating Margins for FY 2000 and FY 2001. It is projected that the
Operating Margin could decline to about 7.7% in FY 2001, that is, by the end of calendar
year 2000.

March 2000 16



33

Pre-decisional Draft for Internal Use Only
-Business Confidential --- Not For Public Release-

USEC OPERATING MARGIN

4~ Actual | Projected —P
EY 98 EYgo EYQQ EYol
SWU Sold (Millions) 1.9 128 120 11.0
Avg. Price ($/SWU) $116.0 $115.0] $1114 $106.1
GDP Production SWU (at trans. Tails) 7.8 8.6 6.0 5.0
GDP Production Cost ($/SWU) $93.8 $90.3| $101.7 $103.2
Net Profit (Million $) $146.3 $152.4 $94.9 $45.9
Operating Margin 13.2% 13.1% 12.1% 7.7%

Despite the AVLIS program termination, USEC contends that it is still pursuing options to
secure a cost-effective advanced enrichment technology:

We are moving forward with our evaluation of potentially more economical
technology options, including the Silex laser enrichment process and gas
centrifuge technology,” ... “USEC has secured exclusive rights to explore
the commercial viability of the Silex enrichment process.

The separation of isotopes by laser excitation, referred to as Silex, is under research and
development (R&D) by the Australian company, Silex Systems Limited (SSL), at the
Australian government’s atomic energy facilities at Lucas Heights, New South Wales,
Australia. The research, still at the laboratory stage, reportedly resulted in demonstration
of key physics parameters by the end of 1999. USEC is continuing to fund the program
through mid-2000.

The Silex process has not been publicly described, but is believed to be generally similar
to the molecular laser isotope separation (MLIS) process that was researched and
eventually abandoned in the U.S., South Africa, Germany and Japan. The research in these
couniries was abandoned because of the projected poor economics of the relatively low
mass efficiency process. Because of restrictions imposed by the Australian government,
Silex could not be used to produce HEU fuel for the U.S. Navy, something that could
become necessary at some time in the future if USEC were to use only Silex for
enrichment in the U.S,

USEC has had discussions with DOE regarding the centrifuge technology that DOE
abandoned in 1985. It has also expressed interest in Russian and Urenco centrifuge
technology. Unless it obtains centrifuge technology through either licensing or merger-
acquisition arrangements with others, it will have to pursue a long and slow R&D path,
one that could take a great many years before providing a return. With regard to mergers
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and acquisitions, it should be noted that foreign entities are currently prohibited from
collectively having ownership of more than 10% of USEC’s voting securities. Entities
having a significant commercial relationship with a foreign enricher, as well as foreign
enrichers and their affiliates, are also currently prohibited from owning any securities of
USEC’s. It may require legislation to relax the existing foreign constraints.

9. Conclusions

USEC’s strategy of maintaining market share “at any cost” has not worked and must now
be revised. While there are indications that marketing revisions are underway, it could be
a year or more before a revised strategy is complete and an improved outlook for USEC is
apparent. In the meantime USEC must resolve the issues of plant shutdown and
production costs, the pricing of Russian HEU-derived SWU, and advanced technology for
future deployment.

During the next one to two years there is some likelihood that USEC may be regarded as a
takeover target by other companies in the industry and by venture capitalists, particularly
if its share price remains as low as it is currently. Any takeover is subject to the
constraint that no entity can acquire more than 10% of USEC’s voting securities for a
three-year period following privatization. However, there are indications that the
Congress may be willing to reduce the three-year limit.

By the end of next year, USEC must, and probably will, seek to obtain a substantial
reduction in the price it must pay for the SWU component of the Russian HEU-derived
low enriched uranium. The corporation, reasonably, maintains that the current price is far
too high for it to bear, when compared to its own marginal cost of production. The
Administration may be able to assist USEC in convincing the Russians of the wisdom of
tying price to prevailing market prices, and at some reasonable discount because of the
annual volume of SWU involved and the long term of the agreement.

In order for USEC’s financial viability to be restored as soon as possible, it must reduce
costs substantially since it will not be possible to increase the revenues that are projected
to result from the contracts in its current portfolio. The shutdown of one of the GDPs is
an unavoidable necessity in this regard, if the company’s viability is to be assured.
Substantial cost reductions could result from a reduction in the GDP operating labor force
from over 3,000 to about 1,500 workers, While the impact on labor would be significant,
the DOE may be able to offer alternative employment in some of its remedial action
programs.

For the mid to longer term, USEC must identify a reasonable cost centrifuge replacement
technology for its aging GDPs. This will require an evaluation of all of the realistic
options that may be available, ranging from arrangements that may involve corporate
mergers to acquiring technology through licensing agreements. While Silex could turn out
to be a commercially deployable technology someday, it will be some years before USEC
can rely on this becoming a possibility. In the meantime it must look to proven economic
technology to meet its needs.
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

July 22, 1998 CLOSE BOLD

ASFIFTANT SECRETARY

MEMORANDUM FOR SECRETARY RUBIN

DEPUTY SECRETARY SUMMERS
TEROUGH: John D. Hawke, Jeb

Under Secretary -+

{Domestic Finance)
FROM: Gary Censler { , -

Assistant S

(Financial Markets)
SUBJECT: Sale of the United States Enrichment Corporation
ACTION FORCING EVENT:

On June 24, 1598, you delegated to Under Secretary John D. Hawke, Ir. the authority of the
Secretary under legislation authorizing the privatization of the United States Enrichment
Corporation (“USEC™ or the “Corporation™).

Under Secretary Hawke redelegated such suthority to Assistant Secretary Gary Gensler. On June
28, 1998, Assistant Secratary Gensler conditionally approved on your behalf the decision of the
Board of Directors {the “USEC Board™) of USEC to privatize the Corporation through an inital
public offering (the “Ofering”™}, subject to further determinations by the USEC Board and
Treasury that no event or candition has ocourred since the date of the conditional approval that
would cause a change in the assessment that the Offering sutisfies the statutory requirements for
privatization. On June 29, 1998, USEC filed a registration statement with the Securities and
Exchange Commission and initiated a road show for the sale of the cammon stock of the privatized
corporstion. The USEC Board will meet this aftemoon and we expect them to make its required
determination that the Offering continues to satisfy the statutory requirements for privatization.
After the close of the securities market this aflemoon, we expect the underwriters to offer to
purchase from the Treasury 100% of the common stock 21 2 price. The filing range was berwesn
$13.50 and $16.50 per share, Wo understand that the current expecied price is approximately $14
per share, Assistant Secretary Gensler intends to give final approval to the sale based on our belief
that no event or condition has occurred since June 28, 1998, that would cause a change in the
assessment that the Ofering satisfies the statutory requirements set forth by Congress.

RECOMMENDATION:

That you determine that the actions that Assistant Secretary Gensler intends to take in giving final
approval is thpfale through the Offering are consistent with your delegation of authonity.

DECISIgN:

Approve Disapprove Let's Discuss
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DISCUSSION:

We believe that no event or condition has occurred since June 28, 1998, thar would cause us to
changs our assessment that the Offering satisfies the statutory requirements for privatization. The
more significant recent issues that have been sddressed in considering the privatization are set
forth below:

Procreds:

We anticipate that after the close of the public securities market, Morgan Stanley and Memill
Lynch, the co-managevs, will inform us that the underwriters are prepared to purchase 100 million
shares of USEC Inc. We understand that the underwriters cumrently expect that they will price the
shares 52 approximately $14 per share. Accordingly, the procesds from the sale of these shares will
be approximately $1.4 billion, less the underwriting discount of 2.96%. USEC will also obtin
debt financing of $500 million 10 pay 10 the Treasury as an exit divided. The combined proceeds
from the Qffering and the debt financing will result in aggregate proceeds to the United States of
approximately 1.9 billion, less the discount.

You may recal! thas the Carlyle Consortium offered $1.9 billion, with $100 million of such
proceeds set aside in an indemnification eserow nt for up to six years and post clesing
adjustment for mx basis.

Effects op the Commaunities:

The Offering is likely to result in the reduction of 600 jobs, 100 jobs through atition, at the
gaseous diffusion plants operated by USEC in Paducah, Kentucky and Porntsmouth, Ohio over the
next two fiscal years. USEC has entered into two agreements with the Department of Energy
(“DOE") to ameliorate the effect of swff reductions. Under the first agreement, DOE will assume
responsibility for a certain amount of depleted UF, generated by the privatized company for a
payment of $50 million from USEC’s pre-privatization funds. DOE will apply these funds through
its “work for others™ program for two purposes. First, DOE will initiate research and development
for the establishment of a facility to treat the depleted uranium. I constructed, the new facility
would create 3 significant number of jobs. Second, DOE will esnablish a canister maintenance
program to enhance the protection of the depleted uranium. DOE bas stated its intention 1o give
hiring preferences under its canister maintenance program to qualified USEC workers that are
affected by the staff reductions. Under the second agreement to ameliorate the effect of job
reductions, USEC is providing certain worker transition assistance benefits using $20 million from
USEC's pre-privatization funds.

The disposition of depleted uranium is also addressed by lsgislation unanimously adopted by the
Senate on July 16, 1998, and adopted by the House on July 20, 1998. We expect that the
iegisiation will be signed into law prior to the closing date, The legislation will set aside
approximately $385 million from USEC’s revenue account and will direct DOE to prepare, by
fiscal year 2000, a plan for applying these funds to the disposal of depleted urtnium and the
construction of onsite disposal facilities at each of the gaseous diffusion plants operated by USEC.

Pagelof 3
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On June 27, 1998, USEC entered into 3 Jetter agreement with Treasury in which it agreed that, in
the event of the Offering, it would contractually commit to operaze the gaseous diffusion plants
until January 1, 2005, unless a significant event occurs that could threasen USEC’s viability or the
maintenance of 2 reliabie domestic enrichment industry. By 2 letter to Treasury dated July 10,
1998, USEC clarified some of the exceptions to its obligation to operate the plants, and provided
assurance that current projections do not anticipste the cecurrence of events that would allow plant
closings under these exceptions. These clarifications were incorporated imo an agreement signed
on July 14, 1998,

National Security:

Subsequent to our June 28, 1998, decision 1o proceed with the Offering, the Administration has
received a number of expressions of concem regarding national security aspects of the
privatization: first, the effect of USEC’s projested uranium sales on the agreement now being
negotiated between Russia and western companies to sell Russia’s natural ursnium; and second,
USEC’s commercial interests may be in conflict with its role as Executive Agent under the
Russian HEU Agreement. These issues have been discussed by the interagency groups since the
initiation of the privatization process in 1995. In response to heightened concem with these
issues, consuitations took place over the last month among senior officials of Treasury, the Office
of the Vice President, the National Security Council, the Council of Economic Advisers, the
National Economic Council, the Department of State (*DOS"™), DOE, and the Office of
Management and Budget On July 20, 1998, senior Administration officials met with Senator
Domenici to discuss thess issues. Additionally, USEC provided DOS with writien clarificstions
on July 21, 1992, providing a somprehensive summary of its policies and plans with respect 1o
completed sales of natural nranium, an elaboration of its statements made in the Registration
Statement of its intest to sell narural uranium, and its vies on the importance of remaining in the
Executive Agent for the Russian HEU Agreement We understand that on July 22, 1998, Samuel
R. Berger, Assistant to the President for National Security Affairs, advised President Clinton thas,
notwithstanding the national security issues raised, the privatization of USEC should proceed.
Additionally, DOS has informed us that it concurs with Mr. Berger.

Dual Path

The decision on June 28, 1998, o privatize USEC through an initial public offering was based on
an analysis of privatization alternatives and s determination that the Offering was superior to the
ieading negotiated ssle proposal made by the Cariyle Consortium. Gn July 16, 1998, the Carlyle
Consontium medified its offer to incorporate certain provisions of an agreement between USEC
and Treasury that limit workforce reductions at the gaseous diffusion plants. Notwithstanding this
modification, we have not undertaken 2 new “dual path™ decision as there remain significant
differences between the Carlyle Consortium proposal and the Offering as set forth in our
memorandum to you, dated June 24, 1598,

Page3of 3
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I D\ DEPARTMENT OF THE TREASURY
':‘ WASHINGTON, D.C. 20220

Ryt July 22, 1998

MEMORANDUM FOR GARY GENSLER
Assistant Secretary
(Financial Markets)

FROM: Peter C. Necheles 7& Nt ——
Senior Advisor
{Government Financial Policy)

Roberta K. Mclnerney
Assistant General Counsel

(Barking and Finance)

SUBJECT: Treasury Approval of the Privatization of the United States
Enrichment Corporation through an Initial Public Offering

ACTION FORCING EVENT:

On June 28, 1998, on behalf of the Secretary of the Treasury (the “Secretary”), you conditionally
approved the June 11, 1998, decision of the Board of Directors (the “Board™) of the United
States Earichment Corporation (“USEC™ or the “Corporation™) to privatize USEC through an
initial public offering (the “Offering™) and made @ related deterrnination regarding the proceeds of
the Offering to the Treasury '

Your conditional appmvals and determination were subject to: (1) a further determination by the
Board, immediately prior to the execution of an underwriting agreement in connection with the
Offering (the “Underwriting Agreement™),? that no event or condition has occurred since June 11,
1998, that would cause the Board to change its assessment that the Offering satisfies the statutory
requiremerts set forth in the Atomic Energy Act of 1954, as amended by the Energy Policy Act of
1992, and the USEC Privatization Act* (collectively, the “Privatization Legislation™); and (2) a
further determination by the Secretary, immediately prior to the execution of the Underwriting
Agreement, that no event or condition has occurred since June 28, 1998, that would cause the

! Exhibit |. Derision on the privatization of the United States Enrichment Corpurslion. dated June
28, 1998 (the “June Memorandum™). mmmmudha-nuﬂudeﬁndmuhw&wpmwehm
in the June Memotandum.

2 pxhibit2. Underwriling Agreement dated July 22, 1998,
3 pub.1. No. 102486, 106 Stat. 2776 (1992), 42 US.C. 1297 g 3eq.

“ Pub. L. No. 104-134, 100 Stat. 1321 (1996), 42 US.C. 2297h et 3eg.
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Secretary to change his assessment that the Offering satisfies the statutory requirements set forih
in the Privatization Legislation. In order for the Offering tc proceed, the Secretary must make
such a determination and execute the Underwriting Agreement, The order and directive
delegating to you the authority, of the Secretary under the Privatization Legislation remain in
effect ’

Since your approval, USEC has filed s registration statement with the Securities and Exchange
Comvrission and an amendment thereto.* Additionally, the Board has made the required
determination as described above.? The underwriters have now offered to purchase from the
Depaniment of the Treasury (“Treasury”™) 100% of the common stock of USEC Ine.® at $14.25
per share.

RECOMMENDATION:

For the reasons discussed in this memorandum and the June Memorandum, we recommend that
you, on behalf of the Secretary, make the determnination set forth below, sign the attached letter
(Attachment A) communicating to USEC this determination, execute and deliver the
Underwriting Agreernent sntached hereto (Attachment B), and execute and deliver such other
documents as may be necassary or appropriate 1o allow the consurmation of the Offering.

BETERMINATION:

No event of condition has occurred since June 28, 1998, to have caused the Secretary to change
his nt that the Offering satisfies the statutory requirements set forth in the Privatization

ove Disapprove Lat's discuss

ISCUSSION:

In the June Memorandum we described the process followed by USEC, the Treasury, and other
relevant agencies, and the specific statutory criteria set forth in the Privatization Legisiation. We

s Exhibit 3. Order from Secretary Rubin delegating 1o Undex Secreiary Hawke the Secretany™s suthonity o
oxtevsise a0y right or power, smale any finding or detznmination. or perform any duty or obligation which the Saretary is
Rorizad 1 ive, ke o perform p 1 the jegisialy izing the privatization of USEC. Redelegation of

such suthority Gom Under v Hawke 0 Secreury Geasler.

& Exhibit 4. Registration Statement, dated Junc 29, 1998, snd Amendment No. 1, dated July 20,1998,
7 ExhibitS. Boerd Remiution Approving the Offering, datad July 22, 1998,
¥ The holding company of USEC"s sucsessor entity afler giving effect (o the privatizaticn.
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analyzed the evidence supporting the Board's conclusion that the Offering will satisfy the
statutory criteria and concluded that the Board's decision was made in accordance with the
requiremnents of the Privatization Legislation. Additionally, we analyzed the informasion made
svailable to us from the Corporation, the Board, the privatization sdvisors,’ relevant federal
agencies, and the leading candidate for & negotiated third-party sale, and, in considering the
options for privatization, concluded that the Offering is superior in accomplishing the objectives
of the Privatization Legisiation. Based on the analysis that foliows, we believe that no event or
condition has ocourred since the approvals and determination made by you on June 28, 1998, that
would cause the Secretary to change his assessment of the satisfetion by the Offering of the
statutory requirements set forth i the Privatization Legisiation,

On July 16, 1998, Treasury received a letter from the Carlyle Consortium extending the date of its
offer for the acquisition of USEC to July 31, 1998. Additionally, the Carlyle Consortium
modified its offer to incorporate certain provisions of an agreement between USEC and Treasury
that limit workforce reductions at the gassous diffusion plants. Nommsandmg zhxs
modification, we have not undertaken a new “dual path” decision as there if
differences between the Carlyle Consortium proposal and the Offering as set forth in the June
Memorandum.  Additionally, on July 17, 1998, Treasury received 8 latter from the Texas Pacific
Group Consortium expressing its continued interest in acquiring USEC."

In connection with the Offering, USEC has established several wholly-owned subsidiaries.
Through 2 serics of mevgers that will occur imenediately prior to the closing of the Offering,
ownership of the assets and obligations of USEC will be transferred to a Delaware-chartered
corporation, which will become a wholly owned subsidiary of USEC Inc., the corporation whose
common stock will be sold in the Offering. Simultaneously with the closing of the Offering,
USEC Inc. will obtain a $700 mullion sredit facility from the Bank of America National Trust and
Savings Association. At closing, USEC Inc. will borrow $550 million under the credit facility, of
which $500 million will be paid to the Treasury (the proceeds paid to the Treasury are referred to
as the “Debt Proceeds™).

In discussions earlier today with the co-lead managers of the Offering, Morgan Stanley and
Merrill Lynch, we were provided with azcess to the underwriters’ book of orders and, in
coordination with the Board, we discussed the price for the Offering. Based upon such
discussions, the underwriters agreed to price the common stock of USEC Inc. at $14.25 per

? Toassist in the privatization, USEC retsined the services of Morgan Steniey & Co. (“Morgan Stanley™), as

and co-lesd Marill Lynch & Co. (“Merrill Lynch™), as co-leed manager, 1.P. Morgan & Co.
m‘ur&aum*).swum and Skeadden, Arps, Slawe, Meagher & Fiom LLP (“Skudden Arps™
lcsively, the “peivatization sdvisors™,

1 Eyhibité, Carlyle Consortium letier, dated July 16, 1998,

Y Exhibic 7. Texss Pacific Group Consortium letter dated July 17, 1998,
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share. Thus, the Offering and Debt Proceeds will result in aggregate gross proceeds 1o the federal
government from the privatization of $1.925 billion.

This sfienoon we were informed by the Chairman of the Board that it authorized the Offering of
100 million shares of the cornmon stock of USEC Inc. &t a price of $14.25 per share. The
Chairman also informed us that the Board provided final approval to the privatization by
determining that no event or condition has occurred since June 11, 1998, that causes the Board to
change its assessment that the Offering satisfies the statutory requirements for privatization set
forth in the Privatization Legislation. In discussions today, we confirmed that no event or
condition has occurred since June 28, 1998, that causes the Departments of Energy (“DOE”), the
Office of Management and Budget (*OMB”), or the Nuclear Regulatory Commission (“NRC™) to
modify their earlier advice to Treasury that the Offering complies with the Privatization
Legisiation.'?

Reguirements of the Atomic Energy Act of 1954, as amended by the Energy Policy
Act of 1992

Under the Atomic Energy Act of 1954, as amended, the Board is required to determine, in
consultation with appropriate agencies, that privatization will satisfy the following criteria:

(1)  Privatization through the Offering will result in a return to the United States at
least equal to the net present value of the Corporation,

As discussed in the June Memorandum, a number of studies conducted by USEC, its financial
advisors and Treasury examined the net present value of USEC if it were to continue to operate
as.a goverryment corporation, pursuant to its current authorities. The resuking valuations range
from $100 million to $1.08 billion. The most recent analysis concluded that the net present value
of the in-government case ranges from $675 million to $762 million.

Morgan Stanley and Merriil Lynch have informed us that the underwriters are prepared to
purchase 100 million shares of USEC Inc. for $14.25 per share pursuant to the Underwriting
Agreement. Accordingly, the proceeds from the sale of these shares will be §1.425 billion, less
the underwriting discount of approximately $42 million and the success fee for J.P. Morgan of
$6.75 million, resulting in net Offering proceeds of approximately $ 1,375 billion.”> Combined
with the net Debt Proceeds, the aggregate net proceeds to the federal government will be

3 OnJuiy 20, 1998, you coasulled with Betsy Moler, Acting Secretary of DOE, mnd Jack Law, Asting Director of
OMB, who confirmed the continued support of their respective sgencics for the privetization of USEC through the Offcring,

n mmmwmmmwmnkpdmussc.mummm
Treamsy. As an azst of tha fadaral g account of go funds that, to the extent not
pesded for privatization \nllh sl lolhe' pn‘ll’md Beeanae the balance of the revente account
hslhﬂyba:rwddnmwbytherdqﬂgmmgmMmm-mlmmumluMmhMo{
the privatization.
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approxirnately $1.875 billion. This amount exceeds the highest of the net present valuations of
USEC if & were to continue 1o operate as & government corporstion.

Accordingly, to our knowledge, no event or condition has occurred since June 28, 1998, that
would causs us to change our assessment that the Board's conclusion that privatization through
the Offering will result in 2 return to the United Stazes at least equal to the net present value of
the Corporation, is supported by the evidence and in accordance with the requirements of the
Atornie Energy Act of 1954, as amended.

{2}  Privatization through the Offering will not result in the Corporation being owned,
controlled, or domirated by an alicn, a foreiga corporation, or & foreign
government.

We have reviewed the certifieate of incorporation for each of the Delaware corparations being
formed in connection with the privatization,* and have confirmed that each such docurnent
includes the restrictions on foreign ownership and control described in the June Memorandum.
To our knovdedge, no event or condition has occurred since June 28, 1998, that would cause us
1o change our assessment that the Board™s conclusion that privatization through the Offering will
not result in the Corporation being owned, controlled, or dominated by an alien, a foreign
corporation, or a foreign government, is supported by the evidence and in accordance with the
requirements of the Atomic Energy Act of 1954, as amended.

(3)  Privatization through the Offering will not be inimical to the health and safety of
the public or the common defense and security.

calth

On July 9, 1998, NRC informed Treasury that a pre-decisional memorandum discussing USEC
was inappropriately rejeased in NRC's public document room. We understand that the
memorandum included a recommendation that USEC receive 2 “poor performance” rating for the
Portsmouth, Ohio gaseous diffusion plant. NRC’s Office of General Counsel stated that the pre-
decisional memorandumn was subisequently removed from the public docuinent room, and NRC
has asked that Treasury not consider this memorandum as an official or final position.* On July
16, 1998, NRC, in a separate matter, announced a propased fine against USEC due to alleged
inadequacies in USEC's maintenance and testing program for safety-related valves at the
Portsmouth, Ohio plant.

¥ These companies s USEC Iic.. the holding company whose stk is being sold 1o the public, United States

B Exbibitt. Letiar, dated July 9. 1998, fram Maicolm R. Knapp, Acting Dircctor of the Office of Nuclear
Mateial Sality s0d Safeg
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Prior to the establishment of USEC as a government corporation, the operation of the gasecus
diffusion plants by DOE was not subject to NRC regulatary oversight. As described in the June
Memorandum, USEC has taken measures to upgrade the piants to meet NRC regulatory concerns
and must continue to address NRC concemns after privatization. We understand that the proposed
fine described above i conaistent with actions taken by NRC against USEC in the past, as
described in the Registration Statement. The possible rating of “poor performance” appears to be
substantively different from prior NRC sctions. Because the memorandum is pre-decisional and
does not represent an official decision by NRC, however, Skadden Arps and USEC managemert
have determined that there is no obligation to disclose the information in the Registration
Statement. While the continuing issues with the operation of the Portsmouth, Ohio plant are
problematic, we have no reason to expect that privatization will result in reduced attention to
regulatory compliance matters, and we have no reason to question the ahility of NRC to
adequately regulate USEC after privatization. NRC has not recommended that we delay the
privatization based on these factors.

Common Defensc and Security

Subsequent to Sur June 28, 1998, decision to proceed with the Offering, the Administration has
received a ber of expressi of n regarding national security asp of the
privatization. Some have expressed concerns about the possible effect of USEC's projected
uranium sales on the agreement now being negotiated b Russia snd panies to
sell Russia’s natural uranium. Some have also questioned whether USEC's commercial interests
may be in conflict with its role as Executive Agent under the Russian HEU Agrecment.* These
issues have been discussed by the interagency groups since the initiation of the privatizahon
process in 1995. In response to heightened concern with these issues, consulttions took place
over the last month among senior officials of Treasury, the Office of the Vice President, the
Nationa! Security Council ("NSC™), the Council of Economic Advisers, the National Economic
Coungcil, the Department of State (“DOS"), DOE, and OMB."” On July 21, 1998, USEC provided
DOS with written clarifications of its policies and plans with respect to completed sales of natura)
uranium, an elaboration of its statements made in the Registration Statement of its intent to sell
natural uranium, and its views on the importance of remaining the Executive Agent for the
Russian HEU Agreement.” On July 20, 1998, sentor Administration officials met with Senat
Domenici to discuss these issues. We understand that on July 22, 1998, Samuel R. Berger,

¥ Exdibit9, Lettar dated June 26, 1998, from Senator Pele V. Dowmenici % Sandy Berger. Lener dated July 16,
1998, from Major General Willin Bumns, Thomas NefT, john P. Holdren, snd Graham T. Allison to President Clinton. Letter
dated July 20, 1998, rom Senator Domenici to Acting Sacvetary Elizabeih Moler, Leon Fucrth, Larry Stein, Jim Steinterg and
Joshus Getheurn.

37 The Earict Oversight C: 3 chisired by the NSC, met oo July 2 ead 16, 1998. Ou July 17 end 20,
1992, the NSC Depies chaired ten ions o the USEC privatization. On July 20. 1993. representatives from the NSC
Deputies met with Senstor Damenici.

' Exhibit 1. Lotter deicd July 21, 1993, from USEC Chairman William Rainer and President and CEO Timbers
10 Acting Under Secretary Holum.
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Assisiant to the President for National Security Affairs, advised President Clinton that,
notwithstanding the national security issues mised, the privatizssion of USEC should proceed.
Additionally, DOS has informed us that it concurs with Mr. Berger.

Accordingly, to our knowledge, no event or condition has occurred since June 28, 1998, that
would cause us to change our assessment that the Board's conclusion that privatization through
the Offering will not be mimical to the health and safety of the public or the common defense and
security, is supported by the evidence and in azcordance with the requirements of the Atomic
Energy Act of 1954, as amended.

{4)  Privatization through the Offering will provide resscrable sssursnce that
adequate enrichment capacity wili remain available to meet the demands of the
domestic electric utility industry.

To our knowledge, no event or condition has occurred since June 28, 1998, that would causs us
to change our assessment that the Board's conclusion that privatization through the Offering will
provide reasopahle assurance that adequate enrichment capacity will remain available 1o meet the
demands of the domesti electric utility industry, is supported by the evidence and in accordance
with the requirements of the Atomic Energy Act of 1954, as amended.

Requirements of the USEC Privatization Act

Under the USEC Privatization Act, the Board is required to determine, with the Secretary’s
approval, that privatization will satisfy the following statutory cniteria.

(1)  Privatization through the Offering will provide for the long-term viability of the
Corporstion.

To our knowledge no event or condition has occurred since June 28, 1998, that would cause us to
change our assessment that {i) as comnpared to the Carlyle Consortium proposal, the Gffering will
provide superior assurance of the long-term viability of the private corporation and (a) the
Board’s conclusion with respect to the long-term viability of the corporation is appropriate and in
accordance with the requirements of the USEC Privatization Act.

(2)  Privatization through the Offering will provide {or the continued operation of
DOE’s gaseous diffusion plants.

The Offering is likely to result in the reduction of 600 jobs, 100 jobs through attrition, at the
gasecus diffusion plants operated by USEC in Paducah, K iy and Por th, Ohio over the
next two fiscal years. USEC has entered into two agreements with the DOE to ameliorate the
effect of staff reductions. Under the first agreement, DOE will assume responsibility for a certaia
amount of depleted uranium generated by the privatized company for a payment of $50 million

Page 7 of 10
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from USEC's pre-privatization funds. DOE will apply these funds through its *work for others”
program for two purposes. First, DOE will inttiate research and development for the
establishment of 8 facility to treat the depleted uranium  If constructed, the new facility would
creats & significant number of jobs. Second, DOE will establish a canister maintenance program
1o enhance the protection of the depleted ursnium. DOE has stated its intention to give hiring
preferences under its canister maintenance program to qualified USEC workers that are affected
by the staff reductions. Under the second agreement to ameliorste the effect of job reductions,
USEC & providing certain worker transition assistance benefits using $20 million from USEC's
pre-privatization funds.

