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Message From the Secretary

I am pleased to present the Department
of Energy’s Performance and Account-
ability Report. This Report summarizes
the Department’s challenges and
achievements in Fiscal Year 2000, and
demonstrates our strong commitment to
stewardship and accountability in
administering the programs and activi-
ties of the Department.

Our work at the Department of Energy
serves the nation in four critical areas—
national nuclear security, energy re-
sources, science, and environmental
quality. This Report describes our goals
and performance in these areas. As
public servants, the men and women
who manage these programs are en-
trusted with implementing the
Department’s objectives and are accountable for the performance and achieve-
ments of the Department. This Report, which contains complete and reliable
data on the Department’s program and financial results, is a testament to their
accomplishments.

As Secretary, one of my top goals will be to administer the programs of the
Department as efficiently and effectively as possible. To this end, | will rely on
the Department’s systems of management controls to evaluate our effectiveness
in achieving our goals, measure program performance, adhere to sound financial
management practices, comply with federal law, and protect the Department’s
assets. The Department believes its management controls are working effec-
tively; however, this report has identified several areas where improvements can
and should be made. These areas are identified in the report as “Departmental
Challenges,” and the actions we are taking to address these challenges are described.

KPMG LLP has audited the Department’s Fiscal Year 2000 consolidated
financial statements included in this Report and has issued an unqualified audit
opinion indicating that our statements present fairly the financial position of the
Department. This audit opinion reflects the continuing dedication of the
Department to good financial management and demonstrates that we have
sound financial data upon which we base our critical decisions.

| want to assure you, I am fully committed to improving the management and
effectiveness of the Department. The principal message of this Report is that,
despite the difficulty of its challenges, the Department of Energy is making
progress in accordance with its missions. In Fiscal Year 2001, | look forward to
continuing to make improvements in the business of the Department.
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The Department of Energy at a Glance

The Department of Energy’s mission is to foster a secure and reliable energy system that is environmen-
tally and economically sustainable, to be a responsible steward of the Nation’s nuclear weapons, to clean
up our own facilities, and to support continued United States leadership in science and technology.

Then and Now

The Department of Energy was created in
1977. In establishing the Department,
Congress brought together for the first time
not only most of the government’s energy programs,
but also defense responsibilities that included the
development of nuclear weapons. With its forma-
tion, the Department undertook responsibility for
long-term, high-risk research and development of
energy technology, federal power marketing, energy
conservation, the nuclear weapons program, energy
regulatory programs, and a central energy data
collection and analysis program.

Over the past 23 years, the Department has contin-
ued to meet the evolving needs of the Nation. Ever
focused on a comprehensive and balanced approach,
the Department serves the country by ensuring
energy security, maintaining the safety and reliability
of our nuclear weapons stockpile without under-
ground testing, cleaning up the environment from
the legacy of early nuclear activities, and developing
innovations in science and technology.

The Department is leading the national effort to develop
renewable energy technologies and accelerate their
acceptance and use. These wind power plants are using
turbines developed with the Department’s funding.

Fiscal Year 2000 was Eventful

A New National Nuclear Security Administration:
In March, 2000, the new National Nuclear Security
Administration (NNSA) was established as a semi-
autonomous agency within the Department to
administer our critical national security functions.
The NNSA provides a unified focus to our national
security programs and is structured to establish clear
and direct lines of accountability and responsibility
for the management and operation of the Nation’s
nuclear weapons, naval reactors and nuclear non-
proliferation activities.

General John A. Gordon, USAF, Retired is the
Department’s first Under Secretary for Nuclear
Security, and Administrator of the NNSA. In
carrying out the responsibilities of the NNSA,
General Gordon and those reporting to him ensure
the maintenance of a safe, secure and reliable
stockpile of nuclear weapons and associated materi-
als and technologies for the Nation’s defense;
promote international nuclear safety and nonprolif-
eration of nuclear materials and technologies; and
program.

As with the establishment of any new Government
enterprise, especially one with such a significant
mission, there are logistical and organizational issues
surrounding the creation of NNSA. We are dealing
with these issues as we progress through the institu-
tionalization of this new and important organization
and establish responsibilities and authorities, formal-
ize new working relationships, resolve cross-cutting
funding issues, and work to ensure that programs are
integrated and effective.
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Fires at our Facilities: In the spring and summer of
2000, wildfires swept through the Western United
States. One of the worst wildfires occured in North-
ern New Mexico where tens of thousands of acres of
the Sante Fe National Forest were destroyed. While
the fire spread to the City of Los Alamos and the
NNSA property at the Los Alamos National Labora-
tory, fortunately no one was killed nor were any
major facilities destroyed. However, extensive
damage to the Los Alamos National Laboratory
property cost over $340 million, with over 46 per-
cent of the 43 square mile site burned. Forty-two
small office buildings and storage facilities were
destroyed, and miles of utility, communications, and
alarm system lines were severed. The fire damaged
another 95 buildings, while smoke and soot ruined
equipment, computers, and sensitive scientific
instruments. The City of Los Alamos was evacuated
and the Laboratory was shut down during the two
week long emergency.

When work at the Laboratory resumed, initial efforts
were devoted to resettling employees who lost work
stations and replacing essential equipment and work
products. Due to the condition of the scorched land,
major erosion control efforts were taken to mitigate
the risk of uncontrollable flooding during the rainy
season. Full recovery will take months, if not years;
however, emergency response and risk mitigation
efforts have been successful toward restoring Labora-
tory operations. Recovery and risk mitigation
projects are expected to be completed with the help
of substantial emergency appropriations.

Two other Department sites also suffered wildfires in
the summer of 2000. Fires near the Hanford site in
Richland, Washington burned 99 square miles and
caused damage to federal property and the surround-
ing community. The Idaho National Engineering
and Environmental Laboratory also was forced to
fight wildfires.

Mapping the Human Genome: The Department of
Energy is charged with pursuing a deeper understand-
ing of the potential health risks posed by energy use
and by energy-production technologies—with special
interest focused on the effects of radiation. Recogniz-
ing the importance of understanding the effect of
radiation on the human genome, the publicly funded
Human Genome Project was begun to explore newly
developing technologies for analyzing DNA. This
project is a joint effort of the Department of Energy,
the National Institutes of Health, and scientists in
other countries.
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The Cerro Grande Fire, the largest wildfire in recent New
Mexico history, devasted the City of Los Alamos, destroyed
wildlife and its habitat, and caused extensive damage to the
Department’s facilities.

In June 2000, the completion of the decoding of 95
percent of the human genetic structure in working
draft form was achieved. This was reached by the
international Human Genome Project in addition to
a private company specializing in genetic research.
The ultimate aim of the project is to complete the
final decoding of the entire genome, improving our
ability to prevent and treat disease. Genome project
technology will also help us develop improved
biomass-based energy sources, and tools to help
clean up toxic waste. Because this project is publicly
funded, its results are available for public use.

U.S. Energy Markets: Over the past year, the
United States experienced considerable volatility in
energy markets, with the entire country experiencing
price increases for petroleum products and natural
gas and some regions enduring more dramatic spikes
in prices for specific fuels or electricity. In the
Nation’s Northeast, home heating oil prices skyrock-
eted due to short term weather—related shortages in
supplies. Most recently, California has experienced
serious shortages of electricity causing rolling
blackouts.
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Contributing to these energy price increases is the
country’s dramatic economic growth and resultant
increase in the demand for energy. This increased
demand occurred after many years of declining
energy prices, which discouraged new exploration
and production of all forms of energy. Although
market forces will generate increased energy supplies
over time, the Department has taken actions to
minimize the short term effects of these price
increases.

In the Northeast, a heating oil reserve was estab-
lished during the summer of 2000 to enable the
Federal government to respond to future regional
shortages of fuel oil. Former President Clinton
directed the release of oil from the Department’s
Strategic Petroleum Reserve in exchange for larger
amounts of oil to be delivered back to the Reserve
during fiscal year (FY) 2001. Additionally, the
Department established the Office of Energy Emer-
gencies to improve federal coordination and re-
sponse to all types of energy emergencies.

The Department is also developing longer-term
solutions through its support for new technologies
and promotion of open international markets.
However, the recent tight supply and demand
situation in the Nation’s energy markets is evidence
of the need for developing a new national energy
policy with increased focus on maintaining reliable
energy markets. This issue is discussed as a Depart-
mental Challenge later in this report.

Summary of Departmental
Challenges

Departmental challenges are identified in this report
in accordance with the Federal Managers’ Financial
Integrity Act. The objective of this Act is to
identify areas of vulnerability in the operations of
the Government and ensure that appropriate
attention is given to mitigating problems that may
affect the judicious expenditure of the taxpayers’
money. As required, the Department has evaluated
its management controls to provide reasonable
assurance that they were working effectively, that
program and administrative functions were
performed in an economical and efficient manner
consistent with applicable laws, and that assets were
safeguarded against the potential for waste, fraud,
abuse, or mismanagement. The results of the
evaluations indicate our system of management
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Completion of the DNA decoding effort is expected before
2003 and will result in the discovery of the 80,000 to 100,000
human genes, enabling biologists to study them in detail.

controls provides reasonable assurance that those
objectives were achieved except for the problems
identified as Departmental challenges in this report.
Additional information relating to each of these
Departmental Challenges is provided in the
applicable business line.

Departmental Challenges: Summary
Departmental Page
Challenges Reference
Energy Markets 13
Security 18
Surplus Fissile Materials 19
Environmental Compliance 24
Nuclear Waste Disposal 27
Safety and Health 34
Contract Management 36
Human Capital Management 37
Information Technology Mgt. 37
Managing Physical Assets 38
Project Management 39
Inadequate Audit Coverage 40
Statistical Status of Departmental Challenges
Closed 1
New 3
Beginning of FY 2000 10
End of FY 2000 12
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The Department’s organization consists of headquarters and field organizations, national laboratories, nuclear weapons
production plants, power marketing administrations and special purpose offices.
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The Department’s
Organization and Resources

Organizationally, the Department is structured to
accomplish our businesses: energy resources, national
nuclear security, environmental quality, and science.
These business activities are supported by Depart-
ment-level staff and support offices performing
corporate management functions.

The Department is accomplishing its mission
through unique scientific and technical assets, which
include outstanding national laboratories, facilities
and employees.

Report Composition

The Reports Consolidation Act of 2000 permits
federal agencies to consolidate various reports in
order to provide financial, performance and related
information in a more meaningful and useful format.
In accordance with that Act, the information
contained in this report is a consolidation of report-
ing requirements. We believe that consolidating this
information provides the reader with a better overall
picture of the Department of Energy.

This report meets the following legislated reporting
requirements:

O Annual report on the Department’s activities as
required by the Department of Energy Organiza-
tion Act of 1977;

0 Management actions taken in response to Inspec-
tor General audits as required by Amendments to
the Inspector General Act of 1978;

O Status of the Department’s management controls
and the most serious problems identified as
required by the Federal Managers’ Financial
Integrity Act of 1982;

O Performance results achieved against all goals
established for the year as required by the Gov-
ernment Performance and Results Act of 1993;

O Audited financial statements, including an
overview of performance results, as required by
the Government Management Reform Act of
1994;

O Assessment of the Department’s financial systems
for adherence to government-wide requirements
as required by the Federal Financial Management
Improvement Act of 1996.

The remainder of this Overview section presents information on the Department’s business lines: Energy Resources,
National Nuclear Security, Environmental Quality, Science, and Corporate Management. Information presented
includes a brief explanation of each business line, summarized results of significant FY 2000 performance commitments,
and Departmental Challenges, if any, that exist in the area of the business line’s activities.
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The Department of Energy promotes secure, cempetlt
energy systems that serve the needs of the-public.

nergy is the vital force powering business,
Emanufacturing and the movement of goods

and services throughout the country. Our
economic well-being depends on reliable, affordable
supplies of clean energy. Energy is also a global
commodity. With growing worldwide populations,
rising living standards, and economies in transition
to market-based systems, the demand for energy is
increasing in an ever more globalized energy market.

The Department’s goal is to promote the develop-
ment and deployment of energy systems and prac-
tices that will provide current and future generations
with energy that is clean, efficient, affordable, and
reliable. To meet the Nation’s energy needs, the
Department is committed to the following policy
principles: reliance on competitive markets; support
for energy science and technology development;
promotion of government/industry/consumer part-
nerships; use of targeted incentives and regulations;
and facilitation of international cooperation.

W E menfally responS|bIe

The Department pursues its energy objectives through
a variety of approaches, including market reforms that
increase competition while assuring reliability, the
development of improved energy technologies and
standards, energy related information, voluntary
programs and the maintenance of emergency reserves.
In addition, the Department operates Power Marketing
Administrations to market electricity generated by
Federal hydropower projects.

In our Energy Resources business line, we are work-
ing to accomplish several objectives discussed below.

Reduce the vulnerability of the U.S. economy to
disruptions in energy supplies.

One of the Department’s targets to boost the
Nation’s production of domestic oil during 2000 was
to complete the demonstration and transfer of 7
advanced technologies, adding 92 million barrels of
oil field reserves, increasing the number of economic

BUSINESS LINE RESOURCES AND COSTS

Net Budget Authority
(Dollars in Millions)
Total $17,773

CM

CM
$279 $230
SC
$2,666
EQ
$1,824
NS
$6,366 $6,338

I ER =Energy Resources ]

[ NS =National Nuclear Security [] SC =Science

Operational Net Costs
(Dollars in Millions)
Total Business Line Net Costs $12,046

EQ =Environmental Quality

Number of Federal Employees
(Full-time equivalents—FTEs)
Total Federal Employees 15,577

ER
6,165

CM
3,750

sC
391
EQ
NS 2,742
$5,824 NS
2,529

[] CM=Corporate Management
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Energy Resources

wells and reducing abandonment rates. The seven
projects are estimated to produce 184 million barrels
of incremental oil, which is equivalent to about $3.6
billion at $20 per barrel — far greater than the cost
of these projects. Significant reduction of the
number of abandoned wells is also anticipated,
largely due to technology improvement and im-
proved economic conditions. The Department met
its goal in this area. However, at the request of
industry partners, the completion date of four of the
projects has been extended - at no cost to the
Department. The field projects will continue to
completion, per original design and implementation
plans. These projects are expected to realize the
indicated benefits and ultimately meet the estab-
lished goals.

Another goal for FY 2000 was to launch two projects
that will lead to 100 percent penetration of alterna-
tive fuel vehicles in selected niche applications such
as a local taxi fleet or the buses for a particular
school. We have exceeded this goal as evidenced by
the fact that several Clean Cities partners have already
reached 100 percent, such as American Livery Com-
pany in Orange County, CA (105 taxis); Yellow-
Checker-Star in Las Vegas, NV (200 taxis); Massport
Terminal Shuttle, Boston, MA (32 Shuttles); and
Santa Fe Transit in Santa Fe, NM (28 buses).

To help achieve this objective, we also completed a
seven-year, $328 million modernization of the
Strategic Petroleum Reserve, the Nation’s first line
of defense against an interruption in oil supplies.
This initiative added another 25 years of useful life to

\ II-!-!-.'.

_

The Department’s four Power Marketing Administrations
market electricity primarily from Federal hydropower projects.

the Strategic Petroleum Reserve. The modernization
project was completed ahead of schedule and nearly
$42 million below its original cost estimate. The
Strategic Petroleum Reserve, established in 1975, holds
about 570 million barrels of crude oil and has the
storage capacity for another 130 million barrels. The
refurbishment resulted in improvements that will
reduce annual operating costs by $12 million to $15
million. The Department has also met its goal to be
able to drawdown 4.18 million barrels per day for a 90
day period in the event of a national need for the
Strategic Petroleum Reserve oil.

In February 1999, the Department of Energy and the
Department of the Interior initiated a plan to
increase the Strategic Petroleum Reserve inventory
with crude oil royalties for production from leases of
Federal land in the Gulf of Mexico. Under this plan,
various leaseholders are directed to pay a portion of
their royalties in crude oil instead of cash payments
to the United States Treasury (royalty-in-kind). The
Department of Energy contracts with commercial
entities to receive this oil at offshore production
facilities and transfer it to the Strategic Petroleum
Reserve, either directly or in exchange for other
crude oil delivered. The goal of the royalty-in-kind
plan is to replace the 28 million barrels of oil that
Congress directed the Department to sell in 1996
and 1997. During FY 2000, we completed contract-
ing for 28 million barrels of Federal royalty oil from
the Department of the Interior.

In July 2000, the President directed the Department
to establish a heating oil component of the Strategic
Petroleum Reserve in the Northeast to help protect
Americans against possible winter fuel shortages.

Strategic Petroleum Reserve
Million Barrels of Oil

600 _ 5736 5634 5634 5649 5703
500
400 |
300 |
200
100 |
0 ‘
1996 1997 1998 1999 2000
Fiscal Year

11



Department of Energy FY 2000 Performance and Accountability Report

The Department’s plan to implement the heating oil
reserve involved the commercial exchange of crude
oil from the Strategic Petroleum Reserve for both
the two million barrels of heating oil and leased
storage tank capacity in the Northeast. Although not
a previously established performance goal, all two
million barrels of heating oil were in place by

October 2000, well in advance of the winter heating
season.

Other actions included meeting our goals for passing
the North American Electric Reliability Council
performance standard for each month of the fiscal
year at our four Power Marketing Administrations.

We believe that the Department has successfully
attained the FY 2000 goals it established for this
objective.

Ensure a competitive electricity generation industry
is in place that can deliver adequate and affordable
supplies with reduced environmental impact.

Crude oil from the Strategic Petroleum Reserve is being

. exchanged for heating oil to fill the government’s Northeast
energy technologies such as solar energy systems. In - peating oif reserve.

The Department is working to develop renewable

FY 2000, we facilitated the installation of well over
the targeted 20,000 systems, bringing the total

number of installed systems to over 100,000. The Solar Energy Systems Installed
end objective is to install one million solar energy cumulative by fiscal year
systems on U.S. buildings by FY 2010.

120,000 100,000
We are also working to reduce emissions from 100,000
existing fossil fuel plants and to develop clean high 80,000
efficiency plants for the future. During FY 2000, we 60,000 20.000
nearly completed our goal for validation testing for 40,000 |—30.000
critical components of two advanced turbines that 20,000 J
can produce electricity with over 60 percent 0 ‘

FY 1998 FY 1999 FY 2000

efficiency and ultra-low emissions of major pollut-
ants. Full testing was completed for one of the two
designs and 85 percent for the other. In addition, we
met our goal for completing the first large scale
(600MW) test of non-catalytic reduction, a technol-
ogy that will allow coal-fired power plants to reduce
emissions of major pollutants. This project was
carried out in partnership with American Electric
Power, the Ohio Coal Development Office and
Electric Power Research Institute.

In addition, we are supporting research to improve

Solar energy installation on a residence in Colorado existing nuclear power plants and taking actions to
employing photovoltaics.

12



Energy Resources

maintain nuclear power as a viable option for the
future. In FY 2000, we met our goal for implementing
the Nuclear Plant Optimization Program to develop
new technologies for managing the effects of plant
aging while improving plant reliability, availability and
productivity. The Department also met its goals for
continuing research projects underway and approving
and initiating new projects that will help maintain
nuclear energy as a viable option for the future.

With the projects completed and the new initiatives
underway, we believe the Department has met our FY
2000 goals toward ensuring a competitive electric
generation industry that can produce adequate,
affordable supplies with reduced impact on the envi-

ronment.

Increase the efficiency and productivity of energy
use, while limiting environmental impacts.

Activities to increase the efficiency and productivity
of energy use in an environmentally friendly manner
encompass a wide variety of efforts including the
development of new energy efficient vehicles, improv-
ing efficiency in energy intensive industries, and
designing buildings that are more energy efficient.

During FY 2000, the Department exceeded its goals
for working with domestic automakers to develop
more fuel-efficient vehicles. DaimlerChrysler, Ford,
and General Motors all introduced advanced
concept vehicles that get up to three times the gas
mileage of today’s typical family sedan. In addition,
the Department has exceeded its FY 2000 goals
toward improving the efficiency of energy intensive

The United States
experienced considerable
volatility in energy
markets over the past year.
Every region of the
country experienced price
increases for petroleum
products and natural gas,
and several regions
endured more dramatic
short-term supply
problems and spikes in
prices for specific fuels or
electricity. The Northeast
experienced skyrocketing
home heating oil prices.
More recently, serious
shortages of electricity in
California have forced
rolling blackouts and
brought two of the
country’s largest utilities to
the edge of bankruptcy.

Many factors contributed
to this situation, but one
of the most important is
the dramatic economic
growth experienced by the
United States that has
increased the demand for
energy. This increased
demand occurred after
many years of declining
energy prices, which had
discouraged new
exploration and

Departmental Challenge: Energy Markets

production of all forms of
energy. Although market
forces, given sufficient time,
will respond to higher prices
by adding new energy
production and generating
capacity, the Department has
taken steps to improve some
aspects of the Nation’s energy
markets. Recognizing the
need for restructuring of the
electricity sector, the
Department has strongly
supported legislative action
and hosted regional electric
reliability summits to discuss
ways to improve delivery of
electricity. Additionally,
through its research and
development programs, the
Department has invested in
new technologies to improve
energy efficiency, lower the
costs of oil and gas
exploration, and find new
sources of supply.

The Department has also
taken steps to help mitigate
the immediate effects of
regional short-term energy
shortages by providing
assistance to local authorities
as they work to resolve
underlying problems. To
address the electricity
shortage in California, the

Department issued emergency
orders directing out-of-state
electricity generators and
natural gas distributors to sell
available supplies to
California and similar
directives to Federal power
producers to help increase
supplies to that area. To
respond to short-term
shortages of fuel oil in the
Northeast, a home heating oil
reserve was established during
the summer of 2000 to reduce
the risk of disruptions like
those that occurred during
the prior winter.

Despite these efforts, the
underlying issue of increasing
national energy requirements
calls for the development of a
comprehensive, long-term
national energy strategy.
Recognizing this, the
President established an
Energy Policy Development
Group to recommend to him
a national policy that will
help the private sector and, as
appropriate, government at
all levels, to ensure that

there are adequate energy
resources to meet the needs of
U.S. citizens. The Secretary
of Energy is a member of the
Group, which is headed by

the Vice President.
Following the
development of an
assessment of the
difficulties being
encountered in current
energy markets, the Group
will develop a report
recommending a national
policy designed to help the
private sector, and local,
State, and Federal
governments, if necessary,
promote dependable,
affordable, and
environmentally sound
production and
distribution of energy for
the future. The report to
the President will be
developed during FY 2001.
As the Federal agency
responsible for energy
policy at the national
level, the Department of
Energy will actively pursue
implementation of the
new national energy policy
when it is approved by the
President.
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Reducing Energy Use in Federal Buildings
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As the largest energy consumer in the world, the U.S.
government’s cost-and-energy savings opportunity is
enormous. The Federal Energy Management Program, a part
of the Department , helps federal agencies reduce costs and
increase energy efficiency.

industries by initiating 13 solicitations with industry
in support of roadmaps developed in the Industries of
the Future program and establishing partnerships
with 50 Industries of the Future plants for improved
efficiencies in motors, steam, compressed air, and
combined heat and power.

The Department also exceeded its target to weather-
ize 68,000 low income homes, bringing the total to
nearly 5 million homes. The Weatherization Pro-
gram also helps reduce our dependence on foreign oil
by saving 15 million barrels of oil annually. In
addition, the Department exceeded its goal for
reducing energy use in Federal buildings by 20
percent since 1985, one year ahead of the schedule
required by the Energy Policy Act of 1992. This
achievement has saved 127.3 trillion Btu’s of energy,
enough to supply the needs of over one and a quarter
million households for an entire year. Since 1985,
greenhouse gas emissions from federal buildings have
been reduced by almost 2.4 million metric tons —
equivalent to removing 1.7 million automobiles from
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the road for an entire year. These efforts have also
saved over $19 billion in federal government build-
ing energy costs since 1985.

With the successful completion of these actions,
along with other initiatives, the Department has
substantially achieved its FY 2000 goals toward
increasing the efficiency and productivity of energy
use, while limiting environmental impacts.

Support U.S. energy, environmental, and economic
interests in global markets.

The Department supports international cooperation
in technology development, emergency prepared-
ness, and policy coordination through the Interna-
tional Atomic Energy Agency, various international
agreements, and initiatives.

During FY 2000, the Department has worked with
the Environmental Protection Agency and with
other nations to develop guidelines for reduction of
greenhouse emissions. In this arena, we have met our
goals toward developing flexibility mechanisms to
promote reduction of greenhouse gases. We have
also nearly met our goal for obtaining meaningful
commitments from developing countries for reduc-
ing greenhouse gas emissions, but need to continue
to work with some of these countries for firm com-
mitments. The Department exceeded our goal for
leading U.S. Government technology and climate
change strategy development by chairing and expand-
ing the Annex Il Countries Climate Change Technol-
ogy Initiative which promotes objectives of the United
Nations Framework Convention on Climate Change
and by completing related activities.

Through these and other related initiatives, the
Department has achieved its FY 2000 goals for
supporting U.S. energy, environmental, and eco-
nomic interests in global markets.



Natfenal Nuclear Security

The Department of Energy supports national security, promotes international nuclear
safety and reduces global danger from weapons of mass destruction.

The Department and its predecessor

agencies have long played a critical role in
guarding our Nation’s security and support-
ing our Nation’s defense. The Department’s national
nuclear security programs were consolidated into the
National Nuclear Security Administration (NNSA)
in March 2000. The NNSA is comprised of the
Offices of Defense Programs, Defense Nuclear
Nonproliferation, and Naval Reactors. Responsibili-
ties of the NNSA include maintenance of a safe,
secure, and reliable stockpile of nuclear weapons and
associated materials capabilities and technologies;
promotion of international nuclear safety and
nonproliferation; and management of the naval
nuclear propulsion program. Four staff offices
outside of the NNSA retain policy, oversight, and
some national security responsibilities: the Office of
Security and Emergency Operations, the Office of
Intelligence, the Office of Counterintelligence, and
the Office of Independent Oversight and Perfor-
mance Assurance. These programs in coordination
with the Department of Defense and other agencies

with a national nuclear security mission help ensure
that we live in a safe and secure world.

With the end of the Cold War, the Department faces
a new and complex set of challenges in carrying out
its national nuclear security mission. The fragmen-
tation of the former Soviet Union has led to con-
cerns about the accountability, control and disposi-
tion of nuclear materials and information. Nuclear
proliferation coupled with the knowledge that at
least 20 countries are known to be or are suspected
of developing weapons of mass destruction pose a
significant threat to national security. The nuclear
deterrent is critical to meeting the Nation’s security
challenges and sustaining domestic and international
security. However, the nuclear deterrent is repre-
sented by a smaller, aging weapons stockpile, which
must be maintained without underground testing.
Our stockpile stewardship program, which is being
carried out at the production sites and weapons
laboratories, is working today to maintain a safe,
secure, reliable stockpile through advances in
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science and technology in the absence of under-
ground testing. Also critical to meeting the Nation’s
security challenges are international cooperative
efforts with the former Soviet Union to minimize
the threat of proliferation of excess fissile materials
and the safety risks of aging nuclear power plants.

In our National Nuclear Security business line, we
are working to accomplish several objectives dis-
cussed below.

Maintain Confidence in the Safety, Reliability, and
Performance of the Nuclear Weapons Stockpile
Without Nuclear Testing.

In pursuit of the Comprehensive Test Ban Treaty,
the President directed the establishment of an
annual review and certification process of the safety,
reliability, and performance of the nuclear weapons
stockpile in the absence of testing. In FY 2000, the
fifth annual certification process was carried out.
The NNSAs active and inactive weapons systems
were reviewed by DOE’s national weapons laborato-
ries and joint Project Officers Groups. Final reports
on the systems were provided to the Secretaries of
Energy and Defense in July 2000. Final certification
was provided to the President in January 2001.

The NNSAs efforts in maintaining the nuclear
stockpile include the surveillance, alteration, and
modification of stockpile weapons. Surveillance is
essential to assess the safety and reliability of the
Nation’s stockpile. Alterations and modifications are
conducted when surveillance activities indicate the
need for updating weapons to meet higher safety
standards, replace faulty components, meet changed
military requirements, or extend the life of the
weapon. In FY 2000, there were no requirements for
modification but eleven weapons alterations were
underway. The NNSA met the annual schedule for
five of the eleven weapon alterations, falling below
expectations of its FY 2000 goal to meet all alter-
ation and modification schedules developed jointly
with Department of Defense. For the remaining six
alterations, revised schedules have been developed
with the Department of Defense that will meet their
operational needs.

Tritium, a radioactive isotope of hydrogen, is neces-
sary for the proper function of all U.S. nuclear
weapons. Since tritium decays at a rate of about five
and one-half percent per year, it must be replaced in
weapons to ensure their reliability. The U.S. has not
produced new tritium for the past eleven years and
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The Department jointly develops schedules for modifying and
altering nuclear weapons systems with the Department of
Defense. Revised schedules are developed when initial goals
are not achieved.

has used recycled tritium from dismantled weapons
to meet supply requirements. The current supply of
tritium is dwindling and will be sufficient to meet
requirements only until FY 2005. To meet future
tritium requirements, the Department’s strategy
includes the irradation of tritium producing burnable
absorber rods in the Watts Bar and Sequoyah light
water reactors operated by the Tennessee Valley
Authority. In addition the construction of a new
Tritium Extraction Facility at the Savannah River
Site is now underway. Among the FY 2000 mile-
stones met were the completion of site excavation
for the Tritium Extraction Facility and the award of a
contract for the commercial, long-term fabrication
of tritium-producing rods for irradiation. The
Tennessee Valley Authority is on track to submit
license amendments to the Nuclear Regulatory
Commission in the Spring, 2001.

Overall, we have nearly met the FY 2000 goals we
established to meet our long-term objective. Al-
though we have been successful in our certification
and planning for future tritium production, we have
experienced difficulties related to weapons alter-
ations.

Replace Nuclear Testing with a Stockpile Steward-
ship Program.

In response to the moratorium on nuclear testing
declared in 1992 by former President George Bush,
the Department has been working on replacing
underground testing of its nuclear weapons with a
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science-based program of stockpile stewardship to
maintain the safety, security, and reliability of the
U.S. nuclear deterrent.

The Accelerated Strategic Computing Initiative
(ASCI) is a program being developed to help maintain
our existing aging stockpile through advanced com-
puter simulation and modeling. Each of the three
weapons laboratories are using ASCI machines to solve
and understand issues with the stockpile. In FY 2000,
the NNSA exceeded its goal of demonstrating a
computer code capable of performing a three-dimen-
sional analysis of the dynamic behavior of a nuclear
weapon primary, or trigger, using an ASCI computer.
Demonstrating the ability to computationally visualize
and analyze what happens to the primary is the first
critical step in simulating an entire nuclear weapon’s
explosion and is proof of key advances in our science-
based methods to secure the safety and reliability of our
nuclear weapons without underground testing. In
addition, a contract was signed with Compaq for a 30
teraflop machine.

Another thrust of our efforts in the Stockpile
Stewardship Program is to develop new experimental
capabilities for understanding weapons science. The
National Ignition Facility (NIF), an experimental
physics facility meeting this purpose, is now under
construction at the Lawrence Livermore National
Laboratory in California. The NNSA met its

FY 2000 goal to continue construction of the facility
and re-baseline future construction, total costs, and
schedules by June 2000. The re-baselining was
necessary due to problems discovered in FY 1999.
During FY 2000, excellent progress was made on
constructing the conventional facilities and procure-
ment of laser glass and large optical components.

