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The purpose of this paper is to provide the results of the Nuclear Regulatory Commission
(NRC) staff's financial review of the United States Enrichment Corporation (USEC).

SUMMARY:

In response to the downgrading of USEC's corporate credit rating and other financial changes
since February 2000, the NRC staff performed a financial review of USEC based on
information provided by USEC and other public sources. The staff's review selected and
evaluated the following scenarios:

Continued operation of two gaseous diffusion plants.

1.
2. Operation of one gaseous diffusion plant.
3. Deployment of advanced enrichment technology.
4. Brokering Russian downblended uranium and closure of both gaseous diffusion plants
5. Cessation of all operations.
6. Acquisition of USEC by another party. _ mﬂﬁm Inhis: o was -
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The review indicates a range of economic performance for the various scenarios and the
dependence of performance on key business decisions by USEC over the next 5 to 10 years.

BACKGROUND:

- Under Section 193(f) of the Atomic Energy Act of 1954, as amended, and as implemented in
10 CFR 76.22(b)(2), the NRC may not issue a certificate of compliance to USEC or its
successor if it finds that issuance of the certificate would be inimical to the maintenance of a
reliable and economical source of domestic enrichment services. When NRC recertified
USEC'’s operation of the gaseous diffusion plants in January 1999, USEC had investment-
grade credit ratings from both Moody’s Investors Service (Moody's) and Standard & Poor’s
(S&P). On February 3, 2000, USEC announced: lower financial projections for Fiscal Year
(FY) 2001 (USEC's FY begins on July 1 and ends on June 30); a plan to lay off 850 employees
(later revised to 625); a dividend rate cut to half of its previous value; and a program to
repurchase stock. On the next day, February 4, 2000, S&P reacted to this announcement by
downgrading USEC's credit rating from BBB to BB+, a less than investment-grade, or
speculative, rating. On February 23, 2000, Moody’s downgraded USEC from Baa1 to Ba1, also -
a speculative-grade rating. With regard to AEA §193(f)(2)(B) considerations, NRC’s
recertification of USEC in early 1999 was based on USEC’s investment-grade credit ratings. In
a memorandum to the Commission dated March 13, 2000, the staff presented information on
the financial status of USEC and indicated it would initiate a re-evaluation of USEC’s economics
and reliability in accordance with draft NUREG-1671, “Standard Review Pian for the
Recertification of the Gaseous Diffusion Plants” (SRP).

Since the USEC privatization on July 28, 1998, USEC has faced several difficult issues that
have resulted in substantially lower projected earnings, beginning in the USEC FY 2001. These
issues include: (1) an oversupply of uranium on the world market; (2) an agreement with the
U.S. Department of Energy (DOE) to purchase Russian downblended high-enriched uraniuin
(HEU), which is currently at above-market prices; (3) use of older and less efficient enrichment
technology; and (4) failure of the Atomic Vapor Laser Isotope Separation (AVLIS) process to
become a viable technology for future, more efficient uranium enrichment. The current market
price of enrichment services is about $80 per separative work unit (SWU). This price is below
the current price of SWU purchased from Russia under the HEU downblending agreement
®)4) and below the current USEC gaseous diffusion plant production cost (in excess of
which varies as a function of production level). USEC's current positive earnings
are from long-term sales contracts at prices above production costs and from the sale of
uranium inventories that were transferred to USEC from the DOE at the time of privatization.

The long-term contracts, however, will expire in the next several years, and USEC will be forced
to negotiate new contracts at prices consistent with the current market prices at that time.

At the time of privatization, USEC was expected to replace its 50-year-old gaseous diffusion
plants with the AVLIS enrichment technology that would be capable of producing SWU at well
below the current market prices. In June 1999, USEC announced that it was suspending
research and development on AVLIS because it considered that the technology was incapable
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of practical, full-scale production levels at competitive prices. Without a more competitive
enrichment technology, USEC’s ability to compete at today's market prices will be challenged.

In FY 2000 (which ended on June 30, 2000), USEC expected to sell about 12.7 million SWU.
Of this, USEC obtained about 5.5 million SWU from the Russian HEU agreement with the
remainder coming from its enrichment plants at Portsmouth and Paducah and sales from its
inventory. At this production level, USEC will be operating the two gaseous diffusion plants at
about 25 percen u;)‘a;w'“" \t these low production levels, production costs for two operating
plants are about . Production costs for a single plant producing 5 to 6 million SWU
per year would be about{®® | Therefore, the Russian HEU agreement
has a substantial effect on USET’s operations, and, as such, it is our understanding that some
investment firms have been urging USEC to shut down one of its plants. As indicated in the
NRC staff memorandum to the Commission dated March 13, 2000, under the “Agreement
Regarding Post-Closure Conduct,” between USEC and the Department of Treasury, the
downgrading of USEC’s corporate credit rating to below an investment-grade level may allow
USEC to close one of its plants before January 1, 2005. On June 21, 2000, USEC announced
its intent to close the Portsmouth plant.

DISCUSSION:

NRC staff, with the technical assistance of ICF Consulting, Inc. (ICF), evaluated the projected
financial condition of USEC for the next 5-year period, consistent with the guidance published in
the draft SRP. The SRP includes an examination of the credit strength and financial condition
based on credit ratings from rating services such as Moody’s and S&P. Under the SRP, a
speculative credit rating could be acceptable based on additional analysis of business plans,
projected financial statements, and other information applicable to the critical issues affecting
USEC.

NRC staff tasked ICF to evaluate the above issues in accordance with draft NUREG-1671. To
gather relevant information for the analysis, on February 25, 2000, NRC staff requested USEC
to provide business plans and financial statements for the next 5 years. NRC staff and ICF also
used publicly available information in Securities and Exchange Commission 10-K and 10-Q
reports and other publicly available investment sources. On April 14, 2000, USEC provided
financial information in response to the NRC staff request. On May 1, May 8, June 5, and June
23, 2000, USEC provided additional information to clarify and supplement the April 14, 2000,
submittal. USEC provided some information only through 2003, the date the gaseous diffusion
plant certificates are due to expire. NRC and ICF made appropriate assumptions based on the
information provided for the follow-on years and modeled USEC finances beyond 2005 to better
understand long-term trends. For purposes of analysis and comparison, ICF and the staff
examined USEC’s financial situation to characterize USEC’s current and projected future
condition under various scenarios. Neither ICF nor the staff have attempted to determine how
or whether “economical” or “reliable” might be defined, and the staff has not drawn any
conclusions on the matter.
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an analysis of USEC’s financial conditions under six primary scenanos These scenarios are as
follows:

Continued operation of two gaseous diffusion plants.

Operation of one gaseous diffusion plant.

Deployment of advanced enrichment technology.

Brokering Russian downblended uranium and closure of both gaseous diffusion plants.
Cessation of all operations.

Acquisition of USEC by another party.

N

Scenarios 1 - 4 all include distribution of Russian origin uranium produced from downblending
HEU.

For each of the above scenarios, ICF prepared pro forma financial statements and computed
net present values. The net present value analysis method is a common approach used by
businesses to compare future earnings under various scenarios. Businesses use the results to
select the most profitable business options. ICF also prepared sensitivity analyses on key
parameters. These analyses showed the following: _

1. For Scenarios 1 and 2 (operation of one or both gaseous diffusion plants), USEC would
generate a positive corporate cash flow for the next 5 years (i.e., FY 2001 to 2005) because
of its long-term contracts and uranium inventory sales. However, after 2001, USEC cannot
profitably enrich uranium using its gaseous diffusion plants at the current market prices.

2. For Scenarios 1 and 2, USEC cannot generate a positive corporate cash flow indefinitely
: beyond FY 2005, even if it ceases operations at one of the gaseous diffusion plants. USEC
is currently producing positive earnings based on its long-term contracts uranium inventory
sales, and sales of Russian SWU.

3. Scenario 3, deployment of advanced enrichment technology, shows that USEC needs to
develop a less costly enrichment capability to replace the gaseous diffusion plants to be
able to generate a positive cash flow over the long term. USEC may be able to generate
positive cash flows using advanced enrichment facilities (e.g., a gas centrifuge plant)
beginning in 2008 if it closes the gaseous diffusion plants and builds an advanced
enrichment technology plant under favorable schedules and financing conditions.
However, such a plant may not meet USEC's stated expectations for return on investment.

4. Under Scenario 4, brokering Russian downblended uranium and closure of both gaseous
diffusion plants, USEC is able to generate positive cash flows until all the agreed upon
Russian downblended uranium is sold.

5. Liquidation by USEC itself (Scenario 5) or acquisition and quuidatioh of USEC by another
entity (Scenario 6) become a risk at the end of July 2001 (when ownership restrictions
expire) if USEC's stock price per share remains below the break-up value per share.
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The staff has not provided and does not intend to provide, the data and, assumptions used in
the draft report to USEC for its review for accuracy. The staff does not believe such a review
is necessary due to the confidence in its understanding of the data based on multiple meetings
with USEC and submiittals from USEC that provided sufficient opportunity for clarification in
advance of inclusion of data in the analysis.

COORDINATION

This paper has been coordinated with the Office of the General Counsel, which has no
legal objection.

/RA by Frank J. Miraglia for/

William D. Travers
Executive Director
for Operations

Attachment:
ICF Consulting Report, :
“Financial Evaluation of USEC, Inc.”
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Note: This report reflects analysis of information that was provided to NRC on
a confidential basis and that would be unavailable from other sources. As such,
the analysis and results reflect proprietary information. In addition, the subject
and findings of this report are of a sensitive nature and could result in negative
consequences if released.

EXECUTIVE SUMMARY

Introduction

As a condition of the privatization of the U.S. Enrichment Corporation (USEC), the 1996
USEC Privatization Act required NRC to determine whether issuance of a certificate of
compliance to the privatized entity would be consistent with the “maintenance of a reliable and
economical source of domestic enrichment services.” NRC’s draft Standard Review Plan for
the Recertification of the Gaseous Diffusion Plants (“the draft SRP”) indicates that this
condition is met if an applicant’s financial condition is sufficiently strong “to allow the
expectation that [the company] can remain viable for at least five years.”! The draft SRP states
that this determination should be made based on the lowest current actual public credit rating
(e.g., from Standard & Poor’s Corporation or Moody’s Investors Services) or, if actual ratings
are not available, on estimated ratings. If the actual or estimated credit rating is of investment
grade (AAA, AA, A, or BBB as rated by Standard & Poor’s, or Aaa, Aa, A, or Baa as rated by
Moody’s), then the applicant is presumed to meet the conditions described above. Based on an
investment grade rating received from Standard & Poor’s during the privatization process,
USEC met the above conditions in the draft SRP.2 )

In February of this year, USEC’s public credit ratings were lowered to less than
investment grade by both Standard & Poor’s and Moody’s. Consequently, NRC is re-evaluating

' NUREG-1671, Standard Review Plan for the Recertification of the Gaseous Diffusion
Plants, Draft Report for Comment, U.S. Nuclear Regulatory Commission, Office of Nuclear
Material Safety and Safeguards, February 1999.

* A proprietary letter indicated that Standard & Poor’s post-privatization credit rating for
USEC would be A- based on various assumptions and capital structures outlined by the
management of USEC.
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. the issue of whether USEC’s financial condition is consistent with the maintenance of a reliable
and economical source of domestic enrichment services, and NRC has commissioned this study
to assist in the re-evaluation.

Objectives and Methodology

This study examines the economic, financial, and business characteristics of USEC and
evaluates the company’s cash flow over the next five years. It projects USEC’s ability to
generate positive cash flows and to enrich uranium at its plants at a cost that is below its selling

price of SWU.

The study models USEC’s current and future cash flows under six basic scenarios:

4)
(5)
(6)

Continued operation of the two gaseous diffusion plants (GDPs);
Continued operation of only one GDP;

Continued operation assuming the commercial deployment of advanced
enrichment technology;

Operation of the business as a broker of SWU;?
Cessation of all operations; and

Acquisition of USEC to sell its assets.

Resulis

Exhibit ES-1 summarizes the analysis of Scenarios 1-4 (and variations) relative to the
criteria noted above. (Scenarios 5 and 6 each assume that USEC will be liquidated and,
consequently, cannot be usefully summarized in terms of production costs or a series of cash

flows.)

¥ SWU, or “separative work units,” represent the units of service that USEC and other
enrichment companies sell to their customers. Typically, customers bring their own uranium for
enrichment, but they must pay for the enrichment services, as measured in SWU.
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Exhibit ES-1
Summary of Findings Under Scenarios |4 (and Variations)

- Scertario

[, TwoGDPs : 2. One GDP 3. New Technology 4, Broker SWU

Subseenarios | £y in yhich GDP | Cash Fow | FY inwhichGDP | Cash Flow | FY inwhich GDP | CashPlow | IY inwhich GDP | Cash i
Production Costs | Positive | ProductionCosts | Positive | ProductionCosts | Positive | Production Costs | Positive
Exceed USEC's | Through | Exceed USEC's | Through | Exceed USEC's | ThroughFY | Exceed USEC's Through
SWU Selling Price |~ FY | SWU SellingPrice | FY | SWU Selling Price | - SWU Selling Price | FY

Status of G_D_POpgr:a_Iibns‘ Lol
A. Both GDPs oprae 201 ms | o pEL T 0
B. Only Paducah operates |- o - 2003 2006 2003 2005

C. Only Portsmouth operates | -~ ' -_‘_:'.. | o 2001 2006 000 | 2005

2003 200, and
. after 2008 j

D. No GDPs operate

Status of RussmnAgreementBegummgm2002 T e
' o | oo | oms | oms | wm | |

E. Continue at current price after 2008 |

o 0 20 2003 2006 00| Whand |

F. Continuc at marke price alier 2008 |-

G. Continue at ke price 2001 005 | 2003 2006 2003 2005, and

less 12% . . after 2008

K. No Russian SWU 2001 2005 00 1 W06 | 200 2004, and |-
after 2009

Padea Sugpotfr Cfige
Ty Y T e FE I Y0 §
syDE | | | 208 |

003 | 00sand |
after 2010

J. No federal support

- Note: Shading indicates cells that are not applicable to the scenario.




Conclusions

. USEC as a firm is projected to generate positive cash flows for the next five years (i.e.,
FY 2001-2005). However, USEC cannot enrich uranium profitably at the GDPs given
current market prices for SWU. USEC also cannot enrich uranium profitably at the
GDPs once its average sales price (i.e., including sales prices under legacy contracts)
falls to levels that are expected in FY 2003 and beyond.

. USEC cannot generate positive cash flows indefinitely beyond FY 2005, even if it ceases
operations at one GDP. USEC is currently surviving financially based on inventory
sales, legacy contracts, and (once the Russian ugreement is renegotiated) Russian SWU.

. To generate positive cash flow in the long term. USEC needs to develop a less costly
enrichment process to replace the GDPs. USEC should be able to generate positive cash
flow beginning in FY 2009 if it closes both GDPs and builds a gas centrifuge plant or
other advanced technology resulting in lower production costs. However, it is uncertain
whether USEC will undertake an investment in a centrifuge plant given its stated
expectations for return on investment.

. Alternatively, USEC could continue to generate positive cash flows in the medium term
(i.e., through FY 2008 or FY 2012) by closing both GDPs and becoming a broker of
Russian SWU.

. Acquisition and liquidation of USEC by an informed party becomes a risk at the end of

July 2001 (when ownership restrictions expire) if USEC’s price per share remains below
the break-up value per share.

. NRC may wish to prepare itself for the possibility that, in a few years (e.g., when NRC is
considering re-issuance of USEC’s certificate of compliance in 2003), USEC's financial
condition may not allow the expectation that the company can remain in business for an

additional five years. '
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1. | INTRODUCTION AND OBJECTIVES

In the 1992 Energy Policy Act, Congress gave the NRC the responsibility to regulate
USEC, then a self-financing government corporation, under a certification of compliance
arrangement. In 1996, the NRC issued the first Certificate of Compliance for the gaseous
diffusion plants. Alse in 1996, Congress enacted the USEC Privatization Act, which included
additional requirements for privatization and requirements that the NRC may not issue a
certificate of compliance to USEC if it finds that issuance of the certificate would be inimical to
the “maintenance of a reliable and economical source of domestic enrichment services.”

Chapter 16 of NRC's draft Standard Review Plan for the Recertification of the Gaseous
Diffusion Plants (“the draft SRP”), approved by the Commission in November 1997, indicates
that this condition is met if an applicant’s financial condition is sufficiently strong “to allow the
expectation that [the company] can remain viable for at least five years.” The draft SRP states
that this determination should be made based on the lowest current actual public credit rating
(e.g., from Standard & Poor’s Corporation or Moody’s Investors Services) or, if actual ratings
are not available, on estimated ratings. If the actual or estimated credit rating is of investment
grade (AAA, AA, A, or BBB as rated by Standard & Poor’s, or Aaa, Aa, A, or Baa as rated by
Moody’s), then the applicant is presumed to meet the conditions described above.> Based on an
investment grade rating received from Standard & Poor’s during the 1998 privatization process,
NRC determined that USEC met the above conditions in the draft SRP.°

. When NRC recertified USEC's operation of the gaseous diffusion plants in January
1999, USEC had investment-grade credit ratings from both Moody's and S&P, which provided
* an acceptable financial basis for recertifying the plants. The NRC issued a recertification of the
plants for a 5-year period.

