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GAO United States 
General Accounting Of’f’ice 
Washington, D.C. 20548 
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Management Division 
B-220995 

May 7,1986 

The Honorable John S. Herrington 
The Secretary of Energy 

Dear Mr. Secretary: 

This report presents our opinion on the financial statements of the U.S. 
Department of Energy’s (DOE'S) Uranium Enrichment Activity (LJEA) for 
the year ended September 30,1984. UEA enriches uranium hexafluoride 
in the isotope U-235 for commercial power reactor operators and for 
government program users. 

Our report emphasizes four matters. One, UEA’S operations have been 
substantially restructured due to changing economic conditions resulting 
in UFX decisions, announced June 5, 1985, to cancel the gas centrifuge 
enrichment project and to put the Oak Ridge, Tennessee, gaseous diffu- 
sion plant on standby. These decisions will result in an estimated cost to 
the government of approximately $4.9 billion, of which $1.2 billion was 
recorded in 1984. Two, the decision to write off the $1.2 billion for 
pricing purposes violates the cost recovery provisions of the Atomic 
Energy Act. Three, subsequent to year-end, a suit was filed challenging 
the validity of IJEA’S utility service contracts. A U.S. District Court has 
since determined the contracts to be void because they were not consis- 
tent with DOE’s enrichment services criteria and were not submitted to 
the Congress for the required comment period. Four, no provision has 
been made for decommissioning and decontamination of gaseous diffu- 
sion plants and the ultimate disposal of low-level radioactive waste. 

This report contains our report on UEA'S system of internal accounting 
controls and our report on UEA'S compliance with laws and regulations. 
The compliance report discloses IJEX’s noncompliance with the Atomic 
Energy Act’s provision requiring cost recovery and UEA'S noncompliance 
with other statutory principles regarding its new utility services con- 
tract with its customers. 

We also present in this report, as supplementary information, schedules 
reconciling WE'S published pricing statements to the financial state- 
ments in this report prepared under generally accepted accounting 
principles. 

The Comptroller General has the authority to audit UFA's financial 
transactions in accordance with 31 U.S.C. 3523. We conducted our 
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examination in accordance with generally accepted government auditing 
standards. 

We are sending copies of this report to the Director of the Office of Man- 
agement and Budget; the Senate Committee on Energy and Natural 
Resources; the House Committee on Energy and Commerce; the Senate 
Committee on Governmental Affairs; the House Committee on Govern-, 
ment Operations; the Subcommittee on Energy and Water Development, 
Senate Committee on Appropriations; the Subcomittee on Energy and 
Water Development, House Committee on Appropriations; and the 
Department of Energy’s Office of Inspector General. 

Sincerely yours, 

Frederick D. Wolf 
Director 
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GAO Uuited States 
General Accounting Office 
Washington, IX. 20648 

Accounting and Financial 
Mauagement8 Division 
IS-220996 

To the Secretary 
1J.S. Department of Energy 

We have examined the balance sheet of the lJ.S. Department of Energy’s 
(IX)E’S) 1Jranium Enrichment Activity (IJEA) as of September 30, 1984, 
and the related statements of operations, changes in government equity, 
and cha.nges in financial position for the year then ended. Our examina- 
tion was made in accordance with generally accepted government 
auditing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 

IJEA is part of DOE and does not exist as a separate, legal entity, as more 
fully described in note IA. For financial reporting purposes, the entity is 
defined as those activities which provide uranium enriching services to 
its customers. IJEA prepares its financial statements by extracting and 
adjusting ukx-related accounts from the financial records of DOE and its 
contractors. Material UFA transactions with DOE are described in note 1B. 

IJEA'S operations have been substantially restructured as a result of 
changing economic conditions. In 1984 and the preceding several years, 
the three UEA gaseous diffusion plants operated at approximately 40 
percent of their production capacity. This situation existed because of 
an erosion of UEA'S share of the uranium enrichment market due to com- 
petition from other suppliers at lower prices, ample worldwide invento- 
ries of enriched uranium, and lower prospects for growth in the nuclear 
power industry. These factors culminated in decisions, announced on 
June 5, 1985, to cancel the gas centrifuge enrichment project under con- 
struction and put the gaseous diffusion plant at Oak Ridge, Tennessee, * 
on standby, as discussed in note 7B. These decisions will reduce govern- 
ment equity by approximately $4.9 billion in write-offs according to DOE 
management. In the 1984 financial statements, $1.2 billion of this 
amount was recognized as discussed in note 4. The remaining $3.7 billion 
will be recognized in the 1986 statements. UEA does not plan to recover 
the assets written off through its pricing formula. In our legal opinion of 
December 27, 1984, we determined that excluding the $1.2 billion for 
pricing purposes violated the current cost recovery provisions of the 
Atomic Energy Act. In a future opinion, we will address the legality of 
writing off the additional assets for pricing purposes. 