A NIF hohlraum, a cylinder of gold within which rests a BB-
sized plastic sphere containing fusion fuel—the NIF target.
Laser beams enter the two open ends of the hohlraum, heating
the hohlraum walls and creating x-rays that compress the
fusion fuel and produce a fusion reaction. “Hohlraum’” means
hell room in German, referring to the extreme heat and
temperature generated inside the pellet when the fusion
reaction occurs at temperatures in excess of 15 million
degrees, exceeding those at the center of the sun.

Another focus of our stockpile stewardship efforts is
to conduct experiments to advance our understand-
ing of the fundamental characteristics of weapons
behavior. We met our goal in FY 2000 to conduct
further subsets of a subcritical experiment begun in
FY 1999 and one additional subcritical experiment
at the Nevada Test Site. The subcritical experiments
provided valuable scientific information about the
behavior of nuclear materials during the implosion
of a nuclear weapon.

We met our FY 2000 goals for replacing nuclear
testing with a Stockpile Stewardship Program.

Ensure the Vitality of the Department’s National
Security Enterprise.

Maintaining the NNSAS national security enterprise is
a multifaceted endeavor. It involves ensuring facilities
required for achievement of the Stockpile Stewardship
Program remain operational, downsizing and moderniz-
ing our facilities, retaining the capability to resume
underground nuclear testing, providing a radiological
emergency response capability and protecting our
nuclear materials, information and technologies.
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During FY 2000, the NNSA fell below its expecta-

tion to ensure that all facilities required for success-

ful achievement of the Stockpile Stewardship
Program remain operational. Essential to the

Stockpile Stewardship Program is the NNSA' ability
to recapture the capability to fabricate and assemble

plutonium pit components. Plutonium pits are
needed to support future stockpile requirements.
Two nuclear production facilities located at the

Department’s Los Alamos National Laboratory, TA-

55 and the Chemistry and Metallurgy Research
building, must remain operational in order for the
NNSA to provide the capability to produce pluto-
nium pits. In FY 1999, a project to upgrade the

Chemistry and Metallurgy Research building was re-

baselined to focus resources on those upgrades
necessary to ensure operation of the facility for the
next ten years. Seven subprojects have been com-
pleted since re-baselining the project in

September 1999; however, the Cerro Grande fire in

May 2000 and other work stoppages delayed comple-
tion of some of the remaining subprojects. In
addition, it will be necessary to replace the capabili-
ties provided by the Chemistry and Metallurgy
Research facility within the next ten years. How-
ever, pre-conceptual planning of the replacement
capability was placed on hold in February 2000,
awaiting additional funding. Although TA-55
remained operational during FY 2000, operations
were severely restricted due to a March 2000 pro-
cessing accident and resulting corrective actions and
significant disruptions caused by the fire. Resump-
tion of the pit manufacturing at TA-55 occurred
toward the end of FY 2000. Despite delays encoun-
tered in FY 2000, the NNSA does not anticipate a
significant impact on the overall project completion.

Meeting national nuclear security requirements in
this post Cold-War era has required the NNSA to
reevaluate its nuclear weapons complex. Downsizing

Recent security and
counterintelligence related
incidents within the
Department highlighted
program shortfalls and
discrepancies. Although
aggressive and positive
actions have been taken to
strengthen security and
counterintelligence
activities, the perception
remains that security at the
Department is below
standards. Congressional
actions, other high level
reviews, and media
attention have all added to
this perception.

Security: Over the past
several decades, security
has not been given the
necessary priority and
attention within the
Department and its
laboratories. The areas of
weakness include cyber
security, physical security,
personnel security, and
information security
programs. In response to
these weaknesses, the

Departmental Challenge: Security

Secretary of Energy issued a
ten-point security reform
package in May 1999. This

plan gives the Department the

tools and authority to detect
security infractions, correct
institutional problems, and
protect America’s nuclear
secrets. The plan involved
the creation of the Office of
Security and Emergency
Operations, which became
fully operational during FY
2000. In addition, as of the
end of FY 2000, all other
actions in the Secretary’s
reform package have been
completed. Positive results

yielded by implementation of

this plan included program
consolidation, an integrated

safeguards and security budget

and establishment of a
performance measurement
system that tracks the
effectiveness of security
related programs.

Counterintelligence: In

response to weaknesses in the
Department’s Counterintelli-

gence Program, in February

expected that the remaining
recommendations will be
implemented by mid FY
2001.

1999 the Secretary approved a
Counterintelligence Imple-
mentation Plan to put into
effect reforms required by
Presidential Decision
Directive 61. The Plan
includes 46 concrete recom-
mendations to develop
effective monitoring of foreign
visitors to the Department’s
facilities, to staff field
counterintelligence elements
by experienced counterintelli-
gence professionals, to
develop a counterintelligence
polygraph program to screen
current and potential
employees in the DOE high-
risk programs, to enhance
counterintelligence profes-
sional and counterintelligence
awareness training, and to
develop a robust counterintel-
ligence analysis and investiga-
tive capability to assess the
foreign intelligence threat to
the Department and effec-
tively detect and deter hostile
intelligence activities. By the
end of FY 2000, 42 of the 46
recommendations had been
successfully completed and it is

In FY 1999, the Depart-
ment identified security as
a Departmental Challenge.
Although all critical
milestones identified in the
Secretary’s ten-point
security reform package
and 91% of the recommen-
dations included in the
Counterintelligence
Implementation Plan have
been completed, we
continue to consider this
area as a Departmental
Challenge until recently
initiated security programs
and enhancements mature,
milestones identified in the
Department’s current plan
are fully implemented, and
remaining counterintelli-
gence actions are finalized.
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Development of methodology to dispose of surplus plutonium
by immobilizing the material in ceramic pucks. Plutonium
would be encapsulated inside a ceramic waste form. The
resulting material would be sealed inside cans, the cans
placed in a large stainless steel canister, and the canister filled

with molten glass.

National Nuclear Security
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Following removal from a nuclear weapon, the component
containing plutonium, commonly referred as the “pit” is
currently being stored at the Pantex Plant on an interim basis.

The United States and
Russia have extensive
inventories of fissile
nuclear materials that are
no longer needed for
defense purposes due to the
end of the Cold War. A
danger exists in the
potential global prolifera-
tion of nuclear weapons
and in the potential for
environmental, safety and
health consequences if
surplus fissile nuclear
materials are not properly
managed. The Department
could save storage, security,
maintenance, and
handling costs associated
with these assets.

Various phases of the
Department’s plan to
dispose of surplus fissile
materials to reduce the
proliferation threat and
handling costs have been
implemented. During FY
2000 the Department had
planned to make available
four metric tons of surplus
highly enriched uranium
(HEU) to the United

Departmental Challenge:

States Enrichment Corporation
(USEC) for downblending to
low enriched uranium and
subsequent sale. The Depart-
ment did not meet its goal and
shipped 1.5 metric tons of
highly enriched uranium to
USEC. The delay in shipment
was caused by a safety stand-
down at the Y-12 plant in Oak
Ridge, Tennessee where the
HEU is stored. Planned
deliveries for FY 2001 will
compensate for the inability to
ship the full four metric tons of
HEU in FY 2000 and the
Department believes it is on
track to make available to
USEC for downblending and
subsequent sale a total of 50
metric tons of surplus HEU by
FY 2005, as planned. The
Department is also finalizing an
agreement with the Tennessee
Valley Authority for the
disposition of off-specification
highly enriched uranium for
downblending and subsequent
use in its reactors. Research and
development in the area of
alternative low enriched
uranium fuels will lessen the
need for highly enriched

Surplus Fissile Materials

uranium and other surplus
nuclear materials which
reduces the threat of global
proliferation of nuclear
weapons.

Regarding surplus plutonium,
the Department is continuing
to pursue a hybrid strategy that
calls for the disposition of
surplus plutonium through
immobilization of some
plutonium in ceramic form and
burning of some as mixed oxide
fuel in existing, domestic
commercial reactors. During
FY 2000 we met our goal to
issue the Record of Decision on
a site for three plutonium
disposition facilities. Following
release of the final Surplus
Plutonium Disposition
Environmental Impact
Statement in November 1999,
the Department issued a
Record of Decision in January
2000 naming Savannah River
as the site for three key
plutonium disposition facilities
— pit disassembly and conver-
sion, immobilization and mixed
oxide fuel fabrication.

In FY 2000, the Depart-
ment met its goal to
implement a bilateral
agreement with Russia for
the disposition of surplus
plutonium. Specifically, the
U.S. and Russia signed an
agreement for disposing of
68 metric tons of weapon-
grade plutonium. This
agreement has enabled the
U.S. and Russia to begin
preliminary design of the
industrial-scale plutonium
conversion and mixed oxide
fuel fabrication facilities in
Russia.

With the implementation
of various phases of the
Department’s plan for
disposing of surplus fissile
materials, our goal to reduce
the nuclear danger and
threat of global proliferation
is being attained. The
Department will continue
to address this issue until we
are satisfied all concerns
have been resolved.
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Highly Enriched Uranium Made Available
to the United States Enrichment Corporation
cumulative by fiscal year

17.5

Metrics tons

FY 1999 FY 2000 FY 2001

goal

The Department’s plan to dispose of surplus fissile materials
to reduce the proliferation threat includes the tranfer of
highly enriched uranium to the United States Enrichment
Corporation for downblending to low enriched uranium and
subsequent sale.

and modernization activities at several NNSA sites
will ensure that the U.S. maintains an appropriately-
sized, cost-effective, safe, secure, and environmen-
tally sound national security enterprise. During

FY 2000, the NNSA nearly met its expectation to
meet its established schedules for downsizing and
modernizing our production facilities as planned
under the Stockpile Management Restructuring
Initiative. This initiative includes the tritium
facilities at the Savannah River Site; enriched
uranium operations at the Y-12 plant in Oak Ridge;
weapons assembly/disassembly and high explosive
facilities at the Pantex Plant; and non-nuclear
production facilities for electronic, electro-optical
devices, plastic and machined parts at the Kansas
City Plant. The Kansas City and Pantex Plant
projects are both on schedule and within cost. The
Savannah River and Y-12 projects did not meet
their established schedules, and both projects are
anticipating cost overruns.

Another aspect of our efforts to ensure the vitality of
our national security enterprise is to maintain
readiness for nuclear or other emergencies. In

FY 2000, the NNSA successfully met its goal to
maintain the capability to resume underground
nuclear testing, consistent with Presidential direc-
tion. Maintaining the capability to resume under-
ground testing requires the NNSA to maintain test
facilities and equipment and nuclear testing skills of
personnel. High-explosive and subcritical
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experiments conducted at the Nevada Test Site and
specially designed test readiness exercises maintain test
readiness skills. During FY 2000, thirty-five high-
explosive experiments and five sub-critical experiments
were conducted at the Nevada Test Site.

Although not a performance goal, in FY 2000,
NNSA recompeted contracts at the Pantex, Y-12
and Kansas City plants. The decision to recompete
rather than extend the contracts was made to
improve peformance based aspects and to focus on
problem areas or priority areas for improvement.

Overall, we nearly met our FY 2000 goal to ensure the
vitality of the Department’s national security enter-
prise. While we met our goal to maintain readiness for
nuclear or other emergencies, the NNSA fell below its
expectations to ensure that all facilities required for
successful achievement of the Stockpile Stewardship
Program remain operational.

Reduce Nuclear Weapons Stockpile and the Prolif-
eration Threat Caused by the Possible Diversion of
Nuclear Materials.

The NNSA takes an active role in reducing the global
danger from weapons of mass destruction by reducing
inventories of surplus weapons-usable fissile materials
worldwide. Such efforts entail reducing our own
weapons stockpile as well as international cooperation
to dispose of surplus fissile materials, placing excess
materials under safeguards of the International Atomic
Energy Agency, and reducing the demand for highly
enriched uranium in civilian programs.

In an effort to reduce the nuclear weapons stockpile,
the NNSA must safely and securely dismantle
nuclear warheads that have been removed from the
U.S. nuclear weapons stockpile. The NNSA met its
FY 2000 goal to adhere to approved schedules for
dismantlements. One hundred percent of the

FY 2000 dismantlement quantity was completed
without safety or security concerns. Disassemblies
conducted during FY 2000 covered the W56 Min-
uteman Il Warhead, the W79 Artillery-Fired
Atomic Projectile Warhead and Quality Assurance/
Miscellaneous dismantlements.

The Department is taking aggressive action to
reduce our nuclear weapons stockpile and the
nonproliferation threat. Overall, we believe our
FY 2000 actions were nearly successful in achieving
our goals.
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Continue Leadership in Policy Support and Tech-
nology Development for International Arms Con-
trol and Nonproliferation Efforts.

Ensuring our national security requires much more
than maintaining a strong nuclear deterrent. It also
requires that we work on an international scope to
minimize the threat of nuclear weapon technology
and materials falling into the wrong hands. Since
the end of the Cold War, an important component
of our nonproliferation programs has been our work
with states of the former Soviet Union to minimize
the risks of proliferation. During FY 2000, the
Department met its goal to continue to install
material protection, control and accountancy
upgrades in Russia. We have completed many
security upgrades at Russian reactor sites and in the
Russian infrastructure that support the manufacture,
transportation, and storage of weapons-usable
nuclear materials. In cooperation with Russian
officials, physical security and accountancy upgrades
are underway on approximately 763 metic tons of
weapons-usable material and comprehensive mate-
rial protection, control and accountancy upgrades
were completed on about 137 metric tons of weap-
ons-usable material.

During FY 2000 the Department exceeded its goal to
further the Nuclear Cities Initiative by promoting
cooperation with the closed cities in the Russian
nuclear weapons complex to improve the prospects for
defense conversion and employment of former weap-
ons scientists. For example, significant progress has
been made in Sarov in creating an Industrial Park
where former weapons scientists can be employed in
commercial endeavors. A business partnership for
medical technologies has been established and more
than 200 weapons workers are currently employed. At
Sneszhinsk, an Open Computing Center and a Non-
proliferation Analysis Center have been funded. In
addition, over 200 micro- and small-business loans
have been made by the European Bank for Reconstruc-
tion and Development under a partnership with the
Nuclear Cities Initiative.

The Department also met its goal to cooperate with
Russian Federation Customs to block nuclear
smuggling at Russian border posts by providing
nuclear detection equipment. The Department and
the Russian Customs have agreed upon six sites to
equip with monitoring equipment and Russian
Customs has proposed seventeen additional sites.

Also essential to nonproliferation efforts are advance-
ments of nonproliferation technology in the United
States. During FY 2000, the Department met its goal
in this area. We developed improved technologies and
systems for early detection, identification and response
to weapons of mass destruction proliferation and illicit
materials trafficking. As examples, a radiation detec-
tion system was developed, delivered and installed for
the U.S. Customs Service, a small satellite to demon-
strate temperature measurement from space for the
passive detection and characterization of proliferant
activities was launched, and a first generation hand-
held detector for enhanced detection of chemical
agents was successfully tested.

We believe we have been successful in achieving our
FY 2000 goals in this area.

Meet National Security Requirements for Naval
Nuclear Propulsion and for Other Advanced
Nuclear Power Systems.

Due to its nuclear expertise and state-of-the-art
nuclear facilities, the Department is charged with
providing the U.S. Navy with safe, militarily-
effective nuclear propulsion plants and ensuring
their continued safe and reliable operation in Navy
warships. In FY 2000, the Department met its goal
to ensure the safety, performance reliability, and
service-life of operating reactors. A key indicator of
the success of these efforts is that nuclear powered
warships have safely accumulated an additional 100
reactor years of operation this year, resulting in over
120 million miles steamed without a reactor inci-
dent. In addition, development of the next genera-
tion reactor for the Navy’s New Attack Submarine
progressed ahead of schedule. Development work
has been completed on most reactor plant compo-
nents. Confirmatory life testing and shock testing
have been completed on the control drive mecha-
nisms and is on schedule for the new concept steam
generator. Planned initial development efforts on a
new reactor plant for the next generation aircraft
carrier were completed. Preliminary design work is
nearing completion on the major propulsion plant
components and detailed design is beginning.

The goals supporting this strategic objective were
met in FY 2000.
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Net Change of Weapons-Grade Nuclear Material
After Core Conversion
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Three Russian plutonium production reactors, more than 30
years old and not meeting newer plant safety standards,
remain in operation, producing weapons-grade plutonium. A
collaborative United States and Russian core conversion
project changes the type of fuel used in these reactors to a
type that will not produce weapons-grade plutonium. The
new fuel type will allow the converted reactors to provide
critically needed heat and will also burn highly enriched
uranium, which will reduce the stockpile of weapons-grade
materials. Core conversion will also improve nuclear safety at
the Russian production reactors.
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Improve International Nuclear Safety.

In our endeavor to advance nonproliferation
cooperation worldwide, the Department assisted
countries in reducing the risks from Soviet-designed
nuclear power plants and implementing a self-
sustaining nuclear safety improvement program
capable of reaching internationally accepted safety
practices. Meeting our goals in FY 2000, three Safety
Parameter Display Systems were installed to improve
operator response to emergencies in Russia and at
South Ukraine. In addition, a Ukrainian Center for
Nuclear Fuel and Reactor Core Design has been
established and information has been obtained that
will be used to design and test reactor fuel.

Overall, we believe we were successful in achieving
our FY 2000 goals for this objective.
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- The Department is aggressively cleaning up the environmental legacy of nuclear weapons and " =
civilian nuclear research and development programs, minimizing future waste generation, safely

“managing nuclear materials, and permanently disposing of the Nation’s radioactive wastes. a ¥

ne of the greatest challenges facing the

Department is the monumental task of

cleaning up contaminated sites and dispos-
ing of radioactive waste. In previous years, the
Nation’s production of nuclear weapons generated
large amounts of waste, which pose unique problems,
including unprecedented volumes of contaminated
soil, radiological hazards and contaminated struc-
tures. The Department is committed to honoring the
Government’s obligation to protect human health
and the environment by cleaning up sites across the
country that supported the nuclear weapons produc-
tion activities. As we pursue these activities, we are
also taking steps to minimize the future generation of
waste.

In addition to cleaning up the environmental legacy
of prior nuclear weapons production activities, the
Department is also addressing the need to perma-
nently dispose of defense-related high-level radioac-
tive wastes as well as spent nuclear fuel from civilian
nuclear power plants and nuclear-powered naval

& B

vessels that is currently being stored at sites across
the United States.

In our Environmental Quality business line, we are
working to accomplish several objectives discussed
below.

Reducing the risks to workers, the public, and the
environment is our first priority. A primary focus of
this effort is to remove radioactive waste from
current locations and maintain it in a safe storage
condition until final disposal can be achieved. To
this end, our fiscal year 2000 target was to place 35.1
metric tons of heavy metal spent nuclear fuel in dry
storage, which represents about 2 percent of the total
amount to be transferred to storage. Unfortunately,
delays in the receipt of storage canisters, coupled
with unanticipated safety issues, have delayed the
transfer of the Three-Mile Island spent nuclear fuel
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presently located in Idaho. These delays reduced the
amount we were actually able to place in dry storage
to 2.7 metric tons. However, even with this delay, we
expect to meet our commitment to the State of
Idaho to complete transfer of all Three-Mile Island
spent nuclear fuel by June 2001. In the interim, we
have taken steps to mitigate the effects of the delay
by increasing the work schedule to round-the-clock
operations; applying additional resources as allowed
by a reprogramming request approved by Congress;
improving canister availability; and increasing our
inventory of spare parts to reduce down time.

In addition to transferring heavy metal spent nuclear
fuel to dry storage, we are also working to stabilize and
store plutonium waste and thereby eliminate the
serious risk posed by inventories of this radioactive

Departmental Challenge:
Environmental Compliance

The Department faces
significant long-term
environmental compliance
and waste management
problems at its facilities
due to past operations that
left a legacy of unaccept-
able risk to the environ-
ment. These circumstances
dictate that continued high
priority be given to
evaluating and correcting

the impacts of past
practices and characteriz-
ing and minimizing the
possible adverse impacts of
present and future
activities. The Department
is implementing an
aggressive plan to acceler-
ate the clean up of its
contaminated sites. The
focus of the plan is to clean
up as many sites as possible
by FY 2006.

material. The plutonium waste we are dealing with is
in a variety of forms. Our goal for FY 2000 was to
stabilize 400 containers of metals and oxides, 41,000
kilograms of residue, and 130 units of other nuclear
material in other forms. This would complete stabiliza-
tion of about 10 percent of the containers of plutonium
metals/oxides, 70 percent of the kilograms of pluto-
nium residues, and 3 percent of the other nuclear
material. During the year, we stabilized 574 containers
of plutonium metals/oxides and 224 units of other
nuclear material, exceeding our goals. However, we
were not able to accomplish our goal related to pluto-
nium residue, instead stabilizing 29,460 kilograms
during the year. We were not able to meet the goal due
to a work stoppage required to inventory the waste and
then the shutdown of several facilities due to safety
issues. We are developing plans to address the delays.

Cleaning up our sites and protecting the environ-
ment is one of the Department’s highest priorities.
However, our progress in FY 2000 was only partially
successful. We intend to address these issues more
effectively in the future in order to meet environ-
mental compliance requirements.

When the Department began its clean up effort,
there were 113 sites that needed remediation.
Through our ongoing efforts, the Department has
met its FY 2000 goal to complete remediation at 2
sites, increasing the total to 71 completed sites. We
are working aggressively to complete the cleanup of
20 more sites by FY 2006.
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Release site cleanups represent the completion of physical
cleanup activities.

Interim steps toward final cleanup of geographic sites
is the cleanup of portions designated as release sites
and facilities. Cleaning up these areas ultimately
leads to the completion of the entire geographic site.
Our goal in FY 2000 was to complete the cleanup of
252 release sites, bringing the number of completed
release site cleanups to 4,730 out of a total of ap-
proximately 9,700. During FY 2000 we completed
208 release site cleanups, somewhat less than our
goal. However, the shortfall was the unanticipated
result of actions necessary and unknown at the time
the goal was developed. The 72 release sites that
were thought to be complete actually will require
additional verification prior to completion. Another
FY 2000 goal was to complete 82 facility
decommissionings bringing the number completed
to 640 out of a total of approximately 3,300 facili-
ties. During FY 2000 we completed 77
decommissionings, nearly meeting our goal.

As part of our effort to cleanup our contaminated
sites, we are working to develop and deploy innova-
tive cleanup technologies that reduce costs, resolve
currently intractable problems, and/or are more
protective of workers and the environment. During
FY 2000 we had goals to deploy 60 innovative
technologies and make 30 alternative technology
systems ready for implementation with cost and
engineering performance data. We exceeded our
goal through the deployment of 202 innovative
technologies and met out goal with 30 full-scale
demonstrations of alternative technology systems.

Our successful FY 2000 accomplishments demon-
strate our committment to cleaning up our contami-
nated sites.

Facilities decommissioned represent the number of
completed final safe dismantling and removal of
contamination and structures.

Safely and expeditiously dispose of waste generated
by nuclear weapons and civilian nuclear research
and development programs and make defense high-
level radioactive wastes disposal-ready.

In March 1999, waste disposal operations were
initiated at the Waste Isolation Pilot Plant (WIPP),
the Nation’s first research and development facility
to demonstrate the safe geological disposal of transu-
ranic waste generated by prior nuclear weapons
activities. The opening of the WIPP facility repre-
sented a significant achievement by the Department
in its efforts to clean up the Nation’s nuclear waste.
However, the final permit for disposal of hazardous
mixed transuranic waste issued by the State of New
Mexico in October, 1999, placed new restrictions on
the waste being shipped there. As a result, shipments
to WIPP were temporarily halted in order to imple-
ment the new provisions of the permit.

As planned, the restrictions of the new permit were
met and shipments of waste to WIPP resumed in

Delivery of waste to WIPP, a research and development
facility for demonstrating safe nuclear waste disposal.
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March 2000. Our FY 2000 goals for waste disposal
were to ship three types of waste to WIPP: transu-
ranic waste, mixed low-level waste, and low-level
waste. Our specific goal for transuranic waste was to
ship 1,200 cubic meters, bringing the total to 1,550
cubic meters, which is about 1 percent of the volume
requiring disposal by 2034. However, the four-month
halt in shipments of transuranic waste caused by the
new restrictions put in place by the State of New
Mexico permit, reduced the amount we were actu-
ally able to ship to WIPP to 369 cubic meters,
considerably below our goal.

In the area of mixed low-level waste our specific goal
was to ship 10,000 cubic meters of mixed low-level
waste, bringing the total to 35,500 cubic meters,
which is about 15 percent of the volume requiring
disposal by FY 2070. During FY 2000 we shipped
approximately 11,000 cubic meters of mixed low-
level waste, exceeding our goal. We also had a goal
to ship 40,000 cubic meters of low-level waste,
bringing the total to 116,000 cubic meters, which is
about 7 percent of the total volume requiring
disposal by FY 2070. During FY 2000 we shipped
over 66,400 cubic meters of low-level waste, exceed-
ing our goal by two-thirds.

Our success in operating WIPP is a very significant
accomplishment towards our long-term goal for
waste disposal. Although the four-month halt in
shipments put us behind in the disposal of transu-
ranic waste, we have exceeded our goals for disposal
of other types of waste.

Prevent future pollution.

We are committed to ensuring that we do not com-
pound our future cleanup work by creating pollution
from our ongoing activities. To this end, we are incor-
porating pollution prevention, including waste minimi-
zation, recycling, and reuse of materials, into all the
Department’s activities. One of our FY 2000 goals was
to reduce the Department’s annual routine waste
generated by 50 percent based on 1993 generation rates
by December 1999. In  FY 2000, we exceeded that
goal and reduced the generation of radioactive and
hazardous wastes from our routine operations by more
than 60 percent relative to 1993 levels. Another goal
was to conduct practices to reduce waste from our site
cleanup and stabilization activities by 10 percent
through December 1999. In FY 2000, we also ex-
ceeded that goal by reducing that waste by 17 percent.
Lastly, we had a FY 2000 goal to prepare plans outlin-
ing specific strategies for meeting our pollution preven-
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tion objectives at 30 DOE sites. This goal was not met
due to delays in developing the approach to be utilized.
This aggressive target for site plans was not met due to
unexpected difficulties in integrating pollution preven-
tion and energy efficiency plans at the site level.

We place great importance on pollution prevention,
recycling, and waste minimization as they are key to
meeting our future national objectives while preserving
our natural resources. Overall we believe our FY 2000
actions are on track to meeting this objective.

Dispose of high-level radioactive waste and spent
nuclear fuel in accordance with the Nuclear Waste
Policy Act as amended.

In accordance with the Nuclear Waste Policy Act, as
amended, the Department has been conducting
scientific studies of Yucca Mountain, Nevada, to
determine its suitability for the development of a
repository for the disposal of the Nation’s spent
nuclear fuel and high-level radioactive waste.
Meeting our goal for FY 2000, we completed the
public hearing process on the Draft Environmental
Impact Statement issued in FY 1999. Our next step
is to finalize the Environmental Impact Statement,
and, if the site is determined to be suitable, recom-
mend the site to the President. If the Yucca Moun-
tain site is approved by the President and Congress,
an application for a license will be submitted to the
Nuclear Regulatory Commission in FY 2003. Dis-
posal operations are anticipated to begin in FY 2010.

The Department is conducting studies at Yucca Mountain to
determine its suitability as a geologic repository for the
nation’s commercial and defense spent nuclear fuel and high-
level radioactive waste.
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2010, as announced in 1989.
Until a repository opens, high-
level radioactive waste and
spent nuclear fuel are being
stored temporarily at numer-
ous Departmental facilities
and individual utilities sites
around the country.

Litigation, funding
shortfalls, and the need for
scientific studies well
beyond the levels envi-
sioned when the Nuclear
Waste Policy Act was
initially passed in 1982,
have necessitated several
schedule changes,
including the delay in the
commencement of
repository operations until

In 1998, a U.S. Court of
Appeals ruled that the
Department had an uncondi-

Departmental Challenge:

Nuclear Waste Disposal

tional obligation to initiate
waste acceptance by January,
1998. However, lacking a
repository or storage facility
constructed under the Nuclear
Waste Policy Act, the
Department is unable to
comply with the Court’s
direction. As a result, several
utilities and State regulatory
agencies have brought suit
against the Department. At

the end of FY 2000, 14
utilities had filed lawsuits,
alleging damages totaling
$5.82 billion. The
Department is working to
negotiate a settlement with
a number of the utilities
involved in these legal
proceedings.

Although we continue to encounter legal difficulties
concurrent with our effort to characterize the
suitability of Yucca Mountain as a permanent
repository, our FY 2000 activities have been success-
ful and, given adequate funding, we believe we are
on target to accomplishing our long-term objective.

Maximize the beneficial reuse of land and effec-
tively control risks from residual contamination.

The Department is working very closely with stake-
holders to develop comprehensive land use plans for

many sites following their cleanup. These land use
plans address future alternative uses, environmental
requirements, and implementation schedules for
land use. As part of this effort, the Department met
its FY 2000 goals to produce a draft study on long-
term stewardship issues and to coordinate with the
National Academy of Sciences and National Re-
search Council on the release of their public report
on long-term institutional management of the

Department’s waste sites.

The FY 2000 goals for this objective were met.
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Science

The Department of Energy fosters the scientific understanding and technological innova-
tions that are critical to the success of our mission and the Nation’s science base.

ver the last half-century, our Nation’s

economic prosperity, quality of life, and

security stemmed from strong public com-
mitments to scientific research. Most experts agree
that publicly-funded science is expected to take on
even greater importance in the new century. Public
investments fill important gaps in scientific knowledge
that are outside marketplace forces, and they build the
scientific foundations for the technology breakthroughs
of the future.

As the third largest government sponsor of basic
research, the Department pushes the envelope of
fundamental knowledge, attempting to unravel some of
nature’s most complex and stubborn scientific myster-
ies. The 20™ century brought many scientific advance-
ments that resulted in dramatic changes in the prod-
ucts of commerce and communications technologies,
and in the diagnosis and treatment of disease. \We are
learning to control matter at the atomic level, develop
cleaner energy sources, and look deeply into the

cosmos to the origins of matter and energy. Business
can now be conducted worldwide with a few strokes of
a keyboard as a direct result of communications
protocols developed by the computing sciences and
high energy physics communities, research in which
the Department of Energy has played a key role.

In our Science business line, we are working to
accomplish several objectives discussed below.

Conducting relevant, high quality research is critical
to developing the science that responds to the
Department’s mission. Performance targets for

FY 2000 included completing the sequencing of 50
million subunits of human DNA and providing the
information to publicly accessible databases. The
Department’s human genome program is part of a
coordinated international effort to complete a high
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quality draft and final sequence of the human
genome. The draft will provide scientists and medi-
cal researchers information to begin unraveling the
mysteries of life and developing new drugs and
medical treatments several years before the final
sequence is available. The Department has exceeded
its FY 2000 targets; 243 million subunits of “high
quality draft” were produced at the Department’s
Joint Genome Institute and 24 million subunits were
sequenced to “Bermuda Standards”, the accepted
international high quality standard. In all, 93.1
percent of the human genome has been sequenced.
Of that 93.1 percent, 62.7 percent is in draft and the
remaining 30.4 percent is complete. It is the
Department’s goal to complete the sequencing of its
share of the human genome chromosomes 5, 16 and
19 by the end of FY 2003.

