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This Annual Report on Form 10-K includes certain forward-looking information (within the meaning of
the Private Securities Litigation Reform Act of 1995) that involves risks and uncertainty, including certain
assumptions regarding the future performance of USEC. Actua results and trends may differ materialy
depending upon a variety of factors, including, without limitation, market demand for USEC's services,
pricing trends in the uranium and enrichment markets, deliveries and costs under the Russian Contract, the
availability and cost of electric power, USEC's ahility to successfully execute its internal performance plans,
the refueling cycles of USEC's customers, and the impact of any government regulation. Further, customer
commitments under their contracts are based on customers’ estimates of their future requirements.



PART I
Item 1. Business
Overview

USEC Inc. (“USEC”), aglobal energy company, isthe world leader in the sale of uranium fuel
enrichment services for commercial nuclear power plants. Uranium enrichment isacritical step in
transforming uranium into fuel for nuclear reactors to produce eectricity. USEC, including its
wholly owned subsidiaries, was organized under Delaware law in connection with the privatization
of the United States Enrichment Corporation, a corporation then wholly owned by the U.S.
Government. In accordance with the 1996 USEC Privatization Act (“Privatization Act”), the assets
and obligations were transferred to USEC, and USEC completed an initial public offering (“1PO”) of
common stock on July 28, 1998 (the “1PO Date”), thereby transferring all of the U.S. Government’s
interest in the business, with the exception of certain liabilities from prior operations of the U.S.
Government. Referencesto USEC include USEC’ s wholly owned subsidiaries as well as the
predecessor to USEC unless the context requires otherwise.

Services and Products

USEC supplies uranium enrichment services and uranium to approximately 60 electric utilities for
use in about 170 nuclear reactors. Substantially all of USEC’ s revenue is derived from the sale of
uranium enrichment services with customers supplying uranium to be enriched. USEC aso derives
revenue from sales of natural uranium and enriched uranium product (“EUP’). USEC hasa
significant inventory of natural uranium which it may sell to customers as uranium or in the form of
EUP.

Generally, contracts with customers to provide separative work units (SWU) are long-term
requirements contracts under which the customer is obligated to purchase a specified percentage of
its enrichment services from USEC. Consequently, annual sales are dependent upon the customers
requirements for enrichment services, which are driven by nuclear reactor refueling schedules,
reactor maintenance schedules, customers’ considerations of costs, and regulatory actions. Under
delivery optimization and other customer oriented programs, USEC advance ships enriched uranium
to nuclear fuel fabricators for scheduled or anticipated orders from utility customers.

Revenue from domestic customers represented 62% and revenue from foreign customers
represented 38% of total revenuein fiscal 1999. No one customer accounted for more than 10% of
revenue in fiscal years 1997, 1998 or 1999. Information with respect to revenue attributable to
domestic and foreign customers is included in the Consolidated Financia Statements.

Asfound in nature, uranium consists of three isotopes, the two principal ones being uranium-235
(“U?") and uranium-238 (“U%*"). U?® isthe more abundant isotope, but is not fissionable. U** is
the fissionable isotope, but its concentration in natural uranium is only about .711% by weight.

Light water nuclear reactors, which are operated by most nuclear utilities in the world today, require
low-enriched uranium fuel with a U** concentration in the range of 3% to 5% by weight. Uranium
enrichment is the process by which the concentration of U** isincreased to that level. The standard
measure of effort or service in the uranium enrichment industry is separative work unitsor SWU. A
SWU isthe amount of effort that is required to transform a given amount of natural uranium into two
streams of uranium, one enriched in the U?* isotope and the other depleted in the U** isotope.



Backlog

Under USEC' s contracts, customers are required to provide non-binding estimates of their SWU
requirements to facilitate USEC’ s ability to plan for production requirements. Backlog isthe
aggregate dollar amount of enrichment services that USEC expects to sell pursuant to its long-term
requirements contracts with utilities. Based on customers’ estimates of their requirements as of June
30, 1999, USEC had long-term requirements contracts with utilities to provide uranium enrichment
services aggregating $6.5 billion through fiscal 2010 (including $3.3 billion through fiscal 2002)
compared with $6.9 billion at June 30, 1998.

Variability of Revenue and Operating Results

Revenue and operating results can fluctuate significantly from quarter to quarter, and in some
cases, year to year. Customer requirements are determined by refueling schedules for nuclear
reactors, which generally range from 12 to 18 months (or in some cases up to 24 months). These
schedules are in turn affected by, among other things, the seasonal nature of electricity demand,
reactor maintenance, and reactors beginning or terminating operations. Utilities typically schedule
the shutdown of their reactors for refueling to coincide with the low electricity demand periods of
spring and fall. Thus, some reactors are scheduled for fall refueling, spring refueling or for 18-
month cycles aternating between both seasons. USEC provides customers from 10 to 30 days to
take delivery of ordered product. Refueling orders typically average $14.0 million per customer
order.

Sales of uranium supplement revenue from sales of SWU. However, given the volatility in the
uranium market, USEC may not be able to sell its inventory of uranium at anticipated prices and
guantities. A decline in the market price of uranium below USEC'’ s carrying cost could have an
adverse effect on results of operations.

Plant Operations — Electric Power and Materials and Supplies

USEC enriches uranium at two gaseous diffusion plants (the “plants’) located in Paducah,
Kentucky and near Portsmouth, Ohio. The gaseous diffusion process involves the passage of
uranium in a gaseous form through a series of porous barriers. Uraniumis continuously enriched in
U?* asit moves through the process. Because U is lighter, it passes through the barrier more
readily than does U*®, resulting in gaseous uranium that is enriched in U**, the fissionable isotope.

