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This Quarterly Report on Form 10-Q 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 materidly depending upon a variety of factors, including, without limitation, market demand for
USEC' s products, pricing trends in the uranium and enrichment markets, USEC prevailing in its trade
actions, implementation of the market-based pricing arrangement under the Russian contract, deliveries
and costs under the Russian contract, the availability and cost of eectric power, USEC's ability to
successfully execute its internal performance plans and negotiate a new credit facility, the refueling
cycles of USEC's customers, resolving inventory issues with the Department of Energy, the outcome of
litigation, and the impact of any government regulation. Further, customer commitments under their
contracts are based on customers estimates of their future requirements. Revenue and operating results
can fluctuate significantly from quarter to quarter, and in some cases, year to year.



USEC Inc.
CONSOLIDATED BALANCE SHEETS

(millions)
(Unaudited)
March 31, June 30,
2001 2000
ASSETS
Current Assets
Cash and cash eqUIVAIENES ..........cuvviiiiiee e $ 64.6 $ 730
Accounts receivable — trade..........coovvveiiiii i 177.8 423.1
11YZ= 100 (1= 1,108.0 865.3
(@111 ST PP TP PPPPTPPTPTPPPR 14.1 23.0
TOtAl CUMENE ASSELS. . .eeuiieiieiet e et e e e e e e e e s e e e e et 1,364.5 1,384.4
Property, Plant and EQUIPMENT, NEL........uuiiii i 183.6 159.3
Other Assets
Deferred INCOME tAXES ... ..uu it i e eiee e e e e e e et e e e e e e e e s 41.3 10.7
Deferred costs for depleted UraniUum...........coovvviiiiiiiiiiiiiiieeeeeeee e 29.2 35.4
Prepaid PENSION COSES.....uuuuuiieeeiieeeiiiiis e e e e e et s s e e e e e e e s e e e e e e ee et e e e s 72.1 58.2
INVENTOMIES ...t e e e e et e e e e e e e ea e b 420.0 436.4
Total Other ASSELS.... oo i iiieeeeie e e 562.6 540.7
LI = £ $2,110.7 $2,084.4
LIABILITIES AND STOCKHOLDERS EQUITY
Current Ligbilities
S T Ta (= a1 (= o PPNt $ - $ 500
Accounts payable and accrued liabilities.............ooeviieiiiiieiiiee e, 156.4 164.4
Payables under RUSSIaN CONMIaCE.........uiiiiieiiiiiiiiiei e 33.6 40.5
Deferred revenue and advances from CUStOMEr'S ..........covvvvvvviiiiieeeeeeceiiiiee e 37.2 -
Accruas for discontinuing plant Operations ... 60.9 60.9
Uranium OWEd 10 CUSIOMENS.........cevviiiiieieeeeeeeeiiieee e e e e e e e e e 37.1 40.2
Total Current LiabilitieS.........uueiiiiieiiieeie e 325.2 356.0
LONG-TerM DEDL ..o 500.0 500.0
Other Liabilities
Deferred revenue and advances from CUStOMErS ..........coovvvvvviiiiieeeeeeceiiiee e, 68.3 70.3
Depleted uranium diSPOSITION. ........ccvueiiiieeiie e 64.5 48.6
Postretirement health and life benefit obligations...............ccveiiiiiiiiiiiiieenne, 1194 106.5
Other HHBDIHTTIES ...ttt 57.7 55.7
Total Other LiabilitieS.....ccooe e, 309.9 281.1
StOCKNOIAEIS EQUITY ..vvuieeeieeeeeiiiee et e e e e e et s e e e e e e eeees 975.6 947.3
Total Liabilities and Stockholders’ EQUILY ..........cvvveeieeeeiiiiiiiiiiieeee e $2,110.7 $2,084.4

See notes to consolidated financia statements.



USEC Inc.

CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

(millions, except per sharedata)

Three Months Ended
March 31,
2001 2000

Revenue:
Separative Work Units............ccoceeeeveveeeens $221.9 $278.4
LU= 11 o _21.2 34
Total revenue.........ccccvvvvii 243.1 281.8
Cost Of SAES....covveeeiiii e, 2115 _226.0
GrOSS PrOfit ..veveveveeiviriiiiiiiiiiiiiiiiiribieeveveeiieeees 31.6 55.8
Advanced technology development costs......... 2.9 2.7
Selling, genera and adminigtrative .................. 112 117
Operating iNCOME........ovveeeieeeeiiiiie e e e eeeeveinenn 17.5 41.4
INLEreSt EXPENSE.....uiiiiiiieeeeii e 8.6 10.9
Other (income) expense, Net.......ccooeeeevvvevvennnn. (2.2 (2.6)
Income before income taxes...........cccevvvvennnnn. 11.1 33.1
Provision (credit) for income taxes.................. (34.3) 10.5
NEL INCOME......cvviiiieiiecie e $ 454 $ 22,6
Net income per share —basic and diluted........... $.56 $.25
Dividends per share............cccooeveeeeeciiieeceennee, $.1375 $.1375
Average number of shares outstanding............. 80.4 89.6

See notes to consolidated financia statements.