The disposition of depleted uranium is also addressed by legislation unanimously adopted by the
Senate on July 16, 1998, and adopted by the House on July 20, 1998. We expect that the
legislation will be signed into law prior to the closing date. The legislation will set aside
approximately $385 million from USEC’s revenue account and will direct DOE to prepare, by
fiscal year 2000, a plan for applying these funds to the disposal of depleted uranium and the
construction of onsite disposal facilities at each of the gaseous diffusion plants operated by
USEC.®

On June 27, 1998, USEC entered into a letter agraement with Treasury in which it agreed that, in
the event of the Offering, it would contractually commit to operate the gaseous diffusion plants
until January 1, 2005, unless 3 significant event occurs that could threaten USEC s visbility or the
maintenance of 4 reliable domestic enrichment industry. By a letter to Treasury dated July 10,
1998 USEC clarified some of the excéptions to its obligation to op the plants, and provided
assurance that current projections do not anticipate the of that would allow plant
closings under these exceptions.™ The provisions of the Agreement Regarding Post-Closing
Conduct relating 1o the gaseous diffusion plants were revised to reflect USEC’s clarification, and
this Agreernent was signed on July 14, 1998.%

Accordingly, to our knowledge, no event or condition has securred since June 28, 1998, that
would cause us to change our assessment that (i) as comnpared to the Carlyle Consortiom
proposal, the Offering will provide superior assurance of the continued operation of the gaseous
diffusion plarts, and (ii) the Board’s conclusion with respect to continued operation of the plants
is appropriate and in accordance with the requirements of the USEC Privatization Act.

¥ Coagress' sction is suggestive of widaspread support for pri

®  Exhibit 12. Lester dated July 10, 1998, Gom William . Rainar and Wiltiam H, Timbers, Jr. to Gary Gensler,
and analysis provided by USEC staff’

B Bxhibit 13. Agrecment Regarding Post-Closing Conduct, dated July 14, 1998,
Page 8 of 10
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{3)  Privatization through the Offering will provide for the protection of the public
interest in maintaining 2 reliable and economical domestic source of uranium
mining, enrichment aad conversion scrvices and industries.

As noted sbove, USEC will have approximataly 75 million pounds of natural uranium in its
inventory. We note, however, that the worldwide annual demand for natural uranium is
approximately 160 million pounds and that, as discussed above in connection with the statutory
criterion related to national security, USEC has stated its intenition to sell its natural uranium
gradually into the market.?

Accordingly, to our knowdedge, no event or condition has occurred since June 28, 1998, that
would cause us to change owr assessment that (i) as compared to the Carlyle Consortium
propoesal, the Offering will provide superior assurance of protecting the public interest in
mantaining 8 reliable and economical domestic of uranium mining, enrichment and
conversion services, and (i) the Board's conclusion with respect 1o this statutary criterion is
appropriate and in accordanse with the requirements of the USEC Privatization Act.

B Exhibit1s. Mmdmmdmmlmrutkmy dated July 20, 1998, Preparad with
the technical asvistance of Philip G. Sewell, USEC Vice Presid 7 D
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(4)  To the extent consistent with the other statutory provisions, privatizatios through
the Offering will provide the maximum proceeds to the United States.

As discussed above, the net privatization proceeds, including the net Debt Proceeds, are
approximately $1.873 ballion This amount is approximately the same as the amount of §1.877
billion, estimated by I.P. Morgan es the net proceeds of the Carlyle Consortium proposal (without
giving effect to the six-year $100 million escrow that would be established under the proposal).®
However, as noted in the June Memorandum, there are significant differences in the non-price
statutory criteria between the two proposals.

Accordingly, to our knowledge, no event or condition has oceurred since June 28, 1998, that
would cause us to change our assessment that (i) the Offering will, in a2 manner consistent with the
principles set forth in Sestion 3103(a) of the USEC Privatization Act, provide the maximum
proceeds to the United States, (ii) the Board’s conclusions with respect to this criterion are
appropriate and in accordance with the requirements of the USEC Privatization Act, and (iii) the
Secretary should determine, pursuant to Section 3103(¢) of the USEC Privatization Act, that the
Offering will provide the maximum proceeds to the Treasury consistent with the principies set
forth in Section 3103(a).

B As discussed above, USEC s pre-privatization funds are not considered 25 proceeds of pri
Accordingly, the $70 million obligated by USEC from these funds in coanestian with agreements with DOE regarding depletad
UFg &nd worker assistance do nol affect the calculation of procesds.
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DEPARTMENT OF THE TREASURY
WASHINGTON

ASSISTANT SECRETARY

The Honorable Tom Bliley
Chairman

Committee on Commerce
U.S. House of Representatives
Washington, DC 20315

Dear Mr. Chairman:

In recent discussions with Under Secretary Gary Gensler, House Commitiee on Commerce (the
Commitiee) staff requested that the Treasury Department provide the Committee with certain
information concerning the privatization of the United States Enrichment Corporation (USEC).
This letter responds to that request.

Specifically, Committee staff asked Treasury to provide the following information: (1) the fees
charged by financial intermediaries for the USEC initial public offering (IPO) compared with the
fees that would have been charged if there had been a merger or acquisition (M&A), and (2)
Treasury’s examination of separative work units (§WLU) price volatility and its effects on
USEC’s viability and ability to serve as the U.S. Government’s Executive Agent.

In response to your first request, the enclosed chart provides a comparison between IPO fees and
M&A fees. In response to your second request, we conducted a search of our records for
relevant information, We were unable to locate any documents containing analyses of SWU
price volatility and its effects on USEC, and none of the current Treasury employees we
questioned regarding SWU price analysis work recalled participating in any such efforts, We
were informed that Peter Necheles (a former policy advisor at the Treasury Department) recalled
having several discussions with Department of Energy staff concerning the effects of SWU price
scenarios on USEC’s willingness to continue to serve as Executive Agent, but we have not found
any written accounts of such discussions in our files,

Please do not hesitate to contact me if you have further questions concerning this matter.

Sincergly,

o, Rel 7
Linfla L. Robertson '/Z ’7/)
Assistant Secretary

{Legislative Affairs and Public Liaison)

Enciosure
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COMPARISON OF FEES FOR USEC PRIVATIZATION
ro
Entity Fee®
Morgan Stanley (Lead Manager) 4.8 million
Merrill Lynch {Co-Lead Manager) 4.8 million
Syndicate of Underwriters 32.6million ¢ vior Bwk (/\(,eA}
Total Underwriting Fees $42.3 million’
1.P. Morgan {Financial Advisor) $11.8 million
M&A
Entity Fee®

Morgan Stanley (Transaction Manager) $ 7.6 million

1.P. Morgan (Financial Advisor) $11.5 million

' This chart does not contain & comparison of legal fees. The law firms involved charged hourly rates. Itis
therefore impossible to determing the legal fees for an M&A that did not occur. Cm its Form $-1 (filed with the
Securities and Exchange Comrnission), USEC reported $2.1 million in legal fees and expenses directly attributable
to the IPO. Legal fees for pre-privatization work that was not directly attributable to the IPQ, however, are not
publicty available.

? The underwriting fees are based on a 2.97% discount of the total proceeds received from the public, prorated fo
teflect each underwriter’s propertion of shares purchased. A total of 100 miilion shares were soid to the public at
$14.25 per share. Morgan Staniey may have received fees exceeding $4.8 million ($4.8 million was computed
based on the prospectus), but its net fees were effectively reduced by a $2 million “rebate” payment to Treasury.
1.P. Morgan’s fee for its rale as financial advisor was paid from USEC’s cash balances, not out of the IPO proceeds.
1P, Morgan’s fee includes payments received over a 3-year period and a success fee received at the time the IPO
was completed.

® Dug to rounding, the amounts shown actually add to $42.2 million, but $42.3 million was the actual total amount.

* Morgan Stanley’s M&A fee would have been computed by multiplying 0.4% by $1.9 billion, which was the
Carlyle Consortium’s bid price. J.P. Morgan’s fee fer its role as financial advisor would have been paid from
USEC’s cash balances, not out of the proceeds from the M&A.
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PROSPECTUS
100,000,000 Shares

USEC Inc.

COMMON STOCK

O the 100,000,000 shares of cammon stock (the “Shares) offered hereby, 90,000,000 Shares are being offered nsmally in the United
States by the U-S, Underuriters and 10,000,000 Shares ore being offered initially outside the United States and to foreign persans by the
L of the 100,000,000 Shares of USEC Inc. (the “Company” or P iseCh)
offered hereby are being .;,fmd and sold by the Ciced Staves Gomrnemens (the “U.S. Governmen:"), which is selling its entire
interest in the Company. See “Selling Stockholder." The Company will not receive any of the proceeds from the sale of the
Shares by the U.5. Government; however, the Company will receive the proceeds, if any, received as a result of the
exercise of an over-atlotment option granted by the Company 1o the U.S. Underwriters. Any proceeds received by
the Company as a result of the exercise of the over-allotment option will be used 1o reduce indebtedness of
the Company and for general corporate purpases. Prior to this offering, there has beon no public
market for the commaon stock of the Company (the “Common Stock™). See “Underwriters” for a
discussion of the factors convidered in determining the initial public offering price.

The Shares have been approved for listing on the New York Stock Exchange under the symbol “USU,"
subject to official notice of issuance.

The Company’s Cortificate of 1 es fort ions on foreign cwnership of shares.
See “Description of Capuul o Furs:gn memp Resirictions.”

SEE “RISK FACTORS” BEGINNING ON PAGE 12 FOR INFORMATION THAT SHOULD BE
CONSIDERED BY PROSPECTIVE INVESTORS.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

PRICE $14% A SHARE

Underwriting
Price to Discounts and Proceeds o
Public Commissions (1) U.S. Government(2)
PerShare ........................ £14.25000 $0.42322 313.82678
Total(3j ... £1,425,000,000 $42,822,000 $1,382,678,000
(1) The Company, after the Privatization (as dsfined below), }uu agreed to indemnify the ['iderwriters aguinst certain
Libilitiss, incluaing liabilities under the Sscurities ot of 1933, as wmended. The U'S. Government will not provide wiy
£ writers and the U.S, (‘ovzrnmnt wzll have no liubility under the becurltus Act of l’))‘.} s
amended. See ‘LSEC qumatwn and I — Certain Restrict in Ci wrth the

(2} Before deducting expenses estimated at $5.8 million to be paid out of the Company’s account at the L 8. Department of the
Treasury (the “U.5. Treasury’ ).

1) The Compuny has granted the U.S. Underriters an option, exercisable within 30 days of the date hereof. to purchase up to
an aggregate of 20,000.000 nal shares of Common, Stock at the price to public, less underwriting discounts and
commissions, for the Burpose of covering over-allgtments, if any. If the aver-allotment option iy exercised i full. the total
price to public, and underwriting discounts and commissions will be §1.567,500,000 and $46.554,200, respectively. The
Irocecds'to 5. Govermmont 104l nat ohange by ang such exereise. bus if the aver allotment option s exercised in full. the
Company witi receive proceeds in the amount of $158,267.800. Se¢ “U'nderwri

MORGAN STANLEY DEAN WITTER MERRILL LYNCH & CO.

Global Coordinator Co-Global Coordinator

J.P. MORGAN & CO.

Financial Advisor

The Skares are offered, subject to prior sale, when, as and if accepted by the Underwriters named
herein, and subject to the approval of certain leg‘a.l matters by Davis Polk & Wardwell, counsel for
the Underwriters. It is expected that delivery of the Shares will be made on or about Ju.ly 28, 1998 at
the office of Mordan Stanley & Co. Incorporated, New York, N.Y., against payment therefor in
immediately available funds.

MORGAN STANLEY DEAN WITTER MERRILL LYNCH & CO.
M. R. BEAL & COMPANY
JANNEY MONTGOMERY SCOTT INC.
LEHMAN BROTHERS
PRUDENTIAL SECURITIES INCORPORATED

SALOMON SMITH BARNEY
July 22, 1998
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UNDERWRITERS

Under the terms and subject to the conditions in an Underwriting Agreement dated the date hereof {the
“Underwriting Agreement”), the U.S. Underwriters named below, for whom Morgan Stanley & Co.
Incorporated, Mermill Lynch, Pierce, Fenner & Smith Incorporated, M. R. Beal & Company, Janney
Montgomery Scott Inc., Lehman Brothers Inc., Prudential Securities Incorporated and Smith Barney Inc. are
acting as U.S. Representatives. and the International Underwriters named below, for whom Morgan Stanley &
Co. International Limited, Merriil Lynch [nternational, M. R. Beal & Company, Janney Montgomery Scott
Inc., Lehman Brothers International (Europe). Prudential-Bache Securities (U.K.) Inc. and Smith Barney
Inc. are acting as International Representatives. have severally agreed to purchase, and the U.S. Government
has agreed to sell to them, severaily, the respective number of Shares set forth opposite the names of such
Underwriters below:

Number of
Name Shares
U.S. Underwriters:

Morgan Stanley & Co. Incorporated .. ............. ... ... ... ..o 9,177,893
Merrill Lynch, Pierce, Fenner & Smith

Incorporated . ... ... ... L. e 9,177,892
M.R. Beal & Company ..... 4.588,843
Janney Montgomery Scott Inc. . 4.588.843
Lehman Brothers Inc. ........... 4,588,843
Prudential Securities Incorporated . 4.588,343
Smith Barmey Inc. ............ 4,588,843
Advest, Inc. ................... 800,000
Robert W. Baird & Co. Incorporated ... 800,000
Bear, Stearns & Co. Inc. ........... . 1,650,000
William Blair & Company, LL.C. ................ 800,000
Blaylock & Partners, L.P. 1,650,000
J.C. Bradford & Co. ..... .. . .. 800,000
BT Alex. Brown Incorporated ............. .. .. ... . ... ...l 1,630,000
Chatsworth Securities LLC ... ... .. .. . ... 225,000
CIBC Oppenheimer Corp. ... .. 1,650,000
Credit Suisse First Boston Corporation 1,650,000
Doft & Co.,, Inc. ............... 225,000
Doley Securities, Inc. ......... 225,000
Donaldson, Lufkin & Jenrette Securities Corporation . 1,650,000
A.G. Edwards & Sons, Inc. 1,650,000

EVEREN Securities. fnc. ..... . . 800,000

Ferris. Baker Watts, Incorporated . 225.000
Fiftk Third/The Ohio Company .. 800.000
First of Michigan Corporation ......... 800.000
Friedman, Billings. Ramsey & Co.. Inc. . 800,000
Goldman, Sachs & Co. ... ... ... . 1,650,000
Guzman & COMPANY. .. ..ottt i 800,000
Hambrecht & Quist LLC . . 1,650,000
JJ.B. Hilliard, W.L. Lyons, Inc. ........ ... i 225,000
ING Baring Furman Selz LLC ................. ... ... .. ..., 1,650,000
Interstate/ Johnson Lane Corporation . 800,000
Edward D. Jones & Co., L.P. ... . ... .. i 800,000
Legg Mason Wood Walker, Incorporated 800,000
McDonald & Company Securities. Inc. . 800,000
Morgan Keegan & Company, Inc. ..... 800,000
NationsBanc Montgomery Securities, Inc. . 1,650,000
Needham & Company, Inc. ................. F 800,000
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Nurber of
Name Shares
Neshitt Burns Securities InC. » « v ov e r i i e 800,000
Ormes Capital Markets, Inc. . 225,000
PaineWebber Incarporated ... .oohiieainilL 1,650,000
Parker/Hunter Incorporated 225,000
Pryor, McClendan, Counts & Co., Inc. R00.000
Raymond James & Associates, Inc. ..... 800,000
The Robinson-Humphrey Company, LLC 800,000
Samuel A. Ramirez & Co. Inc. ... 225000
Schroder & Co. Inc, . ........ 1,650,600
Scott & Stringfellow, Inc. ...... 300,000
SG Cowen Securities Corporation 1,650.000
Muriel Siebert & Ce., Inc. 1,650,000
Stephens Inc. ... 800,000
Sturdivant & Co. Ine. ... 225,000

Sutro & Co. Incorporated . .. .. . 800,000

Utendahl Capital Partners, L.P, ... 1,650,000
Wasserstein Perelia Securities, Inc. . 1,650,000
Wheat First Securities, Inc. ..... 800,000
The Williams Capital Group, LE. ... 225,000

SUBEOTAL . .. et $0.000.000

International Underwriters:

Morgan Stanley & Co. International Limited ........ ..o ot < 2,250,000
Merrill Lynch Inmternational ... ... ... ... . 2,250,000
M.R. Beal & Company ....... . 1,100.000
Janney Montgomery Scott Inc. ... oo i e . 1,100,000
L.ehman Brothers International (Europe) ... ... ..ol .t . 1,100,000
Prudential-Bache Securities (U.K.) Inc. . . 1,100,000
Smith Barney INC ... .o e e 1,100,000

BUBTOTAL. L. et e e aaas 10.000.600

1 S N 100,000,000

The U.S. Underwriters and the International Underwriters, and the U.S. Representatives and the
International Representatives, are collectively referred to as the “Underwriters” and the “Representatives,”
respactively. For purposes of the information set forth under this section, the term “Shares” refers to shares of
common stock of United States Enrick Corporation, a Del corporation, prior to the consummation
of the Holding Company Merger, and shares of common stock of USEC Inc. immediately following

ion of the Holding Company Merger. The Underwriting Agreement provides that the obligations
of the several Underwriters to pay for and accept delivery of the Shares offered hereby are subject to the
approval of certdin Jegal matters by their counsel and o certain other conditions. The Underwriters are
obligated to teke and pay for all the Sharcs offered hereby (other than those covered by the U.S.
Underwriters” over-aliotment option described below) if any such Shares are taken,

Pursuant tc the Agreement Between US. and International Underwriters, each US, Underwriter has
represented and agreed that, with certain exceptions, (2} it is not purchasing any Shares (as defined below}
for the account of anyone other than a United States Person (as defined below) and (b) it has not offered or
sold, and will not offer or sell, directly or indirectly, any Shares or distribute any prospectus relating to the
Shares cutside the United States or to anyone other than 2 United States Person. Pursuant to the Agreement
Between U.S. and Imernational Underwriters, sach Inemational Underwriter bas represented and agreed
that, with certain exceptions, {2) it is not purchasing any Shares for the account of any United States Person
and (b) it has not offered or sold, and will not offer or sell, directly or indirectly, any Shares or distribute any
prospectys relating 1o the Shares within the United States or to any United States Person. With respect to any

8%
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1998—SE-—007385 (COPY)(”‘*?/
The Secretery of Energy (%L)%/*

Washinglon, DO 205858

J—
June 13, 1998 F‘L/.L#

The Hornorable Robert Rubin
Secretary of the Trsasury
Waskington, D.C. 20220

Dear Secretary Rubin:

On July 25, 1997, the President approved & general plan fur the privatization of the United States
Enrichment Corporation (USEC). In furtherance of that plan, on May 7, 1998, the Treasury
General Counsel and the Assistant Secretary for Financia) Markets asked the Dey of
Energy (DOE) and other agencies 1o provide their opision on the extent to which several
poteatial transactions would meet certain statutory objectives for the privatization asseaforlh in
the USEC Privatization Act (42 U.S.C. 225701 and 2297h.2).

The Department of the Treasury has ssked the Department of Energy’s opinion on whether the
prcposcd initial pubin: offering (TPO) provides for the long-term viability of the Corporation, the

of the g d:ﬂ‘uswn plants, and the protection of the public interest in
maimaining ‘a relisble and source of ursnium mining, enrich and
conversion services (42 U1.8.C. 2297h-1(a); 42 U.5.C. 2207h-2(b)).

The Department of Energy has reviewed the material provided by USEC, which inchides its
stmegc plan, 2 letter from Standard & Poor’s with s prehrmnz:y credit ramg, its draft §-1

reg on for the Securities and Exch C its marketing and sales
repcn and & draft agreament with Treastry regarding USEC's posi-closing conduct. Based upan
an analysis of these ials and DOE's ki ge of USEC”s operations and the nuclear fuel

cysle industry, DOE has coneladed that the initial public offering (IPO) proposal sarisfies the
statutory objectives for privatization of USEC. The basis for DOE's determination is peawided in
the enclosure.

Gur two agencies, along with others, have worked long and hard to effect the privatization ofithe
uranium enrichment enterprise since USEC first subminted its plan for privatization to the
President in June 1995, We look forward to working with you to bring sbout its successful
conclusion.
Sincerely,
\JM‘ Qﬁy
Federico Pefia

Enciosure
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CONTAINS FROPRIETARY INFORMATION

Enclosure

DOE's canclusion thet the proposed initial public affering sstisfies the statutory objestives
regarding the long-term vishility of the Corporstion, the continued c?emionofﬁxegneous .

&iffusion plants, and the protectics of the public interestin n intak g lisble and
di ic source of tranium mining, envich and is based upon the
following:

The IPO propusal saisfies the statutory objestive for long term viability of the corporation, as
evidenced by:

@ A sumtegic plen which would, upon implementation, put the corporatinn imto &
faverable position 10 remain a major low cost and refiable provider of uraninm
etirichment services to the world market, via a plan to continue opevating the
gaseous diffusion plants (GDPs) unti] the atomic vapor laser isotope separation

(AVLIS) 1echnology is fully deployed.
L] A five year track yecord by of. fully operating the US,
ich prise, including operating the GDPs and sexving as Exseutive
Agent for implementation of the 1.5,/ Russia Highly Enviched Uranjum
Agreement.
® A d ability 10 fi gotiate and Rl new and updard
1o provid 3 services o both foraign and domestic wilites.
@ A financing plan thst has obtained 2 preliminary BRB+ investment grade credit
rating from Standard & Poor’s.
The [PO proposal satisfies the statutory objective for maintining a reliable and I
d ic industry, as evidegeed by:
L A gic plan that includes 2 i to deploy the AVLIS technolugy
which, if suecessful, would enabie the corporation to remain a major low cost and
lisble provider of enrich services in the world market.

e A five year track record of aggressively seeking and obtaining eorichment
ding through 2009.

L4 A five year track record of iraproving operations and cost effectiveness of the
GDPs.

® A financing plan that has obtained a preliminary BBB+ i grade eredit

517307



57

CONTAINS PROFRIETARY INFORMATION

rating from Standard & Poor’s.

The IPO.proposal satisfies the statutory objective for continued operation of the GDPs, as

evidenced by:

A backlog of earich with utility that can only be satisfied
by opmnan of the GDPs unti at least 2003,

A contractual commitment to kesp both GDPs operating through at least January
1, 2005,

A ic plan that 1 yperation of the GDPs at jeast umil AVLIS
becomes fully operational.

A gic plan that inchudes sut ial on-going capital and maintenance
expenditures at the GDPs, which would allow the GDPs to remain competitive
well into the 21st century. (This new power can be

negotiated, which the trend toward retail competition should facilitate.)

A five year track record of operational improvements at the GDPs.

Although DOE’s overall position is that the IPO satisfics the stattory objectives for the areas of
our special expertise, DOE makes the following general observations:

The current USEC organization has only been in existence for five years.
Although USEC"s track record is good, five years is not a long peried upon which
10 base an assessment of long term viability.

The current Board of Directors will be replaced by a new board following
privatization. The new board could repiace current management or modify the
strategic or financial plans,

The depioyment of the AVLIS technology involves a degree of risk.

I USEC were unable o g iste power as f2 ble as the current
contracts scheduled to expire in 2005 and fail o implement AVLIS ins timely
cr, then productian costs would and quently nge the

lcng term viability of the corporation.
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Tuly 16, 1998

The President of the United States
‘The White House
Washington DC 20500
WmMWmmWhmmoﬁ&Us
g . B could seriously undermine one of the most
nd 81 7.8 -Russi mmmdmk&mmmmmdm

w.méy the purchase of 500 tons of highly enriched uranium (HEU) fom digmentled Russisn
muclear wegpons, We are writing 10 urge you to put the privatization of USEC on hold vetdl an in-
mwmmmmbemdumed taking the pew market conditions into account.

Two major changes in circumstances have oceurred since privatization was approved, either of which
mﬁkm&hmmﬂmmmm rmhmmmummcm

tens of rullions of pounds move fuzn than was g d, sad plans to sl this
uumaammwmmemzmonedmmmmnkgﬁm This will
make it very difficult For Russis to market the natural urant 33 of the blended-down HEU

materisl (particnladly in the next few years, when most urarinm needs will be met by long-term
contracts already in place); Inshility o sell this wranivem conld deprive the hard-strapped Rusdan
economy of nearly a billion dollass in hand currency income over the next Sve years, giving Russian
isaders svery reason io break off the agreement (85 they have repestedly threatened to do over
problems with the purchase of the aatural yranium componen in the past). A USEC that remained

g med, b er, could be directed 1o sall fts Lrrnium st 2 rete that did not interfere with
the HEU p gt L, 8 Was envisi in the original privatization legislation.
Sm&mmdmmmmtomugmymmawmbuﬁcm
contracted to purchase the envichment comp of the blended-down HEU ] from

Russia, Privatization was approved with the idea that aithough the U.S. government would o
mmmmmm iz would be able to convinge USEC v camyout e

biectives in the HEU deal by bolding ot the threat that if it did
mnmegcmmmxwﬂddmmotheﬁmasmm:gm&rmduimdwﬁm
would compete against USEC, Although implementing the EEU deal reduced USEC's profit
m&ewm&:mnwwmﬁmmm&omw&mamn
executive agent Wwas strong enaugh 1o keep the deal moving. But the fllin envichment prices has
completely putled the teeth from that threat: now, no other firm could make 3 profit gurchasing
m&m%mmcmwy&emmmﬁrwhwnnwﬁbuddmmm
%mmmc'smemmm(wmwpmuamwm

bdcwﬁcmtam}ﬁmx{a ey y fix for the D can be found, this
with the p will still pose a serious threst ¢o the fature
&mmmmm the U.S. go °s options for addrewsing the issue are for

broader iFUSEC remains & govermment-owhed comporati ﬂmnfn‘ a flly private firm,

190457
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We commend you for establiching the Enrichment Oversight Comrmittee in your arder of May 26
af this year. We recommend that you direct that privatization be deleyed ustil the Enrichmant
Oversight Cormittee can coordinate an in-depth review of the changed impact of privatization on
the HEU purchase agreemeint given thess new market drcumstances, and males recommendztions

15 you 25 to whether

remains in the U.S. national security interest. The Committes

privatizztion
M%Wuomm»mmmmmmdm

HEU purchage agreercent it USEC remains &

corporation, or ifitis

governmen-owned
privatized, allowing & side-by-side comparicon. Such a delay weuld also avnid the potential
impact on U.S.-Russisn relations of the carrent schedule, mder which USEC would reportedly be

Mwmmspm&r‘mqurmefmmmmm

Vice Prasident Gore maets with R

Kirienke in M

cauzot be 12 solely in the hands of & privatized frm

memwmmmmm We urge you 1o take action i the few
dmmmz %mmmmwmwmm:m

.

Respectiully,
H T
Maj. Gen. William F. Burns (USA, Ret)

Former Special Envoy, Safe, Secure
w ﬂkcwmgmr U.S.-

™

_Ieln P, Holdren™

Hunz Professor of Exvironmentsl Polivy,
John F. Kennedy Schoo! of Govemenent,
Earvard University; U.S, Co-Chairman, U.S.-
Oz Disposition of Excass Weapons Phitozium

"Afiations for identifieation only

ot Al Gore, Vice President of the Usited Sextas
Kmmzmmngbwm
Elizabeth A Maler, Acting Secrewry of Energy
Willizes P. Colwen, Secretary of Defense

<;,; N‘y,z_.

Seztiof Membsr,
Canter for Imumnonal Studies, MIT

Originator of the proposal for 2 11.S.-Russien

AT

Graham T. Allison”

Director, Belfex Center for Science
:ndhwunondmnl’ohnr Kepnady
Schoo! of Government, Harvard University;
Pmm&my of Defense

Sor Policy aad Pl ~

Robert E. Rutin, :
Madeleine K. Afhright, Secretary of Stas
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JPMorgan

June 15, 1998

The Monorable Gary Gensler
Assistant Secretary of Treasury
Department of Treasury

1500 Pennslyvania Ave, NW.
Washington, D.C, 20220

Dear Secretary Gensler,

You have requested our view of whether Umted States Enrichment Corporation (the

“Comp ) should impl itsp d ization through & private sale {a “Sale™ w2
consortium composed of The Carlyle Gmup (“Carly[e”), Lockheed Martin Corporation and
BWX Technologies, inc. (the °C ium™) or an initial public offering of equity securities of
the Company {an “IPO™) as outlined in the Company’s ic Plan dated Sepiember 24,
1997 (the “Straregic Pian™).

In arriving at our view, we have reviewed (i) certain interna! financial analyses and
forecasts ing the Comp: lined in the S ic Plan; (ii) Carlyie's financial
analyses and forecast of the entity that would resuit from a Sale (“Newao™) as outlined in
the business plan provided by Carlyle dated May 27, 1998, portions of the financial model
of Newco and Carlyle’s acquisition proposal, received by us on May 30, 1998; (m) certam
publicly available information concerning certain other dint

in

that appear to be comparable to those of the Company: (iv) certain sgreemens with
respect-to credit obligations of Carlyle; {v) audited fi ial ofthe bers of
the Consortium: (vi) the terms of the drafi purchase agreement providing for a Sale dated
as of May 28, 1998 and the drafi registration statement on Form 8-1 providing for an [PO
dated as of May 26, 1998; and (vii} and other information we deemed relevant for our
analysis.

it is our understanding that the Board of Di of the Company has reviewed all of the
foregoing materials. We further understand that on the basis of such review and discussion of
the privatization altematives at several formal meetings. the Board of Directors of the
Company has concluded that both a Sale to the Consortium and an IPO as outlined in the
Strategic Pian broadly satisfy the statutory criteria for privatization as provided in the Atomic
Energy Act of 1954, as amended by the Energy Policy Act of 1992, as well as the Company
Privatization Act. In order to assist the Department of Treasury in choosing berween the two
aliernatives, we are offering our view in this lerter. A similar lener has been provided to the
Board of Directors of the Company.