The Department continues to provide international
science leadership with respect to the physical
sciences as well as the stewardship of the human and
physical infrastructure that enables world-class
science through its widely recognized state-of-the-art
research and development facilities. It is also inter-
nationally competitive in the areas of the earth and
environmental sciences, mathematics and comput-
ing, engineering and in the life sciences. Because of
this, the United States is the world leader in many
fields as well as their corresponding sub-fields. In
addition, the Department maintains and operates
scientific user facilities to serve thousands of re-
searchers from universities, national laboratories,
and industry. It is the Department’s goal to operate
these facilities such that unscheduled downtime is
less than 10 percent of the total scheduled possible
operating time on average. These major scientific
facilities enable the acquisition of new knowledge
that often cannot be obtained by any other means.
During FY 2000, many thousands of scientists
conducted experiments at user facilities, and thou-
sands of other researchers collaborated with these
users to analyze the data from the experiments and
publish the new scientific findings in peer-reviewed
journals. The Department operated its facilities
within the goal of 10 percent during FY 2000.

As part of our efforts to develop science underlying
our long-term mission, we are providing new insights
into the fundamental nature of energy and matter.
Once such example is the Relativistic Heavy lon
Collider. The Relativistic Heavy lon Collider will let
scientists explore some of the universe’s most basic
ingredients. Scientists will explore how nature’s
smallest particles act, interact, appear and disappear.

Genome Watch

Draft 62.7%

Finished 30.4%

Total 93.1%

The main physics mission of the Relativistic Heavy
lon Collider is to collide heavy ions at high speeds,
creating the conditions similar to the beginning of
the universe. Physicists from around the world are
interested in the collisions, as information can be
applied in nuclear physics, particle physics, astro-
physics, condensed matter physics, and cosmology.
Our goal was to see “Big Bang” evidence in FY 2000.
The construction of the Relativistic Heavy lon
Collider was completed on schedule in FY 1999 and
commissioning of the superconducting collider
proceeded during the summer. During the first
quarter of FY 2000 the Collider was shut down to
implement some repairs and improvements. Com-
missioning resumed in February 2000 and on

June 12, 2000, the first collisions were observed by
accelerating gold beams. The planned goal of
reaching 10 percent of the design collision rate was
achieved in September 2000. Two papers have been

A collision image produced by the STAR detector at the
Relativistic Heavy lon Collider in June 2000.
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submitted for publication on data collected during
the experiments and one has been published. The
full physics capability for the experimental program
should be available by the FY 2001 running period.

Plasma physicists are working to recreate the condi-
tions of the sun and stars for the production of fusion
energy on earth. As a potential source of energy,
fusion has many advantages including an abundant
fuel supply, no risk of nuclear accident, no air
pollution, no high-level nuclear waste, and no
generation of weapons materials.

The Department is constantly searching for and
using the best scientific talent from all sources to
perform its research. In FY 2000 the Department
committed to continue funding opportunities in
general plasma science. During FY 2000, we awarded
$4 million to more than 30 scientists in basic and
applied plasma physics efforts. In addition, three new
Junior Faculty in Plasma Physics Development
awards were made based on proposals submitted in
response to our announcement of opportunity.

We are also working to develop the science that
supports the Department’s participation in energy
and other National policy debates. The Department
is committed to the development of better informa-
tion for assessing regional climate change. Our FY
2000 goal was to continue the development of a
next-generation climate model that will reduce the
grid size from 300-500 kilometers to less than 200
kilometers. The Department met this goal by testing
and employing Version 1 of the Parallel Climate
Model. This is a state of the art model developed
specifically for climate variability and climate
change studies on multi-decade to multi-century
timescales, including the study of climate changes
that may result from increasing concentrations of
greenhouse gases. Simulations from the model were a
primary source of projections for the recently com-
pleted draft Intergovernmental Panel on Climate
Change Third Scientific Assessment.

In addition, during FY 2000 the Department met its
goal and completed the genetic sequencing of 10
microbes with significant potential for waste cleanup
and energy production. During October 2000, the
Department determined the DNA sequence of an
additional 15 microbes. The possible uses of this
information are staggering. Microbes, incredibly, make
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up around 60 percent of the earth’s biomass. They have
survived on the planet for over 3.7 billion years and
have been found in every conceivable environment.
This means that microbes long ago “solved” many
problems for which scientists have been actively
seeking answers. Through the study of a diverse group
of microbes, solutions are nearer for challenges in
environmental cleanup, medicine, agriculture, indus-
trial processes, energy production and use, and nonpro-
liferation of biological weapons.

Microbes offer great promise as “natural” tools to help
cleanup environmental contamination. The Depart-
ment has determined the complete DNA sequence of
the microbe Deinococcus radiodurans, the most radia-
tion-resistant organism known. This organism, dubbed
Conan the Bacterium in the popular press, is being
reengineered so that it can degrade toluene, a common
pollutant at the Department’s waste sites.

In support of new emerging sciences that are impor-
tant to the future of the Department and the Nation,
we are operating a novel magnetic fusion confine-
ment device, the National Spherical Torus Experi-
ment. This experiment will be used to study innova-
tive plasma configurations that may have the
advantage of a significant reduction in the power
requirements to heat and confine the plasma. For FY

The National Spherical Torus Experiment located at Princeton
Plasma Physics Laboratory, Princeton NJ.
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2000 the Department committed to operate the device
with .5 mega-ampere plasma currents approaching .5
second pulse lengths and 1 mega-ampere currents for
shorter pulses and met the goal ahead of schedule.
Scientists hope that the new technology made possible
by the National Spherical Torus Experiment will
significantly increase our understanding of the behav-
ior of plasmas in magnetic fields.

Our successes in FY 2000 demonstrate our long-term
commitment to the development of science that
contributes to the Department’s mission.

By developing technologies, the Department is
striving to provide leadership and the means to
promote achievement in the areas of national
nuclear security, environment and energy.

The Department supplies quality stable and radioac-
tive isotopes for industrial, research and medical
applications. The Department’s Isotope Production
and Distribution Program is the nation’s primary
provider of a diverse range of short-lived radioiso-
topes needed for medical applications and important
research. These isotopes, which are used almost
exclusively by researchers at universities and hospi-
tals, are not purchased in the quantities that would
permit private industry to take over production.
During FY 2000, our isotope programs supplied over
600 shipments to domestic and overseas customers.
The goal of a 95 percent on-time delivery record was
met. In addition, we have exceeded our goal of
implementing the Advanced Nuclear Medicine
Initiative by providing 9 awards to organizations

with projects showing strong potential for break-
throughs using nuclear medicine.

The Department is constantly developing advanced
computing capabilities, computational algorithms,
models, methods, and libraries, and advanced
visualization and data management systems to
enable new computing applications to science.
During FY 2000 the Department made a number of
important calculations on a number of significant
problems. For example, researchers from the
Department developed an algorithm that allowed
1,000 computers in 13 locations to compute for one
week to solve a 32 year old mathematics problem.
Almost 1 million linear assignment problems were
solved each second during the run. The method used
to crack this problem holds promise in such real
world applications as the layout of departments in
hospitals or manufacturing facilities and the design
of aircraft cockpit panels and computer chips.

We are also pursuing technology research partnerships
with industry, academia and other governmental
agencies. In support of this, during FY 2000 we
exceeded our goal of providing funding to 80 Small
Business Innovation Research proposals under Phase
I1. These proposals have satisfied proof of concept
under Phase I. In addition, we met our goal for
selecting 200 Small Business Innovation Research
proposals for Phase | funding. These businesses will
receive grants up to $100,000 each for research. The

NUG30 Computation Graph

This graph shows the number, in thousands, of linear
assignment problems solved per second during the NUG30
computation. Almost one million linear assignment problems
were solved each second during the week-long run.
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projects selected cover a broad spectrum of energy-
related research and development in the areas of
fossil, nuclear, and renewable energy; energy effi-
ciency; basic energy sciences including materials and
chemical sciences; scientific computing; biological
and environmental research; high energy and
nuclear physics; fusion; environmental management;
and nonproliferation and national security.

Overall, we believe our FY 2000 accomplishments
have successfully achieved the intended results.

The Department is committed to managing its
national laboratories, science-user facilities, and
other research facilities in a more integrated, respon-
sive, and cost-effective way. For FY 2000, the De-
partment committed to continue on course for
construction of the Spallation Neutron Source,
meeting agreed upon cost and timetables. Cost and
schedule baselines have been established and suc-
cessfully reviewed by an external independent
assessment team. A groundbreaking ceremony was
held in December of 1999 and construction work is
continuing. The project should be completed by
mid-2006. When completed, the Spallation Neutron
Source will be an accelerator-based neutron source
designed to meet the needs within both the scien-
tific and industrial communities. Earlier neutron
sources demonstrated the utility of neutrons for
research and understanding as well as developing
new materials. The Spallation Neutron Source will
provide next generation capabilities in these areas.

In addition, in support of research related to climate
change the Department committed to continue
conducting atmospheric radiation measurement at its
Southern Great Plains site under the atmospheric
radiation measurement program. We also planned to
obtain data from the North Slope of the Alaska station
and make operational a station in the Tropical Western
Pacific on Christmas Island. The Department com-
pleted all the operations planned for FY 2000 at the
Southern Great Plains site. By conducting five inten-
sive operations periods we were able to collect critical
data to support the atmospheric radiation measurement
program. Scientists in this program focus on obtaining
field measurements and developing models to help
resolve the uncertainties about global climate change.
Specifically, scientists collect and analyze data obtained
over extended periods of time from large arrays of
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A Balloon-Borne Sounding System, an instrument used to
provide measurements under the atmospheric radiation
program.

instruments to study the effects and interactions of
sunlight, radiant energy, and clouds on temperatures,
weather, and climate. The Department is also obtain-
ing data from the North Alaska site, and two of the
three facilities at the Tropical Pacific site are opera-
tional.

The Department has also been devising new ways to
use, disseminate, and share scientific and technical
information across the Department. For FY 2000,
the Department committed to increase the viability
and use of energy-related scientific and technical
information through electronic Web-based products
resulting in 15 percent more customer usage com-
pared to FY 1999. During FY 2000, access to scien-
tific and technical information increased by 113
percent. This increase was due to the introduction of
two Web based information products, PUbSCIENCE
and The PrePRINT Network. We also noted in-
creased usage to existing products. Increased usage of
the Department’s information products is an excel-
lent indicator that viability is being significantly
enhanced through development of broad based
systems that make information available to a wide
variety of segments.

Our FY 2000 efforts to improve management of our
research enterprise have been successful.
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The Department of Energy strives to demonstrate organizational excellence in its environ-
ment, safety and health practices, in its communication and trust efforts, and in its corpo-

rate management systgms and approadhgs ‘:
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he Department’s success within its diverse

portfolio of programs is largely dependent

upon a strong and sound corporate manage-
ment function. This function includes not only the
typical administrative, staff, and operational func-
tions associated with an organization, but also
encompasses essential crosscutting activities related
to the environment, safety and health of our workers
and the public; effective communication and trust
with our stakeholders; and highly efficient manage-
rial practices.

In our corporate management functions, we are
working to accomplish several objectives discussed
below.

One of the Department’s most important priorities in
maintaining a safe and healthy environment is to
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prevent fatalities, minimize serious accidents, and
minimize environmental releases at all of its sites.
Worker safety and health continued to improve
during FY 2000 as the Department met its goal by
having no work-related fatalities and continued to
reduce the number of serious accidents and environ-
mental releases over the past four years.

Maintaining adequate worker and public protection in
an environment of aging facilities, resource con-
straints, and uncertain future requirements continues
to be challenging for the Department. As a result we
are committed to address the following Departmental
Challenge and to protect the interests of its workers
and the public through stronger safety and health
oversight and by identifying and responding quickly to
safety and health issues which arise.

Management considers that the Department has
achieved our specific FY 2000 goals designed to address
past problems and progressed in completing significant
milestones towards our long-term objective.

CORPORATE MANAGEMENT RESOURCES AND COSTS
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Despite our success in
preventing fatalities and
serious accidents, there are
ongoing safety issues at
many of our facilities.

The Department is tasked
with simultaneously
addressing the conse-
quences of past activities,
managing current opera-
tions, and preventing
future human and
environmental problems.
We are attempting to meet
these challenges by
implementing a variety of
initiatives, including
implementation of
Integrated Safety Manage-
ment (ISM). The Depart-
ment nearly met its goal to
implement ISM at all sites,
as two remaining sites have
plans to fully implement
ISM by April 2001. The
Department has demon-
strated its commitment to
the principles of ISM by
establishing safety and
health programs that aim
to protect its workers, the
public, and the environ-
ment. The challenge
remains that improvements
in worker safety are being
offset by adverse trends in
safety records related to
construction and industrial
service. Also, while the
principles of work planning

Departmental Challenge: Safety and Health

and hazard analysis have been
established at some sites, at
many others these principles
are limited in their implemen-
tation, especially where
subcontractor personnel are
involved. A need to improve
accountability for safety
management performance is
apparent in the Department’s
self-assessment and corrective
action processes and in the
under-utilization of lessons
learned information. Past
safety issues related to the
implementation of safety and
health policies and training at
sites such as the Paducah
Gaseous Diffusion Plant and
the Y-12 Plant highlight the
continued importance of
implementing a comprehen-
sive safety and health strategy
across the complex.

Through FY 2000, the
Department has completed
several actions which are key
in executing our long-term
safety and health strategy. To
date, we have completed the
Nuclear Safety Standards
Upgrade Project; implemented
ISM at nearly all the
Department’s sites; and,
continued positive trends in
ensuring worker safety and
health and limiting environ-
mental releases. Additionally,
we completed 11 safety
management evaluations in

FY 2000 which support the
Department’s ability to
monitor the implementation
of current safety standards.
Further, through FY 2000, 80
of the 106 vulnerabilities
identified with our storage of
spent nuclear fuel have been
corrected.

The Department’s plan to
correct these deficiencies
includes fully implementing
ISM at all sites; addressing all
issues raised by the Spent Fuel
Working Group; inserting a
clause into contracts that puts
a contractor’ entire perfor-
mance-based fee at risk for
unacceptable safety perfor-
mance; and, completing
actions to resolve any site
specific issues which may arise.

In keeping with its goal, the
Department has also worked
to provide medical screening
to all Departmental workers
formerly exposed to beryllium
during their employment at
the Department’s facilities. In
April 2000, the Department
announced an expanded
Administration proposal to
compensate more than 3,000
current and former workers
with a broad range of work-
related illnesses throughout
the Department’s nuclear
weapons complex.

Injuries and llinesses from Operations
per 200,000 person-hours
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In October 2000, the
President signed the
compensation program into
law, providing lump sum
financial benefits to current
and former workers with
illnesses caused from
breathing particles of
beryllium, workers with
cancers caused by work-
place radiation exposure,
and specific groups of
workers at the Department’s
Paducah, Kentucky,
Portsmouth, Ohio, and Oak
Ridge, Tennessee sites. The
enactment of this program
into law also establishes a
workers’ advocacy office
within the Department to
help workers with illnesses
not specifically addressed in
the legislation with
obtaining state worker
compensation benefits. The
FY 2000 goal was to
provide medical screening
examinations to all
Departmental workers
formerly exposed to
beryllium. During FY 2000,
the Department met its goal
by providing 4,500 medical
screening examinations.
The completion of these
medical screenings has
reached over 17,000
workers since the inception
of the program.

Atomic structure of
beryllium. Beryllium is a
silver-gray metallic element
that occurs naturally in about
30 minerals.



The end of the Cold War transformed the Depart-
ment from a secretive, weapons-producing agency
into a cutting edge, results-driven leader in science,
technology, and environmental management. This
dramatic change has focused the Department’s efforts
towards fostering strong partnerships with neighbor-
ing communities, regulators, and other stakeholders
to determine priorities and develop solutions. During
FY 2000, the Department continued to meet its goals
to increase public involvement in crosscutting
environmental quality issues by conducting monthly
stakeholder meetings, totaling approximately 115
meetings, with representatives from state and local
governments, Native American Tribes, and individu-
als having an interest in environmental activities at
particular sites.

The Department is also striving to increase openness
by releasing to the public information not warranting
protection, while continuing to protect sensitive
nuclear security information in the interest of
national security. In FY 2000, the Department’s goal
was to implement all declassification actions that
were recommended by a classification policy review
and other internal reviews. During FY 2000 the
Department met its goal by implementing all 21
changes to classification guides as recommended by
these reviews. Changes to the classification guides
are the main mechanism to keep the Department
and nuclear community up to date with current
policy for making classification decisions.

Management believes the actions it has taken have
been successful in meeting the FY 2000 goals to be a
good neighbor and public partner.

Reportable Releases to the Environment
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Cover sheet utilized with the handling of classified information.

The Department has embarked on a major initiative
to develop a new Business Management System,
with special emphasis on financial management.
Implementation of a new business management
system is a dynamic process. In September 2000, the
Department signed a contract with IBM Global
Services for integration, implementation, and
operational services of the new system. This newly
signed contract required our FY 2000 actions to
deviate from our original planned performance target
for a pilot implementation, but will not impact major
milestones for the project. During FY 2000 the Depart-
ment completed the identification of functional and
technical system requirements for the financial
management component of the system, proposed a
new business structure and initiated the purchase and
installation of the software and hardware.

Another focus of our efforts is improving our human
resource utilization across the various disciplines
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within the Department. The Department continued to
work during FY 2000 to align our resources to achieve
our missions in the most effective and efficient manner.

We believe the Department is making strides toward
operating efficient and effective corporate manage-
ment systems that maximize Departmental resources
and results.

The Department’s goal of converting to a new
performance-based contracting approach is becom-
ing common practice as evidenced by our FY 2000
goals and actions. The Department’s goal for FY
2000 was to convert all management and operating
contracts awarded during the year to performance-
based contracts. All management and operating
contracts awarded during the year were performance
based, as planned. This converts all 32 of our man-
agement and operating contracts to performance-
based management contracts. The Department’s FY
2000 goal for converting support services contracts
was to convert one contract at each major site using
the government-wide standards. Contracting efforts
have met our goal by awarding performance-based
support service contracts at each of the 17 major
sites.

There is increasing emphasis on government’s
accountability to the American people for program
results and financial management. Reflecting that
emphasis, the Department successfully prepared an
Accountability Report that integrates information
on program performance, management controls, and
financial results for fiscal year 1999. The report was
submitted to OMB prior to the March 1, 2000,
statutory due date.

We believe we have continued to make progress in our
contract reform activities, and will continue to work
towards successfully achieving our goals related to our
business management practices.

The Department is striving to ensure its information
systems are based on cost effective technology by
utilizing an integrated framework for planning,
budgeting, evaluating, and implementing informa-
tion management requirements to reduce costs and
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Departmental Challenge:
Contract Management

The Department’s programs
are largely accomplished
through contractors which,
under the Department’s
oversight, manage and
operate its scientific,
production, and other
facilities. These contracts
represent the largest share
of the Department’s annual
budget. Over the last 6 years
the Department has made
steady progress in addressing
a variety of issues relating to
the management of these
contracts. Additionally, the
Department has also been
in the forefront of govern-
ment-wide efforts to re-
engineer purchasing
practices.

Nothwithstanding this
progress, the significance of
contract management to
the overall accomplishment
of the Department’s
missions requires a sustained
focus on continuous

improvement, particularly
in the application of
performance-based
management concepts.
Most, if not all, of the
procurement challenges
related to contract
management, as previously
defined by the Department’s
Contract Reform effort
have been accomplished.
The major remaining
challenges relate to
implementation issues and
improved contract
administration.To address
these challenges the
Department plans to forge a
closer link between program
management and the
process of developing and
administrating contract
performance objectives, as
well as, create an organiza-
tional unit devoted to
contract administration
matters.

ACCOUNTABILITY
REPORT
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Departmental Challenge: Human Capital Management

The Department of Energy
is highly dependent on its
Federal workforce for its
mission accomplishment.
Since 1995, the Depart-
ment has experienced a 26
percent downsizing of this
workforce. Combined with
other factors such as
lengthy moratoria on
hiring, the relative age of
the workforce and a variety
of incentives to leave
Federal service, the decline
in staffing has left the
Department with a
significant challenge:
reinvesting in its human
capital to ensure that there
are enough of the right-
skilled people necessary to
successfully meet its
missions.

In FY 1999 the Department
reported a Departmental
Challenge of Mission Critical
Staffing that was primarily a
funding issue for several
program offices with many
having to absorb staffing cuts
in the field. There were also
secondary issues related to
skill-mix, workforce align-
ment, and personnel action
processing. FY 2000 brought
with it the realization that up
to 30 percent of the
Department’s current critical
workforce will be eligible for
retirement within the next
five years. This situation has
caused a focus on Headquar-
ters recruiting and hiring
practices and processes. FY
2000 also brought with it the
challenge to implement the
National Nuclear Security

Implementation Plan and
need for another look at the
alignment, missions, and
critical skills needs of the
Department. The
Department’s workforce
challenges over the past years
have been met with focused
initiatives, some of the largest
include the Strategic Align-
ment Initiative and the
Workforce for the 21st
Century Initiative. However,
the current situation will
worsen over the next five
years absent a coordinated
effort to revitalize the
workforce. The magnitude of
these issues has caused us to
broaden our characterization
of this Departmental Chal-
lenge to the larger arena of
human capital management.
The major facet of this

Departmental challenge
and most significant action
for FY 2001 will be to
utilize the best of the
efforts to respond to
program specific workforce
issues over the past years,
and develop a comprehen-
sive and integrated human
capital investment strategy
for the Department. This
strategy will encompass
processes for identifying
forecasted skill needs;
succession planning;
complex-wide recruitment
and hiring; and career
development and compen-
sation plans targeted to
attract and retain employ-
ees with critical skills that
the Department needs.

Departmental Challenge: Information Technology Management

The Department has
experienced problems in
fully implementing the
Clinger-Cohen Act of
1996 and in meeting the
requrements of Office
Management and Budget
Circular A-130. In
summary, these require-
ments establish Federal
Agency Chief Information
Officers (C1O’s) with a
broad set of responsibilities
for maximizing mission
accomplishment through
improved and more cost-
effective use of information
technology. A significant
barrier to implementing
these responsibilities
results from the limited
control and influence by
the Department’s CIO in
the program budgeting
process. Specific problems

resulting from lack of full
implementation of these
statutory and regulatory
requirements have been
identified in a number of
recent Inspector General and
General Accounting Office
reviews and reports.

The Department is aggres-
sively working to correct the
specific problems identified
and has developed a strategy
for coming into full compli-
ance with the mandates and
positioning the Department to
achieve maximum efficiency
in its use of information
technology resources. A key
component of the strategy
includes developing a
management structure and
assignment of responsibilities
to assure that management
attention is given to informa-

tion technology activities at
both the corporate level and
within the individually
funded program offices and
field structure. Chief Informa-
tion Officers in the program
offices have been designated
and have been given the
responsibility to work
collaboratively with each
other and with the
Department’s CIO on all
activities related to informa-
tion technology improve-
ments. Major activities
underway include the
development of a comprehen-
sive information technology
investment portfolio and a
capital planning process that
supports program, corporate
and OMB management
processes. In addition, the
Departmental CIO will
assume a stronger lead in the

Department’s budget
formulation and approval
process for information
systems, as well as
establishing a stronger
partnership with the Chief
Financial Officer, the
Procurement Executive,
and the Office of Manage-
ment and Budget. These
actions, coupled with
specific policy and project
improvements already
initiated, will position the
Department to assure that
the significant information
technology resources
entrusted to the Depart-
ment fully support mission
responsibilities while
achieving maximum
efficiency.
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Aging and deterioration of
the Department’s facilities
have resulted in a complex
that averages almost 50
years of age, well beyond
its expected useful life. The
condition of the
Department’s facilities is
impacting the production
mission, the performance
of world class science, and
the achievement of
weapons complex clean-up
commitments. In addition,
poor infrastructure
conditions are resulting in
increased safety and health
risks. Without replacement
and enhanced mainte-
nance, the Department’s
ability to perform certain
critical functions is
jeopardized.

During FY 2000, in
recognition of this
situation, the Department’s
Lead Program Secretarial

Officers have undertaken
efforts to evaluate the
condition of the infrastructure
at their sites, define needs to
meet mission requirements,
and develop comprehensive
plans for each of their
facilities. Specifically, an
Infrastructure Modernization
Initiative for the laboratory
complex, of which only 50
percent of its facilities are
considered to be in “adequate”
condition, has been initiated
and Stewardship Committees
have been established at each
multi-program laboratory. The
Department has also under-
taken an intensive, phased
assessment of its Defense
facilities. Phase | has been
completed and findings reveal
that conditions are deteriorat-
ing faster than had been
originally anticipated. Over
the past five years, a majority
of the Department’s Defense
facilities have deteriorated

Departmental Challenge: Managing Physical Assets

from an “excellent or good”
category to “adequate or fail.”
A majority of these facilities
are still occupied and are
critical for the Stockpile
Stewardship program. The
next phase of the Defense
facilities assessment is now
underway. This step will
establish a facilities manage-
ment process to ensure that
the facilities of the complex
are recapitalized and then
adequately maintained to
support the Stockpile
Stewardship Program. In
addition, initial plans for an
infrastructure restoration
initiative have been com-
pleted that focus on sites with
long-term multi-program
missions and also require
environmental cleanup.

An additional finding of the
assessment is that the
Department’s maintenance

budgets and required
reinvestments have been
significantly underfunded
for years which has directly
resulted in the observed
deterioration. Funding
levels for facilities must be
raised several hundred
million dollars annually to
adequately maintain the
complex. As a result of this
assessment, the Depart-
ment has developed a
prioritized list of facilities
needing immediate
attention. This prioritized
list establishes the initial
basis for budget requests in
FY 2002 and beyond.



The use of business-like
practices extends to the
management of the
Department’s projects and
assets. However, credibility
in the Department’s ability
to build new facilities or
upgrade existing systems
has been adversely affected
by reports of cost overruns,
schedule slippages, and
other project management
problems. The National
Ignition Facility project
has encountered major cost
overruns and schedule
delays due to oversight
failures, the in-tank
precipitation process
project was suspended due
to its inability to work
safely and efficiently as
designed, and the Office of
River Protection project
was terminated due to
concerns about the
contractor’s performance
and rapidly escalating cost
estimates. Issues such as
these have led to Congres-
sional concerns about the
Department’s construction
project management
structure and practices.

Departmental Challenge: Project Management

To identify the root causes of
project management deficien-
cies, Department wide policies
and procedures have been
assessed by an expert panel
formed under the National
Research Council (NRC) of
the National Academy of
Sciences. The NRC concluded
that the Department’s prior
efforts to address project
management issues were not
successful and that further
improvements are needed. The
Department has taken actions
to address these problems and is
working to implement the
NRC's recommendations, as
well as corrective actions
identified by other internal and
external reviews. A recent
January 2001 progress report
issued by the NRC, com-
mended the Department for
taking positive steps towards
improving project management
and recognized that more time
will be needed to achieve
intended goals. The Office of
the Chief Financial Officer is
spearheading this effort through
the newly formed Office of
Engineering and Construction
Management which has been

given the responsibility for
driving change in the
Department’s project manage-
ment systems and for providing
corporate oversight and
support for managers.

The Department has acted
aggressively to implement
project management reforms
including: developing a new
tracking and control system;
establishing a “watch list”
which subjects specific projects
to specific corporate reporting
requirements, corrective action
plans and periodic reviews by
the Deputy Secretary, issuing
Departmental policies on
program and project manage-
ment; and developing a
strategy for establishing a
project managers career
development program. Also in
response to the NRC's
findings, the NNSA Deputy
Administrator for Defense
Programs has established a new
project management organiza-
tion and launched a three-year
defense project management
improvement campaign
designed to address the
deficiencies identified.

Additionally, the former
Secretary of Energy issued a
“Six-Point Plan” to resolve
issues surrounding design
delays impacting schedules
and project baselines at the
National Ignition Facility.

The Department’s plan to
resolve outstanding project
management issues is
expected to continue
through FY 2002 and
includes: addressing all
recommendations of the
NRC,; strengthening line
management accountability
for project management;
and completing the
campaign to reform Defense
Programs’ project manage-
ment activities. Concurrent
with these activities will be
additional project reviews
and benchmarking efforts to
further identify needed
improvements to our
project management
practices.
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improve operations. Our goals in FY 2000 were to
continue our ongoing efforts addressing the
Department’s need for business management infor-
mation systems for financial, human resources and
procurement; architecture planning; and infrastruc-
ture and telecommunications improvements. During
FY 2000 the Department nearly met its goal to
complete all FY 2000 milestones in the Corporate
Management Information Program plan. The
program is comprised of 9 projects to support the
reform of common and cross-cutting business
processes and the modernization of their associated
support systems.

Although we are making progress in our efforts to
maintain cost effective information technologies, we
must take additional steps to ensure our ultimate
objective is met.

The Department’s Office of the Inspector General
plays an important part in the Department by
promoting effective, efficient and economical
operations through audits, investigations, inspec-
tions and other reviews. During FY 2000, the Office
of the Inspector General met its goal to complete
the audit of the Department’s consolidated financial
statements and render an opinion by the designated
due dates established in the law. This audit enables
the Department, Congress, and other customers to
use and assess the fairness of the Department’s
financial statements in a timely manner. While the
Office of the Inspector General met or exceeded
most of its performance goals for FY 2000, actual
performance did fall below expectation for obtaining
at least 75 percent acceptance rate on criminal and
civil cases formally presented for prosecutorial
consideration. To improve performance, the Office
of the Inspector General will continue to expand
liaison and cooperative work with the Department of
Justice and focus investigative resources on cases
with the greatest potential for positive impact on the
Department.
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Departmental Challenge:
Inadequate Audit Coverage

The Department obligates
approximately $12 billion
of its almost $18 billion
annual budget to its major
contractors. Various
organizations have audit
responsibilities for these
contractors inculding the
Defense Contract Audit
Agency (DCAA), the
Office of Inspector
General, and the contrac-
tors’ own internal auditors.
Limitations in each of
these audit organizations,
including decreased staffing
levels and increased
mandatory audit require-
ments, have reduced the
number of audits per-
formed, and as a result,
have lessened the assur-
ance that the Department’s
contractors are being
reimbursed only for costs
which are reasonable and
allowable.

During FY 2001, the Office
of the Inspector General
plans to conduct a review,
working in cooperation
with the Department’s
Office of Procurement and
Assistance Management,
to determine if all outside
resources, particularly the
DCAA, are being used to
the maximum extent;
perform a consolidated
analysis of contractor
internal audit staffing
levels and needs; and
reevaluate its own staffing
needs to consider all
requirements for financial
statements, information
security reviews, and other
mandated audits. Once
these reviews are com-
pleted, the Office of the
Inspector General will
determine the steps
necessary to increase audit
coverage of the
Department’s major
management contractors.

FY 2000 Inspector General Performance
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Management’s Response to
Inspector General Audit Reports

The Department responds to audit reports by evalu-
ating the recommendations they contain, formally
responding to the Inspector General (1G), and
implementing agreed upon corrective actions. In
some instances, we are able to take corrective
actions immediately and in others, action plans with
long-term milestones are developed and imple-
mented. This audit resolution and follow-up process
is an integral part of the Department’s efforts to
deliver its priorities more effectively and at the least
cost. Actions taken by management on audit recom-
mendations increase both the efficiency and effec-
tiveness of our operations and strengthen our
standards of accountability. The Inspector General
Act, as amended, requires that we report on the
status of our progress in implementing these correc-
tive actions semiannually. We are fulfilling that
requirement by providing that information for the
entire fiscal year in this section.