Nine Months Ended
March 31,
2001 2000

$796.6 $915.4
60.4 44.9
857.0 960.3
743.7 789.8
113.3 170.5
8.0 6.7
35.3 35.1
70.0 128.7
26.0 20.2
(6.9) (8.3
50.9 107.8
(20.0) 36.5
$ 709 $713
$.88 $.77
$.4125 $.6875
80.8 92.7



USEC Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(millions)

Cash Flows from Operating Activities

[INT<: BT 000 [T

Adjustments to reconcile net income to net cash provided by operating
activities:

Depreciation and amortization............ccooeeeeeeeiiiieiee
Depleted uranium diSpoSItioN..........cocvvviiiiiieeeiieee e
Deferred revenue and advances from CUStOMErS.........ccoeveeevvvevviiinineeennn.
Deferred iNCOME tAXES........uvueii e eeeeeeeiiie e e e e e e e e e e
Suspension of development of AVLIS technology .........ccovvvvvvveninneennn.

Changes in operating assets and liabilities:

Accountsreceivable — dECrease..........oevvveveveveviiiiiiiieeeeeeeeeeeeeeeeeee
INVENLONIES — (INCIEASE) .. vuvn et e ee e et e e e e e e e
Payables under Russian contract — (decrease).........ooeevvvevvvvvnninneennn.
Accounts payable and other — increase (decrease)...........ccuvvveeeeeennn..
Net Cash Provided by (Used in) Operating ACtiVItIES .........covvveviieiiiiieeeeeeeeans

Cash Flows Used in Investing Activities

Capital eXPENDITUIES ......oeviiiiiiiiiiieiieeieeeeeee e

Cash Flows from Financing Activities

Repurchase of common StOCK............oovvuiiiiiiiiec e,
Dividends paid to StoCKhOIdErS...........coevvviiiii e
Net proceeds from (repayment of) short-term debt.............ccoovvvviiiiiiiieennnnnnns
Net Cash Provided by (Used in) Financing ACtiVItiES ..........ccovevvveiinieeereeenans
INEE (DECTEASE) ..o e e e e e e
Cash and Cash Equivalents at Beginning of Period ..............ccceevviievnveeiiinnnnnn.
Cash and Cash Equivaents at End of Period.........c.ccoooevvviiiiiiiniiieeeeeeiin,

Supplemental Cash Flow Information:

Nine Months Ended
March 31,

2001 2000
$ 70.9 $71.3
16.5 14.7
22.1 26.4
35.2 55.0
(30.6) (17.3)
- (32.8)
245.3 188.5
(229.4) (116.4)
(6.9) (10.2)
5.5 (18.0)
128.6 161.2
(40.8) (55.9)
(13.0) (103.3)
(33.2) (64.4)
(50.0) 35.0
(96.2 (132.7)
(8.4) (27.4)
73.0 86.6

1= =S o 7= T
INCOME tAXES PAIM ....eeeeeeiiie e e e e e eaeenaaas

See notes to consolidated financia statements.

$ 502

$38.8



USEC Inc.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

1. BASISOF PRESENTATION

The unaudited consolidated financial statements included herein have been prepared by USEC Inc.
("USEC") pursuant to the rules and regulations of the Securities and Exchange Commission. The
financia statements reflect al adjustments which are, in the opinion of management, necessary for afair
statement of the financia results for the interim period. Certain information and notes normally included
in financial statements prepared in accordance with generally accepted accounting principles have been
omitted pursuant to such rules and regulations.

Operating results for the three and nine months ended March 31, 2001, are not necessarily indicative
of the results that may be expected for the fiscal year ending June 30, 2001. The unaudited consolidated
financial statements should be read in conjunction with the consolidated financial statements and related
notes and management's discussion and analysis of financial condition and results of operations, included
in the Annual Report on Form 10-K for the fiscal year ended June 30, 2000.

2. INVENTORIES

Inventories and related balance sheet accounts follow (in millions):

March 31, June 30,
2001 2000
Current assets:
Separative WOrk UNitS..........coeeeveeieeiiieeiee e $864.8 $ 596.0
UFBNIUM . 188.5 209.8
Uraniumprovided by CUSIOMEYS..........c.cevvevivieeeiiiiineennns 37.1 40.2
Materials and SUPPIIES........coeeviiieeeiiiiiiee e 17.6 19.3
1,108.C 865.2
Long-term assets:
UFNIUM e 228.2 246.4
Highly enriched uranium transferred from
Department of ENergy.......ccccevveerrieeiiieeniieenieens 191.8 190.0
420.0 436.4
Current ligbilities:
Uraniumowed t0 CUStOMES.........cccoviveeeeeiiieeeeciiieeeeans (37.1) (40.2)
Inventories, reduced by uranium owed to customers... $1,490.9 $1,261.5

Inventories of separative work units (* SWU”) and uranium are valued at the lower of cost or market.
Market is based on the terms of long-term contracts with customers, and, for uranium not under contract,
market is based primarily on long-term market prices quoted at the balance sheet date.

In December 2000, USEC reported to the Department of Energy (“DOE”) that limited samples of
certain natural uranium transferred to USEC from DOE prior to privatization contain elevated levels of
technetium that would put the material out of specification. USEC and DOE will be conducting further
tests to determine the actual amount of material affected. The total amount of uranium inventory that
may be impacted, if further testing shows that all the material in these transfersis affected, is
approximately 9,500 metric tons which represents 50% of USEC’ s uranium inventory asset costs. The
material transferred was to conform to the specification for natural uranium, and while no agreement has
been reached yet with DOE, USEC expects DOE to replace any non-conforming material once the testing



program is concluded. Animpairment in the valuation of uranium inventory would result if testing
indicates non-conforming material and if DOE failsto replace it. USEC has sufficient other inventories
on hand to meet delivery commitments to customers for the next two to three years.