The plants require substantial amounts of electric power to enrich uranium. USEC acquires most
of its electric power from two corporations, Ohio Valley Electric Corporation (“OVEC”), the main
supplier to the Portsmouth plant, and Electric Energy, Inc. (“EEI”), the main supplier to the Paducah
plant. The U.S. Department of Energy (“DOE”) transferred to USEC the benefits of power purchase
arrangements with OVEC and EEI (the “Electricity MOA™). USEC also has an agreement with the
Tennessee Valley Authority for the purchase of non-firm power for the Paducah plant. Firm and
non-firm power represented 70% and 30%, respectively, of power purchased in fiscal 1999. During
certain periods, including the summer months when power costs are typically higher, aimost al of
the power supplied to the Paducah plant must be purchased at market-based rates because it is non-
firm power. Depending on inventory levels and planned shipments, USEC reduces production at the
Paducah plant when the cost of non-firm power is high.

Equipment components (such as compressors, coolers, motors and valves) requiring maintenance
are removed from the process and repaired or rebuilt on site at each of the plants. Common



industrial components, such as the breakers, condensers and transformersin the electrical system, are
procured as needed. Since the plants were constructed in the 1950s, some components and systems
may no longer be produced, and spare parts may not be readily available. In these situations,
replacement components or systems are identified, tested, and procured from existing commercial
sources, or the plants' technical and fabrication capabilities are utilized to design and build
replacements. Another source of replacement equipment has been DOE’s Oak Ridge, Tennessee,
enrichment facility, which has been shut down.

The plants use freon as the primary process coolant. The production of freon in the United States
was terminated December 31, 1995. Freon leaks from pipe joints, sight glasses, valves, coolers and
condensers. Leakage from the plantsis at about a 6% rate, resulting in leakage of 750,000 pounds of
freon per year, alevel that is within the limits set by the Environmental Protection Agency. USEC
believes that its efforts to reduce freon losses and its strategic inventory of 2.0 million pounds of
freon should be adequate to allow the plants to continue to utilize freon through at least calendar
year 2001. A program is underway to validate an alternative coolant to be used once the freon
inventory is depleted.

Reductions in production equipment availability result from equipment failures and planned
maintenance. In addition, USEC may elect to reduce equipment utilization if electric power isin
short supply or prohibitively expensive. Paducah equipment utilization was 76% of planned
capacity in fiscal 1999 due to the curtailment of production during the summer and early fall of 1998
to reduce the impact of high costs for electric power. Portsmouth equipment utilization was 74% of
planned capacity due to equipment failures and increased maintenance requirements.

Russian Contract

USEC has been designated by the U.S. Government to act as its Executive Agent in connection
with a government-to-government agreement between the United States and the Russian Federation
under which USEC purchases SWU derived from dismantled Soviet nuclear weapons. In January
1994, USEC on behalf of the U.S. Government signed an agreement (the “Russian Contract”) with
AO Techsnabexport (“Tenex"), Executive Agent for the Russian Federation. Under the contract,
USEC expects to purchase up to approximately 92 million SWU over a 20-year period.

USEC has ordered 5.7 million SWU for delivery under the Russian Contract in calendar year
1999, of which 1.8 million SWU had been purchased as of June 30, 1999. SWU quantities and
prices, subject to adjustment for U.S. inflation, have been established through calendar year 2001.
Globa market prices for SWU have declined below the price being paid for SWU under the Russian
Contract. USEC has begun negotiations to align the Russian Contract with market pricing realities.

In April 1997, USEC entered into a memorandum of agreement (the “ Executive Agent MOA”)
with the United States Department of State and the DOE whereby USEC agreed to continue to serve
asthe U.S. Executive Agent following the privatization. Under the terms of the government-to-
government agreement and the Executive Agent MOA, USEC can be terminated, or resign, as U.S.
Executive Agent upon the provision of 30 days notice. In the event of termination or resignation,
USEC would have the right and the obligation to purchase SWU that is to be delivered during the
calendar year of the date of termination and the following calendar year. The Executive Agent
MOA aso provides that the U.S. Government can appoint aternate or additional executive agents to
carry out the government-to-government agreement.



Alternative Uranium Enrichment Technologies
AVLIS

In June 1999, USEC suspended further development of an advanced uranium enrichment
technology known as Atomic Vapor Laser |sotope Separation (“AVLIS’). In connection with a
comprehensive review of operating and economic factors, USEC reexamined the AVLIS
technology, performance, prospects, risks and growing financia requirements aswell asthe
economic impact of competitive marketplace dynamics and concluded that the returns were not
sufficient to outweigh the risks and ongoing capital expenditures necessary to develop and construct
an AVLIS plant.

USEC terminated AV LIS efforts with its contractors, implemented workforce reductions and is
conducting an orderly ramp-down of AVLIS activities at Lawrence Livermore National Laboratory
in California. The suspension of AVLIS resulted in a specia charge of $34.7 million ($22.7 million
or $.23 per share after tax) in fiscal 1999 for contract terminations, shutdown activities costs and
employee severance and benefit arrangements. Asall project devel opment costs have been
expensed, there was no asset write-off. Project development costs for AVLIS amounted to $133.7
million, $134.7 million and $103.9 million in fiscal years 1997, 1998 and 1999, respectively.

Centrifuge

During fiscal 2000, USEC plans to evaluate the availability and economics of centrifuge
technology, an alternative enrichment technology currently used by some foreign competitors.

SILEX

In fiscal 1997, USEC entered into an exclusive agreement to explore an advanced laser-based
enrichment technology called SILEX. USEC acquired the rights to the commercial utilization of the
SILEX process. USEC is currently evaluating whether the SILEX technology has the potentia to be
deployed as an economic source of enrichment production in the early 21% century. The SILEX
technology isin the early stage of research and development. USEC’s spending on SILEX
development activities amounted to $7.8 million, $2.0 million, and $2.5 million in fiscal years 1997,
1998 and 1999, respectively.

Competition

The highly competitive global uranium enrichment industry has four major producers:
. USEC;
Urenco, a consortium of British and Dutch governments and private German utilities;
Eurodif, amultinational consortium controlled by the French government; and
Tenex, a Russian government entity.

