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Message from the Secretary

As required by the Energy Policy Act of 1992 (Public Law 102-486), the Department of
Energy is submitting a Report on Uncosted Balances for Fiscal Year Ended 2010. This
report presents the results of the Department’s annual analysis of uncosted obligation
balances against pre-defined thresholds for various types of funding.

Pursuant to statutory requirements, this report is being provided to the following
Members of Congress:

e The Honorable Joseph Biden
President of the Senate

e The Honorable John Boehner
Speaker of the House of Representatives

e The Honorable Daniel K. Inouye
Chairman, Senate Committee on Appropriations

e The Honorable Thad Cochran
Ranking Member, Senate Committee on Appropriations

e The Honorable Hal Rogers
Chairman, House Committee on Appropriations

e The Honorable Norm Dicks
Ranking Member, House Committee on Appropriations

e The Honorable Dianne Feinstein
Chairman, Senate Subcommittee on Energy and Water Development, Committee on
Appropriations

e The Honorable Lamar Alexander
Ranking Member, Senate Subcommittee on Energy and Water Development,
Committee on Appropriations

e The Honorable Rodney P. Frelinghuysen
Chairman, House Subcommittee on Energy and Water Development, Committee on
Appropriations

e The Honorable Peter J. Visclosky
Ranking Member, House Subcommittee on Energy and Water Development,
Committee on Appropriations
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The Honorable Fred Upton
Chairman, House Committee on Energy and Commerce

The Honorable Henry A. Waxman
Ranking Member, House Committee on Energy and Commerce

The Honorable Ralph M. Hall
Chairman, House Committee on Science, Space, and Technology

The Honorable Eddie Bernice Johnson
Ranking Member, House Committee on Science, Space, and Technology

The Honorable Jeff Bingaman
Chairman, Senate Committee on Energy and Natural Resources

The Honorable Lisa Murkowski
Ranking Member, Senate Committee on Energy and Natural Resources

If you have any questions or need additional information, please contact me or Jeff Lane,
Assistant Secretary, Office of Congressional and Intergovernmental Affairs, at
(202) 586-5450.

Sincerely,

Gty G

Steven Chu
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Executive Summary

As required by the Energy Policy Act of 1992 (Public Law 102-486), the Department of
Energy is submitting a Report on Uncosted Balances for Fiscal Year Ended 2010. This
report presents the results of the Department’s annual analysis of uncosted obligation
balances against pre-defined thresholds for various types of funding.
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Purpose

Section 2307 of the Energy Policy Act of 1992 (42 U.S.C. § 13526) requires the
Department of Energy (Department or DOE) to submit an annual report to Congress on
the state of the Department’s uncosted obligations. The section requires the report to
identify the uncosted obligations at the end of the previous fiscal year (FY), describe the
purpose of those funds, and describe the effect the information had on the annual budget
request. This report presents a presentation and analysis of the Department’s uncosted
balances for FY 2010. In FY 2009, the American Recovery and Reinvestment Act of
2009 (Recovery Act) provided the Department an additional $36.7 billion of funding.
The FY 2009 uncosted balances associated with Recovery Act funding are separately
presented in Figure 1, but are not included in the additional analysis of uncosted balances
in this report.

Background and DOE’s Approach

The Department’s uncosted balances have increased steadily since FY 1998 and have
been frequently audited by the Government Accountability Office (GAO). Historically,
the Department has used a comprehensive approach to systematically manage and
analyze uncosted balances. DOE’s original approach was developed in FY 1996, in
response to GAO criticism that the Department did not have a standard, effective
approach for

identifying excess Figure 1

carryover balances
that might be Uncosted Obligations by Fiscal Year
available to reduce
future budget
requests. To
address GAO’s
concerns, DOE
established
percentage
thresholds
specifying levels of
uncosted balances
consistent with
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contractual arrangements. This allowed the Department to evaluate its overall
performance based on the variance between target thresholds and actual uncosted
balances. The Department established the target thresholds through internal analysis and
discussions with GAO. A target threshold is defined as an analytical reference point (i.e.,
a specific dollar value or percentage of funds available) beyond which uncosted
obligation balances should be given greater scrutiny. Balances in excess of thresholds are
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subjected to more intensive review and require a more detailed explanation or
justification to determine their cause and to identify the expectation for full costing.
Table 1 defines the Department’s uncosted categories and associated thresholds.