Based on the IPO valuation range determined by Morgan Staniey Dean Winer (“Morgan
Stanley™) and Merrill Lynch & Co.. and set forth in Morgan Staniey’s presentation to the
Board of Directors of the Company on June 2, 1998, it is our view that an IPO provides
the United States with the opportunity 1o realize greater proceeds than 2 Sale 1o the
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Page2

Consortium. In addition, we agree with the view of the Board of Directors of the
Company that the Strategic Plan offers the Company an enhanced ability to satisfy the
following four statutory eriteria: (i) adequate enrichment capacity, (ii) reiiable and
economical domestic industry; (iii) the inued operation of GDP operati and (iv)
long term viability, atbeit with hat additional i risk relative to the
Consertium’s plan. An IPO, because it incorporates less leverage than the Sale., further
provides the Company with increased financial flexibility and tower finansial risk to meet
these criteria.

On the basis of and suh_yecx to the foregoing. it is our view that the Company should
F its proposed privatization through an IPO.

In giving our view, we have relied upon and assumed, without independent verification. the
and ph of all § ion that was publicly available or was furnished to us
by either the Company or Carlyle or otherwise reviewed by us, and we have not assumed any
responsibility or liability therefor. We have not conducted any or appraisal of any
assets or liabilities, nor have any such valuations or appraisals been provided to us. In relying
on ﬁnancsal analyses and forecasts provided :o us, we have assumed that they have bsen
prepared based on pti g the best currently available estimates and
by a5 to the exp d future 1 results of operations and financial
condition of the Company o which such analyses or forecasts relate. We have relied asto all

tegatl matters relevant to rendering our view upon the advice of counsel.

s

Qur view is ily based on ic. market and ather conditions as'in effect on, and the
information made availabie 1o us as of, the date hereof. 1t should be understood that
subsequent deveiopments may affect our view and that we do not have any obligation to
update. 7evise. or reaffirm our view. We are expressing no view herein as to the price at which
the Company's stock may trade at any future time if the IPO is undertaken,

Very truly yours,

JP. MORGAN SECURITIES INC.

By

Name: Jim H. Derryberry
Title: Managing Director

416651



62

ueSIONd

uonesodios JusluyolLIug sajelS pajun ayj jo
uonezieaud ayj} jo sisAjeue Alewwns s,uebiop ‘d'r

Ainseau] jo juswliedaq saje)s pajun

uopeusou) Aiwjepdorg pojoLsey 861 ‘gL ounp




63

‘03N JO SS8UISNG 10 “Hoo)s ‘sjasse ay) Jo siesiesdde aq o} wodind Jou Op pue jou ase sasAjeue ino ‘uoippe
U} SN Aq POMaIASI SSIMIAYI0 SEM YOIUM so {,ajApBD),) winiesuo)-sifes ay) 10 romw:..v :o_ﬁ.o&oo juswysyuz saeIg payun s
10 Jieyaq uo Jo Aq sn o} vau;oa SEeM UOILM J0 S82IN0S o__ea woJ) sjqepe

pue A oy} ‘uolieoyueA
pu| InOy)im 'p pue :8: vo..@. aney am d sy B ed 21d uy Yo 0} Joafgns AjSuipsoooe ale Yojym jo e

o_uu m_£ 1O SB SM3jA JNO u:w suoppuod Guiy \§2) pue 5) ] 6 uodn paseq $1 uoy d sy w uoy Juy eyt
‘uebion 'd'r Jo JU3SLOD UBRIM

Joud ayy moypm asodind Jayjo Aue 1oy pasn aq ABws 5)ua)uad si 10 Aue Jou d S1y) JouNaN 6. "d'f AQ pap youq |elo
) 'Yim uondunfuod uj 43{0s pamala 3G PINOYS pue o} 8 181 Jnoym ajajd 1 51 uofjejussasd siy ), Aued jayio Aue o) ainsosip Jo
uoneayiand jo JyBu Aue Kuea Jou S30p pue suc i d ISea) au) ‘siseq Ateunuya:d B uo '8jeoipu; 0} 18pI0
uy ( inseas 1) Ainseas) jo juawhedac) SlelS PaluN ay O BSN [BUIRI; PUE KauSq oY) 10} ABAISN dasd sem uone) d syl

neuuoju] Lieysjsdoid pejojisay 8661 ‘) ounp

usSaondr




64

a, d

918 43|y JO |[E ‘SjEP Siy} JO SE SMBJA IND PUE SuypUCd Bujjersid syoaj d s ) uogewLoju)
olgnd woy ajqey jewsojul i@ jo d
Biop "d'r *uoy d sy Bupedad v) ‘ejon

1 vy elqns ABujp
‘SR AQ POMBIAG) BSIMIBLIO SEM LIIUM 10 SN O} papiAcid SBM Lojym Jo
pue AoBINOO8 81} 'UOREIPLEA Juapuadapul JnoYPM ‘p pue uodn pejjal sey

sishjeue s,uebiop "d |1e)op mojjo} Jey) sabeday) o

uoljezyjeand-jsod |0JUOD pue aINPPNNS [eloueUl -
sd@o jo uonesado panuguon -
SINAY jo Juswhojdap pue juawdojansp jo Bulwuy -
euajo Alojnjels ey} sjesw Japeq
aaljewsale Odl 8y} Jey) UoieuILLIB)ap By} 0} |esjudd ase sanss) a3y} Buimojjop syl o

‘Odl ue
ybnoJy) uonezieaud pasodoid sy Juswajdwi IS 1eYl SPUSWIWIOISS UBBIOW "d'f e

JueAS|D) paWwdap uoljewIol JaYI0 ~
pue juawaalbe aseyoind yelp '1-g yelp ‘suonebiyqo yparn -
'saluedwos ajqeiedwods pajeinbas Apiagnd -
‘lspoul
feloueul} 0OMaN pue ‘uejd ssauisng 0omap ‘|esodoud uoisinboe sg)flien -
‘ue|d oibajens s jucwabeuew -
‘sjeusjew Bumoljo} ay) pamainal sey ueBio ‘dT e

Arewiuing aA1IN29X3

8661 ‘') aunp

usfiondrs

416647




65

abueyo ¢, .alqns ABuipIodoe ate yolym JO |JB 'B)EP SIL JO SB SMBIA JNO PUE Sue.upuod Bueas:d sjosya) uo; d sy uj uopewsoju)
"$N AQ pamainD) BSIMIAIC SEM YSIYM 10 SN O} PBPIACK] SBM YIyYM 10 olgnd woy) ejgeyy " | e jo i ]
pue AOBINOE B4} ‘LUOHEIYLIBA JUBPUSTDPUY) INOLIM ‘P pue uodn pajjas sey uebiop ‘gt ‘uonejuasasd sity Bupedad u) :ajonN

Aouasedsues; sapinoid soueutanob Auedwoo ogng -

sjuswfed jqop Jajep 0} Aigixa)y siwi) ueld s aiiey -~

JseAuial 0) uey) Jayjes Jqap Aedal 0] pasn smojy yseo Buyesado s gjipey -
Amigein aining jo sjuauodwod Aay ale ysu pue AJjIgIXa)) [ioueUL] e

pajoedus Apanebau sy Aiddns oisawop jo Ajipgeley -
wejsAs speosen jo uoneinbyuosal Buipsebal Ajulepsoun -
aJnjeu up wis) yoys -
Aupqixsyj Bunessdo uesss| pue ssaus [eIouUBUY 8)83.10 PIN0d Ueld Jao s.olAHeD

aleys joxjew Buoys Jo aoueusjuepyy -

Anqixa)) juswsaaul sjousas peoj jqap sjhley -
suibiew paonpas pue ssauaaljjedwiod Alysnpu] -
SIAY BuipieBas uogeuiuisiap Ajjigein pidey -

038N o aimny
[eioueuy 8y} 10} Juepodwl Si SITAY JO AIIABIA |BIDISUILIOD U} JO UONBUILISIS e

sisAjeuy

jut Aemyapadosd p

189y 8661 ‘54 sunp

weSaopdre

416648



66

Bueyo o} Joelgns AiBupiosoe 318 yolm J0 1B 'S1BD SIYL JO SE SMAIA JNO pue SUCHIPUOD Buiieasid S19940) UoNRILeSSId SIL Ul UOHBULIOY)
S0 AG POMBIAGI BSIMIBUIO SEA YOIUM 40 SN O] POPIACIE SEM YIIUM 10 syand oy eiqejese uoeusajul 18 jo ssausleidwo  wellonde
pug ABINDOR 8} ‘YONEDYLIRA JUapuadapU] oYM °p pue uodn patjes sey ueBiopn d'r 'uoy d st Busedad u) Bjon :

4

41664

spasood Joybiy azijess o) jepusiod -
fupgels -
{(Aiessaoeu se) ssauisng au} ut jepdes jseaurel o) AgIxel4 -

~aInonys [eueuly
paosue|eq pue paueiuiew saAljetaye Aiddns jo ofjoliod -

uonesado 4ao
aimoanys 1500 anoadwi o) ABojouyoa) Aay ul jsaaul o) Ajjige 19jeass -

Buiwn SIIAY

‘anjeulaye uoleznealid sjeudoidde
auy st Od] UB JeY) saaaleq ueBiop 'J4'r 'aigejieas AJUSLIND UOKBLLIIOH UO poseg e

SMaIA Alewiwing

A doid 2661 ‘si ounp

XXM



67

Y{USEC —

A Globsi Energy Company

July 21, 1998

The Honorable John D. Holum
Acting Under Secretary for Arms,
Control and International Security
Affairs/Director, U.S. Ams
Control and Disarmament Agency
Deparmment of State, Room 7208
.2201 C Street, NW
Washington, DC 20320

Dear Mr. Holum:

Thack you for your letter dated July 21, 1998, offering USEC the opportunity to (i) provide
2 summary of its policies and plans regarding its approach 1o conternpiated sales of natural wanjum,
(i) elaborate on certain statexnents regarding natural uranium sales contained in the Prospectus and
(iif) provide USEC's view on the continuing importance of maintaining its designation as Executive
Agent to USEC's viability in the private sector. As a supplement 1o our letter to you dated June 5,
1998, we want to allay any concerns that have been raised in recent weeks that the privatized USEC
would act to negatively affect the natural uranivm market. We reaffirm our coramitment to the HEY
Agreement and assure you that USEC will dispose of naturat uranium in a gradual and flexible
manner so that the Company, as well 2s all participants in the global uranium marketplace, can
benefit from the maintenance of a healthy uranium market,

Rariopal Market Participant. As a participant in the uranium market, USEC will have every
incentive to ensure that its sales of natural uranium do not adversely affect market conditions,
partcularly prices of natral uraniven. Disposing of this material incrémemally over the next seven
years in a flexible manner is entirely consistent with USEC's commercial interests. As a public
company with fiduciary obligations to its shareholders, USEC can ill-afford to unsenle this
important market.

BUSINESS
CONFIDENTIAL
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013 Rckiedge Dave, Berhesda, MD 208171858 1 ‘30 4 ¥ 1

Toiepane M 1S3 200 Fax 136043201 hroped/ww i, com

feo i Lovarmare. CA- Paducah. KY Pornmunsh, O Washingran, DU




68

The Honorable John D. Holum
July 21, 1998
Page 2

We note that those who have expressed concerns oyer USEC's proposed uranium sales have
referred 1o an industry consultant's future price projections that are lower than USEC's historic cost
of natural uranium. These projections are also substantially below those of other analysts. USEC
simply would not sell its nawwral uranium if its actions would cause price decreases of such
magnitude. Furthermore, any sales at those levels would dilute future reported earnings. which
would be an cutcome unaccepuable to USEC or any successful privawe enterprise.

Marker Conditions. USEC fully recognizes the impornance of not disrupting the market
through ill-conceived or poorly-timed inwoductions of narural uranium, ~2d will not hesitate 1o defer
planned sales to help ensure a stable market. We intend 1o appropriately modify any of our tentative
plans so as to not significantly affect pricing in the natural uranium market. To this end, the
Prospectus, on page 17, cautions investors that there can be no assurance that USEC will be able to
sell natural uranium in anticipated quantities. The Prospectus also provides that "{t}he quantity of
[natural uranium] that USEC will be able 1o sell in any given year. . . will be dependent on market
conditions (including any sales by the U.S. Government out of its inventory) and prices at the time

Maost Sales to Qceur After Fiscal 2000, As set forth in the Prospectus, the Company does
not anticipate making significant patural uranium sales until after fiscal 2000. This is, in part,
beeause most of the world market requirements for uranium through fiscal 2000 have already been
purchased under long-term conwact. Any sales by USEC prior to fiscal 2000 will constitnte only
a small fraction of the world market. Moreover, under the Company's Strategic Plan, USEC's sales
between 2001-05 would constinute less than 10% of the world market for natural uragivm. In any
event, it is our intention not to sell at price levels below those described above.

(radual Sales. As described in the Prospectus, USEC plans to sell its naturs! uranium
gradually, through 2005, with particular sensitvity to market conditions. To the maximum extent
possible, USEC plaps to implement such sales under long-term domestic and international contracts,
Further, as set forth in the Prospectus, USEC expects to retain the equivalent of approximately 5,000
metric tons of natural uranjum to meet ongoing operational requirements. We also note that there
are certain stanstory and contractual restrictions on the ability of USEC to sell its uranium ipventory.
Such restrictions affect almost 60% of USEC's uranium inventory. For exaxmple, under the USEC
Privatization Act, USEC may not deliver more than 10% per year of certain uranium received from
the DOE for use in the United States. Additionally, sales of cenain recent deliveries of natural
uranium from DOE must be spread over at least a four-year period.

BUSINESS 100462
CONFIDENTIAL
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‘The BHonorable John D. Holum
July 21, 1958
Page 3

Reports to Enrichment Oversighs Comminee. Pursuant to the Agreemern dated 23 of June
19, 1998 berwesn DOE and USEC relating to the Enrichment Oversight Commiree. USEC must
provide 1o the Enrichrnent Comminee, among other informasion, "average price and quantity of sales
and other wansfers of natural uranium.” Additionally, USEC will notify the Oversight Committes
prior to making any significant changes in its pelicies or plans with respect w sales of narural
wranium. To augment the Government's 2bility 1o monitor USEC's sales of natuzal vranium, USEC
imtends 1o provide such information 1 the Oversight Comminiee on a quanerly basis, rather than the
annual basis currently provided for in the Agreement. USEC has and will continue to place 2 high
priority on consultation with, and guidance from, the Oversight Commines on all maners associated
with the HEU Agreement — including the importanee of successful agrangersents for the sale of
Russiap wanium.

¥ mittee, USEC:sfnuycommmedto
a stable g}cbal nuc}w fuei mari:ex. We beheve that zh:s is in our best economic interest. As clearly
described in the Prospectus, USEC's role as the 1.8, Executive Agent for implementation of this
important contract s a core element of USEC' business. In this regard, the Prospectus notes that
the HEU Agresment "provides an iraportant strategic opportunity for USEC 1o inwreducs additional
yraniumn enrichment services from Russia to the giobal market on 2o orderly basis and in g
competitive mapner that ensures the reliability and comtinuity of supply to enrichment customers.”

USEC remains fully committed to the HEU Agreement. We have expressed our views thas
it is in our corporate interest to continus to be the Executive Agent of the United Sttes. We believe
that it is in our commercial interests to manage the introduction of the Russian material, as opposed
o having it managed by someone else. Stated sizaply, USEC needs 1o be the Executive Agent to
secure its funume. We also believe that the U.S. Government needs a healthy, privatized USEC 1o act
as its Executive Agent to facilitate the most cost-efficient downsizing of the Russian nuclear arsenal
possible, Given the reality of world markets, USEC firmiy believes it must remain committed to
maintaining this important imersection of national security and commerce.

‘We hope that this letier respords to your request and helps address any concerns that have
been raised about USEC's actions with respect to natural wranium, Consistent with its long-term
commercial interests, USEC will sell its uwraniumn gradually in-e-fexible-manner that first and
foremost suppornts a bealthy, stable market, and with a view towards fulfilling its commitment to the
HEU Agresment.  We understand that fulfiliment of our commitments with respect to the sale of
natural uranium is 2 central element of USEC's performance as Executive Agent. USEC looks
forward to working with you closely in the years ahead to insure that the commitments made in this

BUSINESS 100403
CONFIDENTIAL
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The Honorable John D. Holum
July 21, 1998
Page 4

lenter continue to successfully mest the objectives of the privatized company and the Government's
national security objectives.

Sincerely.

Y/

William J. Rainer
Chairman of the Boarc

William H. Timbers, Jr.
President and Chief Executive Officer

BUSINESS 100464
CONFIDENTIAL
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DETERMINATION PURSUANT TO THE
UNETED STATES ENRICEMENT CORPORATION PRIVATIZATION ACT
FOR THE TRANSFERS OF EXCESS DEPARTMENT OF ENERGY URANTUM

Having considered the requirements of the United States Enrichment Corporation Privatization
Act of 1996 (42 US.C. §§2297h-2257h-13); the current state of the domsstic uranium mining,
cogversion, and enrichment industries; the Department's analysis regrding the potential impacts
of the proposed transfers of surplus uranium to the United States Earichment Corporatica; and
other pertinent information, | have determioed that the transfers of 3.8 million kilograms of
urenium as naniral uranium hexaflacride (UF,) snd 0.045 millios kilograms of uraniumm ss low
cariched UF, will aot have an adverse material impact on the domestic uranium mining,
conversion, or enrichment industry. Io order to mitigate potential adverse impacts o industry,
the Department will restrict the United States Earichment Corporation’s sales of the ansfered
uranium [0 & maximurs of 35 percent of the toral in any single year, with the total quantity to be
sold over a minimum of 4 years.

1 therefore, authorize the transfers of 3.8 million kilograms of uranium as natral UF, and
0.045 millicn kilograms of uranium as low ensiched uranium as UF, to the United States

Enrichment Corporation.

Eﬁﬂul’eﬁl
Secretary of Energy

May 18, 1988
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AGREEMENT REGARDING POST-CLOSING CONDUCT

THIS AGREEMENT, dated as of July 14, 1998, is by and between the United States
Department of the Treasury (“Treasury™) on behalf of the United States Government, the United
States Enrichment Corporation (“USEC™), a federally chartered corporation, the outstanding
capital stock of which is held by the Secretary of the Treasury, on behalf of the United States
Government, United States Enrichment Corporation, a Delaware corporation (“USEC
Delaware™), USEC Inc., 2 Delaware corporation (“USEC Inc.), and USEC Services Corporation,
a Delaware corporation (“USEC Services™) (USEC Delaware, USEC Inc. and USEC Services
collectively, the “USEC Companies” and each a *USEC Company™). References herein to
USEC shall be references solely to the corporation itself and not to the United States
Government or any other agencies or instrumentalities thereof.

WHEREAS, pursuant to the Atomic Energy Act of 1954, as amended by the Energy
Policy Act of 1992 (Pub. L. No. 102486, 106 Stat. 2776) (the “Energy Policy Act™), and the
USEC Privatization Act, as enacted in the Omnibus Consolidated Rescissions and
Appropriations Act of 1996 (Pub. L. No. 104-134, 110 Stat. 1321, 1321-335) (the “Privatization
Act™) {collectively, the “Privatization Legislation™), the Board of Directors of USEC (the
“Board”) has determined that the transfer of ownership of the assets and obligations of USEC to
a private corporation and the wansfer of the interest of the United States in USEC to the private
sector by means of an initial public offering (the “Offering™) will satisfy the conditions precedent
1o privatization established by the Privatization Legislation, and the Secretary of the Treasury has
approved such determination; and

WHEREAS, in connection with the Offering, it is contemplated that (i) USEC will be
merged into USEC Delaware, with USEC Delaware as the surviving corporation, pursuant to
merger agreement (the “USEC Merger Agreement™); (ii) each outstanding share of the common
stock of USEC will be converted into shares of the common stock of USEC Delaware; (iii) all of
the outstanding shares of capital stock of USEC Delaware will be sold to certain underwriters
(the “Underwriters™) to be named in an underwriting agreement among Treasury, USEC, USEC
Inc., USEC Delaware and the Underwriters {the “Underwriting Agreement™), at the time and on
the date specified in the Underwriting Agreement (the “Closing™); (iv) USEC Delaware will be
merged with a wholly owned subsidiary of USEC Ine. formed solely for the purpose of such
merger, with USEC Delaware as the surviving corporation, pursuant to a merger agreement (the
“USEC Delaware Merger Agreement™); (v) cach outstanding share of the common stock of
USEC Delaware will be converted into shares of the common stock of USEC Inc.; and (vi) the
shares of common stock of USEC Inc. will be offered to the public by the Underwriters; and

WHEREAS, the USEC Companies desire 1o enter into 2 contractually binding
commitment 1o operate until at least January 1, 2005 the two gaseous diffusion plants leased to
the USEC Companies by the Department of Energy (each a “Plant” and collectively the “Plants™)
(subject 1o the terms and conditions specified in this Agreement) and to undertake any workforce
reductions at the Plants during the first two years after the date of this Agreement in the manner
described in this Agreement; and
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WHEREAS, Treasury, USEC and the USEC Companies desire to set forth certain
additional agreements among themselves relating to the Offering;

NOW, THEREFORE, in consideration of the foregoing and the agreements contained
herein, and as one of the inducements for the Secretary of the Treasury to approve the decision of
the Board to privatize USEC by means of the Offering, the parties hereto hercby agree as
follows:

1. Post-Closing Conduct.

(a) USEC and the USEC Companies acknowledge that certain obligations are
imposed upon USEC and the USEC Companies under the Privatization Legislation. USEC and
the USEC Companies shall abide by and comply with the Privatization Legislation, including
without limitation, Section 3111(b) of the Privatization Act.

(b) From and after the Closing until the third anniversary of the Closing, the
USEC Companies shall not sell, assign, transfer or otherwise dispose of, in a single transaction
or a series of related transactions, all or substantially all of the uranium enrichment assets and
properties or uranium enrichmeat operations of the USEC Companies, other than to USEC Inc.
or an entity that is directly or indirectly wholly owned by USEC Inc.

(c) USEC and the USEC Companies acknowledge that the provisions of the
Privatization Act provide that the Board, with the approval of the Secretary of the Treasury, shall
transfer the interest of the United States in USEC 10 the private sector in a manner that provides
for the continuation of the operation of the Plants. Accordingly, from and after the Closing until
at least January 1, 2005, the USEC Companies shall continue Operation of both of the Plants;
provided, however, that this paragraph shall not restrict the termination by the USEC Companies
of the Operation of a Plant if a Significant Event has occurred with respect to such Plant. For the
purpose of this paragraph. (i) “Operation” shall mean the use of the Plants for the provision of
enrichment services. at a level reasonably determined appropriate by the USEC Companies, and
(ii) a “Significant Event”™ shall mean: (u) any event beyond the reasonable control of the USEC
Companies including, but not limited to, fires, floods, acts of God, transportation delays, acts or
failures to act of government authorities or third parties, or inability to secure labor, materials,
equipment or utilities that prevents the continued Operation of a Plant by the USEC Companies,
(v) that the Operating Margin of USEC Inc. is less than 10% in a twelve consecutive month
period, {w) that the long-term corporate credit rating of USEC Inc. is, or is reasonably expected
in the next twelve months to be, downgraded below an investment grade rating, (x) the Operating
Interest Coverage Ratio of USEC Inc. is less than 2.5x in a twelve consecutive month pericd, ()
a decrease in annual worldwide demand for Separative Work Units ("SWU") to less than 28
million SWU. or (z) a decrease in the average price for all SWU under USEC's long-term firm
contracts to less than $80 per SWU (in 1998 dollars). For purposes of this paragraph, (i)
“Operating Margin™ shall mean (x) earnings plus interest, taxes and any extraordinary, non-
recurring charges divided by (v) total revenue, (ii) “Operating Interest Coverage Ratio” shail
mean (x) earnings plus interest and taxes divided by (y) gross interest expense. Nothing

2
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contained in this Agreement shall be construed to modify any obligation that USEC or the USEC
Companies may bave with respect 1o the Plants under the Lease Agreement between USEC and
the Department of Energy dated as of July 1, 1993, as amended, or under any state or federal law,
rule, regulation, order or permit applicable thereto.

(d) USEC’s Strategic Plan dated September 1997 and adopted by the Board in
January 1998 (the “Strategic Plan™) contemplates certain reductions in the workforee at the
Plants through USEC Inc.’s fiscal year 2000. To the extent commercially practicable, the USEC
Companies shall (i) take steps reasonably calculated in good faith to ensure that workforce
reductions at the Plants through USEC Inc.’s fiscal year 2000 are conducted in a manner
consistent with the Swrategic Plan, do not exceed 500 employees, and are effected in substantially
equal parts in each of USEC Inc.’s fiscal years 1999 and 2000, (ii) in each of USEC Inc.’s fiscal
vears 1999 and 2000, seek to achieve such workforce reductions through a program of voluntary
separation. before instituting a program of involuntary separation, (iii) with respect to such
workforce reductions, provide benefits and take other measures to minimize workforce
disruptions that are no less favorable to the workforce than would have been the case prior to the
privatization of USEC and that are in accordance with the agreement between USEC and the
Department of Energy concerning worker assistance to be entered into prior to the Closing. The
foregoing provisions (w) shall not be construed to limit employee terminations for cause or
workforce reductions through normal employee attrition, (x) shall be subject to any applicable
collective bargaining agreements involving the Plants’ workforee, (v) shall not be construed to
create any third-party beneficiary rights, (z) shall terminate on the second anniversary of the date
of this Agreement.

(e) From the Closing until the third anniversary of the Closing, the USEC
Companies shall not grant any option, right or warrant to purchase, acquire, or otherwise receive
any direct or indirect interest in. or economic benefit from, any shares of the stock of USEC Inc.
or any securities convertible into or exercisable or exchangeable for the stock of USEC Inc.,,
either through any bonus, profit sharing, compensation, severance, stock option, stock
appreciation right. stock purchase agreement, retirement, deferred compensation, employment, or
other employee benefit agreement, plan, or other arangement for the benefit or welfare of any
director, officer or emplovee of the USEC Companies or otherwise, unless such grant is made
pursuant to an agreement, plan or other arrangement that has been validly approved by the
shareholders of USEC Inc. at a meeting held at least 180 days after the Closing.

(f) From the Closing until 180 days after the Closing, the USEC Companies shall
not (1) adopt any new. or amend any existing, compensation, employment or consulting
agreements or arrangements for the benefit or welfare of any person who is listed as an Executive
Officer in USEC Inc.’s Registration Statement on Form S-1, or (2) increase the compensation or
fringe benefits of any such person as in effect as of the Closing.

{g) USEC and the USEC Companies shall enter into agreements with each of
their respective officers and directors. under which each such officer and director shall agree not.

3
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10, and to use his or her best efforts to cause members of his or her respective immediate family
not to, purchase shares of the Common Stock of USEC Inc. or otherwise acquire or receive any
direct or indirect interest in, or economic benefit from, any shares of the Common Stock of
USEC Inc. or any securities convertible into or exercisable or exchangeable for the Common
Stock of USEC Inc. during a period from the Closing until 180 days after the Closing. Copies of
all such agreements shall be provided to Treasury at least 5 business days prior to the Closing.

(h) From the Closing until the second anniversary of the Closing, the USEC
Companies shall not hire, contract with, or provide compensation, employment, or other
arrangements for the benefit of (i) persons who are or have been members of the Board of USEC
on or prior to the date of this Agreement, or (if) entities in which such persons have a direct or
indirect material interest; provided, however, that this Section 1(h) shall not be construed to limit
or alter rights of indemnification or contribution provided by any written agreements in effect on
the date of this Agreement. For purposes of this Section 1(h), the parties intend that the term
“direct or indirect material interest™ shall be construed with reference 1o Jtem 404(a) of SEC
Regulation 8-K (17 C.F.R. § 229.404(a)) and the Instructions thereunder.

(i) For a period of two years afier the Closing, the USEC Companies shall not
engage, hire, contract with, or provide compensation, employmient or other arrangement for the
benefit of the financial advisors or law firms that advised the USEC Board of Directors as to the
manner and method of transfer of the United States Government's imerest in USEC to the private
sector without the approval of the Board of Directors of USEC Inc.; provided, however, that this
provision shall take effect with respect to each such advisor or law firm only after the expiration
of the terms of their respective contracts that are in effect on the date hereof; and provided
further, that nothing in this provision shall act to amend, waive or cancel existing contractual
limitations on the provision of services 1o the USEC Companies by such advisors or law firms.

2. Cooperation. The USEC Companies shall provide the Treasury and any other
agencies or instrumentalities of the United States Government with such assistance and
information, books, records and other material documents of USEC existing on the Closing
("Records™), without charge, as may be recsonably requested by such parties in connection with
(i) claims relating 10 the period prior 1o the Closing for which the United States Government may
bave liability, or (ii) the privatization of USEC. Such cooperation shall be provided to the
requesting party prompily upon its request and shall include making employees availableon a
mutually convenient basis to provide additional information and explanation of any material
provided hereunder. The USEC Companies shall retain all Records for & period of six (6) years
following the Closing.