USEC has experienced intense price competition from Urenco and Eurodif, both of which have
been aggressive in their attempts to increase market share in the United States.

There are also smaller suppliersin China and Japan that primarily serve only a portion of their
respective domestic markets. While there are only afew primary suppliers, thereis an excess of
production capacity as well as an additional supply of enriched uranium that is available for
commercia use from the dismantlement of nuclear weapons in the former Soviet Union and the



United States. Much of this excess capacity is held by Tenex, that is subject to certain trade
restrictions on sales in the U.S. and other markets. USEC also holds significant excess capacity. All
of USEC’ s competitors are owned or controlled by foreign governments which may make business
decisions influenced by political and economic policy considerations rather than solely on prevailing
market conditions. USEC believes that a significant portion of the world market may be closed to
USEC because purchasers in certain areas may favor their local producers, due to government
influence or other political considerations. In addition, there have been recent decisions by certain
European utilities to liquidate strategic SWU inventories.

Urenco, Tenex, and Japan Nuclear Fuels Limited (“JNFL”) use centrifuge technology that
requires a higher initial capital investment but has lower operating costs than current gaseous
diffusion technology. USEC believes that Urenco and JNFL have expansion plans which, if
implemented, could increase world capacity by 3.6 million SWU by 2006. Eurodif and INFL have
announced that they are exploring new enrichment technologies.

Global enrichment suppliers compete primarily in terms of price, and secondarily on reliability of
supply and customer service. USEC is committed to being competitive on price and delivering
superior customer service. USEC believesthat customers are attracted to its reputation as areliable
long-term supplier of enriched uranium and intends to continue strengthening this reputation.

Nuclear Regulatory Commission — Regulation

The plants are certified and regulated extensively by the Nuclear Regulatory Commission
(“NRC"). The NRC issued Certificates of Compliance to USEC for the operation of the plantsin
November 1996 and began regulatory oversight in March 1997. The term of the NRC certification
of the plants has been renewed for afive-year period ending December 2003. The NRC found the
plants to be generally in compliance with its regulations. However, exceptions were noted in certain
compliance plans which set forth binding commitments for actions and schedules to achieve full
compliance (the “Compliance Plan”). Over 94% of the Compliance Plan actions were completed as
of June 30, 1999.

The Compliance Plan requires the Paducah plant to complete seismic upgrading of the two main
process buildings to reduce the risk of release of radioactive and hazardous material in the event of
an earthquake. The Paducah plant islocated near the New Madrid fault line. Capital expenditures
for seismic improvements amounted to $21.0 million in fiscal 1999, and additional capital
expenditures of $20.5 million are expected in fiscal 2000 to complete the upgrades. Until the
modifications are completed, USEC continues to maintain strict limits on operationsin those
buildings to minimize the amount of material that could be released in the unlikely event of an
earthquake.

The Compliance Plan required USEC to update a DOE analysis to determine the appropriate
earthquake level for the evaluation of equipment and structures at the Paducah plant. USEC has
submitted this updated analysis and it is currently being reviewed by the NRC. Depending on the
results of this review and the application of NRC’ s backfit requirements, additional seismic upgrades
to the process buildings and other site structures and components may need to be implemented.

The NRC has the authority to issue Notices of Violation for violations of the Atomic Energy Act
of 1954, NRC regulations, conditions of a certificate, Compliance Plan, or Order. The NRC hasthe
authority to impose civil penalties for certain violations of its regulations. In fiscal 1999, USEC
received Notices of Violations for certain violations of these regulations and certificate conditions,



none of which exceeded $100,000. USEC does not expect that any proposed naotices it has received
will have amaterial adverse effect onits financial position or results of operations. In each case,
USEC took corrective action to bring the facilities into compliance with NRC regulations and
identified long-term improvements as well.

Environmental Matters

USEC’ s operations are subject to various federal, state and local requirements regulating the
discharge of materials into the environment or otherwise relating to the protection of the
environment. USEC’ s operations generate low-level radioactive waste that is stored on-site or is
shipped off-site for disposal at acommercia facility. 1n addition, USEC’ s operations generate
hazardous waste and mixed waste (i.e., waste having both a radioactive and hazardous component),
most of which is shipped off-site for treatment and disposal. Because of limited treatment and
disposal capacity, some mixed waste is being temporarily stored at DOE’ s permitted storage
facilities at the plants. USEC has entered into consent decrees with the States of Kentucky and Ohio
which permit the continued storage of mixed waste at DOE’ s permitted storage facilities at the plants
and provide for a schedule for sending the waste to off-site treatment and disposal facilities,
generally by the end of calendar year 2000.

USEC’ s operations generate depleted uranium that is currently being stored at the plants. All
liabilities arising out of the disposal of depleted uranium generated before the IPO Date are direct
liabilities of DOE. Additionally, the Privatization Act requires DOE, upon USEC’ srequest, to
accept for disposal the depleted uranium generated after the IPO Date in the event that depleted
uranium is determined to be alow-level radioactive waste, provided USEC reimburses DOE for its
costs. In June 1998, USEC paid DOE $50.0 million in consideration for DOE assuming
responsibility for a certain amount of depleted uranium generated by USEC over the period October
1998 to September 2005.

The plants were operated by agencies of the U.S. Government for approximately 40 years prior to
July 28, 1998. Asaresult of such operation of the plants, there is contamination and other potential
environmental liabilities. The Paducah plant has been designated as a Superfund site, and both plants
are undergoing investigations under the Resource Conservation and Recovery Act. Environmental
liabilities associated with plant operations prior to July 28, 1998, are the responsibility of the U.S.
Government, except for liabilities relating to the disposal of certain identified wastes generated by
USEC and stored at the plants. The Privatization Act and the Lease Agreement (defined below)
provide that DOE remains responsible for decontamination and decommissioning of the plants.