Table 1
CATEGORY THRESHOLD
Contractor Operating Costs: Costs incurred | 13% of the Total Funds Available to Cost
by Site/Facility Management Contractors (TAC)* for contractor operating activities for
(SFMC). the FY just ended.
Federal Operating Costs: Operating costs 17% of the TAC for Federal operating
not related to SFMCs or other identified activities for the FY just ended.
categories.
Capital Equipment (CE), General Plant 50% of the TAC for CE, GPP and AIP,
Projects (GPP) & Accelerator respectively, for the FY just ended.

Improvement Projects (AIP): Costs
incurred for CE, GPP and AIP. CE includes
those items that meet the accounting criteria
for capitalization.

e Line Item Construction Not subject to a specific threshold. These
e Grants must be evaluated on a case-by-case basis.
o Cooperative Research and (Consistent with GAO’s approach)

Development Agreements and other
Cooperative Agreements
e Reimbursable Work

*Total Available to Cost (TAC) represents the total of all obligated amounts that are available for costing during
the year. TAC is calculated as Beginning Uncosted + Current Year Obligations.

To atrive at a target percentage for each category of funding, the Department analyzed the
typical funding patterns and balanced those with what should be reasonably expected given
typical procurement and funding execution patterns. GAO’s methodology for reviewing
uncosted balances was also examined to help make a final determination for the
Department. The 17 percent threshold for Federal Operating Costs represents
approximately two months of carryover available at the beginning of the next fiscal year to
facilitate the receipt of new funding and processing of procurement requests. This assumes
no funding delays (e.g. continuing resolution) and the use of basic funding instruments (e.g.
no special procurement instruments that would require extended solicitations). In working
with our laboratory budget directors, it was proposed that the more streamlined procurement
processes of the contractors would allow for a slightly accelerated obligation pattern if
funding is received in a timely manner. Therefore, they proposed a more stringent threshold
(based on an analysis of typical obligation and costing patterns) of 13 percent. Capital
equipment projects in total typically have higher uncosted balances since many are multi-
year in nature. Therefore, as much as 50 percent could be uncosted in the first year of the
award. Since we have a continuous stream of new projects and old project completions, 50
percent was set as a reasonable threshold beyond which further justification should be
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considered. Setting a lower threshold would likely cause the automatic review of most
projects, which would find the same root cause for the delay in costing (i.e., the first year of
a multi-year contract).

To identify thresholds at the appropriate level, the Department first segregates the uncosted
balance for each appropriation by the categories identified on Table 1 on the previous page.
The thresholds for each category are then calculated using the established percentages. The
line-item construction and grant categories are removed since these categories are not
subject to a specific threshold. The category thresholds are then rolled together to obtain the
overall threshold amount by appropriation. The combined threshold is then compared to the
ending uncosted balance to generate the variance or over/under threshold amount. The
threshold analysis section of this report provides more information for the significant
variances.

While this approach provides a sound analytical foundation, the Department wanted to
incorporate an on-going management focus and a collaborative forum for the discussion of
the Department’s financial execution. The Department holds a Quarterly Budget Execution
Review which helps strengthen the ability to effectively execute budgets by providing an
understanding of the drivers of high uncosted balances, establishing standard corporate
benchmarks for financial performance, strengthening requests for new budget authority, and
improving the Department’s ability to forecast out-year requirements.