3. Goveming Law: Consent to Jurisdiction. This Agreement, end the rights and
obligations of the parties hereunder, shall be governed by, and construed and interpreted in
accordance with, federal law and not the law of any state or locality, USEC, the USEC
Companies and the Treasury hereby irrevocably and unconditionally consent and submit to and
waive any objection to the personal and subject matter jurisdiction of, and venue in, the United

4
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States District Court of the District of Columbia or the United States Court of Federal Claims in
any action or preceding arising owt or relating to this Agreement. USEC, the USEC Companies
and Treasury agree that such jurisdiction and venue shall be exclusive with respect to any such
action or proceeding brought by it hereunder. USEC, the USEC Companies and Treasury
consent to the service of copies of the summons and complaint and any other such process which
may be served in any such action or procesding by cenified mail, return receipt requested, or by
any other method permitted by law.

4. Amendment; Waiver. This Agreement may only be amended by an instrument in
writing signed by the parties hereto. Any failure by USEC or the USEC Corapanies to comply
with any obligation, covenant or agrsement herein may be waived by Treasury, and any failure
by Treasury to comply with any obligation, covenant or agresment herein may be waived by
USEC or USEC Inc.; provided, however, that any such waiver may be made only by a written
instrument signed by the party granting such waiver. " Any waiver or failure to insist upon strict
compliance with such obligation, covenant, agreement or condition by a party hereto shall not
operate as & waiver of, or estoppel with respect to, any subsequent or other failure by any other
party hereto.

5. Entirc Agreement. This Agreement constitutes the entire sgreement between the
parties hereto with respect to the specific subject matter hereof and supersedes ali other prior
agreements and understandings, both written and oral, between the parties with respect 1o the
specific subject matter hereof.

6. Sugeessors and Assigns. This Agreement shall be binding upon and inure to the
benefit of the parties and their respective successors and assigns.

7. Notiges. Al notices, requests, claims, demands and other communications
hereunder shall be in writing and shall be given (and shall be deemed to have been duly given
upen receipt) by delivery in person, by facsimile or by registered or cerdified mail (postage
prepaid, return receipt requested), to the other party as follows:

if 10 Treasury:
Department of the Treasury
1500 Pennsylvania Avenue, N W,

Washington, D.C. 20220
Attention: Assistant Secretary (Financial Markets)
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If 1o USEC or the USEC Companies:

United States Enrichment Corporation

2 Democracy Cemter

6903 Rockledge Drive

Bethesda, MD 20817

Attention: General Counsel

or to such other address as the person to whom notice is given may have previously furnished to
the other in writing in the manner set forth above.

8.

of which shall be deemned to be an original, but all of which shall constitute one and the same

agreement.

IN WITNESS WHEREGOF, each of the parties has caused this Agreement to be executed
on its behalf by its duly authorized representative, all as of the day and year first above written.

THE UNITED STATES OF AMERICA,
acting through the Secretary of the Treasury,
through his duly authorized designate

NS
4.

Name: ‘Gary Gensler

Title: __Assistant Secretax Financia

UNITED STATES ENRICHMENT
CORPORATION, a federally chartered corporation

By:

Name: _William K. Timbers Jr.x

S

Title: _ President and CEO

Counterparts. This Agreement may be executed in two or more counterparts, each

1 Marke
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UNITED STATES ENRICHMENT
CORPORATION, a Delaware corporation

D/ llr

corporation

1004358
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

November 24, 1999
ASSISTANT SECRETARY

The Honorable Ed Whitfield
U.S. House of Representatives
Washington, D.C. 20515-1701

Dear Mr. Whitfield:

This letter responds to-your letter dated September 7, 1999 to Secretary Summers in which you
requested that the Treasury Department provide you with certaiu information regarding the
financial condition of USEC Inc.

‘We are not aware of information that might be construed to indicate that USEC Inc. believes that
a “Significant Event” (as that term is defined in the Agreement Regarding Post-Closing Conduct)
has occurred. In fact, USEC Inc. has stated on Form 10-Q filed on November 5, 1999, that
“[nJone of the exceptions to USEC’s obligation to operate the plants has occurred.” In the event
that USEC Inc. were, at some future date, to conclude that a Significant Event bad occurred, the
Treasury Department would expect USEC Inc. to explain the basis for its conclusion, and we
would independently evaluate the merits of that conclusion, including deciding at that time how
we believe the test for determining whether a Significant Event had occurred should be applied.

We provide you with the following information in response to the four questions in your letter
regarding specific “Significant Events™

Question 1. Applying the methodology set out by USEC in a letter dated July 10, 1998 from
William J. Rainer and William H. Timbers to Under Secretary Gary Gensler, and in a
memorandum dated July 20, 1998 from Joe! Bryan (Assistant Treasurer at USEC Inc.) to Peter
Necheles (a former policy advisor at the Treasury Department),’ and using data derived from
recent USEC Inc. public earnings announcements, which we have not independently analyzed,
the operating margin of USEC Inc. during the fiscal year ending June 30, 1999, was 13.1%. The
margin was 6.4% for the quarter ending September 30, 1998, 13.1% for the guarter ending
December 31, 1598, 8.2 % fur ibie guarte ending March 31, 1559, 18.5% for ihe guarier ending
June 30, 1999, and 13.4% for the quarter ending September 30, 1999. In making our
calculations, we first added the following items to net income: interest expense; tax expense;
and extraordinary, nonrecurring charges. Next, we subtracted the following items from net
income: tax benefits and other income. We then divided that derived amount by revenue. The
Treasury Department does not have information that would provide a basis for making estimates
about USEC Inc.’s future financial performance.

Question 2. Standard & Poor’s downgraded USEC Inc.’s corporate credit, senior unsecured
debt, and bank loan ratings from BBB+ to BEB on August 30, 1999. Moody’s, however,
confirmed USEC’s senior long-term debt ratings at Baal on July 23, 1999. We note that

! Copies of this letter and dum have previously been provided to the House Comnmittes on
e toits for d ing USEC privatizati
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Standard & Poor's and Moody’s generally consider any rating above BB+ and Bal, respectively,
to be an investment grade rating.

Question 3. Applying the methodology set out by USEC in the July 20, 1998 memorandum
referenced above, and using data derived from recent USEC public earnings announcements,
which we have not independently analyzed, the operating interest coverage ratio of USEC Inc.
during the year ending June 30, 1999 was 5.6x. The ratio was 3.3x for the quarter ending
September 30, 1998, 6.5x for the quarter ending December 31, 1998, 3.9x for the quarter ending
March 31, 1999, 8.2x for the quarter ending June 30, 1999, and 4.0x for the quarter ending
September 30, 1999, In making our calculations, we started with net income, added interest
expense and tax charges (or subtacted tax benefits), and divided that amount by gross interest
expense. The Treasury Department does not have information that would provide a basis for
making estimates about USEC Inc.’s future figancial performence.

Question 4. The Treasury Department does not have information about the average price of
SWU under USEC Inc.’s current contracts, nor does Treasury have information that would
provide a basis for making estimates about the future price of SWU. Treasury notes, however,
that USEC Inc. has stated on Form 10-Q filed on November 5, 1999, that “[bjased on
information known, USEC does not anticipate that the average SWU price under its long-term
contracts is likely to fall below $80 per SWU (in 1998 dollars) in the near future.”
‘While we have not appointed a single official to serve as an authority on the issues affecting the
relationship between the gaseous diffusion plants and the Treasury Agreement, you may contact
Kerry Lanham of the Office of Government Financing (622-2460) for questions regarding USEC
Inc. In addition, you should feel free to contact me or to have your staff contact Frank Toohey of
my office (622-0585).

Sincerely,

(s Bdeitn

Assistant Secretary
(Legislative Affairs and Public Liaison)
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Report to Congress Under Section 3112(b)(10) of the
USEC Privatization Act

Introduction:

The Agreement Berween the Government of the United States and the Government of the Russian
Federation Concerning the Disposition of Highly Enriched Uranium Extracted from Nuclear
Weapons (U.S./Russian Highly Enriched Uranium Agreement or Agreement) was signed on
February 13, 1993, The 20-year agreement (1994-2013) supports U.S. nuclear nonproliferation
policies and mutual U.S. and Russian security interests. The United States agreed to purchase
from the Russian Federation 500 metric tons of highly enriched uranium converted to low
enriched uranium. The highly enriched uranium is blended down to low enriched uranium under
the terms of this Agreement. The resulting enrichment services contained in the low enriched
uranium will be sold by the United States Enrichment Corporation (USEC, and now USEC Inc.)
to fuel commercial nuclear power plants.

A contract impl ing the A was signed on January 14, 1994, with USEC’s
predecessor acting as executive agent on behalf of the United States and Techsnabexport (Tenex)
representing the Russian Government. Tenex is majority owned by the Russian Ministry of
Atomic Energy. Under the implementing contract, USEC has agreed to purchase the separative
work units contained in the low enriched uranium. Under the amended implementation contract,
Russia takes title to the natural uranium component of the low enriched uranium delivered to
USEC and is responsible for selling it.

Due to the large quantities of uranium entering the United States under this Agreement,
Congress in April 1996 imposed restrictions on the domestic sale of the natural uranium
component and established monitoring and reporting requirements. Section 3112(b)(10) of the
USEC Privatization Act (Privatization Act) (42 U.S.C. 2297h-10(b)(10)) requires the President
to:

1. Monitor the performance of the U.S. executive agent (USEC) under the Agreement, and

2. Report to Congress each year on the effect the low enriched uranium delivered under the
terms of the Agreement is having on the domestic uranium mining, conversion, and enrichment
industries and on the operation of the gaseous diffusion plants (that USEC operates under a lease
g with the Dep of Energy) including a description of actions taken or proposed
to be taken by the President to prevent or mitigate any material adverse impact on these
industries or any loss of employment at the gaseous diffusion plants as a result of the Agreement.

"The low enriched uranium being purchased by the United States under this Agreement represents the
equivalent of 2imost 400 million pounds of natural uranium and 92 million separative work units, enough to satisfy
about nine years of demand for ium and separative work units in the United States. Because the uraniumis in
the form of natural hexafluoride, it also repi over | 50,000 metric tons of conversion services.
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The purpose of this report is to respond to number 2 above by analyzing the effect of the
deliveries under the Agreement on the uranium industries, employment at the gaseous diffusion
plants, and actions taken or proposed to be taken to prevent or mitigate any material adverse
impacts. This report concludes that there have been no material adverse impacts on the domestic
uranjum mining. conversion services, or enrichment services industry caused by the deliveries
under the Agreement.

Implementation of the Agreement:
The table below shows the quantities of highly enriched uranium that was downblended into low

enriched uranium, and their equivalent natural uranium, conversion services, and separative work
units delivered. Total ordered quantities for 1998 were not completed during the calendar year.

Delivery Highly Low Enriched | Natural UF, Feed Natural UF, Separative

Year Enriched Uranium Component Conversion Work Units
Uranium (metrictons U) | (Million ibs. U,O4(e)) | Component (Million | (Million SWU)
metric tons U) kgl

1995 6 186 4.8 1.8 1.1
1996 12 37 9.5 3.7 2.2
1997 18 480 13.7 5.3 33
Total 24 723 18.9 7.3 44
1998

Orders
1998 14.5 450 11.5 44 2.7

Actual

Deliveries

Under Section 3112(b)(1) and (2) of the Privatization Act, the Department took title to the
natural uranium component (14.3 million pounds U,04(e)) from the first 18 metric tons of highly
enriched uranium (1995-1996 deliveries). Approximately 4.5 million pounds of that has been
sold by the Department back to Russia for use in matched sales contracts.> Only a small quantity
(4.7 million pounds) of the 25.2 million pounds of natural uranium component from the 1997

2Matched sales” refers to one of the methods through which Russian uranium can enter the U.S. market
under the Agreement Suspending the Antidumping Investigation on Uranium from Russia (the Suspension
A ) as ded. Under this provision, Russian ium is ailowed to enter the U.S. market up to 2
specified volume if the quantity is equally matched with newly produced, U.S.-origin uranium prior to delivery to
the ultimate consumer in the United States. The Department of C ce and the Russians signed an d
effective October 3. 1996, that allows the natural uranium component to be sold in the United States, thus making
the Suspension Agreement i with the Privatization Act.
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and 1998 deliveries has been sold. The remaining 20.5 million pounds remains in storage at
USEC.

During 1998, sale of the remaining Russian natural uranium component was not completed due
to various market-related factors and other concems that would not allow the Russians to receive
full value for the uraniwm. Because of issues surrounding the natural uranium component.
Russia delivered, and therefore USEC purchased, 2.7 million of the planned 4.4 million
separative work units in 1998, In March 1999, Russia and 2 Western consortium of producers
{made up of Cameco, Cogema, and Nukem, Inc.) did finalize 2 commercial agreement for the
purchase of the uranium contained in future deliveries post-1998. Also in March 1999, a
govemmeni-to-government agreement between the United States and Russia was executed in
which the U.S. Government agreed to purchase the uranium contained in the 1997 and 1998
deliveries as well as to permit a return of a portion of uranium back to Russia.

Effects on U.S. Nuclear Fuel Industries:
Uraniur Mining and Conversion Services

Both the uranium mining and conversion services industries are being addressed in this section as
both markets experienced the same basic trends for similar reasons. In 1998, both markets
experienced a downward pressure in price and decreased contracting activity compared to 1997.
Various uranium producers worldwide delayed or reduced plans for production during 1998 due
to the depressed state of the market.

Several factors contributed to the market decline; however, the U.S./Russian Highly Enriched
Uranium Agreement deliveries to date have not been a significant factor in the market’s decline
nor have they caused a material adverse impact. Only 8.3 million pounds U,Oe) (4.5 million
pounds in matched sales through the Department’s contract with Global Nuclear Services &
Supply, Ltd.* and less than 4 million pounds of sales from the 1997 and 1998 deliveries under the
Agreement) have entered the U.S. market to date. This equates to an average of approximately

4 percent of U.S. demand annually during 1995-1998. The recently depressed market was
primarily caused by a lack of demand (most wtility requirernents have already been met through
1999) and an industry perception of a near-term oversupply situation.

Uranium Enrichment Services

On July 28, 1998, the United States Enrichment Corporation, a Government-owned corporation,
became the United States Encichment Corporation, a subsidiary of USEC Inc., a fully privatized

31n December 1996, the Department of Energy entered into an agreement with the Russian Federation,
through its agent, Global Nuclear Services and Supply, for the sale of up to 7.8 million pounds U,Oy{e} of the
uranigm component from the 1995 and 1996 deliveries undsr the agreement to be sold back to the Russians for use
in sales 10 the Suspension Agr
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company through an initial public offering on the New York Stock Exchange. In order to
“...operate the gaseous diffusion plants more efficiently and to meet foreign competition” (USEC
News Release, August 25, 1998), the newly privatized USEC Inc., initiated a voluntary
reduction-in-force program for employees at the Paducah. Kentucky. and Portsmouth. Ohio.
gaseous diffusion plants. In November 1998, USEC Inc. completed the first phase, eliminating
approximately 123 positions at each plant solely through a voluntary reduction-in-force program.
The second phase will involve a similar plan of 250 additional reductions in summer 1999.

USEC Inc. pays a price for separative work units under the Agreement that is much higher than
its marginal cost of production and higher than current market prices. However, “The Company
believes that it is uniquely positioned to act as U.S. Executive Agent” because “it can best
integrate this additional supply of enrichment services into the market in a manner that
minimizes market impact” (USEC Prospectus, July 22, 1998). Although the Agreement was a
contributing factor to the reduction in employment at the gaseous diffusion plants, other
considerations included increased competition from foreign enrichment suppliers and a need to
improve efficiency, which is normal when a Government entity moves into the private sector.

Actions Taken to Mitigate Adverse Effects:

Enrichment Oversight Committee

On May 26, 1998, President Clinton issued an Executive order for the establishment of the
Enrichment Oversight Committee. The committee provides oversight of the executive agent of
the Agreement (currently USEC Inc.) and monitors and coordinates all efforts of the

U.S. Government with regard to the Agreement. It also collects and analyzes information related
to the maintenance of domestic uranium mining, conversion, and enrichment industries. The
committee is also responsible for providing this report to Congress, which monitors the effects
that the Agreement has on the uranium industry and employment at the gaseous diffusion plants
as required by the USEC Privatization Act. The Department has prepared this report on behalf of
the committee. A senior official of the National Security Council chairs the committee. Other
members include representatives from the Departments of State, Treasury, Defense, Justice,
Commerce, and Energy; the Office of Management and Budget; the National Economic Council;
the Council of Economic Advisers; and the Intelligence Community.

Uranium Mining and Conversion Services

The U.S. Government took several actions during 1998 that are expected to counter the
depressed state of the uranium mining and conversion services markets, On September 22, 1998,
in Vienna, Austria, Secretary of Energy Bill Richardson and the Russian Minister of Atomic
Energy Yevgeniy Adamov signed ari interim joint report on the status of implementation of the
Agreement following the requests of Presidents Clinton and Yeltsin at the September 1-2, 1998,
Moscow Summit. The joint report moves to facilitate a long-term agreement between Russia and
the consortium of Western companies for the purchase of the natural uranium component. The
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interim report states that. if the parties are able to reach a long-term agreement. then the
Department will take several actions including making a public commitment to defer its own
natural uranium sales for ten years. In March 1999, Russia and a Western consortium of
producers (made up of Cameco, Cogema, and Nukem, Inc.) did finalize a commercial agreement
for the purchase of the uranium contained in future deliveries post-1998. Also in March 1999. 2
governmeni-to-government agreement between the United States and Russia was executed in
which the U.S. Government agreed to purchase the uranium contained in the 1997 and 1998
deliveries as well as to permit a return of a portion of uranium back to Russia

Also, on October 21, 1998, Congress passed, and President Clinton, signed P.L. 105-277 that
provides for the United States to purchase, for up to $325 million, the natural uranium
component associated with the 1997 and 1998 deliveries (approximately 28 million pounds of
U;04(¢)) under the Agreement. The purchase of this uranium by the United States is contingent
upon Russia and the Western uranium companies reaching a long-term commercial agreement
for the purchase of the uranium component associated with enriched uranium deliveries to USEC
Inc. in 1999 and beyond. This purchase of up to 28 million pounds of U;0,(€), in conjunction
with the Depariment's voluntary moratorium on sales, could provide an additional improvement
in the uranium and conversion services market.

Uranium Enrichment Services

While it is recognized that implementation of the Agreement was only one of several factors that
could be related to the USEC Inc. layoffs, the U.S. Government took several measures that may
result in the mitigation of some job losses at both the Paducah and Portsmouth gaseous diffusion
plants. First, the Department signed a Memorandum of Agreement with USEC on June 30,
1998, establishing a $20 million Worker Assistance Fund to minimize work force disruption and
assist work force transition at the gaseous diffusion plants. This agreement also provides that the
Department shall, where practicable, extend a hiring preference at Department facilities to
separated employees, pursuant to existing authorities. A second Memorandum of Agreement
was signed on June 30, 1998, where USEC paid the Department an additional $50 million to take
and manage 2,026 cylinders of depleted uranium hexafluoride that will be generated
postprivatization that also provides that the Department shall, where practicable, extend a
preference in the hiring to separated employees at either plant. Furthermore, prior to
privatization, USEC commitied in a Memorandum of Agreement with the Department of
Treasury to ensure that, to the extent commercially practicable, work force reductions would not
exceed 250 employees in USEC’s fiscal year 1999 and 250 employees in fiscal year 2000 and to
seek to achieve such reductions through voluntary separation programs.

Further, P.L. 105-204 provides that the “Secretary of Energy shall prepare and the President
shall include in the budget request for FY 2000, a plan and proposed legislation to ensure that
all amounts accrued on the books of the United States Enrichment Corporation for the
disposition of depleted uranium hexafluoride [$373 million] will be used to commence
construction of, not later than January 31, 2004, and to operate, an onsite facility at each of the
gaseous diffusion plants...to treat and recycle depleted uranium...” Construction and operation



87

of these facilities would create employment opportunities at the plants.
These Government actions are expected to mitigate some of the impact of layoffs at the gaseous
diffusion plants that have occurred from USEC Inc.’s reduction in force.

Conclusion:

In the Administration’s judgment, the Agreement did not have a material adverse impact on the
domestic uranium mining and conversion services industries during 1998. Due to the

0 ding issues surrounding the natural uranium feed component under the Agreement, only a
small portion of the uranium was actually sold into the market. Although the uranium mining
and conversion services markets were depressed during 1998, it was attributable to the low
demand and perception of an oversupplied market. This oversupply should continue to improve
and the market stabilize since the uranium feed component issues have been resolved through
completion of the government-to-government and commercial agreements signed in March 1999.

The enrichment services contained in the deliveries from the Agreement have been successfully
absorbed into the enrichment market through USEC Inc. These deliveries did not cause a direct
material adverse impact to the domestic enrichment industry. However, in 1998, the
combination of a highly competitive enrichment market and efficiencies sought by USEC Inc. led
to reductions in employment at the gaseous diffusion plants. All of those reductions were
voluntary. The U.S. Government has taken several actions that may help mitigate these
reductions: establishment of a fund to assist in work force transition, providing for a hiring
preference at Department facilities, and obtaining a commitment from USEC Inc. to achieve
reductions through voluntary separations and to ensure that reductions do not exceed

250 employees in each of USEC Inc.’s fiscal years 1999 and 2000. Additionally, the passage of
P.L. 105-204 and the impiementation of plans for initiating the disposition of depleted uranium
hexafluoride at the gaseous diffusion plant sites will require additional workers. These
Governmental actions are expected to have a positive effect on the empioyment at the gaseous
diffusion plants.
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John - At yau kow, thers are tws problems ivalving the Russien HEY contrect providieg far
tha dismamding of Sovist nuclpsr werheads: {1) the sisence of markes-bmed pricing far Rusuinn
SWH and {7) jobo at the twa USEC-DOE domesric phante. The exaached mumaranium descsibes
o way Hrag Simon snd | baliave thesg prabioms cen ha addrgssad

Tom

1f you did ot mesive o8 of the pacs &4 300 et they s Bagible, piesss call 2004578040,
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November 12, 1999
MEMORANDUM

Action Requested

Por the reasons set forth in this memorandum, gl] of the following jtems nesd 10
be acted upon before Congreas adjourns this year:

i. Envirenmants an and W cangition ar Qak Ridge, Portemauth
. Approximately $175 million will be collected during fisoal year 2000 from
utilities and placed in & trust fund for future remediation of uranivm and thorium milling
sites and the decontaminstion snd decommissioning of USEC's gaseous diffusion
urapdum enrichment facilities. This $175 million should be made available to DQE for
current use for these pwposes. Two-thirds of these funds would enable the USEC
workers now at risk to continus to be productively employed by DOE conwactors and
provide cleanup agsistance at the Oak Ridge facility as well. Recent press accounts have
amphasized the nced for acceleration of ¢lsan-up activities and it is beter policy to
redeploy these workers them to terminate them. (The remaining one-third would be used
with respect to thorium facilities.)

2. Assimanceip USEC for Above-Market Russian SWU. During the period
ending December 31, 2001, at least $63 million should be redi d to provids £ ia!
sasistance to the U.S. Executive Agent (USEC) to offset part of the coat of the payment
of above-market prices for Russian SWU through 2001. The legitlation should provide
that DOE shall make payments to the Russian Bxecutive Agent in an amount equal to the
difference between the amount payabie for Russian SWU snd the spot market price for
SWU at the time of purchase of the Russian SWU, with corresponding reductions in the
amonat paysble by USEC for the Russian SWU. The amounts paid to the Russian
Executive Agent could be derived from existing no-year sppropsiations for Russia (P.L.
105-277) to implement the U.S.-Russian accord for the disposition of excess weapons
plutonium.

3. Tails tragsferred from 118, Executive Agent to DOE. Congress should
direct the transfer of deplated uranium from GDP's from the Exccutive Agent (USEC) to
DOE. (Tails generated between 7/26/98 and 12/31/01 in the approximate amount of 24
million kgu), This provides approximately $70 million in velue to the U.S. Executive
Agent to offset partially their purchase of above market price SWU from Russien nuclear
warheads, We are informed that this transfer does not score for budget purposes.

Dz, 456348
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Backgronnd

In 1993, the U.S, and the Russian Federation emered into an agreemnont providing
for the peaceful use of highly eariched wranium (FIEU) recovered frow dismmntled
nuclesr weapons of the Somer Soviet Union. Under the sgreement, Russis converss the
HEU into low enriched wraniwre (LEU). In 1994, on behalf of the U8, government,
USEC (the designated exccutive agent for the U.S. under the 1993 contract) signed & 20~
year agreement with its Russisn coumterpart 1o purchase the uranium enrichment
component (SWU) of the Russian LEU for resale to utilides for their use in the
production of elestricity. In 1996, prices for the acquisition of Russisn W' by the U.S.
govermment were set for the five-year period 1597-2001.

Wiaen USEC wes privetized in July 1998, the acquisition price for Russian SWU
was approximately $8 less than the then prevailing SWUJ market price. Unanticipated
and substantial post-privatization declines in the SWU muarket price have rosulted in the
payment by USEC, Inc, (the publicly traded private corp.) of sbove-muarket prices for
Ressian SWU, The post-privatization declines in the SWU market price aro expested to
contisioe, bt Ruasis has declined 10 renegotiate the conwaet to raflect market prices uni}
at least 2002,

Theve are two problems that must be addressed gow in onder to protest domestic
workers and to engure that the natonsl security objectives of the United States will
continue 1o be met

Piret, a3 the direct result of the unanticipatad declines in the market price of SWUI
since USEC was privatized in July 1998, USEC has been forced by ita legnl obligations
to its sharebolders to consider whether 1o exercise its contructual fight to texminate its
status as Executive Agent. Such 3 termingtion could raise national security issues and be
inconsistent with the nuclosr sonproliferation policies of the United States. 1t is nejther
USEC’s nor the Admunistration’s wish to have that occus.

Second, as part of USEC’s cost reduction program, the compuny will be laying
off several hundred DOB s USEC funded workers at its plamts in Paducah, Kentucky
and Porwmouth, Ohie. If these workers become unemployed, DOE could have
substaatial liabilities (approximataly $30 million) to make payments of “3161 finds" w
the affected workers. USEC would prefer that these workers be transitioned 1o clemup
activities if appropriate funding can be made svaiisble.

These two problems oan be effectivaly addressed if all of the three items set forth
#bave are scted upon before Congress adjourns this year,

Dioc, $56368
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The Secretary of Energy
Washington, DC 20585
QOctober 28, 1999

Mr. William H. Timbers, Jr.
United States Enrichment Corporation
Twao Democracy Center
6903 Rockledge Drive
Bethesda, Maryland 20817-1818

Dear Mr. Timbers:
1 have scveral important issues to bring to your anention.

Fxm,nsyouknow USEChBappakdmmeUS governmen: for assistance to address
costs ion of the U.S.-Russia HEU Agrecment. Indeed, some
oflhzsepmposﬂs haved.lmm:phcanons for my Department’s budget and Jiabilites.
The date USEC has provided to my staff are insufficient to justify your request for
assistance of approximately $100 million per year. In parnticular, the cost data provided
are very general and key assumptions are questionable. For exampie, in the cases
examining what USEC could have produced without the HRU Agreement, the electricity
andothetcammposuedwmnse,potenmnyuagmgthecosthSECof
impl ting the ag: with Russia. In fact, some of your praduction may well
exceedmecoslofbuymgkussxmmmal. In shoit, we belicve the tue financial need
may be much lower, or zero. Without better data and documentation of your
assumptions, we cannot accurately determine the actual economic impact of the HEU
Agreement on USEC. Accordingly, it is difficult 10 establish the case for pear-term
governraent action against that for other corporaic actions.

Second,lamoonccmcdabommexmpmofUSECum!ﬂmmsabsunthnHEU

March of this year I signed, with Minister of Atomic Encrgyy Adamov, an agreement w0
address problems on the feed component of the HEU Agreement. The March agreement
requires DOE 10 hold 22,000 mewic tons of natural wranium off the market for 10 years,
half of which resulted from our purchase for $325 million of a backlog of Russian
material. But the market price has declined since that time. Meanwhile, your campany’s
recent earnings statemens reports a 100 fold increase in nanmral aranium sales for the last
quarter compared to the same quarter last year, from $200,000 to over $25 million. Such
sales may be inconsistent with your written assurances provided to the U.S. last year
abowt responsible marketing of USEC natural uranium inventory. At this rate, you will
soan be supplying nearly 25 percent of the U.S. market. What are your plans for namural
uranium sales and why should they be viewed as consistent with your previous
commitments aud the stability of the HEU Agreement? More specifically, what are your
current commitments for firure delivesies of natural uranjum, alone or contained in
enriched uranium product, by quarter, for delivery 10 utilities and other customers?

@ Prainm on mcyeies poper
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Third, I am decply concemned by information that I have learned this month from Minster
Adamov regarding how far behind in the delivery schedule USEC has fallen sinee July.
As Tunderstand it, over 400 cylinders were required 1o corppleie scheduled deliveries in
Be spcond balf of this year. As a result of delays by USEC ir providing cylinders,
Russia will be able to deliver fower than 360 cylinders to USEC by year’s end. Russia
will thus lack the means to deliver LEU derived fom mere thae five soetric 1ons of HEU,
thar will result in more than a $100 million shordall 1o Russia, Iaw also concermned that
there is not 10 agreed schedule for year 2000 deliveries as required by USEC’s contract.
The timing of these problems is very unforiunate. It undercwts ouy efforts o urge Russia
1o move towards mavket pricing for its enzichment services when the U8, is seen 35 not
fulSiling basic schedules In the near 1orm. The laek of USEC cylindess to deliver HEU
already blended down, and lack of a schedule to blend down meore in Russia makes me
uneasy about the swbility of te path we are on in implementing this critical national
security agreement, It alse clouds your request for assi as ive agens. Ineed
credible explanations of these matters.