¢ NUREG-1671, Standard Review Plan for the Recertification of the Gaseous Diffusion
Plants, Draft Report for Comment, U.S. Nuclear Regulatory Commission, Office of Nuclear
Material Safety and Safeguards, February 1999. This document provides NRC's process for
conducting the safety review for the recertification of the gaseous diffusion plants.

% Under the SRP, a speculative rating could also be acceptable, but further NRC analysis
using additional criteria would be required.

® A proprietary letter indicated that Standard & Poor’s post-privatization credit rating for
USEC would be A- based on various assumptions and capital structures outlined by the
management of USEC. Letter from Scott Sprinzen, Managing Director of Standard & Poor’s
Corporate Ratings, to Sarah A. Van Lierde, Treasurer of USEC, April 24, 1998.
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On February 3, 2000, USEC announced lower financial projections for fiscal year 2001,
a plan to lay off 850 employees (subsequently modified to 625 employees), a dividend rate cut to
half of its previous value, and a program to repurchase stock. On February 4, 2000, Standard &
Poor’s reacted to this announcement by downgrading USEC's credit rating from BBB to BB+, a
speculative-grade rating. On February 23, 2000, Moody's downgraded USEC from Baal to
Bal, also a speculative-grade rating. Consequently, NRC is re-evaluating the issue of whether
USEC’s financial condition is consistent with the maintenance of a reliable and economical
source of domestic enrichment services, and NRC has commissioned this study to assist in the
re-evaluation. Reviewing the financial status is consistent with typical NRC practice if the basis
for authorizing an activity, such as operating the gaseous diffusion plants, changes sometime
after the authorization. NRC believes this review 1s consistent with the authority Congress
provided to the NRC in the USEC Privatization Act of 1996.

The objectives of this analysis are to examine the economic, financial, and business
characteristics of USEC, to evaluate USEC’s ability to generate positive cash flows, and to
assess USEC's ability to profitably enrich uranium at its own facilities. :
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2. METHODOLOGY

2.1 Overview

The draft SRP states that applicants with less than investment grade credit ratings must
be evaluated to determine “whether any economic, financial, or business characteristics . . . exist
that provide reasonable assurance of the applicant’s viability for at least five years.” The draft
SRP notes three examples of factors that might provide reasonable assurance of the applicant’s
viability for at least five years. These factors include contracts adequate to support the |
applicant’s operations over a five-year time period, financial guarantees provided by a parent
company, and compelling business prospects.

This study considers these and other factors as needed to model USEC’s current and
future cash flows under six basic scenarios (which are described in greater detail in Section 4):

(1) Continued operation of the two gaseous diffusion plants (GDPs);
(2)  Continued operation of only one GDP;

(3)  Continued operation assuming the commercial deployment of advanced
enrichment technology;

4) Operation of the business as a broker of SWU;’
(§)  Cessation of all operations; and
(6)  Acquisition of USEC to sell its assets.

For each of these scenarios, the study estimates the direction and magnitude of cash
flows over the next five years, and evaluates the cash flow projections to identify foreseeable
instances of insolvency or other critical times for the business. The study also considers USEC’s
cost of producing SWU relative to the price the company receives for selling SWU.,

The study uses a variety of information, including USEC’s audited public filings with
the U.S. Security and Exchange Commission (SEC), other financial data and projections
provided by USEC, research reports and analyses prepared by federal agencies and by private
investment houses, and other published sources. The study cites specific data sources as
appropriate and undertakes sensitivity analysis on key variables.

7 SWU, or “separative work units,” represent the units of service that USEC and other .
enrichment companies sell to their customers. Typically, customers bring their own uranium for
enrichment, but they must pay for the enrichment services, as measured in SWU.
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2.2 Data Sources

The study uses a variety of information, much of which has been provided by USEC,
either indirectly through USEC’s public filings with the SEC, or directly at the request of NRC
for this analysis. SEC filings reviewed included USEC’s Form 10-K for fiscal years 1998 and
1999, as well as various Forms 10-Q and 8-K. Information provided in 10-K’s includes audited
financial data. The auditor’s opinion on USEC’s financial statements for 1998 and 1999 is
clean, thereby ensuring that a certified public accountant believed that the financial statements
fairly present the company’s financial condition in accordance with generally accepted
accounting principles. Thus, the financial statements provide an independently audited and
detailed set of financial data as necessary for conducting in-depth analysis of the company’s
future business prospects.

USEC voluntarily supplemented the publicly-available information by responding to
various information requests from NRC. This supplemental information included the following;

. Information package submitted on Apnil 14, 2000;

. USEC meeting with NRC staff and ICF staff on April 20, 2000:
. Information package submitted on May 1, 2000;

. Information package submitted on May 8, 2000,

. USEC meeting with NRC staff and ICF staff on May 15, 2000;
. Information package submitted on June 5, 2000; and

. Information package submitted on June 23, 2000.

Several USEC staff attended each meeting, including USEC's chief financial officer
(CFO) Mr. Henry Shelton, and Mr. James Miller, an executive vice president. USEC has
asserted that most or all of the information originating from these submittals and meetings is
highly proprietary in nature. Consequently, the analysis and conclusions contained in this study
also should be considered proprietary.

This study has researched independently a variety of claims and assumptions contained
in the USEC data. NRC staff have assisted with this effort by, in particular, contacting staff of
other federal agencies. The results of this research are documented in the report. Nevertheless,
given the highly detailed and proprietary nature of the topics examined in this study, most of
USEC’s data cannot be obtained from other sources. The study, however, does consider the
sensitivity of the results to changes in key paramelters, including certain data provided by USEC.
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2.3 Cash Flow Model

The term “cash flow” refers to the amount of net cash generated by, or used by, a
company in a given year (i.e., total cash receipts minus total disbursements). Firms that
generate positive cash flows are successfully meeting their obligations and providing extra cash
that can be used to operate the enterprise or returned to shareholders. Firms that generate
negative cash flows are net users of cash; although they may be able to meet their expenses in
the short term (e.g., through cash reserves or credit), they will not be able to finance operations
in the long term if cash flow remains negative. A declining firm would generally be expected to
stay in business only as long as cash flow remains positive; assuming there is no expectation that
financial performance will improve in the future, the firm would be expected to cease operations

just as cash flow becomes negative.

The cash flow model designed for this study leverages available information regarding
USEC to project the company’s financial performance under each of the six main scenarios and
under a variety of subsc.narios. It accounts for USEC’s revenues (i.e., sales of SWU and
uranium) and costs (including costs of GDP production, Russian purchases, outsourced
downblending, research and development, new plant construction, taxes, etc.) and models the
company’s cash flows, cash balances, and net income.

The model projects cash flows for each scenario and subscenario in the near term (i.e., in
the next S years). Trends and turning points in the cash flows are identified to inform the
analysis and better understand the company’s key financial issues.
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3.  CRITICAL FINANCIAL ISSUES, VULNERABILITIES, AND
UNCERTAINTIES

This section identifies and analyzes the financial issues, vulnerabilities, and uncertainties
that are most critical to USEC's financial condition. It includes preliminary findings thai
influenced both the definition of the scenarios and the assumptions used in the cash flow model.

3.1  Declining SWU Prices

Most of USEC’s sales result from long-term contracts. USEC negotiates these contracts
with its customers based on prevailing prices and forward eﬂcalauon rates. In recent years,
however, prices for SWU have declined

substantially, primarily due to industry Exhibit 3-1
overcapacity, liquidation of stockpiles, USEC’s Average S “.' Pri .
) ) ge Selling Price ($2000)

lower production costs among competitors,
and currency rate variations (SWU prices Fiscal Year Average Selling Price
are set in U.S. dollars). The spot price for (July 1 - June 30) per SWU (Projected)
SWU, which was as high as $98 in 1998,
has fallen to about $80 per SWU at present.® 2000 $108
USEC’s a\./erage.se.lling price per SWU, 2001 $106
therefore, is declining as its older, higher-
priced contracts are gradually replaced by 2002 $103
newer, Jower-priced contracts. As shown in
Exhibit 3-1, USEC’s average selling price 2003 $97
per SWU is projected to drop by an average 2004 $90
of three percent annually until the projected
market price of $82 is reached in FY 2008. 2005 $90

Given that both total demand and 2006 587
total supply are expected to increase 200/ $85
modestly over time, the most likely driver of
SWU prices in the short-term and 2008 $82

intermediate term may be changes in Source: ICF analysis based on data provided by USEC.
currency rates, which tend to be driven by .
macroeconomic factors. To the extent that

foreign currencies appreciate relative to the dollar, the production costs of USEC's competitors
(which are denominated in foreign currencies) will increase, which could force these firms to
raise their dollar-denominated SWU prices. Even if SWU prices were 1o increase. however, the
benefit to USEC would be gradual because it would still have to deliver SWU at lower prices for

% Sources: U.S. Department of Energy’s Energy Information Administration (EIA); the Ux
Consulting Company, LLC, and the Uranium Exchange Company, April 3, 2000.

August 23. 2000 - Final Draft | —Proprictary—Bomotdistribute,



-11-

a number of years based on its inventory of long-term contracts. Perhaps of greater note is that
there is no certainty the dollar will depreciate. In fact, the euro has been depreciating relative to
the dollar, even while the European Central Bank has taken steps to bolster that currency.’

3.2 GDP Plant Production

USEC operates two gaseous diffusion plants (GDPs). The plant in Paducah, Kentucky,
has operated since 1952 and has a design capacity of 11.3 million SWU per year. It currently is
certified to enrich uranium only up to 2.75 percent. The plant in Portsmouth, Ohio, has operated
since 1956 and has a design capacity of 7.4 million SWU per year. The Portsmouth plant
currently is certified to enrich uranium up to 10 percent. Nuclear fuel typically is enriched to
about 5 percent.”” The economic capacity of the two plants is less than the design capacity and
totals 13-14 million SWU per year. Nevertheless, this combined economic capacity is sufficient
to meet USEC’s current demand of approximately 11.5 million SWU. It also would be adequate
to meet the entire U.S. demand for enriched uranium (approximately 10 million SWU annually),
assuming that domestic customers could be prioritized over foreign customers.'' If USEC were
to close either of the plants, the company would not have sufficient enrichment capacity to meet
its current demand or the entire U.S. demand (unless the lost capacity were to be replaced); the
company also would be at increased risk of losing its entire production capacity to fire, accident,
etc.

Production costs at the two GDPs vary considerably based on the level of production and
the cost of electricity (which itself varies by season). Exhibit 3-2 shows the approximate
relationship between production costs and production levels at each of the two GDPs as well as
for the two-GDP complex.'? Assuming each plant is producing 5.5 million SWU per year, the

® Washington Post, “Euro Falls to New Low Despite Bank’s Action,” by Anne Swardson,
April 28, 2000, page E3. The value of the euro is not significantly different today, despite some
fluctuation since the end of April.

10 Currently; USEC employs the two GDPs in sequential fashion. The process begins at the
Paducah facility (which is certified to enrich uranium only to 2.75 percent) and is completed at
the Portsmouth facility.

""" According to the U.S. Department of Energy’s Energy Information Agency, domestic
demand for enrichment services was 10.0 million SWU in 1999 (Uranium Industry Annual,
DOE/EIA-0478(99), Table 25, May 2000) and is projected at between 9.3-10.4 million SWU
between 2000-2005 (http://www.eia.doe.gov/cneaf/nuclear/n_pwr_fc/data98/table4.htmi).

2 The cost-to-production relationships depicted in Exhibit 3-2 reflect current operations,
which employ the two GDPs in sequential fashion. This study assumes the relationships would
remain valid if each GDP, independently, were to enrich uranium to 5 percent. In addition, the
relationships are sensitive to changes in energy costs, which are embedded in the curves. The
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average cost per SWU is approximately the same at both GDPs. At higher volumes, Paducah is
the more efficient plant. At lower volumes, Portsmouth is more efficient. This difference
between the two plants may become critical should USEC cease ennchment operations at one

GDP."

Another difference between the two plants is the relative size of their “‘sweet spot,” that
is, the size of the range of production volumes at which each plant is at its most economical. To
help evaluate the size of each plant’s sweet spot, Exhibit 3-3 shows the derivative of the curves
from Exhibit 3-2. The derivative curves show the rate of change in cost per SWU. Each plant is
most economical where its derivative curve crosses (or falls relatively close to) zero. For
Paducabh, this economical range extends from about 5 million SWU per year to about 8.5 million
SWU per year -- a 3.5 million SWU range. In contrast, Portsmouth's economical range extends
from about 4 million SWU per year to about 5.5 million SWU per year -- a 1.5 million SWU
range (less than half that of Paducah). Thus, Paducah offers USEC a much higher degree of
operating flexibility than does Portsmouth.

Currently, USEC operates each of the two GDPs at appro.imately 25 percent of
capacity." This results in average production costs above $110 per SWU,'* which is well above
the current market price of approximately $80. If USEC were to close one of the GDPs, it would

e able to operate the remaining plant more efficiently, thereby lowering production costs to an
(©) -- still substantially higher than the market price. While these
estimates are sensitve to variations in the cost of electricity (see Section 3.8), it is unlikely that
even a single GDP would be capable of producing SWU at costs lower than the current market
price. Moreover, because GDP production costs are sensitive to production volume, the average
production cost per SWU could jump considerably if GDP production is cut due to fluctuations
in demand or to USEC’s receipt of SWU from additional sources (e.g., a new centrifuge plant).

new power agreement that USEC recently reached with TVA, for example, makes Paducah more
economical than indicated in the exhibit. This study uses the cost-to-production relationships
shown above (because updated rclationships are not yet available) but adjusts for the new TVA
energy agreement in subsequent calculations.

'Y USEC has announced its intention to close the Portsmouth GDP in June 2001.

4 The remaining SWU supplied by USEC comes from USEC’s inventories and from
Russian SWU (as discussed in Section 3.3).

'* Source: ICF analysis of data provided by USEC.
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Exhibit 3-2
Averade GDP-Produced SWU Cost as a Function of SWU Production

(b)4)

SWU Production per year (Millions)

Source: ICF estimates based on data provided by USEC.
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Operation of the GDPs requires freon (R-114) as a process coolant and, due to leakage,
USEC adds to the two plants approximately 750,000 pounds (total) of freon annually (a six
percent leakage rate). The company has a stockpile of 2.0 million pounds, and claims to
purchase approximately 300,000 pounds of reconditioned freon annually at prices averaging
approximately $15 per pound. However, because freon, an ozone depleting substance, is no
longer produced in the U.S., USEC is investigating suitable replacements. The company has
identified two replacements that it believes are compatible with freon and can replace the freon
with no need to retrofit the plants and no loss in efficiency.'® The company also believes that
either replacement would have approximately the same cost per pound as freon.'” This issue is
critical because the GDPs cannot operate without a suitable process coolant. If a new coolant
cannot be identified, operations at the GDPs will not be able to continue indefinitely or might
require expensive plant upgrades. Similarly, GDP production costs would rise further if a
replacement coolant is available but proves to be significantly more expensive than freon.

3.3 Russian HEU Agreement

As the Executive Agent for the Russian HEU agreement, USEC is obligated to purchase
certain amounts of Russian SWU each year, subject to cancellation of the contract. USEC
currently pays $88 per SWU, increasing to $90 per SWU in 2001, at which time the current
pricing agreement expires. USEC is currently negotiating prices for the next five years of the
agreement (2002-2007).

The current pricing agreement is nominally profitable to USEC, given that USEC’s
average selling price for SWU (under USEC’s legacy contracts) is above the prices paid for
Russian SWU. However, the price for Russian SWU has been, and may still be, higher than the

'® Evaluating the adequacy of the two substitutes, believed to be perflorocyclobutane (C,F,)
and perflorobutane (C,F,), is beyond the scope of this study. In general, it is difficult to predict
the performance of compounds as refrigerants based on physical properties, absent real-time
testing. The above compounds have boiling points relatively similar to R-114, but they have
different molecular weights and it is possible that USEC’s equipment may need to be modified
if they are used. Other users of freon are evaluating other compounds, including isomers of
hexafloropropane, but the specific applications of these other users may differ from those of

USEC.

"7 USEC indicated that costs for a freon substitute should be less than $20 per pound. If the
substitute costs $5 more per pound than freon, USEC’s annual cash flows may decrease by less
than $4 million under two-GDP scenarios, and less than $2 million under one-GDP scenarios.
The results of this study are not sensitive to this change in cost.
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marginal cost' (as opposed to the average cost) of producing SWU at the GDPs, which means
that USEC would have been financially better off had it produced, rather than purchased, the
same quantity of SWU. Looking forward, it is clear that renewal of the Russian agreement is not
economical for USEC unless it receives prices that are lower than current market prices (i.e.,
approximately $80 per SWU). (Even though USEC, due to its legacy contracts, might
temporarily make some profit buying Russian SWU at prices higher than the market price, doing
so would be uneconomical given that USEC could purchase SWU more cheaply on the spot
market.)

The outcome of the current price negotiations is of critical importance to USEC’s long-
term financial condition because, as discussed in Section 3.2, USEC is unable to produce SWU
economically at either or both of its existing GDPs. Therefore, the new Russian pricing
agreement must be sufficiently profitable (1) to subsidize future losses incurred at the GDPs, and
(2) to allow USEC to fund research and development of a new, lower-cost enrichment

technology.