During FY 2000, the Department took final action
on 40 1G reports with agreed upon corrective actions
that were open after one year and had taken final
action on an additional 10 IG operational, financial,
and preaward audit reports. At the end of the period,
100 reports awaited final action. Some of these
reports contain recommendations to make changes
to our operations in order to save funds that could be
reapplied elsewhere in the future. The following
table provides more detail on the audit reports with
open actions and the dollar value of recommenda-
tions that funds “be put to better use” that were
agreed to by management.

Also during this period, the Department made
decisions on three IG contract audit reports, disal-
lowing $219,238 in questioned costs. Final action

Status of Final Action on
IG Audit Reports for FY 2000

Number Agreed-Upon
Audit of Funds Put to
Reports Reports Better Use
Pending final action at
the beginning of the period 95 $122,394,811
With actions agreed upon
during the period 55 $134,247,035
Total pending final action 150 $256,641,846
Achieving final action
during the period 50 $80,988,000
Requiring final action at
the end of the period 100 $175,653,846

was taken on three reports, netting $119,341 in
recoveries. At the end of the fiscal year, there were
four contract audit reports pending final action.

The U. S. General Accounting Office (GAO) audits
are a major component of the Department’s audit
follow-up program. During FY 2000, the Department
received 39 audit start notifications and were issued
40 draft and 32 final GAO audit reports. Of the 32
final reports, 8 required tracking of corrective
actions and 24 did not because the reports did not
include actions to be taken by the Department. In
addition, we completed agreed upon corrective
actions on 12 audit reports. At the end of FY 2000,
there were six GAO reports with agreed upon
corrective actions open after one year.
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Inspector General’s Report on
Management Challenges

In response to an October 2000 request from the
Chairmen of several committees of the U.S. Con-
gress, the Office of Inspector General (IG) identified
ten issue areas that, in its judgment, represent the
most significant challenges facing the Department.
The 1G’s analysis (Management Challenges at the
Department of Energy, DOE/IG-0491, November
2000) focused on those challenges that warrant
increased emphasis or appear to have reached a
heightened level of urgency. The discussion gives
particular emphasis to issues of concern relative to
the newly formed NNSA. In addition to concerns
related to NNSA creation, the IG believes the most
serious challenges facing the Department today can
be categorized as follows:

O Contract Administration;

O Energy Technology;

O

Environmental Remediation (including
radioactive waste storage);

Human Capital;

Information Technology;

Infrastructure;

Property Controls and Asset Inventories;
Safety and Health; and

O 0o oogoo o

Security.
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To its credit, the Department has taken a number of
positive actions to address some of its long-standing
problems, including several previously reported by
the 1G as management challenges in prior evalua-
tions requested by Congress. For example, the
Department has better integrated its multi-billion
dollar research and development program by estab-
lishing comprehensive, cross-cutting research and
development portfolios. Also, the Department’s
enhanced emphasis on complex-wide security is
evidenced by the recent formation of the Office of
Security and Emergency Operations and by the
implementation of many new security policies.
Similarly, the Department has acted aggressively to
implement project management reforms, including a
new tracking and control system and a senior level
“watch list” for troubled projects. Corporate over-
sight for project management is now vested in the
Office of the Chief Financial Officer, where a new
Office of Engineering and Construction Manage-
ment was established.

The IG looks forward to working with the
Department’s senior staff in a continuing effort to
improve Department programs and operations,
particularly as they relate to the management
challenge issues.



Financial Highlights

Message from the Chief Financial Officer

I am pleased to present the Department of Energy’s consoli-
dated financial statements for FY 2000. These statements were +*
prepared in accordance with generally accepted accounting
principles applicable to federal entities. These statements have
been audited by KPMG LLP for the Inspector General, and |
am proud to report that the Department has again received an
unqualified opinion attesting that the financial statements are
fairly presented.

The Department also has carried out an evaluation of its
financial management system using guidance issued by the
Office of Management and Budget. This evaluation indicated
that the Department’s financial management system is in
general conformance with governmental financial system
requirements. However, one area merits further attention and
improvement. The Department’s financial management system
needs to be upgraded to provide our management and staff with the kind of data necessary to manage
our programs and contractors more effectively.

To meet further business systems needs, we have made progress in our effort to replace the current
financial information system with a new Business Management Information System. In FY 2000, final
technical requirements were completed and a contractor was hired to support the design, implementa-
tion, maintenance, and operation of the new system, which we plan to implement in FY 2003.

An area of concern identified last year was the Western Area Power Administration’s (Western) new
accounting system. This system was implemented in FY 1999 and initially experienced operational
problems. Corrective actions implemented by Western during FY 2000 brought the system into
conformance by the end of the fiscal year. However, this remains an area of concern, and we will
continue to monitor Western’s efforts to remedy remaining implementation issues.

The Department’s programs are vitally important to the American taxpayer in critical areas such as
national security, energy, science and technology, and environmental quality. The Department’s
national laboratories are extremely valuable assets to our country — not only for their work directly in
support of the Department’s missions, or for their role in supporting American science through the
Department’s scientific user facilities, but also for their direct intellectual contribution to science, and
hence American society. Unfortunately, all of these contributions are not sufficiently well understood.

As financial managers, we have the responsibility to provide timely and accurate financial information
to support the programmatic decision-making process to ensure that taxpayers’ funds are used effec-
tively and efficiently. Similarly, we also have the responsibility to create an environment where our
contractors can meet these responsibilities in low cost, high value ways, without micromanagement.
This is not simple to do, and it requires constant awareness and rethinking. As one consequence of
this process, we are trying to eliminate any unnecessary impediments to the maximum use of our
laboratories by other government agencies. And, we want to increase their use by the private sector
wherever appropriate.

In the future, we will need to respond to new requirements which will require ever greater diligence to
ensure that the Department’s programs effectively support our program goals, while also ensuring that
our financial responsibilities to American taxpayers, the Congress, and the President are met.

W€ Y

Michael L. Telson
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Financial Highlights

The following financial highlights section is intended
to provide a concise description of the Department of
Energy’s financial position and the results of financial
performance measures.

Balance Sheet

The Department prepares consolidated financial
statements that include a Balance Sheet, a Statement

of Net Cost, a Statement of Changes in Net Position, a
Statement of Budgetary Resources, a Statement of
Financing, and a Statement of Custodial Activity.
Overall, these statements summarize the financial
activity and position of the Department. The following
table highly summarizes these statements and provides

a quick overview of significant balances:

(Dollars in Billions)

Assets 9/30/00 9/30/99
Fund Balance with Treasury $11.5 $11.5
Primarily appropriated funds to pay current liabilities and finance authorized
purchase commitments.
Investments 13.0 10.7
Primarily monies managed for the Nuclear Waste Fund and the Uranium
Enrichment Decontamination and Decommissioning Fund. Fees paid by owners
and generators of spent nuclear fuel and high-level radioactive waste, and fees
collected from domestic utilities are deposited in the respective funds to pay current
program costs, with any excess funds invested in Treasury securities.
Accounts Receivable 5.0 5.0
Intragovernmental—Primarily for reimbursable work performed for other
Federal agencies.
Governmental—Primarily for Nuclear Waste Fund and Uranium Enrichment
Decontamination and Decommissioning Fund fees.
Inventory Materials 38.0 37.6
Crude oil at the Strategic Petroleum Reserve, Nuclear Materials, and
Other Inventory
General Property, Plant and Equipment 185 185
Includes over 126 million square feet of buildings located on over 2.6 million
acres of land.
Regulatory Assets 12.3 13.0
Associated with the Department’s power generation and management responsibilities.
These assets represent the Bonneville Power Administration’s (BPA) right to future
revenues generated from non-Federal power generator projects in return for BPAs
payment of debt issued to complete these projects.
Other Assets 2.6 1.5
Total Assets $100.9 $97.8
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Financial Highlights

(Dollars in Billions)

Liabilities 9/30/00 9/30/99
Environmental Liabilities $234.3 $230.7
Represents the Department’s obligation to correct the environmental damage
incurred throughout the DOE complex while researching, producing, and testing
nuclear weapons.
Debt and Appropriated Capital Owed to Treasury 17.1 17.6
Represents amounts which the Department has obligations to pay for borrowing
from Treasury, refinanced appropriations, and non-federal projects.
Accounts Payable 34 3.1
Intragovernmental—Includes liability for accrued expenses and interest.
Governmental—Includes contract holdbacks and accrued expenses.
Pensions and Other Actuarial Liabilities 7.2 6.7
Represents amounts which the Department has obligations to pay for specified
benefits to contractor employees having approved defined benefit pension plans
and post-retirement benefits other than pensions.
Other Liabilities, Including Deferred Revenues and Contingencies 21.8 17.9
Primarily, represents the amount of Nuclear Waste Fund revenues that exceed the
Nuclear Waste Fund expenses and DOE’s unfunded environment, safety, and health
liability. Nuclear Waste Fund revenues are accrued based on fees assessed against
owners and generators of high-level radioactive waste and spent nuclear fuel and are
recognized as costs are incurred for Nuclear Waste Fund activities. The environment,
safety and health liability represents those activities necessary to bring facilities and
operations into compliance with existing laws and regulations.
Total Liabilities $283.8 $276.0
Beginning Net Position ($178.2) ($132.3)
Net Costs of Programs (23.1) (32.1)
2000 1999
Energy Resources 15 1.7
National Security 5.8 5.4
Environmental Quality 1.8 0.5
Science and Technology 2.7 2.6
Corporate Management and Other Programs 0.2 0.2
Total Business Line Costs 12.0 10.4
Costs Not Assigned to Programs 11.1 21.7
Financing Sources 18.2 174
Represents appropriations used, taxes, imputed financing, and transfers.
Other Adjustments/Changes to Results of Operations 2 (3L.2)
Represents prior period adjustments, change in Nuclear Waste Fund deferred
revenues, and decreases in unexpended appropriations.
ENDING NET POSITION ($182.9) ($178.2)
TOTAL LIABILITIES AND NET POSITION $100.9 $97.8

Detailed explanations of these and other balances on the statements are included in the Notes to the Consolidated Financial Statement.
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Department of Energy FY 2000 Performance and Accountability Report

Financial Performance Measures

Payment Performance

Prompt Payment. The Department’s FY 2000 on-
time prompt payment percentage is 97 percent.
Chart 1 displays a strong rebound from the 87
percent on-time rate we experienced in FY 1999.
The FY 1999 decline was due primarily to problems
experienced with the new accounting system in-
stalled at the Western Area Power Administration.
Corrective actions were successful in again boosting
the Department up above the 95 percent govern-
ment-wide goal.

Electronic Funds Transfer. The Debt Collection
Improvement Act of 1996 requires the use of Elec-
tronic Funds Transfer (EFT) for all Federal payments
made after January 1, 1999, with limited exceptions.
The Department’s percentage of commercial pay-
ments made by EFT in FY 2000 is 85 percent. This
well exceeds the Department of the Treasury Finan-
cial Management Service FY 2000 goal of 75 per-
cent. Chart 2 exhibits the Department’s progress in
implementing the Government-wide mandate to
fully utilize EFT for payments.

Chart 1. Prompt Payment Percentage
Percentage of commercial payments made on time
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Chart 2. Electronic Funds Transfer (EFT)
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Financial Highlights

Reducing Functional Support Costs

Over the past several years the Department has
made progress in controlling functional support costs
across the complex. Functional support activities are
required to be performed, but are not directly tied to
mission activities and do not include the costs of
capital equipment and construction. Examples of
functional support activities include: maintenance,
procurement, information/outreach services, safe-
guards and security, financial services, and safety and
health. The Department implemented a reporting
system in FY 1997 to compile, analyze, and monitor
functional support costs provided by the
Department’s major contractors.

This reporting system accumulates data on func-
tional support costs for FY 1995 through FY 2000. In
FY 2000, three additional sites were added and other
improvements were made in the system, resulting in
more accurate identification of cost. In order to
maintain consistency, the data reported previously
were adjusted to be consistent with the FY 2000
improvements. Charts 3 and 4 display a 5-year trend
as the Department focuses to control and monitor its
functional support costs.
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Balances of Uncosted Obligations and Unobligated Appropriations

Significant balances of uncosted obligations occur
when a Federal agency contracts out much of its
appropriated funds, as does the Department. These
uncosted balances represent the portion of contract
obligations related to goods and services which have
not yet been received. While balances of uncosted
obligations are natural and acceptable, it is incum-
bent upon Federal agencies to evaluate these bal-
ances to ensure that the levels maintained are
appropriate and consistent with good financial
management.

In FY 1993, uncosted balances for the Department
had reached $10.8 billion. Since that time, the
Department has taken aggressive actions to under-
stand what drives uncosted obligation balances,
control and reduce these balances, and more actively
consider these resources when determining budget
estimates. Most notable, in FY 1996, the Depart-
ment developed and has continued to refine a

comprehensive methodology for analyzing uncosted
balances. Thus methodology established dollar level
thresholds which are consistent with sound financial
management for specific types of financial/contrac-
tual arrangements allowing the Department to
evaluate its overall performance based on the
variance between the calculated thresholds and
actual balances. Additionally, the Department has
charted progress in reducing unobligated appropria-
tions balances to ensure that excess uncosted bal-
ances are being eliminated rather than recategorized.
The results of these internal evaluations indicate
that since FY 1996, the Department has been
operating at or near optimum uncosted levels. This
follows a steady decline in balances which started in
FY 1993 coupled with a similar trend in unobligated
balances during that same time frame. (NOTE:
Charts 5 and 6 exclude data for the Bonneville
Power Administration, which is treated as a Govern-
ment Corporation.)

Chart 5. Uncosted Obligations by Fiscal Year
(Excludes Bonneville Power Administration)
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Financial Highlights

Results of System Evaluation

he Department conducted an evaluation of
I its accounting system in accordance with

Office of Management and Budget guidance.
The evaluation disclosed that the Department’s
system generally conforms with Federal financial
system requirements. However, one item merits
further attention as discussed below. Also, in
FY 1999 the Department reported a nonconfor-
mance related to the new financial management
system at the Western Area Power Administration
(Western). Due to the substantive corrective actions
taken, that system is no longer considered to be in
nonconformance with government-wide require-
ments. Our corrective actions are summarized below.

Upgrade of Financial System

The Department’s existing financial system is 20
years old, and while currently meeting requirements,
we are proactively pursuing a new, up-to-date system
to meet current and future financial needs. Due to its
age, our current system consists of outdated, inflex-
ible technology that is expensive and difficult to
maintain. Our new system will take advantage of the
improved capabilities of new technology. Certain
manual processes can become automated and labor
intensive management data requests can be met
more efficiently. A modern, responsive business
management information system will aid the
Department’s management and staff in their efforts
to do more with less.

Major efforts, initiated in FY 1999, were continued
in FY 2000 to expand and improve data accessibility
and reporting through the Financial Data Ware-
house and Executive Information System, which the
Department deployed in FY 1998. In addition, the
Department has made significant strides toward
obtaining a complete new financial information
system, the Business Management Information
System (BMIS). The final technical and functional

requirements, an acquisition strategy and a commu-
nications plan for the new system were completed in
FY 2000. Also, the Department signed a contract
with IBM Global Services for integration services,
hardware, software, training and documentation to
support the design, implementation, maintenance
and operation of the new system. The contract effort
is proceeding on schedule, a project office to oversee
all aspects of the implementation has been staffed
with permanent employees, and an organization
structure integrating IBM staff and DOE staff into
teams with specific assignments has been estab-
lished. Full implementation of BMIS is planned for
FY 2003.

Prior Nonconformance—Western’s Financial
System

Early in FY 1999, Western implemented a new
financial management system. Due to resource
constraints, the new system was not run parallel with
the old one to ensure that it met existing require-
ments. After implementation, Western identified
several areas where the new system did not conform
to Government-wide requirements. Areas of concern
included management reporting, funds control,
documentation, internal controls, and user training.

During FY 2000, Western performed extensive
systems reviews to assure data integrity and reporting
accuracy. Western added to the system reporting
capabilities, enhanced budget execution and report-
ing capabilities, updated systems documentation,
completed reconciliations, verified conversion data,
provided additional user training and enhanced
system security. The FY 2000 audit of Western’s
financial statements confirmed that system improve-
ments have been made. While Western continues to
address system user training and related issues,
Western’s financial system is no longer considered a
nonconformance.
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Consolidated Financial
Statements

The Department’s financial statements have been
prepared to report the financial position and results
of operations of the Department of Energy, pursuant
to the requirements of the Chief Financial Officers
Act of 1990 and the Government Management
Reform Act of 1994.

While the statements have been prepared from the
Department’s books and records in accordance with
the formats prescribed by the Office and Manage-

ment and Budget, the statements are different from

the financial reports used to monitor and control
budgetary resources which are prepared from the
same books and records.

These statements should be read with the under-
standing that the Department is a component of the
United States Government, that liabilities not
covered by budgetary resources cannot be liquidated
without the enactment of an appropriation by
Congress, and that payment of all liabilities other
than for contracts can be abrogated by the Federal
Government.
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Consolidated Balance Sheets
As of September 30, 2000 and 1999

(in millions)
2000 1999
ASSETS
Intragovernmental
Fund Balance with Treasury $11,474 $11,534
Investments 12,748 10,460
Accounts Receivable, Net 540 505
Regulatory Assets 5,228 5,228
Other Assets 6 6
Investments 263 263
Accounts Receivable, Net 4,474 4517
Inventory, Net
Strategic Petroleum and Northeast Home Heating Oil Reserves 15,307 15,143
Nuclear Materials 22,013 21,911
Other Inventory 481 508
General Property, Plant, and Equipment, Net 18,556 18,501
Regulatory Assets 7,105 7,706
Other Assets 2,735 1,491
Total Assets $100,930 $97,773
LIABILITIES
Intragovernmental
Accounts Payable $133 $89
Debt 8,628 8,789
Appropriated Capital Owed to Treasury 1,943 2,069
Deferred Revenues 26 29
Other Liabilities 273 201
Accounts Payable 3,281 3,054
Debt 6,488 6,778
Deferred Revenues 14,523 13,343
Environmental Liabilities 234,267 230,640
Pension and Other Actuarial Liabilities 7,166 6,782
Other Liabilities 4,993 3,733
Contingencies 2,030 502
Total Liabilities $283,751 $276,009
NET POSITION
Unexpended Appropriations $6,179 $6,169
Cumulative Results of Operations (189,000) (184,405)
Total Net Position ($182,821) ($178,236)
Total Liabilities and Net Position $100,930 $97,773

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Net Cost
For the Years Ended September 30, 2000 and 1999

(in millions)
2000 1999
Costs
Energy Resources
Program Costs $5,317 $4,938
Earned Revenues (3,815) (3,238)
Net Cost of Energy Resources Programs $1,502 $1,700
NNSA and Other National Security Activities
Program Costs $5,824 $5,391
Earned Revenues - (6)
Net Cost of NNSA and Other National Security Activities $5,824 $5,385
Environmental Quality
Program Costs $2,283 $750
Earned Revenues (459) (303)
Net Cost of Environmental Quality Programs $1,824 $447
Science
Program Costs $2,673 $2,633
Earned Revenues (") (9)
Net Cost of Science Programs $2,666 $2,624
Other Programs
Program Costs $2,414 $2,372
Earned Revenues (2,184) (2,159)
Net Cost of Other Programs $230 $213
Costs Not Assigned to Programs $11,136 $21,722
Net Cost of Operations $23,182 $32,091

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Changes in Net Paosition

For the Years Ended September 30, 2000 and 1999

(in millions)
2000 1999

Net Cost of Operations ($23,182) ($32,091)
Financing Sources (Other Than Exchange Revenues)

Appropriations Used 17,575 17,266

Other Non-Exchange Revenues 10 -

Imputed Financing 72 75

Transfers-in 568 102

Transfers-out 47) (91)
Net Results of Operations ($5,004) ($14,739)
Prior Period Adjustments 109 (30,342)
Net Change in Cumulative Results of Operations ($4,895) ($45,081)
Unrealized Holding Gain (Loss) on Investments 300 (1,247)
Increase (Decrease) in Unexpended Appropriations 10 420
Change in Net Position ($4,585) ($45,908)
Net Position - Beginning of Period (178,236) (132,328)
Net Position - End of Period ($182,821)  ($178,236)
Consolidated Statements of Budgetary Resour ces
For the Years Ended September 30, 2000 and 1999

(in miflions)
2000 1999

BUDGETARY RESOURCES
Budgetary Authority $19,956 $19,684
Unobligated Balances - Beginning of Period, Net of Transfers 3,476 2,718
Spending Authority from Offsetting Collections 5,873 4,806
Actual Recoveries of Prior Year Obligations 61 21
Authority Not Available (2,303) (1,615)

Total Budgetary Resources $27,063 $25,613
STATUS OF BUDGETARY RESOURCES
Obligations Incurred $23,840 $22,471
Unobligated Balances Available 2,470 2,077
Unobligated Balances Not Available 753 1,065

Total, Status of Budgetary Resources $27,063 $25,613
OUTLAYS
Obligations Incurred $23,840 $22,471
Less Spending Authority from Offsetting Collections

and Actual Recoveries of Prior Year Obligations (5,934) (4,827)
Obligated Balance, Net - Beginning of Period 7,901 8,075
Less Obligated balance, Net - End of Period (8,320) (7,901)

Total Outlays $17,487 $17,818

The accompanying notes are an integral part of these statements.
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Consolidated Statements of Financing
For the Years Ended September 30, 2000 and 1999

The accompanying notes are an integral part of these statements.

(in-miTlons)
2000 1999
OBLIGATIONS AND NONBUDGETARY RESOURCES
Obligations Incurred $23,840 $22,471
Less Spending Authority from Offsetting Collections and Adjustments
Earned Reimbursements
Collected (5,505) (4,997)
Recevable from Federal Sources (103) -
Change in Unfilled Orders (Decreases) Increases (252) (62)
Recoveries of Prior-Year Obligations (61) (20)
Financing Imputed for Cost Subsidies 72 75
Transfers - In, Net 521 11
Exchange Revenues Not In the Budget (791) (990)
Other (3) (3)
Total Obligations as Adjusted, and Nonbudgetary Resources $17,718 $16,485
RESOURCES THAT DO NOT FUND NET COST OF OPERATIONS
Change in Amount of Goods, Services, and Benefits Ordered but Not Yet
Receved or Provided ($123) $22
Costs Capitalized on the Balance Shest
General Property, Plant, and Equipment (1,670) (1,859)
Purchases of Inventory (993) (587)
Financing Sources That Fund Caosts of Prior Periods (5,928) (5,526)
Other (108) 489
Total Resources that Do Not Fund Net Cost of Operations ($8,822) ($7,461)
COSTSTHAT DO NOT REQUIRE RESOURCES
Depreciation and Amortization $1,088 $1,377
Revaluation of Assets and Liabilities 206 (141)
Loss on Disposition of Assets 11 1
Other 388 349
Total Costs that Do Not Require Resources $1,693 $1,586
FINANCING SOURCES YET TO BE PROVIDED $12,593 $21,481
NET COST OF OPERATIONS $23,182 $32,091
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Consolidated Statements of Custodial Activities
For the Years Ended September 30, 2000 and 1999

(in millions)
2000 1999
SOURCES OF COLLECTIONS
Cash Cadllections
Interest $28 $23
Penalties and Fines 37 38
Other 379 552
Net Collections $444 $613
Accrual Adjustment (38) (22)
Total Revenue $406 $591
DISPOSITION OF REVENUE
Transferred to Others
Department of the Treasury (419) (537)
Others 9 (48)
Increase (Decrease) in Amounts to be Transferred 4 57
Retained by DOE - (63)
Net Custodial Activity $0 $0

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

1. Significant Accounting Policies

A. Basis of Presentation

These consolidated financial statements have been
prepared to report the financial position and results
of operations of the U.S. Department of Energy (the
Department). The statements were prepared from the
books and records of the Department in accordance
with generally accepted accounting principles appli-
cable to federal entities.

B. Description of Reporting Entity

The Department is a cabinet level agency of the
Executive Branch of the U.S. Government. The
Department’s headquarters organizations are located
in Washington, D.C., and Germantown, Maryland,
and consist of an executive management structure
that includes: the Secretary, the Deputy Secretary,
the Under Secretary for Energy, Science and Environ-
ment; the Under Secretary for National Nuclear
Security/Administrator for National Nuclear Secu-
rity; Secretarial staff organizations; and program
organizations that provide technical direction and
support for the Department’s principal programmatic
missions. The Department also includes the Federal
Energy Regulatory Commission, which is an indepen-
dent regulatory organization responsible for setting
rates and charges for the transportation and sale of
natural gas and for the transmission and sale of
electricity and the licensing of hydroelectric power
projects.

The Department has a complex field structure
comprised of operations offices, field offices, power
marketing administrations (Bonneville Power Admin-
istration, Southeastern Power Administration,
Southwestern Power Administration, and Western
Area Power Administration), laboratories, and other
facilities. The majority of the Department’s environ-
mental cleanup, energy research and development,
and testing and production activities are carried out
by major contractors. These contractors operate,
maintain, or support the Department’s government-
owned facilities on a day-to-day basis and provide
other special work under the direction of field organi-
zations.

These contractors have unique contractual relation-
ships with the Department. In most cases, their
charts of accounts and accounting systems are
integrated with the Department’s accounting system
through a home office-branch office type of arrange-
ment. Additionally, the Department is ultimately
responsible for funding certain defined benefit

pension plans, as well as postretirement benefits such
as medical care and life insurance, for the employees
of these contractors. As a result, these statements
reflect not only the costs incurred by these contrac-
tors, but also include certain contractor assets (i.e.,
employee advances and prepaid pension costs) and
liabilities (i.e., accounts payable, accrued expenses
including payroll and benefits, and pension and other
actuarial liabilities) that would not be reflected in the
financial statements of other Federal agencies that do
not have these unique contractual relationships.

C. Basis of Accounting

Transactions are recorded on an accrual accounting
basis and a budgetary basis. Under the accrual
method, revenues are recognized when earned and
expenses are recognized when liabilities are incurred,
without regard to receipt or payment of cash. Budget-
ary accounting facilitates compliance with legal
constraints and controls over the use of Federal
funds. All material intra-agency balances and trans-
actions have been eliminated in consolidation.

D. Revenues and Other Financing
Sources

The Department receives the majority of the funding
needed to perform its mission through Congressional
appropriations. These appropriations may be used,
within statutory limits, for operating and capital
expenditures. Revenues are recognized when earned
(i.e., goods have been delivered or services rendered.)

E. Fund Balance with Treasury

Funds with the Department of the Treasury (Trea-
sury) primarily represent appropriated and revolving
funds that are available to pay current liabilities and
finance authorized purchase commitments.

(See Note 2).

F. Investments

Investments in Treasury securities for the
Department’s Nuclear Waste Fund (NWF) are classi-
fied as available for sale and are reported at fair
market value in accordance with Statement of
Financial Accounting Standards (SFAS) No. 115,
Accounting for Certain Investments in Debt and
Equity Securities, with unrealized holding gains and
losses reported as a component of net position. All
other investments are reported at cost net of amor-
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tized premiums or discounts, as it is the Department’s
intent to hold the investments to maturity. Premiums
or discounts are amortized using the effective interest
yield method. (See Note 3).

G. Accounts Receivable, Net of Allowance

The amounts due for non-intragovernmental (non-
Federal) receivables are stated net of an allowance for
uncollectable accounts. The estimate of the allowance
is based on past experience in the collection of
receivables and an analysis of the outstanding
balances. (See Note 4).

H. Inventories

Stockpile materials are recorded at historical cost in
accordance with Statement of Federal Financial
Accounting Standards No. 3, Accounting for Inventory
and Related Property, except for certain nuclear
materials which have been identified as surplus or
excess to the Department’s needs. These nuclear
materials are recorded at their net realizable value.
(See Note 6). Certain surplus plutonium carried at
zero value (see Note 13 for a discussion of disposition
plans) may be instrumental to the U.S. Government
in current negotiations with Russia concerning the
future of 34 metric tons of Russia’s weapons grade
plutonium. (See Note 6). When an operational use is
found for surplus or excess stockpile materials or
other inventories whose value was previously reduced
to net realizable value, the inventories are classified
as operating materials and their carrying value is
increased to historical cost.

I. General Property, Plant, and
Equipment

Property, plant, and equipment that are purchased,
constructed, or fabricated in-house, including major
modifications or improvements, are capitalized at
cost. The Department’s capitalization threshold is
$25,000 except for the power marketing administra-
tions which use thresholds ranging from $5,000 to
$10,000. (See Note 7).

Costs of construction are capitalized as construction
work in process. Upon completion or beneficial
occupancy, the cost is transferred to the appropriate
property account. Property, plant, and equipment
related to environmental management facilities
storing and processing the Department’s environmen-
tal legacy wastes are not capitalized. (See Note 24).

Depreciation expense is generally computed using the
straight line method. The units of production method
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is used only in special cases where applicable, such as
depreciating automotive equipment on a mileage
basis and construction equipment on an hourly use
basis. The ranges of service lives are generally as
follows:

Structures and Facilities 25 - 50 years

ADP Software 3 - 7 years

Equipment 5 - 40 years

J. Liabilities

Liabilities represent amounts of monies or other
resources likely to be paid by the Department as a
result of a transaction or event that has already
occurred. However, no liability can be paid by the
Department absent an authorized appropriation.
Liabilities for which an appropriation has not been
enacted are, therefore, classified as not covered by
budgetary resources (see Note 17), and there is no
certainty that the appropriations will be enacted.
Also, liabilities of the Department arising from other
than contracts can be abrogated by the Government,
acting in its sovereign capacity.

K. Accrued Annual, Sick, and Other
Leave

Federal employees’ annual leave is accrued as it is
earned, and the accrual is reduced annually for actual
leave taken and increased for leave earned. Each
year, the accrued annual leave balance is adjusted to
reflect the latest pay rates. To the extent that current
or prior year appropriations are not available to fund
annual leave earned but not taken, funding will be
obtained from future financing sources.

Sick leave and other types of nonvested leave are
expensed as taken.

L. Retirement Plans

Federal Employees

There are two primary retirement systems for
Federal employees. Employees hired prior to January
1, 1984, may participate in the Civil Service Retire-
ment System (CSRS). On January 1, 1984, the
Federal Employees Retirement System (FERS) went
into effect pursuant to Public Law 99-335. Most
employees hired after December 31, 1983, are auto-
matically covered by FERS and Social Security.
Employees hired prior to January 1, 1984, elected to
either join FERS and Social Security or remain in
CSRS. A primary feature of FERS is that it offers a
savings plan to which the Department automatically
contributes 1 percent of pay and matches any em-



ployee contribution up to an additional 4 percent of
pay. For most employees hired since December 31,
1983, the Department also contributes the employer’s
matching share for Social Security. The Department
does not report CSRS or FERS assets, accumulated
plan benefits, or unfunded liabilities, if any, appli-
cable to its employees. Reporting such amounts is the
responsibility of the Office of Personnel Management
and the Federal Employees Retirement System. The
Department does report, as an imputed financing
source and a program expense, the difference between
its contributions to Federal employee pension and
other retirement benefits and the estimated actuarial
costs as computed by the Office of Personnel Manage-
ment.

Contractor Employees

Most of the Department’s contractors maintain a
defined benefit pension plan under which they
promise to pay employees specified benefits, such as a
percentage of the final average pay for each year of
service. The Department’s cost under the contracts
include reimbursement of annual employer contribu-
tions to the pension plans. Each year an amount is
calculated for employers to contribute to the pension
plan to ensure the plan assets are sufficient to
provide for the full accrued benefits of contractor
employees in the event that the plan is terminated.