Page 6 GAO/AFMD-fW-19 DOE Uranium Enrichment Activity 



---._-. -----_-l.-._.- --.- - ----. -__--_---____-~ .-. 
B-220995 

In December 1984, a suit was filed challenging the validity of WA'S new 
utility service contracts with customers for enrichment services, as dis- 
cussed in note 6D. On September 19, 1985, the IJ.S. District Court issued 
a determination tha.t the utility service contracts are void because the 
contracts were not consistent with DOE’S enrichment service criteria and 
DOE did not submit any necessary changes for the statutorily-required 
45-day notification period to the appropriate congressional oversight 
committees. The IJ.S. Department of Justice, on behalf of UEA, filed a 
notice of appeal on September 25,1985. UEA management believes, and 
we concur, that resolution of the matter will not have a material effect 
on the September 30, 1984, financial statements. 

The costs and extent of decommissioning the gaseous diffusion facilities 
at time of final shutdown and how the costs might be shared between 
IJEA and others are uncertain at this time according to UEA management, 
as explained in note 6C. Also, UEA stores large quantities of low-level 
radioactive waste in durable containerswhich are presently maintained 
and guarded at a minimal cost, as explained in note 6C. IJEA management 
believes that this cost-effective method will be used well into the future. 
No provision has been made in the financial statements for future costs 
to be incurred for decommissioning and decontamination and the ulti- 
mate disposal of waste. 

Prior to the year ended September 30,1984, UEA had prepared its finan- 
cial statements in accordance with no&established criteria, assumptions, 
and instructions. For the year ended September 30, 1984, IJEA revised its 
already issued financial statements to be in conformity with generally 
accepted accounting principles. Although adjustments have been made 
to cumulative results of operations as of the beginning of the year, it 
was not practicable to determine what adjustments would be necessary 
in the financial statements of the preceding year to restate results of 
operations and changes in financial position in conformity with the 
accounting principles used in the current year. 

In our opinion, the financial statements referred to above present fairly 
the financial position of M)E’S Uranium Enrichment Activity as of Sep- 
tember 30, 1984, and the results of its operations and the changes in its 
financial position for the year then ended, in conformity with generally 
accepted accounting principles. As discussed above, the footnotes to the 
financial statements discuss several substantive issues which are 
unresolved and which will or could materially affect IJEA'S financial 
position in subsequent periods. 
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Our examination was made for the purpose of forming an opinion on the 
basic financial statements taken as a whole. The schedules reconciling 
DOE’s published pricing statements to the financial statements in this 
report prepared under generally accepted accounting principles is pre- 
sented for purposes of additional analysis and is not a required part of 
the basic financial statements. Such information has been subjected to 
the auditing procedures applied in the examination of the basic financial 
statements and, in our opinion, is fairly stated in all material respects in 
relation to the financial statements as a whole. 

Frederick D. Wolf 
Director 

June 28,1985, 
except as to note 6D, 
as to which the date is 
September 26, 1985 
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Report on Internal Accounting Controls 

We have examined the financial statements of the 17,s. Department of 
Hncrgy’s Uranium Enrichment Activity for the year ended Sep- 
tember 30, 19134, and have issued our opinion thereon. As part of our 
examination, we made a study and evaluation of the system of internal 
accounting controls to the extent we considered necessary to evaluate 
the system as required by generally accepted government auditing stan- 
dards. For the purpose of this report, we have classified the significant, 
internal accounting controls in the following categories: 

. conversion, 

. expenditures, 
* financial reporting, 
l fixed assets, 
+ payroll, 
. revenue, and 
l treasury. 

Our study included all of the control categories listed above. However, 
we did not evaluate the accounting controls over the financial reporting, 
fixed assets, payroll, and treasury categories because it was more effi- 
cient to expand substantive audit tests. The purpose of our study and 
evaluation was to determine the nature, timing, and extent of the 
auditing procedures necessary for expressing an opinion on IJEA’S finan- 
cial statements. Our study and evaluation was more limited than would 
be necessary to express an opinion on the system of internal accounting 
controls taken as a whole or on any of the categories of controls identi- 
fied above. 

The management of IJEA is responsible for establishing and maintaining 
a system of internal accounting controls. In fulfilling this responsibility, 
estimates and judgments by management are required to assess the b 

expected benefits and related costs of control procedures. The objectives 
of a system are to provide management with reasonable, but not abso- 
lute, assurance that (1) assets are safeguarded against loss from unau- 
thorized use or disposition and (2) transactions are executed in 
accordance with management’s authorization and recorded properly to 
permit the preparation of financial statements in accordance with gener- 
ally accepted accounting principles. Because of inherent limitations in 
any system of internal accounting controls, errors or irregularities may 
nevertheless occur and not be detected. Also, projection of any evalua- 
tion of the system to future periods is subject to the risk that procedures 
may become inadequate because of changes in conditions or that the 
degree of compliance with procedures may deteriorate. 
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Report cm Internal Accounting Ckmtrols 

Our study and evaluation was made for the limited purpose described in 
the first paragraph and would not necessarily disclose all material 
weaknesses in the system. Accordingly, we do not express an opinion on 
IJEA’S system of internal accounting controls taken as a whole or on any 
of the categories of controls identified in the first paragraph. However, 
our study and evaluation disclosed no condition that we believed to be a 
material weakness. 
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Report on Compliance With Laws 
and Regulations 

We have examined the financial statements of the IJS. Department of 
Energy’s Uranium Enrichment Activity for the year ended Sep- 
tember 30, 1984, and have issued our opinion thereon. Our examination 
was made in accordance with generally accepted government auditing 
standards and, accordingly, included such tests of the accounting 
records and such other auditing procedures, including tests of compli- 
ance with laws and regulations, as we considered necessary in the 
circumstances. 