Given existing trade restrictions and Russia’s need for U.S. dollars, it seems likely that
USEC will achieve an agreement to continue purchasing Russian SWU. |

(b)(4)

NRC also has learned that some unresolved 1SSUes TEAN

and therefore it Is uncertain when negotiations will conclude.®

34 Inventories

At the end of FY 2000, USEC is estimated to have approximately $1.7 billion in
inventory on its books, which is currently in the form of U.S. HEU, natural uranium, and low
enriched uranium (LEU), but which will be sold primarily as SWU and natural uranium. Much

'* The term “‘marginal cost™ is used to mean the incremental cost of the last SWU produced
or the first unit subtracted from production. USEC’s high fixed costs result in a high average
cost per SWU. The incremental (cr “marginal™) cost of producing additional SWU, however, is
substantially lower than the average cost.

" Source: NRC meetings with USEC staff on April 20 and May 13, 2000. USEC
emphasized that information regarding expected outcomes (e.g.. prices, volumes) of the
negotiations should be considered confidential and proprietary.

* Telephone conversation between Jeff Hughes, Assistant to Under Secretary Moniz, U.S.
Department of Energy, and Tim Johnson, NRC/NMSS. on May 23, 2000.
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of this inventory was transferred to USEC from the DOE during the privatization process and
can be sold under certain restrictions defined in the USEC Privatization Act and in a 1998 DOE
Secretarial Determination. In addition, USEC also has inventory that is not covered by sales
restrictions. This large inventory provides USEC significant flexibility in how it operates the
business. For example, inventory can be sold when that is more cost effective than producing
additional SWU. The following paragraphs discuss each type of inventory in more detail.

USEC has rights to sell approximately $300 million worth of SWU from downblended
U.S. HEU.?! The analysis assumes USEC will sell-an average of $50 million worth of this
downblended SWU each year for the years from 2000 to 2005. Because USEC is not licensed to
handle HEU, the downblending is contracted to another licensee. The cost of the SWU to USEC
is estimated at $70.50 per SWU. Thus, USEC is able to sell the downblended HEU profitably.

SWU inventory from sources other than U.S. HEU is about $650 million or
approximately 8 million SWU. USEC has indicated that it keeps approximately two million
SWU in inventory as saZety stock in case of delays with Russian SWU deliveries. Additional
SWU inventory allows USEC to vary production at the GDPs based on seasonal variations in
electricity prices. The SWU inventory is likely to be sold off as needed when GDP production
and Russian SWU cannot meet USEC’s demand, or when it is more cost effective to sell the
inventory than to produce or purchase more SWU. -

The natural uranium (unenriched UF,) inventory of approximately 25,000 metric tons
has an estimated value of $750 million. USEC plans to liquidate much of this inventory over a
period of six years, from 2000 to 2005, generating average annual revenue of $117 million.*
USEC’s planned inventory sales are significant, and they provide a strong source of support
helping USEC maintain positive cash flows over this period. The company anticipates
maintaining an inventory of approximately 5,000 metric tons of uranium beyond 2005 to help
provide the company with flexibility in offering its customers more favorable contract terms.

3.5 New Enrichment Technologies

Given that GDP production costs exceed current SWU market prices (see Section 3.2),

USEC must deploy new technology to ensure future profitability. USEC is currently
investigating the commercial development of at least two technologies as potential replacements

for the gaseous diffusion process.

2! The estimate is based on USEC selling 3.1 million SWU at an average price of $96.80 per
SWU.

£ This analysis uses USEC’s projections for the sale of the uranium inventory.
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. The gas centrifuge process is a well-understood technology used by a number of
other enrichment service providers. Investment in a gas centrifuge plant would
allow USEC to provide enrichment services at costs at, near, or below those of its
competitors.

. The SILEX process involves a new laser-based technology. Assuming the
technology works and can be made {inancially feasible, SILEX might enable
USEC 1o leapfrog its competitors in terms of operating costs.

Neither technology can be implemented immediately. USEC has discussed the potential
phase-in of an operational centrifuge plant between FY 2004 and the end of FY 2006, although
this time frame may be optimistic given licensing issues. A SILEX-based process would likely
take several additional years, assuming it proves feasible, but uncertainties surrounding SILEX
make further consideration of the technology too speculative to analyze in the framework of the
current cash flow analysis. This study, therefore, considers only an investment in a centrifuge
plant, with ongoing research and development expenses for SILEX.

From a capacity standpoint, if USEC builds a centrifuge plant with an economical
capacity of 3 million SWU annually,™ the company would have to keep one GDP operating at
low levels (e.g., 2.5 to 3 million SWU per year) to meet current sales or tota] domestic demand
through FY 2013.*

While investment in a centrifuge plant might allow USEC to remain an active producer
of enriched uranium for a longer period of time. it is unclear whether USEC will invest in a
centrifuge plant for at least two reasons. First, USEC may prefer to take the risk that SILEX can
be made commercially feasible rather than merely playing technological “catch-up” with the
company’s competition. Second, a centrifuge plant might not generate a sufficient return on
investment to merit the added investment. For example, USEC has stated that it halted
investment in its AVLIS technology when it became apparent that the expected retuirn_on
investment would not provide adequate compensation for the significant risk.

(b)(4)

=* USEC management provided the 3 million SWU capacity figure for a new centrifuge plant
and indicated that the company currently is not considering higher capacities.

' This assumes USEC will purchase 5.5-6.0 million SWU annually under the Russian
contract. Even without the Russian SWU, USEC could meet current demand if it operates both
the centrifuge plant and the Paducah GDP. Aliernatively, the company could sell less SWU to
reduce contracted demand.
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At the present time, USEC believes that two years of research and development (in FY
2001-2002) would be required before it could begin to design and license a centrifuge plant.
Because the design process has not even begun, any forecasted rate of return must be considered

speculative. With that said, this study has attempted such a forecast, and projects a return on
investment of|__®® Obviously, USEC can be expected to design a facility that maximizes

its return on investment, and the company is, in fact, known to be investigating a variety of
centrifuge technologies.

At least for a centrifuge plant (and possibly for SILEX), USEC seems to anticipate
receiving (1) a Department of Energy subsidy of approximately one-half the research and
development costs, and (2) a federal loan guarantee on borrowing related to an investment in any

new technology.*
3.6 Dividends Policy and the Share Repurchase Program '

On February 3, 2000, USEC announced that it was simultaneously (1) lowering its
financial projections for FY 2001, (2) planning to lay off 850 employees, (3) cutting its dividend
payments by half, and (4) enacting a stock buy-back plan. This announcement triggered the
downgrading of USEC’s bond rating the next day by Standard & Poor’s, based in part on
USEC’s signal that its business prospects do not currently support continued payment of
dividends at the same level. USEC’s current dividend level is consistent with, approximately, a
12 percent dividend per share, and requires aggregate disbursements of almost $50 million
annually. Under the share repurchase program, USEC expects to repurchase an additional 10
million shares by the end of FY 2001. USEC projects to spend a total of $188 million during
FY 2000 and 2001 to repurchase its stock.

This study has not attempted to evaluate the propriety of these discretionary payments.
Given the pattern of cash flows projected by this study, however, it is questionable whether
USEC would be willing to suspend these dividends or buy-back payments to subsidize its
enrichment operations in scenarios where its cash flows go negative, often in the 2006-2008
time frame. Although the company might be willing to suspend the dividends or buy-back
payments while developing a new enrichment technology or business line, the current dividend
payments and share purchases are not projected to hinder the financing of a gas centrifuge plant,
as is modeled under Scenario 3.

3.7  Ownership Restrictions
The Privatization Act prevents any single entity from owning more than 10 percent of

USEC through July 2001. After that time, acquisition of USEC may be attractive to certain
entities for either strategic/operational reasons or for financial reasons. In general, the acquiring

% NRC contacts with DOE staff suggest that these types of federal support may be unlikely.
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firm would be expected to use its new purchase in a way that maximizes the worth of its own
shareholders. Thus, the acquirer may analyze scenarios such as those examined in this study. If
there are no synergies between USEC and the acquirer, and if the acquisition results in no
change in USEC’s operations or investment, then the same scenarios should dominate for the
consolidated entity as dominates when USEC is an independent entity.

The relative valuation of scenarios would change if the acquisition were to lead to
changes in operations or investments, either for USEC or the acquirer. For example, if a firm
with Jower borrowing costs purchased USEC, building a centrifuge plant might become more
attractive; this would increase the likelihood that the centrifuge plant would be built. {This
study has not evaluated how the issue of borrowing costs affects the valuation of Scenario 6.]
Similarly, the valuations of scenarios might differ if synergies exist between USEC and the
acquirer.

Identifying potential acquirers and evaluating potential synergies is beyond the scope of
this study. Therefore, this study evaluates a scenario in which a third party acquires USEC
solely for the financial gain represented by USEC’s liquidation or “break-up” value. In such a
case, the acquirer calculates the net present value of selling USEC’s assets and paying its
liabilities. 1f this value is sufficiently greater than the price at which USEC can be acquired,
then the acquisition and liquidation are attractive for any entity that can raise the capital to.carry
out this plan. Note that this scenario could plausibly occur even if another scenario would result
in a higher net present value, as long as USEC’s market capitalization (which is USEC’s price
per share of stock multiplied by the number of shares outstanding) does not reflect the “true”
value of USEC’s available options (which always includes liquidating itself). In this case, the
acquiring firm should be able to achieve a higher return by keeping the business running, but it
may be willing to forego the added return if it is able o quickly achieve an adequate return
without incurring significant operating risks.

USEC’s current market value is approximately $351 million (or 82.5 million shares at
$4.25 per share). A rough estimate of the firm’s current liquidation value is $848 million.™ The
current value of this option, therefore, is the difference between these two figures, or $497
million, although the acquirer would receive less due to transaction costs. It follows that
acquisition and liguidation by an outside entity may pose a threat when ownership restrictions
expire in July 2001. This threat is likely a factor in USEC’s plans to buy back additional stock
and to pay high dividends.”

** Source: ICF estimate based on USEC"s FY 2000 balance sheet on USEC’s web site. This
estimate assumes USEC liquidates all inventories and pays off all liabilities.

*? Dividend payments and share repurchases both use cash and, therefore. directly reduce the
cash available to potential acquirers.
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3.8  Energy Costs

Uranium enrichment at the GDPs requires large amounts of electricity, historically more
than 20 million megawatt hours (MWHTr) per year at both plants. Power costs represent 55 to 60
percent of USEC's cost of production. USEC has also generated profit in recent years from the
sale of electricity back to one of its suppliers (“monetized power™).

This study estimated annual energy costs and revenues based on USEC’s projections,
other USEC documents, and information from the Energy Information Administration (EIA).
Energy costs are not modeled explicitly in this study, however, but rather are embedded in
broader cost functions (see Section 3.2). The results discussed in this section have been used to
verify assumptions made in the cash flow model and as inputs to the sensitivity analysis.

(b)(4)

|

Given the operating inefficiencies inherent to the GDPs relative to other commercial
enrichment technologies, this study is less sensitive to changes in power costs than to other key
factors (such as the price of Russian SWU, the number of operating GDPs, and the development

of a centrifuge plant).

]

Power for the Paducah GDP

(b)(4)
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prices seem reasonable based on data provided by EIA (discussed below). If USEC decides not
to purchase any power from EEI, it will incur a demand charge through 2005 when the contract
expires. (See discussion of demand charges below.) '

Power for the Portsmouth GDP

The Portsmouth plant receives all of its power through USEC's contract with Ohio Valley
Electric Corp (OVEC), which expires in 2005. According to USEC, the company has a firm
power contract for access to as much as 1.900 MW capacity. (USEC's financial documents state
that the contract is for 100 percent of the power generated by OVEC.) In the past 2 years, USEC
has used about 60 percent of the total MWHrs available under the contract. The average price
per MWHr paid by USEC was $20.24 in FY 1998.

According to information provided by USEC, USEC has notified OVEC of its intention
to terminate its contract in 2003. The utility is expected to incur a large cost in 2003 for
compliance with environmental regulations. Under the terms of the contract, this cost is passed

-on to USEC in total, payable in the year the cost is incurred. Because the OVEC contract
expires in 2005, USEC would receive little benefit in return for the large capital expenditure.
USEC has indicated that it will not be obligated to pay the demand charge after 2003.

Demand Charges

Demand charges are paid whether or not USEC Exhibit 3'_4
takes delivery of power. These charges are included as

Estimated D h
part of the price unless USEC does not purchase any stimated Demand Charge

-
power. USEC provided estimates of these charges for (million)
each contract (see Exhibit 3-4). It should be noted that Year OVEC EEI
USEC provided much higher estimates of the total ' 1999 $92.0 $49.5
demand charges for both contracts in the Company's
1999 10-K. This study used the more recent estimates 2000 $59.4 $38.0
provided by USEC for this analysis.
' 2001 $84.0 $24.5
EIA Forecasts 2002 | $907 | 5176
EI1A has forecasted retail electricity prices for 2003 $100.3 $10.7
industrial customers through 2020 as part of the Annual
(= 9 * <
Energy Outlook 2000 (AEO2000). EIA projects prices 2004 | $108.0% | $3.8~
decreasing by an average of 0.6 percent per year from 2005 $116.1% $0*

1998 10 2020 for both the East North Central (ENC)

i . . * ICF estimate based on USEC data.
region (including OH and IL) and East South Central
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(ESC) Region (including KY).”® EIA projects retail electricity prices to industrial customers
decreasing an average of 0.4 percent per year from 1998 to 2020 for the East Central Area
Reliability Coordination Agreement (ECAR) Region, which includes both KY and OH.%?

USEC purchases power at rates closer to wholesale than retail. Because forecasts of
wholesale prices are not included in the AEO2000, the study used fuel costs to electricity
generators (which are included in the AEO2000) as a proxy for wholesale prices. The cost of
producing electricity is a function of fuel costs, operating and maintenance costs, and the cost of
capital. For existing plants, fuel costs typically represent about 80 percent of total operational
costs (fuel and operating and maintenance) for a 300-megawatt coal-fired plant and about 90
percent of the total operational costs for a gas-fired combined-cycle plant of the same size in
1997. In the ENC Census Division, EIA forecasted generator fuel prices to decrease an average
of 1 percent per year from 1998 to 2006, then increase an average of 1 percent per year from
2006 to 2020, for a total average annual increase of 2 percent from 1998 to 2020.

These forecasts suggest that electricity prices in the regions in which the GDPs are
located should not change much over the next 20 years and are likely to decrease slightly
through 2006. Prices available to USEC could either decrease or increase slightly after 2006.
Given that USEC is predicting prices that are higher than the prices it currently pays, its
predictions seem plausible (see Exhibit 3-5).

Exhibit 3-5
USEC Power Prices ($/Mh)

1998 (A) | 1999 (A) | 2000 (E) } 2001 (E) 2002 (E) 2003 (E)

Paducah '
(b)(4)

Portsmouth
OVEC firm $20.24 $21.26 $18.74 $22.35 $23.09 $24.67
New Supplier(s) price $26.00 $26.00

(A) = actual, (E) = estimate
Source: USEC

2 Tables 13 and 16 (prices and other information by Census Division).

* Tables 60 and 63 (prices and other information by NERC Region).

August 23, 2000 - Final Draft Propsietery—D fiseeibu



Potential Revenue or Offset to Cost

In the summer of FY 1999 and FY 2000, USEC sold unused power back to OVEC as an
offset to production costs. USEC refers to this as "monetizing power." According to USEC, the
company and OVEC agree on a quantity and price in advance. The quantity has been 700 MW
for three months, approximately 1.5 million MWHrs. USEC booked $31.7 million from
monetized power in FY 1999 and expects to book $43.9 million in FY 2000. Under the
company’s monthly moving average inventory cost method, USEC assigns the revenue as an
offset to costs for the SWU generated in that year and then books the income as the SWU is
sold. Thus, the profit generated each summer is bocked over several years.

USEC announced on May 30, 2000 that it expects to realize a pretax cash benefit of $44
million, or $28 million after tax, from a new agreement with OVEC covering power usage for
the summer of 2000. Under USEC'’s monthly moving average inventory cost method, the
financial benefit will be spread across 3 fiscal years.
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4. DESCRIPTION OF SCENARIOS AND ASSUMPTIONS

4.1 Scenario 1; Continued operation of the two GDPs

This scenario assumes that both GDPs continue to operate.”® It also assumes that USEC
reaches a new pricing agreement for continued purchase of downblended Russian HEU, with the
agreement taking effect beginning in January 2002. Other scenario-specific assumptions
include the following: '

. USEC purchases 5.5 million SWU annually through FY 2001, then 6 million SWU
annually beginning in FY 2002.

. USEC incurs research and development expenses associated with SILEX and gas
centrifuge technology during the period 2000 to 2005.

For sensitivity purposes, the analysis considers a variation under which purchases of
downblended Russian HEU cease at the end of 2001 (if a new pricing agreement is not
negotiated). See Section 3.3 for a discussion of issues and assumptions related to the Russian
agreement. '

4.2  Scenario 2: Continued operation of only one GDP

This scenario assumes that only the Paducah GDP continues to operate, with the
Portsmouth plant halting enrichment operations on or before June 30, 2001, as announced by
USEC. USEC provided certain financial projections based on a Paducah-only scenario, but the
company indicated that the cost savings resulting from closure of either plant are (with the
exception of power costs) believed to be similar. See Section 3.2 for a discussion of issues
related to GDP operations and viability.