Additionally, the Department has refocused attention on aging uncosted balances (any
balance older than two years prior to current fiscal year). Emphasis during the Quarterly
Budget Execution Reviews (BER) has been placed on these aged balances and
understanding why they remain uncosted. The review and understanding of these aged
balances have permitted the Department to use these funds for mission related work. For
the FY 2012 budget request, programs that were habitually under executing were given a
onetime target reduction based on the under execution.

The Department’s continued use and upgrades to the iPortal system (an application that
allows users to access financial, procurement, budget, and personnel information in one
online location to provide financial management information for decision making purposes)
has enabled further insight into the uncosted balances. The iPortal provides uncosted
balances and related data within dashboards for executives and program managers to use in
making operational decisions and for preparation of BER activities and explanations. Prior
year Congressional uncosted reports showed threshold values by category for each
appropriation and now iPortal can display uncosted information using threshold values by
category at the Strategic Theme level for the Department - Energy Security, Environmental
Responsibility, Management Excellence, Nuclear Security and Scientific Discovery and
Innovation. The iPortal uncosted balances excludes American Recovery and Reinvestment
Act (Recovery Act) funding, reimbursable work for others, and other miscellaneous
exclusions to avoid distorting operational uncosted balances.
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Current Status of Uncosted Balances

Figure 2
This report provides a
presentation and analysis of the FY 2010 Uncosted Balances by Theme
D s . ($in Billions)
epartment’s appropriated

uncosted balances for FY 2010 $5.0 348
($13.2 Billion) (exclusive of $4.0 =
Recovery Act balances). Figure $3.0 $2.7
2 presents the FY 2010 uncosted $2.0
balances by theme. The $1.0 -
Department leadership takes $0.0 - ,
seriously the careful Energy  Environmental Management  Nuclear Scientific
management of federal Security  Responsibility  Excellance Security Discovery &
. - ; . Innovation
resources. While Continuing W FY 2010 (Total $13.2)
Resolutions, the Recovery Act, {ncludestine tem Constroctonand rant dat]

. . nc neltem Constructionan rant data
and other factors described in -

the report lead generally to slower costing of appropriated dollars, Department leadership
recognize that there are always opportunities to enhance management control of our
balances. We are improving our ability to monitor spending and to take action where
necessary to use money to achieve the goals for which it was intended in a timelier
manner.

For example, during FY 2011, uncosted balances will be aged, Quarterly Budget
Execution Reviews with the Program Offices will be held, and Program Offices will
submit spend plans for obligations and costing of older balances as well as new budget
authority. Spend plan balances will be tracked monthly against actual spending, and
justifications for significant deviations will be required. Quarterly budget execution
reviews include a focus on the status of the uncosted balances prior to FY 2009 and how
the spend plan is being executed when compared to the actual data. These reviews
provide scrutiny of program execution as well as more rigor in the analysis of the
budgets. The Programs are held accountable to the projected year end uncosted balances.

The Depatrtment’s uncosted balances exceeded thresholds by $2.6 billion in FY 2010.
The following table presents a breakout of threshold variances by themes for FY 2010. It
excludes Line-Item Construction and Grants data since these categories are not subject to
a specific threshold.
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Table 2
Uncosted Balances

Summary Threshold Analysis by Theme
Dollar in Thousands

YTD
Total Available YTD Obs % YTD Obs Threshold
Theme Threshold s

to Cost (TAC) Uncosted Uncosted Uritosted Variance
Energy Security 5,117,552 1,948,928 38.1% 849,463 1,099,465
Environmental
Responsibility 6,775,743 1,056,253 15.6% 1,010,123 46,130
:‘E”:c";f;:‘;:“‘ 1,092,111 279,918 25.6% 178,931 100,986
Nuclear Security - 11,454,985 2,669,837 23.3% 1,837,793 832,044
Scientific Discovery o
shd datUatidn 4,800,630 1,432,633 29.8% 944,037 488,596

29,241,021 7,387,568 25.3% 4,820,347 2,567,221

(Excludes Line-Item Construction and Grants)

Threshold Analysis by Theme and Appropriation

Explanation of Significant Threshold Variances

As noted earlier in this report, the purpose of the threshold approach is to provide a
reference point beyond which further analysis of uncosted balances is required. It cannot
be assumed that any amount over threshold is inherently available or unnecessary or that
any amount under threshold is appropriate or justified. In addition to providing a basis for
assessing the appropriateness of balances, this analysis helps to identify types of funding
and contractual instruments that display inherently higher balances than typical operating
funding.