In our opinion, DOE did not comply with the terms and provisions of laws 
and regulations for the transactions tested. As discussed more fully in 
our legal opinion to the Chairman of the Subcommittee on Energy Con- 
servation and Power, House Committee on Energy and Commerce 
(R-207463, December 27, 1984), DOE did not comply with the Atomic 
Energy Act of 1954, as amended (42 USC. 2201 (v)) requiring IJEA to 
recover the cost of its operations when setting prices to be charged to its 
customers. Specifically, UEA wrote off $1.2 billion of undepreciated 
plant and capital equipment without including these costs in its pricing 
formula. We also reported that DOE'S actions with regard to its new 
utility services contract were not in compliance with applicable statu- 
tory principles. UEA did not amend its pricing criteria as required by the 
Atomic Energy Act, as amended (42 USC. 2201 (v)). Consequently, UEA 
did not comply with the 45day notification to the appropriate congres- 
sional oversight committees as required by the Atomic Energy Act, as 
amended (42 USC. 2201 (v)), and did not comply with administrative 
procedures set forth in the Administrative Procedure Act, (6 U.S.C. 651 
& seq.) and the Department of Energy Organization Act (42 USC. 
7191). 

Further, because of those material instances of noncompliance noted in 
the preceding paragraph, we cannot, in our opinion, state that DOE was * 

in compliance with the terms and and provisions of laws and regulations 
for those transactions not tested. 

The conditions noted above were considered in determining the nature, 
timing, and extent of the audit tests applied in our examination and 
have been emphasized in our opinion on IJEA'S September 30, 1984, 
financial statements. 
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J?inanCid Statements 
-.-.--l_- ----. 

BalanceSheet 

Current Assets 

Cash: 
Funds in U.S. Treasury (note 1B) 
Cash with contractms 

$1,227,272 
730 $1,228,002 

Trade accounts receivable: 
Domestic 
Foreign 

16,367 
38,445 54,812 

Inventories (note 1C): 
Separative work 
Uranium 
Production stores and process spare parts (net 1 

2,090,975 
1,156,598 

47,912 3,295,485 

Prepayments and deposits 16,000 
meal current zmaeta 4,594,299 

Plantandequipanent 

Canpleted plant and equipment 
Less accumulated depreciation (note 1D) 
Less reserve for unrecoverable capital cost (note 4) 
Construction work in progress (note 7) 

I meal plantandequippent 

'Other assets 

4,181,909 
1,990,536 
1,172,646 1,018,727 

2,908,178 
3,926,905 

Uranium held for future use (note lC(2)) 
Long-term accounts receivable, danestic 

lbtalotherassets 

1,002,175 
13,314 1,015,489 

1,015,489 

!lbtalAssets $9,536,693 

September 30, 1984 
(dollars in thousands) 
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Pinancial Statemeut~ 
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I 

September 30, 1984 
(dollars in thousands) 

Liabilities and Cave rmwntEquity 

Current liabilities 

Accounts payable and accrued expenses 
Uranium provided by custcmers (note W(2)) 
Advances from customers (note 1E) 

Tbtal czurrent liabilities 

Other liabilities 

bong-term advances from customers (note IE) 130,852 
TMal liabilities 1,323,101 

Contingencies and ccmmitments (note 6) 

Gdvernment eguity 

Unexpended appropriations (note 1B) 1,227,272 
Invested capital (note 7) 7,596,930 
Cumulative results of operations (610,610) 

Tbtid govermen t -Pity 8,213,592 

lbtal Liabilities and Grrvr?nment Equity 

$ 114,229 
1,013,813 

64,207 

1,192,249 

$9,536,693 

The accompanying notes are an integral part of these statements. 
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Financial Statements 

Statement of Operations 

For the fiscal year ended 
September 30, 1984 

(dollars in thousands) 

Separative work (note lC(1)): 
Dxnestic $ 815,997 
Foreign 676,940 
Government 139,989 $1,632,926 

Uranium sales (note 1C (2)): 
Ibnestic 14,855 
Foreign 12,654 27,509 

Qoasr- 1,660,435 

Oost of sales 
Separative work (note lC(1)) 1,042,661 
Uranium (note lC(2)) 19,206 1,061,867 

Gt-ossmargin 598,568 

Wating Bcpenaes 
I?rocess development: 

Centrifuge 85,131 
Diffusion 16,616 
Advanced isotope separation 96,599 198,346 

Processing tails and storage 2,097 
Preparation of materials for shipment 3,892 
DOE administration 18,916 
Security investigations 3,679 
-unity support 2,075 
Engineering and planning studies 8,094 
Depreciation (note ID) 25,621 
Centrifuge support services 25,782 

I Loss on asset retirement from cascade 
improvement program (note 3) 1,926 

Cther 13,556 105,638 
Tbtal aperatingexpemies 303,984 
C&berating i.nrxx~ 294,504 

other- 
Interest: 

Advance payments (note IE) 27,334 
Government investment (note 2) 335,198 

has on unrecoverable capital investment (note 4) 1,200,000 1,562,532 

t+zt (-f=) ($1,267,9@) 

The ammpanying notes are an integral part of these statements. 

