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SUMMARY OF ANALYSIS

On October 24, 1992, the President signed the Energy Policy Act of 1992 into law (P.1.. 102-
480). Scction 2307 of the Act requires the Department of Linergy (DOL) to submit an annual

report to Congress on the status of its
uncosted obligations (obligations recorded
for specitfic deliverables that are not yet
completed and accepted).  This is the
cleventh annual submission of that report.

The analysis presented in this report
indicates that the Department continues to
maintain uncosted balances at a level that is
consistent with sound financial
management.

As Lxhibit 1 shows, the Department’s
uncosted obligations have increased
significantly in fiscal years (FY) 2001 and
2002 after remaining relatively constant
from 1996 to 2000. This upward trend is
consistent with funding increases over the
last two years in areas that inherently
display higher levels of uncosted balances.
In I'Y 2002, appropriated uncosted
balances increased by $0.9 billion over IY
2001 levels. This increase was driven by a
number of factors including: 1) A §1.2
billion increase in total budget authority.
Arcas of increased funding included:
National Nuclear Security Administration
facility and infrastructure start-up
programs, Finvironmental Management,
Energy Conservation, and Weapons
Activitics and other nonproliferation
programs. Much of the funding in these
areas 1s related to construction type
activitics that inherently display higher
balances due to up-front funding
requirements. The Department also
received supplemental funding late in the
year due to events surrounding the
September 11 attacks, which did not allow
time for full costing before year-end. 2) A
general increase in balances for
privatization initiatives also was received
which provide up-front funding for
construction of major cleanup and waste
disposal facilities. Uncosted balances in
this area are expected to be significant as
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funds arc held until the required facilities are constructed and operational. 3) General increases in
the Department’s grant programs were received, specifically in Encrgy Conscrvation, which had
a 44% increasc in budget authority. 4) Delayed costing patterns were experienced in certain arms
control and nonproliferation programs such as the Nuclear Citics Initiative (NCI) and Initiatives
for Proliferation Prevention (1PP) duc to difficultics in negotiating agreements with the Former
Soviet Union (FSU), as well as the multi-year nature of the work.

In addition to monitoring overall trends in uncosted obligations, the Department analyzes
individual appropriation balances against cstablished thresholds (or targets) that represent
standard costing levels for various types of funding such as construction, operating, and capital
cquipment. While balances above these thresholds are not inherently mappropriate, they must be
analyzcd and justified to ensure they remain consistent with sound financial management and
overall funding needs. In FY 2002, DOE uncosted obligations were a net $469 million above the
cstablished Departmental threshold. The primary driver for this over-threshold amount was the
Defense Nuclear Nonproliferation appropriations, which account for over $459 million of the
amount. These appropriations support the International Nuclear Materials Protection, Control
and Accounting Program (MPC&A), IPP, and NCI programs. As noted carlicr, these programs
display higher balances duc to difficulties in negotiating with the FSU and the multi-ycar nature
of the work.  Contracts under these programs require full up-front funding and payments are not
made until kcy deliverables arc completed and accepted.  Thesc contracting mechanisms
contribute to inherently higher uncosted balances. The threshold analysis beginning on page 7 of
this report provides further detail on these activitics.

After considering the cffect of the increasc in total budget authority and the justification for the
Defense Nuclear Nonproliferation appropriations, we believe the Department continues to
maintain uncosted obligation balances at a level that is consistent with sound fiscal management
and overall funding objectives. However, we will continue to refine our analyscs and look for
improved ways to better manage these balances.

The Department also has maintained unobligated balances at a fairly constant level despite
significant increascs in budget authority, which further demonstrates the Department’s
commitment to reducing excess balances rather than recategorizing them.

Finally, the Department utilized approximately $140 million of carryover balances to offset
programmatic costs in FY 2001 and an additional $231 million in FY 2002. (Sce Chart 4)
Effective usc of available balances helps provide continuity of Departmental opcrations and
cnsures that these balances continue to be right-sized.