The level of contributions is dependent on actuarial
assumptions about the future, such as the interest
rate, employee turnover and deaths, age of retire-
ment, and salary progression. The Department
reports assets and liabilities of these pension plans as
if it was the plan sponsor. (See Note 14).

M. Comparative Data

Certain FY 1999 amounts have been reclassified to
conform to the FY 2000 presentation.

N. Program Expenses

Program expenses are summarized in the Statements
of Net Costs by business line, which represents the
four major elements of the Department’s mission. A
detailed breakdown of the expenses for each business
line is presented in Notes 18 - 22.

O. Use of Estimates

The Department has made certain estimates and
assumptions relating to the reporting of assets and
liabilities and the disclosure of contingent assets and
liabilities to prepare these consolidated financial
statements. Actual results could differ from these
estimates.
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in millions

FY 2000 FY 1999
Agency Custodial Agency Custodial
Funds Total Funds Funds Total
Trust funds $ $ 5 % 5 $ - $ 6 $ 6
Revalving funds 1 875 691 480 1,171
Appropriated funds 11 9,791 9,533 10 9,543
Special funds 265 453 193 265 458
Deposit funds 330 350 - 356 356
Total fund balance with Treasury $ 10862 $ 612 $ 11474 $ 10417 $ 1,117 $ 11534
3. Investments in millions
Amortized
Premium [nvestments,
Cost (Discount) Net Market Value
Fiscal Year 2000
Intragovernmental Non-Marketable
Nuclear Waste Fund 9,524 $ 305 $ 9,829 $ 9,777
Net unrealized holding losses (52
Uranium Enrichment D&D Fund 2,200 (19 2,181 2,160
U.S. Enrichment Corporation 478 10 488 488
Petroleum Pricing Violation Escrow Fund 298 4 302 303
Subtotal 12,500 $ 300 $ 12,748 $ 12,728
Non-intragover nmental Marketable Securities
Du Pont pension receipts 41 - 41 41
Petroleum Pricing Violation Escrow Fund 222 - 222 215
Subtotal 263 $ - $ 263 $ 256
Total FY 2000 investments 12,763 $ 300 $ 13,011 $ 12,984
Fiscal Year 1999
Intragovernmental Non-Marketable
Nuclear Waste Fund 8,776 $ 58 $ 8,834 $ 8,481
Net unrealized holding losses (353)
Uranium Enrichment D&D Fund 1,734 (19 1,715 1,685
Petroleum Pricing Violation Escrow Fund 261 3 264 264
Subtotal 10,771 $ 42 $ 10,460 $ 10,430
Non-intragover nmental Marketable Securities
Du Pont pension receipts 50 - 50 50
Petroleum Pricing Violation Escrow Fund 213 - 213 213
Subtotal 263 $ - $ 263 $ 263
Total FY 1999 investments 11,034 $ 42 $ 10,723 $ 10,693
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Pursuant to statutory authorizations, the Depart-
ment invests monies in Treasury securities and
commercial certificates of deposit which are secured
by the Federal Deposit Insurance Corporation. The
Department’s investments primarily involve the
NWF and the Uranium Enrichment Decontamina-
tion and Decommissioning Fund. Fees paid by
owners and generators of spent nuclear fuel and
high-level radioactive waste and fees collected from
domestic utilities are deposited into the respective
funds. Funds in excess of those needed to pay current
program costs are invested in Treasury securities.
The Department also has non-Federal securities
resulting from an over funded pension plan of a
former contractor.

4. Accounts Receivable

Upon privatization of the United States Enrichment
Corporation on July 28, 1998, OMB and Treasury
designated the Department as successor to USEC for
purposes of disposition of balances remaining in the
United States Enrichment Corporation Fund. Funds in
excess of those needed to pay current program costs are
invested in Treasury securities (see Note 11).

The Petroleum Pricing Violation Escrow Fund
represents custodial receipts collected as a result of
agreements or court orders with individuals or firms
that violated petroleum pricing and allocation regula-
tions during the 1970s. These receipts are invested in
Treasury securities and certificates of deposit at
minority-owned financial institutions pending
determination by the Department as to how to
distribute the fund balance.

in millions

FY 2000 FY 1999
Recelvable Allowance Net Recelvable Allowance  Net

Intragovernmental $ 540 $ - $ 540 $ 505 $ - $ 505
Non-intragovernmental

Nuclear Waste Fund $ 2,697 - $ 2697 $ 2,557 - $ 2557

Uranium Enrichment D&D Fund 1,255 - 1,255 1,389 - 1,389

Power marketing administrations 354 - 354 345 - 345

Petroleum Pricing Violation Escrow Fund 2132  $(2,108) 24 2,256 (2,180) 76

Credit programs 61 (26) 35 62 (26) 36

Other 177 (68) 109 182 (68) 114

Subtotal $ 6,676 $(2,202) $ 4474 $ 6791 $(2274) $ 4517

Total accountsreceivable $ 7216 $(2,202) $ 5014 $ 7296 $(2274) $ 5,022

Intragovernmental accounts receivable primarily
represent amounts due from other Federal agencies
for reimbursable work performed pursuant to the
Economy Act, Atomic Energy Act, and other statutory
authority, as well as interest related to earned
revenues on investments held in Treasury securities.

Non-intragovernmental receivables represent
amounts due primarily for NWF and Uranium
Enrichment Decontamination and Decommissioning
(D&D) Fund fees. NWF receivables are supported by
contracts and agreements with owners and genera-
tors of spent nuclear fuel and high-level radioactive
waste that contribute resources to the fund. D&D
Fund receivables from public utilities are supported
by public law. Other receivables due from the public
include reimbursable work billings and other
amounts related to trade receivables, and other
miscellaneous receivables.

The Petroleum Pricing Violation Escrow Fund
represents receivables owed as a result of agreements
or court orders with individuals or firms that violated
petroleum pricing and allocation regulations during
the 1970s. The majority of these receivables are with
individuals or firms that are in bankruptcy, or
collection action is being taken by the Department of
Justice. Many cases handled by the Department of
Justice will result in complete write-offs or settlement
agreements for amounts significantly less than the
original agreement. Allowance accounts have been
established to reflect the realistic potential for
recovery of amounts owed. The methodology used to
calculate the allowance accounts was derived through
an intensive analysis of each case. The receivables
were categorized based on the status of the case, the
financial condition of the debtor, the collections
received to date, and any pertinent information from
the Office of General Counsel related to each case.
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Based on this analysis and categorization, percent-
ages for the probability of collection were determined.
The allowance account as of September 30, 2000, and

1999, includes interest receivables of $1,570 million
and $1,631 million, respectively.

in millions

FY 2000 FY 1999
Intragovernmental
Appropriation refinancing asset $ 5,228 $ 57228
Non-intragover nmental
Operating regulatory assets $ 2488 $ 2,784
Non-operating regulatory assets 3,967 4,209
Conservation and fish and wildlife projects 650 713
Subtotal $ 7,105 $ 7,706
Total regulatory assets $ 12,333 $ 12,934

The Department’s power marketing administrations
record certain amounts as assets in accordance with
SFAS No. 71, Accounting for the Effects of Certain
Types of Regulation. The provisions of SFAS No. 71
require that regulated enterprises reflect rate actions
of the regulator in their financial statements, when
appropriate. These rate actions can provide reason-
able assurance of the existence of an asset, reduce or
eliminate the value of an asset, or impose a liability
on a regulated enterprise.

Appropriation Refinancing Asset

The Bonneville Power Administration (BPA) Appro-
priations Refinancing Act of 1994 required that the
unpaid balance, as of September 30, 1996, of the
Federal Columbia River Power System (FCRPS)
capital appropriations, which BPA is obligated to set
rates to recover, be reset and assigned prevailing
market rates. As a result, BPA assumed the liability
to repay the unpaid balance of capital appropriations
of the power generating assets of the Corps of Engi-
neers and the Bureau of Reclamation associated with
the FCRPS. In accordance with SFAS No. 71, offset-
ting regulatory assets are recognized which represent
the ability of BPA to repay this appropriated capital
from the proceeds of power sales generated from the
Corps and Bureau of Reclamation assets.

Operating Regulatory Assets

The BPA has acquired the generating capability of
one operating nuclear power plant, as well as several
hydroelectric projects. BPA pays the annual operating
costs including debt service. These project costs are
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recovered through BPA's electric rates. Because these
projects’ current and future costs can be recovered
through BPA's electric rates, the Balance Sheet
includes a regulatory asset and an offsetting related
debt.

Non-Operating Regulatory Assets

BPA has acquired all or part of the generating
capability of four terminated nuclear power plants.
The government’s contracts require BPA to pay all or
part of the annual projects’ budgets, including debt
service of the terminated plants. Because these
projects’ current and future costs can be recovered
through BPA's electric rates, the Balance Sheet
includes a regulatory asset and an offsetting related
debt.

Conservation and Fish and Wildlife Projects

The conservation and fish and wildlife projects consist
of facilities constructed by BPA for the protection of
fish and wildlife, and the mitigation of losses attrib-
uted to the development and operation of hydroelec-
tric projects on the Columbia River and its tributaries
pursuant to Section 4(h) of the Northwest Power Act.
BPA pays for the construction of the facilities and
recovers the costs in rates but does not retain owner-
ship of the facilities. These facilities are amortized
and recovered in rates over a 15-year period.



6. Inventory, Net

Inventory includes stockpile materials, consisting of
crude oil held in the Strategic Petroleum Reserve, the
Northeast Home Heating Oil Reserve, and nuclear
materials, and other inventory consisting primarily of
operating materials and supplies.

The Strategic Petroleum Reserve consists of crude oil
stored in salt domes, terminals, and pipelines. As of
September 30, 2000, and 1999, the Reserve contained
570 million and 565 million barrels of crude oil
respectively with an historical cost of $15,278 million
and $15,143 million. The reserve provides a deterrent
to the use of oil as a political instrument and provides
an effective response mechanism should a disruption
occur. Oil from the reserve may be sold only with the
approval of Congress and the President of the United
States. Included in the Strategic Petroleum Reserve
is crude oil held for future Department of Defense
(DOD) use. The FY 1993 Defense Appropriations Act
authorized the Department to acquire, transport,
store and prepare for ultimate drawdown of crude oil
for DOD. The crude oil purchased with DOD funding
is commingled with the Department’s stock and is
valued at its historical cost of $106 million. (See Note
12).

The Northeast Home Heating Oil Reserve was
established in FY 2000 pursuant to the Energy Policy
and Conservation Act. Contracts were awarded to
establish this reserve consisting of 2 million barrel
storage of petroleum distillate in the New England,
New York, and New Jersey geographic area. As of
September 30, 2000, the reserve contained 1.4 million
barrels valued at historical cost of $29 million. The
remaining 600,000 barrels were placed in the reserve
in October 2000.

Nuclear materials include weapons and related
components, including those in the custody of the
Department of Defense under Presidential Directive,
and materials used for research and development
purposes. Certain surplus plutonium carried at zero
value (see Note 13 for a discussion of disposition
plans) has been instrumental to the U.S. Government
in negotiations with Russia concerning the future of
34 metric tons of Russia’s weapons grade plutonium.
On September 1, 2000, the U.S. Government signed

the United States-Russian Federation Agreement for
irreversibly transforming excess weapons plutonium
into forms unusable for weapons. This accomplish-
ment advances the critical task of reducing stockpiles
of excess weapons plutonium and contributes to key
arms control and non-proliferation objectives.

The nuclear materials inventory includes numerous
items for which future use and disposition decisions
have not been made. Decisions for most of these items
will be made through analysis of the economic
benefits and costs, and the environmental impacts of
the various use and disposition alternatives. The
carrying value of these items is not significant to the
nuclear materials stockpile inventory balance. The
Department will recognize disposition liabilities and
record the material at net realizable value when
disposal as waste is identified as the most likely
alternative and disposition costs can be reasonably
estimated.

Highly Enriched Uranium

The Nuclear Weapons Council declared in December
1994, leading to the Secretary of Energy’s announce-
ment in February 1996, that 174.3 metric tons of the
Department’s highly enriched uranium (HEU) were
excess to national security needs. Most of this mate-
rial will be blended for sale as low-enriched uranium
(LEU) and used over time as commercial nuclear
reactor fuel to recover its value. The remaining
portion of the material is already in the form of
irradiated fuel or other waste forms, which require no
processing prior to disposal. A provision for disposal of
irradiated fuel is included in environmental liabili-
ties. Estimates of revenues and processing costs for
surplus HEU were updated during FY 2000. Based
upon these estimates, the carrying value of HEU for
which the LEU blending product will have levels of
contamination exceeding nuclear fuel specifications
has been reduced to zero. A disposition liability for
the costs to process this “off-spec” material, which will
be blended to LEU for use in Tennessee Valley
Authority nuclear power reactors, is also included in
environmental liabilities. Net revenues from sales of
the remaining surplus HEU are expected to exceed
the carrying value of the surplus HEU.
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in millions

FY 2000 FY 1999
Acquisition Accumulated Net Book Acquisition Accumulated Net Book
Costs Depreciation  Value Costs Depreciation Value
Land and land rights $ 1255 $ (586) $ 669 $ 1216 $ (550) $ 666
Structures and facilities 29,691 (20,009) 9,682 29,027 (19,148) 9,879
ADP software 61 (32 29 56 (12) 45
Equipment 14,211 (9,717) 4,494 14,128 (9,503) 4,625
Natural resources 101 (8 93 98 (8 90
Construction work in process 3,589 - 3,589 3,196 - 3,196

Total property, plant and equipment $ 48908 $ (30,352) $18556 $ 47,721  $(29,220) $18,501

8. Other Non-Intragovernmental Assets in millions

EY 2000 FY 1999

Prepaid pension plan costs (see note 14) $ 1,651 $ 946
Oil due from others 414 -
Qil held for others (see note 12) - 252
Other 670 293
Total other non-intragovernmental assets  $ 2,735 $1,491

Oil Due from Others

The Department has entered into a Royalty-In-Kind differing quality to be delivered to the Strategic

exchange arrangement with the Department of the Petroleum Reserve through December 31, 2001. As of
Interior's Mineral Management Service (MMS) to September 30, 2000, 11.8 million barrels of exchange
receive 28 million barrels of crude oil from Gulf of oil valued at $258 million have been delivered to the

Mexico Federal offshore leases. The oil from the MMS ~ Department's Strategic Petroleum Reserve. Oil due
offshore leases is being exchanged for approximately ~ from others represents the remaining 17.5 million

29.3 million barrels of other crude oil (exchange oil) of ~ barrels of crude oil to be delivered to the Department
by December 31, 2001. (See Note 26)
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9. Debt

in millions

FY 2000 FY 1999
Intragovernmental
Borrowing from Treasury $ 2,513 $ 2515
Refinanced appropriations 3,786 3,878
Capitalization adjustment 2,329 2,396
Subtotal $ 8,628 $ 8,789
Non-intragover nmental
Non-Federal projects 6,488 6,778
Total debt $ 15,117 $ 15,567

Borrowing from Treasury

To finance its capital programs, the BPA is authorized
to issue to Treasury up to $3,750 million of interest-
bearing debt with terms and conditions comparable to
debt issued by U.S. government corporations. A
portion ($1,250 million) is reserved for conservation
and renewable resource loans and grants. The
weighted average interest rate as of September 30,
2000 and 1999, was 6.6 percent and exceeds the rate
which could be obtained currently. As a result, the
fair value of BPA's long-term debt, based on discount-
ing future cash flows using rates offered by Treasury
as of September 30, 2000 and 1999, for similar
maturities, exceeds carrying value by approximately
$188 million and $183 million, respectively. BPA's
policy is to refinance debt that is callable when
associated benefits exceed costs of refinancing.

Refinanced Appropriations

The BPA Appropriations Refinancing Act of 1994
required that the unpaid balance, as of September 30,
1996, of the Federal Columbia River Power System
(FCRPS) capital appropriations, which BPA is
obligated to set rates to recover, be reset and assigned
prevailing market rates. The weighted average
interest rate was 7.1 percent in FY 2000 and 1999.
The majority of the refinanced appropriations repre-
sent the unpaid capital appropriations of the Corps of
Engineers and the Bureau of Reclamation

(See Note 5).

Capitalization Adjustment

The amount of appropriations refinanced as a result
of the BPA Appropriations Refinancing Act of 1994
was $6.6 billion. After refinancing, the appropriations
outstanding were $4.1 billion. The difference between
the appropriated debt before and after the refinancing
was recorded as a capitalization adjustment. This
adjustment is being amortized over the remaining
period of repayment. Amortization of the capitaliza-
tion adjustment was $67 million and $65 million for
FY 2000 and 1999, respectively. The weighted
average interest rate was 7.1 percent in FY 2000 and
1999.

Non-Federal Projects

As discussed in Note 5, the non-Federal projects debt
represents the BPA's liability to pay all or part of the
annual budgets, including debt service, of the gener-
ating capability of five nuclear power plants as well
as several hydroelectric projects.

The following table summarizes future principle
payments required for the debt described above:

(in millions

Fiscal Borrowing  Refinanced Capitalization Non-Federa
Year from Treasury Appropriation Adjustment Projects
2001 $ - $ 66 $ 69 $ 356
2002 146 24 67 268
2003 167 47 68 320
2004 180 73 68 330
2005 100 111 65 280
2006+ 1,920 3,465 1,992 4,934
Tota $2,513 $3,786 $2,329 $6,488
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10.

Appropriated Capital Owed to Treasur

Appropriated capital owed to Treasury represents the
balance of appropriations provided to the
Department’s power marketing administrations for
construction and operation of power projects which
will be repaid to Treasury. The amount owed also
includes accumulated interest on the net unpaid
Federal investment in the power projects. The
Federal investment in these facilities is to be repaid
to Treasury within 50 years from the time the facili-
ties are placed in service or are commercially opera-
tional. Replacements of Federal investments are
generally to be repaid over their expected useful
service lives. There is no requirement for repayment
of a specific amount of Federal investment on an
annual basis.

Each of the power marketing administrations, except
the BPA, receives an annual appropriation to fund
operation and maintenance expenses. These appropri-
ated funds are repaid to Treasury from the revenues
generated from the sale of power and transmission

11. Deferred Revenues

services. To the extent that funds are not available for
payment, such unpaid annual net deficits become
payable from the subsequent years’ revenues prior to
any repayment of Federal investment. The Depart-
ment treats these appropriations as a borrowing from
Treasury, and as such, the Statements of Changes in
Net Position do not reflect these funds as appropri-
ated capital used.

Except for the appropriation refinancing asset
described in Note 5, the Department’s financial
statements do not reflect the Federal investment in
power generating facilities owned by the U.S. Depart-
ment of Defense, Army Corps of Engineers; the U.S.
Department of Interior, Bureau of Reclamation; and
the U.S. Department of State, International Bound-
ary and Water Commission. The Department’s power
marketing administrations are responsible for
collecting, and remitting to Treasury, revenues
resulting from the sale of hydroelectric power gener-
ated by these facilities. (See Note 29)

in millions

FY 2000 FY 1999
Intragovernmental $ 26 $ 29
Non-intragovernmental
Nuclear Waste Fund $13,144 $ 12,107
United States Enrichment Corporation 477 482
Power marketing administrations 644 473
Reimbursable work advances 211 227
Other 47 54
Subtotal $ 14,523 $ 13,343
Total deferred revenues $ 14,549 $ 13,372

FY 1999 amounts have been restated to conform with
the FY 2000 presentation. Specifically, deferred
revenues for spent nuclear fuel fees paid by the
Tennessee Valley Authority to the Department in
excess of costs incurred to date for the Department’s
Nuclear Waste Fund activities were reclassified from
intragovernmental to non-intragovernmental in order
to properly affect consolidated government-wide
financial statement elimination entries.

Nuclear Waste Fund

NWF revenues are accrued based on fees assessed
against owners and generators of high-level radioactive
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waste and spent nuclear fuel and interest accrued on
investments in Treasury securities. These revenues are
recognized as a financing source as costs are incurred
for NWF activities. Annual adjustments are made to
defer revenues that exceed the NWF expenses.

United States Enrichment Corporation

Upon privatization of the USEC on July 28, 1998,
OMB and Treasury designated the Department as
successor to USEC for purposes of disposition of
balances remaining in the United States Enrichment
Fund, including payment of final bills associated with
privatization.



Power Marketing Administrations

The power marketing administrations’ deferred
revenues represent primarily amounts paid to BPA
from participants under various alternating current
intertie capacity agreements and load diversification

12. Other Liabilities

fees paid to BPA by various customers. These one-
time payments cover the remaining term of the
customer’s existing contractual agreement, and are
recognized as revenues as contract commitments are
satisfied.

in millions

FY 2000 FY 1999
Intragovernmental

Oil held for DOD (Note 6) $ 106 $ 106
Other 167 95
Subtotal $ 273 $ 201

Non-intragovernmental
Compensation program for occupational illnesses $ 1,600 $ -
Environment, safety and health compliance activities 1,279 1,322
Accrued payroll and benefits 746 771
Petroleum Pricing Violation Escrow Fund 548 552
Naval Petroleum Reserve Deposit Fund 323 323
Elk Hills School Land Fund 262 262
Qil held for others (Note 8) - 252
Other 235 251
Subtotal $ 4,993 $ 3,733
Total other liabilities $ 5,266 $ 3934

FY 1999 amounts have been restated to conform with
the FY 2000 presentation. Specifically, Federal
Employees’ Compensation Act liabilities were reclas-
sified to Pension and Other Actuarial Liabilities in
accordance with new Standard General Ledger
guidance issued by Treasury (see also Note 14).
Contract holdbacks that were reported as accounts
payable in the Department’s FY 1999 financial
statements were reclassified and are now included in
other non-intragovernmental liabilities. Also, accrued
unfunded annual leave was combined with accrued
payroll and benefits.

Compensation Program for Occupational IlInesses

Public Law 106-398, the Energy Employees Occupa-
tional lliness Compensation Program Act of 2000,
authorized compensation for certain illnesses suffered
by employees of the Department, its predecessor
agencies, and contractors who performed work for the
nuclear weapons program. Covered illnesses include
cancers resulting from exposure to radiation; chronic
beryllium disease; silicosis; and other illnesses

arising from exposure to toxic substances during
employment at atomic weapons facilities. In general,
each employee and survivors of deceased employees
eligible for compensation will receive compensation
for the costs of medical care related to covered
illness(es) and a choice of either lost wages or a lump
sum payment of $200,000.

Under an executive order signed by the President on
December 7, 2000, the Department of Labor will have
primary responsibility for administering the compen-
sation program. The Department of Health and
Human Services (HHS) will develop guidelines for
establishing whether a covered cancer is related to a
worker’s employment at an atomic weapons facility.
An independent HHS panel will review the cases of
workers exposed to other toxic substances. The
Department’s responsibilities include identifying,
notifying, and disseminating information about the
program to potentially eligible individuals; providing
requested information to HHS concerning worker
exposure to radiation, beryllium, silica, and other
toxic substances; and assisting HHS as necessary in
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the review of applications and the determination of
compensation. The Department is also required to
identify atomic weapons employers and additions to
the list of designated beryllium vendors; to work with
states to assist contractor employees in filing state
workers’ compensation system claims; and to report
at least annually on the claims filed under the
program. Although compensation will not be paid
from the Department’s appropriations, the compensa-
tion program is a direct result of the nuclear weapons
program conducted by the Department and its
predecessor agencies. Accordingly, the Department
has recognized a liability of $1.6 billion for future
compensation payments, based upon a Congressional
Budget Office estimate. The liability will be adjusted
in the coming years as criteria for eligibility are
developed and potential recipients are identified.

Environment, Safety and Health Compliance Activi-
ties

The Department’s environment, safety and health
liability represents those activities necessary to bring
facilities and operations into compliance with existing
environmental safety and health (ES&H) laws and
regulations (e.g., Occupational Safety and Health Act;
Clean Air Act; Safe Drinking Water Act). Types of
activities included in the estimate relate to the
following: upgrading site-wide fire and radiological
programs; nuclear safety upgrades; industrial hy-
giene and industrial safety; safety related mainte-
nance; emergency preparedness programs; life safety
code improvements; and transportation of radioactive
and hazardous materials. The estimate covers
corrective actions expected to be performed in future
years for programs outside the purview of the
Department’s Environmental Management (EM)
Program. ES&H activities within the purview of the
EM program are included in the environmental
liability estimate. The change in the ES&H liability is
due to (1) additional corrective actions, activities or
programs that are required to improve the facilities’
state of compliance and move them toward full
compliance, or conformance with all applicable ES&H
laws, regulations, agreements, and the Department’s
Orders, (2) revised cost estimates for existing ES&H
activities, and (3) costs of work performed in FY 2000.

Accrued Payroll and Benefits

Accrued payroll and benefits represent amounts owed
to the Department’s federal and contractor employees.
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Petroleum Pricing Violation Escrow Fund

Pursuant to the Emergency Petroleum Allocation Act
of 1973, the Department is responsible for recovering
oil pricing overcharges and making restitution to
injured parties. Monies received are invested in
Treasury securities and certificates of deposit with
minority financial institutions pending disbursement
to injured parties or returned to the Treasury’s
general fund.

Naval Petroleum Reserve Deposit Fund

The balance in this fund represents proceeds from the
sale of the Naval Petroleum Reserve at Elk Hills that
are being held until final disposition in accordance
with the settlement agreement. Approximately $288
million is being held for a contingency payment to
Chevron, Inc., pending the outcome of equity finaliza-
tion. The remaining $35 million is reserved for
anticipated adjustments to Occidental’s final payment
and for possible reimbursement to the investment
banker for an advance on its commission.

Elk Hills School Land Fund

This balance represents the portions of the Naval
Petroleum Reserve at Elk Hills sales proceeds being
retained for future disbursements to the State of
California pending authorization of the Congress.

Oil Held for Others

The Department entered into an agreement with a
commercial entity for the exchange of a quantity of
lower grade crude oil in the Strategic Petroleum
Reserve for higher grades of crude oil. The 8.5 million
exchange barrels of higher grade crude oil were
received in FY 1999. The title of the lower grade
crude oil was transferred to the commercial entity
and the value as of September 30, 1999, was recorded
as oil held for others. Delivery of this oil to the
commercial entity was completed in February 2000.

Other Liabilities

This balance consists primarily of liabilities associ-
ated with other deposit funds, suspense accounts,
receipts due to Treasury, and contract advances.



13. Environmental Liabilities

in millions

FY 2000 FY 1999
Environmental Management baseline estimates $182,728 $ 183,641
Active and surplus facilities - other programs 26,006 25,403
High-level waste and spent nuclear fuel disposition 14,281 14,940
Other 11,252 6,656
Total environmental liabilities $ 234,267 $ 230,640
Amount funded by current appropriations (1,445) (1,584)
Total unfunded environmental liabilities $ 232,822 $ 229,056
Changesin environmental liabilities
Total environmental liahilities, beginning balance $ 230,640 $ 185,890
Prior period adjustments 1 28,485
Adjusted beginning balance $ 230,641 $ 214,375
Changes to environmental liability estimates
Environmental Management baseline estimates 5,090 15,596
Active and surplus facilities - other programs 713 (2,758)
High-level waste and spent nuclear fuel disposition (554) 4,977
Other 4,596 4,277
Total changesin estimates $ 9845 $ 22,092
Operating expenditures related to remediation activities (5,931) (5,491)
Capital expenditures related to remediation activities (288) (336)
Total environmental liabilties $ 234,267 $ 230,640

During World War Il and the Cold War, the United
States developed a massive industrial complex to
research, produce, and test nuclear weapons. The
nuclear weapons complex included nuclear reactors,
chemical processing buildings, metal machining
plants, laboratories, and maintenance facilities that
manufactured tens of thousands of nuclear warheads,
and conducted more than one thousand nuclear
explosion tests.

At all sites where these activities took place, some
environmental contamination occurred. This contami-
nation was caused by the production, storage, and use
of radioactive materials and hazardous chemicals,
which resulted in contamination of soil, surface water,
and groundwater. The environmental legacy of
nuclear weapons production also includes thousands
of contaminated buildings, and large volumes of
waste and special nuclear materials requiring
treatment, stabilization, and disposal. Approximately
one-half million cubic meters of radioactive high-level,
mixed, and low-level wastes must be stabilized,
safeguarded, and dispositioned, including a quantity

of plutonium sufficient to fabricate thousands of
nuclear weapons.

Assumptions and Uncertainties

Estimating the cost of the Department’s environmen-
tal cleanup liability requires making assumptions
about future activities and is inherently uncertain.
The future course of the Department’s environmental
management program will depend on a number of
fundamental technical and policy choices, many of
which have not been made. The cost and environmen-
tal implications of alternative choices can be pro-
found. For example, many contaminated sites and
facilities could be restored to a pristine condition,
suitable for any desired use; they could also be
restored to a point where they pose no near-term
health risks to surrounding communities but are
essentially surrounded by fences and left in place.
Achieving pristine conditions would have a higher
cost but may or may not warrant the costs and
potential ecosystem disruption or be legally required.
The baseline estimates reflect applicable local
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decisions and expectations as to the extent of cleanup
and site and facility reuse, which include consider-
ation of Congressional mandates, regulatory direc-
tion, and stakeholder input.

The environmental liability includes a contingency
estimate intended to account for the uncertainties
associated with the technical cleanup scope of the
program. For example, the precise nature and quanti-
ties of material being addressed are not always
known, and some baseline estimates, including EM’s
baselines for treatment of high-level wastes, are
incomplete because suitable cleanup technologies are
under development.

The environmental liability estimates are dependent
on annual funding levels and achievement of work as

scheduled. Higher funding tends to accelerate cleanup
work and reduce cleanup costs; lower funding tends to

delay work and increase costs. Congressional appro-
priations at lower than anticipated levels or un-
planned delays in project completion would cause
increases in life cycle costs.

The liabilities as of September 30, 2000 and 1999, are
stated in FY 2000 dollars and FY 1999 dollars,
respectively, as required by Federal accounting
standards. Future inflation could cause actual costs
to be substantially higher than the recorded liability.

Components of the Liability
Environmental Management Baseline Estimates

The Department’s Office of Environmental Manage-
ment (EM) is responsible for managing the legacy of
contamination from the nuclear weapons complex. As
such, EM manages thousands of contaminated
facilities formerly used in the nuclear weapons
program and is also responsible for cleanup of con-

taminated soil and water. In FY 2000, EM updated its

life cycle cost estimates which reflect a strategic
vision to clean up most of the Department's sites by
2006. This strategy provides for a site by site projec-
tion of the work required to complete all EM projects,
while complying with compliance agreements, stat-
utes, and regulations. Each project baseline estimate
includes detailed projections of the technical scope,
schedule, and costs at each site for the cleanup of
contaminated soil, groundwater, and facilities;
treating, storing, and disposing of wastes; managing
nuclear materials; and post-cleanup monitoring and
stewardship. These life cycle cost estimates, which
were developed by the cognizant field offices, cover
the costs of these activities to 2070. Some post-
cleanup monitoring and other long-term stewardship
activities are expected to continue beyond 2070, but
the Department believes the costs of those activities
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cannot be reasonably estimated. The baseline esti-
mates also include costs for related activities such as
landlord responsibilities, program management, and
legally prescribed grants for participation and
oversight by native American tribes and regulatory
agencies, and other stakeholders.