3. DEFERRED REVENUE AND ADVANCES FROM CUSTOMERS

In July 2000, USEC entered into a 10-year power purchase agreement with Tennessee Valley
Authority (“TVA”) to provide a substantial portion of the electric power for the Paducah plant beginning
September 2000. The agreement provides that amounts paid to TV A for power purchased in fiscal 2001
are being reduced by a deferred payment obligation of $45.0 million. USEC has secured the obligation,
aslong asit is outstanding, by transferring title to uranium inventories with an equivalent value to TVA.
The obligation and related interest is scheduled to be satisfied by delivering SWU to TVA under a
requirements contract in fiscal years 2002 through 2004. At March 31, 2001, the deferred payment
obligation amounted to $25.0 million, of which $19.6 million was included in current liabilities as part of

deferred revenue and advances from customers.

4. STOCKHOLDERS EQUITY
Changes in stockholders equity follow (in millions):

Common
Stock,
Par Value Excess of Total
$.10 per Capital over Retained Treasury Deferred Stockholders’
share Par Value Earnings Stock Compensation Equity
Balance at June 30, 2000 ............... $10.0 $1,070.7 $ 49 $135.3) $(2.5) $947.3
Repurchase of common stock......... - - - (13.0) - (13.0
Restricted and other stock issued,
net of amortization..................... - (3.7) - 6.2 11 3.6
Dividends paid to stockholders....... - - (332 - - (332
Net income........cccceeeeeeeeeeeciiinee, - - 70.9 - - 70.9
Balanceat March 31, 2001.......... $10.0 $1,067.0 $426  $(142.6) $(1.4) $975.6
Changes in the number of shares of common stock outstanding follow (in thousands):
Shares Treasury Shares
Issued Stock Outstanding
Balanceat June 30, 2000 .........cceeeeeennnne. 100,320 (17,842) 82,478
Repurchase of common stack................. - (2,820) (2,820
Common stock issued...........coeeuvvvveenn... - 831 831
Balanceat March 31, 2001.................. 100,320 (19,831) 80,489

On April 24, 2001, USEC's Board of Directors approved a Shareholder Rights Plan (the "Plan™).
Under the Plan, the rights each shareholder will receive will initialy trade together with the USEC
common stock and will not be exercisable. In the absence of further action by the Board, the rights
generally would become exercisable and alow the holder to acquire USEC common stock at a discounted
price if a person or group acquires 15% or more of the outstanding shares of USEC common stock or
commences atender or exchange offer to acquire 15% or more of the common stock of USEC. However,
any rights held by the acquirer would not be exercisable. The Board of Directors may direct USEC to
redeem the rights at $.01 per right at any time before the tenth day following the acquisition of 15% or

more of USEC common stock.



5. SPECIAL CHARGES

Changes in accrued liabilities resulting from specia charges recorded in the fourth quarter of fiscal
2000 fallow (in millions):

Balance Balance
June 30, Utilized March 31,
2000 Cash Non-cash 2001
Workforce reductions............ccccveeeeeiiveeeen. $15.0 $(4.0) $(4.6) $6.4
Discontinue enrichment operations at
Portsmouth plant:
Workforce reductions ..........cc.ceevvnevennnen. 30.2 - - 30.2
Lease turnover and other exit costs.......... 30.7 - - 30.7
60.9 60.9

$76.9 340 346  $673

Workforce Reductions

Workforce reduction plans involving 575 employees were finalized in June 2000 and resulted in specia
charges for severance benefits of $15.0 million in the fourth quarter of fiscal 2000, of which $4.0 million
was paid in cash and $4.6 million was utilized for incremental pension and postretirement health benefits
with respect to terminations involving 445 employees in the nine months ended March 31, 2001.

Discontinue Uranium Enrichment Operations at Portsmouth Plant

In June 2000, USEC announced that it will cease uranium enrichment operations in June 2001 at the
Portsmouth plant as an important step in the ongoing efforts to align production costs with lower market
prices. In April 2001, USEC began the process of discontinuing enrichment operations with production
continuing at a declining rate until May 2001. USEC plans to continue to operate the transfer and shipping
facilities at the Portsmouth plant after enrichment has ceased. In March 2001, the assay upgrade project at
the Paducah plant was completed and certified by the Nuclear Regulatory Commission to produce enriched
uranium up to 5.5% assay. In April 2001, USEC produced enriched uranium at nearly 5% assay, the level
needed to meet customer requirements, and testing is underway to ensure that enriched uraniumis
congistently produced to customer specifications.

The plan announced in June 2000 to cease uranium enrichment operations at the Portsmouth plant in June
2001 resulted in specia charges of $126.5 million in fiscal 2000. The charges included $62.8 million for
asset impairments applied against production equipment, leasehold improvements and other fixed assetsin
fiscal 2000. The charges aso include severance benefits of $30.2 million for workforce reductions involving
1,200 plant employees based on labor contract requirements and $33.5 million for lease turnover and other
exit costs, of which $2.8 million was utilized in fiscal 2000. In November 2000, USEC agreed to increase
the amount of severance benefits for workers at the Portsmouth plant by up to $10.0 million by providing an
additional severance benefit of $8,400 for each employee, and USEC agreed to pay $2.0 million to the
Southern Ohio Diversification Initiative for economic development in the region of the Portsmouth plant.