Composition of FY 2002 Year End Uncosted Obligations

Exhibit 2 presents the composition of
the Department’s $9.1 billion uncosted
balance as of September 30, 2002, Of

this  amount, S1.8 billion was

associated with reimbursable  work

funded by appropriations of other

Federal agencies and  non-Federal

entitics. These funds arc under

external control and cannot be used to

offsct DOL appropriations.  Another

$1.1 billion is associated with Line

Item construction projects.

Construction projects are reviewed on

a casc-by-case basis through other

Departmental processes including the

annual Congressional Report on Prior

Y car Construction Projects.

Fxhibit 2

U.S. Department of Energy Uncosted Balances
by Category - FY 2002
(In Billions)

O Line Item Construction ,
B 51.8 @ Reimbursable Work
0O Federal Operating

0O MOC

m Cap. Equip/GPP/AIP

Six hundred million dollars of the total uncosted balance i1s related to Capital Equipment,
General Plant Projects (GPP) and Accelerator Improvement Projects (AIP). Another $2.4 billion
is attributed to uncosted balances arising from the operating activities of the Department’s Major
Opcrating Contractors (MOC). The final $3.2 billion results from Federal operating activitics
not related to the other categorics.

Background & Analysis Approach

It is not possible to climinate uncosted obligations completely. Uncosted obligations arc
required to meet that portion of existing contractual obligations related to goods and services that
have not yet been received, used, or consumed. DOE maintains a cost-based accounting system,
consistent with Office of Management and Budget (OMB) cost and accrual accounting
requircments, to track these balances.

In April 19906, the General Accounting Office (GAQ) issued its report “DOE Needs to Improve
its Analysis of Carryover Balances” (GAO/RCED-96-57). The GAO stated that the Department
did not have a standard, cffective approach for identifying excess carryover balances that might
be available to reduce future budget requests. Instead it relied on broad estimates of potentially
excess balances in its individual programs. As a result, GAO indicated that DOE could not be
surc whether the amount of carryover balances proposed for use by its programs was adequate,
too small, or too large.

Recognizing that there is a legitimate rationale for retaining some level of uncosted balances and
to address GAO concerns, DOE developed a comprchensive approach for the systematic analysis
of uncosted balances. This approach is bascd on cstablishment of percentage thresholds
specifying levels of uncosted balances consistent with sound financial management for specific
types of financial/contractual arrangements. This allows the Department to evaluate its overall
performance based on the variance between target thresholds and actual balances.
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A target threshold is defined as an analytical reference point (i.c., a specific dollar value or
percentage of funds available) beyond which uncosted obligation balances should be given
greater scrutiny. That does not mean that balances in excess of threshold arc inappropriate. 1t
docs mean these balances will become subject to more intensive review and require more
detailed justification to determine their appropriatencss.

In order to analyze those arcas where the Department can exercise the most control, costs and
uncosted balances arc scgregated into distinet categories that display similar and predictable
costing rates. The table in Exhibit 3 outlines the various uncosted catcgories and their respective
thresholds.

Exhibit 3

CATEGORY THRESHOLD
Contractor Operating Costs: This catcgory | 13% of the Total Funds Available to Cost
mcludes costs incurred by MOCs that manage | (TAC) for contractor operating activities
Departmental sites. for the fiscal year just ended.

Capital Equipment, GPP & AIP: Capital 50% of the TAC for capital equipment,
cquipment that meets the accounting criteria GPP and AIP respectively for the fiscal
for capitalization. GPP and AIP arc grouped | vear just ended.

in this catcgory becausce they share similar
costing patterns.

Federal Operating Costs: Federal operating | 17% of the TAC for Federal Operating
costs not related to MOCs or other identified | activities for the fiscal year just ended.
categorics.