Under a one-plant scenario, USEC would be unable to fulfill its projected contractual
demand absent the continued purchase of downblended Russian HEU (or purchase of SWU
from other sources). Consequently, this scenario assumes that USEC reaches a new pricing
agreement for continued purchase of downblended Russian HEU, with the agreement taking
effect beginning in January 2002. For sensitivity purposes, the analysis considers variations
under which purchases of downblended Russian HEU cease at the end of 2001 or are
accelerated to 8 million SWU annually beginning in FY 2002. See Section 3.3 for a discussion
of issues and assumptions related to the Russian agreement. :

%0 See Section 3.2 for a discussion of issues related to GDP operations and viability.
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Other scenario-specific assumptions include the following:

One GDP plant will be closed as of the beginning of FY 2002 (i.e., July I, 2001), and the
remaining GDP will operate at less than its optimum capacity due to the purchase of
Russian SWU.

USEC purchases 5.5 million SWU annually from Russia through FY 2001, then 6
million SWU annually beginning in FY 2002.

Scenario 3: Continued operation assuming the commercial deployment of
advanced enrichment technology

This scenario assumes that USEC invests in and builds a new 3-million SWU centrifuge

plant. Production capacity at the new facility 1s assumed to come on line in stages, with 25
percent of capacity available and utilized in FY 2006, 50 percent in FY 2007, 75 percent in FY
2008, and 100 percent in FY 2009. This scenario also assumes that USEC halts enrichment
operations at the Portsmouth GDP on or before June 30, 2001, and halts operations at the
Paducah GDP on June 30, 2008. Other scenario-specific assumptions include the following:

USEC is assumed to incur research and development expenses of $30 million, $60
million, $10 million, and $10 miliion in each of fiscal years 2001 through 2004,
respectively.

The investment required to design, license, and build the new plant is assumed to be
$1.25-51.5 billion over the five fiscal years 2005-2009, with the investment allocated to
those years in the following amounts: $175 million, $320 million, $380 million, $290

million, and $80 million.

Energy costs of the centrifuge plant are assumed to be $33 per SWU, or $100 million per
year once the plant is fully operational.

USEC reaches a new pricing agreement for continued purchase of downblended Russian
HEU, with the agreement taking effect beginning in January 2002. See Section 3.3 for a
discussion of issues and assumptions related to the Russian agreement.

USEC purchases 5.5 million Russian SWU annually through FY 2001, then 6 million
SWU annually beginning in FY 2002.

The GDP will produce the difference between the sales volume less the Russian
purchases. the U.S. HEU-derived SWU, and the centrifuge-plant-produced SWU.

USEC will not receive a federal loan guarantee on plant-related debt or a partial subsidy
for research and development costs associated with the centrifuge plant.
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For sensitivity purposes, the analysis considers variations under which one GDP closes
beginning in FY 2002 but the other GDP continues enriching uranium indefinitely, and under
which no Russian SWU is received beginning in FY 2002. The analysis also considers the
effect of bringing the centrifuge plant on-line beginning in FY 2004 rather than FY 2006.

4.4  Scenario 4: Operation of the business as a broker of SWU

In this scenario, USEC is assumed to close both GDPs, but to continue in business as a
broker of enrichment services. USEC would retain its current SWU contracts and would
continue to market SWU obtained through the Russian agreement and through downblending of
U.S. HEU. Other scenario-specific assumptions include the following:

. Both GDPs are closed at the end of FY 2001.

. Revenues are generated by selling natural uranium inventory, SWU inventory, SWU
from downblended U.S. HEU, and SWU from the Russian contract.

. The Russian contract amounts are increased to 6 million SWU annually beginning in FY
2002.

For sensitivity purposes, the analysis considers a variation under which purchases of
downblended Russian HEU are accelerated to 9.3 million SWU annually beginning in FY 2002,
thereby shortening the effective life of the Russian agreement such that it would end in
approximately 2009. See Section 3.3 for a discussion of issues and assumptions related to the
Russian agreement.

4.5  Scenario 5: Cessation of all operations

_ In this scenario, USEC would liquidate itself by selling its assets (including its
inventories and its long-term SWU contracts), paying its liabilities, and returning any net worth
to shareholders. Other scenario-specific assumptions inciude the following:

. Assets will be sold for the values on USEC's balance sheet.
4.6  Scenario 6: Acquisition of USEC to sell its assets

This scenario assumes that USEC is acquired by another corporate entity for its
liquidation or “break-up” value. The acquirer purchases a controlling interest in USEC and
liquidates the company consistent with Delaware law and USEC’s by-laws. USEC's salable and
liquid assets include cash, accounts receivable, inventories, and certain prepaid items. This
scenario is identical to Scenario 5 (cessation of all operations) except that the liquidation of the
company would be initiated by an acquiring entity rather than by USEC itself, and the
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liquidation value is reduced by the cost of obtaining USEC’s stock. Other scenario-specific
assumptions include the following: :

. Assets will be sold for the values on USEC's balance sheet.
. Transaction costs are not considered so the valuation of this scenario is overstated.
4.7  Other Assumptions

In addition to the scenario-specific assumptions discussed above, the analysis also
assumes the following:

Plant Capacities

1 The Paducah GDP is assumed to have a practical capacity of 8 million SWU per year.

o

The Portsmouth GDP is assumed to have a practical capac.y of 5.5 million SWU per
year.

Revenues

3. USEC’s projected revenue from SWU sales that have already been contracted are firm
and will not change enough to warrant including any variability in the analysis.

4. USEC’s projected revenue from uranium sales that have already been contracted are firm
and will not change enough to warrant including any variability in the analysis.

3. USEC will sell all but 5,000 metric tons of its natural uranium inventory by the end of
FY 2005 and thus will not receive revenues from uranium sales after FY 2005. The
5.000 metric tons 1s assumed to remain in USEC’s inventory to allow USEC to provide
more flexibility in contract terms for its customers.

6. Revenue per SWU for the years 2000 to 2005 is based on the current contract backlog
reported by USEC and the assumed SWU market price.
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The following table shows contracted and to be contracted SWU prices:

_Contracted Contracted Average To Be Average To Be
FY SWU Revenue Contract Price | Contracted SWU | Contracted Price

(Thousands) | (Millions of $) ($/SWU) (Thousands) ($/SWU)*
2000
2001
2002

(b)(4)

2003
2004 -
2005

* These are equivalent (o the assumed market prices in each year.

The weighted average SWU selling price from the contracted and to be contracted
amounts are as follows:

FY 2000 -
FY 2001 -

FY 2002 -

FY 2003 -| @

FY 2004 -

FY 2005 -

7.

(b)4)

8. The estimated SWU spot price is assumed to be $80 in 2000, $80.50 in 2001, $81 in
2002, $81.50 in 2003, and $82 in 2004 and beyond. Projections are based on
information from DOE’s Energy Information Agency.

9. Under the renegotiated Russian agreement USEC will purchase 6 million SWU per year
from Russia.

10.  For scenarios where the amount of Russian SWU received is higher than 6 million SWU,

the amount of Russian SWU received in the last year that Russian SWU is available is
equal to 92 million SWU minus the sum of all previous amounts received.
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Expenses

The cost of SWU purchased under the Russian HEU agreement is in accordance with the
current pricing schedule through Fie200 Beoinning in calendar year 2002, the cost of
the Russian SWU is assumed to be below the market value in each year.

Thus for FY 2002 the average of the existing contract price and th.2 projected new
contract price is used as the cost of Russian SWU. The analysis assumes that one half of
the Russian SWU is received in each of the last half of CY 2001 and the first half of CY
2002. Except where noted under a specific scenario, USEC is assumed to purchase all
Russian SWU called for under the current Russian HEU agreement.

The cost of Russian SWU used in the analysis in each year is:

(b)(4)

FY 2000 -
FY 2001 -
FY 2002 -
FY 2003

FY 2004 and afier -

(b)4)

For the purposes of sensitivity analysis, the discount of Russian SWU from the market
price was varied from{®®  Ipercent.

The cost of GDP-produced SWU will vary due to changes in electricity costs. All other
costs are assumed to have too small a variation to be included in the analysis.

Per SWU production costs at each plant are calculated from plant specific polynomial
equations that are based on data supplied by USEC (see Exhibit 3-2). The production
cost curves reflect FY 2002 electricity costs.” The assumed electricity costs used in the
production curves are: for Portsmouth $23.09 per MWHr and for Paducah ®1@ per
MWHr. Adjustments to total production costs are made in each year to account for

changes in unit electricity costs.

.. (b)(4)
In fiscal years 2001 and later the electricity costs for Paducah are assumed to b per

MWHr, which is equal to the cost in the Tennessee Valley Authority (TVA) agreement
signed in July 2000.

In fiscal years 2001 to 2003, the electricity costs for Portsmouth are assumed to be
$22.35. $23.09, and $24.67 per MWHTr, respectively. For Portsmouth in FY 2004 and

¥ USEC stated that the production curves are based on FY 2002 costs during the May 13,

2000 meeting with NRC, USEC, and ICF.
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(®)
later, the cost of electricity is assumed to be|® |per MWHTr, which is the same as the

TVA agreement.

(b) .

16.  The conversion of SWU to MWHTs is assumed to be|@4) [MWHr per SWU.* The
projected MWHIS f (b)ﬁ cal years 2004 and later are calculated by multiplying estimated
SWU production by|4) |[MWHr per SWU. If both plants are assumed to be open under

the scenario, the MWHTrs are assumed to be divided evenly between the two plants.

17. The cost of purchasine the SWU downblended from U.S. HEU will My with a
maximum cost of| " per SWU. The analysis assumes a cost of per SWU.

18. |®@

19.  The current debt of $500 million will be paid off using available cash or refinanced when
it comes due if USEC is projected to be in business at that time.

20.  The analysis assumes that USEC earns interest on its cash holdings. The interest earned
on cash holdings is assumed to be 5 percent of the average cash on hand for the year.

21.  USEC will not monetize power after the summer of 2000. Income received from the sale
of power accrues over several years due to USEC’s accounting practices, and will cease
at the end of FY 2003. USEC will not incur demand charges for OVEC after 2003.

. . (b)(4)
22.  USEC’s effective tax rate is assumed to be percent. -

23.  SWU production at the GDPs is assumed to be split evenly between the two plants, as
long as both plants are open. '

24.  The fixed and labor costs at each GDP are assumed to be 09 per year. The

fixed and labor costs are assumed to be embedded in the production cost curves (see
Exhibit 3-2). Consequently, the analysis reflects planned staffing levels even though no
specific assumptions have been made regarding numbers of employees.

25.  Whenever possible, USEC will take advantage of net operating loss tax carrybacks
during years that the company has a net operating loss.

* USEC stated inthe April 20, 2000 meeting that a good rule of thumb for converting
MWHr to SWU is (&) [MWHr/SWU.

' Source: BNY Capital Markets Inc. analysis of USEC dated April 7, 2000.
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(93]
(1]

'

'S

[ 8]
1

Selling, general, and administration (SGA) expenses are assumed to be constant at $46
million, which is the amount USEC projects for fiscal years 2000, 2001, 2002, and 2003.

The analysis assumes that USEC will spend $117 and $71 million in FY 2000 and FY
2001, respectively, for repurchasing stock.

Based on press releases issued by the company, USEC will incur special charges of $80
million in FY 2000 for the closure of Portsmouth above the estimate contained in
USEC’s April 14, 2000 submittal.

Investments and Financing

For FY 2000 and 2001, tﬁe SILEX research and development (R&D) costs arc assumed
to be $S12 and $10 million respectively. After FY 2001. the SILEX R&D costs are
assumed to be constant at $7 million annually through FY 2012.

Capital expenditures for GDP plant upgrades are assumed to be $11 million per year for
vears bevond FY 2003 (the last vear for which USEC provided estimates).

New debt is assumed to be required when there is a deficit of cash on hand (after
dividends) exceeding $100 million 1n two or more consecutive years. For deficits of $0-
$100 million, the analysis assumes that USEC would use short term borrowing to cover
the deficit. The analysis does not estimate the interest expense for any short term
borrowing. The assumed interest rate for new borrowing is 8 percent.

Cash Flow Calculations
The non-cash expense adjustments (except for depreciation) and changes in account
adjustments made to net income to calculate free operating cash flow for vears beyond

USEC's projections are assumed to decline over time to zero in FY 2007,

Cash flows and their net present values are calculated before dividend payments and cash
used to repurchase stock.

Dividends are assumed tu remain at the current value of $0.55 per share.
The number of shares outstanding is expected to fall due to share repurchases. For
purposes of calculating dividend payments. shares outstanding are assumed to be 95

million in 2000. 80 million in 2001 and 70 million in 2002 and beyond.

The discount rate used to calculate the present value of future cash flows is 10 percent.
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5. RESULTS AND SENSITIVITY ANALYSIS

This section describes the study’s findings. Section 5.1 individually evaluates each
scenario described in Section 4 to determine whether the scenario is consistent with continued
positive cash flows. Section 5.2 assesses how the findings of the analysis might change based
on a sensitivity analysis of key parameters. Finally, Section 5.3 summarizes the findings of the

analysis.
5.1 Evaluation of Individual Scenarios

This study evaluates USEC’s financial condition under each scenario by projecting the
direction and magnitude of the company’s future cash flows. (See Section 2.3 of this report for
a discussion of the cash flow model and the use of cash flow as an indicator of firm financial
condition.) The study also considers USEC’s cost of producing SWU relative to the price the
company receives for selling SWU. Each scenario is discussed in turn-below. Exhibit 5-1
summarizes the analysis of Scenarios 1-4 (and variations) relative to the criteria noted above.
(Scenarios 5 and 6 each assume that USEC will be liquidated and, consequently, cannot be
usefully summarized in terms of production costs or a series of cash flows.)

5.1.1 Scenario 1: Continued operation of the two GDPs

Under this scenario, USEC continues to operate both GDPs, and the company
successfully renegotiates the Russian agreement. Under Scenario 1, USEC delivers SWU
derived from four sources: the GDPs, the Russian agreement, an outsourced downblending of
U.S. HEU, and inventory (see the first exhibit in Appendix 1.1). USEC’s average revenue per
SWU exceeds its average cost per SWU until approximately FY 2002, at which time the average
cost per SWU begins to exceed the average revenue per SWU (see the second exhibit in
Appendix 1.1). However, the average cost per SWU actually enriched by USEC, which includes
only GDP-produced SWU under this scenario, exceeds USEC’s average revenue per SWU
beginning in FY 2001 (see the third exhibit in Appendix 1.1). Nevertheless, cash flow remains
positive through FY 2005 due to the added revenue generated by sales of uranium (see the
fourth exhibit in Appendix 1.1) and, to a lesser extent, on margins provided by legacy contracts.

This study also projects that USEC is unlikely to maintain positive cash flow beyond FY
2005, when sales of uranium inventory are expected to be minimal.* Moreover, USEC’s cash
flow may be negative in FY 2005 if the company does not negotiate sufficiently profitable terms

M Cash flows are expected to be negative beyond FY 2005 despite a decrease in the average
cost of USEC produced SWU in FY 2006. The average cost of USEC produced SWU decreases
because of increased GDP production volume, which lowers the average unit cost of production.
GDP production increases in FY 2006 to make up for the loss of downblended U.S. HEU SWU,

which ends in FY 2005.
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under the new Russian agreement (e.g., if the price USEC pays for Russian SWU under the new
agreement does not change from that under the current agreement, or if the new price 1s set equal .

to the market price).
5.1.2 Scenario2: Continued operation of only one GDP

Under this scenario, USEC continues to operate only the Paducah GDP and 1t
successfully renegotiates the Russian agreement. USEC delivers SWU derived from four
sources: the GDPs, the Russian agreement, an outsourced downblending of U.S. HEU, and
inventory (see the first exhibit in Appendix 1.2). USEC’s average revenue per SWU exceeds its
average cost per SWU unti] approximately FY 2007, at which time the average cost per SWU
begins to exceed the average revenue per SWU (see the second exhibit in Appendix 1.2).
However, the average cost per SWU actually enriched by USEC, which includes only GDP-
produced SWU under this scenario, exceeds USEC’s average revenue per SWU beginning in
approximately FY 2003 (see the third exhibit in Appendix 1.2). Nevertheless, cash flow remains
positive through FY 2006 due primarily to the added revenue generated by sales of uranium (see
the fourth exhibit in Appendix 1.2).

The analysis also projects that USEC is unlikely to maintain positive cash flow beyond
FY 2006 when sales of uranium inventory are scheduled to end.” This projection would not
change if the company is unable (o renegotiate the Russian agreement (and consequently
receives no Russian SWU beginning in FY 2002), or if the price USEC pays for Russian SWU
under the new agreement does not change from that under the current agreement, or if the new

price 1s set equal to the market price.