In March 2001, DOE announced plans to provide funds for winterizing, cold standby, and a worker
trangition program at the Portsmouth plant. Depending on the timing and implementation of DOE’s
program, costs to discontinue enrichment operations at the Portsmouth plant accrued by USEC in fisca 2000
may change. Since the specifics of DOE's program for cold standby have not yet been announced, it is not
possible to determine the effects of such program on severance and other costs associated with discontinuing
uranium enrichment operations. In April 2001, USEC issued notification of expected workforce reductions
involving 526 employees at the Portsmouth plant beginning June 1, 2001. It is expected that the remaining

8



workforce reductions may be delayed based on DOE’ s program to maintain the Portsmouth plant in cold
standby. USEC is awaiting DOE’s authorization to proceed with cold standby activities.

In September 2000, USEC provided notice to terminate the power contract with Ohio Valley Electric
Corporation (*OVEC”) effective April 2003 and to release power upon the termination of enrichment
operations at the Portsmouth plant. Under the terms of a supplemental letter agreement, dated March 20,
2001, OVEC agreed to release USEC from commitments to purchase electric power following termination
of enrichment operations. Upon termination of the power contract in April 2003, USEC is responsible for
its pro rata share of OVEC' s obligations for postretirement health benefit costs and its pro rata share of
OVEC's obligations for future decommissioning and shutdown activities at the dedicated coal-burning
power generating facilities owned and operated by OVEC. USEC has accrued its estimated pro rata share
of such obligations. Fina determinations of such costs by independent actuaries and engineering
consultants could be different from the estimated amounts accrued as obligations by USEC.

6. INCOME TAXES

The provision (credit) for income taxes in the nine months ended March 31, 2001 follows (in millions):

Nine Months
Ended

March 31, 2001
CUMENE. ..ttt ree e nee e $ 10.6
Deferred.......ooooieiie 6.7

Specia deferred tax credit from transition to

taxable StalUS .........ceeeiiviieiiee e (37.3)
$(20.0)

The provision (credit) for income taxes in the three and nine months ended March 31, 2001, includes a
specia income tax credit of $37.3 million resulting from changes in the estimated amount of deferred
income tax benefits that arose from the transition to taxable status. USEC transitioned to taxable statusin
July 1998 at the time of theinitial public offering of common stock. The change in estimate resulted from
areassessment of certain deductions for which related income tax savings were not certain.

A reconciliation of income taxes calculated based on the statutory federal income rate of 35% and the
provision (credit) for income taxes reflected in the consolidated statements of income in the nine months
ended March 31, 2001, follows (in millions):

Amount Rate
Federal income taxes based on statutory rate................ $17.8 35%
State income taxes, net of federal benefit..................... 1.3 3
Foreign sales Corporation...........ccooeevvvveevieeinneeenenennnns (1.8 (4
17.3 34
Special credit from transition to taxable status.............. (37.3) (73)
$(20.0) (39)%



Future tax conseguences of temporary differences between the carrying amounts for financia reporting
purposes and USEC' s estimate of the tax bases of its assets and liabilities result in deferred income tax

benefits and liabilities. Temporary differences and tax credit carryforwards that result in deferred tax
assets and liabilities a March 31, 2001 and June 30, 2000, follow (in millions):

March 31, 2001 June 30, 2000
Deferred tax assets:
Plant |ease turnover and other exit COStS..........couererrrernenn. $36.2 $30.9
Employee benefit COSES ... 36.1 152
Property, plant and equipmeNt .........ccvereeenenereeneceneeenns 24 54
INEANGIDIES.....cooeeect e 190 54.8
Deferred costs for depleted uranium...................... 11.9 -
Tax credit carryforwards...........ooooeeeeiieiienn, .9 4.2
L1 1= 14 12.9
107.9 1234
Vauation alowanCe.............ceueeiiiieiiiieiiiicee e, (45.2 (82.5)
Deferred tax assets, net of valuation allowance. 62.7 40.9
Deferred tax liabilities:
Depleted uranium disposition ..............ccceevveeeeeenen. - 135
INVENLOIY COSES.....vuiiiiiiieeieii e 21.4 16.7
Deferred tax liabilities..... ... 214 30.2
$41.3 $ 107

USEC became subject to federal, state and local income taxes in July 1998 at the time of the initial

public offering of common stock. The vauation dlowance of $45.2 million at March 31, 2001, relatesto
various deferred tax items and valuations resulting from the privatization.
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USEC Inc.
MANAGEMENT'SDISCUSSION AND ANALYSISOF
FINANCIAL CONDITION AND RESULTSOF 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 and management’ s discussion and
analysis of financial condition and results of operationsincluded in the Annual Report on Form 10-K for
the fiscal year ended June 30, 2000.

Results of Operations— Three and Nine Months Ended March 31, 2001 and 2000
Update on Trade Action

In December 2000, USEC asked the federal government to conduct an investigation and to restore fair
competition in the enrichment market. In petitions filed with the U.S. Department of Commerce (“DOC”)
and U.S. International Trade Commission (*1TC”), USEC charged that its European competitors, Eurodif
S.A. and its U.S. sales agent Cogema, which are controlled by the French government, and Urenco, Ltd., a
British-Dutch-German consortium, are salling enriched uranium into the U.S. market below their cost of
production plus a reasonable profit and are benefiting from unfair government subsidies in their home
markets. This activity has materialy injured the domestic enrichment industry. USEC believes that sales
of enriched uranium in the U.S. must conform with trade law requirements of fair pricing in order to
maintain long-term domestic enrichment capacity and to promote healthy competition and a strong
nuclear fuel cycle. Sustaining a domestic enrichment capability helps ensure U.S. nationa security and
energy security.