In addition to the assumptions and uncertainties
discussed above, the following key assumptions and
uncertainties relate to the EM baseline estimates:

e The Department has identified approximately
10,500 potential release sites from which contami-
nants could migrate into the environment. Al-
though virtually all of these sites have been at
least partially characterized, final remedial action
and/or regulatory decisions have not been made for
most sites. Site specific assumptions regarding the
amount and type of contamination and the
remediation technologies that will be utilized were
used in estimating the environmental restoration
costs.

e The first geologic repository for high-level radioac-
tive waste is scheduled to open in 2010. At that
time, it will accept spent nuclear fuel from com-
mercial utilities. The repository is scheduled to
begin accepting the Department’s high-level waste
in 2016 and to begin accepting the Department’s
spent nuclear fuel shortly thereafter. Delays in
opening the repository could increase settlement
costs with civilian nuclear utilities and cause EM
project costs to increase.

e The Waste Isolation Pilot Plant (WIPP), a geologic
repository for the disposal of mixed transuranic
waste, opened in March 1999, and expects to
receive and dispose all of the Department’s transu-
ranic waste over its planned 35-year operating
period. Any significant disruptions in the availabil-
ity of WIPP to receive transuranic waste from
other sites could cause delays in site cleanup
projects and increase life cycle costs.

¢ Only existing technologies, such as pumping and
treating groundwater, are assumed to be available
for estimating cleanup costs where applicable.
Estimates were based on remedies considered
technically and environmentally reasonable and
achievable by local project managers and appropri-
ate regulatory authorities.

e Estimated cleanup costs at sites for which there is
no current feasible remediation approach are
excluded from the baseline estimates, although
applicable stewardship and monitoring costs for
these sites are included. The cost estimate would
be higher if some remediation were assumed for



these areas. However, because the Department has
not identified effective remedial technologies for
these sites, no basis for estimating costs is avail-
able. Significant sites for which cleanup costs are
excluded include nuclear explosion test areas such
as the Nevada Test Site; large surface water bodies
including the Clinch and Columbia rivers; and
most contaminated ground water for which, even
with treatment, future use will remain restricted.

Changes to the EM baseline estimates during FY
2000 and 1999 resulted from inflation adjustments to
reflect current year constant dollars; additions for
facilities transferred from the active and surplus
category discussed below; improved and updated
estimates for the same scope of work; revisions in
technical approach or scope; regulatory changes; and
cleanup activities performed.

Active and Surplus Facilities — Other Programs

This liability includes anticipated remediation costs
for active and surplus facilities managed by the
Department’s ongoing program operations which will
ultimately require stabilization, deactivation, and
decommissioning. The estimate is largely based on a
cost-estimating model which extrapolates stabiliza-
tion, deactivation, and decommissioning costs from
facilities included in the EM baseline estimates to
those active and surplus facilities with similar
characteristics. Site-specific estimates are used when
available. Cost estimates for active and surplus
facilities are updated each year to reflect current year
constant dollars; the transfer of cleanup and manage-
ment responsibilities for these facilities by other
programs to EM as discussed above; changes in
facility size or contamination assessments; and
estimated cleanup costs for newly contaminated
facilities.

High-Level Waste and Spent Nuclear Fuel Disposition

The Nuclear Waste Policy Act of 1982 established the
Department’s responsibility to provide for permanent
disposal of the Nation’s high-level radioactive waste
and spent nuclear fuel. The Act requires all owners
and generators of nuclear waste, including the
Department, to pay their respective shares of the full

cost of the program. To that end, the Act establishes a
fee on owners and generators which the Department
must collect and annually assess to determine its
adequacy. The Department’s liability reflects its share
of the future costs of the program based on its inven-
tory of high-level waste and spent nuclear fuel, plus
the unfunded portion of actual costs incurred to date
and the accrued interest on the unfunded costs. The
Department’s liability does not include the portion of
the cost attributable to other owners and generators.
Changes to the high-level waste and spent nuclear
fuel disposition liability during FY 2000 and 1999
resulted from inflation adjustments to reflect current
year constant dollars; revisions in technical approach
or scope; changes in the Department’s allocable
percentage share of future costs; and actual costs
incurred by the Department that were allocated to
the Department’s share of the liability.

Other Environmental Liabilities

Other environmental liabilities consist of the
Department’s estimated costs to dispose of surplus
plutonium, depleted uranium, and highly enriched
uranium (HEU — see discussion in Note 6). Changes
during FY 2000 and 1999 were primarily caused by
increases in estimated costs to dispose of surplus
plutonium and the initial recognition in FY 1999 of a
liability for the disposition of depleted uranium.

On September 1, 2000, the Vice President signed an
agreement between the United States and the
Russian Federation providing for the disposition of
certain weapons-grade plutonium by each party to the
agreement. Additional quantities of plutonium may
be brought under the agreement in the future.
Congress has appropriated $200 million for the
Department to assist in implementing the Russian
Federation’s plutonium disposition program. Future
appropriations, including funding from other nations,
will be required to complete the program. In accor-
dance with the provisions of Statement of Federal
Financial Accounting Standards No. 5, Accounting for
Liabilities of the Federal Government, the Depart-
ment will recognize a liability for its share of the costs
of the Russian disposition program as those costs are
incurred by the program. Because no costs had been
incurred to implement the program as of September
30, 2000, no liability is included in the accompanying
financial statements.
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14. Pension and Other Actuarial Liabilities

in millions

FY 2000 FY 1999
Contractor pension plans $ 39 $ 321
Contractor postretirement benefits other than pensions 6,661 6,370
Contractor disability and life insurance plans 25 23
Federal Employees Compensation Act 84 68
Total pension and other actuarial liabilities $ 7,166 $ 6,782

FY 1999 amounts have been restated to conform with
the FY 2000 presentation. Specifically, Federal
Employees’ Compensation Act liabilities have been
reclassified from Other Liabilities in accordance with
new Standard General Ledger guidance issued by
Treasury (see also Note 12).

Most of the Department’s contractors have defined
benefit pension plans under which they promise to
pay specified benefits to their employees, such as a
percentage of the final average pay for each year of
service. The Department’s cost under the contracts
includes reimbursement of annual contractor contri-
butions to these pension plans. The Department’s
contractors also sponsor postretirement benefits other
than pensions (PRB) consisting of predominantly
postretirement health care benefits. Since the Depart-
ment approves the contractors’ pension and
postretirement benefit plans and is ultimately
responsible for funding the plans, the responsibility
for any related liabilities rests with the Department.

The Department reimburses its major contractors for
employee disability insurance plans, and estimates
are recorded as unfunded liabilities for these plans.

Contractor Pension Plans

The Department adopted SFAS No. 87, Employers’
Accounting for Pensions, beginning in FY 1996 for
contractor employees, for whom the Department has
a continuing pension obligation. As of September 30,
2000, the Department has prepaid pension costs of
$1,651 million and accrued pension costs of $384
million before minimum liability adjustment and
$396 million after minimum liability adjustment. The
Department has a continuing obligation for a variety
of contractor-sponsored pension plans (43 qualified
and 8 nonqualified). In this regard, benefit formulas
consist of final average pay (34 plans), career average
pay (9 plans), dollar per month of service (7 plans),
and one defined contribution plan with future contri-
butions for retired employees. Twenty-one of the
plans cover nonunion employees only, 12 cover union
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employees only, and 18 cover both union and non-
union employees.

For qualified plans, the Department’s current funding
policy is for contributions made to a trust during a
plan year for a separate defined benefit pension plan
to not exceed the greater of: (1) the minimum contri-
bution required by Section 302 of the Employee
Retirement Income Security Act (ERISA) or (2) the
amount estimated to eliminate the unfunded current
liability as projected to the end of the plan year. The
term “unfunded current liability” refers to the un-
funded current liability as defined in Section
302(d)(8) of ERISA. For nonqualified plans, the
funding policy is pay-as-you-go.

Plan assets generally include cash and equivalents,
stocks, corporate bonds, government bonds, real
estate, venture capital, international investments,
and insurance contracts.

Assumptions and Methods - In order to provide
consistency among the Department’s various contrac-
tors, certain standardized actuarial assumptions were
used. These standardized assumptions include the
discount rates, mortality assumptions, and an
expected long-term rate of return on plan assets,
salary scale, and any other economic assumption
consistent with an expected long-term inflation rate
of 3.0 percent for the entire U.S. economy with
adjustments to reflect regional or industry rates as
appropriate. In most cases, ERISA valuation actu-
arial assumptions for demographic assumptions were
used.

The following specific assumptions and methods were
used in determining the pension estimates. The
weighted average discount rates of 7.5 percent for FY
2000 and 6.5 percent for FY 1999 were used, the
average long-term rate of return on assets was 8.31
percent in FY 2000 and 8.15 percent in FY 1999, and
the average rate of compensation increase was 4.7
percent in FY 2000 and 4.6 percent in FY 1999 in
determining the net periodic pension cost.



The weighted average discount rates used to deter-
mine the benefit obligations as of September 30, 2000
and 1999 were 8.0 percent and 7.5 percent, respec-
tively.

Straight line amortization of unrecognized prior
service cost over the average remaining years of
service of the active plan participants and the mini-
mum amortization of unrecognized gains and losses
were used. The transition obligation was amortized
over the greater of 15 years or the average remaining
service.

Contractor Postretirement Benefits Other Than
Pensions

The Department follows SFAS No. 106, Employers’
Accounting for Postretirement Benefits Other Than
Pensions, for contractor employees for whom the
Department has a continuing obligation. SFAS No.
106 requires that the cost of PRB be accrued during
the years that the employees render service. As of
September 30, 2000 and 1999, the Department has an
accrued PRB liability of $6,661 million and $6,370
million, respectively. Generally, the PRB plans are
unfunded, and the Department’s funding policy is to
fund on a pay-as-you-go basis. There are 6 contrac-
tors, however, that are prefunding benefits in part as
permitted by law. The Department’s contractors
sponsor a variety of postretirement benefits other
than pensions. Benefits consist of medical (39 con-
tractors), dental (16 contractors), life insurance (23
contractors), and Medicare Part B premium reim-
bursement (4 contractors). Thirty-five of the contrac-
tors sponsor a traditional indemnity plan, a PPO, an
HMO, or similar plan. Nineteen of these also have a
point of service plan, an HMO, or similar plan. Four
additional contractors have only a point of service
plan, an HMO, or similar plan.

Assumptions and Methods - In order to provide
consistency among the Department’s various contrac-
tors, certain standardized actuarial assumptions were
used. These standardized assumptions include
medical and dental trend rates, discount rates, and
mortality assumptions.

The following specific assumptions and methods were
used in determining the PRB estimates. The medical
trend rates at all ages for a point of service plan, an
HMO, or similar plan, grade from 8.6 percent in 1999
down to 5.5 percent in 2007 and later. The medical
trend rates for under age 65 for a PPO, a traditional
indemnity plan, or similar plan, grade from 9.5
percent in 1999 down to 5.5 percent in 2007 and later,
and the medical trend rates for over age 64 grade
from 9.05 percent in 1999 down to 5.5 percent in 2007
and later. The dental trend rates at all ages grade
down from 6.85 percent in 1999 to 5.5 percent in 2007
and later.

The weighted average discount rates of 7.5 percent for
FY 2000 and 6.5 percent for FY 1999 were used, and
the average long-term rate of return on assets was
7.71 percent in FY 2000 and 7.36 percent in FY 1999
in determining the net periodic postretirement benefit
cost. The rate of compensation increase was the same
rate as each contractor used to determine pension
contributions.

The weighted average discount rates used to deter-
mine the benefit obligation as of September 30, 2000
and 1999 were 8.0 percent and 7.5 percent, respec-
tively.

Straight line amortization of unrecognized prior
service cost over the average remaining years of
service to full eligibility for benefits of the active plan
participants and the minimum amortization of
unrecognized gains and losses were used. The Depart-
ment chose immediate recognition of the transition
obligation existing at the beginning of FY 1994,
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Pension Benefits Other Postrgtlrement
Benefits

(in millions) 2000 1999 2000 1999
Reconciliation of funded status

Accumulated benefit obligation $11,262  $11,236

Effect of future compensation increases 1,760 1,815

Benefit obligation $13,022  $13,051 $5,507  $4,746

Plan assets 23,202 21,245 123 122

Funded status $10,180  $8,194 ($5,384) ($4,624)

Unrecognized net (asset)/obligation at transition (1,220) (1,345)

Unrecognized prior service cost 79 81 (115) (129)

Unrecognized actuarial (gain)/loss (7,772) (6,278) (1,160) (1,617)

Net amount recognized $1,267 $652 ($6,659) ($6,370)

Minimum liability adjustment (12 27 - -
Prepaid/(accrued) benefit cost after minimum liability $1,255 $625 ($6,659) ($6,370)
Total prepaid benefit cost after minimum liability 1,651 946 2 -
Total (accrued) benefit cost after minimum liability ($396) ($321) ($6,661) ($6,370)
Components of net periodic costs

Service costs $415 $482 $162 $164

Interest costs 994 953 415 341

Actual return on plan assets (1,591) (1,436) 9) 8)

Net amortization and deferral (392) (228) (70) (66)

Impact of curtailment or special termination benefits 12 5 () (60)
Total net periodic costs ($562) ($224) $496 $371
Contributions and benefit payments

Employer contributions $58 $61 $205 $181

Participant contributions 4 4 21 26

Benefit payments 765 745 226 207

in millions

FY 2000 FY 1999
Spent nuclear fud litigation $ 2,000 $ 500
Other 30 2
Total contingencies $ 2,030 $ 502

The Department is a party in various administrative
proceedings, legal actions and tort claims which may
ultimately result in settlements or decisions adverse
to the Federal government. The Department has
accrued contingent liabilities where losses are
determined to be probable and the amounts can be
estimated. Other significant contingencies exist
where a loss is reasonably possible, or where a loss is
probable and an estimate cannot be determined. In
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some cases, a portion of any loss that may occur may
be paid from Treasury’s Judgment Fund (Judgment
Fund). The Judgment Fund is a permanent, indefi-
nite appropriation available to pay judgments against
the government for which the Department, unless
required by law, is not required to reimburse from its
appropriated funds. The following are significant
contingencies:



e Spent Nuclear Fuel Litigation - In accordance with

the Nuclear Waste Policy Act of 1982 (NWPA), the
Department entered into contracts with more than
45 utilities, in which, in return for payment of fees
into the Nuclear Waste Fund, the Department
agreed to begin disposal of spent nuclear fuel
(SNF) by January 31, 1998. Because the Depart-
ment has no facility available to receive SNF under
the NWPA, and does not anticipate there will be
such a facility until at least 2010, the Department
has been unable to begin disposal of the utilities’
SNF as required by the contracts. Significant
litigation has ensued as a result of this delay.

To date, that litigation has conclusively established
that the Department’s obligation to begin disposal
of SNF is legally binding notwithstanding the lack
of a facility to receive SNF. Currently, 14 utilities
have filed suits in the Court of Federal Claims for
breach of contract, in which they collectively seek
$5.82 billion. The industry is reported to estimate
that damages for all utilities with which the
Department has contracts will be at least $50
billion. The Department, however, believes that the
industry estimate is highly inflated and that, if the
Department prevails on some key disputed issues,
the actual total damages suffered by all utilities as
a result of the delay in beginning SNF disposal is
more likely to be in the range of between $2 billion
and $3 billion, and has recorded a liability for the
low end of that range.

Liability is certain in this matter. Other than
ascertaining the actual amount of damages, the
only outstanding issue is how that liability is to be
satisfied. At this time, it is uncertain whether
damages would be paid from the Judgment Fund,
the Nuclear Waste Fund, or some other source. A
ruling on this question has been requested from
the Office of Legal Counsel at the Department of
Justice.

Alleged Exposures to Radioactive and/or Toxic
Substances - A number of class action and/or
multiple plaintiff tort suits have been filed against
the Department’s former contractors, and in some
cases against individual managers and supervisors
of the Department and its contractors, in which the
plaintiffs seek damages for alleged exposures to
radioactive and/or toxic substances as a result of
the historic operations of the Department’s nuclear
facilities. The most significant of these cases arises
out of past operations of the facilities at Rocky
Flats, Colorado; Hanford, Washington; Paducah,
Kentucky; Portsmouth (Piketon) and Mount, Ohio;
and Brookhaven, New York. Collectively, in these
cases, damages in excess of $40 billion are sought.

These cases are being vigorously defended and,
while in some cases proceedings are not far enough
advanced to evaluate their likely outcome, in some
of these cases substantially all of the plaintiffs’
claims have been dismissed by the courts, and the
likelihood of an unfavorable outcome is remote.
Accordingly, the Department believes that, to the
extent that there is a reasonable possibility of an
unfavorable outcome in any of these cases, any
liability that might ultimately be imposed would
be significantly less than what the plaintiffs seek.
No related liabilities are recorded in the
Department’s consolidated financial statements.

Uranium Enrichment Decontamination and
Decommissioning Fund — The Energy Policy Act of
1992 required the Department to collect from
domestic utilities up to $150 million a year (to be
adjusted for inflation) for 15 years for deposit into
the Uranium Enrichment Decontamination and
Decommissioning (UE D&D) Fund, which is
available to the Department to pay for cleaning up
the gaseous diffusion enrichment plants. Utilities
have brought a number of lawsuits alleging that
the assessment constitutes an unlawful retroactive
price increase in breach of their contracts and
violates both the Takings and Due Process clauses
of the Fifth Amendment by imposing an unlawful
retroactive burden upon utilities. The government
has won one of the lawsuits, Yankee Atomic
Electric Co. v. United States, 112 F.3d 1569 (Fed.
Cir. 1997), cert. denied, 524 U.S. 951 (1998), that
focused primarily on the breach of contract claims.
The Government has subsequently prevailed in the
Court of Federal Claims in five other cases in
which the utilities sought to distinguish their
Takings and Due Process claims from those in
Yankee Atomic. Those five cases are now on appeal
to the Court of Appeals for the Federal Circuit and
three of them have been argued and are pending
decision by the Court.

Although the Department believes the assessments
are lawful and the pending lawsuits should be
dismissed as in the case it has already won, the
utilities continue to strenuously contest the
validity of the assessments. In an effort to evade
the precedential effect of the Yankee Atomic
decision in the Court of Federal Claims, most of
the utilities are now pursuing similar claims in
either the United States District Court for the
District of Columbia or the United States District
Court for the Southern District of New York
(SDNY). All of the cases have been consolidated in
the SDNY for purposes of pretrial proceedings
where the current focus is on the jurisdictional
issue of whether the cases belong in the Court of
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Federal Claims or the District Courts. The utilities
and the government disagree whether the Court of
Federal Claims can decide the utilities’ restated
Due Process claims and can provide the utilities
with adequate relief should they prevail. The
Government'’s appeal from the District Court’s
denial of the Government’s motion to transfer the
cases to the Court of Federal Claims is now
pending decision in the United States Court of
Appeals for the Federal Circuit.

The government is represented by the Department
of Justice in all of the above referenced matters
and continues to vigorously contest all challenges
to the UE D&D Fund. As noted above, the cases in
the United States Court of Federal Claims are
subject to the favorable precedent in the previously
decided Yankee Atomic case, however it is difficult
to predict the outcome of the utilities’ efforts to
pursue their claims in the District Courts which
are not bound by the Yankee Atomic precedent.
Final resolution of the UE D&D Fund litigation is
not imminent. In Yankee Atomic the utility sought
review by the Supreme Court, which was denied,
and the Department anticipates that both the
Government and utilities will exhaust all avenues
for appeal in the remaining cases. Should the
Government ultimately lose, the assessments could
be declared unconstitutional or otherwise invalid.
Future collections could be enjoined and the
Government could be required to repay prior
assessments, which commenced in fiscal year 1993,
from either the UE D&D Fund or the Judgment
Fund. (Through FY 2000, the utilities had paid
$1.5 billion into the D&D Fund, the Government
had paid $2.3 billion into the D&D Fund and the
D&D Fund had spent $1.9 billion. The utilities
remained liable for $1.3 billion in future assess-
ments.) No related liabilities are recorded in the
Department’s consolidated financial statements.

Natural Resource Damage Claims — the Depart-
ment is disclosing a contingency for potential
natural resource damage (NRD) claims filed under

the Comprehensive Environmental Response,
Compensation, and Liability Act. Such liabilities
could result from potential claims filed against the
Department for natural resource injuries, prima-
rily those remaining at the Department’s facilities
after cleanup. Although any estimate of such
exposure is by necessity extremely speculative, the
estimated range of the Department’s NRD claim
contingencies range from $1.4 billion to $2.5
billion.

Notwithstanding the potential for such claims,
there neither are currently pending claims against
the Department for injuries caused at its sites nor
have there been any successful NRD claims
against the Department. The Department’s
practice of addressing natural resource injuries
during the remedy selection process should limit
the exposure to potential NRD claims. The Depart-
ment has initiated other efforts as well that are
intended to minimize the potential for NRD claims.
These efforts include: creating site-specific advi-
sory boards at its facilities; ensuring participation
of interested parties in the remedial planning
process; and forming natural resource trustee
councils at facilities where there is sufficient
interest. In view of the foregoing, the Department
currently considers estimating its potential NRD
liability speculative and any potential payment
less than probable but reasonably possible. There-
fore, the Department has not recognized specific
figures representing NRD liability in its financial
statements to date.

The State of New Mexico has recently filed a claim
it values at $260 million for injuries to ground
water resources at a third party site, South Valley
near Albuquerque. The Department’s liability,
while reasonably possible, would be less than the
amount claimed as remediation is already under-
way pursuant to a prior settlement agreement. Any
such liability would be paid from the Judgment
Fund.



in millions

FY 2000 FY 1999
Unaobligated
(a) Available $ 2470 $ 2,077
(b) Unavailable
Bonneville Power Administration $ - $ 313
Reimbursable work orders accepted in
excess of apportionment authority 231 262
Other appropriations 522 490
Total unobligated - unavailable $ 753 $ 1,065
Total unobligated $ 3223 $ 3142
Undelivered orders 6,730 6,350
Unfilled customer orders (2,000) (1,717)
Advances 66 (242
Apportioned not available 274 326
Less unddlivered orders of power marketing
administrations and non-appropriated funds (2,114) (1,690)
Total unexpended appropriations $ 6,179 $ 6,169

in millions
FY 2000 FY 1999
Intragovernmental
Debt (Note 9) $ 8,628 $ 8,789
Appropriated capital owed to Treasury (Note 10) 1,943 2,069
Federal Employees Compensation Act 18 8
Total intragovernmental $ 10,589 $ 10,866
Debt (Note 9) 6,488 6,778
Deferred revenues (note 11)
Nuclear Waste Fund 13,144 12,107
United States Enrichment Corporation 477 482
Environmental liabilities (Note 13) 232,822 229,056
Pension and other actuarial liabilities (Note 14) 7,166 6,782
Other liabilities (Note 12)
Accrued annual leave for Federal employees 36 48
Compensation program for occupational illnesses 1,600 -
Environment, safety and health compliance activities 1,279 1,322
Other 54 41
Contingencies (Note 15) 2,030 502
Total liabilities not cover ed by budgetary resour ces $ 275,685 $ 267,984

79



18. Supporting Schedule of Net Cost for Energy Resources

FY 2000 FY 1999
Power technologies
Program costs $ 301 $ 323
Less earned revenues - (2
$ 301 $ 321
Building technology, state and community programs 290 255
Federal energy management program 27 23
Industrial technol ogy 161 163
Transportation technol ogy 262 277
Coal research and devel opment 129 124
Petroleum research and devel opment 55 43
Gas research and devel opment 145 129
Clean coal technology
Program costs $ 54 $ 55
Less earned revenues €)) -
53 55
Nuclear energy research initiative 20 6
Nuclear energy plant optimization program 1 -
Strategic Petroleum Reserve
Program costs $ 210 $ 318
Less earned revenues (15) -
195 318
Naval Petroleum Reserves
Program costs $ 26 $ 38
Less earned revenues (10) (10)
16 28
Power marketing administrations
Program costs $ 3524 $ 3,076
Less earned revenues (3,789 (3,226)
(265) (150)
Energy Information Administration 74 72
Other energy resource activities 38 36
Total net costs for ener gy resour ces $ 1,502 $ 1,700

FY 1999 amounts have been restated to conform with
the FY 2000 presentation.

ENERGY RESOURCES ACTIVITIES - encourage
energy efficiency; advance alternative and renewable
energy technologies; increase energy choices for all
consumers; assure adequate supplies of clean,
conventional energy; and reduce U.S. vulnerability to
external energy supply disruptions.

Power Technologies - research and development
programs that contribute to strengthening the
Nation’s energy security, providing a cleaner environ-
ment, enhancing global sales of U.S. energy products,
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and increasing industrial competitiveness and
Federal technology transfer. Activities range from
basic cost-shared research in universities and na-
tional laboratories to applied research, development,
and field validations in full partnership with private
sector manufacturers.

Building Technology, State and Community Programs
- research and development to improve the energy
efficiency of appliances, building equipment, and the
building envelope complemented by programs de-
signed to move advanced technologies into the
marketplace and produce near-term energy savings
with associated economic and environmental benefits.




Federal Energy Management Program - reduction in
the cost of government by advancing energy efficiency
and water conservation, and the use of solar and
other renewable energy as a means to reduce energy
costs. Major emphasis is placed on using private
sector investments to retrofit Federal facilities using
energy savings performance contracting, thus stretch-
ing federal leveraging to the maximum.

Industrial Technology - cost shared research in
critical technology areas identified by industry, with
focus on high-risk but promising technologies that
decrease industry’s use of raw materials and deple-
table energy and reduce their generation of wastes
and pollutants.

Transportation Technology - development and com-
mercialization of transportation technologies which
can radically alter current projections of U.S. and
world demand for energy, particularly oil, and reduce
the associated environmental impacts such as green-
house gas emissions.

Coal Research and Development - research and
development of coal technologies to meet future
national energy and environmental demands and to
position the U.S. coal industry to respond to growing
export market opportunities while maintaining our
national energy security.

Petroleum Research and Development - research and
development of increased domestic oil production
technology, enhanced processing and utilization
technologies, and reservoir life extension.

Gas Research and Development - research and
development of natural gas exploration, production,
processing, and storage technologies.

Clean Coal Technology - joint federal and private
industry development of promising advances in coal-
based technologies and demonstration of commercial
marketplace potential.

Nuclear Energy Research Initiative - support R&D to
address the key issues affecting the future use of
nuclear power. Through competitively selected, peer
reviewed projects by universities, laboratories, and
industry participants, research focuses on the devel-
opment of advanced nuclear technologies including
advanced (Generation V) reactor systems, and power
conversion cycles, proliferation resistant reactor and
fuel concepts, advanced nuclear fuels, amelioration of
nuclear waste, and fundamental science.

Nuclear Energy Plant Optimization Program (NEPQO)
- supports R&D to ensure that the current fleet of 104
licensed reactors operate with improved efficiency and
are available for electricity production beyond the 2020-
2025 time frame, as recommended by the President’s
Committee of Advisors on Science and Technology.
NEPO R&D activities are identified based on input
from electric utilities, national laboratories, the
Nuclear Regulatory Commission, universities, and
other stakeholders, and are cost shared with industry.

Strateqic Petroleum Reserve - operation and mainte-
nance of the nation’s emergency stored oil supply at
four sites in Texas and Louisiana. FY 1999 costs
include a $70 million write-off of facilities and a $41
million write-off of unrecoverable oil related to the
decommissioning of the Weeks Island storage facility.

Naval Petroleum Reserves —The Naval Petroleum
and Qil Shale Reserves program (NPOSR) operates a
Government-owned oil field in Wyoming (Naval
Petroleum Reserve Numbered 3), and administers
leases and monitors environmental compliance on
Reserve land in California (Naval Petroleum Reserve
Numbered 2). All proceeds from sales and royalties
from leased acreage were returned to Treasury.

NOSRs -1 and -3, located in Colorado, were trans-
ferred to the Department of the Interior as mandated
by the National Defense Authorization Act for FY
1998 (Public Law 105-85), although some environ-
mental monitoring responsibility remains with the
Department of Energy. During FY 2001, NOSR-2, an
undeveloped property located in Utah, will be trans-
ferred to the Ute Indian Tribe in accordance with the
Strom Thurmond National Defense Authorization Act
of FY 2001 (P.L 106-398). The Act provides for the
transfer of the majority of NOSR-2 to the Tribe, and
the remainder to the Department of the Interior.

This action will leave only NPR-3 and the Rocky
Mountain QOilfield Testing Center, co-located with
NPR-3, as the only remaining NPOSR assets. The
program anticipates the eventual return of these
assets to the private sector or to local jurisdictions.
NPOSR is also directing resources toward enhancing
the Rocky Mountain Qilfield Testing Center for public
and private research and development in order to
increase the prospects for privatizing the facility.

In FY 1999, the assets of two of the oil shale re-
serves, NOSR-1 and NOSR-3, were written off in
conjunction with the transfer of the reserves to the
Department of the Interior. Discounting this $10
million dollar write off, the NPRs reduced its FY
2000 operating costs by $4 million by reducing
certain operations and the number of employees
through voluntary attrition and retirements.
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Power Marketing Administrations - Power marketing
administrations market electricity generated prima-
rily by Federal hydropower projects. Preference for
the sale of power is given to public bodies and coop-
eratives. Revenues from selling power and transmis-
sion services are used to repay Treasury annual
appropriations and maintenance costs, repay the
capital investments with interest, and assist capital
repayment of other features and certain projects.

Energy Information Administration - The Energy
Information Administration functions as an indepen-
dent statistical/analytical agency, develops and
maintains a comprehensive energy database, pub-
lishes a wide variety of energy reports and analysis as
required by law, and responds to energy information
inquiries from the Department’s decision and
policymakers, the Congress, other government
entities, and the general public. Information dissemi-
nated includes data on energy reserves, production,
distribution, consumption, prices, technology, and
related international economic and financial market
information.

19. Supporting Schedule of Net Cost for NNSA and Other National

Security Activities in millions
FY 2000 FY 1999
Stockpile stewardship $ 1,818 $ 1,789
Stockpile management 1,737 1,837
Secure transportation asset 436 73
Nonproliferation and verification research and devel opment 224 239
Arms control and nonproliferation 269 253
Nuclear safeguards and security 119 105
Fissile materials disposition 130 110
International nuclear safety and HEU transparency 111 94
Naval reactors 693 638
Emergency management/preparedness 27 35
Emergency response 78 91
Uranium programs - downblend of HEU at Portsmouth 5 20
Worker and community transition 52 50
Intelligence 35 38
Counterintelligence 35 13
Cerro Grande fire activities 55 -
Russian origin uranium sales
Cost of sales - 5
Less earned revenues - (6)
- @)
Total net costs for NNSA and other national security activities $ 5,824 $ 5,385

FY 1999 amounts have been restated to conform with
the FY 2000 presentation in order to reflect changes in
the Department’s budget structure. FY 1999 costs for
Stockpile Management was adjusted to reclassify costs
associated with nuclear materials transfers between
the Department’s sites that were incorrectly reported
as transfers-out on the Statement of Financing.

NNSAAND OTHER NATIONAL SECURITY AC-

TIVITIES - effectively support and maintain a safe
and reliable enduring nuclear weapons stockpile
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without underground nuclear testing; safely dis-
mantle and dispose of excess weapons; and provide
technical leadership for national and global nonprolif-
eration activities.

Stockpile Stewardship - research, development, and
engineering support necessary to maintain a safe and
reliable U.S. nuclear weapons stockpile, which
requires sustaining core competencies, nuclear
weapons laboratories, and the Nevada Test Site, and
enhancing computational and simulation capabilities.