Reference is made to Management’ s Discussion and Analysis of Financial Condition and Results
of Operations and the Notes to Consolidated Financial Statements included in this Annual Report on
Form 10-K for information on operating costs and capital expenditures relating to environmental
matters.

Occupational Safety and Health

USEC' s operations are subject to regulations of the U.S. Occupational Safety and Health
Administration governing worker health and safety. USEC maintains a comprehensive worker
safety program that continually monitors key components of the workplace environment, resulting in
asolid worker safety record.



Foreign Trade Matters

USEC’ s exports to utilities located in countries comprising the European Union take place within
the framework of an agreement (the “EURATOM Agreement”) for cooperation between the United
States and the European Atomic Energy Community, which permits USEC to export low enriched
uranium to the European Union for as long as the EURATOM Agreement isin effect.

USEC exports to utilitiesin other countries under similar agreements for cooperation. If any such
agreements lapse, terminate or are amended such that USEC could not make sales or deliver
enriched uranium to such jurisdictions, it could have a material adverse effect on USEC’ s financial
position and results of operations.

In 1991, U.S. producers of uranium and uranium workers filed a petition with the U.S.
Department of Commerce (“Commerce”) alleging that uranium from countries of the then-Soviet
Union was being dumped (i.e. sold at unfair prices) in the United States. A preliminary
determination was issued that uranium imported from Russia and several other former Soviet
republics was being dumped in the United States. Those and future imports were exposed to the risk
of high U.S. antidumping duties if Commerce issued an affirmative final dumping determination and
if the U.S. International Trade Commission (*ITC”) also determined that those imports were causing
or threatening material injury to the U.S. industry. The antidumping investigations of imports of
uranium from Russia, Kazakhstan, Kyrgyzstan, Tajikistan, Ukraine, and Uzbekistan were suspended
as aresult of suspension agreements between Commerce and the respective governments which
limited imports of al forms of uranium, including enriched uranium.

In January 1999, the antidumping duty investigation of uranium from Kazakhstan was reinitiated
as aresult of the Government of Kazakhstan’s unilateral termination of the suspension agreement
covering imports of uranium from Kazakhstan. In June 1999, Commerce issued its final
determination, which concluded that imports of uranium from Kazakhstan were likely to be sold at
less than fair value in the United States. In July 1999, the ITC determined that imports of uranium
from Kazakhstan had not materially injured, nor did they threaten to injure the domestic uranium
industry. Asaresult, no restrictions or duties are being imposed on uranium imports from
Kazakhstan and the antidumping duty investigation of uranium from Kazakhstan has been
terminated. USEC has appealed the ITC determination. 1n addition, USEC hasfiled a request with
Commerce that it clarify that the stockpile of enriched uranium product located in Kazakhstan at the
time of the dissolution of the Soviet Union is of Russian origin and thus, falls under the Russian
suspension agreement. This stockpileis believed to be over 2.0 million SWU that may present a
new source of competition to USEC. If Commerce decides that this enriched uranium is not subject
to the Russian suspension agreement, it could be sold in the U.S. market, which could depress
market prices further, adversely impacting USEC' s profitability.

The suspension agreements with Tgjikistan and Ukraine have been terminated, and imports of
uranium from Ukraine are currently subject to antidumping duties. The suspension agreements with
Russia and Uzbekistan remain in force until March 31, 2004 and October 12, 2004, respectively,
unless terminated earlier, such as through the "sunset” review process described below or by a
request for termination by one of the governmental signatories. The suspension agreement with
Kyrgyzstan remains in force through October 15, 2002 unless terminated earlier.

The "sunset” review of the uranium suspension agreements with Kyrgyzstan, Russia and
Uzbekistan and the antidumping order of imports of uranium from Ukraine commenced on August
2,1999. Commerce initiated the "sunset” review process which requires (1) Commerce to determine



whether termination of a suspension agreement or revocation of an antidumping order is likely to
lead to a continuation or recurrence of dumping, and (2) the ITC to determine whether such
termination or revocation islikely to lead to a continuation or recurrence of material injury to the
relevant U.S. industry. If either Commerce or the ITC do not make the requisite determinations with
respect to a suspension agreement or antidumping order limiting imports of uranium from a
particular country, the agreement will be terminated or the order will be revoked, and uranium from
that country could be imported without trade restrictions. If restrictions on imports of uranium are
revoked as aresult of this"sunset”" review process, USEC would face significantly increased
competition and market prices could be further depressed, adversely impacting profitability.

Certain Arrangements Involving the U.S. Government

Pursuant to an agreement with the United States Treasury Department, USEC has committed to
continue operation of the plants until at least January 2005, subject to limited exceptions, including:
. events beyond the reasonable control of USEC, such as natural disasters;

a decrease in annual worldwide demand to less than 28 million SWU,;

adeclinein the average price for all SWU under USEC’ s long-term firm contractsto less
than $80 per SWU (in 1998 dollars);

adecline in the operating margin to below 10% in a consecutive twelve-month period;

adeclinein theinterest coverage ratio to below 2.5x in a consecutive twelve-month period;
or

if the long-term corporate credit rating of USEC is, or is reasonably expected in the next
twelve months to be, downgraded below an investment grade rating.

None of the exceptions to USEC’ s obligation to operate the plants has occurred. Based on
information known, USEC does not anticipate that the average SWU price under its long-term firm
contractsislikely to fall below $80 per SWU (in 1998 dollars) in the near future.

In addition, USEC committed:
to the extent commercially practicable, to take steps reasonably calculated in good faith to
ensure that workforce reductions at the plants through fiscal 2000 are conducted in a
manner consistent with USEC’ s strategic plan and do not exceed 500 employees; and
to the extent commercially practicable, in each of fiscal years 1999 and 2000, to seek to
achieve such workforce reductions through a program of voluntary separation before
instituting a program of involuntary separation.