On December 27, 2000, the DOC initiated the antidumping and countervailing duty investigations
requested by USEC, and on January 22, 2001, the ITC ruled that there is a reasonable indication that
imports of enriched uranium from the four countries under investigation threaten to cause materia injury
to USEC. Subsequent to the ITC s determination, the DOC began conducting its investigations to
determine if dumping and/or unfair government subsidization has taken place. Priminary
determinations by the DOC in the subsidy and dumping investigations are scheduled to be made in May
and July 2001, respectively. Fina determinations by the DOC in al investigations are scheduled to be
made in September 2001, but could be extended until November 2001. |f the DOC makes final
affirmative determinations in its investigations, the ITC will then make afina determination regarding
material injury or threat of materia injury to USEC by reason of these imports.

Because of its European competitors aggressive and unfair pricing, USEC logt a substantial volume of
long-term sales in the U.S. market when bidding against Urenco and Eurodif over the last four years, the
period of investigation. As USEC has previoudy reported, these lost sales have contributed to USEC not
securing its traditional share of new commitments and will negatively impact USEC's market share in the
future. USEC’s backlog of contract commitments has declined and become more heavily weighted with
newer contracts with shorter terms and lower prices.

In those instances where USEC has won bids, USEC has had to meet the depressed market price and
enter into contracts that are significantly reducing profitability. Because these lost sales and depressed
prices generally relate to enriched uranium deliverable under long-term contracts, the adverse impact of
these factors on revenue and earnings will be more pronounced in future periods. In addition, if its
European competitors unfair pricing is permitted to continue, USEC will likely lose additiona long-term
salesin the U.S. market in the future.
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Revenue

Revenue from sales of separative work units (“SWU”), the standard unit of uranium enrichment,
amounted to $221.9 million in the three months ended March 31, 2001, a reduction of $56.5 million (or
20%) from $278.4 million in the corresponding period of fiscal 2000. In the nine months ended March 31,
2001, SWU revenue was $796.6 million, a reduction of $118.8 million (or 13%) from $915.4 million in the
fiscal 2000 period. The reductions in the three and nine-month periods reflect lower sales volumes,
aggressive pricing by European competitors, and a decline of 3% in average SWU prices billed to
customers. The volume of SWU sold was 17% lower in the three months and 10% lower in the nine
months ended March 31, 2001, compared with the corresponding periods of fiscal 2000. The reductions
reflect one-time salesin the fiscal 2000 periods to customers in Japan to replace their SWU stranded at the
Tokaimura facility in Japan, reductions in SWU commitmert levels, and the timing of customer orders.
The nine-month period in fisca 2001 benefited from alarge order from a Japanese customer for initia core
requirements of a new reactor.

Revenue from sales of SWU in fiscal 2001 is expected to be 24% lower than in fiscal 2000, and average
prices billed to customers are expected to be about the same aslast year. In the three and nine months
ended March 31, 2001, the spot market price of SWU improved 14% and 19%, respectively. Substantially
all of USEC' s sdles are based on long-term contracts.

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 seasona nature of electricity demand, reactor maintenance, and
reactors beginning or terminating operations.

Revenue from sales of uranium, primarily uranium hexafluoride, was $60.4 million in the nine months
ended March 31, 2001, an increase of $15.5 million (or 35%) from $44.9 million in the corresponding
period of fiscal 2000. However, revenue from sales of uranium in fiscal 2001 is anticipated to be 18%
lower than in fiscal 2000 due to lower market prices and USEC's decision to limit uranium spot sales and
instead focus on longer-term contracts.

The percentage of revenue from domestic and internationa customers follows:

Three Months Ended Nine Months Ended
March 31 March 31
2001 2000 2001 2000
DOMESC ...ccevvieeeeeieeeeeee e, 57% 35% 52% 50%
ASA...ciiiiiii e, 35 54 43 44
Europe and other .........cccccennnnnens 8 11 5 6

—100% 100%  _100% 100%

In the nine months ended March 31, 2001, revenue from domestic customers declined $33.9 million (or
7%), revenue from customers in Asia declined $48.8 million (or 12%), and revenue from customersin
Europe and other areas declined $20.6 million (or 32%), compared with the corresponding period in fiscal
2000. The reductions reflect lower SWU deliveries in the domestic market from reductions in SWU
commitment levels, partly offset by higher sales of uranium, lower SWU ddliveriesin Asiafrom
replacement SWU sales to Japan in the fiscal 2000 period, partly offset by an initial core order for a new
reactor in fisca 2001, and the decline in average SWU prices billed to customers.



Cost of Sales

Cost of salesis based on the quantity of SWU sold during the period and is dependent upon production
costs at the plants and purchase costs under the Russian contract. Production costs consist principaly of
electric power, labor and benefits, depleted uranium disposition costs, materials, and maintenance and
repairs. Under the monthly moving average inventory cost method, an increase or decrease in production
or purchase costs will have an effect on cost of sales over current and future periods.

