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USEC - Heading Into the Perfect Storm?
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USEC- HEADING ENTO THE "PERnCT MM"?

September 2003

WEC LJ. is ata am L It has 1w wpwhodt to Be pnfialq 1ld onto I nir anp bild &
a mw wwvw anlhmmtpbA On Ad#Xm Cei qMg, diw wiln afwe Ebldv wd waV
xcav1(vjw ft nucea power lizia~y fn On fdUWW ftm&e PACE beftewi Wl UEWC mus Wu
dn~kmpaydonitdebhadsilwgo buida wpkmtin r er todbda MWIsaro

CUdiv Eoa dhutholalsabvrmahd,
U5: Aose ns wi to bqiwp lm gawnme =*Wa sim E ipucr. and
fccait tog VW bafut ai nm o 2pkfle

If dow storm Mda On US goiwrmcand Omhu UL& u*qav mus .1 ' 1 cw bal ot ECH~ or W%
bwk podoclian and cablof &&Nm, "woodwe*A in O DOWt SbftL The qltenuilW IS to
bewia mrd sRa~m ivdbawtqafa aIZofdos ww=fiudnc=a=jytv~uwuww2O5~qf
WhS coonby Is decbiciL AMm qoAfh~nftr afiwe 4w ft I= v~ cmutro1 but kit is mymt&

The Pqper All ld-nrks b*4 a~~d &WgV Wor=A II01fr ha a f Mu Tm (PACl4). which
Fwre t1172 ivwiw at tNo USECpbum% ik&m Md rWpV wad Covires hmn padd

=Wzs*A ,Fr. iff iutA*d seCWil by &ft a M gW AW&W qf MOW Wd M bplW z Mg 1z
&a*%ft about global W Awfwfftmbma Aj fw U C uM emua aMs in Ameuiau

by caltftJ r~natgrpwummav wr&Wh laa~auus~~f#CF he in me
to~ of the sutmw it vwi he too tW SoaadPOW~PO&, dhMMA14 90 U0 SjvsMf
- ,mhe fadw allow )CHAto hmd5rely fto I

'USEC wui cextedout of the umuhim caibm 1tM~uiAs of theng Deitmt cfdnu
and was pdvaizfed by the gOvMnMM in 1998. USEC made aU apoean with tdo US.
Covernman la 2002 to m~ahial a reliabl domesfti a mwtce of xwcla fad mo U.S. uffites
with micicw Power lAMt would not be ktotly dependedt an Wa imparts fiom foreim
gmternmeat-cwomold erckhenvW plant i Russa and Europe

*Ini acc woda with the policy of the U.S. Govwnmne4 USBC p~wchase low Wade enriched
uranubm bended down frm Rusias azeal ofrc msocw ww mduzb
it ior fadl to U.S 'celtrlc tilites. Tb. sobe prpoe is to keep bomb-pads uraniw cut of
the hands of tecrrWIg or WoSW naions. lIs props. will rue unt3 2013. These imports
command half of US. uiliies amua mxAlw fSed deanwd awl are about half of USC's
supply. TM. otbu half coma mostly ftom USEC's We"=on ml the plan in Paducsh KY
hut Us fteatened by moxn hnpots f~io Ninth an Europe.



.. The U.S. Government uO USEC to be he exclusive aet to obtain this ranium fuel
from the Russians an approved a new USEC conurd with the Rusdam in Jume 2002 that
will asre USEC of a profit on this deal until 2013. In retur USEC greed to nm the
natins ouiy ramaining enrichment pli" at Paducah until 2010 and replace it wnt the new
stat fhe-art plant