In connection with the privatization of USEC, the U.S. Government established an enrichment
oversight committee to monitor and coordinate the U.S. interests relating to USEC’ s businessin
furtherance of:

the full implementation of the government-to-government agreement relating to the
disposition of Russian highly enriched uranium;

the application of statutory, regulatory and contractual restrictions on foreign ownership,
control or influence of USEC;

the development and implementation of U.S. Government policy regarding uranium
enrichment and related technologies, processes and data; and

the collection and dissemination of information within the U.S. Government relevant to the
foregoing objectives.
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In June 1998, USEC entered into a memorandum of agreement with DOE which establishes
annual and quarterly reporting requirements for USEC in support of the oversight committee's
pUrpoSes.

USEC is a party to other arrangements with the U.S. Government, including the Executive Agent
MOA, the Lease Agreement (defined below) and the Electricity MOA.

Employees

As of June 30, 1999, USEC had 3,960 employees including 3,790 at the plants (2,100 at
Portsmouth and 1,690 at Paducah) and 170 at headquartersin Bethesda, Maryland. At the plants,
3,300 employees are involved in enrichment operations and construction activities, and the
remainder are involved primarily in DOE-funded activities. Two labor unions represent 48% of the
employees at the plants.

Item 2. Properties

The Paducah and Portsmouth plants are among the largest industrial facilitiesin the world. The
process buildings at the two plants have atotal floor area of 330 acres and a ground coverage of 167
acres. Although the plants must be continuously operated, the plants are designed so that groups of
equipment can be taken off line with little or no interruption in the process.

The Paducah plant is located in McCracken County in western Kentucky, consists of four process
buildings, and has been in continuous operation since September 1952. The Paducah plant has been
certified by the NRC to produce low enriched uranium up to 2.75% U?* and has a design capacity of
11.3 million SWU per year. Uranium enriched at the Paducah plant is shipped to the Portsmouth
plant for further enrichment.

The Portsmouth plant is located in Pike County in south central Ohio, consists of three process
buildings, and has been in continuous operation since 1956. The plant has been certified by the
NRC to produce low enriched uranium to a maximum of 10% U** and has a design capacity of 7.4
million SWU per year.

The plants are operated at levels significantly below design capacity. As the volume of purchased
SWU under the Russian Contract has increased, USEC has operated the plants at significantly lower
production levels. In addition, production levels vary based on the cost and availability of electric
power.

USEC continuously upgrades the plants. In fiscal 1999, USEC spent $51.1 million for capital
expenditures, including $21.0 million for seismic upgrades at the Paducah plant.

USEC leases most, but not all, of the buildings and facilities at the plants from DOE pursuant to a
lease agreement dated as of July 1, 1993 (the “Lease Agreement”). At its sole option, USEC has the
right to extend the Lease Agreement indefinitely, with respect to either or both plants, for successive
renewal periods. In June 1997, USEC renewed the Lease Agreement for both plants for an
additional five-year term expiring on June 30, 2004. USEC may terminate the L ease Agreement,
with respect to one or both plants, by providing two years' prior notice to DOE. USEC may increase
or decrease the property under the Lease Agreement to meet its changing requirements. Within the
contiguous tracts, certain buildings, facilities and areas related to environmental restoration and
waste management have been retained by DOE and are not leased to USEC.
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Lease Agreement costs include a base rent representing DOE'’ s costs in administering the Lease
Agreement, including costs relating to administration of the electric power contracts and costs
relating to DOE’ s regulatory oversight of the plants. Costs under the Lease Agreement were $2.7
millionin fiscal 1999. At termination of the Lease Agreement, USEC may leave the property in “as
is’ condition, but must remove all waste generated by USEC, which is subject to off-site removal,
and must place the plants in a safe shutdown condition. DOE isresponsible for the costs of
decontamination and decommissioning of the plants. If removal of any of USEC’s capital
improvements increases DOE’ s decontamination and decommissioning costs, USEC isrequired to
pay such increases. Titleto capital improvements not removed by USEC will automatically be
transferred to DOE at the end of the Lease Agreement term.

Under the Lease Agreement, DOE is required to indemnify USEC for costs and expenses related
to claims asserted against or incurred by USEC arising out of DOE’ s operation, occupation or use of
the plants. DOE activities at the plants are focused primarily on environmental restoration and waste
management and management of depleted uranium. DOE isrequired to indemnify USEC against
claimsfor public liability (i) arising out of or in connection with activities under the Lease
Agreement, including domestic transportation and (ii) arising out of or resulting from a nuclear
incident or precautionary evacuation. DOE’s obligations are capped at the $9.4 billion statutory
limit set forth in the Price-Anderson Act for each nuclear incident or precautionary evacuation
occurring inside the United States.

In addition to the plants, USEC leases its corporate headquarters office space in Bethesda,
Maryland, under alease expiring November 2008. USEC also |leases office space in the District of
Columbia.

Item 3. Legal Proceedings

USEC is subject to various legal proceedings and claims, either asserted or unasserted, which
arise in the ordinary course of business. While the outcome of these claims cannot be predicted with
certainty, management does not believe that the outcome of any of these legal matters will have a
material adverse effect on USEC’ s results of operations or financial position.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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Executive Officers

Executive officers at June 30, 1999, are as follows:

Age at
Name June 30, 1999 Position

William H. Timbers, Jr. 49 President and Chief
Executive Officer

George P. Rifakes 65 Senior Executive Vice
President

James H. Miller 50 Executive Vice President

Jeffry E. Sterba 44 Executive Vice President

Robert J. Moore 42 Senior Vice President and
General Counsel

Henry Z Shelton, Jr. 55 Senior Vice President and
Chief Financial Officer

James N. Adkins, Jr. 63 Vice President, Production

J. William Bennett 52 Vice President, Advanced
Technology

William J. Bruttaniti 50 Vice President and Chief
Information Officer

Gary G. Ellsworth 51 Vice President, Government
Relations

Richard O. Kingdon 44 Vice President, Strategic
Analysis

Philip G. Sewell 53 Vice President, Corporate
Development and
International Trade

Darryl A. Simon 42 Vice President, Human
Resources and Administration

Robert Van Namen 38 Vice President, Marketing
and Sales

CharlesB. Yulish 62 Vice President, Corporate

Communications
Officers serve at the pleasure of the Board of Directors.