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. The following sections identify the key
drivers/justifications for appropriations with significant over-threshold amounts.
Threshold variances for all appropriations are provided in Appendix 1.

Energy Security - $1.1 Billion over Threshold
Appropriation 89-X-0213 Fossil Energy Research and Development
This appropriation exceeds the threshold by a net amount of $96.2 million. This

over threshold uncosted balance is due to FE funding multiple high risk R&D
projects through cost sharing partnerships with private sector participants. To

10
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demonstrate the Government’s commitment to these projects and to facilitate that
private sector stakeholders obtain the necessary matching financing, FE obligates a
large portion of the government share of the total estimated project costs in advance
of defined budget periods and prior to carrying out planned work activities. This
results in uncosted obligation balances in excess of the threshold estimate.

Appropriation 89-X-0319 Nuclear Energy

This appropriation exceeds the threshold by a net amount of $112.8 million. The
primary drivers for this over-threshold amount include: 1) the multi-year funding
awards under the Integrated University Program and R&D funding provided to
universities as part of the Generation IV Nuclear Energy Systems (Gen IV) and the
Fuel Cycle R&D programs; 2) the long-lead procurement supporting Idaho National
Laboratory infrastructure efforts; and 3) the delays with awarding the Funding
Opportunity Announcements within the Gen IV program.

Appropriation 89-X-0321 Energy Efficiency and Renewable Energy

This appropriation exceeds the threshold by a net amount of $580.1 million. The
primary drivers for this over-threshold balance include: 1) top priority was given to
the award, management, and oversight of $16.8 billion of Recovery Act funds, which
expired at the end of FY 2010; 2) delayed enactment of final appropriations due to a
Continuing Resolution that further postpones the award of contracts;

3) Weatherization Assistance and State Energy Program Grants do not align with the
Federal Government fiscal year and are subsequently awarded 6 to 9 months after the
beginning of the fiscal year; 4) many of EERE’s technology projects must be
competed, which often requires a long solicitation period of 12 to 18 months (for
preparation, review, release, competition, negotiating awards); and 5)
Congressionally Directed Project recipients are often delinquent in submitting
complete applications, project scope, cost-share, budgets for prime and sub-
recipients, or information regarding NEPA requirements, and therefore conditional
awards are made until proper documentation is submitted causing delays in the
expenditure of funds. These drivers were significant contributors to the over
threshold amounts for: 1) the Biomass/Biofuels Energy Systems program in the
Federal Operating category; 2) Solar Energy program in the SFMC category; and 3)
Hydrogen and Fuel Cell program in the SFMC category. Uncosted obligations of
$89.1 million in Federal Operating for Biomass/Biofuels is needed to support
Biomass Systems Integration and Production R&D associated with work on
Integration of Biorefinery Technologies. A total of $89.6 million in uncosted
obligations for Solar Energy in the SFMC category is for applied research and
development of Photovoltaic energy systems. Finally, a total of $55.8 million for the
Hydrogen and Fuel Cell program in the SFMC category is needed to support the
research and development of Fuel Cell Stack Components. The uncosted balance in
these RD&D programs resulted primarily from delayed awards due to the late
appropriation and lengthy solicitation and review periods due to the complexity of
the proposed work.