USEC Irmaees -Profit and Debt COunch

* USEC was creatd by an £inder takeover tlad by itus vem ent moagais
is 1 5.42S Wlion In atock and boomwed SSOO million toe to buy the endihnt
business from the gvmenet In 1998. tJS s manag_ have spent almost 5450 million
on dividends Ad byu bak 0om0 of 1 Its sto& T11 dock Is nocw worth Only $595 milion,

b w hfofIts ValUwhen irstW issud USEC has not repa any of its dt, d its
* credit rating Is now *t sp ldve or "junk bond' a & P hfiv e dropped stedy

from S152 milL in 1999 to a lok of $14.7 million by the ead of 2002. Prfits ar
projected to be $9 to 510 million in 2003. PW s will remain low For at least the nm tw
year due to loawpricd, loqgtrm sale mde m 1999 to 2002, and Incrased vmedi to

tethe R&D on tge new Amican Ceniftige project.

* USEC curely spends $45 million per year on dividend ($0.S5share), which is a 7.5%
return on a shae price of$7.25. USEC sead $36 million on Interowt on Its $500 million
debt. USEC plans to Vpend $150 million from earingp to complete R&D ad rum a pilot
pla ve te =a fbu years USEC mxt then have the aiciag I place by
Janury 1.,2007 to bid t plant estimated to os $1.5 billion. USEC must Set a joint
venre Oq*y partner o Come up with 25% to 40% ofthat $1.5 biion to fie it. That is
on top of the $500 Million It ready owes and at least $3SO million of thd comes due In
2006 and the rest in 2009.

* Even with bhi dividends, dtere is no l M vale for shareholder of USEC unles it
builds a competitiv replateme plans on as posle. USEC has aged with DOE to
dd that by 2010 as pt of6 qaid pro quo to ea conl of Ihe Rugsian Import a d as
profitable Contract with the Rnuuimna MfUSEC does riot Maintain. operatimn at the Paducah
pIa and buM the new plant a shedue lhding aing it fiancn In place by
Jamay 1, 2007, sands to lom ctrol ofthe Russian deal and its proft That woud be a
dis r fi USBC'z sbartboldsi avdto md pACE wor=& at the XAtcky OdW Ohio

* To meet Its oblins muner the DOE agr£emot, USEC must redtce Ib db. improve its
audit ati AMd Increase sav by Janiary 1. 207. Based on its Cu t financial
statemer, It caum do that wihout rteducg or eliminating dividend payments for at leat
the mea ytup. The Is no othe Aailae s C of fois to meet thee fincial
bjeiv, asent a dnificat cse in te prik, of uranim G which does Ot appe
ikely mder current codtios. The riak of a in tt price is gree, if Impot se

and prodtfion at Puduxab deuse That uk Is put ofthe Opefect asw .



CrItIcA Elemeat of USEC Proability

PACE Issued a tepon In May 2003, based on USWs I" Quar 2003 repat which quesdooned
whether USECs pfihtability is crrenfy xMiciet to aftain its akdeIvm USCs proft we too
Iow, and its iidends and debt we too hih UECS 2i Quatr RapOd iCae no gificant
change; ccept USECs decision to acelae its R&D eftrt arid its application to the Nudesr
Regullozy Commission aNR) for the license to bu a new plan

Amoap Contrae Sclfrqgice per SWU- esfim dohqppm S99Sjii 2003.

USEC's sales confacts aretpically fbw mutple years at a st pdc& As marke pri cc
chang over zi~then avergge price otdiellvmrd SWU under tUwe loqgtertm contracts may
be mare or lea dh azrrin arkt ma ice.a Folbowi pividn in 1993, maket pickes
declined ftrm SIO/SWU to SB(SWU in 1999-200L USC ma. WS tam contracts at
thes lower price Since then pric have risen to around S1/SWU. (See commets
below on the Trade Cm) USEC inherited high priced, lbqg-tenm coracts in 199S
aveainover 31Q0SWU. Those hier ped contrac owepit adthower
piced conram made in 199962001 nWakup a lar % of the averae pice ofsale which
is delinin as a renA Thi avrag Waue prica should boa=o out in 2005 and start rlsn&
amun1ng market prices stay aund S105.