_ . _ ._ _ __ 

* 
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Financial Statement8 

Stateme,nt of Changes in Government Equity 

Government equity, September 30, 1983 $ 833,429 $7,060,126 $ 563,250 

Net (loss) (1,267,948) 

Net approprlatlons (note 1R) 

Interest on government Investment (note 21 

Cavernment transfers, net of collectlons: 

Separat Ive work 

393,843 78,596 

598,244 

94,088 

Uranium (note lC(2)) 

(94,088) 

(45,948) 

Government equity, September 30, 1984 $1,227,272 $7,596,930 
----------- ..------w--- ._---- ---_ -- _-_-------- 

$ (610,6101 
--------_--- __-__------- 

For the fiscal year ended September 30, 1984 

Cumulative 

Unexpended Invested results 

capital of operations 

- dollars in thousands - - - - 

The accompanylnq notes are an Integral part of these statements. 

Total 

ty equl 
- - - -) 

$8,456,805 

(1,267,948) 

472,439 

598,244 

(45,948) 

$8,213,592 
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Statement of Changes in Financial Position 

F’or the fiscal year ended 
September 30, 1984 

(dollars in thousands) 

I+fmomoes~iQd 
Net (lose) 

ndd t,xImm!s not reguiring 
working capital in the current period: 

Depreciation 
Interest accrued on advance payments 
Lms on disposition of assets 
Unputed interest 
Loss on unrecoverable capital 

investment 

($1,267,948) 

88,704 
27,334 
17,596 

335,198 

1,200,000 

Net appropriation 
Decrease in accounts receivable 

due after one year 
Decrease in uranium held 

for future use 
n>talresouroes~ided 

472,439 

8,912 

225 
882,460 

lamources~lied 
Additions to property, 

plant , and equipment 
t&crease in long-term advances 

from custaners 
Goverhment transfers of uranium 

lbtal fef.muroes applied 

571,201 

65,160 
45,948 

682,309 

Increase in Wrking Capital $200,151 

I IIlcrws (- ) inCcq3onent.s 

~ 1 
of bkxking Capital: 

Current assets 
Cash 
Trade amounts receivable 
Znventory 
Prepayments and deposits 

Current liabilities 
Accounts payable and accrued expenses 
Uranium provided by custolners 
Mvances frm custaaers 

Increase in Working Capital $200,151 

The accmnpanying notes are an integral part of these statements. 

$400,884 

$393,889 
(228,672) 
(18,226) 

(732) 

16,149 
1,364 

36,379 
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hlotala to Financial Statements 
,,,,,,,,, “, . . ” -. .___._. _ -“-.._ . . ~.“-- .__-.. _-.-.- 

1 .-A.- -_ Description of Entity and Significant Accounting Policies 

(UE:A)Ais part of the U.S. 
Description of Entity: Uranium Enrichment Activity 

Department of Energy (DOE) devoted to 
the enrichment of uranium hexafluoride in the isotope U-235 for 
commercial power reactor operators and for government program 
users and does not exist as a separate legal entity. For 
financial reporting pu.rposesl the entity is defined as those 
activities which provide enriching services to its customers. 
IJEA prepares its financial statements by extracting and 
adjusting USA-related accounts from the financial records of DOE 
and its contractors. 

UEA is authorized by section 161~ of the Atomic Energy 
Act of 1954, as amended, which requires the establishment of 
c r i t e r i. d setting forth the general terms and conditions 
applicable to the provision of uranium enrichment services. 
‘I’he:>e criteria have been established by DOE. The act requires 
UEA to recover the government’s costs over a reasonable period 
of time, which DOE has established to be the ensuing lo-year 
period. 

8. Related Parties: UEA sells separative work to other 
DOE programs at a price which is less than sales to commercial 
customers. The difference, representing depreciation and 
imputed interest, reduces UEA’s invested capital. For the year 
ended September 30, 1984, UEA recorded revenue of $140 million 
in separative work sold to other DOE programs and reduced UEA’s 
invested capital by $94 million. UEA also transferred 
$46 million of uranium from the DOE stockpile to other DOE 
programs. 

UEA receives annual congressional appropriations for 
I operating and capital expenses which are offset by UEA revenue 
, co1 lected. For the year ended September 30, 1984, unexpended 

appropriations increased by $394 million to $1,227 million, and 
invested capital increased by $79 million. 

The year-end fund balance in the U.S. Treasury, 
representing USA unpaid obligations and other unexpended 
appropriations, is reported on the UEA balance sheet as “Funds 
in U.S. Treasury, ’ 

c. Inventories: UEA inventories consist of the following: 

(1) Separative work units (SWUs) are a measure of the 
separation achieved in a uranium enrichment facility after 
separating a yiven quantity of uranium containing 0.71 percent 
U-235 (normal) into two components, one having a higher 
percentage of U-235 (enriched) and one having a lower percentage 
U-235 (depleted). 