William H. Timbers, Jr. has been President and Chief Executive Officer of USEC since 1994.
He was appointed USEC Transition Manager in March 1993 by President Clinton. Prior to this
appointment, Mr. Timbers was President of The Timbers Corporation, an investment banking firm
based in Stamford, Connecticut, from 1991 to 1993. Before that, he was a Managing Director of the
investment banking firm of Smith Barney, Harris & Co, Inc. in New Y ork and San Francisco.
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George P. Rifakes is the Senior Executive Vice President of USEC. Since 1993 he served as
Executive Vice President, Operations. Prior to joining USEC, Mr. Rifakes was Vice President of
Commonwealth Edison Company in Chicago, Illinois, where he was employed since 1957 with
responsibilities in corporate planning, purchasing, fuel, economic anaysis, and least-cost planning
and marketing. He also served as President of the Cotter Corporation, a wholly-owned uranium
subsidiary of Commonwealth Edison, from 1976 to 1992.

James H. Miller has been Vice President, Production of USEC since September 1995 and
Executive Vice President since January 1999. Before joining USEC, Mr. Miller was President of
ABB Environmental Systems, Inc. From 1993 t01994, he served as President of U.C. Operating
Services, ajoint venture subsidiary of Louisville Gas & Electric and Baltimore Gas & Electric
Company. From 1986 to 1993, he worked for ABB Resource Recovery Systems, serving as
President from 1990 to 1993.

Jeffry E. Sterba joined USEC as Executive Vice President in January 1999. Prior to this
appointment, Mr. Sterba spent 21 years at Public Service Company of New Mexico, most recently
serving as Executive Vice President and Chief Operating Officer.

Robert J. Moore has been Senior Vice President and General Counsel of USEC since January
1999; Vice President and General Counsel since 1994; and General Counsel and Secretary since
1993. Mr. Moore was appointed to senior legal and policy positions, serving as Director of the
California Governor's Office in Washington, D.C. and as General Counsel to two Presidential and
Congressional Commissions.

Henry Z Shelton, Jr. has been Senior Vice President and Chief Financial Officer of USEC since
January 1998. From 1993 to 1998, he served as Vice President, Finance and Chief Financial Officer.
From 1989 to 1993, Mr. Shelton served as a Board member and Vice President, Finance for Sun
International Exploration and Production Company, a subsidiary of the Sun Company, Inc.,
headquartered in London, England. Previoudly, Mr. Shelton worked for the Sun Company
organization for 23 years.

James N. Adkins, Jr. was appointed Vice President, Production of USEC in January 1999. From
1994 to 1999, he was Manager, Production Support. Before joining USEC, Mr. Adkins was a
Division Vice President and General Manager at Halliburton NUS Corporation from 1989 to 1994.
Prior to joining the private sector, Mr. Adkins completed 29 years of service in the United States
Navy, attaining the rank of captain. Asanuclear submarine officer, he commanded a nuclear
ballistic missile submarine and submarine squadron in Holy Loch, Scotland.

J. William Bennett has been Vice President, Advanced Technology of USEC since 1994. From
1993 to 1994 he served as Vice President, Production of USEC. Immediately before joining USEC,
he served as Director of DOE's Office of Uranium Enrichment Operations. Prior to that, he was
Director of DOE's Office of Light Water Reactor Technology. Mr. Bennett has served in the U.S.
Government for 30 years in various positions of increasing responsibility.

William J. Bruttaniti joined USEC as Vice President and Chief Information Officer in October
1998. Prior to this appointment, Mr. Bruttaniti spent more than two years as a senior manager with
KPMG Peat Marwick LLP, most recently serving as interim Chief Information Officer for USEC on
aconsultancy basis. From 1991 to 1996, Mr. Bruttaniti served as the Chief Information Officer for
U.S. Industries, a consumer products manufacturer.
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Gary G. Ellsworth joined USEC as Vice President, Government Relations in January 1999. Prior
to this appointment, Mr. Ellsworth spent 21 years on Capitol Hill, most recently serving as Chief
Counsdl, U.S. Senate Committee on Energy and Natural Resources.

Richard O. Kingdon has been Vice President, Strategic Analysis of USEC since January 1999.
Prior to this, he served as Vice President, Marketing and Sales of USEC since 1993. Prior to joining
USEC, Mr. Kingdon was Director, Strategic Planning, at Otis Elevator Company, a division of the
United Technologies Corporation. From1990 to 1993, he was Director, Sales and Marketing, for the
Otis United Kingdom operation. Prior to 1990, Mr. Kingdon was a Manager in the consulting firm of
Bain & Company.

Philip G. Sewell has been Vice President, Corporate Development and International Trade of
USEC since April 1998, and Vice President, Corporate Development of USEC since 1993. From
1987 to 1993, Mr. Sewell served as Deputy Assistant Secretary of DOE and was responsible for the
overall management of the uranium enrichment program. Mr. Sewell served in the U.S. Government
for 28 yearsin various positions of increasing responsibility.

Darryl A. Simon joined USEC as Vice President, Human Resources and Administration in
August 1997. Prior to this appointment, Mr. Simon spent seven years with Manor Care Health
Services based in Gaithersburg, Maryland, most recently serving as Vice President, Human
Resources Planning and L eadership Development. Prior to Manor Care, he held human resources
management assignments of increasing responsibility within various industries and organizations.

Robert Van Namen joined USEC as Vice President, Marketing and Sales in January 1999. Prior
to this appointment, Mr. Van Namen spent 14 years with Duke Power Company, most recently
serving as Manager of the Nuclear Fuel Management Section.