In closing, I need more and beiter information to understand how USEC and the DOE
should sppropriately work together on issues of common concesn, such as the HEU
Agreement, the funwre of Americen entichment capsbility enid plans affecting the
woskforce at our GDP sites. In particular, I will be seeing Minister Adsmov in the very
near fomure. I would appreciare having written responses o the issnes noted gshove by
close of business Friday, Ocwobrer 29 in order ko engage Minister Adamov constructively.
Inaddition, my staff will be following wp with questions under the appropriate
memoranda of information sharing or sxscutive agensy.

Bill Richardson



93

UNITED STATES
NUCLEAR REGULATORY COMMISSION
WASHINGTON, bvs. sud3Eundt
March 28, 2000

Mr. Steven A. Toelle

United States Enrichment Corporation
2 Democracy Center

6903 Rockledge Drive

Bethesda, MD 20817-1818

SUBJECT: USEC FINANCIAL EVALUATION

Dear Mr. Toslie:

Your iatter of March 17, 2000, informing us of your delay to provide the financial information we
requested on February 25, 2000, is acimowledged. We regret that this information cannotbe
provided by the date we requested. Because of the impertance of this review, we urge you to
place a very high priority on providing the requested information.

In your letter you indicated that you will provide financial information through December 31,
2003, the date the current certificates expire. Please be advised that our chiective is to parform
a financial review conskiering the next five years, riot just through Calendar Year 2003. In the
absence of information provided by the United States Enrichment Corporation for the time
pericd requested, our review will be made muore difficult

Wae agrae that a closed mesting to discuss the finandial information you are providing would be
useful. However, we consiger that the maeting shouid be held as soon as possible after you
make your submittal, Flease contact Mr. Timothy C. Johnson at (301) 415-7299 to scheduie

the meeting.

Sincerely,

MM&)

Melanie A. Galloway, Section
Enrichment Section
Special Projects Branch
Division of Fuet Cyrie Safety -
and Safeguards
Office of Nuclear Material Safely
and Safeguards

Dockets: 70-7001, 70-7002
Cerlificates: GDP-1, GDP-2

cc: Mr. Randall M. DeVault, DOE-Oak Ridge
Mr. Gary Samore, NSC
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YCUSEC

A Globl Ensrgy Cotpeny

March 17, 2000
GDP 00-0045

Ms. Melanie Galloway

Section Chief, Envichment Section, Special Projects Branch
Division of Fuel Cycle Safety and Safeguards, NMSS

U.S. Nuclzar Roguiatory Commission

Washington, D.C. 20555-0001

Paducah Gaseous Diffusion Plant (PGDP)

Portsmouth Gaseous Diffasion Plant (PORTS)

Docket Nos. 70-7001 and 70-7002

Response to NRC Reguest for Information to Support Financial Evaloation

Dear Ms. Galloway:

In Reference 1, the NRC requested the U. S, Enrichment Corporation (USEC) 1o provide information
o support a financial evaluation to be conducted by the NRC, The NRC also requested that this
information be provided within 30 days of the date of the NRC letter (viz.,, by March 27,2000). The
purpose of this letter is to inform the NRC that USEC will provide financial information to suppaort the
NRC review by April 14, 2000, This additional time is needed based on the availability of resources
in our Finance and Planning group.

In addition, the NRC requested financial information for the next five years. Currently, the NRC
certificates for PGDP and PORTS expire on Decembur 31, 2003, As previously discussed with the
NRC, USEC has available and will provide financial information to suppert operation for the remaining
term of the certificate and to assist the NRC in making a determination that aperation of the GDPs by
USEC is “not be inimical to the maintenance of a reliable and economical source of domestic
envichment services” USEC notes that in accordance with draft NUREG-1671, “Standard Review Plan
for the Recertification of the Gaseous Diffusion Plants,” financial information will be submitted as part
of the recertification application to support operation beyond December 31, 2003,

Finally, we consider that it may be beneficial to meet with the NRC to explain the financial mformation
1 be provided, To aliow the NRC time to become familiar with the information prior to the meeting,
scheduling the meeting in {ate April 2000 appesrs sppropriate. Due to the subject matter, a closed
mesting is requested.

USEC Inc.
6903 Rockledee Drive. Bethesds. MTY 20817.1818
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Melanie Galloway
March 17,2000
GDP 00-0045, Page 2

If you have any questions regarding this matver, please cantact Mr. Mario Robles at (301) 564-3408.
Sincerely,
s. ﬂﬁﬂ

-Steven A. Toelle
Nuclear Regulatory Assurance and Policy Manager

Reference: 1. Letter from Melanie Galloway (NRC) to James N. Adkins (USEC), *USEC Financial
- Eveluation,” February 25, 2000.

cc: P. Hiland - NRC Region Il
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UNITED STATES

NUCLEAR REGULATORY COMMISSION
WASHINGTON. D.C. 20558-0001

February 25, 2000

Mr. James N. Adkins

Vice President, Production

U. §. Enrichment Caorporation
2 Dsmocracy Center

6803 Rockledge Drive
Bethesda, MD 20817

SUBJECT: USEC FINANCIAL EVALUATION

Dear Mr. Adkins:

| am requesting the U.S. Enrichment Corporation (USEC) to provide information to support the
U.5. Nuclear Regulatory Commission (NRC) financial review as a resuit of recent public
announcements. On February 3, 2000, USEC announced that it wouid iayoff 850 employees,
would cut its annualized dividend from $1.10 per share to $0.55 per share, and wauld expand
its stock repurchase plan i purchase an additional 20 million shares, for a total of 30 million
shares, by June 2001, in the announcement, USEC aiso indicated it is projecting substantially
tower sarnings for fiscal year 2001 {July 1, 2000 - June 30, 20D1). USEC projected fiscal year
2001 net income would be between $35 milfion to $45 million. Net income for the first six
months of fiscal year 2000 was $48.7 million. On February 4, 2000, Standard & Poor's lowered

USEC's credit rating from BBE to BB+,

The NRC re-certified USEC's operation of the Gasecus Diffusion Plants in 199% based, in part,
on the finding that USEC would have the financial resources to operate the privatized company

. and that this aperation would not be inimical to the maintenance of a reliable and economicai
source of domestic enrichment services. This finding recognized that USEC's credit rating at
the tlime was investment grade. Because LUSEC's credit rating is now below an investment-
grade, NRC is again evaluating whether continued operation of the privatized company is not
inimical to the maintenance of 2 reliable and economical source of domestic enrichment
services. We will perform the evaluation consistent with the guidance in Chapter 16 of draft
NUREG-1871, "Standard Review Plan far the Recertification of the Gaseous Diffusion Plants.*
To this review, we request that you provide the following information identified in

Chapterr 16:

1. Updated infarmation, not otherwise provided in your current 10-Q and 10-K reparts, of
the types, amounts, and holders of debt and the typas and amounts of equity of USEC,
if you have plans for obtaining additiona! financing, please provide information related 1o
these attions. )

2, A five-year business plan addressing the enrichment business fine as well as other
anticipated business lines, including alternative enrichment fechnologies such es gas
centrifuge and SILEX, thet will require investments of capital (including werking capital),
and the portion of projectad revenue, for each of the five yesrs, covered by contracts
currently in existence.
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Mr, James N. Adkins 2

3.
4.
5.

All significant business and economic assumptions underiying the above plan.
Pro forma financial statements for sach of the next five years,

Any current financial statements, with an independant certified public accountant's
opinion of the financial statements, if they differ from the current 10-Q and 10-K reparts.

Identification of any USEC directors and officers, and a discussion of their qualifications
to provide financial and business management, if this information differs from
information in current 102 and 10-K reports or certification submittais.

Any changes in the USEC organizational structure and its reiationship te corporate
parents and other affiliates, in this information differs from information in current 10-Q
and 10-K reports or certification submittais.

Information on the financial condition of USEC parent corporations, including credit
ratings, profiles prepared by the investmant industry, or audited financial statements
reflecting the three most recently compisted fiscal years.

Please provide a response to these questions within 30 days of the date of this letter.

I£.you have any questions regarding these actions, please contact Timothy C. Johnson at {301)
415-7209.

Sincerely,

NP . il Uiy g

Melanie Galloway, Section Chief

Enrichment Section

Special Projects Branch

Division of Fuel Cycle Safety
and Safeguards, NMSS

Decket 70-7001, 70-7002
Certificates GDP.1, GDP-2

[+

Mr. Steven A, Toslie, USEC-Headquariars
Mr. Randall M. DeVautt, DOE-Oak Ridge
Mr. Gary Samore, NSC
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ATTACHMENT A

Delivery of Russian LEU
1995-2000
(Equivalent Metric Tons HEU)

=8 S X

1995 10

[} .
1996 10 20 12 18 120 18.1
0

1997 10
Delivered in
1997

18 36 134 31.5

1997 45 36.0
Detivered in
1998

1998 10 40 24 60 145 50.5
Delivered in
1998

1998 95 60.0
Delivered in
1999~

1999 10
Delivered in
1999*

30 147 747

1999 6.6 X
Deilivered in
2000

* TENEX unilaterally halted deliveries to USEC in 1997. Balance of 1997 material was delivered in 1998.
* TENEX unilaterally halted deliveries to USEC in 1998. Balance of 1998 material was delivered in 1999.

= Deliveries completed in February 2000.

Note: The original and revised schedules call for USEC to purchase 30 metric tons of HEU in CY 2000.
USEC has placed an order for 30 metric tons for CY 2000 with deliveries scheduled for the March
through November timeframe.

Restricted Business Proprietary Information
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| Trade Administration

f Y\E’ !.INI'I'ED.S?ATES DEPKRTME“‘I_’ OF COMMERCE
@j Washington, D.C. 20230

Fares F

sune 2, 1998 L

Peter Necheles

Senior Advisor

Government Financial Policy

U.S. Department of the Treasury

1500 Pennsylvania Ave., N.W. - Rm. 2415 MT
Washington, D.C. 20020

Dear Mr. Necheles:

On July 27, 1997, the President approved a general plan for the privatization of the United States
Enrichment Corporation (USEC). In furtherance of that plan, on May 7, 1998, the Treasury
General Counsel and the Assistant Secretary for Financial Markets asked the Department of
Comirnerce (Commerce) and other agencies.to provide their opinion on the extent to which
several potential transactions would meet certain statutory objectives for the privatization as set
forth in'the USEC Privatization Act (42 U.S.C. 2297h-1 and 2297h-2).

Specifically. 42 U.S.C. 2297h-1(2)(1996) provides that USEC, "with the approval of the
Secretary of the Treasury, shall transfer the interest of the United States in {USEC] to the private
sector in a manner that provides for the . . . protection of the public interest in maintaining a
reliable and economical domestic source of uranium mining, enrichment and conversion
services. . .. Similarly, 42 U.S.C. 2297h-2(b)(1996) provides that USEC, "with the approval of
the Secretary of the Treasury, shall select the method of wransfer and establish terms and
conditions for the transfer that will provide . . . for . . . the public interest in maintaining reliable
and economical domestic uranium mining and enrichment industries. . . ." Treasury has
requested Commerce’s opinion on these issues in the particular context of privatization through
an initial public offering ("IPO").

As you know. Commerce has a limited role in the USEC privatization process, mainly where that
process touches on Commerce’s administration of the antidumping suspension agreement
between Commerce and the Russian Ministry of Atomic Energy. Pursuant to that agreement,
Commerce administers quantitative restrictions covering imports of Russian natural uranium and
enrichment: via three other bilateral agreements, Commerce administers quantitative restrictions
on imports of natural uranium from Kazakhstan, Kyrgyzstan, and Uzbekistan.
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Section 734(1) of Tariff Act of 1930, as amended, requires that each wanium suspension
agreement “prevent the suppression or undercutting of price levels of [domestic natural uranium
and enrichment] by imports of" natural uranium and/or enrichment from that country. Thus,
Commerce’s overriding concern in administering the agreements, and in the privatization
pracess, is the long-term stability of the U.S. market for uranium products. -Consistent withthat
imperative, in conjunction with the U.S. Customs Servics, Commerce strictly enforces the
quantitative limitations and price restrictions of the suspension agreements under its Tariff Act
authority. In addition, pursuant to 42 U.S.C. 2297(h)(b)(9) Commerce administers and enforces
the delivery schedule set forth at 42 U.S.C. 2297¢h)(b)(5) for the natural uranjum associated with
imports of low-enriched uranium derived from highty-enriched wranium from the Russian
Federation. Earlier this year, Commerce issued detailed procedures providing notice and
guidance to all parties regarding its administration and enforcement of that schedule, Through
these responsibilities and efforts, Commerce seeks to fulfil] its statwory responsibilities by
ensuring that all subject uranium products enter the U.S. market in an orderly fashion which
minimizes any market disruptions in both the short and long terms.

We have examined carefully the May 1998 report prepared by USEC entitled, "Privatization of
USEC Through an Initial Public Offering: Satisfaction of the Statutory Criteria, Analysis of
Reliable and Economical Domestic Industry Requirement,” ("USEC Report™) and believe that it
indicates a commitment to the long-term stability of the U.S. market for uranium products,
particularly in its stated commitment to managing the sale of its natural uranium inventory "in a
manner which will not be disruptive to the domestic uranium marker." Further, we note the
public announcements contained therein regarding USEC’s intention to keep the gas diffusion
enrichment plants ("GDPs") at Paducah and Portsmouth open through at least 2004, Finally, we
see nothing in the USEC Report indicating that privatization through an IPO would be harmful to
maintaining reliable and economical domestic uranium mining, conversion, and enrichment
industries and services.

Commerce declines to comment on certain aspects of the USEC Report relevant to USEC’s
determination and Treasury's approval, including the financial strength of USEC, technical
expertise. and track record. Additionally, Commerce emphasizes that any in-depth anatysis on
its part of whether privatization of USEC through an IPO meats the statutory criteria would
require great speculation as 1o the future of the suspension agreements, as well as future market
and political conditions. '

Please contact me a1 (202) 482-2104 if you have any further questions.

Dl S

Joseph A. Spetrini
Deputy Assistant Secretary
Group 111

erel
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ORIGINAL |

UNITED STATES ENRICHMENT CORPORATION
FORTY-FIFTH MEETING
OF THE BOARD OF DIRECTORS
Fourth Floor Conference Room
6903 Rockledge Drive
Bethesda, Maryland
Tuesday, June 2, 1998
The mgeting was convened, pursuant to notice, at
8:32 a.m.
PRESENT:
BOARD MEMBERS:
WILLIAM J. RAINER, Chairman, presiding
WILLIAM BURTON
CHRISTOPHER COBURN
DR. KNEELAND YOUNGBLOOD, JR.
OFFICERS:
WILLIAM H. TIMBERS, JR., President and
Chief Executive Officer
GEQRGE R. RIFAKES, Executive Vice President
for Operations
HENRY Z. SHELTON, Vice President and Chief
Financial Officer

ROBERT J. MOORE, General Counsel

ALDERSON REPORTING COMPANY, INC.
(202)289-2260 7 (300) FOR DEPO
1111 FOURTEENTH STREET. N.W. SUITE 400 / WASHINGTON, D.C. 20005
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177
sale?

MR. MARKS: Let's say it was a stock for stock
deal. I remember one stock for stock utility deal we were
involved in, one company had a nuclear facility, the other
didn't. It was taking back stock. It turned around and
looked for a consultant to give them a view as to the
risks in the operations associated with that kind of
facility, because it just didn’'t have that expertise.

But in almost all circumstances we have the
buying company is either in the business or knows the
business well enough that that’s not necessary. Aas Jim
was saying, in a cash deal that’s not relevant.

MR. DERRYBERRY: You take the cash and say:

Good luck, guys.

MR. HOLZSCHUH: All of the precedent, but for a
sensitive privatization, it's not relevant, because there
.§ ne viability test.

MR. COBURN: t seems to me we have a problem,
because we have a critical technology which we have based
cur assumptions on for future performance throughout. We
have one source ¢f information. Now finally we have
several independent, if you count these bidders as being
independent, sources seem to disagree with us.

MR. HOLZSCHUH: The only question I'd raise --

and you guys need to address it -- the independence of
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UNITED STATES ENRICHMENT CORPORATION
FORTY-SIXTH MEETING
OF THE BOARD OF DIRECTORS
Third Floor Conference Room
6903 Rockledge Drive
Bethesda, Maryland
Wednesday, June 3, 1998
The Board reconvened, pursuant to recess the
prior day, at 9:33 a.m.
PRESENT:
BOARD MEMEERS:
WILLIAM J. RAINER, Chairman, presiding
WILLIAM BURTON
CHRISTOPHER COBURN (participating by telephone)
DR. KNEELAND YOQOUNGBLOOD, JR.
OFFICERS:
WILLIAM H. TIMBERS, JR., President and
Chief Executive Officer
GEORGE R. RIFAKES, Executive Vice President
for Operations
HENRY Z. SHELTON, Vice President and Chief
Financial Officer

ROBERT J. MOORE, General Counsel
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PROCEEDINGS
CHAIRMAN RAINER: Welcome to the Forty Sixth
Meeting of this Board of Directors.
We don’t have a tight agenda plan. The idea was
to have a night to sleep on the information that we got
yesterday and come back and reconvene today and have a

ral discussion, an opportunity to raise questions, not

B¢l

[e3

1)

xactly free form, but not with a highly structured

i3

agenda, either.

I will say thatr we should think in the following
cerms, and that is, while there’s nothing sacrosanct abou:t
a quick decision here, we should be locking for ways to
et infcrmation that will lead us to a decision on the
duasr path. Although the goal today might be a litrtle
amfitious, I would suggest that we have a goal of some
vind of interim leaning one way or the other by the end of
the meeting today. And Lf we don't we don’'t, bui let's
~ust ger that up as a goal to where we try to get enough
information where thers's on an interim, not a committed
vasis, but just this is the way you're leaning or I'm
ceaning, and tust get a sense ¢f that.

The other thing I'd like to dp is discuss some
5¢ the issues that we have. It is not practical at this
moment to bring in an independent knowledgeable, up to

dare expert on some of the issues that we heard yesterday
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that were in conflict with the business plan that
management has put together and that this Board has
supperted now for cover four years.

In a way, if you want to describe it -- and this

is not original with me -- we had two presentations
yvesterday, effective presentations in my view, found some
sympathetic audience on some topics with some of us. We
have not heard comments from someone who ought to know
that might be of a different opinion with respect to our
owr bus:iness plarn.

Also, we had the advocate for the MaA people
yvesterday. We have not had anyone -- we have not had
arycne speak on behalf of the IPO. And at the risk of
roowing that some cf us may be tempted to dilute
managsement’'s argument about the IPO from the standpoint of
potential confl:ict of interest, we know these people
pretty well and each cf us has his own factor to divide it
by. I ncnetheless would like to hear management's view,
A. Tl scome of the things that were raised yesterday that
were opposed to :te and our current business plan; and
teczause 1! management cares to talk about the advantages
cf an IPC as cpposed to an M&A.

Tris 15 not rehearsed. I have not asked Nick,
his team. If they don’'t want to, that’'s fine, too. But

:f{ they want toc make some comments about the benefits of
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way to go.

What is it about AVLIS -- I mean, could they do
that and still meet the statutory requirements? Could we
sell to such a bidder and still meet the statutory
requirements? Is the statute clear on that or can an
argument be made that the statute at least implicitly
assumes that whoever buys USEC will have a viable AVLIS
program going forward?

MR. MOORE: VYesterday J.P. Morgan actually gave
a short answer to that gquestion. Tim Ryan spoke up on it.
Two things were stated: one, that AVLIS is not in the
statutory criteria; however, it is replete through the
Congressional history, the discussion of the creation of
the company and the privatization, and the anticipation is
that AVLIS continues, that that‘'s the anticipation.

That's the read from the statute. So that
allows this Board to give AVLIS life. And clearly the cap
on AVLIS funding was a cap on government funding, not a
cap on funding forever. Which leads one, using the
statutory construction approach, the anticipation of the
Congress was AVLIS would indeed continue and would
continue in a private sector mode or private funding.

If you look at the history of significant
government expenditures over the years, clearly the

Congress did not intend for this govermment corporation to
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terminate AVLIS and end it on this side of privatization.
As a purely legal matter, you have no reference to AVLIS
in the criteria, but you have criteria that encompass
AVLIS by their broad terms.

The second thing, though, is clearly my reading
of the law is that Congress expected AVLIS to continue,
but in a private sector mode.

MR. GOLDMAN: Bill, I think the take on that,
and it’s clear -- in fact, in our discussion yesterday I
think Tim was very helpful. If you go back and look at
the statute, it's replete with references to AVLIS.

MR. BURTON: Right,

MR. GOLDMAN: And it is clear that the Congress
thought that AVLIS was a major asset that they were giving
to the company. At the same time, I think it’s pretty
clear from the statute that as part of creating a private
company it was up to that private company as to what to do
with it.

So I think that's a circular way of getting back
to your gquestion, which is if you believe, based on your
experience, that that asset is worthwhile, like the
Congress did when they gave it to the company, then you
can satisfy viability and reliability and running the
facilities with the pursuit of AVLIS. But it fits in:

They gave you the resource and you have to make the
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decision.

I think that‘s the way the statute works.

MR. RIFAKES: Can I add a business perspective.
In 94 the Board was faced with a decision on what to do
for the future. We looked at viability as staying
competitive, so we did a study. It took ug over a year to
do this, and the study looked at three things: continue
operating the plants and investing in them; go with AVLIS;
or go with centrifuge.

We concluded that the best way to stay in the
business was to build AVLIS and to build it as guickly as
possible, because the savings -- the sooner you realize
the savings, the easier it was to justify the investment.
S0 we ran a series of studies where we did present value
analysis of cash flows from the various things, and
clearly, based on that analysis, AVLIS was the winner from
strictly the business side, staying, maintaining a viable
company, a competitive viable company.

I can tell you, a SWU going forward is not
going to keep this company competitive and viable. We're
seeing a market where the prices are declining. So that's
just not the ballgame.

MR. BURTON: Mr. Chairman -- and I appreciate
that and I think that's part of what you’re talking about

they’re responding teo. That’s not the guestion I'm
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asking.

I'm locking right now for some -- what are the
bounds of our authority? Does our authority allow us to
sell to a bidder who’s not going to operate AVLIS? Now,
s0 I'‘m really locking more at a legal thing, but I think
it's something we all have to deal with, because it would
be interesting -- I think it‘s more than informative fo
know whether that’s something we can even consider or not.
And if it’'s not something we can consider, then we need to
look at the issue of does AVLIS survive with a business
plan that offers the kind of draconian cuts in AVLIS that
Carlyle is proposing.

Now, my question to you would be, AVLIS is
replete in there, but Congress damn sure knew how to tell
the Board what it had to consider when it sold the
company, because it listed operation of the GDP's
specifically. To me, if Congress intended the Board to
require that AVLIS continue operating, it would have been
a bullet point in that list, too, right?

MR. GOLDMAN: Right. They left it up to the
Board to decide whether or not they could fulfil the
criteria with AVLIS.

To answer your guestion, Bill, where these two
things intersect is that, to the extent that the record of

this company and this Board is replete with decisions that
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say AVLIS is important to remain competitive to the future
of this business, then you would be hard-pressad in
fulfilling the statutory criteria to reverse positions now
in terms of your own record and your interpretation of the
statutory criteria, because you have to do that in order
to say it's fine to sell to someone who’'s sort of deing in
AVLIS. I think that’s the legal interpretation.

MR. MOORE: This Board has followed every
stairstep when it comes to AVLIS to the letter. You
decided to seek commercialization. You approved funding
for that. There’'s a list in the statute of all the future
activities that this Board could take and you have been
raking them seriatim.

The reason I believe there is not a continued
AVLIS as a ninth criteria is because of the R and D phase
that Congress cbserved in it. GDP’'s are different;
they’'ve been there for 40 years. AVLIS, instead, they
have laid out a development plan for this Board to adopt,
and indeed step by step you have been adopting it, even to
zhe extent of having language on siting. There’s language
on -AVLIS siting. That gives clear, clear instruction from
the Congress that they anticipate that, if the science is
sound, that AVLIS will continue its development phase,
even to the point of a siting decision, which we would be

authorized to do should you choose to do it.
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That’s in the statute. That to me gives clear
explanation of Congress’ intent that AVLIS is to continue
into the future. Because it’'s an R and D project, they
turned that final decision over to you the Board on
whether it continues or not. But they set up all the
steps to have it be a viable activity into the future.

MR. BURTON: ©Now, you have the situation where
we had a bidder who came in here yesterday who had some
involvement with AVLIS, who says basically you’re taking
the wrong approach to it; you should take this different
approach; and in fact, you can create /. SWU, /.. SWU by
taking this approach on the GDP's.

My point -- and therefore you can remain
competitive like that; that you've been saying you're
geing to deploy AVLIS in seven years for the last four
years and it's still seven years out.

Since Congress gave us the option of deing that,
why can’t we accept that? You know what I'm saying?

MR. GOLDMAN: I know exactly what you’‘re saying,
and I'11 gé back to the point that I made before, which is
you need to reverse your own record with regard to the
priorities that you have already determined are the
critical issues for the future of this company if you are
to now say, even though it was seven before and it’s seven

now, we're still comfortable with 14, because that’s what
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these quys are basically saying.

And if up to this point this Board had not been
comfortable with 14 and has repeatedly made decisions and
authorized expenditures of money that relate to the
development of this technology, then in interpreting the
gtatutory criteria you’'d have to reverse your own
direction to accept something that says 14 years. That's
the legal analysis.

MR. BURTON: Well, we could do that, right?

MR. GOLDMAN: You could do that.

MR. BURTON: Okay. All right. I’m trying to
figure out the bounds of ocur authority, that's what I'm
trying to do.

MRS. GREENE: aAnd would you say that -- the only
thing that I would guestion is your characterization of it
as being a reversal of a decision that the Board has made.
I think I would phrase it in terms of we got pretty
consistent input from our £irst opportunity to have
external sources give us input, that the AVLIS projections
were not realistic. And so we may, rather than
characterizing it as a reversal, I think you could just as
easily characterize it as some additional input that would
make us have a more realistic or a somewhat different view
of the deployment, a realistic deployment schedule for

AVLIS.
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question is, well, why are you spending this kind of money
at Livermore. And it has to do with licensing, waste
disposal, and all the things that you need to go through
if you get independent of a DOE facility today, which
would slow the program down even further.

We looked long and hard about taking that fence,
owning the buildings and moving the fence and getting rid
of Livermore, and the consequences of that were something
that just were intolerable. I mean, these things have
been studied for a long time. I realize there have been
delays. That’'s the nature of R and D. I mean, you just
have to expect that. We weren’t building a plant. We're
still in the development stage.

I find it hard to believe that there will be an
AVLIS facility if you have that type of delay and that
type of expenditure. That‘s my opinion. It has nothing
to do with M&A or IPO. I'm strictly addressing AVLIS. If
there’s a need for AVLIS or something to replace those
plants, their plan, unless there are details that they’ve
got that they just have not disclosed to us, doesn’t get
there.

MR. TIMBERS: Let me make a couple points, if I
could step in here. First of all, there have been
extensive external analysis of AVLIS. This has not just

been a management program, it’s not been a Board program.
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8ince 1994 when we stopped AVLIS to take a loock at it,
there has been one, two, three, four, five, six external
independent analyses about whether this is a good program
to pursue in different venues: one the total program; NRC
licensing; there was two in '94; there was one in 1995;
there was one in 1896; and thers were two in 1987 --
external professional analysis, unbiased, not trying to do
a sales pitch, as Jim indicated.

So that there is substantive documentation about
whether this is the correct approach, to check our theory.
Every time you go into an R and D project and you’re
moving into commercial deployment, you always want to be
sure that you’'re right. If we’re spending $160 million a
year, I want to be damn Sure we’'re right and we're on the
right course and we're going to achieve the results that
we want to do.

Now, I mention $160 million because that’s a key
amount, because what we're doing is we’re going as far and
as fast as we can to bring this into commercial deployment
quickly. And it’'s not just for the sake of bringing
eguipment on or doing a new R and D project, but it‘s to
help make the company more competitive. It is our
decision and our conclusion back in 1994 that, with the
trend in the marketplace -- the one thing that was never

addressed yesterday was that we’re in a competitive
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have that referenced.

MR. RIFAKES: We’ll do that.

CHAIRMAN RAINER: Okay, thank you.

Chris, do you have anything else to say? Your
expertise is generally in this field. What should we be
thinking about this part of it?

MR. COBURN: Nick’s kind of been interrupted.
I'm interested in what he has to say.

CHAIRMAN RAINER: Okay, okay.

MR. TIMBERS: The first element is the
competitiveness analysis. We think it’s essential, it’s
essential in terms of the long-term viability of this
corporation, to be in a competitive marketplace as soon as
we possibly can.

We decided not to do a pilot plant for a couple
of reasons, but the most important thing is the marginal
benefit of certainty that you gain by a one-line plant was
not worth the cost, the time, or the sacrifice of
competitiveness. That’'s the decision we made back in '94,
a clearcut decision.

We made the decision not to do, specifically not
to do what Carlyle’'s proposing. And we think that all the
test results that we’ve had over the last 18 months, that
it has proven probably to be the right decision.

You‘re right, Margaret, when we got this thing

ALDERSON REPORTING COMPANY, INC.
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MR. BURTON: When will we get a recommendation
from you?

MR. DERRYBERRY: I wish I could answer the
question.

MR. BURTON: Right now, right now you are
neutral?

MR. DERRYBERRY: Right.

MR. BURTON: And Skadden?