¥ Cash flows are expected to be negative beyond FY 2006 despile a decrease in the average
cost of USEC produced SWU in FY 2006. The average cost of USEC produced SWU decreases .
because of increased GDP production volume. which lowers the average unit cost of production.
GDP production increases in FY 2006 to make up for the loss of downblended U.S. HEU SWU,
which ends in FY 2005.
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Exhibit 5-1

Summary of Findin iUnder Varlous Scenanos and Subscenanos

----- Scenano
[. Two GDPs 2. One GDP 3. New Technology 4. Broker SWU
Subscenarios | Fy iy which GDP | Cash Flow | FY inwhichGDP | Cash Flow | FYinwhichGDP | CashFlow | FY i which GDP | Cash Flow
Production Costs | Positive | ProductionCosts | Positive | Production Costs | Positive | Production Costs | Positive
Exceed USEC's | Through | Exceed USEC's | Through | Exceed USEC's | Through FY | Exceed USEC's | Through
SWUSellingPrice | FY | SWUSellingPrice | FY | SWU Selling Price SWU Selling Price |~ FY
A Bulh GDPs aperat 201 2005 2001 2004
B. Only Paducah aperates 2003 2006 2003 2005
C. Only Portsmouth operales 2001 2006 2001 2005 |
D. No GDPs operate 203 :23528%(; L " b%‘;'(‘)d
Statis olet&sidnAgrééinétttﬂégi;|;1ii1g ih_:2002'_"'_,, R L " |
E. Continue al current price 201 o 203 205 2003 2004, and 2006
afler 2008 |
F. Continue at market price 201 0t 203 20 2003 004, and - 2006
aller 2008 | -
G. Continug at market price 2001 2005 2003 2006 2003 2005,and | beyond"'
less 12% after 2008 | = 2010
. 201 205 2003 2006 Wy | wad ||
H. No Russian SWU e |
Federal upport or Contrifuge. ~ et e
. Loan guarantee, R&D B 2003 2005,and {7
subsidized by DOE | aller 008 |-
J. Nofederal support 205 :gg 32?;;3 e

Note: Shading indicates cells that are not applicable to the scenario.
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5.1.3 Scenario 3: Continued operation assuming th¢ couunercial deployment of
advanced enrichment technology

Under this scenario, USEC is assumed to build a 3 million SWU-capacity centrifuge
plant that would come on line in stages, with 25 percent of capacity available and utilized in FY
2006, 50 percent in FY 2007, 75 percent in FY 2008, and 100 percent in FY 2009. This
scenario also assumes that USEC halts enrichment operations at one GDP on or before June 30.
2001, and halts operations at the other GDP on June 30, 2008. As discussed in Section 3.5, 1t 1s
uncertain as to whether USEC will build this plant.

Under Scenario 3, USEC delivers SWU derived from five sources: the GDPs, the new
gas centrifuge plant. the Russian agreement, the outsourced dowablending of U.S. HEU, and
inventory (see the first exhibit in Appendix 1.3). USEC’s average revenue per SWU cxceeds its
average cost per SWU in all years (see the second exhibit in Appendix 1.3). However, except
for in FY 2002, the average cost per SWU actually enriched by USEC, which includes both
GDP-produced SWU and centrifuge-produced SWU, exceeds USEC’s average revenue per
SWU for the fiscal years 2001-2008 -- that is, until the second GUP is shut down (see the third
exhibit in Appendix 1.3). Cash flow, initially positive due to uranium sales, is driven negative
beginning in FY 2006 due to the company’s ongoing investment in the centrifuge plant. Cash
flow remains negative until FY 2009, at which time the remaining GDP closes and the new plant
is fully operational and producing SWU at a profit (see the fourth exhibit in Appendix 1.3).*

The company would not return to positive cash flows in FY 2009, however, if USEC
does not close the second GDP or if the company is unable to renegotiate the Russian agreement
(and consequently receives no Russian SWU beginning in FY 2002).

5.1.4 Scenario 4: Operation of the business as a broker of SWU

Under this "broker scenario,” both GDPs ccase operations beginning in July 2001.
USEC liquidates its inventories (of uranium, SWU. and LEU from downblended U.S. HEU) and
sells Russian SWU for the duration of the Russian agreement (i.e., through FY 2013).” USEC
also delivers SWU from downblended U.S. HEU through FY 2005. (See the first exhibit in
Appendix 1.4.) USEC’s average revenue per SWU exceeds its average cost per SWU in all
years (see the second exhibit in Appendix 1.4). USEC does not enrich any SWU itself after FY

** This scenario is not sensitive to the price negotiated under the new Russian agreement.
USEC's cash flows are projected to become positive again even if the price paid for Russian
SWU under the new agreement does not change from that under the current agreement.

7 This scenario does not consider the possibility that the Russian agreement might not be
renewed in FY 2002 because such the possibility is inconsistent with USEC staying in business
as a SWU broker.
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2001 (see the third exhibit in Appendix 1.4). Cash flow remains positive in all years (see the
fourth exhibit in Appendix 1.4). However, the analysis also projects that USEC is unlikely to
remain in business beyond FY 2013 when Russian SWU is assumed to become unavailable.

5.1.5 Scenario 5: Cessation of all operations

In this scenario, USEC would liquidate itself by selling its assets (including its
inventories and its long-term SWU contracts), paying its liabilities, and returning any net worth
to shareholders. Consequently, this scenario, does not provide any ongoing cash flows once the
liquidation has occurred.

5.1.6 Scenario 6: Acquisition of USEC by another party

The continued operation of USEC if acquired by another entity would depend on the
identity of the acquirer and its specific plans regarding USEC, neither of which can be predicted
at this time. Therefore this scenario assumes USEC is acquired solely for the financial gain
represented by USEC’s liquidation or “break-up” value. Consequently, as defined, this scenario
does not provide any ongoing cash flows once the liquidation has occurred. The value of
breaking up the company (see Appendix 1.6) is low relative to other scenarios. Because the
break-up value is positive and growing, however, other entities may find it increasingly
profitable to acquire and liquidate USEC beginning at the end of July 2001 (when ownership
restrictions expire). This scenario depends significantly on the magnitude of transaction costs
(which were not accounted for in the analysis), on USEC’s future dividend policy, and on
whether USEC’s price per share remains below the break-up value per share.

5.2  Sensitivity Analysis of Key Parameters

Sensitivity of the results to changes in key parameters has been considered in two ways.
First, to help design the most likely scenarios, alternative versions of certain scenarios are
analyzed: '

. Scenarios 1, 2, and 4 are analyzed based on alternative terms of the to-be-
renegotiated Russian agreement.

- Scenario 1a (which is presented as Scenario 1 throughout the main body
of this report) assumes that USEC receives under the new agreement 6
_ million SWU annually beginning in FY 2002. Scenario 1b assumes the
agreement is not continued so USEC receives no Russian SWU beginning

in FY 2002.

- Scenario 2a (which is presented as Scenario 2 in the main body of this
report) assumes that USEC receives under the new agreement 6 million
SWU annually beginning in FY 2002. Scenario 2b assumes that
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purchases under the agreement are accelerated 10 8 million SWU annually
beginning in FY 2002.® Scenario 2¢ assumes the Russian agreement is
not continued so USEC receives no Russian SWU beginning in FY 2002.

- Scenario 44 (which is presented as Scenario 4 in the main body of this
report) assumes that USEC receives under the new ~greement 6 million
SWU annually beginning in FY 2002. Scenario 4b assumes that
purchases under the agreement are accelerated to 9.3 million SWU
annually beginning in FY 2002.* The study does not consider a
subscenario where the Russian agreement is not continued because such a
subscenario would be inconsistent with USEC staying in business as a
SWU broker.

. Scenario 3 is analyzed based on whether or not USEC continues to operate one of
the GDPs while building a gas centrifuge plant, and on alternative terms of the to-
be-renegotiated Russian agrecment.

- Scenario 3a assumes that a GDP will remain in operation, and that USEC
receives under the new agreement 6 million SWU annually beginning in
FY 2002.

- Scenario 3b (which is presented as Scenario 3 in the main body of this
report) assumes that USEC will not operate any GDPs once a gas
centrifuge plant becomes fully operational at the beginning of FY 2009. It
also assumes that USEC receives under the new agreement 6 million
SWU annually beginning in FY 2002.

- Scenario 3c is identical 1o Scenario 3b. but assumes that the gas
centrifuge plant will come on line two years earlier (i.¢., it will be fully
operational by FY 2007).

' The accelerated purchase subscenario is considered under Scenario 2 (operation of one
GDP) because USEC might reasonably wish to accelerate purchases of Russian SWU in order to
improve short-term cash flow. This subscenario 1s not considered under Scenario [ (operation
of two GDPs). In accepting accelerated purchases, USEC would have to operate the GDPs at
lower production levels that are more costly.

' Scenario 4b assumes purchases of Russian SWU are accelerated to 9.3 million SWU
annually because that level is most beneficial to USEC under the broker scenario. In contrast,
Scenario 2b accelerates purchases to only 8 million SWU annually because any higher level
would more negatively impact operating costs at the remaining GDP (i.e.. by reducing the
volume of SWU enriched).

August 23, 2000 - Final Draft | —Propristary—De-not-disteibure



-39.

- Scenario 3d assumes that one GDP remains in operation (as in Scenario
3a), but that the Russian agreement is not continued, so USEC receives no

Russian SWU beginning in FY 2002.

The study analyzed the results of these various subscenarios to inform the speéiﬁcation
of the scenarios used throughout the main body of the report. Appendix 2 presents results for
each of the above subscenarios. Exhibit 5-2 summarizes USEC’s SWU production capacity

under various scenarios and subscenarios.

Exhibit 5-2
Summary of USEC’s Production Capacity, in Millions of SWU,
Under Various Scenarios and Subscenarios

iohUScenario

Subscenarios | 2 3 4
Two GDPs One GDP New Technology | Broker SWU

Statits of GDP Operations ..
A. Both GDPs operate 13.5 : o
B. Only Paducah operates o e - .
C. Only Portsmouth operates | 55 55
D. No GDPs operate A TR TE: R A 3 0.00

Note: Shading indicates cells that are not applicable to the scenario.

The second way in which the study considers sensitivity is by individually varying key
parameters to identify the threshold value at which USEC’s projected cash flows would change
direction (i.e., the point at which a negative scenario would become positive, or vice versa). The
results of this second sensitivity analysis are summarized below:

Scenario 1: Continued Operation of Both GDPs

Under Scenario 1, USEC would maintain (i.e., beyond FY 2005) positive cash flows if '
any one of the following events were to occur before FY 2006:

. USEC’s average contracted SWU price increases to approximately $117 per SWU.

(USEC'’s average contracted SWU price currently is projected to gradually decline
toward the $80 spot price, reaching $90 in 2004 and $82 in 2008.)

. USEC reduces GDP production costs at the GDPs by approximately 40 percent.
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To illustrate the sensitivity of Scenario | to the price of SWU under a renegotiated
Russian contract two additional exhibits are included in Appendix 2.1.A that show USEC’s cash
flow if the renegotiated price is at the market price and USEC’s cash flow if the renegotiated
price is at the current agreement price. These two exhibits are the fifth and sixth exhibits in
Appendix 2.1.A. In each case USEC’s cash flow is projected to be positive through FY 2004,

Scenario 2: Continued Operation of One GDP

Under Scenario 2, USEC would maintain (i.e., beyond FY 2006) positive cash flows if
any of the following events were to occur before FY 2007:

. USEC’s average contracted SWU price does not fall below $89. (Currently, USEC’s
average contracted SWU price is projected to gradually der line toward the $80 spot
price, reaching $90 in 2004 and $82 in 2008.)

. USEC reduces GDP production costs by approximately 11 percent (assuming Paducah is
the operative plant). Based on discussions with USEC management, the company has
already achieved most of the operating savings it expects to achieve at the GDPs.

(1)@)

To illustrate the sensitivity of Scenario 2 to the price of SWU under a renegotiated
Russian contract two additional exhibits are included in Appendix 2.2.A that show USEC’s cash
flow if the renegotiated price is at the market price and USEC’s cash flow if the rencgotiated
price is at the current agreement price. These two exhibits are the fifth and sixth exhibits in
Appendix 2.2.A. USEC’s cash flow is projected to be positive through FY 2005 if the price is
renegotiated at the current agreement price. USEC's cash flow is projected 1o be positive
through FY 2006 if the price is renegotiated at the market price.

Scenario 3: Deplovment of a Centrifuge Plant and No GDPs

Under Scenario 3. USEC’s cash flows are projected to be negative beginning in FY 2006
and ending in FY 2008. The positive cash flows anticipated beginning in FY 2009 would not
occur if any of the following events were to occur:
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. USEC fails to reach agreement on an extension of the Russian Agreement beyond FY
2001. '
. Centrifuge investment costs increase significantly (e.g., by 150-200 percent) from the

$1.5 billion assumed under the scenario.

. Annual centrifuge operating costs increase significantly (e.g., by 300 percent) from the
$100 million cost assumed under the scenario.

If energy costs are higher than $33 per SWU, cash flows would be reduced once the
centrifuge plant begins to operate, though they would remain positive. For example, costs of
$55 per SWU would reduce annual cash flow by $66 million once the plant is fully operational.

To illustrate the sensitivity of Scenario 3 to the price of SWU under a renegotiated
Russian contract two additional exhibits are included in Appendix 2.3.B that show USEC’s cash
flow if the renegotiated price is at the market price and USEC’s cash flow if the renegotiated
price is at the current agreement price. These two exhibits are the fifth and sixth exhibits in
Appendix 2.3.B. In each case USEC’s cash flow is projected to be positive through FY 2004
and after FY 2008.

Scenario 4: Broker Russian SWU

Under Scenario 4, USEC is projected to maintain positive cash flow through 2010. Cash
flow could become negative, however, if the price it negotiates for the new Russian agreement is
not at least 10 percent below market price.

To illustrate the sensitivity of Scenario 4 to the price of SWU under a renegotiated
Russian contract two additional exhibits are included in Appendix 2.4.A that show USEC’s cash
flow if the renegotiated price is at the market price and USEC’s cash flow if the renegotiated
price is at the current agreement price. These two exhibits are the fifth and sixth exhibits in
Appendix 2.4.A. In each case USEC’s cash flow is projected to be positive through FY 2006.

Scenario 5: Cessation of All Operations

As Scenario 5 is specified, USEC cannot maintain positive cash flow (by definition).

Scenario 6: Acquisition of USEC by Another Party

Under Scenario 6, acquisition by another party becomes infeasible if USEC’s market
value exceeds the break-up value. Market value is calculated as price per share (currently about
$4.25) times the number of shares outstanding, both of which are subject to change. The
difference between USEC’s current market value and its projected break-up value in FY 2002
(when ownership restrictions in the Privatization Act expire) is nearly $3 per share, less the
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transaction costs (which are not quantified in this study) associated with such a purchase and
liquidation.

5.3 Conclusions and Recommendations

. USEC as a firm is projected to generate positive cash flows for the next five years (i.e..
FY 2001-2005). However, USEC cannot enrich uranium profitably at the GDPs given
current market prices for SWU. USEC also cannot enrich uranium profitably at the
GDPs once its average sales price (i.e., including Jegacy contracts) falls to levels that are

expected in FY 2003.

. USEC cannot generate positive cash flows indefinitely beyond FY 20035, even if it ceases
operations at one GDP. USEC is currently surviving financially based on inventory
sales. Jegacy contracts, and (once the Russian agreement is rencgotiated) Russian SWU.

. To generate positive cash flow in the long term, USEC needs to develop a less costly
enrichment process to replace the GDPs. USEC should be able to generate positive cash
flow beginning in FY 2009 if it closes the GDPs and builds a gas centrifuge plant or
other advanced technology resulting in lower production costs. However, it is uncertain
whether USEC will undertake an investment in a centrifuge plant given its stated
expectations for return on investment.

. Alternatively, USEC could continue to generate positive cash flows in the medium term
(i.e., through FY 2008 or FY 2012) by closing both GDPs and becoming a broker of

Russian SWU.

* Acquisition and liquidation of USEC by an informed party becomes a risk at the end of
July 2001 (when ownership restrictions expire) if USEC's price per share remains below

the break-up value per share.

. NRC may wish to prepare itself for the possibility that, in a few years (e.g., when NRC is
considering re-issuance of USEC's certificate of compliance in 2003), USEC’s financial
condition may not allow the expectation that the company can remain in business for an

additional five years.
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Appendix 1: Results by Scenario

Scenari< 1: Continued operation of the two GDPs
Scenario 2: Continued operation of only one GDP

Scenario 3: Continued operation assuming the commercial deployment of
advanced enrichment technology

Scenario 4; Operation of the business as a broker of SWU
Scenario 5: Cessation of all operations

Scenario 6: Acquisition of USEC to sell its assets
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Appendix 1.2: Results by Scenario

Scenario 2: Continued operation of only one GDP
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Appendix 1.3: Results by Scenario

Scenario 3: Continued operation assuming the commercial
deployment of advanced enrichment technology
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Appendix 1.4: Results by Scenario

Scenario 4: Operation of the business as a broker of SWU
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Appendix 1.5: Results by Scenario

Scenario 5: Cessation of all operations
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Scenario 5: Cessation of All Operations

Total Current Liabilities
Long Term Debt

[ASSETS {in milions 2001
Total Current Assets 1384 1290
Uranium held for Future Use 436 251
Prepaid Assets 94 84
Total Assets 1914 1625

LIABIETES in'miilions

Total Other Liabilities

Total Liabilities 1066 1140 1066 1073
Net Worth 848 485 593 655
Net Worth per Average Number of Shares Outstanding 893 § 65,06 $ 847 § 9.36

1. Data for FY 2000 t



Appendix 1.6: Results by Scenario

Scenario 6: Acquisition of USEC to sell its assets
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Scenario 6: Acquisition of USEC to Sell its Assets

ASSETS (inmilllions) - - 0000 G e i 232000, o 2001 g 2003 .. ;
Total Current Assets 1,384 1,280 1,528
Uranium heid for Future Use 436 251 133
Prepaid Assets 94 84 67
Total Assets 1,914 1,625 1,728

LIABILITIES {in:millions) .