CmMM*At&rfcOpre SWU- v 51O0

Curreft sply ai deand are mara or les stable. wkih allowed U. Markt prices to due
in 2002-2003. Prdces haw ise d stabilized because Russian Imports a capped at 5.5
milEon SWUiy for the im being; USEC jx&id= at Pducab has been s m;iln
SWU fbr the last yea and Europe imots have a stabilized betwen 23 million SWU
per yea as the resu& of tade cases an subsesad dP nppbg fiW a st Euopean
governmentcotlld poducrs by USEC and PACE in Ite 2001. USEC baited
production at the Portsmoutb, OH pat In Jun 2001, which reduce cpacity and

ProcvxakLewlatPacwaJ Go wD fMuonP Aw (UDP)

Paducah Is opeig near S mii=on SWt/yew witb capacity of 6 millio Curt verage
proxdcon cots at Paducah m between S1004l10SWU That Is about oven with cuw
manet pries but it eeads USCs avera ue sacs p- to cuaom Ut is critical fbr
Paducah to stay at or r ebreak cmv 0 alobw USEC to become a&WIci y profitable tD
finace Conncdof at DM pkla Ifprxtio drop o 30S3 0 iom SWU annualy.
unit costs at Padvca inase to S 154 12SWU. Tha ls at Paducah wil ce prf
on th sal. of th Psi SWU imports and alo of =ual umdum lavaoy- Any

e InImpotsfrm RsiaorEupewfllaodpl prductonatPaducb incree
imi costs. and sMA prcft A rozmuldy 60% of t poducti catPaducahis
csa of dectichy to r dh pat Ccrnm y has &Vab conracts for ekeanichy.
USEC can cu back produdion and dectricity puhs es Il Summer if dectcity rates nu
too much with Summe dem d. Otw fixed co" Ieiding hibor, remai the sam e
bqwev, so uni costs Ie Up



PNOfitl Pa n Conract Swft in 2003 to 2013

USECV As exclusive agn for the U.S., otad a new, murkitbased contrac with the
Rusluns to y ae the blended-down arhead uaium at a subst dlsw fiom a
roing teeYear verage o rket pic is vrtuallU m U=C ofpiofit from fth
puhase and resae af thes RusAn Impwor. C so has e rlse control ofthe sale
of these inpo" in the U.S. Oal of t aneet by DOE and the dminittion
In un 200 was et Wu pro D. U C In retun for prorislog to mainin
production at Paduosh at .no less tAn 3.5 million SWUfyea and buiding a replaceset
cei e ai d plant by 2010. U alo 8O cod ofth DO toednky fr ftt
-w pban. This quid pro qu on te Russin aet proides U= wih th oppoMniwy
to nme sAdenty profitable, to MIta P-esh operaions d build the ew plat.
Conversely. fUSEC WU to me eiher of is o eligmm, it tands to ose Rosindea
and any rcawe It ha for vi ity or proftbility.

Ri&W= wxd Esopew Dade Ca2 s Cownrim to Caft&iImpvxcfLow-Enrkdd (AmIw Fad

In 1991, oue of the predece unkon of PACE (the Oi, ahemical ad Atomic Woers
Jnt1Er Union (OCAW). jood inan ufair tad ce ui th mer Soviet Union
for dump ing D uraium and low-1micd uxhn fi (LE) in the US. Folwing
fth collapse of the Soviet Von the cases wi comtnd against Pisiau and some otds
counties Only Russia had the capability to enich utubm, boh for utlt fool ndn ear
bombs, and currently has a lot of e ccaty to mak commerca foo ([EU). Tht
cWO was supended in 1993 with an aseement by the RusuiAs to imit is Mpons into the
U S. The quoa fo [EU btve epired ad no new quoa bave been grated. PACE and
USEC have worked tQ mafintan this agreement ie USEC wa pulvatied. Th aeement
ePres In March 2004. RevIew by the U.S. Depuicmt of CommDe may delay thS

for up toto am a. if tharamsenIs not ended or raepdated in a
favorable way Russia could one again flood the U.S. mard wih vay cbep L1UIb ei.