11
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Nuclear Security - $0.8 Billion over Threshold

Appropriation 89-X-0240 Weapons Activities

This appropriation exceeds the threshold by a net amount of $150.7 million. This
appropriation exceeds the thresholds for Operations and Maintenance funding by a
net amount of $127 million. This largely resulted from long-lead procurements, the
National Environmental Policy Act (NEPA) lawsuit at Kansas City Plant which is
now resolved, delays in contract awards and procurements being issued late in the
fiscal year.

Programmatically, the issues were most prevalent in the following programs:
Readiness in Technical Base and Facilities; Tritium Readiness; Secure
Transportation Asset (STA), and Facilities and Infrastructure Recapitalization
Program (FIRP). RTBF balances were above threshold due to: infrastructure
projects at the Savannah River Site and the delay in the Kansas City Responsive
Infrastructure Manufacturing & Sourcing project. The NEPA lawsuit which was
preventing the program from proceeding with its lease arrangement has been
resolved and the lease was awarded in July. The carryover funding will be used to
meet FY 2011 funding requirements, which includes the award of several large
relocation contracts.

Uncosted balances in Tritium Readiness are due to the structure of the WesDyne
contract for Tritium Producing Burnable Absorber Rods (TPBARS), which requires
full funding at contract award although the contract is to be executed over three to
four years. The long-lead contracts build a reasonable inventory of parts and
TPBARSs, manage risk throughout the commercial tritium supply chain, enable
TPBARS to be available at their required insertion time point, and control the costs
of the Tritium subprogram. Uncosted balances are above threshold in STA due the
late obligation of funding for the purchase of a replacement aircraft, long lead
procurements for the escort vehicles and ammunition, and new contracts that had to
be obligated with the first full year of performance. The bulk of the uncosted
funding above threshold for FIRP falls under the Recapitalization program, which is
a construction based program where the work is performed by subcontractors. These
are long lead procurements that take up to several months to obligate and cost.

Appropriation 89-X-0309 Defense Nuclear Nonproliferation

This appropriation exceeds the threshold by a net amount of $767.9 million. Defense
Nuclear Nonproliferation (DNN) submits a semi-annual report on its
uncosted/uncommitted balances in response to the requirement given in Section 3121
of the National Defense Authorization Act for Fiscal Year 2004, P.L. 108-136. A
fuller explanation of the programs uncosted balances can be found in that
appropriation specific report for end-of-year FY 2010.

Uncosted balances for DNN often exceed Department thresholds due to the
program’s variety of overseas projects. Sound management and programmatic

12
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necessities require work to be fully complete and verified before DNN disburses
funds in non-U.S. venues. For these reasons the program also reports uncommitted
balances, which are more reflective of DNN’s financial performance. Committed
uncosted obligations are defined as subcontracts awarded by integrated M&O
contractors plus uncosted balances on DOE direct awarded contracts to other than
integrated M&O contractors. Uncommitted funds are those for which there are no
such encumbrances. At year end, 10.1 percent of total DNN funding was
uncommitted. If uncommitted funds are used as the metric, DNN execution is within
the DOE thresholds.

Nonproliferation and Verification Research and Development (25.1 percent
uncosted; 14.5 percent uncommitted) uncosted balances are due to project changes,
delays in environmental approval, and planned carryover to cover Laboratory
salaries.

The Elimination of Weapons-Grade Plutonium Production (EQGPP) program (33.5
percent uncosted; 0.6 percent uncommitted) will cost its carryover balances in FY
2011 once completed work can be verified. The program’s uncommitted levels are
within DOE uncosted thresholds. At the end of FY 2010, EWGPP had $75 million
of unobligated funding in DOE reserve for use in FY 2011 and for contract closeout.
The program will complete its activities in 2011.

In Nonproliferation and International Security (34.2 percent uncosted; 22.4 percent
uncommitted), uncosted/uncommitted balances above threshold stem from delays in
completing agreements with foreign partners, the inter-agency process, and
international policy issues. NIS personnel expect that balances will be fully
committed and costed in FY 2011.