Line Item Construction Not Subject to a Specific Threshold. These
e Grants costs should be reported and evaluated on a
e Cooperative Research and case-by-case basis throughout the life of the

Development Agreements and other contractual instruments. (Consistent with
Cooperative Agreements GAO’s approach)

o Reimbursable Work
e Environmental Management
Privatization

The analysis process requires that all Departmental elements (Headquarters organizations, Field
organizations, and MOCs) review their respective uncosted balances against the above thresholds
and report the results.  Each element arrays their uncosted balances in a standard format that
discloses programs with uncosted balances in excess of the defined thresholds.  For each
program that exceeds the defined threshold, a narrative justification is required which explains
the major drivers for the balances, accompanied by a request to retain the balances based on a
defined planned usage, or an acknowledgment that the balances can be withdrawn for higher
priority usc.

The increased emphasis on analyzing these balances as a result of this new direction has
contributed greatly to the Department’s success in managing uncosted balances.



Summary Uncosted Threshold Analysis

As noted carlier in this report, the purpose of the threshold approach 1s to provide a reference
point beyond which further analysis is required to determine if a particular balance is appropriate
or nccessary.  However, it cannot be assumed that any amount over-threshold is inherently
available or unnccessary. In addition to providing a basis for asscssing the appropriatencss of
balances, this analysis helps to identify types of funding and contractual instruments that display
inherently higher balances than typical operating funding. Categories such as linc-item
construction, grants, cooperative agreements, and reimbursable work have traditionally been
exempted from threshold application.  These exemptions arc consistent with previous GAO
reviewing of DOE uncosted balances.

In FY 2000, the Department added Defense Environmental Management Privatization funding to
the list of exempted funding catcgorics. The Privatization Initiative 1s designed to shift risk and
responsibility for financing construction of major clcanup or waste disposal facilities to the
private scctor.  Privatization contracts iherently display a high percentage of uncosted balances
since up-front funding is required and payment is not made until significant goals arc completed
by the contractor (i.c., completed construction of a waste treatment facility) which may extend
beyond the current fiscal year. GAQ, in their last review of DOE carryover balances, agreed that
privatization projects should be reviewed separately, and did not apply percentage targets to
privatization funding. DOE has made this change consistent with the GAO approach. While not
subjcct to threshold analysis, these balances are reviewed each year to ensurc that the carryover
amounts correlate with the level of planned privatization activitics.

DOE’s threshold analysis for FY 2002 shows that the Department as a whole is $469 million
over the target threshold (See Chart 3). It is important to note that the amount over-threshold
represents a “net” amount at the Departmental level, and that this variance consists of a
combination of over and under threshold amounts for various appropriations as indicated in
Chart 3. Therefore, the total value of the balances justified will exceed the $469 million variance
at the Dcpartmental level. Exhibit 4 provides detail on five appropriations that exceeded
individual thresholds and had the most significant impact on the Department’s overall variance.
Justifications for balances in each of those appropriations have been included below.

Exhibit 4

FY 2002 Ending Amount ]
Uncosted FY 2002 Over-
Balance Threshold threshold/ Percent
| Appropriation Amount Variance Variance

89X0309 $610.1M 255.5M $354.6M 139%
Defense Nuclear Nonproliferation
892/30309 $122.5M $16.6M $105.9M 638%
Defense Nuclear Nonproliferation
89X0315 $151.4M $91.5M $59.9M 65%
Uranium Facilities Maintenance and
Remediation
89X0213 $395.4M $279.4M $1159M 41%
Fossil Energy Research & Development
89X0215 $556.0M $478 9M $77.1M 16%
Iinergy Conservation




EXPLANATION OIF SIGNIFICANT THRESHOLD VARIANCES:

Energy and Water Development Appropriations

Appropriation 89X0309, Defense Nuclear Nonproliferation - Exceeds the appropriation
threshold by a net amount of $354.6 million, primarily duc to the MPC&A, Russian Transition
Imtiative, and Fissile Materials Disposition programs. The MPC&A program is working to
upgrade physical sccurity at 105 sites in Russia that use or store nuclcar weapons or weapons-
usable nuclear matcrials to prevent their unauthorized removal.  The MPC&A program requires
necgotiating unique agreements with countries of the FSU. Many of these agreements are multi-
year in naturc and require up-front funding, leaving uncosted balances in the initial years of the
contract since portions of the work are scheduled for subscquent years. Also, DOE laboratories
must have full funding in hand before beginning contract discussions with Russian institutes,
while the ensuing contract negotiations may span over scveral months. Further, payments cannot
be made to Russian institutions until specified deliverables arc completed and accepted. All of
these factors increase uncosted balances at the end of the year. Also, receipt of supplemental
funding latc in the fiscal year further increased uncosted balances.  All MPC&A uncosted
balances arc ecither committed in legal contracts betwecen DOE  laboratories and  the
Russians/private scctor where funds are for work underway but not yet costed or under active
ncgotiation of new or follow-on contracts. These funds arc still necessary to achieve the
programmatic activitics for which they were originally appropriated.  Acceleration on new
program starts in Strategic Rocket Forces, Radiological Dispersion Devices, and Second Line of
Defense will draw down these balances. Over the course of the next two fiscal years (FY 2003
and FY 2004) the percentage of uncosted balances are estimated to return to the historical five
year level for Defense Nuclear Nonproliferation programs (32%), a drop of 20% from FY 2002.
This estimate assumes costs will occur at the FY 2001 rate with a 5% improvement each year
thereafier.

Balances that excceed thresholds within the Russian Transition Initiative program, as with the
MPC&A program, are due largely to the way the programs conduct business with the FSU.
Many of the contracts arc for multi-year projects that require full up-front funding and payments
cannot be made until specified deliverables are completed and accepted. In addition, receipt of
supplemental funding late in the fiscal year, post 9-11 travel restrictions and visa procedures
further increased uncosted balances. These funds are still necessary to achieve the programmatic
activitics for which they were originally appropriated.

Uncosted balances in the Fissile Materials Disposition Program are due to the Administration’s
review of the plutonium disposition program, which was not completed until early in FY 2002.
During this period, work on the Russian program was significantly delayed. While the U.S.
program is on schedule, the Congressional mandate requiring parallelism in the U.S. and Russian
programs may causc the U.S. program to be delayed in order to allow the Russian program to
catch up. The recent decision by Russia to use the Mixed Oxide Facility will greatly accelerate
the Russian disposition effort, save money and time, and help to ensure parallclism. The exact
timing cannot be determined until detailed technical discussions take place with the Russians.
The uncosted balance remains necessary to achicve the programmatic activities for which they
were originally appropriated.

Appropriation 892/30309, Defense Nuclear Nonproliferation (2 year) - Exceeds the
appropriation threshold by a net amount of $105.9 million. Of this total, $76 million is related to

supplemental funding received in the last quarter of the fiscal year. The remaining $30 million is
6



related to funding transferred from the Department of State, also not received until August 2002.
This appropriation supports the MPC&A, Nonproliferation and International Security, and the
Nuclear Safety and Emergency Cooperation programs.  Along with the late receipt of funding,
the major driver for these balances 1s the multi-year nature of the work. Funds arc typically
obligated during the first year of availability with expectations of the dcliverables being
completed and accepted over several years, resulting in higher than normal uncosted balances.
Also, as noted carlicr, these programs display higher balances due to difficulties in negotiating
with the FSU. These balances remain necessary for the programmatic activitics for which they
were originally appropriated.