In Dcember 2001, USEC fSld antiplg and Pxd cesu aganst Ebropmn prdcs
of WEU fiom FnMcMUI, Germat and dho Netberlands PACE Jo3ned as a petitioner tn
ha cmas aw Theme pwodo woee prom to bave aversa4 ied the mait at unfir

ian emports frotbe wI 4 at the am tie
Agrement were pedak~g. This was a major cause of the

- decline hr SWUpricsom 1999 thmugh2001.

Th EuBopean produoes and evea of the lagst US iies appealed these duties to the
U.S. Couwt of Ewationl Tmde (CrI) on the basis that the proutnof eniched uranhum
Wu a servi not mamfacre of a podu or pod. If urnium ericbment is deemed a
service, dto e law1s woud am apply and both the Eurpen and to Russas wotd be
free to import as msuh LW as they could make hio t U.S. That would doom the
Pacah emibmest opamsons and pohibit the co tion of any ew earlhment plmls
in the U.S. The US. wwud t b toaly dependas an ths foreign suppiers for

d for ever 20Q% of U. ectricity npplies



CIT seat the ases back to the Commerce Depatment to pro a betute eplnation of the
legal and &cu barsX on which Commaerc determined that LEU was a I good
under the umtir trade laws. Commexce ha doan so and sent ft cases back to Oh CIT .ibr
ravm. PACE and USEC are tronl supptb* the _eme of Commer at the CIT
ad believe that th Deparquent will be by CW. Th Etropea producs and U.S"
utilities may appeal that decision a well

Muddle Throuph or Perc Storm?

mue lnmosgh

USEC wireAly pas 545 million in diidends Pet yea and ron 336 million in intexewt on the
$500 Mllion de , wth no amrtiztll. TSEC guiduc oa eanfsor 2003 Is in the orginof
S9 to S11 million aftr accousaig fo bacaed @ccnd es an the R&D fSr the American
Centrflt prect. PACB supprts tha addona spenn oan th cerifa prect, but ad
prfits re still too low to redtc debt and save enouO for equity to finac th $1.5 billion cost of
th new cntie plant. USEC inte to upend S15 million on R&D between An 2002 aMd
2007. USEC will need anot 5150 to $450 million i eqiy to fnc the SL billion cm ofthe
new plant. Proft shoud Increase somewha after 200S a low~p&c SWU cotacts a replaced
by wer con tas that refle the bow ma prices of 2002.200. USEC now has the
opportuft to in s its profitabifity wh tbo Rma apenift in hand ad a new collectiv
braining agreement with its PACE woke Ta lo maW not be enough to succed

USEC management has indicad It is cw aing vaious ft s o partersip or jai venturs
wit other compades to help build the wnw plat. Aklic sats to equty cold be as low as
10% or uound $150 million Ibr conat ion would still be cha1le*ogn for USEC to achieve under
the CuTCD& kins plan. The cuet u:delin by NW ft lcenig construction of a ncw plumt
ae 30% equity and at leaw A" y of contact ftomcustomm to cow the costs of
&fin and opeatng te now plai USEC l ed df crdteWra ft Its plant but that
will not be rewsolved befor nea year when USC file s ppicatio wit NC

PACE continua to bellevo tha USEC ms do mm to reduce deb an inces avings In order to
meet its obligatons to maktain opemdom at Pakh and bid the ew centi°e pln wth the
time f*rame st an in th Awe 202 A emec4 wi DM It appm that US C will require some
bh t c oRo other companies or tihe Federa GDvenme, if it c ftimes an its ctent cmnsP.
USEC cm try to muddle throgh but the utcm is unwta PACB believes USEC can ethher
mantain opeatos at PaducA or ave eu to do R&D ad build a new plat, bt it will be
difficult to do both under the cuar business plan.