Cogt of sdes amounted to $211.5 million in the three months ended March 31, 2001, a reduction of
$14.5 million (or 6%) from $226.0 million in the corresponding period of fiscal 2000. In the nine months
ended March 31, 2001, cost of sdeswas $743.7 million, a reduction of $46.1 million (or 6%) from $789.8
million in the fiscal 2000 period. The reductions reflect lower sdles of SWU, partly offset by continued
higher unit SWU costs. Cost of sales continues to be adversely affected by lower production volumes and
higher unit costs due to increased purchases of SWU from Russia and long-term sales lost to aggressive
and unfair pricing by European competitors. Cost of sales in the nine months ended March 31, 2001,
reflects a portion of the benefit from the monetization of excess power at the Portsmouth plant in the
summer of 2000. As a percentage of revenue, cost of sales amounted to 87% in the nine months ended
March 31, 2001, compared with 82% in the corresponding period of fiscal 2000.

Electric power costs amounted to $274.3 million in the nine months ended March 31, 2001, compared
with $295.7 million in the corresponding period in fiscal 2000. Power costs represented 54% of
production costs in both periods. The reduction of $21.4 million (or 7%) reflects lower SWU production.
In September 2000, USEC began purchasing a significant portion of electric power for the Paducah plant
at fixed rates from TVA under a 10-year power purchase agreement. In the summer months, USEC
substantially reduces production and the related power load at the Paducah plant when the cost of market-
based power is high.

Costs for labor and benefits included in production costs declined 3% and the average number of
employees at the plants declined 12% in the nine months ended March 31, 2001, compared with the fiscal
2000 period. Labor costsin the fiscal 2001 period include costs for a retention bonus program for
employees at the Portsmouth plant. The collective bargaining agreement covering 680 hourly employees
at the Paducah plant represented by the Paper, Allied-Industrial, Chemical and Energy Workers
International Union is scheduled to expire July 31, 2001. The contract renewal process is underway.

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 commercia electricity production. USEC contracts to purchase Russian
SWU on acaendar year basis and has committed to purchase 5.5 million SWU in caendar 2001. Since
the volume of Russian SWU purchases has increased, USEC has operated the plants at significantly lower
production levels resulting in higher unit production costs. SWU purchased from the Russian Federation
represented 49% of the combined produced and purchased supply mix in the nine months ended March
31, 2001, compared with 41% in the fiscal 2000 period. The additiona volume was a result of making up
shipments in fiscal 2001 that were interrupted by Russiain late fiscal 2000. In fiscal 2001, USEC expects
SWU purchased from Russia will represent 53% of the supply mix, compared with 41% in fiscal 2000.

In February 2001, the U.S. government announced that it would review terms of the agreement-in-
principle that USEC reached with the Russian executive agent in May 2000, that includes a new market-
based pricing agreement and an agreement to purchase a fixed quantity of Russian commercial SWU. The
pricing agreement with the Russian executive agent is for the period of caendar year 2002 through 2013.
Implementation of the agreement is subject to adoption of an amendment to the antidumping suspension
agreement between the DOC and the Russian Federation to permit importation of Russian commercial
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SWU. Thetiming and conditions, if any, for approval by the U.S. and Russian governments are uncertain.
USEC expects the pricing agreement will be finaized before January 2002.

In caendar 2002, USEC plans to purchase the annua amount of 5.5 million SWU under the Russian
contract. USEC also plans to purchase additional SWU under the Russian contract to make up for SWU
ordered but not delivered in prior years. Additionaly, Russia has requested that USEC purchase a quantity
of Russian commercia SWU to assist in the transition to the market-based pricing arrangement that has
been agreed to by the executive agents, subject to approva by the U.S. and Russian governments. In the
event that the new market-based arrangement is not approved by the U.S. and Russian governments prior
to calendar 2002, or if USEC does not have access to anticipated quantities of Russian SWU at anti cipated
prices, earnings and cash flow in fiscal 2002 would be substantially lower than currently projected, absent
USEC making other arrangements.

Under the terms of the executive agent agreement between USEC and the U.S. government, USEC can
be terminated, or resign, asthe U.S. executive agent, or additiona executive agents may be named. In
either event, any new executive agent could represent a significant new competitor that could adversely
affect USEC’s market share and profitability.

Gross Profit

Gross profit amounted to $113.3 million in the nine months ended March 31, 2001, a reduction of
$57.2 million (or 34%) from $170.5 million in the corresponding period of fiscal 2000. Gross margin was
13% compared with 18% in the fiscal 2000 period. The reduction reflects the 3% decline in average
SWU prices hilled to customers, as well as continued high unit costs from low levels of SWU production
at the plants.

Slling, General and Administrative

Sdling, generd and adminigtrative expense amounted to $35.3 million in the nine months ended March
31, 2001, about the same as in the corresponding period of fiscal 2000. As part of its cost reduction efforts,
USEC plans to reduce headquarters costs by $10.0 million or 20%, with workforce reductions announced
in February 2001 and additiona planned cost savings primarily through reductions in the use of consultants
and the consolidation of office space.

Operating Income

Operating income amounted to $70.0 million in the nine months ended March 31, 2001, a reduction of
$58.7 million (or 46%), compared with $128.7 million in the corresponding period of fiscal 2000. The
reduction reflects lower gross profit.

Interest Expense

Interest expense amounted to $26.0 million and total interest costs including capitalized interest
amounted to $27.1 million in the nine months ended March 31, 2001, compared with $29.2 million and
$31.5 million, respectively, in the corresponding period of fiscal 2000. The reduction reflects lower
average levels of short-term debt outstanding in the fiscal 2001 period.