MR. (3OLDMAN: I think -- and we could get into
this in more detail when you want to. As we tried to
outline yesterday, I think that we have some serious
concerns, as we said, which you have to take a deep hard
lcok at, at the question of whether or not these statutory
criteria can be satisfied in view of the leverage issue on
the Carlyle transaction, in view of the reinvestment issue
relating to the gigantic gap between AVLIS 14 years out
versus 7 years out, and in view of the Lockheed track
record in performing in terms of the record that Lockheed
has in front of this Board and the idea of turning this
business over to them in view of that record.

I think we have concerns about all three of
those points in the context of the statutory criteria.

MR. COBURN: Les, I just want to know ~- and I'm
not trying to advocate one position or another at this

time, but I think I made the point to someone yesterday,
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if you took out Portsmouth we would all be raving about
Lockheed. So something is right in the company, but at
the same time cbviously we have problems.

MR. BURTON: Can I follow up on Les’' point? And
I appreciate that. I appreciate your candor there. But
also, to make sure we understand, you know, Treasury’s
kind of done the Board a favor by taking us, by
eliminating the possibility that we'll serve on the
subsequent board, because we really have only what’s in
the best interest of the shareholder.

CHAIRMAN RAINER: May I interject something?

MR. BURTON: Yes.

CHATRMAN RAINER: Treasury didn‘t do that. We
did that to ourselves.

MR. MOORE: I think it's healthy. I think it’'s
healthy. I think it’'s really helpful to understand
people’'s motivation here, and I think for the most part we
know where the fipnancial advisers are and we know kind of
where management is.

But we haven't really talked about your
situation, Les, and just for a second if we could kind of
talk about that. The unions did raise it yesterday. You
do have a fairly sizable contract with U.S. Enrichment
Corporation, your law firm does.

MR. GOLDMAN: I think in terms of all the
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advisers we probably have by far and away the smallest.

MR. BURTON: (kay.

MR. GOLDMAN: I don‘t think there’s anything
stupendous about our contract.

MR. COBURN: We have the smallest contracts,

DR. YOUNGBLOOD: Yes, exactly.

MR. GOLDMAN: I’ll grant you that.

MR. BURTON: But I mean, you have been -- the
advisers have come in for purposes of selling the
corporation. You have keen from ground one. You helped
convert this from a Department of Energy function to a
very successful government corporation. You've been a
rar: of the team, guite frankly. Albeit an outside
contractor, but you've been an important part of the team.

My gquestion is, now, we've got a bidder that's
come in, as we talked about, with a very heavily marked-
vp document. They had their own attorneys with them, a
very credible law firm out of Los Angeles. I have no idea
what -- and I think we talked a little bit about the fact
that Skadden had done some work for Carlyle, but currently
is not representing Carlyle.

Has there been any discussions with the Board

»abcut -~ I mean, with the company, about, in the event of
an IPO, whether Skadden would remain the counsel for the

new company? Bob, can you?
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MR. MOORE: I’'d like to take that.

Absolutely not. This company does not, with
contractors, does not make promises with regard to one
path or the other.

MR. BURTON: Oh, I‘m not asking about promises.
I'm talking about discussions.

MR. MOORE: I'm saying promises, discussions.
That's not the way that we conduct our business. Congress
set up the government corporation to operate successfully
until the Board chooses to privatize and so we have
contracts that are on the boocks that are over many, many
year periods and depend on the skill of the contractors.
As long as they continue operating to the satisfaction of
the company, they stay. If they’'re not operating
satisfactory to the company, they go. And we retain that
flexibility.

But there are no discussions or promises that
someone stays with one path, but goes with another path.

MR. BURTON: But isn’t it fair to say, though,
that generally you, like the Board, has been satisfied
with Skadden’s performance today and that it’s the
expectation of all of us that if we go with an IPO that
Skadden would remain counsel, at least initially, for the
new corporation, versus at least the appearance yesterday

it seems like of a fairly, at least a stronger possibility
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that Skadden would not be the chief outside counsel for
the M&A company?

I‘m not saying that that's all facrtual. If
anybody can dispute it, I want to hear that. But it may
be something we want to take into consideration in
considering recommendations.

MR. GOLDMAN: B4ll, might I address that --

MR. BURTON: Absolutely.

MR. GOLDMAN: -- for a second? The single most
important -- number one, the answer is there have been no
discussions about future employment.

Number two, the single most important thing to
Skadden, as is the case in any deal where we work for
different parties on different sides at different times -

I think it’s true of all the advisers -- is the
professionalism and the expertise that we bring to bear
and acting ethically and properly and giving our best
possible advice at any given moment.

In terms of your guestion as it relates to a
view, I would say that since we’ve been here, since the
nception and we've been outside counsel for the company,
it gives us some particularly interesting insights into
acrivities, for example related to the conduct of
Lockheed, whether it's aggravations in terms of going to

meetings, whether it's getting to the NRC, whether it's
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following the rules of the contract, on a whole range of
insights as to the capabilities of this company.

and I @idn't hear anything negative from
Lockheed about us. The union was the one who raised it.
It wasn’t Lockheed. BAnd we haven’'t worked for them at
all. ‘

But I think we’'re uniquely situated to have
insights with regard to whco can fulfil the obligations of
the statutory criteria. Frankly, I personally go all the
way back to having worked on the legislation and
participated in the Smith Barney study which created the
statutcry criteria to begin with. 8o there are insights
there.

When you ask the questioﬁ of where are we coming
from when we give substantive and political advice, in
this town -- and I’'ve been doing that for the last 28
years -- I think we come at it from the professional best
shot we can give you in answering that question, without a
kbias for future employment or past gain.

MR. BURTON: Well, and to be fair, my point on
the record was that everybody's satisfied with your
performance, or at least my unéerstanding~is management
is; as a Board member I’'ve been very impressed with
Skadden’'s work on this, every aspect of it. I

particularly sung the praises of the $-1 recently. And
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nobody I think has gquestioned that.

I just think it’s important to understand. For
example, guite frankly, I didn’t know you go back to the
Smith Barney study, which was Nick’s introduction to this
process, right? 8o I‘m just saying there could at least
be a perception -- and unfortunately we're in Washington,
so we‘ve got to deal with that perception -- that our
legal advisers have a pretty close connection with
management. And I don‘t think there’s any question about
management’s preferences in these two choices.

MR. GOLDMAN: The answer I gave related to the
best shot at the statutory criteria, not who would get the
jek.

MR. RIFAKES: I'm offended at that as a member
¢! management. I'm 64 years old. I‘m not looking for a
new career. And my job is to see to it that this
corporation continues in a viable manner, and that'’'s my
choice.

And when I speak about the operating issues,
they're independent of M&A or IPO. I personally don‘t
care. I do care to see this corporation continue., 8o if
there is an implicarion that there is a leaning one way or
another, I have to object to that, Bill.

MR. BURTON: Well, I regret -- I mean, I regret

that you do. I raised it previously with management and
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I think what the bottom line here really -- and
again, it's a wonderful opportunity for the Board -- is an
example here where we just think from a competitive
standpoint and the progress that's been made on AVLIS over
the last couple of years that this is going to be the
method by which this company stays viable on a going
forward basis and it’s the decision by where we decide to
reinvest. Where the IPO would reinvest its cash flow is
back inte the company rather than retiring debt,

CHATRMAN RAINER: I have one gquestion and this
is for anybody in the rcom that heard something that could
help me, who also would be willing to say. And that is, I
asked Allen if their major change in the business plan for

AVLIS, slowing it down and so forth, were based on dara

‘from where the science is and the R&D is, or from his

overall general experience dealing with these things in
his career.

He answered both, but I didn’t hear the data
part too well. Did anyone hear the data part very well?
Did he say anything that was substantive that he had some
cf the same information that we’ve seen with these results
and all that and his analysis wére such that, bingo, this
drives a new decision to lead to the business plan that
they have?

DR. YOUNGBLOOD: I didn’t hear any data. I
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MR. TIMBERS: Well, I'll let George answey it,
but I’1l tell you, one thing is that every day that
privatization is delayed is delay of deployment of AVLIS,
and it’'s been that way for about two years.
MR. COBURN: Now wait a second. I'm sure that

that is partly true, but on the other hand we have had

" significant technology challenges in the last two years.

MR. RIFAKES: But there are a lot of things on
the critical path, including NRC, and until we buy a site,
which is beginning deployment, we camnot really start the
NRC process.

MR. TIMBERS: As you’ve seen the schedule slip
cut, it has been a direct result of the delaying of the
licensing and the siting process.

MR. RIFAKES: Right.

MR. TIMBERS: It's not been a technological
thing, it’'s been a siting delay. So that there are 90-
day plans in this corporation of what you do 90 days after
privatization and the number one thing is to begin the
siting process for AVLIS so as to stop this delay of this
on a going forward basis.

DR. YOUNGBLOOD: Again, and I mention this point

CHAIRMAN RAINER: Excuse me, Kneeland.

Did anybody hear any data? This seven-year

ALDERSON REPORTING COMPANY, INC.
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Second of all, the plan that is put forth by Carlyle comes
out with a unit production cost at the end of the five-
year pericd higher than ours.

So that I think that again, I guess I would
characterize as to whether we’re biased in this process,
I'm very biased. I’m biased to our plan. I'm biased to
the AVLIS plan that we have and I'm biased to what I think
is a good operating plan that we have, that is reflective
of realities of how the plants operate -- keep them going
with a proper capital investment for the five-year period
at about the same level of investment that the Carlyle
Group does and result in a lower unit production cost.

George?

MR. RIFAKES: We’ve looked at the proposal for
the GDP's rather carefully. I've had Jim Miller and
others going through it. And there are some apparent
inconsistencies and I would just like to point out a
glaring one.

On the one hand, they say that they’re going to
improve .union relations. Now, you heard the union
yesterday. And on the other hand, they say they’re going
to reduce 1710 pecple.. How they can achieve both those
things is a question that I think needs to be asked,
because the reduction in personnel is almost the

equivalent of shutting down a plant, and we’‘ve all been
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way .

You’ve geen our strategic plan. You have seen
that chart that shows how we think we're going to do this
and we can do this in a profitable manner.

Number three is. to bring AVLIS into commercial
deployment on time and on budget. One of the four major
central concerns of this company is to do exactly that. I
think that it is a challenge. Every one of these things
is a challenge. This business is a challenge. But we
feel confident in the development that's occurred, that
has happened in the last 18 months, in the successes of
the AVLIS development, that we can do this.

We have found there are ways that constantly we
have been challenged in this'business over the last five
years. From the very beginning, I was told back in April
of 1893: Change the transition date because you'll never
do it. We did it. Change the date of NRC certification;
you'll never do it. We did it. The same challenge here
Qith AVLIS is to bring AVLIS on line on a timely basis and
on budget.

The fourth challenge and opportunity is to
strategically grow USEC’'s business. We believe very
strongly, we’'ve believed from the day we started here,
Si::ing at this table, that we should broaden our

operational base to go into new business opportunities
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WILLIAM O, RAINZIR., Cna.rman, presad:ng

ALDERSON REPORTING COMPANY, INC.
T I XL T FUTSPY 3 2
PERTELSTUHSIRELD S w8 T e ;-\.sm\‘\;ru’\ D C 000



[+ &

i

128

131

CHAIRMAN RAINER: And we are liable to come back
to it as we ralk about these others, but, in and of
ivself, that is the guestion. It spunds like we are all
pretty comfortable that there is reasonable assurance of
enough capacity in both wf these strategic plans.

I would like to talk about the gaseous diffusion
plants tests. It says here we are directed to sepr out the
metnesd and terms for the transfer of the gaseous diffusion
flants that will provide for the continued operation of

nergy’s gasecus diffusion plants. This
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s an interesting one, because -- well, you know what, let
me neld that one. I am going to move on to reliable and

ecocrnomizally domestic. 1 am sorry; we will come back to

we neecd to thank in terms of what that means.
this "rransfer thav will
in maintaining reliable
w mining and enrichment
indusiriec ' This is where we’'re presgented with two

rad.zally Z2iffsrent business plans with respect to AVLIS

Woo owante Tz get started on it?
wE O WIONGELSCE I will simply make the

roth ¢f them feel that they satisfy

© in radically different
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ways, one with an investment in AVLIS and the other an
investment, a greater investment in the GDP's.

It is my opinion that I would rather see the
investment -- having been here since the beginning of this
company -- to have the proceeds of these billion-plus
dollars go toward the reinvestment in AVLIS and the
success of the company as compared to paying down debt.
That is my opinion.

But I think that both of them meet the criteria.

MR. BURTON: Could one of the advisers explain

the dividend issue that separates the two proposals before

us?

MR. DERRYBERRY: The dividend issue?

MR. BURTON: Yes. Isn‘t it a thought that the
pr:wvat:czed company -- I am sorry -- the IPO company would

MF.. DERRYBERRY: Yes, the IPO company 1s

procposing tc pay a dividend. The last number I saw was

SIll millaorn

MR. HOLZSCHUH: It is a function of the size of
tne Zea. It s rc ghl a "-per;en: vield on whatever the
deal .s

dividend i1s paid to the

chat cash flow, plus the

used to pay interest and
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N ) NUCLEAR REGULATORY COMMISSION
X '-; WASHINGTON, D.C. 20655-0001
%; June 23, 1998
., &
Trest OFFICIAL USE ONLY
CHAIRMAN

The Honorabie Robert E. Rubin
Secretary of the Treasury
Wastungton, D.C. 20220

Dear Mr Secretary

On June 5. 1998, the U.S. Nuclear Regulatory Commission (NRC) provided the U.S.
Department of Treasury with a recommendation on the ability of the privatized U.S. Enrichment
Corporation (USEC), resulting from the initial public offering (IPO) proposal, to meet the USEC
Prvatization Act (P.L. 104-134) restriction regarding the maintenance of a reliable and
economical domestic source of uranium enrichment services. NRC had determined that the
proposal would meet the restriction based on a Standard and Poor's credit rating of “A-" for the
PO

Since that determmaton was provided, USEC has revised the financial structure of the IPO
proposal, causing the previous "A-" Standard and Poor's credit rating to become inapplicable.
Based on the new financial structure, Standard and Poor's has determined a credit rating of
*BB8+ * USEC has provided to NRC the Standard and Poor’s credit rating of “BBB+" for the
revised PO proposal. This credit rating was reviewed according to the criteria set forth in
NRC's Gaseous Diffusion Plant Certification Standard Review Plan (SRP), Chapter 1.4,
*Determination of Foreign Owmership, Control, or Domination, Common Defense and Secunity,
and Reliable and Economical Source of Domestic Enrichment Services.” As the credit rating
meets the cntena stated in the SRP, NRC has determined that the privatized USEC, resulting
from the revised IPO proposal, will meet the USEC Privatization Act restriction regarding the
maintenance of a reliable and ecor I o stic source of uranium enrichment sernces.

Smncerely,

gt

Shirley Ann Jackson

OFFICIAL USE ONLY
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As filed with the Securities and Exchange Commission on June 29, 1998.
Reglstnuon Ne. 333-

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 2/

- FORM S-1
REGISTRATION STATEMENT ﬁ
UNDER
THE SECURITIES ACT OF 1933
USEC Inc.

(Exact name of registrant as specified in its charter)

Delaware 2819
(State or Other Jurisdiction (Primary Standard Industrial (IRS Employer
of Incorporation or Organization) Classification Code Number) Identification Number)

2 Democracy Center
6903 Rockledge Drive
Bethesda, MD 20817
(301) 564-3200
(Address, including Zip Code, and Telephone Number, including
Area Code, of Registrant's Pnnc:pal Execunvc Offices)
Henry Z Shelton, Jr.
Vice President and Chief Fi ial Officer
- USEC Inc.
2 Democracy Center
6903 Rockledge Drive
Bethesda, MD 20817
(301) 564-3200
{Name, Address, Including Zip Code, and Telephone Number,
Including Area Code, of Agent For Service)

Copics to:
Neal S. McCoy, Esg.
Marcia.R. Nirenstein, Esqg. Jeffrey Small, Esg.
Skadden, Arps, Slate, Meagher & Flom LLP Davis Polk & Wardwell
1440 New York Avenue, N.W. 450 Lexington Avenue
Washington, D.C. 20005 New York, New York 10017
date of of the proposed sale of the securities to the publicc As soon as

pracncable after this Registration Statement becomes effective.
. If any of the securities being registered on this Form are to be offered on a delayed or continuous basis
pursuant to Rule 415 under the Securities Act of 1933, as amended, check the following box. O

If this Form is filed to register additional securities for an offering pursuant to. Rule 462(b) under the
Securities Act, check the following box-and list the Securities Act registration number of the earliér effective
registration statement for the same offering. O

If this Form is a post-effective amendment filed pursuant to Rule 462(:) under the Securities Act, check
the following box and list the Securites Act reg of the eariier effective registration
statement for the same offering. O

If this Form is 2 post-cflective amendment filed pursuant to Rule 462(d) under the Securities Act, check
the following box and list the Securities Act regi ber-of the earlier effective registration
statement for the same offering. T

lédelivery of the prosp is expected to be'made p to Rule 434, please check the following
CALCULATION OF REGISTRATION FEE
Title of each Number of Proposed maximum | Proposed maximum |
class of secarities shares to be offering price aggregate offering Amoust of
10 be registered registered (1) per share(2) price registration fee
C 7 value 5.10
Bamen stock par value $10Per | 110000000 | 1650 |sisisoonoo0 | sssazs

(1) Includes 10,000,000 shares.which the-U.S. Underwriters bave the option to purchase to cover over-
aliotments, if any.

(2). Estimated solely for p

of calculating the registration fee p to Rule 457(a).

4 ] &

The Registrant "-'-'“' ds-this:Registration S on such date or dates as may be necessary to

delsy its- eﬂecm: dste until lhe Regnstnnt "shall ile a further smendment which specifically states that this

shall ﬁecme -in accordance with Section 8{a) of the Securities

Act of:1933; as-amended, or until this Reg St shall b effective on such date as the
Commission, acting’pursusnt to said: Sectlon 8(a); may determine.
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RISK FACTORS

In addition to the other information contained in this Prospectus, the following factors should be carefully

idered in evaluating an i in the Shares.

Risks Associated with Enrich 0p

Use of Chemicals in Enrich The Company’s operations at the GDPs involve processes that utilize
a large ber of different chemicals in stgmﬁcant quantities, many of which are toxic. The primary chemical
used by the Company is jum hexafluoride (UFG). which is solid under nornial conditicns, but becomes a
gas when heated as part of the Company’s enri If UF,, the chemical gas form of uranium
d by the Company, is rek mtotbeatmosphem.xtmctswﬂhwatervapormthemtomt:
hydmﬂuonc acid, a highly toxic compound, and uranium, a heavy metal. The primary risk posed by such
] istoh or animals in close proximity to the releases. In particular, the hydrofiuoric acid is highly

corrosive and can cause injury if inhaled or if it comes into contact with skin for a rrolanged period, and the
uranium if ingested can cause kidney damage. The Company follows strict proced and precautions in the
handhng, storage and transportation of the materials used in its operations, and there have been no significant
into the envi in the Company's history. Nevertheless, if an accident were to occur, its severity
could be significantly affected by the volume of the release and the speed of corrective action taken by GDP
personnel, as well as other factors beyond the Company’s control, such as weather and wind conditions.

Dependence on Large Production Facilities. The Company's operations are subject to those risks
inherent in operating large scale production facilities. Significant or ded heduled downtime at eithcr
GDP due to: (i) equipment breakdowns; (ii) power interruptions; (iii) regui fi
(iv) hazards inherent in operating a large scale industrial facility such as labor dxsrupu(ms; or (v) interruptions
caused by potential natural or other disasters, including earthquake activity in the vicinity of the Paducah
GDP, could materially adversely affect the Company’s operations and financial condition. In particular, as
process equipment goes offline, it becomes less cost efficient to produce each SWU. See “Business —
GDPs/Operations™ and “Business — Employees.” Further, in the event of an extended reduction in, or

ion of, operations at the Por h GDP, the Company would be unable to fulfill customer orders
solely from the Paducah GDP. In the event of a suspension of operations at the Paducak GDP, the Company
could fulfill some, but not ali, of the customer orders solely from the Portsmouth GDP. The Company’s
current and pl d i policies provide coverage against some, but not all, of its operating risks.

Contractual Commitment to Operate the GDPs. The Company has entered into an agreement with the
U.S. Treasury (the “Treasury Agreement™) pursuant to which the Company has committed to operate both
of the GDPs until January 1, 2005, subject only to limited exceptions, including events beyond the Company's
control such as fires, floods and other acts of God, maintenance of certain financial ratios, a significant
reduction in the worldwide demand for SWU, a significant reduction in the average price for SWU, or a
significant decrease in operating margins, among others. See “USEC Formation and Privatization — Certain
Continuing Arrangements Involving the U.S. Government After Privatization.” The Company has committed
to purchase 5.5 million SWU under the Russian HEU Contract in each of the years 1999, 2000 and 2001,
expects to purchase 5.5 million SWU in each of the years following 2001, and could begin ennchment
operations at an AVLIS facility in 2004, There can be no that the i
operations at both GDPs will not ad ly affect the Company's fi perfcrmance if the supply of SWU
from sources other than the GDPs incn:as&s. or if demand for SWU, SWU prices, or operating margins
decrease by less than the amount set forth under the ptions to the i which would otherwise
permit the Company to reduce operations at the GDPs.

Reliance on Nuclear Utility Industry; Customer Concentration

The Company’s future prospects in the jum enrich business are tied directly to the nucl
utility industry world-wide. Evems aﬁ'ecung under with the Company or events affecting the
industry as a whole, such as busi d i or reacter operations, regulatory actions or

h in lations by nuclear latory bodies, accid or civic opposition to nuclear operations, could

bave a material adverse effect on the Company to the extent such events result in the reduction or elimination

12
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of requi the suspension or reduction of nuclear reactor operations or liation of new nuck
reactor construction.
Domestically, the NRC has temporarily suspended jons at certain reactors due to safety concerns

at those reactors over the past year. In addition, business decxslons by particular utilities that take into account
economic factors, such as the price and availability of alternate fossil fuels, the need for a reactor’s generating

apmtyandtheeostof heduled and heduled mat and repairs, have resulted in suspended
op or early shutd .of some and could result in additional suspensions or early shutd

In fiscal 1997, the Company’s 10 largest d 50% of r and its three largest

P d 21% of . Nearly all contracts with the Company’s utility are

“requirements™ contracts, and a lenniqanon or reduction of the nuclear fuel needs of any of the Company's
major customers could have an adverse effect on the Company’s financial performance. Further, the inability
of a major customer to make nmcly payments could also have an adverse effect on the Company’s financial

performance. See “Busi —C C and Pricing.”
Competition; C: 'y Exchange Rates; Trend Toward Lower Pricing
C iti The jum enrich industry is highly competitive. The Company competes with

three other major producers: Tenex, 2 Russian government entity; Eurodif/Cogema (“Eurodif”’), a consor-
tum controlied by the French government; and Urenco, a consortium of the British and Dutch governments
and private German corporadons, See “Industry Overview — Market for Enrichment Services” and “Busi-
ness — Competition.” The Company's competitors may have greater fi ial (including access to
below-market financing terms) and receive other types of support from their respective govemmental owners
which enable such producers to be less cost sensitive. In- addition, decisions by foreign producers may be
influenced by political and ic policy iderations rather than prevailing market conditions. Further,
purchasers in certain areas (particularly Europe and the countries comprising the former Soviet Union) may
favor their Jocal producers, due to government infiuence or national loyalties,

Currency Exchnnge Rates. The Company‘s marketing cfforts can also be affected by changes in

currency ge rates. B the Company’s costs and contracts are denominated in U.S. dollars, a swong
dollar, as has been the case in 1997 and 1998, mss the price of the Company’s enrichment services in foreign
ies and L the Company’s petitive position. Thus, a strengthening of the U.S. dollar against

the currencies in which its competitors’ costs are dcnormnaled could result in the Company lowering its prices
to remain competitive, thercby negatively impacting profitability.

Trend Toward Lower Pricing. The Company's profitability over time can be significantly affected by
changes in the market price of SWU, which is influcnced by. numerous factors beyond the Company’s control,
including such factors as industry. overcapacity, excess inventory at customer facilities, global demand, new
technologies and production costs of other enrichment suppliers. While there are only a handful of enrichment
supplicis, there is an excess of production capacity, and certain suppliers have announced plans to expand their
capacities. See “Industry Overview — Market for Enrichment Scrvices.” Overcapacity, coupled with sales of
buyer-held inventory, and exports of :nrichcd uranivm from the countries comprising the former Soviet Union
over the last several vears bave lted in significant d d p on prices. A dingly, new contracts
bave significantly lower prices per SWU and have substantially shoner terms than previous DOE contracts,
and the Company anticipates that a trend toward somewbat lower prices will continue as the Company
competes for new business. There can be no that the Company’s fi ial performance will not be
adversely affected by that trend. See “Business — Sales and Marketing” and *Management’s Discussion and
Analysis of Financial Condition and Results of Operations.”

Risks A iated with Purch Under the Russian HEU Ci
In January 1994, USEC entered into a 20-year contract with Tenex (the “Russian HEU Contmct") See
“Business — Russian HEU Contract.” Pursuant to thé Russian HEU C the Company has

4.4 million SWU, representing 33% of the Company's fiscal 1997 sales, for delivery in calendar 1998, and has
committed to order 5.5 million. SWU, representing 41% of the Company’s fiscal 1997 sales, for delivery in
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each of calendar years 1999 through 2001, The Comp to purchase 5.5 million SWU in cach of the
years following 2001 during the remaining term of the Russmn HEU Contract. -As the volume of Russian
SWU purchases has increased, the Company has operated the GDPs at lower production levels resulting in

higher unit production costs.

The Company’s objective is to manage its production and inventory ievels taking into account anticipated
purchases under the Russian HEU Contract in a manner that most efficiently meets customer demand for
enrichment services. A limited number of deliveries by Tenex have been delayed, but they have not disrupted
the Company’s ability to fill customer orders because of USEC’s existing inventory. However, an unantici-
pated significant delay in -deliveries of Russian SWU, or deliveries of SWU not meeting commercial
specifications, could require unpk dj to production levels at the GDPs, and adversely impact
prefitability.

The mechanism for establishing prices for SWU purchases under the Russian HEU Contract through
2001 has been set, and the prices are expected to be substantially higher than the Company’s marginal cost of
producing SWU at the GDPs. Consequently, although the Company presently can resell the Russian SWU
for more than it is paying for the SWU, such sales are less profitable than sales of SWU -produced at the
GDPs. The effect of this pricing structure will become more pronounced if market prices for SWU decline
further, and there can be no assurance that the price the Company pays for the Russian SWU will not exceed
the price at which it can reseli the material.

Under the terms of 2 memorandum of agreement (the “Executive Ageat MOA") between the Company
and the U.S. Department of State and DOE, the Company can be terminated, or resign, as the U.S. Executive
Agent, or additional executive agents may be named. In either event, any new executive agent could represent
a significant new competitor that could adversely affect the Company’s market share and profitability.

Electricity

The GDPs require substantial amounts of electricity (approximately 27.4 million MWhs in fiscal 1997)
to enrich uranjum, representing up to 59% of the Company's production costs. See “Business — Power.” In
light of the GDPs’ power reg an pated interruption to their power supply, including natural
or other disasters' affecting the generating or transmission facilities which significantly reduces the supply of
clectricity to the GDPs or an emergency curtaitment of electricity, could have a material adverse effect on the
Company to the extent it has 1o curtail operations for any length of time. In addition, to the extent that USEC
does not have advance notice of a curtailment of power, the equipment could require significant additional
maintenance and result in less efficient operations while being restored.

The Company purchases firm and non-firm power to mect its production needs. The Company's
production costs would increase to the extent that the market prices of non-firm power, which represented 37%
of the Company’s fiscal 1997 power needs, were 1o rise. In addmon. the pnces that USEC pays for firm power
could increase if there were additional Jatory costs or unanticipated equip failures at the power plants
supplying the firm power to the GDPs. The | t power purct agr p to which the
Company currently purchases firm power expire in 2005. At that time, the contracts are subject 1o
renegotiation, and the price the Company pays for firm power could increase significantly. See “Business —
Power.”

Upon xermmauon of the power the Company is ible for its pro rata share of costs of
future d and demolition activities for !hree I-fired g plants. E d
costs are accrued over the contract period, and the accrued liability amounted to $15.2 million and
$12.1 million at June 30, 1997 and 1996 respectively. There can be no that the Company’s pro rata
share of total costs for such d ing and shutdown activities will not exceed the amounts accrued by
the Company.
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AVLIS ) _
New Technology. There area ber of risks iated with the development and commercialization of
AVLIS, a new laser-b ich hnology (see “Business — Ad d Laser-Based Tech-
. nology™), and any of thm could bave a material adverse cffect on the Company's fi ial or petitive
position. Additional equipment demonstration and testing activities are ry before the Company will be

in a position to finalize its decision to corstruct a full-scale commercial facility. The Company could encounter
unanticipated delays or expenditures at this stage. If the Company determines not to proceed with AVLIS
deployment, the Company would pursue other options for enrichment services such as GDP upgrades or
exploring other new technologies, which could have a material adverse effect on the Company’s financial or
competitive position. In addition, the Company could incur certain additional costs in comnection with
terminating the AVLIS project, including payments to certain contractors. In the event the. Company
determines to deploy AVLIS, no assurance can be given that an AVLIS plant could be completed as
scheduled or that a full-scale facility will operate at its design capacity.