*. .“. I I”*_ I . ..- I .-.- II “- -... -..--__._ -I_-._________. “l.l - 
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FinnncialStn~ments 

Customer-owned normal assay uranium is delivered to UEA 
enrichment facilities where it is processed (enriched). Unit 
costs of SW0 in inventory and cost of sales are determined based 
on average costs. The SWU quantities in inventory and sales are 
determined based on an identification of the SWU in individual 
product cylinders. The SWU content for a given quantity of 
enriched uranium varies depending on the waste assay (tails) 
being withdrawn at the time the SWU is produced. Increasing the 
tails assay decreases the SWU content and increases the amount 
of normal feed required. Decreasing the tails assay has the 
reverse effect. 

(2) Uranium consists of all government-owned and 
customer-supplied uranium at the gaseous diffusion plants. Some 
of it is included as a component of the preproduced enriched 
product. The government uranium is used to support the 
continuous feeding of the enrichment process and as supplemental 
feed. 

Government-owned uranium available to UEA from the DOE 
stockpile may be utilized to produce enriched uranium at tails 
assays higher than contracted for by the customer. The 
government-owned feed utilized in this manner is referred to as 
"supplemental feed." During FY 1984, 739 metric tons of uranium 
which had been utilized as supplemental feed in prior years' 
operations were sold to commercial customers, and revenues in 
the amount of $27 million were recorded. Related costs of $19 
million resulted in a net income from feed sales of $8 million. 
In addition, 1,767 metric tons of uranium with a cost of $46 
million were transferred to other government programs without 
reimbursement and are treated as a reduction in invested 
capital. 

One billion dollars worth of government-owned uranium 
at UEA facilities, in excess of current production needs but 
stockpiled for future use, is reported as an "other asset" on 
the UEA balance sheet. UEA's balance sheet also includes 
customer uranium supplied for enrichment valued at $1 billion as 
a current liability. UEA is committed to return equivalent 
material to its trade customers after enrichment services are 
performed. 

(3) Production stores and process spare parts consist of 
items normally required to operate and maintain a large 
industrial complex. Production stores are expensed as 
consumed. Process spare parts are those items which are unique, 
require long lead times for reorder, and are critical to the 
continuity of plant operations. A reserve for obsolescence is 
established, and the costs of these items are charged to 
operations over a period representing the useful life of the 
process. 

D. Depreciation: Depreciation expense is calculated on a 
straight-line basis in accordance with established standard 
service lives. The service life of buildings is 10 to 50 years; 
of equipment, 5 to 40 years. 
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Financial Statementa 
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E. Advances From Customers: Under the terms of 
toll-enriching contracts, customers are required to make a part 
of the SWU payment in advance of delivery. These advances are 
reported as a liability by UEA. As customers take product 
deliveries, the advance payments together with accumulated 
interest are given as credits. Revenue is earned at the time 
the advance payments are applied to a product delivery. 
Interest accrued on advance payment deposits is treated as an 
operating expense at the time accrued. 

As of September 30, 1984, $195 million remained as the 
unearned portion and related interest earned on advance payments 
collected from toll-enriching customers. Of this amount, 
$64 million to be applied during the next 12 months is 
classified as a current liability. The remaining $131 million 
is classified as a long-term liability. Interest was accrued 
using the per annum rate established by DOE for general 
application in the determination of schedule adjustment charges 
and advance payments interest credits. For fiscal year 1984, 
this rate was 11.050 percent. Interest credits of $27 million 
were accrued for the period. 

2. Interest on Government Investment 

The calculation of imputed interest on government 
investment for the period is based on the average interest rate 
payable by the U.S. Treasury on its total marketable public 
obligations. For fiscal year 1984, the average rate was 11.052 
percent. The imputed interest accrual follows. 

Dollars in 
thousands 

Total interest accrued for the period 

Leas interest capitalized on 
construction work-in-progress 

Add amortization of interest on 
completed projects 

Interest charged to operations 

$598,244 

(268,559) 

5,513 

$335,198 

3. Loss on Asset Retirement for Cascade Improvement Program 

The $2 million loss represents the net book cost of plant 
and equipment retirements which occurred during the year in 
connection with the long-term cascade improvement program. 
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4. Loss on Unrecoverable Capital Investment -._.- ___--. 

Because of the international forces of supply and demand, 
in 1984 UEA determined that it could not sell enriching services 
at a price which would recover the total remaining net 
investment in the enriching facilities and the associated 
imputed interest. Accordingly, a reserve for unrecoverable 
capital. cost has been established as a reduction in gaseous 
diffusion plants and government equity. Costs in the amount of 
$1.2 billion are recognized on the fiscal year 1984 statement of 
operations as a loss. Effective April 1, 1984, a portion of 
depreciation expense determined to be representative of the 
unrecoverable costs is charged to the reserve and, therefore, is 
not included in the operating results for the period as 
presented on the statement of operations. Imputed interest on 
plant and equipment is based on the net investment less the 
balance of the reserve. 

