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YELLOW CAKE PLC
Adds 3.5 MMlb U3O8, Uranium Prices Set to Move Higher
EVENT

Recommendation:

Yellow Cake has completed an upsized $140 MM
equity financing to fund the purchase of at least 3.5
MMlb U3O8 directly from Kazatomprom (KAPLSE, Not Covered), the world’s largest uranium
producer.

Symbol/Exchange:
YCA-LON
Sector:
Metals & Mining
All dollar values in US$ unless otherwise noted.
Current price:
£2.27
One-year target:
£3.00
Return to Target:
32.2%
Cash on hand:
$40.0 MM

BOTTOM LINE

Equity Research

Positive – The removal of 3.5 MMlb U3O8 of
primary supply should put a floor under uranium
spot prices in our view. While this material may not
necessarily have been destined to transact on the
spot market, it should at the very least, remove any
perceived oversupply overhang.

BUY

Financial summary
Shares O/S (MM)

128.6 52-week range

£1.36 - £2.58

Market cap (MM)

£292.3 Avg. vol. (000)

507.652

Market float (MM)

£231.5 Fiscal year-end

Inventory

Quantity

31-Mar
Mkt Price Mkt Value

(MM lb)

($)

(MM$)

12.8

$27.38

$350.9

FOCUS POINTS

U3O8

▪

Net Working Capital

$35.6

Net Asset Value

$386.5

NAVPS

£2.15

Current Premium/Discount to Market NAV

5.5%

YCA Increases U3O8 Inventory by 38%: The
Company will purchase a minimum of 3.5
MMlb U3O8 from Kazatomprom at $28.95/lb,
a price agreed to on February 19, 2021, in-line
with spot U3O8 prices at the time. This brings
Yellow Cake’s total inventory to 12.8 MMlb
U3O8, at a consolidated average purchase price
of $23.69/lb, 13% below current spot prices,
and 57% below the incentive price for new
production of $55/lb (Cantor estimate).

▪

Retains Premium to NAVPS: At current spot
uranium prices ($27.38/lb) and FX rates, and
incorporating the new net cash balance,
uranium in inventory, and shares outstanding,
Yellow Cake continues to trade at a premium to
NAVPS, at 1.06x, presently. Historically, this
has proven to be an excellent leading indicator
of a move higher in spot uranium prices.

▪

Maintaining Rating and Target: We are
maintaining our Buy rating and £3.00 target
price on Yellow Cake based on multiple of 1.0x
NAVPS and a short-term uranium price
forecast of $35.00/lb U3O8.

Source: Company Reports and Cantor Fitzgerald Canada Estimates

Company profile: Yellow Cake Plc. is a specialist
company operating in the uranium sector, created to
purchase and hold U3O8 to offer shareholders exposure
to the price appreciation of uranium.
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BOOSTS INVENTORY 38% TO 12.82 MMLB U3O8
Earlier this week, Yellow Cake completed an upsized $140 MM equity financing
(from $110 MM originally) to fund the purchase of at least 3.5 MMlb U3O8
directly from Kazatomprom, the world’s largest uranium producer. Cantor
Fitzgerald acted as Joint Bookrunner in the placement that was completed at
£2.23 per YCA share, a 5.5% discount to Yellow Cake’s previous closing price
and a 0.5% premium to its NAVPS prior to the announcement. The Company
will purchase a minimum of 3.5 MMlb U3O8 from Kazatomprom at $28.95/lb, a
price agreed to on February 19, 2021, in-line with spot U3O8 prices at the time.
This brings Yellow Cake’s total inventory to 12.8 MMlb U3O8, at a consolidated
average purchase price of $23.69/lb, 13% below current spot prices, and 57%
below the incentive price for new production of $55/lb (Cantor estimate).
Moreover, YCA’s net working capital now stands at $35.6 MM (Cantor estimate),
and it carries zero debt, so the Company is primed for additional follow-on U3O8
purchases at the discretion of management.
Exhibit 1. NAV Based on Current U3O8 Prices
YCA-LN
U3O8

Spot Price

Spot Price Market Value

Unit

Inventory

$

GBP

lb

12,816,385

$27.38

£19.63

Inventory
Net Working Capital
Net Asset Value

($'000)
$350,913
$350,913
$35,575
$386,488

Net Asset Value Per Share

£2.15

P/NAVPS

1.06x

Source: FactSet, Cantor Fitzgerald Estimates, Yellow Cake Plc.