Charles B. Y ulish has been Vice President, Corporate Communications of USEC since 1995.
Immediately before joining USEC, Mr. Y ulish was Executive Vice President and Managing Director
of E. Bruce Harrison Co. Prior to joining E. Bruce Harrison Co. in 1993, he served as partner of
Holt, Ross and Y ulish. Both companies are energy and environmental public relations firms.
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PART I
Item 5. Market for Common Stock and Related Shareholder Matters

USEC’ s common stock has been publicly traded on the New Y ork Stock Exchange under the
symbol “USU” since July 23, 1998. The high and low sales prices and cash dividends paid follow:

High Low Cash Dividends Paid
July 23 to September 30, 1998......... $16.31  $13.00 $ -
October 1 to December 31, 1998..... 15.75 13.19 275
January 1 to March 31, 1999............ 15.19 13.00 275

April 1to June 30, 1999................... 14.88 9.88 275

There are 250 million shares of common stock and 25 million shares of preferred stock
authorized. At June 30, 1999, there were 99,176,000 shares of common stock issued and
outstanding. No preferred shares have been issued. There were approximately 39,000 beneficial
holders of common stock as of June 30, 1999.

USEC pays quarterly cash dividends on outstanding shares of common stock at an annual rate of
$1.10 per share. The quarterly dividend of $.275 per share was paid in December 1998, March 1999
and June 1999. The declaration of dividends is subject to the discretion of the Board of Directors
and depends, among other things, on the results of operations, financial condition, cash
requirements, any restrictions imposed by financing arrangements and any other factors deemed
relevant by the Board of Directors at that time.

In June 1999, the Board of Directors approved a share repurchase program of up to 10.0 million
shares of common stock over 24 months. The repurchase is being funded through internal cash flow,
augmented by short-term borrowings as needed. The Board action authorizes the purchase of shares
from time to time on the open market or through privately negotiated transactions. In fiscal 1999,
repurchases of common stock amounted to $14.8 million.

USEC's Certificate of Incorporation (the “Charter”) sets forth certain restrictions on foreign
ownership of securities, including a provision prohibiting foreign persons (as defined in the Charter)
from collectively having beneficial ownership of more than 10% of the voting securities. The
Charter also contains certain enforcement mechanisms with respect to the foreign ownership
restrictions, including suspension of voting rights, redemption of such shares and/or the refusal to
recognize the transfer of shares on the record books of USEC.

USEC entered into an agreement with the U.S. Treasury Department, pursuant to which USEC
made the following commitments, among others:
to abide by the Privatization Act provisions, including the provision which prohibits any
person from acquiring more than 10% of the outstanding voting stock for a three-year
period after the IPO Date; and
not to sell or transfer all or substantialy all of the uranium enrichment assets or operations of
USEC during the three-year period after the PO Date.
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Item 6. Selected Financial Data

The following selected financial data should be read in conjunction with the Consolidated

Financial Statements and related notes thereto, and Management's Discussion and Analysis of
Financial Condition and Results of Operations. Selected financial data as of and for each of the fiscal

yearsin the five-year period ended June 30, 1999, have been derived from the Consolidated
Financial Statements which have been audited by Arthur Andersen LLP, independent public

accountants.

Years Ended June 30,

1995 1996 1997 1998 1999
(millions, except per share data)

Statement of Income Data
Revenue

0] 09=S oS $1,001.9 $ 9016 $ 9508 $ 8962 $ 947.6

N - TSR 485.5 441.3 487.5 442.8 455.2

Europe and other .........cccccvvvveeviincecec e, 123.3 69.9 139.5 82.2 125.8

16107 14128 15778 14212 15286

COSt Of SAES....eveeeieeeeeeiee e 1,088.1 9730 11623 10621 1,182.0
GroSS Profit...ccecccicceceere e 522.6 439.8 4155 359.1 346.6
Specia charges:

Suspension of development of AVLIStechnology .... - - - - 34.7 (1)

Workforce reductions and privatization costs............ - - - 466(2) -
Project development COSES.......cvvvrvviiininiere e 49.0 103.6 141.5 136.7 106.4
Selling, general and administrative...........cccocevveeeevenienee. 27.6 36.0 31.8 34.7 40.3
Operating iINCOME ......cceeveiereeeere e 446.0 300.2 242.2 141.1 165.2
INEErESt EXPENSE.....cvi it - - - - 325 (3)
Other (income) expense, NEL.......cccccvveeceereveseeeese e (1.5) (3.9 (7.9 (5.2 (16.8)
Income before inComMe taxes.......cccvvvvveeceeseveseecesenens 4475 304.1 250.1 146.3 149.5
Provision (benefit) for income taxes............ccoovvveeerinnnens - - - - (2.9 (4)
NELINCOME......ectieeeeiecie e nne s $ 4475 $3041 $250.1 $1463 $1524
Net income per share-basic and diluted........................... $1.52
Dividends per Share..........cocceeeeeeieicceeeeeeee e $.825
Average number of shares outstanding...........cc.cceeevvennene 99.9

(1) Specia charges of $34.7 million ($22.7 million or $.23 per share after tax) in fiscal 1999 are for contract
terminations, shutdown activities costs and employee severance and benefit arrangements related to the
suspension of development of the AVLIS enrichment technology. Since all project development costs were

charged to expense, there was no asset write-off.

(2) Specia charges of $46.6 million in fiscal 1998 are for costs related to the privatization and certain severance
and transition benefits in connection with workforce reductions at the production plants.

(3) Prior to the IPO Date, USEC had no debt.