5 Pension Plans -A-,-- -- 

Martin Marietta Energy Systems and Goodyear Atomic 
Corporation, operating contractors for the enrichment activity, 
have defined-benefit pension plans applicable to all employees. 
Costs of the plans are actuarially determined, and prior service 
costs applicable to the plans are being amortized over periods 
ranging from 10 to 15 years. DOE employees assigned to UEA 
contribute a percent oE their salaries, which is matched by UEA 
and paid into the civil service retirement plan of the U.S. 
government. Total pension cost for fiscal year 1984 amounted to 
approximately $20 million. 

6 -.A-..- Contingencies and Commitments 

A. Construction Commitments: Total construction 
commitments as of September 30, 1984, of $305 million include 
capital equipment commitments of $20 million. 

r3. Power Commitments: Commitments under power contracts 
at fiscal year 1985 rates are: 

&mand Energy Total Expiration 
charge charge charge - date 

(dollars in billions) 

Tennessee Valley Authority $ 2.8 $ 1.2 $ 4.0 6/30/95 
Electric Energy Corporation 0.2 0.5 0.7 12/31/89 
Ghio Valley Electric Coqmration 0.5 1.7 2.2 - - - 10/14/92 

$ 3.5 $ 3.4 $ 6.9 
-mm 

UEA is required to pay demand charges for contracted generating 
capacity even if no power is taken. 

I ” ”  , .  _ “ .  . “ ”  .  - . - -  - . . .  . . - . - .  ._ . ._  . - . - - _ - .  - -  

Y 
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.._ ..--.. _..-.-.-l..-...__- ..___l-_l-ll.ll”“_“,~~~.,------- -“- 
Fir~rnrial Slat.emt?ntH 

c. Decommissioning and Decontamination: The cost of 
cleeommissioning the gaseous diffusion facilities at the time of 
final shutdown; a schedule for facility final shutdown, the 
extent of decommissioniny required, and how the costs might be 
shared between UEA and others are uncertain at this time. 
Included in this effort will be the disposal of large quantities 
of low-level radioactive waste. UEA presently stores large 
quantities of low-level radioactive waste in durable containers, 
which are maintained and guarded at a minimal cost. UEA 
manayement believes that this cost-effective method will be used 
well into the future. No provision has been made in the 
f'itranoial statements for decommissioning and decontamination 
co 8 t $5 and the ultimate disposal of waste. 

I) . Litigation: In December 1984, a suit was filed 
challenqing the validity of UEA's new utility services contracts 
with customers for enrichment services. The plaintiffs sought 
declaratory and injunctive relief but no monetary damages. On 
September 19, 1985, the U.S. District Court issued a 
determination that the utility services contracts are void 
because the contracts were not consistent with DOE's enrichment 
service criteria. Also, DOE did not submit any necessary 
changes for the statutorily required 45-day notification period 
to the appropriate congressional oversight committees. The 
U.S. Department of Justice, on behalf of UEA, filed a notice of 
appeal on September 25, 1985. UEA management believes that 
resolution of the matter will not have a material effect on the 
September 30, 1984, financial statements. The effect of this 
action on UEA's future business, if any, cannot be determined at 
this time. 

7 -..L_.-..-- Significant Subsequent Events 

A. On February 6, 1985, the Secretary of Energy approved a 
policy whereby 50 percent of the government-owned uranium 

I inventory will be reserved for future defense needs. As a 
, result, 26,500 metric tons of uranium, with a cost of 

$689 million, will be reclassified in the fiscal year 1985 
financial statements from invested capital to a liability 
account for DOE defense programs. 

B On June 5, 1985, the Secretary of Energy decided the -L----... 
following: 

--The Oak Ridge, Tennessee, gaseous diffusion plant would 
be placed on standby status by September 30, 1985. 

--The gas centrifuge enrichment project was immediately 
discontinued. 

--All development activities relative to the gas centrifuge 
process were immediately discontinued. 

Page22 GAO/AFMD-NJ-19 DOE Uranium Enrichment Activity 



Rnnncial Btatements 

The impact of these decisions on UEA financial accounting 
and reporting is in the process of being evaluated and will be 
reflected as appropriate in the UEA financial statements for 
fiscal year 1985. The current estimate of these decisions is 
approximately a $3.7 billion charge to operations. 
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Schedules Reconciling Pricing Statements to 
GAAP l?inmcial Statements 

Balance Sheet 

P lant and cquipnent 

Crmplckrrl plant and equimnt 
~ rqss ocu:umul ated depreciation 
~ T6;ss rwwrve For unrecoverable capital cost 

~ limatruction work in progress 
Rrtnl plantandequipnent 

~ Mher asoets 

September 30, 1984 

Per pricing Per GAAP 
statements Pdjustments Notesa stateinents 
-- dollars in thousands - - - - - ) (- - - - - 

Clurrmt assets 

Cash: 
Fur&; in 1J.S. Treasury 
Cash with contractors 

S 0 $1,227,272 
11,230 (10,500) 
11,230 1,216,772 

Trade accounts receivabl.e: 
IXxnestic 
Fore iqn 

29,681 (13,314) 
38,445 
68,126 (13,314) 