Based on preliminary design drawings and pti garding the suitability of available sites, AVLIS

and depl was esti ’in", ber 1997 to cost approximately $2.2 billion from fiscal

1998 through fiscal 2005. The Company pesiodically luates its AVLIS estimated costs and currently

believes this estimate could vary by up to 20%. If the Company determines to deploy AVLIS, there can be no

that develop costs or construction costs associated with AVLIS would not be higher than
anticipated.

NRC Licensing of AVLIS. The NRC will have regulatory amhomy over the AVLIS plant and will have
1o issue a construction and operating license before construction can begin. The NRC will need to-develop
guidelines for its review of the facility. The develop of the guideli or the nature and extent of any
third-party intervention in the licensing process, could delay or otherwise affect Licensing, which, in turn, could
delay the commencement of construction. In addition, the NRC would likely require that the Company obtain
commercial nuclear liability i as a condition to obtaining an NRC license since a commercial AVLIS
facility will not be indemnified under the Price-Anderson Amendmients Act of 1988 (the *“Price-Anderson
Act”). There can be no assurance as to the avaiiability, terms or coverage of insurance. .

ey

Financing. The Company will require significant financing to achi ial depl of
AVLIS. There can be no that fi ing will be available when required, and the Comp cannot
predict the cost of or the terms on which such financing would be available. .

Intellectual Property. The Company relies on a bination of patent laws, confidentiality procedures
and contractual provisions 1o protect its proprietary information and intellectual property rights related to the .
AVLIS technology. The Company has received a letter from a third party setting l‘onh such third party’s

belief that AVLIS will use cerain of such third party’s technology. See “Business — Ad d Laser-Based
Technology — Inteliectual Property.” In addition, the Company is aware of patents ssued to third parties
which cover certain technology psed in laser-based prod the Company or its | may be required to

obtain a license to one or more of such patents. Thcre can be no assurance that third party infringement claims
will not be brought against the Company in the future, that the Company would not have to pay damages or
would not be enjoined in the event any such claims were successful, or that the Company would be able 1o
obtain y li 10 certain technology. In the event of such a ful claim of infri the
Company believes that it can re-engineer the affected apparatus, system or method or obtain any necessary
licenses from third parties. However, in the event the Company were unable to successfully re-engineer or
obtain from third parties any required li ata ble cost or at all, a successful claim of infringement
could bave a material adverse effect on the Company. . -

i iénal Trade Regulati ) _

The U.S. Department of Commerce and the governments of E pe jes have posed d\ltiu and
other trade restrictions on the quartity of eririched uranium d from the H ing the
C ._lth of Independent States (“CIS™). While Japan has not imposed formal trade. ml:ncnons on
CIS. iched jum, the g | difficulty of Russian p p ting the J. market
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has effectively preciuded sales into this market by Tenex. Changes in existing trade laws, regulations or
relationships could enable Tenex to compete in markets formerly closed to ity increased access by Tenex to
these markets could adversely affect the Company’s market share and profitability. See “Business .— Foreign
Trade Matters.”

Fluctuations in Financial Results

The Company’s fi "msults“ due to cyclical d d. Deliveries of enriched jum are
determined by ’ reactor 1 hedules which are affected by, among other things, the seasonal
nature of electricity demand and the opemnng availability of the reactor. Utilities try to schedule the
shutdown of their for refueling to coincide with periods of low demand, typically during the spring and
fall, For efficiency reasons, utilities also attempt to run their reactors for penods of 12 months, 18 months, or in
some cases, up t0 24 months between refuelings. This variability prod ions in the Company’s
revenues and eamings quarter-to-quarter, and in some cases, yw-to—year related to the timing of sales of
SWU. See “Management’s Discussion and Analysis of Fi ial Condi and Results of Operations —
Quarterly Financial Information.”

NRC Regulation

The GDPs are certified and regulated extensively by the NRC. The Company is subject to an NRC-
approved compliance plan (the “Compliance Plan™) which requires, among other things, seismic upgrading of
two main process buildings at the Paducah GDP. Although the DOE has compensated the Company for
expenditures necessary to comply with the Compliance Plar (subjecttoa i ) by ferring
uranium, the Company will nevertheiess need to make cash pay for such expenditures. There can be no
assurance tbat expenditures required by the Company to. fully comply with the Compliance Plan will not
exceed the value of uranium provided by the DOE.

The term of the initial NRC certification expires on December 31, 1998, and the NRC will evaluate the
GDPs in ion with the | of such certification. In addition, the Privatization Act precludes the
NRC from issuing or rencwing a license or certificate of compliance if the NRC determines that (i) USEC is
owned, controlled or dominated by an alien, a forcign corporation or a foreign government or (ii) the issuance
of such a certificate or license would be inimical to the common defense or security of the United States or the
I of a reliable and ical d ic source of enrich semoes. The NRC has established
certain requirements as a result of !hl.s statutory directive, including a r lating to the fi ial
viability of the Company providing enrich services. If the NRC were to find that the Company did not

" comply with the foregomg requirements, it may refuse to issue or renew the Company’s cértificates, impose
certain material conditions, or take other action, which may adversely affect the Company’s financial

-9 v by

condition. See i —R y Oversig

Environmental Matters

The Company’s opcrations are, and after the Privatization, will continue to be, subject to numerous
federal, state and local laws and regulati lating to the p ion of health, safety and the environment,
including those regulating the emission and discharge into the environment of materials (including radicactive
materials). Pursuant to such laws and regulations, the Company is required to hold multiple permits in
connection with its operations. The Company has filed for but not yet received permits. required for the
operation of certain air sources at the GDPs. In addition, certain permits heid by the Company require
periodic renewal or review of their conditions, and the Company cannot predict whether it will be able to
renew such permits or whether material ch in permit conditions will be imposed. Failure to obtain
permits or meet any conditions contained therein, or the imposition of additional -conditions could have a
material adverse effect on the Company’s results of operations or financial condition.

The Company incurs substantial costs for lating to compli with envi 1 laws and
regulations including the handling, treatment and disposal of hazard low-level radicactive and mixed
wastes generated .as a result of its operati Operating costs relating to such environmental compliance
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amounted to appronmate!y $24 9 m:l.hon and $30.4 million for fiscal years 1997 and 1996, respectively, and
capital expendi d to approxi SlSmllhonandS35mil-
lion for fiscal years 1997 and 1996, resp ly. The Company currently esti that ting costs and
capital expenditures for compliance with environmental requirements (exclusive of costs for futuxe disposition

of depleted UF,) will remain at-about the same levels in fiscal years 1998 and 1999. Costs accrued for the

future t and disposal of depleted UF, were app: ly $72.0 million in fiscal year 1997, which

accrual will be eliminated as of the Privatization. The Company expects that costs relating to the future

and di | of depleted UF, produced from its operations will be lower in each of fiscal years 1998

and 1999. Due 10 the possnbxhty of icipated events or latory develop b , the and
timing of future envi pendi could vary sut ially from those currently anticipated.

The GDPs were operated by DOE -and its pred ies for approxi ly 40 years prior to the

Transition Date. As a result of such operation of the GDPs there are ination and other p ial

environmental Habiliies. The Company’s continued operations may also result in contamination and other
potential environmental liabilities. The Paducah GDP has been designated as a Superfund site, and both
GDPs are undergoing investigations under the Resource Conservation and Recovcry Act (“RCRA™).
Although the Privatization Act provides that the U.S. Govenment ible for
environmental liabilities arising from operation of the GDPs before. the ananzauon, the Company is liable
for environmental liabilities arising from the Company’s operations after the Privatization. See “Business —
Environmental.”

Natural Uranium Sales

The Company anticip 1 ing its 1 from uranium enrichment services through sales of
natural vranivm in-its inventory and natural wranium transferred to it by the DOE. The quantity of material
that USEC will be able to seil in any given year and the revenue generated therefrom will be dependent on
market conditions (including any sales by the U.S. Government out of its inventory) and prices at the time, as
well as statutory and contractual restrictions on the volume of such sales. While the Company does not
anticipate making significant natural uranium sales until after fiscal 2000, there can be no assurance that the
Company will be able 1o sell such natural uranium at anticipated prices and quantities. The failure to complete
sales of natural uranium as anticipated could have an adverse cffect on the Company’s financial condition. See
*“Business — Natural Uranium and HEU from DOE.”

Foreign Ownership Restrictions

The Company’s Certificate of Incorporation (the “Charter”) sets forth certain restrictions on foreign
ownership of securities of the Company, including a provision prohibiting foreign persons (as defined in the
Charter) from coliectively having beneficial ownership of more than 10% of such voting sccurities. The
Charter also contains certain enforcement mechanisms with respect to the foreign ownership restrictions,
including suspension of voting rights, redemption of such Shares and/or the refusal to recognize the transfer of
Shares on the record books of the Company. Sec “Description of Capital Stock — Foreign Ownership
Restrictions.™

Anti-Takeover Provisions

Under the Privatization Act, no person may acquire, directly or indirectly, beneficial hip of more
than 10% of USEC’s voting securities for a three-year period after consummation of the Privatization. The By-
Laws blish cenain ad notice requi for the ination of di as well as for other

stockholder proposals. The Company is aiso subject to Section 203 of the Delaware General Corporation Law
(“DGCL™), which could have the effect of delaying or preventing a change in control of the Company. To the
extent that these provisions discourage takeover attempts, they could deprive stockholders of opportunities to
realize takeover premiums for their Shares or could d:prcss the market price of the Shares. See “Description
of Capital Stock.™
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Year 2000 Compliance

The Company has been upgrading its date-sensmve software and systems in order to ensure that all
softwareandsystemsnsedmm perations will to op without disruption because of Year 2000
issues. However, there can be no that such program will identify and cure all software problems, or
that entities on whom the Company relies for certain services integral to its business, such as the power supply,
will successfully address all of their software and systems problems in order to operate without disruption in
2000. There can be no assurance that software or system failures or miscalculations causing disruptions of
operations or the inability to process transactions will not occur because of the transition from 1999 to 2000.

Absence of Prior Pablic Trading Market; Possible Volatility of Stock Price

Prior to the Offering, there has been no public market for the Shares, and there can be no assurance that
an active trading market will develop or be sustained after the Offering, or that purchasers of Shares will be
able to resell their Shares at prices equal to or greater than tbe offering price. The offering price will be
determined by negotiations among the Company, the U.S. Treasury and the Underwriters and may not be
indicative of the prices that may prevail after the Offering. For a discussion of the factors considered in
determining the offering price, see “Underwriters.” Furthermore, the market price of the Sham may | be
highly volatile. Factors such as of i jons in the Company’s or its D
results, events in the nuclear energy industry, and general market conditions for stocks in oomparable
industries, such as the utility industry, could bave a significant impact on the future price of the Shares.
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The C 's and ing results can fluctuate significantly from quarter-to-quarter and

year-to-year. Ci requi and, & m turn, SWU sale volumes are determined by refueling schedules
for nuclear reactors, which generally range from 12 to 24 months, and are affected by, among other things, the
seasonal nature of electricity demand, the timing of reactor mai and reactors b ing or terminating
operations. The Company’s cost of sales has been, and-will continue to be, adversely affected by amounts paid
to purchase SWU under the Russian HEU Contract at prices which are substantially higher than its marginal
production cost at the GDPs. In addition, as the volume of Russian SWU purchases has increased, the
ICompany kas operated the GDPs at lower production levels resulting in higher unit production costs. Pursuant
to the Russian HEU Contract, Russian SWU purchases will peak in calendar year 1999 at 5.5 million SWU
per year and are expected to remain at that level thereafter.

Results of Operations Fer the Nine Months Ended March 31, 1997 and 1998
R The C ’s d to $1,056.7 million for the nine months ended March 31,

1998, a decline of $67.7 nrnlhon (or 6%) from revenue of $1,124.4 million for the corresponding period in fiscal
1997 'l'hc declme in revenue was attributable primarily to changes in the timing of customer nuclear reactor

g a 9% decline in sales of SWU. compared with the comspondmg period in fiscal 1997,

Avemge SWuU pnc:s billed to increased app ly 1% pared with the correspondi 1g period
of fiscal 1997, notwithstanding the overall trend toward lower prices for contracts negotiated since the
Transition Date (*New Contracts”) in the highly petitive uranium enrich market.

Revenue from domestic customers declined $34.9 million or 5%, revenue from customers in Asia
increased $36.2 million or 12%, and revenue from customers in Europe and other areas declined $69.0 million
or 49%. Changes in the geographic mix of revenue in the first nine months of fiscal 1998 resulted primarily
from changes in the timing of customer orders. Sales of uranium to electric utility customers increased to
$35.2 million compared with $22.3 million in the corresponding period in fiscal 1997.

Cost of Sales. Cost of sales amounted to $792.2 million for the nine months ended March 31, 1998, a
decline of $41.2 million (or 5%) from $833.4 million for the corresponding period in fiscal 1997. The decline
in cost of sales was atiributable to. the 9% decline in sales of SWU from the timing of customer orders,
partially offset by the effects of lower production volume and higher unit costs at the GDPs and an increase in
purchased SWU under the Russian HEU Contract. As a percentage of revenue, cost of sales amounted to 75%
for the ninc months ended March 31, 1998, compared with 74% for the corresponding period in fiscal 1997.

In the nine months ended March 31, 1998 and 1997, SWU unit production costs were adversely a.ﬂ'cc!ed
by lower production facility capability, and the Company incurred additional costs b
overfeeding of uranium was necessary at the Portsmouth GDP to p for the production lost due to
the unavailability . of cells in order to insure that cusiomer requirements would be met. See “Industry
Overview — The Enrichment Process — Overfeeding/ Underfeeding.™

Electric power costs amounted to $316.7 million (rep ing 53% of production. costs) for the nine

months ended March 31, 1998, compared with $400.3 million (rep: ting 59% of production costs) in the

* corresponding period in fiscal 1997, a decline of $83.6 million_(or 21%). The decline reficcied lower power
consumption resulting from lower SWU production and improved power utilization efficiency.

Costs for labor and benefits amounted to $177.9 million for the nine months ended March 31, 1998, an
increase of $5.4 million {or 3%) from $172.5 million for the corresponding period in fiscal 1997. The increase
reflected general inflation.

Costs for the future disposition of depleted UF, d to $45.2 million for the nine months ended
March 31, 1998, a decline of $14.8 million (or 25%) from $60.0 million for the corresponding period in fiscal
1997. The decline resulted from lower SWU production overall and, at the Paducah GDP, more efficient
operations and economic underfeeding of uranium which in turn resulted in. a-significant reduction in the
gencration of depleted UF,. At March 31, 1998, the Company had accrued a total liability of $384.6 million

for the future disposal of depleted UF,;
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power to minimize the cost of power per SWU produced. The Company has also adopted cost i
goals intended to be achieved through improved power utilization, increased SWU production per labor hour,
and other matenal and service. cost reductions. USEC is committed to containing operating costs while

pli with health, safety and environmental standards.
o iali AVLIST hnology. USEC plans to complet the i and
clalization of the next of ful ick ch logy, AVLIS which uses lasers to enrich

uranium, and which shouid permit USEC to remain one of the lowest cost suppliers of uranium enrichment
services and enhance its competitive posmam The Company believes that it will be able to deploy a full-scale
\ AVLXS facility in 2005. In addition, it is possibie that the AVLIS technology may have applications in the

p tool and semicond industries which the Company may elect to explore cither on its
own or through ki As AVLIS is being brought on line for production, the GDP facilities
and AVLIS are exp ed 10 P imul . By 2006, AVLIS is expected to be able to displace some
or all of the production of the GDPs; h , the Company will issucs such as marker demand and

other supply sources at that time prior to makmg any decisions with respect to the GDPs.

Diversify Over the Longer Term. The Company intends to diversify its business over time into related
strategic businesses that will contribute to the Company's growth and profitability. This strategy could, among
other things, result in the Company becoming involved in other phases of the nuclear fuel cycle that draw on
its knowledge of the nuclear industry thereby allowing the Company to b a leader in the global nuclear
energy market. Although the Company as 2 g corporation has not identified any acquisitions or
strategic alliances, it intends to pursue appropriate opportunities which, among other criteria, are expected to:
(i) offer a favorable balance with respect 1o market potential and manageable market entry risk; (if) broaden
USEC's operating base beyond its core business in ways that allow for the leveraging of its core competencies;
{iii) diversify risk by being counter-cyclical to existing business; (iv) earn returns in excess of certain financial
benchmarks inciuding USEC’s cost of capital; and {v) be accretive to earnings within a reasonable period of
tdme.

Competitive Advantages

Although the Company operates in 2 highly competitive envi t, USEC believes that the following
factors should enable it 10 compete effectively and continue as the world leader in the uranium enrichment
‘market:

« Strong Financial Position. USEC's strong fnancial position results from z significant backlog of
contracted services atuributable to established customers and a pro forma balance sheet at March 31,
1998 with $550.0 million in debt (representing 32% of total capitalization, adjusted to include short-
term debt), The Company has long-term requirements contracts with utilities to provide uranrium
enrichment services aggregating approximately $3.2 billion through fiscal 2000 and §7.4 billion through
fiscal 2009. .

Favorable Arrangements with the US. Government. The Company is the beneficiary of several

favorable long-1erm avangements with the US. Government, implemented in cormecuan with the

Privatization. These g which will inue following the Privatizati tud

-~ An advantageous lease providing for nominal rent payinents for its producu’on facilities with an open
term renewal option;

3

~ Low-cost. power purch to which USEC pirchases electricity (which
‘represents up to 59% of the Companys production - costs) at an average cost of less than 2
cents/kWh: and
-~ The assumpncm by the U S, Govcrnmen! of substannally all habxhtm arising from the operation of
the GDPs prior to the Privati including sub ally all envi 1 hablhues.
« AVLIS. USEC has the exclusive commercial rights to the AVLIS technaiagy developed by the
U.S. Government and believes that it hasa iderable lead-time adi ge over others attempting to
develop similar laser-based enrich haology. The Company beli this new t=chnok:

ogy has the potential to offer significant cost ad ges over both g diffusion and centrifuge
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1 - Market impact of USEC Inventory Sales

« will aiso specify differeat rates at which these

In the Japuary update of this report. we examined the impact of two different HEU
foed supply scenarios on the uranium market using the U-PRICE model. That analy-
sis showed HEU supplies will have & major impact on price, depending on how much
feed was made available to the market and how much was taken back by the Rus-
sians.

One of the recent mejor developments in the market is the pending privatization of
USEC and the revelation that USEC bas substantial inventories of uranium that it
plans to scll over the relatively near future, accordng to 1ts registration stalemnent’
filed with the Securitics and Exchange Commission. USEC plans to sell 2 greater
amount of inventory much socner than previously thought, and can do thus since
much of its inventory is not subject to the sales restricion contained in the USEC
Privatization Act  These sales levels are also much larger than assumed in the previ-
ous analysis of the market, where the impact of different levels of HEU feed supphics
was examined

Because such inventory sales by USEC could bave a substantal impact on the mar-
ket, this report will examine the tmpact of these sales. again using the U-PRICE
model. lnstead of adjusting HEU feed supplics as was doae in the Jaguary study, the
present study will look a1 different levels of USEC (and DOE) sales to deiermine the
likely impact on the market  Since HEU feed supplics are no longes being treated in
8 parametric fashjon, 1t is necessary to assumme a single schedule of their availability
to the market  This can now be done with a somewhat greater degree of confidence
since additional information is known about the likely avsilability of these supplies.

Additionel developments have ocaurred duning the first half of the year, most of
which have negative remifications for uransum prices  These include economic
problems in Asia, whuch have contributed to lower nuclear growth forecasts and s re-
duction 1n inventory holding (which will further reduce market demand there) and
deregulahon inmatves, especially in the U S and Europe. which have also led to
lower demand for=casts and reductions in tnventory policies, with EDF being the
prime example here with respect to iventory reduction  The effects of deregulauon
have already been felt n the U S.. as scveral reactors were closed prematurely during
1997 Al of these changes must be factored into the analysis as well

This analysis will proceed as follows Furst. we will examune some of the hey as-
sumptions used in the analysis. and discuss how they have changed from past as-
sumptions used 1n sumilar analyses In the case of USEC and DOE inventories, we
pplies may b iable. Based
on these inputs, the impact oo price of the different levels of USEC sales. with and
without sales by DOF, will be examined. The analysis will conclude with observa-
tions on the results g d and their signifi for the future usanium market
envronment

© '%e Ut
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Assumptions

in this analysis. assumptions are made in a number of areas including uranium re-
quirements. HEU feed supplies, and USEC and DOE sales of uraniurn stockpiles
These key assumptions are discussed below.

= Requirements

One of the key assumptions in any market analysis is the future level of reactor re-

qu Recently, requi have been negatively affected by deregulation
and the economic problems in the Far East. These impacts have been captured in &
recent forecast by the U.S. Energy Informatiop Administratian (ELA). Figure | com-
pares EIA"s Western World forecasts as of 1997 and 1998, and shows that beyond the
vear 2007, E1A's new requirements forecast is generally §-10 million pounds U0y
per year lower than 1ts 1997 forecast- Muzh of this decrease oceurs in the Far East,
where lower growth of nuclear power (and requirements) is forecast, as shown in
Figure 2

Figure 1. £1A Requiremants Forecasts for Western World as of 1987 and 1998
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Figure 2. Comparison of 1997 and 1398 EIA Forecasts for Far East
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ELA forecasts of U.S. uranium requirements exhibit littie change between 1997 and
1998 (Figure 3), although they continue 1o show a steady degradation over time, fal-
ling to 25 million pounds by 2016.

Figure 3. Comparison of 1987 and 1998 EIA Forecasts for the United States
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ELA s most recent reterence case 1s used as the requirements input for this anatysis.
Whiie thic case 15 somewhat lower than Ux’s low case, it represents the most recently
published requiremnents forecast, and thus reflects developments that have taken place

recenty

€ 598 UsC



145

1 - Market impact of USEC inventory Sales The Uraawum Market Oubook - &' 19vE

« HEU Feed Supplies

The present analysis assumes that the Russians take back approximately one-thurd of
the fced contained m the HEU. with shipments back to Russia beginning next year
(Figurc 4) Initially. sales are much less thap availabie supply, due to wade and leg-
islative restrictions. and thus mventories of HEU feed are built up, as shown in
Figure 5. Sales ramp up as the U.S. quota increases; the Russians are also able 1o sell
mare outside the U.S. as non-U.S. unfilled demnands grow. Eventually, sales exceed
the amount of HEU feed retained in the U.S. and feed inventorics arc drawn down
untit they are exhausted. After this point, sales match HEU feed delivenes net of
what is returned to Russia. The assumption is that the Russians will want to sel] feed
inventones as soon as practicabie in order to generats revenues.

Figure 4. HEU Feed Suppiies and Russian Take-Back of Feed, 1998-2010
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Figure 6 compares this current schedule of HEU sales with the high and low cases -
sumed in the January study. This comparison shows that the current ease 1< much
closer to the earlier high case in the initial years, but out past the year 2004 1t falis in
the middle of the high and low cases, gravitating to the low casc in the out years

The January high casc assumed that no material was returned to Russia and that teed
inventories were pot worked down until 2010. While inventories do not build to as
large 2 level in the current case, the assumption is that these inventories are worked
off by 2005, and sales after that match the lower net receipts of feed

Figure 6. Comparison of Current HEU Sales Assumption with 1/98 High/Low
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* USEC Sales

USLC’s inventaries include those currently in hand and those scheduled to be trans-
ferred to it by DOE. Inventories to be transferred to USEC include 7,000 MTU as
Ut¢ and 50 MT of HEU as called for in the USEC Privauzation Act, and about 11
million pounds U;0; as UF, as p: for safety upgrade work at the diffu-
sion plants. USEC also received uranium from DOE at the time of 1ts formation as
well as a transfer of 13 MT HEU as UF, which is currently being blended down at
Portstouth. In all, USEC inventories total aimost 75 million pounds U;Oy in the
form of UFs, both natural and enriched. These inventories arc listed in Table 1

T

| Tabie 1. USEC Uranium Inventory and Expected Transfers
thousand kgU  thoussad ibs

as UF, U004
Ioventones at March 31, 1998 12,145 31,577
{ Trnsfer of 45 metric tons of LEU 4s3 1.178
: Transfer of 3.800 metric tons of wranuum 3.800 9.880
| Transfer of 0.8 metric tons of HEU 211 549
Transfer of 7,000 metnc tons of uranium 7.000 18,200
| Transfer of S0 metnc tons of HEU 5.000 13.000
L Yotal- 28.609 74383
Souree: USEC Inc. S-4 registrauon statement.

According 1o its registretion staterent, USEC plaos to scll over 60 million pounds of
these inventories by the end of 2005 This is about double the 31 million pounds
U;Oye that is scheduled to be transferred to USEC aecording to the USEC Privatiza-
tion Act  The resale of matenal transferred pursuant to the Act is fimited to 3.1 mil-
hon pounds per year, but the remainder of USEC s wnventory has no resale limits. In
line with 1ts registration statement and other inf ion that has b ilable, it

15 assumed that USEC will sell the feed according the schedule labeled “USEC
Sales™ 1n Table 2

Table 2. Availability of y S by Source, 1998-2010
Yowce 1998 1999 2060 2001 2007 2003 2004 2006 2006 2007 2008 2009 2010
NERVN 000 €100 10407 R140C BIOC 11300 3400 ° o v 1 [ [
4 et na + O mn 5006 50 600G 4000 2000 .00Q o ° ° o 0
0 FOAC. 100C 2000 300L 600N 600C 4000  S0G0 6000 1300 1500 1500 1500
" 4000 9106 {7500 11400 30100 21,300 9400 6000 4000 1500 1500 1500 1,500
In 1ts registration statement, USEC notes the “economic underfeeding of uranium
which 1n tum resulted 1o & significant reduction in the generation of depleted UF,.™
USEC would have additicnal mventory to sell if it were to operate its gaseous diffu-
sion piants 1n an underfeeding mode in the future, since when the plants are
€
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“under{ed™ they arc operated at a lower 1ails assay than the average tails assay on
which feed deliveries by USEC’s customers are based. resulting in & bulldup of in-
ventory. By operating the piants in this renner, information suggests that LSEC
could generate an additional 28 million pounds of supplv over the penod being ¢a-
arnined. This supply would be made available to the market on the schedule la-
beled “Underfeeding™ in Table 2.

« DOE Sales

DOE's inventories come from a number of sources, 1ncluding natural U stockpiles
and off-spec HEU which 1s to be blended down for use at TVA  In addition. DOE
has about 7-8 milhon pounds UsO, as UFg of Russian HEU feed  Thus is the balance
of the feed associated with the {irst two years of deliveries made by the Russians,
where the feed was paid for by e U.S. government and part of 1t was repurchased by
the Russians for use in the matched sales program permitted under the Russian sus-
pension agreement. Further, DOE has inventories located at 1ts field offices Some
of these inventones could be made readily available 1o the market. while some would
need 1o be processed further before they could be made available

In the analysis bejow. it is initially assumed that DOE will not sell any inventory, so
the net impact of the two scenarios for USEC sales—with and without underfeed-
ing—can be determined. Then DOE sales are added af the rate assumed in the
schedule shown in Table 2

T v ol
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Results

To investigate the degree to which inventory sales by USFC could impact price. 3
basc case is developed which includes no sales by cither USEC or DOE. but where
Russian HEU feed is introduced at the rate shown in Figure 6. That base case is 1l-
lustrated in Figure 7. In the case where there are no USEC and DOV sales, the spot-
price would stay above $11/1b for the period of the smdy. Sales by USEC of 66~
million pounds a1 the rate assumed in Table 2 would push price down to almost 38/1b
in the vear 2000, when the difference between the two cases 18 over $3.00 Thus re-
duction in price from the base case and its current level of $10.30/b is understand-
able when onre considers the amount of tnventory that it 1s assurned to be sold then
versus whiat has aircady been placed 1 2000 or such sales today. USEC is assumed
to sell 10.5 million pounds in 2000, an amount in addstion to the 11 million pounds
the Russians are assumed to sell in the base case. meaning that between them, there
would be inventory sales of 21.5 miillion pounds, the vast majority of which has not
heen placed

Figure 7. impact of USEC Saies on Uranium Prices, 1998-2008
$ie

= = Base

——+=- USEC Sales

Bs4nn 1,0,
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Figure ¥ shows that additsonal USEC saies resulting from operaung the ennchment
plants in an underfceding mode to vield the supplies assumed in Table 2 would push
price down further, 1o $6 0071k 1n 2000, when USEC would self 15.5 million pounds,
snd USEC ssfes and Russian HEU {eed together would 1o1al 26.$ mullion pounds

© 1088 UxC



150

The Uranium Mamet Qutiaok - Jul 1998 1 - Market Impact of USEC Inventory Sales

Figure 8. impact of USEC Underfeeding in Addition to USEC Saies, 1998-2008
$14 . e -
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Adding DOE sales in the amounts assumed in Table 2 would depress prices further,
as shown in Figure $ which examines the combined effect of USEC and DOE sales
on the markel 1In this case, after falling, the spot price stays below $8.00/1b until
2003

Figure 9. iImpact of DOE Sales in Addition to those by USEC, 1598-2008
$14 ——— e e

1880 1,0,

$6 - s
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The reason that price 1s pushed to such low levels in the near term is due to the im-
1ted market demand that 15 available in those years, given current contract commit-
ments and the availability of i 24 I This st ion is il} d in Figure
10, which compares Western uraniumn requirements against utility inventory usage,

€ 1998 U< ]
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The Uranium Marke! Outloos - Ju' 1638

assumed CIS supplies 1o the West, d gov
Russian HEU feed sales from Tigure 6 and total sales by USEC and DOE as shown an
1able 2}, planned recvcle of plutonium, and current contract commitments. As
shown, oot only is there no uncommitted demand left in 1999 and 2000. but supplies
exceed requirements. Of course, this oversupply 1s much worse than shown because
of the uncommitted mine production that is not inciuded in the figure This near-

ies (which ncludc

term supply/demeand imbalance is what causes extreme downward pressure on price.