Provision (Credit) for Income Taxes

The provision (credit) for income taxes in the three and nine months ended March 31, 2001, includes a

specia income tax credit of $37.3 million (or $.46 per share) resulting from changes in the estimated
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amount of deferred income tax benefits that arose from the transition to taxable status. USEC transitioned
to taxable status in July 1998 at the time of the initid public offering of common stock. The changein
estimate resulted from a reassessment of certain deductions for which related income tax savings were not
certain.

Excluding the specid income tax credit, the effective income tax rate was 34% in the nine months
ended March 31, 2001, about the same as in the corresponding period of fiscal 2000.

Net Income

Excluding the specia income tax credit, net income was $8.1 million (or $.10 per share) in the three
months ended March 31, 2001, areduction of $14.5 million (or 64%) from $22.6 million (or $.25 per
share) in the corresponding period of fiscal 2000. The reduction reflects lower gross profit. Net income
amounted to $45.4 million (or $.56 per share) in the three months ended March 31, 2001.

Excluding the specia income tax credit, net income was $33.6 million (or $.42 per share) in the nine
months ended March 31, 2001, a reduction of $37.7 million (or 53%) from $71.3 million (or $.77 per
share) in the corresponding period of fiscal 2000. The reduction reflects lower gross profit. Net income
amounted to $70.9 million (or $.88 per share) in the nine months ended March 31, 2001.

The average number of shares of common stock outstanding was 80.8 million in the nine months ended
March 31, 2001, areduction of 11.9 million shares (or 13%) from 92.7 million sharesin the fiscal 2000
period. The reduction reflects the repurchase of common stock. At March 31, 2001, there were 80.5
million shares issued and outstanding.

Outlook

Based on performance to date and the outlook for the remainder of the year, USEC anticipates net
incomein fiscal 2001 to be in the range of $35 to $40 million before specia items. This exceeds the
previous guidance of $30 to $35 million. USEC' sfinancia performance is above previous guidance due
to lower costs and lower net interest expense.

USEC expects cash flow from operations, after capital expenditures, in fiscal 2001 to be in arange of
$125 to $130 million. Thisamount is lower than previous guidance due primarily to the acceleration of a
Russian SWU ddlivery. In addition, lower SWU and uranium sales were offset by the timing of customer
payments.

Net income in fiscal 2002 will be driven by business performance and will be dependent upon the
following factors:

Implementing an agreement with Russia for market-based pricing under the Russian contract
beginning in January 2002 and for commercial SWU.

Continuing the current improvement in SWU and uranium market prices.

Meeting targets for lower production costs and selling, generd and administrative expenses.

USEC' s preliminary view of fiscal 2002 earnings is a range between $35 and $40 million. The current
outlook assumes that cost reductions from the initia year of plant consolidation and a half-year’ s benefit
of purchasing Russian SWU at market-based prices will offset a decline in average SWU sdlling prices
from lower-priced contracts signed in previous years. A shift in any of the key factors described above
could have an adverse impact on USEC' s earnings and cash flow.
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During the past year, USEC has taken a number of significant steps to restructure its business, some of
which have reguired one-time special charges. In fiscal 2002, cash payments will be made as these
restructuring steps are implemented. For example, severance benefits and other shutdown costs connected
with the cessation of enrichment at the Portsmouth plant will be paid in fiscal 2002. An integral eement of
the consolidation of production at a single plant is a build-up of SWU inventory to meet customer
deliveries. Cash flow in the nine months ended March 31, 2001, reflects a substantial increase of $268.8
million in SWU inventories and, in fiscal 2002, cash outlays of dmost $100 million will be invested in
inventory. Together, these factors are the primary drivers for USEC's initial guidance for cash flow in
fiscal 2002. USEC expects cash flow after capital expenditures in arange of negative $30 to $50 million in
fiscal 2002 with cash on hand at June 30, 2001, of $90 million with no short-term debt. Therefore, USEC
has sufficient cash and borrowing capacity to meet corporate needs, such as dividend payments and capital
expenditures. It is anticipated that cash flows will return to normal levels after fiscal 2002.

Liquidity and Capital Resour ces
Liquidity and Cash Flows

Net cash flows from operating activities amounted to $128.6 million in the nine months ended
March 31, 2001, compared with $161.2 million in the corresponding period of fiscal 2000. Cash flow in
the fiscal 2001 period reflects a substantial build-up of $268.8 million in SWU inventory as part of the
consolidation of production a a single plant, a reduction of $245.3 million in trade receivables from the
timing of customer orders, and an increase of $35.2 million in deferred revenue and advances from
customers. Inthe fiscal 2000 period, cash flow reflects $55.0 million in deferred revenue received from a
European customer and payments of $32.8 million relating to suspension of development of the AVLIS
technology.

Capita expenditures amounted to $40.8 million in the nine months ended March 31, 2001, compared
with $55.9 million in the corresponding period in fiscal 2000. Capital expendituresin the fiscal 2001
period include costs to complete the upgrade of the Paducah plant’s capability to produce enriched
uranium up to an assay of 5.5%. Capital expenditures of $45 million are expected in fisca 2001.

At March 31, 2001, atotal of 20.6 million shares of common stock had been repurchased under an
authorization to repurchase up to 30 million shares by June 2001. This reflects the repurchase of more
than 20% of the shares outstanding since the buyback program began in June 1999. There were 2.8
million shares repurchased a a cost of $13.0 million in the nine months ended March 31, 2001, (including
.2 million shares in the three months ended March 31, 2001), compared with 12.6 million shares
repurchased at a cogt of $103.3 million in the corresponding period of fiscal 2000.