Total Current Liabilities 356 452 365 347
Long Term Debt 500 500 500 500
Total Other Liabilities 210 188 201 226
Total Liabilities 1,066 1,140 1,066 1,073
Net Worth 848 485 593 655

Stock Price as of August 2000 $ 4,25

Stock Qutstanding as of June 2000 (in millions) 82.5

Market Capitalization $ 351 § 351§ 351 § 351

Break-up Value $ 497 $ 134 § 242 §$ 304

Break-up Value per Average Number of Shares Qutstanding $ 524 § 168 $ 3.46 $ 4.35

Notes for Scenario 6.




Appendix 2.1.A: Sensitivity Analysis by Subscenario

Scenario 1a: Two GDPs with 6 million Russian SWU annually in FY 2002-2010
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Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 1a; Two GDPs with 6 Million Russian SWU Annually in FY 2002-2010
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Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 1a; Two GDPs with 6 Million Russian SWU Annually in FY 2002-2010; Price of
. Russian SWU is the Spot Market Price
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Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 1a: Two GDPs with 6 Million Russian SWU Annually in FY 2002-2010; Price of
Russian SWU is the Same Price as Under the Current Contract
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n7

132 DL LR e e 2 e s

e A oahe e

Sceasric 12:Two GDPg witn b Miliion. SWU Annuslly In Y 20022012 .2 il

Scenario F_lnanc!al S

Total Revanue
Total COGS 1220 1220 1220
Gross Mamgn {233) {238} {236}
Interast Expanse 10 10 o
Intarost Eamed o [} ]
SG&A 46 46 46
Cther Expenses {ncoma) ®) 2 @n 25 o 0 0 4 o [ 0
R2D € xpansas 15 25 kg 7 7 7 7 7 7 7 7
Pretax income 167 &1 L] 52 {51} (142) (226) (252) (296} (300) (289)|
Taxes 8 “ 19 18 18) (18) L] ° [} o [
Net Income 109 2r 35 34 {39) {129) {226) (252) (296) {300} {289)
Adjustments ta Nel Income 1o Ottain Cash Flow 7 264 147 244 200 175 150 25 25 25 25
investments In GOPg and Naw Plant o) {23) (1a) an (11} (1) on (11} (1 an (1))
Cash Flow Betore Financing 45 268 164 267 165 40 @7 {238) (282) (286} (275)
Dabt Aepayment ] ] ] [} o © {35Q) [ ° (150) °
Cash Irom Finencioy . o [ [ o o o [} o ° ° [}
Cash Used for Stock Buy-Back 1?7 n 0 o 0 4] o [} [ o 0
Cash Flow After Financing 2 167 164 267 155 40 (437) {238) {282) (436) (275)
Estmated Cash on Hand at the end of tha Year (Beloro dividends) 55 252 416 683 838 878 441 203 (79) {515) {790)
Drigend Payment - 52 “ 32 39 39 3¢ 9 39 39 39 9
Estmated Cash on Hand al the enc of the Year After Oridends 208 378 645 800 832 402 165 {118) {553) (829)
SwWu nd Sales (Quanilt|
Russian Purchasad SWU 5.486 5.506 6,000 6.000 6.000 6.000 6.000 6000 6.000 6.000 6.000
GOP Proguced SWU ?7.345 4.68¢ 5.856 5819 5.380 5.380 8.000 6.000 6.000 6.000 6.000
U.S Downblanded HEU 42 389 665 €65 £65 €64 o [ 0 4 [
Centrifuge Produced SWU 4] 0 [} ] (] 0 o [ [} 0 0
SWU from Inventory 0 0 ] o L] a [ o o 0
Totsl SWU Purchasad, Produced, snd Soid trom tnventory 12,873 11,500 12521 12,484 12,045 12044 12,000 12,000 12,000 12,000 12,000
Cost per SWU for Sources (S in (b)(4)
Russian Purchased SWU
GDP Produced Swu
U.S. Downblanded HEU
Centrituge Produced SWU
Weighted Average Cosvswu
Reveaue per SWU
Notes for Boenarlo 18,0 4 8 G A . i IR : - A
1. FY 2000-2005. Ravenuo dacroases al about 5% per year due 10 tha averaging in of tower pnoad $alas contracls. in 2004 and 2005 uranium nvertory saies trail ofl. Thus the shamp drop in revenue between 2004 and 2006.
2. FY 2000-2005. COGS fluctuate because of changes in GDP production amounts dus partly 10 changes in the production amount ol downblended US HEU.
3 CY 2002, Russian HEU ranegotiaied pics bogins.
4. FY 2003; first tull yoar of raduced Russian SWU costs.
5. FY 2005-2010. COGS constant because consiani quantites are purchased from Russia and produced in the GDP.
6 CY 2006, Intarast Payments on 1PO Dedt of $350 mikon complete
7. FY 2006-2010. Rgvenues decraase at an average rete of 3% per year due 1 the avaraging in of lower Priced sales coniracts.
8 CY 2000. hnterast Payments on IPO Debt of $150 mdiion complate.



Appendix 2.1.B: Sensitivity Analysis by Subscenario

Scenario 1b: Two GDPs with no Russian SWU after FY 2001
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Revenue per SWU Relative to Average Cost per USEC-Produced SWU
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Cash Flow and Cost of SWU Relative to Revenues-hy-Source
Scenario 1b: Two GDPs with No Russian SWU After FY 2001
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Scenario 16: Two GDPs with No Russian SWU Aftar FY 2001
Scenario Financial Summary
Totet Revorue 1307
Total COGS 1244 1,248 1.248 1272 1272 1272 1272 1272
Gross Margn 64 23) (119) (222) (254} (284) (289) {288)
tnlerest Expanse 30 B 3 B 3 k-] a3 10 10 10 [
Intarest Eamed [ m {15} (26) (38} {40) (28) ® 0 0 14
SGRA 46 45 4@ 4% 44 46 45 45 46 46 46
Othar Expanses (ncame) 9) 2 @n (25} o [} ] ] [} 0 o
R&D Expensas 15 25 37 7 7 7 ? ? 7 7
Pratax Incoma 187 41 &4 28 [re ] {165) {281} (309} 340 Qs 341
Taxes 58 4 29 10 (25) {10} 0 0 ] 4 e
Neot Income 109 27 £ 19 (48) (155) (281) (309) (347) {3s1) (341)
Adjustments to Net income to Ottain Cash Flow 7 264 147 244 200 175 150 25 25 25 25
[investments in GDPs and Naw Piant [} (23) 8} un [10)] (an an @y an "1 m
Cash Flow Betore Financing 45 268 184 252 11 9 {142) (295) {333) {337) (327}
Cabt Repayment 0 [ [} [ 0 [} {350) 0 ] (S0} [
Cash trom Finencing 0 o ° .0 [ 0 [ 0 [ 0 0
Cash Usad lor Stock Buy-Back "? n [ [ ] o o 0 4 [ ]
Cash Fiow After Financing (72) 197 184 252 141 9 (492) (295) (333} (487) {327)
{Esimatad Cash on Hand al the end of the Year {(Betore ddends) 55 252 436 688 829 837 345 51 (283) (769) (1.096)
[Dividenda Payment 52 a“ 32 39 3 3 3 39 39 39 »
Eslimatad Cash on Hand at the end of Ihe Year After Dividends 3 208 397 649 790 799 307 12 {321). {808) {1.134)
SWU B h and Sales
Russian Purchased SWU 5.485 5.508 ] 4 ° 0 [} -] 4 4] [}
GOP Producad SWU 7.345 4686 11,335 11335 11,235 11.338 12.000 12.000 12.000 12.000 12.000
U.S. Downblended HEU LH 399 855 €65 €65 684 0 [] [} .0 [
Ceninfuge Produced SWU [} [} [} [ [} [} 0 0 o [ 9
SWU from inventory [ 009 0 14 [} 0 1] 0 4 9 ]
Tolal SWU Purchased, Produced, snd Soid from invertory 12,673 11.500 12.000 12,000 12,000 12,000 12,000 12.000 12,000 12,000 12,000
Cost per SWU for F Sources ($ in
Russan Purhased SWU (b)4)
GDP Produced SWU
U.S. Downbianded HEU
Centrituge Produced SWU
Welghied Average Cost/SWU
Reveriue per SWU
Notes for Sosnarto 1 SR = RN PTaCI r Erl T S
1. FY 2000-2005. Rlovanuo gecraasas at about 5% per year dua 1 the veraging in of kower priced sales CoNtadts. In 2004 and 2005 urRnium Nveniory sales trall off, Thus the sharp drop in rEVeNua botwaon 2004 and 2006
2.FYZOOO-ZODS.COGS&MWdmsnGwmmmlsmumloWshnmmdM US HEU.
3 FY 2005, COGS increase because of nsing production amounts al tha GOPs because the U.S. HEU runs oul.
4. CY 2006. intorast Payments on IPD Debl of $350 mizon complete.
5 FY 2006-2010. Revenues decrease a1 an average raie of 3% per year due lo tha svaraging in of lower priced sales contracts.
6. CY 2006. interest Payments on PO Debl of $150 milion complete.

w



Appendix 2.2.A: Sensitivity Analysis by Subscenario

Scenario 2a: One GDP with 6 million Russian SWU annually in FY 2002-2010
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Cost/Revenue per SWU

Revenue per SWU Relative to Average Cost per SWU
Scenario 2a; One GDP with 6 Million Russian SWU Annually in FY 2002-2010
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Cost/Revenue per SWU

Revenue per SWU Relative to Average Cost per USEC-Produced SWU

Scenario 2a: One GDP with 6 Million Russian SWU Annually in FY 2002-2010
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Dollars (Millions)

Cash Flow and Cost of SWU Relative to Revenues-hy-Source
Scenario 2a: One GDP with 6 Million Russian SWU Annually in FY 2002-2010

Revenus from sale .
$1.500 - of SWU lnventory Revenue from
' ' . sale of uranfum
Revenue from sale of
4125 downblended U.S, SWU
1,250
Cost of SWU Sold
$1,000
Revenue from sale
5750 1 of Russian SWU
$500
$250
0
Cash Flow
$-250 J . T e e e« .. e

Year



Doliars (Millions)

Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 2a: One GDP with 6 Million Russian SWU Annually in FY 2002-2010; Price of
Russian SWU is the Spot Market Price
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of SWU Inventory sale of uranium

Revenue from sale
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$1,250 1
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Dollars (Millions)

Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 2a; One GDP with 6 Million Russian SWU Annually in FY 2002-2010; Price of
Russian SWU is the Same Price as Under the Current Contract

Revenue from sale Revenue from
of SWU Inventory sale of uranium

$1,500 1\

Revenue from sale of
downblended U.S. SWU

Cost of SWU Sold

$1,000
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0
Cash Flow
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[Tolal COGS 1.214 1211 1252 1.220 1.030 1030 1040 1.040 1040
Gross Margin 258 146 118 87 196 100 ] [t3] 53 {58} (56)‘
nteras! Expense 39 n 33 33 n 33 3 10 10 10 [
irterest Eamed [4 [¢}] s (26) @9) {52 N {45) 43 a6) (29)
SGSA 48 46 46 46 45 4% L] LL] 45 46 o6
Cther Expenses (INcome) ® H @n {25) o ° 0 ] ] Q 0
R&D Expenses 15 25 37 7 ? 7 7 7 7 7 7
Pratax rcome 167 4 54 52 140 ) 26 (40) (16 (83) (60)
Taxes 58 1 9 18 5 2 ® [ [ [ [
Net income 109 27 35 34 98 43 (134] (26) 73) {83) (80)
115 1o Net incoma to Ottain Cash Fiow 7 264 147 244 200 175 150 25 25 25 25
tr ants in GOPs and New Plant [tal] 23) (18) 1) {t1) {1 (1R} ) [18)] (1) [43))
Cash Flow Before Financing 45 268 164 267 287 207 12 {12) (59) (69) (66)
Datt Ropayment 0 0 ° ° [ ] 1350) ° 4 {150) 0
Cash trom Financing o (] o [ [ o 0 0 [ 0 [}
Cash Used tor Stock Buy-Back "7 n o 0 0 [ 0 0 [ 0 0
Cash Flow After Financing (72) 197 164 267 287 207 (228) {12) (59) {219) (66),
Estimated Cash on Hand 81the end of 1o Year {Betore dvicends) 55 252 416 683 970 1,177 949 936 877 658 593
{Dividend Payment . s2 “ k) 39 39 3 39 39 39 39 a9
Estmatad Cash on Hand &t the 8nd of the Year Alter Dividends 3 208 arg 845 931 1,138 910 898 839 620 554
SWU purchasas, Production, and inventory Sales (Quantities)
Russun Purchased SWU 5486 5.506 6.000 6.000 6.000 6.000 6.000 6.000 8.000 6.000 6.000
GOP Produced SWU 7.345 4686 5856 5819 5335 5336 6.000 6.000 6.000 6,000 6.000
U.S. Downblanded HEU [H 309 665 665 865 664 [ ] [4 0 0
Centrituga Produced SWU [} ] e [] 0 3 [ '] 0 o ]
SWU from fnveniory [ 909 ] 0 ] ] 0 0 0 ¢ 0
Tol) SWU Purchased, Produced, and Soid trom inventory 12873 11,500 12,521 12484 12,000 12,600 12,000 12,000 12,000 12,000 12,000
Cost per SWU for Sources (5 in
Russian Purchasod SWU (b)(4)
GDP Produced SWU
U.S, Downblanded HEU
Contrituge Produced SWU
Wsighted Average Cost/SWU
Revehue per SWU
Notes for Scanario 247/ 4 [0 ke i p; . NEVORRAK : 2 = . R YR PIERIS
1. FY 2000-2005, Ravonue dacroRsas gt Aboul $% par year dus Lo the avaraging in of lower priced sajes contracts. in 2004 and 2005 urankum iwventory sales teall off. Thus the sham drop in revenue batween 2004 and 2006,
2 FY 2000-2005. ooasnudumbommddwthDPpmmimammsMwmy!oaummwmmmdmquHEU.
3. CY 2002. Russian HEU renegotiated price begns.
4. FY 2003. Frrst tull year of reducod Russian SWU costs.
5. CY 2008, interast Payments on iPO Dedt ol $350 milkon compiote.
6. FY 2006-2010. Rovenues J0Cteass at an sverge rate of 3% per yaar due to the avareging in of lowar pnoad sales contracts.
7. FY 2007-2010. COGS constant bocause consiant quanites are purchased from Russia and produced in the GDP.
8. CY 2000. Interasi Payments on IPQ Debt of $150 mikon complsta.