Stockpile Management - physical maintenance of the
U.S. nuclear weapons stockpile, including continual
surveillance, retirement, and disposal of weapons;
developing a new tritium production source; and
maintaining the infrastructure at the production
plants.

Secure Transportation Asset - provide safe, secure
movement of nuclear weapons, special nuclear
materials, selected non-nuclear weapons components,
limited-life components, and any other Department
materials requiring safe, secure transport to and from
military locations, between nuclear weapons complex
facilities and to other government locations within
the continental United States.

Nonproliferation and Verification R&D - conduct
research and development to provide the science and
technology required for treaty monitoring, material
control, and early detection and characterization of
the proliferation of weapons of mass destruction and
special nuclear materials, including arms control
treaty verification; intelligence collecting and process-
ing supporting Presidential arms control and nonpro-
liferation initiatives; and providing intelligence
support in assessing nuclear threats.

Arms Control & Nonproliferation - advance U.S.
nonproliferation export control objectives to halt the
spread of weapons of mass destruction, and support
the implementation of bilateral and multilateral arms
control and nonproliferation initiatives. Upgrade the
security of Russian weapons-usable nuclear material
at Russian Navy, commercial and weapons complex
sites, and support the Russian Nuclear Cities Initia-
tive.

Nuclear Safeguards and Security - provide direction
and training for protection of nuclear weapons,
nuclear materials, classified information, and facili-
ties, including related technology development, and
directing classification and declassification activities.

Fissile Materials Disposition - dispose of surplus
HEU and plutonium, and provide technical support
for U.S. initiatives to reduce foreign surplus of
weapons-usable plutonium. Provide safe, secure,
environmentally sound, and inspectable long-term
storage of weapons-usable fissile materials.

International Nuclear Safety and HEU Transparency
- enhance the safety of Soviet-designed nuclear power
plants, help host countries upgrade their nuclear
safety cultures and supporting infrastructures,
reduce the proliferation threats posed by plutonium
and HEU materials available in Russia and other
states of the Former Soviet Union, and cooperate and

coordinate with other Departmental Offices and
Government Agencies in the implementation of U.S.
Non-Proliferation Policy by increasing confidence that
Russian LEU sold to the USEC is derived from HEU
removed from dismantled Russian nuclear weapons.

Naval Reactors - design, development, testing, and
production of safe, long-lived, militarily-effective
nuclear power plants for U.S. Navy ships and subma-
rines, including over 100 operating reactors in nine
different operational classes.

Emergency Management/Preparedness - provide
control and direction to ensure comprehensive and
integrated planning, preparedness, and response
capability for emergencies involving the Department’s
operations or facilities.

Emergency Response - administer and direct the
programs of the Department’s emergency response
operations to ensure their availability and viability in
responding to nuclear and radiological emergencies
within the U.S. and abroad.

Uranium Programs - Downblend HEU at Portsmouth
- downblend HEU hexafluoride to LEU hexafluoride
for use in filling the USEC commercial orders for
enrichment services and safeguarding of all HEU
material at the Portsmouth site. In October 2000, the
Secretary of Energy announced that the Department
would place the Portsmouth Gaseous Diffusion Plant
in cold standby for five years, following the shutdown
of that facility by USEC in June 2001.

Worker and Community Transition - mitigate adverse
impact on workers and communities resulting from
restructuring, including local economic assistance for
job-base conversion.

Intelligence - provides the Department, other U.S.
Government policy makers, and the Intelligence
Community with timely, accurate, high impact foreign
intelligence analyses and provides quick-turnaround,
specialized technology applications and operational
support to the intelligence, special operations, and
law enforcement communities. Ensures that the
Department’s technical, analytical, and research
expertise is made available to the Intelligence Com-
munity in accordance with Executive Order 12333,
“United States Intelligence Activities.”

Counterintelligence - enhances the protection of
sensitive technologies, information, and expertise
against foreign intelligence and terrorist attempts to
acquire nuclear weapons information or advanced
technologies from the Department’s National Labora-
tories.
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Cerro Grande Fire Activities - Supplemental appro-
priation to meet the emergency requirements for
recovery activities necessitated by the fire near the
Los Alamos National Laboratory in New Mexico. Fire
recovery activities include the following: physical
damage and destruction repair and risk mitigation;
restoring services for utilities, electrical infrastruc-
ture and communications; emergency response costs
including overtime pay, fire risk reduction and
mitigation, and fire fighting equipment; and resump-
tion of normal laboratory support and programmatic
operations.

Russian Origin Uranium Sales - Section 3112(b) of
the USEC Privatization Act of 1996 provided that the
USEC, pursuant to the Russian HEU Agreement,
transfer to the Department the natural uranium
equivalent associated with at least 18 metric tons of
Russian origin HEU purchased from the Russian
Executive Agent. The Russian HEU Agreement was
executed to help meet U.S. nuclear nonproliferation
objectives as well as to provide greater economic
stability to Russia. A total of 5,521 metric tons of
natural uranium was transferred to the Department
in December 1996, in accordance with a memoran-
dum of agreement between USEC and the Depart-
ment.

In accordance with the provisions of the Act, the
Department must sell this uranium over a seven-year
period. From FY 1997 through FY 1998, the Depart-
ment shipped 1,742 metric tons to Global Nuclear

84

Services and Supply Limited, the Russian Executive
Agent’s representative, who had the exclusive right to
purchase this material through December 31, 1998.
This leaves 3,779 metric tons of the original 5,521
metric tons that may be sold by the Department to
other buyers. The USEC Privatization Act allows the
Department to sell this material beginning in 2001
for end use in 2002 and beyond at no more than 3
million pounds per year.

On March 24, 1999, the United States and Russian
Federation signed multiple government-to-govern-
ment agreements. As a result of those agreements,
the Department purchased 11,000 metric tons of
uranium from the 1997 and 1998 deliveries under the
Russian HEU Agreement using $325 million appro-
priated by Congress, in Public Law 105-277, which
was signed by the President on October 21, 1998.
Additionally, the Department agreed to stockpile
22,000 metric tons of uranium (including the 11,000
metric tons that was purchased from Russia) for ten
years prior to disposition.

P.L. 105-277 also stipulated that a precondition of the
Department’s purchase of the 1997-98 material was
an agreement between Russia and a Western consor-
tium (Cameco, Cogema, USEC) to provide for pur-
chases by the consortium of the natural uranium
component applicable to the period from 1999 through
2013. With the execution of this agreement, the
Department should have no further obligation to
purchase Russian uranium.



in millions

FY 2000 FY 1999
Site project completion $ 1,181 $ 1,156
Defense facilities closure projects 1,407 1,410
Post 2006 completion 2,606 2,524
Technology devel opment 258 294
EM privatization 372 -
Uranium enrichment decontamination and decommissioning
Program costs $ 288 $ 240
Less earned revenues (164) (124)
124 116
Civilian radioactive waste management
Program costs $ 403 $ 376
Contingent liability costs (See Note 15) 1,500
Less earned revenues 295 179
1,608 197
Civilian research and development 10 -
Termination costs 109 110
Uranium programs 38 95
Fast Flux Test Facility 42 36
Adjustment for operating expenditures related to remediation activities (5,931 (5,491)
Total net cost for environmental quality $ 1,824 $ 447

FY 1999 amounts have been restated to conform with
the FY 2000 presentation in order to reflect changes
in the Department’s budget structure. The FY 1999
legacy waste cleanup adjustment was restated to
reflect a reclassification of an elimination entry
associated with the Department’s high-level waste
and spent nuclear fuel liability that was incorrectly
reported as a component of Financing Sources that
Fund Costs of Prior Periods on the Statement of
Financing.

ENVIRONMENTAL QUALITY ACTIVITIES -
understand and reduce environmental, safety, and
health risks and threats and develop the technologies
and institutions required for solving domestic and
global environmental problems.

Site/Project Completion - provides for cleanup for
sites and/or projects that will be completed by FY
2006 at national laboratories and other facilities
where the Department will continue to conduct
missions beyond 2006.

Defense Facilities Closure Projects - provides for
cleanup of designated sites for accelerated closure.
EM’s goal is to cleanup these sites by 2006. After the

cleanup mission is complete at these sites, no further
Departmental mission is envisioned, except for long-

term surveillance and maintenance and the sites will
be available for alternative uses.

Post 2006 Completion - provides for cleanup projects

that are projected to continue well beyond 2006. As
cleanup is completed, it will be necessary for EM to
maintain a presence at most sites to monitor, main-
tain, and provide information on the contained
residual contamination. These activities will be
necessary to ensure that the reduction in risk to
human health is maintained.

Technology Development - research and development

of new more effective and less expensive technological
remedies to the environmental and safety problems of
the Environmental Management Program. The new
technologies are necessary to reduce risks to humans
and the environment, reduce cleanup cost, and
resolve significant related problems for which no
solutions currently exist. Operating expenditures
related to legacy waste cleanup activities represent a
reduction of the Department’s environmental liabili-
ties and are therefore reflected as a legacy waste
cleanup adjustment. These costs are excluded from
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current year program expenses since the expense was
accrued in prior years when the Department recorded
the environmental liabilities.

Environmental Management Privatization Initiatives
- provides for the privatization of projects at the Oak
Ridge and Idaho Operations Offices and allows the
Department to reimburse contractors in the event the
Government incurs liabilities for termination of
privatization contracts.

Uranium Enrichment Decontamination and Decom-
missioning - consists of remedial action and other
related environmental clean-up activities at sites
leased and operated by the USEC, including the
Department’s facilities at these sites, and, addition-
ally, provides for partial reimbursement of
remediation costs attributable to other uranium and
thorium purchased by the Federal government.
Revenue from assessments against domestic utilities
is recognized when such assessments are authorized
by legislation. Revenue recognized includes known
adjustments for transfers between utilities and other
reconciliation adjustments. Increases in current and
future assessments due to changes in the Consumer
Price Index are recognized in each fiscal year as such
changes occur.

Civilian Radioactive Waste Management - develop-
ment and management of a permanent Federal
repository for spent nuclear fuel from civilian reactors
and high-level radioactive waste from atomic energy
defense activities in a manner that assures public
and worker safety and protects the environment. The
Nuclear Waste Policy Act of 1982 requires the Depart-
ment to assess fees against owners and generators of
high-level radioactive waste and spent nuclear fuel to
fund the costs associated with management and
disposal activities under Titles | and Il of the Act.
Fees assessed in FY 2000 and FY 1999 totaled $707
million and $673 million, respectively. Adjustments
are made annually to defer the recognition of rev-
enues until earned (i.e., as costs are incurred for the
Civilian Radioactive Waste Management program).

Civilian Research and Development - A future
deployed Accelerator Transmutation of Waste (ATW)
system has the potential to significantly reduce the
radioactive toxicity and volume of civilian spent
nuclear fuel (waste) and, at the same time, produce
electricity to help off-set the cost of the overall
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program. Additionally, ATW technology could avoid
the need to build a second repository. Equally impor-
tant, ATW research would support the exploration of
many new frontiers of scientific and engineering
research in areas such as materials, high energy
physics data, high powered accelerators, advance
reactor coolants, and the unique area of coupled
subcritical reactors driven by accelerators. While the
long-term goal of this research is to find new tech-
nologies to deal with nuclear waste, these new areas
of nuclear science and engineering can open the door
to advances into new reactor technologies and have
the potential to enhance the proliferation resistance
to nuclear power.

Termination Costs - cost-effectively shut down
terminated Federal programs and conduct the
activities necessary to place unneeded Federal
nuclear research facilities into an industrially and
radiologically safe shutdown condition.

Uranium Programs - manage the Department’s
excess uranium and depleted uranium hexafluoride
inventories, pre-existing contractual liabilities, and
maintain nonleased facilities in a safe and environ-
mentally sound condition.

Fast Flux Test Facility - is a U.S. Government-owned
400 megawatt, sodium-cooled reactor located on the
Hanford Site near Richland, Washington that oper-
ated from 1982 to 1992 in support of materials testing
for nuclear fusion and fission programs. The reactor
is currently maintained in a safe and environmen-
tally-compliant standby condition, while the Depart-
ment conducts a National Environmental Policy Act
review to evaluate the environmental effects associ-
ated with managing the nuclear R&D infrastructure
to meet new mission needs, including either restart or
deactivation of the Fast Flux Test Facility. A record of
decision was published in calendar 2001.

Adjustment for operating expenditures related to
remediation activities — current year operating
expenditures for the remediation of contaminated
facilities and wastes generated from past operations
represent a reduction of the Department’s environ-
mental liabilities. These expenditures are excluded
from current year program expenses since the ex-
pense was accrued in prior years when the Depart-
ment recorded the environmental liabilities.




21. Supporting Schedule of Net Cost for Science

in millions

FY 2000 FY 1999
Biological and environmental research $ 397 $ 397
Fusion energy sciences 238 224
Basic energy sciences 665 670
High energy physics 675 677
Nuclear physics 379 327
Computational and technology research 137 144
Superconducting Super Collider 1 1
Small business innovative research/technology transfer 86 88
Technical information management program 11 10
University reactor fuel assistance & support 15 10
Advanced radioisotope power system 35 45
I sotope Production and Distribution
Program costs $ 3R $ 36
Less earned revenues ) )
25 27
Other science activities 2 4
Total net cost for science $ 2,666 $ 2624

FY 1999 amounts have been restated to conform with
the FY 2000 presentation.

SCIENCE ACTIVITIES - provide science and tools
needed to develop energy technology options, to
understand the health and environmental implica-
tions of energy activities, and to understand the
fundamental nature of energy and matter; provide
large scale facilities required in natural sciences to
ensure U.S. leadership in the search for knowledge;
and apply research and development competencies to
help ensure the availability of scientific talent.

Biological and Environmental Research - fundamen-
tal science in the pursuit of understanding the
consequences to health and the environment of
energy production, development, and use, including
the Department’s support of the national Human
Genome and Global Climate Change programs, and
providing unique national user facilities for the
scientific community.

Fusion Energy Sciences - research and development
needed for an economically and environmentally
attractive fusion energy source, namely advancing
plasma science, developing fusion science, technology,
and plasma confinement innovations, and pursuing
fusion energy science and technology as a partner in
the international effort.

Basic Energy Sciences - fundamental research on
materials sciences, chemical sciences, geosciences,

biosciences, and engineering sciences that underpins
the Department’s missions in energy and the environ-
ment, that advances energy related basic science on a
broad front, and that provides unique national user
facilities for the scientific community.

High Energy Physics - research to understand the
nature of matter and energy at the most fundamental
level, as well as the basic forces which govern all
processes in nature, that requires accelerators and
detectors utilizing state-of-the-art technologies in
many areas, including fast electronics, high speed
computing, superconducting magnets, and high power
radio-frequency devices.

Nuclear Physics - research to understand the struc-
ture and properties of atomic nuclei and the funda-
mental forces between the constituents that form the
nucleus. Nuclear processes determine essential
physical characteristics of our universe and the
composition of the matter that forms it.

Computational and Technology Research - research
that extends from fundamental investigations to
technology development, which includes high perfor-
mance computing and communications, information
infrastructure, advanced energy concepts, and
technology transfer research.

Superconducting Super Collider - expenditures are for
the orderly termination of this activity.
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Small Business Innovative Research/Small Business

University Reactor Fuel Assistance and Support -

Technology Transfer — research and development
support for energy related technology that will
significantly benefit U.S. businesses, including a pilot
technology transfer program initiative.

Technical Information Management Program -
activities to direct, coordinate, and implement the
management and dissemination of scientific and
technical information resulting from the
Department’s research and development and environ-
mental programs. The program also provides world-
wide energy information to the Department, U.S.,
industry, academia, and the public through scientific
and technical information exchange agreements.

22. Supporting Schedule of Net Cost for Other Programs

provides assistance to the Nation’s university nuclear
engineering programs including reactor fuel assis-
tance and instrumentation and equipment upgrades
for university research reactors.

Advanced Radioisotope Power System - development,
demonstration, testing, and delivery of radioisotope
power systems for special national security applica-
tions and NASA's space exploration missions.

Isotope Production and Distribution - serve the na-
tional need for a reliable supply of isotope products and
services for medicine, industry, and research by
developing new or improved isotope products and
services that enable medical diagnoses and therapy,
and other applications that are in the national interest.

in millions

FY 2000 FY 1999
Inspector General $ 33 $ 31
Facility safety 62 73
Hesalth studies 98 91
Federal Energy Regulatory Commission
Program costs $ 174 $ 179
Less earned revenues (178) (193)
(4) (14)
Reimbursable work programs
Program costs
Intragovernmental $ 1,375 $ 1,292
Public 537 552
Less earned revenues
Intragovernmental $(1,331) $ (1,254)
Public 522 (546)
59 44
Technology transfer activities
Program costs $ 86 $ 86
Less earned revenues (89) (89)
1 (3)
Other revenues and costs of services provided
Program costs
Intragovernmental $ 18 $ 34
Public 29 27
Less earned revenues
Intragovernmental $ (31 $ (42
Public (37) (35
(21) (16)
Other programs 2 7
Total net costsfor other programs $ 230 $ 213
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Inspector General - The Office of Inspector General
conducts investigations, audits, and inspections to
detect and prevent fraud, abuse, and violations of law,
and promotes economy, efficiency, and effectiveness of
the Department’s operations.

Facility Safety - The Office of Environmental Safety
and Health Evaluation provides Departmental
management with technical assistance and conducts
independent oversight in areas of nuclear safety,
occupational health and safety, environmental
compliance implementation assistance including the
National Environmental Policy Act activities, safe-
guards and security, and safety assistance. These are
the bases for such initiatives as the Integrated Safety
Management System formulated for improving safety
Department-wide.

Health Studies - The Office of Environmental Safety
and Health Evaluation conducts health studies which
include Occupational Medicine which is medical
surveillance of current and former workers, Epide-
miologic Studies which is surveillance of worker
injury and illnesses, Public Health Activities which
encompasses health studies, health education, and
other health related activities at the Department’s
sites, International Health Programs which provide
health related studies and activities in the Marshall
Islands, the former Soviet Union, and Japan through
the Radiation Effects Research Foundation.

Federal Energy Regulatory Commission - The Federal
Energy Regulatory Commission (FERC) is an inde-
pendent regulatory organization within the Depart-
ment of Energy that regulates essential aspects of
electric, natural gas and oil pipeline, and non-Federal
hydropower industries. It ensures that the rates,
terms and conditions of service for segments of the
electric and natural gas and oil pipeline industries
are just and reasonable, it authorizes the construction
of natural gas pipeline facilities, and it ensures that
hydropower licensing, administration, and safety
actions are consistent with the public interest. FERC
assesses most of its administrative program costs as
an annual charge to each regulated entity. These
revenues are returned to the Department of Treasury
when collected.

Reimbursable and Cooperative Work — The Depart-
ment performs work for other Federal agencies and
private companies on a reimbursable work basis and
on a cooperative work basis. Whereas reimbursable
work is generally not the Department’s direct mis-
sion, but part of the customer’s mission, cooperative
work is part of the Department’s direct mission.
Reimbursable work is financed by funds of Federal
agencies ordering the work or by cash advances from
non-Federal customers, and the Department receives

no appropriated funds for such work or services.
Cooperative work, however, is financed by funds
appropriated to the Department that may be used in
a cooperative effort with one or more Federal or non-
Federal participants. Authorities for the Department
to perform reimbursable work include the Economy
Act of 1932, the Atomic Energy Act of 1954, Intergov-
ernmental Cooperation Act of 1968, Intergovernmen-
tal Personnel Act of 1970, and Department of Energy
Organization Act of 1977. Authorities for performance
of cooperative work include Public Law 98-438, the
Energy Reorganization Act of 1974, section 107(a),
and Public Law 95-224, the Federal Grant and
Cooperative Agreements Act of 1977.

The Department’s policy is to establish prices for
materials and services provided to public entities at
the Department’s full cost and to other Federal
agencies at the Department’s full cost less deprecia-
tion. In some cases, the full cost information reported
by the Department in accordance with OMB'’s State-
ment of Federal Financial Accounting Standards
Number 4, Managerial Cost Accounting Concepts and
Standards for the Federal Government, exceeds
revenues. This results from implementation of
provisions contained in the Economy Act of 1932, as
amended, the Atomic Energy Act of 1954, as
amended, and the National Defense Authorization Act
for Fiscal Year 1999 which provide the Department
with the authority to charge customers an amount
less than the full cost of the product or service.

OMB'’s Statement of Federal Financial Accounting
Standards Number 7, Accounting for Revenue and
Other Financing Sources, requires that when goods
and services are provided to the public or another
Federal agency, reporting entities should disclose
practices where revenue received is less than the full
cost of the goods and services provided, as well as an
estimate, if practicable, of the amount of revenue
foregone. The amount for reimbursable and coopera-
tive work was estimated by computing the difference
between the full cost reported for the financial
statement purposes, including appropriate allocations
of costs, and the revenue reported for financial
statement purposes, including collections of the
Federal administrative charge. Accordingly, the
Department estimates revenue foregone for reimburs-
able and cooperative work activities for FY 2000 and
FY 1999 of $44 million and $38 million, respectively.

Technology Transfer Program — The Department has

entered into cooperative research and development
agreements to increase the transfer of Federally
funded technologies to the private sector for the
benefit of the U.S. economy. This program is prima-
rily implemented through Cooperative Research and
Development Agreements between the Department’s
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laboratories and the private sector (may include
industry, non-profits, universities, state or local
governments, or individuals). The non-Federal party
may provide funds, personnel, services, facilities,

equipment or other resources to conduct specific

research and development work consistent with the
mission of the laboratory.

in millions

FY 2000 FY 1999
Change in unfunded environmental liability estimates (Note 13) $ 9,845 $ 22,002
Change in unfunded safety and health liabilities (Note 12) (43) (372
Compensation program for occupational illnesses (Note 12) 1,600 -
Other (266) 2
Total costs not assigned to programs $ 11,136 $ 21,722

Other costs not assigned to programs was reclassified
to correct the net value of nuclear materials trans-
ferred to others that was incorrectly reported as cost.

24. Prior Period Adjustments

This amount was restated as an FY 1999 Transfers-
Out on the Statement of Financing.

in millions

FY 2000 FY 1999
Environmental liabilities $ (1) $(28,485)
Nuclear Waste Fund - (226)
Write-down of legacy waste facilities and equipment - (1,774)
Other 110 143
Total prior period adjustments $ 109 $(30,342)

Environmental liabilities

In response to an audit finding by the Inspector
General, the Department corrected its cost estimating
techniques for establishing contingencies/uncertain-
ties in FY 1999, which resulted in a prior period
adjustment to the environmental liability.

Nuclear Waste Fund

An analysis conducted in FY 1999 identified several
errors in prior period calculations of unexpended
appropriations and cumulative results of operations
for the Nuclear Waste Fund. As a result, a prior
period adjustment was made in FY 1999 to correct
the net position balance for the Fund.
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Write-down of legacy waste facilities and equipment

The Department changed its capitalization practices
related to environmental management processing
facilities and equipment during FY 1995. The Depart-
ment implemented the guidance of the Financial
Accounting Standards Board Emerging Issues Task
Force Issue 90-8, Capitalization of Costs to Treat
Environmental Contamination. This guidance re-
quires the expensing of facilities that treat, store, or
dispose of existing wastes generated by past opera-
tions (legacy facilities and equipment). Analysis
conducted in FY 1999 identified additional facilities
and equipment resulting in write-downs of capitalized

property.



The FY 1999 amounts have been restated to conform
with the FY 2000 presentation. Clarification of
Treasury guidance regarding the reporting criteria for
budgetary resources and unobligated balances
required these changes. These restatements were
primarily the result of;

¢ Restatement of Nuclear Waste Fund and Uranium
Enrichment Decontamination and Decommission-
ing Fund budgetary authority to include $749
million and $376 million of receipts that are
available for investments but are not available for
obligations, respectively;

in millions

¢ Restatement of spending authority from offsetting
collections and adjustments to eliminate the
Department’'s Working Capital Fund receipt
collections; and

¢ Restatement of obligated balance transferred, net
to correct prior year error.

in millions

FY 2000 FY 1999
Transfersin

Oil transferred from the Department of the Interior $ 561 $ 96
Other capital assetstransferred from other agencies 7 6
Subtotal $ 568 $ 102

Transfers out
Miscellaneous receipts returned to U.S. Treasury (8 (38)
Naval Petroleum Reserve receipts returned to U.S. Treasury (20) (6)
Capital assetstransferred to other agencies (29) (47)
Subtotal $ @47 $ (9

Total transfersin, net

$ 521 $ 1

The FY 1999 amounts have been restated to conform
with the FY 2000 presentation. FERC revenues,
which are returned to the U.S. Treasury, were reclas-
sified from transfers-out and exchange revenues not
in the budget to earned reimbursements collected and
included as an adjustment to appropriations used on
the Statement of Changes in Net Position.

Oil Transferred from the Department of the Interior

The Department has entered into a Royalty-In-Kind
exchange arrangement with the Department of the
Interior’s Mineral Management Service to receive 28
million barrels of crude oil from Gulf of Mexico
Federal offshore leases. The Department accrues the
market value of this oil at the point of delivery to its
contractors as an intragovernmental transfer. (See
Note 8).
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in millions

FY 2000 FY 1999
Nuclear Waste Fund $ (275 $ (161)
Decontamination and Decomissioning Fund (164) (123)
Power marketing administrations (335) (703)
Other (17) (3)
Total exchangerevenuesnot inthebudget $  (791) $ (990

The FY 1999 amounts have been restated to conform
with the FY 2000 presentation. FERC revenues,
which are returned to the U.S. Treasury, were reclas-
sified from transfers-out and exchange revenues not
in the budget to earned reimbursements collected and

28. Financing Sources Yet to Be Provided

included as an adjustment to appropriations used.
Power marketing revenues returned to the U.S.
Treasury were reclassified to exchange revenues not
in the budget from other resources that do not fund
net cost of operations.

in millions

FY 2000 FY 1999

Change in unfunded environmental liahility estimates (see note 13) $ 9,845 $ 22,092
Change in unfunded safety and health liabilities (see note 12) (43) (372
Change in unfunded actuarial liabilities and prepaid pension plan costs

(Notes 8 and 14) (322) (193)
Change in Nuclear Waste Fund contingent liability (see Note 15) 1,500 -
Compensation program for occupational illnesses (Note 12) 1,600 -
Other unfunded liability changes 12 (46)
Total financing sour ces yet to be provided $ 12,593 $ 21,481

29. Custodial Activities

FY 2000 FY 1999

Cash Coallections
Power marketing administrations $ 364 $ 537
Petroleum Pricing Violation Escrow Fund 65 60
Other 15 16
Total cash collections for custodial activities $ 444 $ 613

Power Marketing Administrations

The Southeastern, Southwestern, and Western Area
power marketing administrations are responsible for
collecting and remitting to the Department of Trea-
sury revenues attributable to the hydroelectric power
projects owned and operated by the U.S. Department
of Defense, Army Corps of Engineers; the U.S.
Department of Interior, Bureau of Reclamation, and
the U.S. Department of State, International Bound-
ary and Water Commission. These revenues are
reported as custodial activities of the Department.

92

Petroleum Pricing Violation Escrow Fund

Custodial revenues for the Petroleum Pricing Violation
Escrow Fund result primarily from interest earned
from investment of the fund balance, which is invested
in U.S. Treasury Bills and Certificates of Deposit with
minority owned financial institutions, pending determi-
nation of the disposition of the funds. Funds are
disbursed to individuals and groups who are able to
provide proof of financial injury related to the violations
of Petroleum Pricing Regulations during the 1970's and
early 1980's. The Department also distributes funds to
the U.S. Treasury and to the States, Possessions and
Territories of the United States.