Figure 10. Western World Requirements vs. Supply Sources, 1998-2010
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Additional Observations and Conclusions

This enalysis assumes that both USFC and DOF. are price-takers, in that they will sell
the amounts assumed irrespective of the prices received  In reality it may oe the
case that they shter their sales levels, so as not 1o impact price as severely. In princi-
ple, USEC should try to maximize profits on uranium sales. However, to the extent
that USEC enrichment reveraes decline. USEC may need to sel} wanutn 1 mamntain
s market share for enrichment and generate cash flow, or to pay promised divi-
dends. As a government organization, DOE's actions would be more subject to po-
liteal pressure. and decisions may e made pot to scll when prices are depressed

Such pressure appears to have bean & factor i keoping DOE from selling more than
11 has to date

Even if USEC wers to refrain from selling due 10 the negative ynpact this action
would have on price. 1t docs not necessarily follow that low pnices would rot maten-
alize  Other supplicrs. sensing that USEC has these wventones w sell, could oy to
beat USEC to the market, and this preemptive selling activity would serve to push
price down  The key pont is that the market not ooly depends on
hew USEC acts, but also on how other suppliers react to USEC's sales potential

Ths type of preemptive selling could alse apply 1o the Russians and thewr HEU feed,
although they face restictions on how much they can seil  There is also the possibil
. which cannor be overlooked, that sharply reduced urantum market prospects
would cause the Russians 1o break off the HEU deal Althougk this scenano is zot
examuned bere, 51 would have & sharply positive impact on price

This anzlysis does not dfferentiate between whether the Russian HEU feed sales are
made by Western uranium producers, the Russians themselves, or » combination of
the two  To the extent wist these sales were made prumarily by Western prodncers
who could sei} under sxasung contracts and cut back production o accommodate
these supplics, prices would be bugher than shown here, However, the prospect of
lower prices over & tong penod of time suggested 1 tus analysis means that produc-
ers would bé unlikels 1o purchase the Russian HEU feed. and thus this stabilizing
tactor would net be present m the market

Further this anaivsis does not take into sccount the fact thar most of the Russian
HEL feed and "SEC and DOE sales wali be made into the U.S market, but mstead
looks st supphy and demand from 2 Western world perspective In reabty these sup-
plies cannat be resdily sold to-certain geogrnpiuc markets, particulerly Westers
Europe where the attachment of U.S nonproliferauon obligations makes them less
anmactive  Thus. the oversupply situation m the U'S due to the sale of these supplies
1s likely to be aztualiy geater than for the Western world as a whole

USEC now has signsficantly more mventory to sell thas previously assumed by the
industry snd v anatvses by UsC and others  Further, 1t is spparent that USEC wants
1o sell thrs matensl within a relatively short ume trame  USEC may be making these

€ Y998 U
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pronouncements to make its stock appear more atractive, although this analysis has
shown that, coupled with the assumed rate of sales of Russian HEU feed. USEC sales
would push price well below current levels.

In addition to USEC now having more inventory it wants to place. the prospects fos
the uranium market are worse now than at the time the USEC Privatization Act was

- passed. In this regard, the Russians and USEC/DOE are competing for a market that
is now smaller and more price seasitive than the onc that existed when the Russian
HEU feed sales quota was first devised. As a result, USEC and Russia cannot both
expect to sell uranium in the quantities desired without a devastating impact on price.
In short, there is not enough room in the market for both Russia and USEC

2
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14
business expenses, but any -- in other words -- let me
step back on that. It was clarified to stats that one-
time payments that wers special, non-everyday business
expenses, would not be included in USEC's calculation
under this agreemsnt ¢f operating margin.

On thact basis, unl2gs the business itself goes
scenaric that’s besn procacted thar tihat 10 perzent will
pe breached. As che lecter that you have, that ths
Ceairman ard the CEC sen:t cr July 10th, sratas, cthers
woulé have to be a declizz of ovar 40 perczent In sarnings
pefore you'd even begin to get close, and notiing in our
surrant prejections even comes close te thac.

The seccond issue was ths falling ¢f naw
contracts below $80 per SWU. The intent at the time it
was agreed to was not the very next contract you signed.
This became a major issue because there was some copcern
that, as you all know, the prices have been falling and
the average price of new contracts has been heading below
$30. Thers was some concern stated in the press it would
pe as low as 85, 84, the $80 would be breached within the
next year.

This was clarified to state what was originaily
intended, and indeed one could have read it that way, but
you could also have read it otherwise. So this latzer

BUSINESS
ALDERSON REPORTING COMPANY, NC.  CONFIDENT]L

{M289-2200 . 4500 FOR DEFOC
1111 FOURTEENTH STREET. N.W. SUITE 200 WASHINGTON. D.C. 20008
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that goes beyond these two points. If there is, they
haven’t stated it to us or said it to a newspaper.

MR. BURTON: But you know, they did ask to come
speak today and we could ask them that question if we had
said yes. I jusg,.I don’'t understand why we have some
aversicn to receiving information other than from the
financial advisers. I just dom't understand that.

CHAIRMAN RAINER: Have we already heard from
chem?

MR. BURTCN: n this parvicular issue? I can't

HAZRMAN RAINER: We hesard them f£sr an hour when

‘zhey askad to come here the-last time.

MR. GOLDMAN: I think the decision related to
chis being pricing, and I alsco think it related to the
fact that they had been given this information, but they
continued to complain without giving a reason. That's all
we know.

MR. BURTON: Well, but --

CHAIRMAN RAINER: What, Bill -- I take this very
seriously. What do they add to your determination about
the commitment to operate the GDP's? What is it that
changes from the last mesting in your opinion that all of
a sudden the IPO does not qualify for meeting the

commitment test? What possibly could the labor unien say

ALDERSON REPORTING COMPANY, INC.
(202)289-260  (300) FOR DEPO
1111 FOURTEENTH STREET. N.W. SUITE 400 * WASHINGTON, D.C. 0005
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MR. DERRYBERRY: Chris?

CHAIRMAN RAINER: Chris Coburn? Chris said he
had to go te his meeting, he said at 2:00, so I assume
that’'s where he is.

MR. RYAN: What's your schedule, Bill?

CHATRMAN RAINER: My schedule was to be Zinighed

wicnh this 30 minuctes age, sc I‘m behind schedule. I'm
noring that we'll be in a position to listen to Mcrgax

Scanlev’s preliminary price talk not later than 2:00

c'clock. It lcoks to me like we have one mcre issue, some
cranium issues and Russian ¥EU, te thrash out. The other

ics it seems tc me ars nct particularly conteatious,

‘zut we’ll wait and see.

Now, this goes to the national security

guestion, which again before the meeting Bill asked some

Kol

eople to go over. And in sympathy to that and I thought
iz was a good idea, I‘ve asked Les to summarize the events
that have happened recently. This has been a very tricky
cne, but we’'re pleased with where we are right now.

MR. GOLDMAN: Another development in the
intervening periocd has been concerns, expressed primarily
by the academics who have been associated with the Russian
HEU agreement from the beginning, that the amount of
inventory of natural uranium which USEC was holding was

going to cause market-orientad problems in terms of the

ALDERSON REPORTING COMPANY, INC.
(202)289.2260 1 (300) FOR DEPO
1111 FOURTEENTH STREET. N.W. SUITE 400 | WASHINGTON, D.C. 20005
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53
meeting. He wantad me tc know that we all know that this
is not a new topic, so it is a renewed focus on this topic
recently; and that we should know that irn the last several
days countless hours have been taken by senior members of
this administration to take a look at the issues that have

been raised; and that we should be confident that everyone

in the administra

n
"

lanring cn pricing this IP0 this
afzerncen.
Sc thers is a derivative conclusicrn £rom that.
MK. BURTON: I nave a ccuple gusstions cn this
and a comment. Mr. Chairman, I had asked specifically for
twe cifisrsnt presentations on this becausz I think this

I had asked fcr the

o8
o
o
®

xpressed a concern -- I
was thinking specifically of Senator Domenici, chairman of
the Senate Budget Committee, Subcommittee chairman of the

Water and Energy on the Appropriations, who has expressed

w0
]
r
b
g

us concerns about it -- to speak. I was told that
might inflame the market and so they wouldn’t be invited.
I also asked that a National Security Council or
cther security person to speak to us. Les’ presentation
was helpful, but certainly doesn’'t sub for that.
I was offered a pre-meeting briefing by Gary
Gensler, which he delegated to one of his staff members,

who on several occasions mentioned: Well, this is third-

ALDERSON REPORTING COMPANY, INC.
(2021289200 . 1100) FOR DEPO
1111 FOURTEENTH STREET. N W SUITE 400 * WASHINGTON, D.C. 20005
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resolution before we move to a vote?

MR. BURTON: Real briefly, and I mean that. The
reason I'm not in a position to vote on it at this point
is in the first paragraph, subparts (a)(l), which is
"whether the priwvatization will result in a return®” -- I'm
serry, not (a)(1l). (a!{3}, "not be inimical to the health
and safety of the publiic, the common defense," and then
't 3, which talks abcu: snsuring that we have a reliable
and =conomical domestic scurce oI uranium mining.

I den't think we have snough information in
l:zht of this issue that has risen up. There has been a

gress, a ton of meetings, everybody who's bsen

_ved in it except this Board, and we can’'t even get a

Sc I don’'t have encugh information on those two
zsrics to know whether the change that'’s occurred since we
vceted is of a material way that should affect it.

:tnally, I just have a hard time voting that it does
secure the maximum proceeds until I hear the price.

So I'm going to have to abstain.

CHAIRMAN RAINER: Youngblood?

DR. YOUNGBLOOD: In favor.

CHAIRMAN RAINER: Rainer is a yss.

Greene?

MRS. GREENE: Yes.

ALDERSON REPORTING COMPANY, INC.
(2071235.2260 ¢ (800) FOR DEPO
111+ FOURTEENTH STREET. N W. SUITE 400 ' WASHINGTON, D.C. 20005
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SUBCOMMITTEE ON ENERGY
AND POWE!

The Honorable Richard Lugar

Chair

U.S. Senate Committee on Agriculture. Nutrition and Forestry
Washington. DC 20510

The Honorable Tom Harkin

Ranking Minority Member

U'S. Senate Committee on Agriculture, Nutrition and Forestry
Washington. DC 20510

Dear Chairman Lugar and Ranking Minority Member Harkin:

1 am witing to provide you with information regarding Mr. William J. Rainer’s conduct as
{hairman of the United Swuates Enrichment Corporation’s {USEC) Board during the privatization of
the Department of Energy’s (DOE) uranium enrichment plants last summer, As Chairman of the
USEC Board, Mr. Rainer was authorized. with the approval of the Secretary of the Treasury. to
“transfer the interest of the United States in the United States Envichment Corporation 1o the private
sector...” {USEC Privatization Act. P.L. 104-134, Section 3103} As you tmay know, one of USEC's
uranium enrichment plants is located in my district in Piketon. Ohio and I would like to take this
eppoTUnits to share with you some of my serious reservations about Mr. Rainer’s qualifications for
the Commodity Futures Trading Commission (CFTC) given his actions during the privatization of
USEC

Under the Energy Poliey Act of 1992, the government-owned corporation, USEC, was created
10 assume responsibility for the DOE’s uranium enrichment program. The Act not only transferred
the Department’s uranium enrichment program to USEC. but it also included a requirement that
USEC prepare a strategic plan to privatize the corporation. On July 28, 1998, USEC was privatized
in 2 public offering of stock. On more than one occasion, I raised concerns that the privatization of
the uranium industry would result in a conflict of interest between the private company and the
statutory criteria established by Congress to direct the sale of USEC. This inherent conflict would
unnecessarily place at risk an important foreign policy measure, namely the U.S. - Russia Highly
Enriched Uranium (HEU) Agreement,

First, iet me describe the statutory criteria provided to guide the Board's decision making
during the privatization process. Specifically. the eight statutory criteria cailed for the following: 1}
Net present value of the corporation: privatization will result in a return to the U.S. at least equal o
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the net present value of the corporation; 2) No foreign control: privatization will not result in the
corporation being owned, controlled, or dominated by an alien, a foreign corporation, or a foreign
govemnment; 3) Protecting public heath and national security: privatization will not be inimical to the
health and safety of the public or the common defense and security; 4) Assuring domestic uranium
enrichment capacity: privatization will provide reasonable assurance that adequate enrichment
capacity will remain available to meet the demands of the domestic electric utility industry; 5) Long-
term viability of the corporation.; 6) Operation of the Gaseous Diffusion Plants: privatization will
provide for the continuation by the Corporation of the operation of the DOE’s Gaseous Diffusion
Plants; 7} Reliable and economic nuclear fuel industry: privatization will provide for the protection of
the public interest in maintaining a reliable and economic domestic source of uranium mining,
enrichment, and conversion services; and 8) Maximizing proceeds from privatization: to the extent
not inconsistent with requirement 5 through 7, privatization will secure the maximum proceeds to the
LS. (See USEC Summary of Statutory Requirements and April 29, 1998 letter)

In 1993, the United States and the Russian Federation entered into an agreement to ensure that
highly enriched uranium from dismantled nuclear warheads would be used for peaceful purposes
only. In January 1994, President Clinton announced that the U.S. had signed a contract with Russia
to purchase $12 billion of highly enriched uranium over a 20-year period. The U.S. purchase of 500
merric tons of this material is ciearly a crucial national security initiative. This foreign policy measure
provides an important incentive to the Russian Federation to continue dismantling its nuclear weapons
and uitimately helps to safeguard the U.S. and the rest of the world from the threat of a nuclear
incident.

One of my greatest concems regarding privatization was that USEC’s role as Executive Agent
for the U.S. under the HEU Agreement would jeopardize the HEU Agreement or lead to a business
decision that would result in the closure of one of the two gaseous diffusion plants. The public
ohjective of purchasing specific quantities of Russian uranium and the corporation’s goal to maximize
profits directly conflict with each other. 1 still fear that private business objectives would overshadow
national security and energy security which ultimately leads to violations of the statutory requirements
outlined in the Energy Policy Act of 1992 and the 1996 Privatization Act, listed above.

On July 1, 1999 USEC made available the transeripts from the four Board meetings
immediately preceding the privatization of the corporation. These transcripts confirm that Mr.
Rainer's conduct compromised the Congressional mandate that privatization should not be inimical to
the national security. In fact. the transcripts show that a Board member inquires about a letter from
Senator Domenici. June 26, 1999, (attached) which raises concerns “that a privatized executive agent
can still function in the way necessary to carry out the national security objectives of the HEU
Agreement.” The Board member's interest in having Senator Domenici brief the Board on his
concerns was denied because it “might inflame the market.” (July 22, 1998 Transcripts, page 53)
According to the transcripts, Mr: Rainer placed the need to move forward on privatization
immediatelv over the request of other Board members to receive a briefing from Senator Domenici or
the National Security Council on { security develop Instead, Mr. Rainer accepted a
second-hand response to the Board member's questions about national security implications.
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1 must underscore that shortly after the privatization of USEC, Russia suspended shipments of
enriched uranium due to the impacts of privatization — namely because of the fact that USEC entered
the private market with 30 million more pounds of government uranium than was assumed when the
1996 USEC Privatization Act was adopted. Ultimately, $325 million was included in the Fiscal Year
1999 Omnibus Appropriations Act for the purchase of two years worth of natural uranium under the
Russian Agreement. This confirmed my suspicions that privatization of this industry would weaken
the U.S.-Russia HEU Agreement, threaten national security, violate the congressional mandates, and
ultimately force the government to commit millions. if not billions. of dollars to bailout the
privatization deal.

Despite the discussions during the July 22, 1998 USEC Board meeting and the ciose vote on
the final decision to privatize (3-in favor of privatization by an initial public offering, 1-against and
one abstaining). it is my understanding the full Board was never briefed by Senator Domenici, NSC,
or even outside experts such as Tom NefT. the MIT physicist who has been credited with conceiving
this non proliferation agreement; Richard Falkenrath, a national security scholar at Harvard who
publicly shared his reservations about the privatization of USEC; or Joseph Stiglitz, former Chairman
of the Council of Economic Advisors who also publicly raised concerns about the decision to
privatize the uranium enrichment industry. 1 find this biatant disregard for national security concerns
by Mr. Rainer. as the Chairman of the USEC Board, to be disturbing and alarming. However, this
behavior does not surprise me given Mr. Rainer’s apparent determination to privatize this industry.

I had a private meeting with Mr. Rainer last Spring and during that meeting I stated that
thought it was likely that USEC would be sold through a public offering rather than acquired by a
private company. He asked me why 1 thought that and I explained that I felt it was in the best interest
of the current management team if the industry were sold through a public offering ~ this method of
transferring the public asset to the private sector would aliow the presiding offjcers to keep their
positions at a considerable financial gain whereas an acquisition would not assure them empioyment
with the private corporation. Mr. Rainer firmly stated that this was not the casc and that the current
CEO and management team would have no major influence in the decision-making process for
determining the method used to privatize USEC.

On May 22, 1998, I sent a FOIA request to the Department of Treasury and Senators Gienn
and DeWine and Representative Whitfield joined me in a second letter dated July 8, 1998, asking for
documents and information to which we thought the public should have access. In response to that
request. | received a number of documents. Those documents included a ietter from Chairman Rainer
to USEC"s CEO, Nick Timbers, and other officers of the corporation waiving the prohibition of 18
U.S.C. §208(a) which provides criminal penalties where a government official or employee
participates in a matter in which he/she has a substantial financial interest. The letter written on
September 26. 1995, stated that these employees’ financial interest in the privatization of USEC “is
not so substantial as to be deemed likely to affect the integrity of the services which the Government
may expect from the employee.” (see attached September 26, 1995 letter) Mr. Rainer had signed this
letter nearly three years before he sat in my office and denied that Mr. Timbers and others would have
significant influence over the USEC privatization decision.
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The issuance of these waiver letters is particularly interesting in light of the fact that [ have
recently had the opportunity to review the transcripts from the USEC Board meetings which occurred
in the month and a half prior to the sale of the industry. The personal guarantee that [ received from
Mr. Rainer during our meeting, that the current management team would not play a dominant role in
the privatization decision making process, was clearly not fulfilled. In the transcripts, Mr. Timbers,
clearly and forcefully argues for the public offering approach to privatization. (See June 3, 1998,
page 268) I am greatly troubled by the fact that Mr. Rainer behaved in a manner which led me and
my colleagues to believe that the present management team of USEC would not participate
significantly in the decision making process during privatization, yet indeed they did. Furthermore, [
cannot overslate the lack of trust | have in Mr. Rainer. He told me that Mr. Timbers would not play
an ptvotal role in the privatization decision making process, yet at that time, he knew he had signed a
waiver for Mr. Timbers to do exactly that.

i believe that Mr. Rainer’s conduct during privatization raises questions about whether or not
Congressional intent was followed and whether the process was managed in a manner which allowed
for fair competition (June 3, 1998 transcripts, page 198). I have serious reservations about the
integrity of the USEC privatization process because the current management team was afforded the
opportunity to advise the USEC Board on its competitors bids and the process was conducted without
appropriate. public access to information. [n fact, I did not receive these transcripts until nearly a year
after the process was over. And finally, the 1992 Energy Policy Act and the 1996 USEC Privatization
Act quite clearly outline eight statutory criteria which were 1o be the framework for making the
decision to privatize. | am not confident that Mr. Rainer met his public responsibilities as the
authonized officer to transfer this important government asset to the private sector.

I have shared with you only some of my concerns regarding Mr. Rainer's conduct during the
privatization of USEC. | feel it is my duty to alert you to some of the troubling circumstances and
decisions leading to the privatization of USEC. and I have enclosed the transcripts | referenced as
well as other documents I think might be heipful to you as you review the issues [ have raised.

Thank vou for your consideration of this important matter and if you have any questions,
please do not hesitate to contact me at 202-225-5705.

Sincerely.

Jid AliohLards

Ted Strickland
Member of Congress

cc: The Honorable Mike DeWine
The Honorable George Voinovich
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The Secretary of Energy
Washington, DC 20585

October 22, 1999

MEMORANDUM FOR JOHN PODESTA
CHIEF OF STAFF TO THE PRESIDENT

FROM Bill Richardson M

SUBJECT USEC’s Request for Federal Assistance

USEC is asking the Administration for its suppon for a direct appropristion to cover
losses it 1s incurnng duc to Jow market prices under its U.S.-Russia HEU agreement.
1 bave very strong views about our domestic equities that USEC bas not addresszd,

Furst, USEC is informing Administration and Capitol Hill officials that it will terminate
its role as Executive Agent of the HEU agreement on December 1%, if it does not receive
federal assistance. Capital Hill is being told that USEC bas the support of the NSC and
Siate Department for $200 million in assistance.

Second, ciung the end of its employment agreement obligations with the United Suates
made upon privatization, USEC plans substantiai layoffs at the Gaseous Diffusion Plants
2t Portsmouth, Ohio and Paducah, Kentucky in Juy, 2000, which could affect a5 many 25
1.800 workers of the 3,200 workforce. (There are 2o rumors that USEC may close the
Pornsmouth facibity.) DOE has asked USEC 10 inform us of thewr plans and to work with
us on an orderly wansition - so far, o no avail

Finally, FY 2000 appropriations enatted for DOE do not provide adequate funda for
several of the Admimistration’s most critical priorities, thus, DOE cannot afford an offsst
to fund USEC s request for federal asssstance. Other funding sources peed 1o be found.

Shosid the Administration determine that USECs agency is central 10 the success of owr
HEU agreement with the Russians, I would insist that stnngent contingencies be placed
on any assistance provided, and that the tion’s share of that assistance be used to mitigate
the senous employment and safety concerns at the Gaseous Diffusion Plant sires in the
Unated States

Please hecp me apprised of any developments on this issue. As always, | appreciate your
consideration and ook forward 10 working with you.

@ Prena won $y N D eSO UM
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GEORGE V. VOINOVICH
om0

GOVERNMENTAL AFFAIRS
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Janmary 26, 2000 SMALL BUSINESS

ETHICS

Witham H. Timbers

President aod Chief Execunve Offcer
Unned Sutes Envichment Corporation
6903 Rockicdge Drive

Bethesda, Maryland 20817

Dear Nick

We are writing with concems regarding the recent roports of the potential plam clesurs of either
of tse Gaseous Diffusion Plapts (GDP), currently being operated by USEC fn Portsmouth, Chic
and Paducal, Kentocky.

In Iuly, 1998, when USEC was privatized in the largest ever privatization of 3 federal
cotponnoen, USEC 4 into the Agn Regarding Post-Cloging Conduct wath the
Deparmment-of Treasury acting on behalf of the Usited States G . This Agr

reqmures contmued operation of both plams throagh 2004 uniess ope-af four Sigmfican Events
occw  These four cvens, as outhined in the Agreement, will exempt USEC from continned
opaazon ooenthey plagt. According to the Departmen of Treasury, LISEC indicsied on Form
13-Q. fied ou Nevember §,-1999, that “[nlone of the {Significant Events} 1o USEC's obhgation
1 operate the plapis bas occurred ™

However, recentlys it has been mdicated to owr staffs thar USEC anticypaies plant closure 2t
aither the Portsmoutty or Patucah Plant o oconr sooper than 2004 We understand that the
USEC Bomd of Dnrectors, n 2 meenng on January 25, 2000, discussed the possibility of plant
closior aad that these dascussions will comtrane next week.

We would Like 10 reptnd you of several statements made by yoo and Mrx. Williomn J. Rainer,
frmer Chaarzran of the Board of Drectors for USEC, prior to privatizetion. On Apnl 24,1997,
vou wrotz M: Robert Wages, Prosdent of the then Otl, Chermeal and Atomic Workers Uman,
zbout pesceved mistnderstandings by the union In that lener, you statad that “all oparatmg
pizms conmaered by USEC sequrre the rvasing of both GDPs ] the ysar 20047 Op May 1.
1998, nigh! bofore prvatizabon, M. Ramer comesponded with My, Wages aod restated and
Teferenced the postion 18 yowr April 27, 1997 lener that USEC 3 itted to

P 8
both plants unnl 2004.
STATE OrnCEs
”’A‘-"TSN}' 1348 G Nanwra SrmmEs 37 Wasy Bmoan Syt ku;?-oaam mu::um
g Pe Rovone 04 Rexzen 370 1AS wOAL Ao Fracme
" . Cvec ST L snen, Dy 44112 by O £ Tanatn, Oreo a0
AR L AT-TO0RE 10 ST W sihCaNT 8185 TS0
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Al the same noe, fbe union Was sxpressing cogcam about e s¥ect the United States- Russian
Highly Ennched Uranium (HEU) Agreernent and USEC's posiion as Execunve Ageot would

have on d long-term operations at both plants. The wion shased these conoems with
Y:oe President Al Gore, who, oo May 22, 1998, rephed that USEC would be required to emter
into mudmy agr 16 cantinue epergtion of both plants for a reasonable penod of time Nis

our belie] that the eightern months that bave passed sitce privabzation do not constitte 3
reasonadle peniod of ume for continged operanose.

Finaldy, the 1996 USEC Prr Attreg the contisued aperetion of the rwo facd

ot It 8 redabte & spply of , manmg, eanch services and

wraces me mamuoed Al ths tme, USEC supples only sevemy-five percemt of the domeshe
market shaee for eanched wramrn. OF tnls ssventy-five peroene, spproxunately balf of ths
gty 15 derved from ve Russien HEU Agreemmem

Now . we we lored W questron whother USEC emeredt oo the Agreomen: on Pos-Closmg
Comduct  good futh. L eppears w us becsuse of USEC's cumrent conaderation of pism closure,
wacther 3t 35 Ponsmouth o Padicah, that USEC entered mito the sgroement without fully
coandanag the elfeos that maiket supply would have or our country’s excicimen activines.

Ve orpes thie you will FulSl) your past pronuses knd the Agrecment on PosClasmg Conduct
A CORtITE OPETERUD M bot plasis wmal at lewst lesuay 1, 2006

These waniar ennchmer plaas perfors & miscat it o proviemy for the encrgy seamty of
Uk rasor We DSt STeSS hat tiousands of Ok and Keorueky famsbies depend o your
carporsnoe for they Lvehhood apd thar a closee of exthey facilty would have & devastanng
LEpct G e HOCA] SEODOMUSS,

%2 Tumk you for your personal altenbon o thus maner

ZZ Vbl mi i,

‘?'\ siceved Mike DeWine
Lared s Senaior Uanted States Senztor

Lreuted Staies Representative
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

/DER SECRETARY January 31, 2000

Mr. William H, Timbers, Jr.
President and Chief Executive Officer
USEC Inc.

Two Democracy Center

6903 Rockiedge Drive

Bethesda, MD 20817-1818

Dear Mr. Timbers:

We have been informed that the Board of Directors of USEC Inc. may be about to consider the
closure of one of USEC Inc.’s gaseous diffusion plants. As you know, the Agreement Regarding
Post-Closing Canduct dated July 14, 1998 (the “Agrecement™), which was signed by USEC and
the Treasury Department prior to privatization, directly addresses the issue of plant closings.
Specifically, the Agreement permits a USEC plant closing before January 1, 2005 only “if a
Significant Event has occwred with respect to such Plant.” The Agreement clearly defines the
Significamt Events that authorize the USEC Board te approve e plant closing.

As 2 party to the Agreement, the Treasury Department has an interest in receiving information
concermng proposed plant closings. Accordingly, we would like to review and comment on the
{egal justification for any proposed plant closing prior to any meeting of your Board of Directors
which may consider such & closing.

If USEC is considering a closing based upon the oceurrence of one or more Significant Events,
please notify the Treasury Department immediately and provide the factual basis for concluding
that & Significant Event has occurred of is likely to occur in the near future. Itis important that
the Treasury Department has ample time to evaluate independently the merits of such 2 plan, so
that it may verify USEC's adherence to the requirements of the Agreement.

Thank you for your assistance on this matter.

o 4
d";? .
Gensler
Unfer Secretary for Domestic Finance
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Ratings on USEC Inc. Lowered; Outlook Negative

Scott Sprinzen, New York (1) 212-438-7812

NEW YORK (Standard & Poor's CreditWire) Feb. 4, 2000--Standard
& Poor's today lowered its ratings on USEC Inc. (see list
below; .

The current ocutlook is negative.

The downgrade reflects greater-than-anticipated
intensification of competition. USEC’s financial perfogmance
is being hurt by continuing ercsion in the price of its\main
prceduct, enriched uranium. Pricing pressure is resulting from
excess production capacity industrywide, exacerbated by
aggressive efforts by competitors to gain market share, the
liguidation of safety stocks that had been held by certain
customers and countries, and exports to the U.S. market by
Kazakhstan, which has been able to circumvent trade barriers.
Stcandarc & Poor's does not anticipate any near-term
imgrovement in prices.

Adding to the challenges for USEC is its role as marketer
material for AC Techsnabexport (‘Tenex’; unrated), a
ssian geovernment entity. Under its contract with Tenex, USEC
czllgated to purchase enriched uranium from Tenex at a
ce that now exceeds its own unit production cest. With the
i.re in market prices, this arrangement has become
reas:ngly burdensome for USEC. Tec date, efforts by USEC to
iegotiate pricing under the contract and to obtain relief
em the U.S. government have been unsuccessful. While USEC
nt ult.mately choose to withdraw from the arrangement with
Terex, -"he compary would thereby run the risk that the Russian
m