(4) USEC became subject to federal, state and local income taxes at the IPO Date. The provision for
income taxes in fiscal 1999 includes a specia income tax benefit of $54.5 million ($.54 per share) for deferred
income tax benefits that arise from the transition to taxable status. Excluding the special tax benefit, the
provision for income taxes was $51.6 million in fiscal 1999 and reflects an effective tax rate of 34.5%.
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As of June 30,

1996 1997
(millions)

$1,1250 $1,261.0

$ 5868 $ 5738

150.3 1315
15.7 124
199.7 103.6

1998 1999

$1,1778 (1) $ 86.6

$ 687.0 $ 6488

184.5 160.1
24.8 22.8
561.0 5744

$ 9525 $ 8213

1995
Balance Sheet Data
Cash and cash equIiVAleNtS........cccooeeveeeeeeieeeinnns $1,227.0
Inventories:
Current assets:
Separative Work Units.........ccceeeveeevevennne. $ 5177
Uranium (2) ....cceeceveveveeiene e 165.5
Materials and SUPPlIES......ccevvvrereeriennnne 19.8
LoNg-term assetS.......ccoovveveeeneseneereee e 115.5
INVENLOTTES, NEL ...t $ 8185
TOtAl BSSEES ..ttt ettt e s $3,216.8
Short-term debt.......ocveeveeeiiee e, -
Long-term debt ........cccovvvevvivveeec e, -
Other [iabilitieS.....ccveeiee e 383.2
Stockholders equity ......cccvvevveeceereveceeeese e 1,937.5

$3,356.0 $3,456.6

427.4 451.8
21216 20913

$1,457.3 $1,406.1

$3471.3  $2,360.2
- 50.0

- 500.0
503.3(3)  195.0
24205(1) 1,135.4

(1) Anexit dividend of $1,709.4 million was paid to the U.S. Treasury at the |PO Date.

(2) Excludes uranium provided by and owed to customers.

(3) Other liahilitiesinclude accrued liahilities for the disposition of depleted uranium. Pursuant to the Privatization

Act, depleted uranium generated by USEC through the IPO Date was transferred to DOE, and the accrued
ligbility of $373.8 million at the IPO Date was transferred to stockholders' equity.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of
Operations

The following discussion should be read in conjunction with, and is qualified in its entirety by
reference to, the Consolidated Financial Statements and related notes appearing elsewhere in this
report.

Overview

USEC, aglobal energy company, is the world leader in the sale of uranium fuel enrichment
services for commercia nuclear power plants, with approximately 73% of the North American
market and approximately 35% of the world market. Uranium enrichment isacritical step in
transforming uranium into fuel for nuclear reactors to produce electricity. Based on customers
estimates of their requirements and certain other assumptions, including estimates of inflation rates,
at June 30, 1999, USEC had long-term requirements contracts with utilities to provide uranium
enrichment services aggregating $6.5 billion through fiscal 2010 (including $3.3 billion through
fiscal 2002) compared with $6.9 billion at June 30, 1998.

Agreements with electric utilities are generally long-term requirements contracts under which
customers are obligated to purchase a specified percentage of their requirements for uranium
enrichment services. Customers, however, are not obligated to make purchases or payments if they
do not have any requirements. Thereisatrend for contracts with shorter terms that is expected to
continue, with the newer contracts generally containing termsin the range of 3to 7 years.

Revenue and operating results can fluctuate significantly from quarter to quarter, and in some
cases, year to year. Customer requirements are determined by refueling schedules for nuclear
reactors, which generally range from 12 to 18 months (or in some cases up to 24 months), and arein
turn affected by, among other things, the seasonal nature of electricity demand, reactor maintenance,
and reactors beginning or terminating operations. Utilities typically schedule the shutdown of their
reactors for refueling to coincide with the low electricity demand periods of spring and fall. Thus,
some reactors are scheduled for fall refueling, spring refueling or for 18-month cycles alternating
between both seasons. In addition, USEC provides customers from 10 to 30 days to take delivery of
ordered product. The timing of larger orders for initial core requirements for new nuclear reactors
also can affect operating results.

USEC is the Executive Agent of the U.S. Government under a government-to-government
agreement to purchase the SWU component of enriched uranium recovered from dismantled nuclear
weapons from the former Soviet Union for use in commercial electricity production. Global market
prices for SWU have declined below the price being paid for SWU under the Russian Contract.
USEC has begun negotiations to align the Russian Contract with market pricing realities. Cost of
sales has been, and will continue to be, adversely affected by amounts paid to purchase SWU under
the Russian Contract; since the volume of Russian SWU purchases has increased, USEC has
operated the plants at lower production levels resulting in higher unit production costs.

Revenue
Substantially all of USEC's revenue is derived from the sale of uranium enrichment services,
denominated in SWU. Although customers may buy enriched uranium product without having to

supply uranium, a significant portion of USEC's contracts are for enriching uranium provided by
customers. Because orders for enrichment to refuel customer reactors (1) occur oncein 12, 18 or 24
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months and (2) are large in amount averaging $14.0 million per order, the percentage of revenue
attributable to any customer or group of customers from a particular geographic region can vary
significantly quarter-by-quarter or year-by-year. However, customer requirements and orders over
the longer term are more predictable. USEC estimates that about two-thirds of the nuclear reactors
under contract operate on refueling cycles of 18 months or less, and the remaining one-third operate
on refueling cycles greater than 18 months.

Recent industry and global economic developments have intensified the effects of production
over-capacity and continuing lower prices for SWU. These developments include:
the adverse impact of the strengthening U.S. dollar;
recent decisions by certain European utilities to liquidate strategic SWU inventories;
termination of the Kazakhstan suspension agreement; and
heightened price competition among uranium enrichment suppliers.
In addition to excess production capacity, certain suppliers have announced technology-driven plans
to expand capacities.

USEC'sfinancial performance over time can be significantly affected by changes in the market
price for SWU. Asolder customer contracts expire, USEC’ s backlog becomes more heavily
weighted with newer contracts having lower prices. Asaresult, average SWU prices have been
declining.

USEC anticipates the trend toward lower prices and shorter contract terms will continue, due to
increased competition among uranium enrichment suppliers for new SWU commitments. Asaresult
of these market dynamics