_ _




Appendix 2.2.B: Sensitivity Analysis by Subscenario

Scenario 2b: One GDP with 8 million Russian SWU annually in FY 2002-2009
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Cost/Revenue per SWU
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Revenue per SWU Relative to Average Cost per SWU

Scenario 2b: One GDP with 8 Million Russian SWU Annually in FY 2002-2009




Cost/Revenue per SWU

Revenue per SWU Relative to Average Cost per USEC-Produced SWU ’
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Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 2b: One GDP with 8 Million Russian SWU Annually in FY 2002-2009

e s A L 8 S i St o 818 a1+ tmmoeres o et

Revenue from sale
of SWU Inventory

Revenue from
sale of uranium

$1.500 1

Revenus from sale of
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Cost of SWU Sold

$1,000
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of Russian SWU |
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Scensrio Financial Sum .
Tolal Roverwe 1472 1357 1370 1.307 1226 1130 1049 1018 887
Toial COGS 1214 1.214 1,108 1.03¢ 1.037 1,037 1.030 1.030 1.030 1.030 1040
Gross Margn 258 145 262 2% 188 93 19 (12} (L] 46) (56)
Intarost Expense 39 33 a3 33 a3 33 3 10 10 10 ]
Irdorost Eamed o a} an {34) (51 (63} (63} (58) 7 51) “s)
SGAA L] 4 46 “© 46 45 46 4% a6 % 46
Owher Expenses (incoma) ® 2 @n {25) ° [} [ 0 0 ° [
R&D Expenses 15 25 37 7 7 7 7 7 7 7 7
Prolax Income 187 4 200 246 153 (- (4) [{L:1] 49) {58} (64)
Taxes s8 14 68 85 53 24 m ) o ° o
Net lncome 109 27 131 161 100 45 3) (12} (49} {58 (64}
Adjustments to Not income to Oblain Cash Fiow H 264 147 2 200 175 150 25 25 25 25
invesimonts in GOPy and Now Plant Ty 23 8 [ REH 1 11) (1] on (11 Q)
Cash Flow Before Financing 45 268 260 394 289 209 136 2 (35} {44) (50),
Davt Repayment [ 0 [ 4 0 [ (as0) - 0 [ (150 [}
Cash trom Financing o o [} [ [ Q o Q ] ] 0
Casn Usad for Stock Buy-Back : 17 n ° o o [ [ o [ [ o
Cash Flow After Financing {72) 197 260 384 289 209 (214) 2 {3s5) (194) (50}
£ stmated Cash on Hand at the end of the Year (Belore dvidends) 55 252 512 906 1,195 1,404 1.191 1,193 1,168 963 913
Dwidend Payment 82 a“ e % ] 39 39 as a 39 39
Cslmated Cash on Mand at the end of the Year After Dividends. 3 208 a74 868 1,157 1.366 1,182 1,154 1,118 925 875
SWU Purchases, Production, and inventory Sales {Quantiies)
Russian Purchased SWU 5486 5.508 8.000 8000 8,000 8.000 8.000 8.000 8.000 8000 6.008
GDP Produced SWU 1345 4686 3.335 3335 3315 3.336 4.000 4,000 4,000 4.000 5992
U.S. Downblenceg HEU 2 380 665 665 665 664 [ [ [ [ o
Centrituge Produced SWU ° o -0 [] 0 o o 0 [ [ [}
SWU trom Inventory [} 009 [ a ] 0 [*] [ o ]
Total SWU Purchssed, Produced. and Sold from Inventory 12873 11500 12,000 12,000 12,000 12,000 12,000 12,000 12,000 12,000 12,000
Cokt per SWU for f Sources ($ in
Russlan Purchased SWU (b) (4)
GOP Produced Swu
U.5. Dowrdlended HEV
Ceatrttuge Produced SWU
Walghted Avenage CosUsWU
Revenus per SWU
Notes for Scenaria 2b B S : o
inventory sales trail off Thus tha shan drop i fevenua batweon 2004 and 2006.

|.FV2000-2&5.chnusmmalwouS%wvyolrwuwnnqunolmvprmmamm. In 2004 and 2005 urarium

2. CY 2002, Russian HEU ranegotiated prce bagins.

3. FY 2003, First full year of reduced Russian SWU cosls.

4 FY 2002. COGS decrazsa because USEC is now recefving 8 mition SWU. thus s average cost of SWU

5. FY 2004-2000, COGS constant becauss consiam quantites are purchasad trom Russu and produced in the GOP.

6. CY 2006, inlgrest Payments on iPO Debt of $350 miiion compiate.

7. £Y 2006-2010, Rovenuas docrease sl an Bvarage rata of 3% peryeat dua 10 tha averaging in of lower pricad salas contracts.

8. CY 2009, Interast Payments on IPO Dabt o1 $150 milion complate.

¢ CY2010.Llstmlhl!ﬂuullnSWUENM.WMBMHMMBMC!MMGMBMHMSWU. Thus COGS increase stightly.

W




Appendix 2.2.C: Sensitivity Analysis by Subscenario

Scenario 2¢: One GDP with no Russian SWU after FY 2001
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Cost/Revenue per SWU
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Revenue per SWU Relative to Average Cost per SWU
Scenario 2¢: One GDP with No Russian SWU After FY 2001




Cost/Revenue per SWU

Revenue per SWU Relative to Average Cost per USEC-Produced SWU ~
Scenario 2¢: One GDP with No Russian SWU After FY 2001

§120

§110

. | N 3 i Average Cost o
$100 + N S e, o USEC-Produced SWY

$90

Average Revenue
per SWU

$80

$70




Dollars (Millions)
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Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 2c: One GDP with No Russian SWU After FY 2001
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Toldd COGS 1.214 21 a8
Gross Margin 258 146 542 %9 .97 1 ®n {102) 123) (125) (125)]
inlarast Expense 29 a3 a3 k- 8 3 a3 10 10 10 [
interast Eamed [ ({}] @2) 46) (65) @s) a2 ©3) 59) (48) (38)
SG8A 45 48 L1 45 45 46 46 46 & 46 46
(OInor Expenses {income) ()] 2 @n 25 [} (] [} 0 ] 0 []
RAD Expenses 15 25 37 ? 7 7 7 7 7 7 7
Protax income 167 4 485 454 76 ) ©5) (102) (128) €140) (139}}
Taxes 58 14 167 156 26 (&l (26) 0 o 0 o
Net incoma 108 27 318 297 50 (6} (69) (102) | (128) {140} (139),
Adjustments io Net income 10 Oblatn Cash Fiow 7 264 147 244 200 175 150 25 25 %5 25
ivastments in GOPs and New Plant [(dl] (23} 18) {m (LAY an 1) (ny on a1 (1))
Cash Flow Before Financing 45 268 447 530 239 158 70 (88) (114} {126) {128)]
Oatit Rapaymant o o ] [ o 0 (350§ [ [} (150§ . [}
Cash trom Financing o o o [} o ] o 0 ] o 4]
Cash Used for Stock Buy-Back 17?7 EAl 0 0 [ ] ] ] [} o [
Cash Flow Atter Finanting 72) 197 447 530 239 158 (280) (88) (114) (276) {125)
|Estimated Cash on Hand st the end of the Yea! {Balore dvidends} §5 252 699 1,229 1,468 1.628 1.346 1,258 1,144 869 743
Owigand Payment - 52 a“ 33 39 39 39 39 30 35 39 3
Esumated Cash on Hand o1 the end of the Year Anter Drvidends 208 660 1,190 1429 1,587 1,307 1.218 1,106 B30 705
SWU Purchases, Production, and inventory Sales (Quantities)
Russian Purchases SWU $.486 5.508 [} 0 [ [+] -] 0 o [} 0
GDP Produced SWU 1.345 4,608 8.000 8000 8.000 8.000 £8.000 8.000 8.000 8,000 8.000
U.S. Downblendad HEU 42 399 665 685 865 564 © ° [} o 0
Contntupe Produced SWU [} o © L 0 Q o Q o [ 0
SWU trom inventory 0 909 3.335 3z [} [ ¢ ] -] [ ]
Yotat SWU Purchased, Produced. and Sold from inventory 1280 11,500 12,000 11,888 8,885 8,854 6,000 2,000 8,000 $.000 8,000
Col per SWU for Sources {$ in mill (b)(4)
Russian Purchased SWU
GDP Procuced SWU
U.S. Downbiended HEU
Cantrituge Produceds SWU
Weighted Aversge Cost’SWU
Ravenue per SWU
Nates for Scenario 2¢ it Y o T A T T T T
1. FY 2000-2005, Ravenue docreases al about 5% per year due to the svareging N Of lower priced 8305 contracts. In 2004 and 2005 ursnium inveniory sales irail off. Thus the sham drop in reWNLE bstween 2004 and 2006
2. FY 2002, COGS decreass bacausa the GDP is 9 y at the highet rale and bocause 8 tmaller smount of SWU is produced of purchased.
3 FY 2002-2005. COGS (ixciuate because of changas in GDP production amounis due {6 changes in the production amount of dowrdianded US HEU.
4 FY 2003-2008. Ravenuos decrease at aboul 12% por year dua 10 the averagmng in of iower pricad sigs contracts and 8 raduced amount of SWU beng s0ld,
5. FY 2005, Revenues drop sharply aftar USEC has s0ld oft ait of s invaniory and ts now ondy selfng the SWU &t producas al the one GDP.
6. CY 2006, interast Paymenis on (PO Debi of $350 milion comglele.
7. CY 2009, interest Paymenis on (PO Debi of $150 milkon complete.
8. FY 2008-2010. Revenues are llat bacause onty SWU from the GDP L baing 50id and the GDP 1S operaling al is maximum economic capacly.

W



Appendix 2.3.A: Sensitivity Analysis by Subscenario

Scenario 3a: New technology beginning in FY 2006 with continued operation
of Paducah GDP
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Doliars (Millions)

Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 3a: New Technology Beginning in FY 2006 with
Continued Operation of Paducah GDP
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Lad L W, ¢ i e

 Total Ravenua -
Totat COGS 1.214 1211 1.252 1.220 1,030 1.000 1.001 069 926
Gross Margn 258 145 us 87 106 100 ® 49 42 58 58
inisnast Expense 39 33 33 33 33 33 a3 10 34 58 46
intarest Eamed [ ) {14) @4 @n {45) 92 ®) [ 4 [
SGIA “© % 4 4 45 48 “® “ - 46 % a8
Cthet Expenses (ncome} @) 2 @n @9 4 0 [ 0 [} 4 [4
R&D Expenses 15 © (3] 17 1 7 7 ? ? 7 7
Sretax Income 167 % 23 4 137 59 (s 24 (75 (90} (80)
Taxas 58 [ 8 14 a7 20 ) 8 [ 0 [
Net Income 109 17 15 26 90 39 10y (16} 75) (80) (80)
[Adustments to Net incoms fo Ottain Cash Fiow . ? 264 "z 204 200 175 150 45 55 &5 &5
Jnvesiments in GDPs and New Plant () (23) (18) an () {165) (331) (385) €02) {92) an
Cagh Flow Betore Financing 45 258 144 2569 279 28 (191) (366) (322) {118} {7
Debt Repayment 0 0 [ [ [ [ {350) [ [ (150) 0
Cash tfrom Faancing 0 ] [ 0 ° o [} ° 300 275 0
Cash Used for Stock Buy-Back 1% n o (4 [ ° ° ° 0 o 0
Cash Flow After Financing 72 187 144 259 27 28 {541) (366 {22) 14 {27)
Estmated Cash on Hand at the end of the Ysar Batore dvidends) 85 242 386 645 924 952 411 45 P 30 3
Dwicends Paymant 52 L] 3 » 3 39 3 3 39 39 3%
o Cash on Hand af the end of the Year Atiar Drvidends 3 198 348 607 885 914 373 7 (15) {9) {3%)
SWU Purchases, Production, and inventory Sales (Cuantities)
Russian Purchased SWU §.486 5.506 £000 6.000 6,000 6000 6000 6,000 6000 6000 6.000
GOP Produced SWU ) 2.345 4686 5.856 5819 $.335 5.336 5250 4,500 3750 3.000 3.000
U.S. Dovnbiended HEU 42 300 665 665 665 664 0 [ 0 [ 0
Centriiuge Produced SWU ° -0 e [ [ ° 750 1.500 2.250 3000 3000
SWU from inveniory 0 [ [4 0 [ o o 0 [
Total SWU Purchased, Produced, snd 5okl trom inventory 12,073 11,500 12,51 12484 12,000 12,000 12,000 12,000 12,000 12.000 12,000
Cost per SWU for Purchasa/Production Sources {$ in millions) (b)}4)
Russian Purchased SWU
GODP Produced SWU
U.S. Downblended HEL
Cenirituge Produced SWU
Waighted Average CosUSWU
Revenue per SWU
off. Thus the sharp drop in revenue betwaen and 2006

1.szooo-zoos.mewnuws'aporyurmmmamquho{mrmmsm-ms. In 2004 and 2005 vranum invantory salas irafl

2 CY 2002. Russian HEU renegotiated price begins.

3. FY 2009, Firs! U year o} reduced Russian SWU costs.

4 FY 2005, Construction of centrifuge plant begins .
5.FY2006-2009.COGsmuuMyurumlm‘nn\qpemomncommugnplweapcdwmsmlim. Tha centriluge piant is axpocted 1o have significantly iower cost per SWU.
6. CY 2006, inerast Paymants on PO Dabt of $350 miSion and.
1.FYZOOG-ZO!O.Rtmnsdnmmulunlvmgomoul:mpnryurmlqmmmmdbwmpﬂudnms
8. FY 2009.C of Ham

9. FY 2000-2010, COGS constant bacause conslan quantiias ate purchased trom Russia ang producad in the GDP and centrituge plant.
0 szoos-zow.memmmmunumom:sorswwmmsaawmpmmswuumm.

11 CY 2000, Intares! Payments on 1PO Debt of $150 milion end.

coniracts.
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Appendix 2.3.B: Sensitivity Analysis by Subscenario

Scenario 3b: New technology beginning in FY 2006 with closure of
Paducah GDP in FY 2009
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Cost/Revenue per SWU
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Revenue per SWU Relative to Average Cost per SWU
Scenario 3b: New Technology Beginning in FY 2006 with Closure of Paducah GDP in FY 2009
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Revenue per SWU Relative to Average Cost per USEC-Produced SWU
Scenario 3b: New Technology Beginning in FY 2006 with Closure of Paducah GDP in FY 2009
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Dollars (Millions)

Cash Fiow and Cost of SWU Relative o Revenues-by-Source
Scenario 3b: New Technology Beginning in FY 2006 with Closure of Paducah GDP in FY 2009
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Dollars (Millions)

Cash Flow and Cost of SWU Relative to Revenues-by-Source

Scenario 3b: New Technology Beginning in FY 2006 with Closure of Paducah GDP in FY 2009
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Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 3b: New Technology Beginning in FY 2006 with Closure of Paducah GDP in FY 2009
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e . Sa

Scanarlo SE; 1ipW T9CTGI0gY Begueing In FY 2008 with GSULE Of PAGUcan GOP N FY, 3008 0 i
Sqenarlo Financial Summary
RIS 73
Total Revanue E 1.049 1018 o87 884
Total COGS 1214 2n 1252 1220 1.030 1.001 069 948 513 533
Gross Margn 258 145 ng a7 196 49 L] 42 451 451
inerast Exponse 39° 33 3 3 ] k] 10 30 2 20
Intorast Eamed © N (14} {24) @an <2) (] [} 0 [}
SGAA 45 46 L] 46 46 4 46 45 46 46
Othar Expensas (income) ®) 2 1] (25 o [ 0 [ o 4
RAD Exponsas 15 40 67 17 17 7 7 7 7 7
Protax income 167 2 P © 137 as (24) n 28 e’
Taxes 58 9 ] 1" a7 {8} ®) 0 n3 "y
Net Income 109 17 15 26 90 (10) {16) (™) 215 222
Jadusiments 1o Net incoma to Ottaln Cash Flow 7 264 147 244 200 1758 150 45 55 40 40
| imvastments in GDPs and Now Fiart T {23) (18) (1 {1 (185} (1) {395) (302) {81} ]
Casgh Flow Before Financing 45 258 14 259 279 28 (191) {366) {318) 173 261
Debt Repaymont 0 ] 0 o [} 0 {350) 4] [ (150} [}
Casn trom Financing [ 0 [ 0 0. [} ] [ 250 [ (4
Cash Usad tor Stock Buy-Back "7 n 0 0 ] [} [} [} Q [ Q
Cash Flow After Financing 72) 187 14 259 2718 28 (541) {366) (69) =] 261
Estmated Gesh on Hand al the end of the Year {Belore dvidonds) 55 242 386 645 g24 952 411 45 (23) [+ 262
Dwidend Paymen! 52 “ 39 39 39 39 30 39 -] 39 3
|Estimated Cash on Hand af the end of the Year Afler Dividends 198 348 607 885 914 373 7 {61) (38) 223
SWU Purchases, Production, snd inventory Sales (Quantiies)
Russian Purchased SWU 5.486 5506 6.000 6.000 6,000 6.000 6,000 6.000 6.000 6.000 6.000
GOP Produced SWU 7.345 4,686 5.8% 5019 5335 5336 5250 4.500 3.750 [ [
U.S. Downblenciad HEU 42 an 665 665 665 6564 o ) [ [} 0
Cantrituge Produced SWU [} 0 ] 0 0 [} 750 1.500 2250 3.000 3.000
SWU from inventory [} 909 [ 0 0 0 .0 ] Q 3.000 3.000
Total SWU Purchssed. Produced, and Soid from inventory 12,873 11,600 12521 12,484 12,000 12,000 12,000 12,000 12,000 12,000 12,000
Cost pur SWU tor Sources {$ In
Russian Purchased SWU (bX4)
GOP Produced SWU
U.S. Downblended HEU
Contrifuge Produced SWU
Waighted Aversge Cost/SWU
Raveniue per SWY
[Notos.for.Scenano3b x: oo B L5, 2 e e P LTS e AR e TR R e SR w x ATy ST R R A T TR e e R
1. FY 2000-2005, Rovanue Gocrases at Bbout 5% par yaar 0ue to the averagng i ol lowe? pced saies contracts. In 2004 and 2005 UTANAIT iNvariory Sales trail ofl, Thus Me shasp drop in revenue betwean 2004 and 2006.
2. CY 2002, Russian HEU ranegotiated price begins.
3. FY 2003, Fisst tul yaar of reduced Russian SWU costs,
4. FY 2005, Construction of centrifuge plant begins.
. FY 2006-2009, COGS docrnase each yoar 83 n ncreasing percent of the contrtfuge plani capacity comas on line. The cerirituge plant is axpacied 1o have slgniticantly lower cost per SWU.
€ CY 2006, terast Payments on IPO Debt of $350 mikon compiete.
7. FY 2006-2010, Rovenuos docrease ai &N avorage o of 3% par year 0ue 10 the averaging in of lower prced saies conirecis.
8. FY 2009. of plant
9. FY 2000, Second GDP Is shit down, SWU is now only obtaned from centrifuga plani and Russia.
10 FY 2000. COGS decroase sharply bacause the second GDP is shut gown and the gmoun! of SWU produced o purchasad is reduced by 25 parcent.
11. FY 2009-2010. COGS constant becauss consisn ere trom Russia and in the GDP and centrifuga plant. -
12 FY 2008-2010, Revanues an fial because conslant amounts of SWU are beirg sokd and the pnce per SWU is constanl.
13 CY 2000. knterust Paymerts on IPO Dabt of $150 milion compligta.