Inventories: 
Separa t. iv* work 1,642,315 448,660 
TJt-ani tm 591,445 565,153 
PrmIuctim stores and prmess spare parts (net 1 47,912 

2,281,672 1,013,813 

Prepaymentr; and deposits 
rntal cumlmt assets 

5,500 10,500 
2,366,528 2,227,771 

4,036,193 145,716 
1,990,536 
1,172,646 

873,011 145,716 
2,310,162 598,016 
3,183,173 743,732 

TJranium held For future use 
Inmy-term accounts receivable, domstic 

mta1 other assets 

0 1,002,175 

w&al AEEsts 

0 13,314 
v I 

$ 5.549.70~ s:,;&z 

(1) 
(2) 

(3) 

(6) 
(3) 

S1,227,272 
730 

1,228,002 

16,367 
38;445 
54,812 

2,090,975 
1,156,598 

47,912 
3,295,485 

16,000 
4.594.299 

4,181,909 
1,990,536 
1,172,646 
1,018,727 
2;908;178 
3.926.905 

1,002,175 
13.314 

1,015;489 
$9,536,693 

Y 
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.I_ l.-._ ..~ 

September 30, 1984 

Per pricinq Per C%AP 
statements Adjustments Notesa statements 

Liabilities and -t Equity 

Current Liabilities 

,4ammts payable and accrued expenses $ 114,229 s 0 $ 114,229 
Uraniwn provided by custaners 0 1,013,813 (4) 1,013,813 
Rdlvances frcxn custaners 195,059 (130,852) (7) 64,207 

mtal c3Jrmnt 1i&mities 

Other liabilities 

1 

nq-term advances from custcmers 
Ibt@l liabilities 

Con&qenbies and cmmitments 

Govwmment equity 

309,288 882,961 

309.28: 
1301852 

1,013,813 

Udexpended appropriations 
Invested capital 

1,227,272 
5,469,5630 2,127,367 

Cumulative results of operations 
malqcYmmmtequity 

2(;;;Af;l 5w~r;;;~ 
v I ? I 

#IYatal Li&ilities ti caNemt mquilqf $5,549,701 $3,986,992 
-- 

1,192,249 

(7) 130,852 
1,323,101 

(1) 1,227,272 
(8) 7,596,930 

%ke acmmpanying notes to adjustments as indicated by numbers in parentheses. 

(8) (610,610) 
8,213,592 

$9,536,693 
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““I ..” . . . . ..__. I . ..__I._ *...----.---- --~-.- -- 
Schedules Reconciling Pricing Statements to 
GAAP Financial Statements 

Statement of Operations 

-ws 
Separative work : 

lxxwstic 
Fore iqn 
CXwx-nment 

Uranium sales: 
Dfxw3ti.c 
Fore iqn 
Government 

Separative work 
JJranium 

(9Zmsf3 margin 

Wrath3 W=-= 
Process developnent: 

CentriflwJe 
Di f FUR ion 
FkIvancwI isotope separation 

I 
Process inq tails and storage 
Preparation OF materials for shipnent 
rX>E administration 
Security investigations 
Cwwnunity support 
Engineering and planning studies 
Depreciation 
Interest on advance payments 
Centrifuqe support services 
Loss on asset retirement from 

cascade improvement program 
Other 

Tt&al csperatinq expenses 
Operating incaw 

For the fiscal year ended September 30, 1984 

Per pricinq Per GAAP 
statements Adjustments Notesa statements 
( w--e-- dollars in thousands - - - - - - -) 

$ 815,997 
676,940 
234,077 

1,727,014 

$ 815,997 
676,940 

($94,088) (9) 139,989 
(94,088) 1,632,926 

14,855 14,555 
12,654 12,654 

178,684 (178,684) (9) 0 
206,193 (178,684) 27,509 

1,933,207 (272,772) l&O,435 

1,058,584 (15,923) (10) 1,042,661 
65,154 (45,948) (11) 19,206 

1,123,738 (61,871) 1,061,867 
809,469 (210,901) 598,568 

85,131 
16,616 
96,599 

198,346 

85,131 
16,616 
96,599 

198,346 

2,097 
3,892 

18,916- 
3,679 
2,075 
8,094 

25,621 
27,334 

0 
27,334 
25,782 

2,097 
3,892 

18,916 
3,679 
2,075 
8,094 

25,621 
0 

25,782 

0 
43,256 

134,964 

1,926 
(29,700) (13 
(29,326) 

1,926 
13,556 

105,638 

333,310 (29,326) 303,984 
476,159 (181,575) 294,584 
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- ._. . . ..___--.--.--- --.- 
Schedules ReconciMng pricing Std.4snent.a to 
GAAp Financial Statcmenta 

Interest: 
Advance payments 
Cr>vernment investment 

0 27,334 (12) 
599,412 (264,214) (15) 

Lxx3 on asset retirement frcfn cascade 
improvement program 1,926 (1,926) (14) 

Uxs on unrecoverable capital investment 
--expenses --@gi wfw~) 

(51,325,179) $57,231 (16) Net t-1 ($1,267,948) 

aSee acmnpany ing notes to arljustments as i rdicatd by numbers in parentheses. 