Consolidated Financial Statements

Consolidating Schedules
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Department of Energy FY 2000 Performance and Accountability Report

Consolidating Schedules - Balance Sheets

As of September 30, 2000 and 1999 FY 2000

N Federal Energy o Marketing Al Other DOE
(in millions) Regulatory T
.. Administrations Programs
Commission
ASSETS
I ntragovernmental
Fund Balance with Treasury $50 $1,040 $10,384
Investments 12,748
Accounts Receivable, Net 45 1,900
Regulatory Assets 5,228
Other Assets 21
Investments 263
Accounts Receivable, Net 4 354 4,116
Inventory, Net
Strategic Petroleum & Northeast Home Heating Oil Reserves 15,307
Nuclear Materials 22,013
Other Inventory 75 406
Genera Property, Plant, and Equipment, Net 18 5,057 13,481
Regulatory Assets 7,105
Other Assets 606 2,129
Total Assets $72 $19,510 $82,768
LIABILITIES
Intragovernmental
Accounts Pavable $1 $61 $81
Debt 8,628
Appropriated Capital Owed to Treasury 1,943
Deferred Revenues 876
Other Liabilities 1 83 749
Accounts Payable 6 162 3,113
Debt 6,488
Deferred Revenues 4 644 13,875
Environmental Liabilities 234,267
Pension and Other Actuaria Liabilities 48 7,118
Other Liabilities 40 60 4,893
Continaencies 2,030
Total Liabilities $52 $18,117 $267,002
NET POSITION
Unexpended Appropriations 11 10 6,158
Cumulative Results of Operations 9 1,383 (190.392)
Total Net Position $20 $1.393 ($184,234)

Total Liabilitiesand Net Position 72 19,510 2,768
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Consolidated Financial Statements

FY 1999

Federal Energy .
Eliminations Consolidated Regulatory Powq Markgn ng  All Other DOE Eliminations Consolidated
. Administrations Programs
Commission

$11,474 $35 $875 $10,624 $11,534

12,748 10,460 10,460

($1,405) 540 13 1,991 ($1,499) 505
5,228 5,228 5,228

(15) 6 7 D 6
263 263 263

4,474 7 345 4,165 4,517

15,307 15,143 15,143

22,013 21,911 21911

4381 84 424 508

18,556 18 5,029 13,454 18,501

7,105 7,706 7,706

2,735 229 1,262 1,491

($1,420) $100,930 $60 $19.509 $79.704 ($1,500) $97.773
($10) $133 $1 $34 $67 ($13) $89
8,628 8,789 8,789

1,943 2,069 2,069

(850) 26 4 860 (835) 29
(560) 273 16 837 (652) 201
3,281 6 232 2,816 3,054

6,488 6,778 6,778

14,523 7 473 12,863 13,343

234,267 230,640 230,640

7,166 37 6,745 6,782

4,993 34 64 3,635 3,733

2.030 502 502

($1,420) $283,751 $48 $18,496 $258,965 (%$1,500) $276,009
6,179 3 11 6,155 6,169

(189.000) 9 1,002 (185,416) (184.405)
($182.821) $12 $1.013 ($179.261) ($178.236)

($1.420) $100,930 $60 19,509 79,704 1,500 97,773
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Department of Energy FY 2000 Performance and Accountability Report

Consolidating Schedules of Net Costs

For the Y ears Ended September 30, 2000 and 1999 FY 2000

Federal Energy b ver Marketing Al Other DOE

(in millions) Regulgtqry Administrations Programs
Commission
Costs
Energy Resources
Program Costs $3,524 $1,793
Earned Revenues (3,789) (26)
Net Cost of Energy Resources Programs ($265) $1,767

NNSA and Other National Security Activities
Program Costs 5,824
Earned Revenues
Net Cost of NNSA and Other National Security

Activities $5,824
Environmental Quality
Program Costs 2,703
Earned Revenues (459)
Net Cost of Environmental Quality Programs $2,244
Science
Program Costs 2,686
Earned Revenues )
Net Cost of Science Programs $2,679
Other Programs
Program Costs 174 2,322
Earned Revenues (178) (2,088)
Net Cost of Other Programs ($4) $234
Costs Not Assigned to Programs $11,043

Net Cost of Operations ($4) ($265) $23,791
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FY 1999
Federal Energy .
Eliminations Consolidated Regulatory mﬁrn?gT;fthg A”PrOthfr DOE Eliminations Consolidated
Commission ons ograms
$5,317 $3,076 $1,862 $4,938
(3,815) (3,226) (12) (3,238)
$1,502 ($150) $1,850 $1,700
5,824 5,391 5,391
(6) (6)
$5,824 $5,385 $5,385
(420) 2,283 1,148 (398) 750
(459) (303) (303)
($420) $1,824 $845 ($398) $447
(13 2,673 2,648 (15) 2,633
U] 9 9
($13) $2,666 $2,639 ($15) $2,624
(82 2,414 179 2,277 (84) 2,372
82 (2,184) (193) (2,050) 84 (2,159)
$230 ($14) $227 $213
$93 $11,136 $21,851 ($129) $21,722
($340) $23,182 ($14) ($150) $32,797 ($542) $32,001
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Consolidating Schedules of Changesin Net Position
For the Years Ended tember 30, 2000 and 1999

Federal Energy .
(in millions) Regulatory T&fﬂ?&ﬁ%’g A'Lr%tggnz’OE
Commission
Net Cost of Operations $4 $265 ($23,791,
Financing Sources (Other Than Exchange Revenues)
Appropriations Used (8 5 17,898
Other Non-Exchange Revenues 10
Imputed Financing 7 6 59
Transfers-in 3,554
Transfers-out (3) (3,010
Net Results of Operations $- $276 (%5,280
Prior Period Adjustments 105 4
Net Change in Cumulative Results of Operations $- $381 ($5,276;
Unrealized Holding Gain (Loss) on Investments 300
Increase (Decrease) in Unexpended Appropriations 8 (1) 3
Changein Net Position $8 $380 ($4,973)
Net Position - Beginning of Period 12 1,013 (179,261
Net Position - End of Period $20 $1,393 ($184,234'
Consolidating Schedules of Budgetary Resour ces
For the Years Ended tember 30. 2000 and 1999
o Federal Energy o er Marketing  All Other DOE
(inmillions) Regulatory Administrations Programs
Commission
BUDGETARY RESOURCES
Budgetary Authority $3 $515 $19,858
Unobligated Balances - Beginning of Period 4 903 2,569
Unobligated Balances - Beginning of Period, Net of Transfers 175 3,416 2,387
Actual Recoveries of Prior Year Obligations 61
Authority Not Available (294) (2,009
Total Budgetary Resources $182 $4.540 $22.866
STATUSOF BUDGETARY RESOURCES
Obligations Incurred $175 $3,500 $20,690
Unobligated Balances Available 7 1,040 1,423
Unobligated Balances Not Available 753
Total Status of Budgetary Resources $182 $4.540 $22.866
OUTLAYS
Obligations Incurred $175 $3,500 $20,690
Less Spending Authority from Offsetting Collections
and Actual Recoveries of Prior Year Obligations (175) (3,416) (2,448
Obligated Balance, Net - Beginning of Period 20 237 7,644
Less Obligated balance, Net - End of Period (25) (262) (8.033
Total Outlays ($5) $59 $17,853
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Federal Energy .
Eliminations Consolidated Regulatory Powgr Markgt g All Other DOE Eliminations Consolidated
S Administrations Programs
Commission
$340 (23,182) $14 $150 ($32,797) $542 ($32,091)
(320) 17,575 2 14 17,771 (521) 17,266
10

72 8 5 62 75

(2,986) 568 2,283 (2,181) 102
2,966 (47) (25) (2) (2,224) 2,160 (91)
$- ($5,004) ($2) $167 ($14,905) $- ($14,739)
109 (4) 44 (30,382) (30,342)

$- ($4,895) (%5) $211 ($45,287) $- ($45,081)
300 (1,247) (1,247)

10 (2) (8) 430 420

$- ($4,585) ($7) $203 ($46,104) $- ($45,908)
(178.236) 19 810 (133,157) (132,328)
$- ($182,821) $12 $1.013 ($179.261) $- ($178,236)

Federal Energy .
Eliminations Consolidated Regulatory Powe_r Markgt ing  All Other DOE Eliminations  Consolidated
o Administrations Programs
Commission

($420) $19,956 $170 $500 19,412 ($398) $19,684
3,476 3 523 2,192 2,718

($105) 5,873 2,816 2,094 (104) 4,806
61 3 18 21

(2,303) (166) (1.449) (1.615)

($525) $27.063 $173 $3,676 $22,266 ($502) $25.613
($525) $23,840 $169 $2,773 20,031 ($502) $22,471
2,470 4 591 1,482 2,077

753 312 753 1,065

($525) $27.063 $173 $3,676 $22,266 ($502) $25.613
($525) $23,840 $169 $2,773 20,031 ($502) $22,471
105 (5,934) (2,819) (2,112) 104 (4,827)
7,901 21 345 7,709 8,075

(8.320) (20) (237) (7.644) (7.901)

20 17,487 $170 62 17,984 98 17,818
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Consolidating Schedules of Financing
For the Years Ended tember 30, 2000 and 1999

s Tapiam, T A ot oot
Commission
OBLIGATIONS AND NONBUDGETARY RESOURCES
Obligations | ncurred $175 $3,500 $20,690
Less Spending Authority from Offsetting Collections and
Adjustments
Earned Reimbursements
Collected (175) (3,302) (2,130)
Receivable from Federa Sources (115) 12
Change in Unfilled Orders (Decreases) Increases 1 1 (257)
Recoveries of Prior-Y ear Obligations (61)
Financing Imputed for Cost Subsidies 7 6 59
Transfers- In, Net 3 544
Exchange Revenues Not In the Budget 4 (336) (451)
Other (3
Total Obligations as Adjusted, and Nonbudgetary Resources ($2) ($246) $18.406
RESOURCES THAT DO NOT FUND NET COST OF
OPERATIONS
Change in Amount of Goods, Services, and Benefits Ordered
but Not Y et Received or Provided ($2) $12 ($133)
Costs Capitalized on the Balance Sheet
General Property, Plant, and Equipment 3) (134) (1,540)
Purchases of Inventory (20) (973)
Financing Sources That Fund Costs of Prior Periods 4 (5,932
Other (108)
Total Resources that Do Not Fund Net Cost of Operations ($5) ($246) ($8.578)
COSTSTHAT DO NOT REQUIRE RESOURCES
Depreciation and Amortization $3 $93 $992
Revaluation of Assetsand Liabilities 206
Loss on Disposition of Assets 11
Other 111 277
Total Coststhat Do Not Require Resources $3 $215 $1.475
FINANCING SOURCESYET TO BE PROVIDED $12 $12.488
NET COST OF OPERATIONS ($4) ($265) $23,791
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FY 1999

Federal Energy .
Eliminations Consolidated Regulatory Powgr Markgt ing Al Other DOE Eliminations Consolidated
. Administrations Programs
Commission

($525) $23,840 $169 $2,773 $20,031 ($502) $22,471
102 (5,505) (168) (2,779) (2,153) 103 (4,997)

(103) ©) 9
3 (252) (28) (35 1 (62)
(61) 2 (18) (20)
72 8 5 62 75
(20) 521 (25) 2 59 (21) 11
(792) (703) (287) (990)
(3 (3 (3
($440) $17.718 ($19) ($745) $17.668 ($419) $16.485
($123) $4 $25 ($7) $22
7 (1,670) 2 (292) (1,571) 6 (1,859)
(993) 1 (588) (587)
(5,928) (5,526) (5,526)
(108) 439 439
$7 ($8.822) $2 $223 ($7.692) $6 ($7.461)
$1,088 $3 $275 $1,099 $1,377
206 (141) (147)
11 1 1
388 94 255 349
$1.693 $3 $370 $1.213 $1.586
$93 $12,593 $2 $21.608 ($129) 21481
($340) $23,182 ($14) ($150) $32,797 ($542) $32,091
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Consolidating Schedules of Custodial Activities

For the Y ears Ended September 30, 2000 and 1999 FY 2000
Federal Energy .
(in millions) Regulatory Powe_r Markgtl ng All Other DOE
S Administrations Programs
Commission
SOURCES OF COLLECTIONS
Cash Callections
Interest $28
Penalties and Fines 37
Other $15 $364
Net Collections $15 $364 $65
Accrual Adjustment (38)
Total Revenue $15 $364 $27
DISPOSITION OF REVENUE
Transferred to Others
Department of the Treasury (364) (55)
Others (15) 24
Increase (Decrease) in Amounts to be Transferred 4

Retained by DOE

Net Custodial Activity
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FY 1999

Federal Energy .
Eliminations  Consolidated Regulatory Power Marketing  All Other DOE - oy, 4 vions I Consalidated
L Administrations Programs
Commission

$28 $23 $23
37 38 38
379 $16 $537 (1) 552
$444 $16 $537 $60 $613
(38) (22 (22
$406 $16 $537 $38 $591
(419) (537) (537)
9 (16) (32 (48)
4 57 57
(63) (63)

$- $- $- $- $-
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Required Supplementary
Information

This section of the report provides required supple-
mentary information for the Department on deferred
maintenance, required supplementary stewardship
information, and intra-governmental balances.

Deferred Maintenance
Required Supplementary
Information

Deferred Maintenance Information is a require-
ment under the Office of Management and
Budget’s Statement of Federal Financial Account-
ing Standards Number 6, Accounting for Property,
Plant and Equipment and Statement of Federal
Financial Accounting Standards Number 14,
Amendments to Deferred Maintenance which
requires deferred maintenance to be disclosed as
of the end of the fiscal year. Deferred mainte-
nance is defined in Standard No. 6 as “mainte-
nance that was not performed when it should
have been or was scheduled to be and which,
therefore, is put off or delayed for a future period.”
Estimates were developed for (1) structures and
facilities and (2) capital equipment.

The condition assessment survey (periodic
inspections) method was used in measuring a
deferred maintenance estimate for buildings and
other structures and facilities except for some
structures and facilities where a physical barrier
was present (e.g., underground pipe systems). In
those cases, where a deficiency is identified during
normal operations and correction of the defi-
ciency is past due, a deferred maintenance esti-
mate would be applicable. Also, where appropri-
ate, results from previous condition assessments
have been adjusted to estimate current plant

conditions. Deferred maintenance for excess
property was reported only in situations where
maintenance is needed for worker and public
health and safety concerns.

In accordance with standards identified in the
National Association of College and University
Business Officers, in “Managing the Facilities
Portfolio”, the acceptable operation condition
standard is equal to a Facility Condition Index
(FCI) of < 5 percent.

An amount of $1,460 million of deferred mainte-
nance was estimated to return the facilities to
acceptable operating condition. The percentage of
active buildings above acceptable operating
condition is estimated at 85 percent.

Pursuant to the cost/benefit considerations
provided in Statement of Federal Financial
Accounting Standards Number 6, the Department
has determined that the requirements for deferred
maintenance reporting on personal property
(capital equipment) is not applicable to property
items with an acquisition cost of less than
$100,000, except in situations where maintenance
is needed to address worker and public health and
safety concerns.

Various methods were used for measuring deferred
maintenance and determining acceptable operat-
ing condition for capital equipment including
periodic condition assessments, physical inspec-
tions, review of work orders, manufacturer and
engineering specifications, and other methods, as
appropriate.

An amount of $2.1 million of deferred mainte-

nance was estimated to return capital equipment
assets to acceptable operating condition.
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Required Supplementary Stewardship Information for Research & Development

BASIC

Energy Resources

Power Technologies

Coal Research and Development
Power Marketing Administrations
Other Energy Resources Activities
Total Energy Resources

National Nuclear Security

Nonproliferation and Verification
Research and Development

Total National Nuclear Security

Environmental Quality
Technology Development
Total Environmental Quality

Science

Biological& Environmental Research

Fusion Energy Sciences

Basic Energy Sciences

High Energy Physics

Nuclear Physics

Computation & Technology Research

Superconducting Super Collider

Small Business Innovative Research/
Technology Transfer

Other Energy Research Activities

Total Science

Total Basic

(Dollars in Thousands)

FY 2000

$27,104
3,003
3,000
1,373
34,480

13,492
13,492

39,478
39,478

317,427
213,121
609,900
527,720
302,830
124,006

1,045
2,096,049

$2,183,499

FY 1999

$17,189
2,826
3,000
732
23,747

2,294
2,294

60,103
60,103

314,125
197,142
585,284
548,658
265,062
49,691
8

83,816
1,886
2,045,672

$2,131,816

FY 1998

$26,969
1,943
3,016
3,379
35,307

9,582
9,582

57,386
57,386

303,722
202,857
571,788
494,312
205,695
121,857

4,379

90,186

1,994,796

$2,097,071
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Required Supplementary Stewardship Information for Research & Development

APPLIED

Energy Resources

Power Technologies

Building Technology, State &
Community Programs

Industrial Technology

Transportation Technology

Coal Research and Development

Petroleum Research and Development

Gas Research and Development

Power Marketing Administrations

Other Energy Resources Activities

Total Energy Resources

National Nuclear Security

Stockpile Stewardship

Stockpile Management

Nonproliferation and Verification
Research and Development

Total National Nuclear Security

Environmental Quality
Technology Development

Civilian Radioactive Waste Management

Total Environmental Quality

Science

Biological& Environmental Research
Computation & Technology Research
University and Science Education
Total Science

Total Applied

(Dollars in Thousands)

FY 2000

$97,217

18,312
27,021
65,487
50,053
17,504
48,028
10,470
4,383
338,475

1,126,296
86,808
65,959

1,279,063

72,192
58,662
130,854

62,441
13,317
75,758

$1,824,150

FY 1999

$140,133

25,300

58,892
47,105
13,354
42,578
10,470
4,790
342,622

1,085,516
55,544

62,912
1,203,972

61,323
59,006
120,329

51,613
1,378
-7
52,984

$1,719,907

FY 1998

$112,086

4,021
29,280
51,803
48,582
22,989
43,759
10,470

5,380

328,370

985,968
36,709

113,727
1,136,404

115,141
62,108
177,249

-4
3,409
3,405

$1,645,428

o)
@
el
QD
=
=3
3
@
=]
=
Qo
=
m
=}
@
=
[{=}
<
-
<
N
o
o
o
pe)
@
=i
=+
o
=
=
QD
=}
Q
@
Q
=)
o
>
Q
Q
o
=
>
-
QD
=1
Py
[}
el
o
=
p=i




Required Supplementary Stewardship Information for Research & Development
(Dollars in Thousands)

EY 2000 FY 1999 FY 1998
DEVELOPMENT
Energy Resources
Power Technologies $76,782 $132,012 $102,005
Building Technology, State &

Community Programs 36,367 22,804 16,161
Industrial Technology 108,666 131,175 91,686
Transportation Technology 192,981 145,605 150,534
Coal Research and Development 47,050 44,278 46,639
Petroleum Research and Development 28,559 21,788 34,483
Gas Research and Development 69,113 61,271 65,638
Clean Coal Technology 84,795
Nuclear Energy Research Initiative 18,119 5,866
Nuclear Energy Plant Optimization Program 833
Power Marketing Administrations 9,640 11,600 17,144
Other Energy Resources Activities 5,650 6,849 8,982

Total Energy Resources

National Nuclear Security

593,760

583,248

618,067

Stockpile Stewardship 497,618 463,390 410,294
Nonproliferation and Verification

Research and Development 88,922 95,237 85,860
Naval Reactors 633,531 588,597 588,534
Intelligence 6,488 4,375

Fissile Materials Disposition
Total National Nuclear Security

Environmental Quality

49,921

1,276,480

43,906

1,195,505

49,533

1,134,221

Technology Development 108,288 91,984 56,711
Termination Costs 81,937
Civilian R&D 7,629
Uranium Programs 364 1,401 5,880
Total Environmental Quality 116,281 175,322 62,591
Science

Advanced Radioisotope Power System 29,703 40,433 27,931

Total Science

Total Development

29,703

2,016,224

40,433

1,994,508

27,931

1,842,810

60T

Total Research & Development $6,023,873 *** $5,846,231 *** $5,585,309 ***

*hx
In accordance with Statement of Federal Financial Accounting Standard Number 8, Supplementary Stewardship Reporting, Chapter 7 - Research & Development,
the Department applied the requirements of Statement of Federal Financial Accounting Standard Number 4, Managerial Cost Accounting Standards for the Federal
Government. As a result the full amount invested in research and development was $6,810,217 in FY 2000, $6,700,897 in FY 1999, and $6,468,557 in FY 1998.
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Required Supplementary Stewardship Information for Research & Development
(Dollars in Thousands)

Energy Resources

Building Technology, State & Community Programs

Applied & Development - Activities related to energy conservation for the building
sector, including residential building, commercial building and retrofit
technologies.

Coal R&D Basic, Applied & Development - Activities related to improving accept-
able technology for converting coal to liquid and gaseous fuels, improving
methods for the direct combustion of coal, and advancing power conversion
systems for generating electricity from coal.

Gas R&D Applied & Development - Activities carried out in support of natural gas
recovery methods.

Industrial Technology Applied & Development - Activities conducted to support
energy conservation and energy supply for the industry sector.

Nuclear Energy Plant Optimization Program Development - Activities carried out
to address technical and regulatory barriers to continued safe and economic
operation of existing nuclear power plants. Specifically, aging and plant effi-
ciency improvements.

Nuclear Energy Research Initiative Development -
Activities carried out to address key issues affecting the future of Nuclear Energy.

Other Energy Resources Activities Basic, Applied & Development - Cooperative
research activities carried out as a result of awards from competitive solicitations
initiated under the Fossil Energy Federal/State Program.

Petroleum R&D Applied & Development - Activities conducted to support
advanced technologies for the petroleum and oil from oil shale recovery of oil
and natural gas, technologies and development in drilling, offshore oil produc-
tion and refining, and characterization and utilization research.

Power Marketing Administrations Basic, Applied & Development - Research
activities primarily supported the Fish and Wildlife programs at Bonneville
Power Administration.

Power Technologies Basic, Applied & Development

Research was conducted in solar technologies and other renewable energy
programs, including electric energy, geothermal, photovoltaic, hydrogen and
hydropower.

Transportation Technology Applied & Development - Activities conducted in
support of energy conservation for the transportation sector, including automo-
tive alternative fuels and electric vehicles.

National Nuclear Security

Fissile Materials Disposition Development - Activities included the development
and demonstration of technologies that enable the Department and the world to
dispose of surplus weapons effectively.

Intelligence Development - Activities associated with assessing science and
technologies and accomplishing the Intelligence Program.

Naval Reactors Development - Activities included development, demonstration,
improvement, and safe operation of nuclear propulsion plants and reactor cores
for application to submarines and surface ships.

Nonproliferation & Verification R&D Basic, Applied & Development - Activities
conducted to provide the science and technology required for treaty monitoring,
material control, and early detection and characterization of the proliferation of
weapons of mass destruction and special nuclear materials.

Stockpile Management Applied - Research activities supporting the Enhanced
Surveillance Program and the Advanced Design and Production Technologies
Program.

Stockpile Stewardship Applied - Research activities supporting new or upgraded
experimental, computational, and simulation capabilities necessary to maintain
the nuclear weapons stockpile’s safety and reliability. Development - Develop-
ment activities supporting the technical, experimental, and physical infrastruc-
ture necessary to maintain the nuclear weapons stockpile’s safety and reliability.

Environmental Quality

Civilian Radioactive Waste Management Applied - Research activities were carried
out on the long-term storage of high- level nuclear waste in a permanent
underground repository.

Civilian R&D Development - Activities related to civilian research and development.

Technology Development Basic Applied & Development - Activities related to
environmental cleanup, waste management and related technologies and
technology integration.
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Required Supplementary Stewardship Information for Research & Development
(Dollars in Thousands)

Science

Advanced Radioisotope Power System Development - Activities provided compact,
safe nuclear power systems and related technologies to space, national security and other
customers.

Basic Energy Sciences Basic - Research activities carried out in nuclear sciences,
materials sciences, chemical sciences, engineering geosciences, energy biosciences,
advanced energy projects and advanced mathematical sciences.

Biological and Environmental Research Basic - Research activities developed knowl-
edge needed to identify, understand, and anticipate the long term health and environ-
mental consequences of energy production, development, and use. Applied - Research
activities included developing beneficial applications of nuclear and other energy-related
technologies for medical diagnosis and treatment.

Computational and Technology Research Basic - Fundamental research was conducted
in advanced computing research relevant to complex problems of the Department.
Provided world class supercomputer and networking facilities for scientists working on
problems important to the Department. Conducted activities to establish the feasibility
of novel, energy related concepts spanning the Department’s mission. Applied -
Research activities supported high risk, energy-related research to advance science and
technology to enable applications impacting energy economy.

Fusion Energy Sciences Basic - Broad-based, fundamental research efforts aimed at
producing knowledge on fusion.

High Energy Physics Basic - Fundamental research activities directed at understanding
the nature of matter and energy.

Nuclear Physics Basic - Research activities were directed at understanding the
fundamental forces and particles of nature as manifested in nuclear matter.

Other Energy Research Activities Basic - The Energy Research Analyses program
evaluated the quality and impact of DOE research programs and projects.
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I ntragover nmental Assets:

Intragovernmental Amounts

Fund Balance Accounts Regulatory
Agency with Treasury Investments Receivable Assets Other
U.S. Treasury $ 11,474 $12,748 $ 132 $5,228 $ -
Defense Agencies - - 271 - 1
Tennessee Valley Authority - - 21 - -
General Services Administration - - 17 - -
Other - - 99 -
Total intragovernmental assets $ 11,474 $12,748 $ 540 $5,228 $
Intragover nmental Liabilities:
Appropriated
Agency ﬁ;;oal;rés Debt Capital Owed to ;:/f;lrjz Other
Treasury
U.S. Treasury $ 60 $ 8,628 $ 1,943 $ - $129
Defense Agencies 21 - - 7 106
Department of Agriculture 19 - - - -
General Services Administration 7 - - - -
Department of State - - - 8 -
Office of Personnel Management 1 - - - 22
Other 25 - - 11 16
Total intragovernmental
liabilities $ 133 $ 8,628 $ 1,943 $ 26 $273

I ntragover nmental Ear ned Revenue and Related Costs:

Agency Earned Revenue
Defense Agencies $ 1,007
U.S. Treasury 726
Department of Health & Human
Resources 82
Other 297
Total intragovernmental earned
revenues $ 2112
Gross Costs
to Generate
Budget Functional Classification Revenues
Atomic Energy Defense $ 1,056
Energy Supply 357
Energy Information 7
General Science 5

Total

$ 1,425
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Department of Energy
Washington, DC 20585

February 16, 2001

MEMORANDUM FOR THE SECRETARY
FROM: Gregory H. Friedman
Inspector General

SUBJECT: INFORMATION: Report on the Department of Energy’s Consolidated
Financia Statements

| am pleased to inform you that the Department’s financial statements for Fiscal Year 2000
have received an unqualified audit opinion. Thisisthe second year in arow that the
Department has received such an opinion. The audit of the Department’s statements was
conducted pursuant to the Government Management and Reform Act of 1994. The objective of
the Act isto improve financia practices in the Federal Government by issuing audited financial
statements for each agency. The preparation of the statements is the responsibility of the
Department, and the Office of Inspector General (OIG) is responsible for the audit.

This year, the OIG contracted with the accounting firm of KPMG LLP to conduct the audit. A
copy of the report is attached. The accounting firm concluded that the financial statements
present fairly, in all material respects, the Department’s financial position as of September 30,
2000, and its net costs, changes in net position, budgetary resources, reconciliation of net costs
to budgetary obligations and custodial activities for the year then ended. The OIG agrees with
this opinion.

As part of this determination, the auditors considered the Department’s internal control over
financia reporting and tested the Department’s compliance with certain provisions of
applicable laws and regulations that could have a direct and material effect on the consolidated
financial statements.

Three reportable weaknesses in the Department’s system of internal controls were identified.
Theserelated to: (1) Performance Measurement Reporting; (2) Financial Management at the
Western Area Power Administration (Western); and (3) Unclassified Information System
Security. Each of these items represents a repeat finding from the prior year’s audit report.

- Although the Department made improvements in reporting the results of its
performance activities, the quality of certain measures was questionable.
Specifically, performance goals, in many cases, were not output or outcome
oriented; some were not meaningful or relevant or stated in objective or quantifiable
terms. Additionally, costs were not clearly related to outcomes.
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- For most of Fiscal Year 2000, Western's financial system did not generate timely,
useful reports containing complete and accurate financial information. To
compensate for the increased control risk, an intensive effort was required to ensure
reliability of Western’s financial information and account balances. As of December
2000, Western had made progress. This improvement allowed KPMG to consider
this areportable condition instead of a material internal control weakness as was
reported last year by the OIG.

- Intheareaof Unclassified Information System Security, the Department has certain
network vulnerabilities and general access control weaknesses. Full implementation
of the Cyber Security Program throughout the Department should help ensure that
Federal information standards are met, and that information systems are adequately
protected against unauthorized access.

Significant progress was made in one area relating to the environmental liability estimate. The
Department utilizes a parametric model to estimate the majority of the $26 billion clean-up cost
for active and surplus facilities. Most of the active facilities cost is associated with the clean-up of
facilitiesin the National Nuclear Security Administration. This year, the Department

improved the quality of input data for this estimate in response to a recommendation in our last
year’sreport. Accordingly, thisissue is no longer a reportable condition.

To ensure the quality of the audit, the OIG approved the scope of KPMG's assignment and
monitored their work. We also reviewed the audit report and related working papers to ensure
compliance with applicable auditing standards.

I would like to thank al elements of the Department for their courtesy and cooperation during
the conduct of the audit.

Attachment

cC: Under Secretary for Nuclear Security/Administrator for Nuclear Security
Chief Financial Officer

Audit Report: DOE/IG-FS-01-01
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INDEPENDENT AUDITORS REPORT
The Inspector General, U.S. Department of Energy:

We have audited the Fiscal Year 2000 consolidated financial statements of the U.S.
Department of Energy (Department). The objective of our audit was to express an opinion on
the fair presentation of the Department’s consolidated financial statements. In connection with
our audit, we also considered the Department’s internal control over financial reporting and
tested the Department’s compliance with certain provisions of applicable laws and regulations
that could have adirect and material effect on its consolidated financial statements.

Summary

As stated in our opinion, we concluded that the Department’s Fiscal Year 2000 consolidated
financial statements are presented fairly, in all material respects, in conformity with accounting
principles generally accepted in the United States of America.

The cost estimates supporting the Department’s environmental remediation liability of $234
billion, as of September 30, 2000, are based upon assumptions regarding future actions and
decisions spanning severa decades, many of which are beyond the Department’s control.
These matters are discussed in Note 13 to the consolidated financial statements.

Our consideration of internal control over financial reporting resulted in reportable conditions
in the following three areas:

m  Performance measurement reporting;

m  Network vulnerabilities and access control weaknesses relating to unclassified computer
information systems, and

m  Financial management at Western Area Power Administration.

Our tests of compliance with certain provisions of laws and regulations disclosed no instances
of noncompliance that would be reportable under Government Auditing Standards, issued by
the U.S. General Accounting Office or Office of Management and Budget (OMB) audit
guidance.

The following sections discuss our opinion on the Department’s consolidated financia
statements, our consideration of the Department’sinternal control over financia reporting,
the results of our tests of the Department’s compliance with certain provisions of laws and
regulations, and management’s and our responsibilities.



Independent Auditor’s Report

Opinion on Consolidated Financial Statements

We have audited the accompanying consolidated bal ance sheet of the U.S. Department of
Energy as of September 30, 2000, and the related consolidated statements of net cost, changes
in net position, budgetary resources, financing, and custodia activities for the year then ended.

In our opinion, the accompanying consolidated financial statements present fairly, in all
material respects, the financial position of the U.S. Department of Energy as of September 30,
2000, and its net costs, changes in net position, budgetary resources, reconciliation of net
costs to budgetary obligations, and custodia activities for the year then ended, in conformity
with accounting principles generally accepted in the United States of America.

Asdiscussed in Note 13 to the consolidated financid statements, the cost estimates supporting the
Department’s environmental remediation liability of $234 billion, as of September 30,

2000, are based upon assumptions regarding future actions and decisions spanning severa
decades, many of which are beyond the Department’s contral.

The accompanying consolidated financial statements of the Department as of and for the year
ended September 30, 1999 were audited by other auditors whose report thereon, dated January
31, 2000, expressed an unqualified opinion on those statements.

The information in the Overview and Required Supplementary Information sections of the
Department’s Fiscal Year 2000 Performance and Accountability Report is nhot a required

part of the consolidated financial statements but is supplementary information required by the
Federal Accounting Standards Advisory Board or OMB Bulletin No. 97-01, Form and
Content of Agency Financial Satements, as amended. We did not audit the information in the
Overview and Required Supplementary Information sections and, accordingly, we express no
opinion on it. We have applied certain limited procedures that consisted principally of
inquiries of management regarding the methods of measurement and presentation of this
information. We determined that the Department did not compl ete the intragovernmental

bal ance reconciliations with its non-Department of Energy trading partners, as specified by
the January 2000 technical amendment to OMB Bulletin No. 97-01, because certain trading
partners did not respond timely to the Department’s requests for confirmation.

Our audit was conducted for the purpose of forming an opinion on the Fiscal Year 2000
consolidated financial statements taken asawhole. The consolidating information on pages
93 to 103 is presented for purposes of additional analysis of the consolidated financial
statements rather than to present the financia position, net costs, changesin net position,
budgetary resources, reconciliation of net costs to budgetary obligations, and custodia
activities of the Department’s components individually. The consolidating information for
Fisca Year 2000 has been subjected to the auditing procedures applied in the audit of

the Department’s consolidated financid statements and, in our opinion, isfairly stated in al
materid respectsin relation to the consolidated financia statements taken as awhole.
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Independent Auditor’s Report

Internal Control over Financial Reporting

We noted certain matters involving the internal control over financial reporting and its
operation that we consider to be reportabl e conditions under standards established by the
American Institute of Certified Public Accountants (AICPA). However, none of the
reportable conditions, identified below, are believed to be material weaknesses.

Our consideration of internal control over financial reporting for Fiscal Year 2000 would not
necessarily disclose all matters that might be reportable conditions. Under standards issued
by the AICPA, reportable conditions are matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over financial reporting that, in
our judgment, could adversely affect the Department’s ability to record, process, summarize,
and report financial data consistent with the assertions by management in the consolidated
financial statements. Material weaknesses are reportable conditions in which the design or
operation of one or more of the internal control components does not reduce to arelatively
low level the risk that misstatements, in amounts that would be material in relation to the
consolidated financial statements being audited, may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions.
Because of inherent limitationsin any internal control, misstatements due to error or fraud
may occur and not be detected.

The abjective of our audit was not to provide assurance on the Department’s internal control
over financial reporting. In addition, our procedures were not designed to provide assurance
on internal control over Required Supplementary Stewardship Information or reported
performance measures. Consequently, we do not provide an opinion on internal control over
financia reporting, Required Supplementary Stewardship Information, or performance
measures.

The following reportable conditions are described in more detail in Exhibit I:

m Performance Measurement Reporting — The OMB requires that performance measures, to
be useful, be output and outcome oriented, meaningful and relevant, objective and
guantifiable, and consistent with the measures devel oped in the strategic planning process.
The Department has made some progress in improving its performance measurement
reporting,