International Nuclear Materials Protection and Cooperation (53.0 percent uncosted;
8.3 percent uncommitted) balances arise from long-lead procurements and delays
with Russia and non-FSU partner countries. The program’s uncommitted levels are
within DOE uncosted thresholds.

Balances within U.S. Fissile Materials Disposition (77.6 percent uncosted; 25.1
percent uncommitted) are due to the preferential costing of prior year appropriations
outside of DNN accounts (Nuclear Energy, Other Defense Activities, and Weapons
Activities) for the three line-item construction projects.

Russian Fissile Materials Disposition (90.2 percent uncosted; 52.2 percent
uncommitted) funds will be committed and costed once agreement is reached
between the United States and Russia on milestones in accordance with the amended
Plutonium Management and Disposition Agreement (PMDA), which was signed in
April 2010 during the Global Nuclear Security Summit.

13
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Balances within the Global Threat Reduction Initiative (33.2 percent uncosted; 7.3
percent uncommitted) stem from long-lead procurement and delays in the
contracting and approval process with foreign entities. The program’s uncommitted
levels are within DOE uncosted thresholds.

Scientific Discovery & Innovation - $ 0.5 Billion over Threshold

Appropriation 89-X-0222 General Science and Research Activities, Operating
This appropriation exceeds the threshold by a net amount of $489 million. The
overall uncosted balance for Office of Science (SC) at the end of FY 2010 is $2,744
million or 38 percent. Of the $2,744 million, $2,225 million is from the FY 2010
Appropriation. This is due in large part to new or continuing grants being issued
during the last quarter (typically between 50 and 60 percent). The FY 2010
Appropriation also provided increased funding (3.3 percent above the FY 2009
Appropriation) for ongoing projects that have slower costing rates and for grants that
are awarded with the academic year (August — June). Grants continue to be an
ongoing driver in SC’s uncosted balances. At the end of FY 2010, the overall grant
uncosted balance was $1,047 million, an increase of $301 million (or 40 percent)
over the FY 2009 overall grant uncosted balance. Of the $1,047 million, $817
million is from the FY 2010 Appropriation. Increases in the grant uncosted balances
are a result of the following: a midyear FY 2008 change in grant costing policy in
which there is no longer any threshold below which grants are automatically costed
upon obligation; time lags in university invoicing; awards made on academic year
schedule (August — June) instead of the fiscal year schedule; and a continued
emphasis and priority given to Recovery Act actions.

Of the balances and thresholds contained in this report, SC is over the Federal
Operating threshold by $38 million, the M&O Contractor threshold by $393 million,
and the Capital Equipment/General Plant Project (CE/GPP/AIP) threshold by $57
million. Federal Operating balances are a result of multi-year and ongoing activities
that are anticipated to be costed in FY 2011; for audit closeout that will either be
completed or deobligated in FY 2011; for small business awards and three-year
awards issued late in the fiscal year; outstanding position vacancies; and a single
contract with Defense Advanced Research Projects Agency that is delayed due to
missed milestones, M&O Contractor balances are attributed to late obligations for
items such as, but not limited to, Scientific Discovery through Advanced Computing
awards (awarded after mid-year and needs more than 13 percent carryover to reach
end of award period), Funding Opportunity Announcements (FOAs), and other
procurements awarded in September for the September through August academic
year; upfront funding for leases, subcontracts, and field experiments to prepare for
Continuing Resolutions; and falling behind plan to expedite Recovery Act costing.
CE/GPP/AIP balances are primarily due to long lead times on procuring scientific
instruments that consists of design, testing, and final acceptance before costing
occurs, but are also from upfront funding for small facility projects; receipt of

14
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Critical Decision approvals and committee recommendations late in the fiscal year;
and a focus on Recovery Act costing. Even though uncosted balances are over
threshold for Capital Equipment and GPP, nearly all of Office of Science projects are

on schedule for cost and performance.

15
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