R



Appendix 2.3.C: Sensitivity Analysis by Subscenario

Scenario 3c: New technology beginning in FY 2004 with closure of
Paducah GDP in FY 2007
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Scenario 3c: New Technology Beginning in FY 2004 with Closure of Paducah GDP in FY 2007
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Cost/Revenue per SWU

Revenue per SWU Relative to Average Cost per SWU
Scenario 3¢: New Technology Beginning in FY 2004 with Closure of Paducah GDP in FY 2007
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Dollars (Millions)

Cash Flow and Cost of SWU Relative to Revenues-by-Source
 Scenario 3c: New Technology Beginning in FY 2004 with Closure of Paducah GDP in FY 2007
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FY.2004 with CIomrsg! Paducanh GOP in FY 2007

T L e

Feanalo Se: Naw Technology Begioning in
Total Revenue 1472 1357 1.370 1.307 1226 1130 1.049 1018 987 866 738
Total COGS 1214 i2n 1252 1220 997 73 946 533 533 533 $33
Gross Margin 258 148 18 8r 229 157 104 485 45¢ a3 205
interast Exponse 39 3 33 33 x 39 57 34 34 £ 24
imarest Eamed 0 ) (19) 20) @n 1) ® (] umn {25} @=]
SGEA 46 8 46 46 46 45 46 46 % 46 46
|Ctnar Expensas (income} 9) 2 «n {25} 4 o /] o ] o
RA&D Exponses 15 40 67 7 7 7 7 7 ? 7 7
Prelax Income 167 ) 28 23 46 154 67 (30) 363 344 3 "7
Taxes 58 9 8 16 53 23 m) 12§ 19 80 «
Net income 108 17 15 30 10t 4@ {20) 238 226 151 7
| Adjustmants 1o Net ncome to Ottain Cash Flow 7 264 147 244 200 175 150 40 L) 40 40
Invesiments in GDPs and New Plant [t41} 23) (18} (185} 331} (398) {302) ®1 o o 0
Cash Flow Betore Financing A5 258 144 89 (30) (176) (172) 196 265 19 116
[Debt Repayment 0 o o 0 0 o (350) 4] o (150) [}
Cash trom Financing o [} 0 ° [} o 300 0 o Q 0
Cash Used tor Stock Buy-Back "z n ° [} [ 0 4] 4 [ o 0
Cash Flow After Financing {72) 187 14 83 (30 {176) {222) 196 265 41 116
Estmated Cash on Hand at the end of the Year (Before dvidends) 85 242 386 475 445 269 47 243 509 548 666
Dwidond Payment T 52 “ k) ] 39 39 k4 9 3 39 38
JEstmated Cash on Hand 1 the end of the Yaar Afier Dividands 3 198 348 438 406 230 8 205 470 511 627
SWU Purchases, Production, snd inventory Sales {Quantities) .
Russian Purchased SWU 5486 5.506 8.000 6.000 6.000 6.000 8.000 6.000 6.000 6.000 6.000
GOP Produced SWU 7.345 4,686 5656 5819 4,585 3.83% 3.750 [} Q [ o
U.S. Downtlandad HEU a2 209 665 655 685 664 o] o [ [ 0
Centritugas Produced SWU o o . ] -0 750 1.500 2,250 3.000 3.000 3.000 3,000
SWU trom inverory [ 909 : 0 0 o 4] o 3.000 3.000 1.561 [}
Total SWU Purchesed, Produced, and Sold from nventory 12073 11,500 12521 12484 12,000 12,000 12,000 12,000 12,000 10,561 9,000
Cosl per SWU for Sources ($In
Russian Purchased SWU ¢ (b) (4)
GDP Produced SWU
U.S. Downblendad HEU
Cenltfuge Produced SWU
Weighted Average Coat/'SWU
Revenue per SWU
Notes for Scenalo.3¢ T e
1. FY 2000-2005, Mmmllw53‘.wrywmlonwmwhcllmvwmuﬁsm!mm mzou-mzooSunmn hvmryuhsxmllou Mwwmdmmmhmnmmm
2. FY 2003, Construction of centrtfuge plant begins.
3. FY 2004.2005. Ravanua dacroasas because the iotal nrnomlo!swummusel
4. FY 2004-2007, COGS docreasa aach year as an ol the plant capactty comes on line. The cantrifuge plani 1s 9xpacted to have signilicantly lowar cost per SWU.
5 CY 2006, mieres! Paymeants on IPO Debl of $350 miition cur\uelc
6 FY 2006-2010. Revenues decTeasa al an average rate of 3% par yoar ue 1o the avaraging in of lowdr priced sales contracts.
7. FY 2007-2010. msswmlmamoulmumswummmeopammmtwmm
8 FY 2007.C plant
9. FY 2007-2010. Coesaamwummmum quaniries are produced in tha GOP and centrifuga plant.
10. CY 2009. nterest Paymonts on PO Debl ot $150 mition complete.




Appendix 2.3.D: Sensitivity Analysis by Subscenario

Scenario 3d: New technology beginning in FY 2006 with continued operation of
Paducah GDP and no Russian SWU after FY 2001
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Cost/Revenue per SWU

- Revenue per SWU Relative to Average Cost per SWU
Scenario 3d: New Technology Beginning in FY 2006
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Cash Flow and Cost of SWU Relative to Revenues-hy-Source
Scenario 3d: New Technology Beginning in FY 2006 with Continued Operation
of Paducah GDP and No Russian SWU After FY 2001
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aducah GOP and No Ru
2003, 5T 003
Totat Revencs 1472 1,357 1,370
Totad COGS 1214 121 828
Gross Margin 258 148 543
Interest Expensa k] a 33
imorest Eamed o (1} {21
SGAA a6 “© 46
Other Expenses (incame) %) 2 37
R&0 Expenses 5 4 &7 1”7 17 ? 7 ? ? 7 ?
Pratax Income 167 26 454 442 64 (18) (84) (80} (105) 102) @)
Taxos 58 9 157 152 22 C] @2 o [ [ 0
Net Income 109 17 297 269 42 (1) (61) (80) (105) (102) 1)
{Adjusiments to Net tncome i Oblain Cash Fiow 7 264 147 244 200 175 150 45 s5 65 65
{investments In GDPs and New Plant ) 23 18 1) an (185} @3 (395) {302) 92) (1)
Cash Flow Bsfore Financing as 258 426 s22 231 1) (242) (430) (352) (129) (38)
Debt Rapaymen! [} 0 [ ° 0 [ (350) o [ {150} °
Cash from Financing 0 ] [} o [ 0 [ o [ 250 0
Cash Used for Stock Buy-Back . 1"y n [ [ 0 [ 0 [ ] o [
Cash Flow After Flnancing (72) 187 426 522 231 (21) (592) (430) (352) (29) (28)
Estmated Cash on Hand at the end cf the Year [Balore dividands) 85 242 669 1.191 1422 1,401 809 379 27 [&}] [40)
 Owigend Payment 52 “ 39 E 39 29 39 39 38 39 »
Esumated Cash oh Hand &t the ond of the Year After Dividends 3 198 630 1,183 1,384 1.363 77 341 (12) (E3)) (79)
SWu and Y Saies
Russian Purchased SWU 5.486 .506 0 [ 0 [ 0 [ (4 0 0
GDP Produced SWU 7.345 4686 8,000 8.000 8.000 8.000 8.000 8.000 8.000 8.000 8,000
U5, Downdlsnded HEV a2 ass 665 665 665 664 0 a° o 0 °
Centrituge Produced SWU [ ] 0 0 [ o 750 1.500 2250 3000 3.000
SWW trom Iventary 0 809 3335 322 0 0 [ 0 [ .0 0
Tolal SWU Purchased, Produced, and Soid from inventory 12573 11,500 12,000 11,886 8,665 8,664 6,750 9,500 10250 11,000 11,000
Cott per SWU tor Sources ($ In (b)(4)
Russian Purchased SWU
GOP Produced SWU
U.S. Downblendad HEU
Cenintuge Produced SWU
Welghted Average Cost/SWU
Revens per SWU
Notes Tor.Scenaio 3d o A MRS

1. r-wzowzoos mowoausmmnsxpavywmwhnvmmnmmrpmulesmm hzcotumzoosummmmwsleslraﬂon Mmmmnmwwoonmwzms

2. CY 2002. Russian coniract onds.
3. FY 2008, Consiruction of centriluge plant begns.
4. FY 2006-2000. COGS Gecrease 6ach yaar s an increasing parcent of the cantriluge plani capacty comes on Ing. The cenfriuge pan! is 8xpactad 1o have significantty lower 00st per SWU.

S. CY 2006. Intarast Payments on IPO Dabt of $350 milion end.
6. FY 2006-2010. Rovenues decrease at an avarage fate of 3% pef year due lo the evaraging in of lowar prced sales contracts.

2. FY 2009. & ol plant
8 FY 2009-2010, coasmmmmmmmwmmmmammmwcbpwmwwm

@ FY 2008-2010. Revenues ar flat bocause consiant amaunts of SWU ate being sold and the pace per SWU is constant.
10. CY 2009. Inferest Payments on IPQ Debt ol $150 miion end.

“




Appendix 2.4.A: Sensitivity Analysis by Subscenario

Scenario 4a: Broker 6 million Russian SWU annually in FY 2002-2010
(after closure of both GDPs)
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Scenario 4a: Broker 6 Million Russian SWU Annually in FY 2002-2010
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Scenario 4a: Broker 6 Million Russian SWU Annually in FY 2002-2010
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Scenario 4a: Broker 6 Million Russian SWU Annually in FY 2002-2010
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Dollars (Millions)

Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 4a: Broker 6 Million Russian SWU Annually in FY 2002-2010
(Atter Closure of Both GDPs)

Price of Russian SWU is the Same Price as Under the Current Contract
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L on i : : A - -
Tolal Revanue
533 47 480 480 433 433 433 433

Tolal COGS
Gross Margin 638 430 265 169 02 7 61 59 50
interas! Expenso 33 33 33 33 33 10 10 10 o
Irtarast Eamed (29} (59) (80} ©n (101) {100} (104) (104) (104)
SGAA 46 45 a6 4% 46 46 45 46 4
Othar Expenses {Kcome) {37 (25} [ 0 [ [} ] L] [}
R&D Exponses 0 o [ [ [} Q [} [} 1]
Protax income 824 a4 266 187 14 120 108 107 17
Taxes 284 150 82 64 k] Ll 37 a7 40
Net income - 540 284 174 122 74 79 71 70 76
| Adrustmonts 1o Nat Income to Obtain Cash Fiow e at9 200 175 150 [} a [ o
nvestments in GDPs and New Plan! ] 0 [} [ 0 (-] o o ]
Cash Flow Before Financing 126 307 662 503 374 297 223 7% " 70 76
Debt Ropayment [\ [} [ [4 [ [ (3503 0 [ (150} [
Cash trom Finencing [} o 0 o 0 [} o [ [} [ o
(Cash Usod for Stock Buy-Back "z n 0 3 0 o 0 [ ° o o
Cash Flow Aftet Financing ] 236 662 503 374 297 {126) 79 7 (80} 76
Estmated Cash on Hand at the e;m of the Year (Belore dvidends) 55 201 953 1456 1.830 2,128 2,002 2081 2,152 2,072 2,148
Dwidend Payment 52 “ ] ¥ ap 39 » 39 29 30 39
Esimated Cash on Hand ai tha and of the Year Atiar Dividends 3 247 815 1418 1.792 2,089 1,864 2,042 2,113 2,033 2,110
swu nd y Sales
Russian Purchased SWU ’ 5.486 5.506 6.000 6.000 6.000 6.000 6.000 6.000 6.000 6.000 6000
GDP Produced SWU 7345 4586 (] 0 [4 o [} 0 o ° [}
U.S. Downblended HEU @ 399 665 665 665 664 [ [ [4 0 0
Centrifuge Produced SWU [} o 0 4 [} [4 [ [ 0 [} [
SWU trom inventory o 609 5.335 1221 [4 [ 0 [ o 0 [
Total SWU Purchsased, Produced, and Sold from inventory 12873 11.500 12,000 7.886 6,865 5,664 6,000 8.000 8,000 6.000 6.000
Coct per SWU for Sources {$ In -
Russian Purchased SWU (b)(4)
GOP Produced WU
U.S. Downbiended HEU
Centntuge Producad SWU
Weighted Average CosUSWU
Revenue per SWU
DRt LT g2

ey

1. FY 2000-2005. Revonua docraasas 8l about 5% per year cud 1o the averaging in of lower pncad sales contracts. In 2004 and 2005

2. CY 2002, Rusuan HEU runegotiatad prica begins.

3. FY 2003, Fust 1ull ygar of raduced Russian SWU costs.
A.FYMM.WWMWBmmmhMVMo|Swaow:somwofymsbommdoﬂlmuSECIsorwmagenumswulmRmda
5. FY 20032005, Revanues decreasa signiticantly as the tolal smount of SWU USEC salls Gecraasas 1o only what USEC receivas from Russia and the downblended U.S. HEU.
6 CY 2006. intarest Paymenis on IPO Debt of $350 milon compisle

7. FY 2004-2008. Rovenues decrsase &1 about 3% per year dud to tha averaging 1 of lowar priced sales contracts.

8. CY 2009, tndores! Payments on (PO Deb! of $150 mitkon completa.

uranium inverttory saes trall off. Thus the sharp drop In revenue between 2004 and 2006.




Appendix 2.4.B: Sensitivity Analysis by Subscenario

Scenario 4b: Broker 9.3 million Russian SWU annually in FY 2002-2009
(after closure of both GDPs)
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Scenario 4b: Broker 9.3 Million Russian SWU Annually in FY 2002-2008
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Cash Flow and Cost of SWU Relative to Revenues-by-Source
Scenario 4b: Broker 9.3 Million Russian SWU Annually in FY 20022008
 (Atter Closure of Both GDPs)
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Broker 8.3 Milliah Russisn SWU -2008 {After Closure of Both GDPS) | .ciupi 5iinu

Lk lion Russisn SWU Apausly T Y, 20022003

Scenario Financlal Summary

Total Revens [
Toa! COGS 714 8 [
Gross Margin 594 508 []
interest Expense a a3 [}
inerast Eamad 52) (80} 4
SGaA %3 4% o
Other Expenses (income) 2 (25) [ [
RA0 Expanses ° o [ o o [ ° [ 0 [
Protax icome te2 66 553 501 509 203 173 172 154 109 [
Taxes &3 23 191 204 176 101 60 50 53 37 [
Net income . 119 43 362 387 333 182 13 113 101 k4l 4]
Agusiments to Net Income lo Otiain Cash Fiow 7 264 122 219 200 175 150 [ [ [} 0
0 GOPs and New Plant ° 0 0 ° ° [ o [ .0 ]
Cash Flow Batore Financing 126 307 484 606 533 367 263 113 101 kAl ¢
Debl Repayment ° ° [ 0 [ 0 (350) ° 0 (150) [
Caeh from Financing 0 o 0 0 0 [ [ 0 [} 0 [
Cash Used for Stock Buy-Back "z n 0 0 [ 0 0 o [ [} 0
Cash Flow After Financing 9 236 484 806 533 367 8n 13 101 {79) [
Estimated Cash on Hand ai the end of the Year (Batore dvidends) 55 291 775 1,382 1.915 2281 2,195 2,308 2.408 2,330 0
JOwisand Payment ’ 52 “ a9 S » 3 3 » 30 39 [
Estimetod Cash on Hand al the and of tne Year Atier Dividends 3 247 737 1,343 1.876 2,243 2,156 2,269 2,370 2,291 0
swu . and y Sales
Russian Purchased SWU 5.486 5,506 9.300 ©.300 9.300 9.300 9.300 9.300 9.300 4908 [
GDP Produced SWU 7.345 4688 [ 0 0 ° o 0 0 0 0
U.S. Downblended HEU @ 3% €65 665 665 664 3 [ 0 0 [
Centrlluge Prostuced SWU ) [ ) 0 0 [ [ ° [ [ 0
SWU from lnvenlory o 900 2035 2035 2095 451 0 ] [4 0 o
Total SWU Purchased, Produced, and Soid from inventory 12,873 11,500 12,000 12,000 12,000 10415 9,300 9,300 9300 4508 0
Cost per SWU for Sources (3 in
Russian Purchased SWU (bX4)
GOP Producod SWU

Weighted Average Cost/SWU

Revenus per SWU
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2.CY 2002. Russian HEU rnegotiatod prica bogin,

3. FY 2003-2004. Large drop in revenue is 0US to decrease in sales volume SISWU because inventory has baen sokd off and USEC is only obtainng & millon SWAJ 1rom Russia.

4. FY 2003, Firs! full yoar of raduced Russian SWU costs.

§ FY 2004-2007. Revenuos decroass significantly as the tolal emount of SWU USEC salls dacreasas 1o only whal USEC recerves trom Russia and the downblended U.S. HEU.

6 FY 2004-2008. Ravamus dacnsase &t sbout 3% per year due (o the averaging in of lower piced salas contracts,
7. CY 2006. kdorosi Peymants on IPO Debl of $350 mison complete

8. CY 2009, interas! Payments on (PO Debl of $150 mifxon complste.