27,334 
335,198 

0 
1,200,000 
1,562,532 
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Schndulna KeconciJing Prichp Stat43ments to 
GAAP Financial Statemenb 

Notea to Adjustments 

To convert UEA's fiscal year 1984 special purpose financial 
statements (published financial statements for pricing purposes) 
to general purpose statements in conformance with general1 
accepted accounting principles for the federal government, Y the 
special statements were revised. 

Balance Sheet I----~- 

The balance sheet was prepared in a format for a manufacturing 
entity and identifies current assets and liabilities, plant and ' 
r~~uipment, other assets and liabilities, and government equity. 
Specific adjustments were mdde as follows: 

Current assets 

(1) Funds in U.S. 
appr.oTaFions 

Treasx were added as cash and as unexpended 
in government equity ($1,227,272). 

(2) Cash with contractors,was reduced by $10,500 representing 
cash advanced to an ooerating contractor under a cost-tvpe 
nonintegrated contrac^t. This amount is to be collected-by UEA 
by offset against cost reimbursement invoices. This amount was 
reclassif:ied as prepayments and deposits. 

(3) Trade accounts receivable expected to be collected after 
one year ($13,314) was reclassified as an "other asset." 

(4) Uranium and separative work inventories were increased 
by $1,013,613 to include customer provided material. A 
liability for the return of this material was also shown. 

Plant and equipment --- 

(5) Construction work-in-progress was increased by $743,732 -- 
to reflect capitalization of interest in accordance with 
generally accepted accounting principles from the effective date 
of October 1, 1980, less $145,716 in capitalized interest for 
completed construction work. 

Other assets ___-~-- 

(6) Uranium held for future use ($1,002,175) was added and 
rrpreljents DOE-owned uranium in excess of current UEA needs. 

Current liabilities 

(7) Advances from customers expected to be applied after 
1 year ($130,852) were reclassified as long-term. 

'Title 2 of the GAO Policy and Procedures Manual for Guidance 
Of Federal Agencies. 
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Scl~ecli~les Kt?coneihg Pricing Statements to 
GAAP Financial Statement8 

(;cJvernment fg,u!Ly~ ..--.--..-_.I_ 

(A) A&ptmcmt to pvernment eq* --.-. I_ _I- --.- --." --.-~ 

P4bliehxl pricing Statxamxta, g/30/84 
im: 

J?nc!xJr!nAtrl appropr iat ions, 9/30/84 
Ilranikm held For future use 
Tnt.tm!st: capitalized on construct ion 

work- in-progress 
Wnulative proFit on oxim+rcial 

w-a-i icon sales 
Conway formula depreciation expense 

Ilc)t inclu+d in price (1970-1975) 
WcIaasify t.ransfttrs 
'PransfPr unrecoverable capital 

cJ,st s to fiscal year 1984 oFrations 
RPW i pt ci of uranilnn Frrxn cust*lx?rs in 

excess of c,l*rat inq requirements 
SlbWtZl 

GMP statmta, 9/3o/Br 

1.“. 

IJnexpended Invested 
Cunulat ive 
results of Total 

a r riations 
(!?“p - - 

capital operations eqrlity 
- - dollars in thousands - - - - - - -) 

$ 0 $5,469,%3 ($229,150) $5,240,413 

1,227,272 
1 ,002,175 

(153,161) 

743,732 743,732 

153,161 

105,086 (105,086) 
(10,810) 10,810 

1,227,272 
1,002,175 

In- Stat.ement. 

(9) Revenues were reduced to eliminate JXE imputed revenue for separative work ($94,088) and 
for uranium sales ($178,684) to other government programs. 

(10) Cost of sales for separative work was reduced by $15,923 for receipts of uraniun fran 
curit.~T~ of operating requirements. 

(11) Cost of sales for uranium was reduced by $45,948 for the cost of uranic delivered to 
( mp as a reduction of government equity. 

(12) Interest on advance payments was reclassified as an “other expense” (financing cost). 

(13) Operating expenses were reduced by 53,918 for transfers and adjustments between DOE 
ati UFA, &!& $25 782 was reclassified from other operating expense to centrifuge support 
services exp?ns~~ 

(14) I&as on asset retirement fran cascade improvement prcqram of $1,926 was reclassified to 
operating exp?nses from other expenses. 

(15) Interest on goverrnrent investment was reduced by $263,046 to reflect interest capitalized 
cm construction work-in-progress for fmcal year 1984 and by $1,168 to adjust the 1984 interest 
accrual. 

(16) Net (loss) was the cwnulative effect of changes (9) to (15), which resulted in a $57,231 
reckdon in the fiscal year 1984 loss. 

Page 81 GAO/AFMDM-19 DOE Uranium Enrichment Activity 





Requests for copies of: GAO reports should be sent to: 

17.5. General Accounting Office 
Post Office Box 60 15 
Gaithersburg, Maryland 20877 

Telephone 202-275-6241 

The first five copies of each report are free. Additional copies are 
$2.00 each. 

There is a 25% discount on orders for 100 or more copies mailed to a 
single address. 

Orders must be prepaid by cash or by check or money order made out to 
the Superintendent of Documents. 



1 A Permit No. GIOO ---__.l-” -..-. 