7, PCOSW Stanm

USEC muS maian oPaulans at Padca tear 5.0 million SWUyear to break even bad an
avera wtit co equalt the marktt pace orSWU. Curntly, each is approximately 3105/SWU.
Tis win maimize profits fto the R wsan ag ment Mid the Safe Of =atral Uranium Inentogy
over thnetfewyear Ihoe mthe *s cole edUSEC'sposvcahj low- a prft

In order to manage PAdIsh's cosU% USEC mst Mahtin &VO Oe delctbcy rae to Mn the plat
If rates go up, Paducah doen break amn AM if product levels at Psadca are cut back



fioM 4.5 to 5.0 million SWU/year to the 35 million SWU minlimun, Paducah's averqp unit costs
will rise to SI IS to $120 per SWU. ad Paducah cannot bra ev.

On he o e side& ofthe equati, SWU pdesma - say In the $105 rnge That is a fiuit oftt*
lerld and price of inqvt. The Rusian Imports under the lEU ASreemeat ar capped eurdy at
5.5 Wilion SWU'year. PaduI prodacon apd inpots fium Europe cumndy fill d r ctU.S.
deman USEC ells around 3.0 Mlldion SWU per year to Asian ad oilier oversea awsmen
Paducah piductio hs to tay In to 4.5 to 5.0 mIllion SWU ange If there s a:y sgificant
inicreaselanimpozts theywildisplace nd lowePaducab poduction.

Iffic trade case goint the B eoproux ers am not maitaineA or the Su&ension Agreeme
rstctig RusA= commercial LZW Imports is not rewd by the end of 2004, Impo"t of LEW
cud incrae sgficantly, I the European producers and U.S. utilities convince the Courts that
en chmes of uranium Is a service rather th mzinfgture of iroduct, te will be no resaints
on baports fivom Bop or Rma In ta event, SWU pric will drop and Paducah proucio
will be displced by the am.Wo ofth impoM. Tha Wi iwc e it Cos la the $am tim SWt-fce amedopig USEC' lo=se om Peduch production could owaunn mom of the profits on
tRussianBIUAreement.

Under the perfct ton scenario USC wuld be fored to ha opaions at Padxb. and
would be uable to finance contution of a ew pl in he fce of a flood of cheVp Impots.

IS would fW to meet It obligatow mder the MWA witl DM and wold poay loe
Control offt Russia MW ded Direct sales by tho Rissians would ie prime e lower.

Tbe U.S. could adinin enery saxriy -for 20% of its elecrity productio then aoly if the
governmad took back the Padwah plaxt opestins or afsdized UC's losses Tbere would ItIl
be viruAy no incentiv for Ieors to finance the new plam and the U.S. government would
most leluy have to Viaratee or underwrite that c coas we While this is the worst cse
scerio, it can be trissered by aa adverse outoome in diber or both trade case&

PACE International Union

PACE pmesen 320,000 wwo in pap, chenical, ol, atomic enrgy, auto parts, grain milling
and Indutixl umateias indgri PACE Is concvd about the ability ofUSEC I= to conthne
uranium enricheat opeautiong at t only rmainn emidmet plar4 inmPadc* KY and replace
it with a ow centrife plant at either the Portsm t OH enrichment sit or de Paducmh ite by
2010. Thes ave two pmy Io hbr PAM wokers at dte two plant st, and addremi he
We Is acwAy n wre ed under a of Agreement QMOA) with the De atment of
E=Say (DOE) dated June 17, 2002 PAM Local 5O50 at Paducai and USEC hae e tly
concluded a longter labor agreement for eight yeas wih is inceded to cover th remaing
years of operafion ofthe Paduca plat his will provde a stable labor anvironmnt, and cost that
wiln glow SEC tofoxs an its MOM

For fither Inibnation, contact Phi Potter at (202) 626-0350 and saee