Appropriation 89X0315, Uranium Facilities Maintenance & Remediation - Excceds the
appropriation threshold by a net amount of $59.9 million. The major drivers for the amount over-
threshold are: 1) latc award of a contract to construct two facilities to convert depleted uranium
hexafluoride (DUFO6) for disposal and/or recuse. The award was delayed by the enactment of a
law by Congress mandating the construction of the two facilities. Award was made in August
2002.  2) Dclayed resolution pending completion of on-going negotiations over appropriate
funding sources and final approval of Memorandum of Agreement (MOA) with United States
Enrichment Corporation (USEC), which defined the Departiment’s final liability amount. The
MOA was finalized in late June. Duc to the late resolution of these issues, full costing could not
occur in FY 2002. 3) Dclayed costing related to the incompletion of various stages of a
deliverable-based decontamination and decommissioning contract. In addition, recent fires also
contributed to delays in the shipping of waste, further preventing the completion of deliverables.
Work and costing for this contract should be on track in FY 2003. These balances remain
necessary for the programmatic activities for which they were originally appropriated.

Interior Appropriations

Appropriation 89X0213, Iossil Energy Research and Development - Exceceds the
appropriation threshold by a net amount of $ 115.9 million. The following items arc the primary
drivers for the over-threshold amount: 1) a series of continuing resolutions in FY 2002 limiting
the availability of funds carly in the year and constricting competitive soliciting by the programs,
which results in delays in obligations and subsequent costing; 2) the use of various cost shared
rescarch and development contracts which require advance funding for multi-year work, whercin
costing occurs over a longer time span; 3) the execution of competitive contractual instruments
such as Broad Bascd Agency Announcements, Program Research and Development
Announcements, Program Solicitations, ctc., which require additional time to generate awards
and produce higher than normal uncosted balances; and, 4) uncosted balances retained to pay
final vouchers for contracts in closcout and awaiting final Defense Contract Audit Agency
audits. These balances remain necessary to fund the programmatic activities for which they were
appropriated. ’

Appropriation 89X0215, Energy Conservation - Exceeds the appropriation threshold by a net
amount of $77.1 mullion, primarily the result of contracting mechanisms and operating
proccdures (such as cost-shared contracts and competitive R&D awards) necessary to conduct
the types of rescarch and development activities supported by the Encrgy Conservation
appropriation. These contracting vehicles inherently provide levels of uncosted balances which
arc higher than normal operating funding, but which are equally justifiable.
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For example, the Office of Energy Lfficiency and Renewable Encrgy frequently enters into cost-
shared rescarch activities, which are subcontracted through the Department's laboratorics. The
"Building Amcrica” program and the "Partnership for a New Generation of Vehicles”" program
both arc n this category. Funds for these and other cost-shared activitics are most often multi-
year in naturc and require up-front funding to ensurc program continuity. This funding process,
while necessary, results in higher uncosted balances than normal due to the out year funding
commitments.

Another characteristic unique to Energy Conservation research activitics is the length of time
required to make competitive awards after the start of the fiscal ycar. Competitive solicitations
arc subjeet to a two month solicitation period, a two month application period, and a two to three
month period for final award. This delays the obligation of funds significantly. Funds that might
otherwise be obligated in December, for example, would be obligated in June or July. Therefore,
an additional six to scven months (approximately 48 to 56 percent) of uncosted obligations might
be expected at the end of the year.

Thesce arc typical examples of circumstances that affect uncosted balances for this appropriation.
The Department continues to monitor these activitics to ensure that any over-threshold amounts
arc attributable to these types of circumstances. In addition, the Office of Encrgy Efficiency and
Renewable Encrgy began implementing new business management systems two years ago that
facilitate structured performance reviews including the review of accrued costs and uncosted
balances in relation to technical progress. The office also implemented a major reorganization for
the purposc of improving program management.  The new management processes and
organization will increasingly facilitate advanced program planning, the timely transfer of funds
to procurement offices for program implementation, and the monthly review of milestonc
achicvements within projected schedules and costs.  This emphasis on program and project

management, with special attention on carryover balances, could reduce uncosted balances in the
future.

These funds are ncceessary to accomplish the programmatic activitics for which they were
appropriated.
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