Dividends paid to stockholders amounted to $33.2 million in the nine months ended March 31, 2001,
compared with $64.4 million in the corresponding period in fiscal 2000. In February 2000, the quarterly
dividend payment was reduced by half to $.1375 per share, and there were 13% fewer average shares
outstanding in the nine months ended March 31, 2001.

Short-term debt declined by $50.0 million in the nine months ended March 31, 2001, and there were no
short-term borrowings at March 31, 2001.

Capital Structure and Financial Resources
Commitments available under a revolving credit bank facility expiring July 2003 amounted to $150.0

million a March 31, 2001. USEC is evauating severa options for replacing its bank credit facility. The
increase in shareholders equity from the specia income tax credit and better than forecasted operating
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earnings provides an expanded timeframe for USEC to fully explore options for the eventual replacement
of this credit facility.

At March 31, 2001, USEC was in compliance with financial covenants under the bank credit facility,
including regtrictions on the granting of liens or pledging of assets, a minimum stockholders equity and a
debt to total capitaization ratio, as well as other customary conditions and covenants. The failure to
satisfy any of the covenants would constitute an event of default. The bank credit facility includes other
customary events of default, including without limitation, nonpayment, misrepresentation in a material
respect, cross-default to other indebtedness, bankruptcy and change of control.

The total debt-to-capitdization ratio was 34% at March 31, 2001, compared with 37% at June 30, 2000.

A summary of working capital follows (in millions):

March 31, June 30,

2001 2000
Cash, net of short-term debt..........evvveeeeenennn. $ 64.6 $ 230
INVENLONES, NEL......ceviieeiiii e 1,070.9 825.1
(@111 (T (96.2) 180.3
Working capital ...........cccoevveiiieenieiieeiennn, $1,039.3 $1.0284

There are four nuclear reactors operated by two utilitiesin California USEC supplies enriched
uranium to two reactors under along-term contract with Pacific Gas and Electric Company (“PG&E”). In
April 2001, PG& E declared bankruptcy under Chapter 11 of the federal bankruptcy code. USEC expects
to continue to supply enriched uranium to PG& E, and USEC may bid on supplying enriched uranium to
other reactors not currently under contract. At March 31, 2001, there were no trade receivables
outstanding, and there have been no delaysin collections or cancelled orders. USEC is closely
monitoring the electricity crisis and financid problems of the utilitiesin California and remains
committed to protecting its business position and fulfilling its contractua obligations.

USEC expects that its cash, internally generated funds from operating activities, and available
financing under the bank credit facility will be sufficient to meet its obligations as they become due, to
fund operating requirements of the plants including severance benefits and other shutdown costs at the
Portsmouth plant, purchases of SWU under the Russian contract and the planned build-up of SWU
inventories, capital expenditures, interest expense, and quarterly dividends.
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USEC Inc.
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

At March 31, 2001, the balance sheet carrying amounts for cash and cash equivalents, accounts
receivable, accounts payable and accrued ligbilities, and payables under the Russian contract
approximate fair value because of the short-term nature of the instruments.

The fair vaue of long-term debt is calculated based on a credit-adjusted spread over U.S. Treasury
securities with similar maturities. The scheduled maturity dates of long-term debt, the balance sheet
carrying amounts and related fair values at March 31, 2001, follow (millions):

Maturity Dates March 31, 2001
January January Balance Sheet Fair
2006 2009 CarryingAmount  Value
Long-term debt:
6.625% senior Notes..................... $350.0 $350.0 $315.4
6.750% senior NOtes............ce..... $150.0 150.0 128.6

$500.0  $444.0
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USEC Inc.
PART Il. OTHER INFORMATION

Legal Proceedings

On October 27, 2000, a federal securities lawsuit was filed against USEC in the U.S. District Court
for the Western District of Kentucky, Paducah Division. The lawsuit names as defendants USEC and
certain of its officers and seven underwriters involved in the initia public offering of common stock.
Additiona lawsuits of asimilar nature have been filed in the same court. The plaintiffsin each
lawsuit seek to represent a class of purchasers of common stock between July 23, 1998, and
December 2, 1999. On July 23, 1998, USEC’s common stock began trading in connection with the
initial public offering. The lawsuits generally dlege that certain statements in the registration
statement and prospectus were materially false and mideading because they misrepresented and failed
to disclose certain adverse material facts, risks and uncertainties. The plaintiffs seek compensatory
damages. USEC believes that the allegations are without merit and intends to defend itself
vigoroudy, and that the outcome of these lawsuits will not have a material adverse effect on its
financia position or results of operations.

Exhibits and Reports on Form 8-K
(8 Exhibits
The following exhibit is filed as part of this Quarterly Report on Form 10-Q:

Exhibit
No. Description

10.50 L etter Supplement to power agreement between Ohio Valley Electric Corporation
and the United States of America acting by and through the Secretary of the
Department of Energy, dated March 20, 2001.
(b) Reports on Form 8-K

There were no reports on Form 8K filed during the quarter ended March 31, 2001.

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behdf of the undersigned thereunto duly authorized.

USEC Inc.

May 1, 2001 By /s Henry Z Shelton, Jr.
Henry Z Shelton, Jr.
Senior Vice President and Chief Financial Officer
(Principa Financial and Accounting Officer)
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