YELLOW CAKE NET ASSET VALUE
Based on the current U3O8 spot price of $27.38/lb, the current GBP/USD FX
rate of 1.395, and Yellow Cake’s pro-forma uranium in inventory and cash
balance post the $140 MM placement, the current intrinsic value (1.0x NAVPS)
for YCA totals £2.15/share (Exhibit 1).

MARKET IMPLYING SPOT RANGE OF $28.89-30.99/LB U3O8
At its most recent price of £2.27/share, Yellow Cake continues to trade at a
premium to its NAVPS, at 1.06x, presently. Historically, this has proven to be an
excellent leading indicator of a sustainable move higher in spot uranium prices.
Based on YCA’s most recent closing price, the market is implying a U3O8 spot
price of $28.89/lb, 5.5% higher than the current U3O8 spot price of $27.38/lb.
Based on Yellow Cake’s closest comparable, Uranium Participation Corp’s (UTSX, Buy – C$5.50 target) most recent closing price, the market is implying a
U3O8 spot price of $30.99/lb, 13.2% higher than the current U3O8 spot price.
Premiums and discounts to NAVPS are commonplace and indicative of market
sentiment as it relates to the direction of uranium prices. NAVPS premiums
indicate pending strength in U3O8 spot prices, and NAVPS discounts indicate the
opposite.
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MAINTAINING BUY RATING AND TARGET
Incorporating the 3.5 MMlb U3O8 purchase and pro-forma net working capital
position and outstanding shares, we are maintaining our Buy rating and a
£3.00/share price target on Yellow Cake. This target is based on an unchanged
multiple of 1.0x P/NAVPS (rounded), on our 12-month U3O8 price forecast of
$35.00/lb, the Company’s current financial position, and a GBP/USD FX rate
of 1.30. A target price sensitivity to uranium prices and GBP/USD FX rates is
provided in Exhibit 2 below.
Exhibit 2. Target NAVPS Sensitivities
Short-term U3O8 Price Forecast ($/lb)
GBP/USD

$30.00

$32.50

$35.00

$37.50

$40.00

1.37

£2.50

£2.70

£2.90

£3.00

£3.20

1.33

£2.60

£2.70

£2.90

£3.10

£3.30

1.30

£2.60

£2.80

£3.00

£3.20

£3.40

1.27

£2.70

£2.90

£3.10

£3.30

£3.50

1.24

£2.70

£2.90

£3.10

£3.40

£3.60

Source: Cantor Fitzgerald

FURTHER UPSIDE LONGER-TERM
Our £3.00/share price target on Yellow Cake is based on a 12-month U3O8 price
forecast of $35.00/lb. We believe this spot price is certainly achievable by yearend, and likely even overly conservative. Over the longer-term (3+ years), our
U3O8 price estimate forecast is considerably higher at $55/lb, our best estimate
as to the price required to sustain current mine production and incentivize the restart of shuttered operations to meet growing global utility demand. At current
FX rates, a $55/lb U3O8 price drives a NAVPS and longer-term target price for
Yellow Cake of £4.10/share. As such, over the longer-term, our target has a clear
bias to the upside.

INVESTMENT THESIS
Yellow Cake is an excellent low-risk vehicle offering exposure to a commodity
that investors cannot physically hold. The Company offers unlevered exposure
to uranium price appreciation on its physical holdings and to its uranium-based
financing initiatives via potential streaming, royalty, or logistics optimization
associated with trading. In short, for institutional investors desiring exposure to
the uranium price that are unwilling to take on the operating risk and financial
gearing of a uranium producer, Yellow Cake is one of only two “pure play”
vehicles, the other being Uranium Participation Corp. YCA’s competitive
advantage relative to U, is its supply agreement (at YCA’s option) with
Kazatomprom, the world’s largest and lowest cost producer of uranium oxide.
As YCA grows via the accretive purchases of more material from Kazatomprom,
its trading liquidity will improve, presumably driving a multiple expansion and
closing the P/NAVPS disparity between it and U. Note that U currently trades
at 1.13x P/NAVPS, holds U3O8 and equivalents of 17.32 MMlb, has a market
cap of C$686 MM, with average daily trading volume of +550 K shares (~C$2.7
MM/day).
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INVESTMENT RISKS
Investing in mining and exploration companies is inherently risky. Commodity,
geological, operational, regulatory, or financing risks on projects could result in
delays in development or production, impact economics or disrupt shipment
schedules.

Commodity Risk
The Company is primarily a physical uranium storage vehicle. There is a risk that
uranium prices could decline in the interim as a result of supply growth, a
reduction in demand, the phase-out of nuclear power, or any number of other
factors. Should the price of uranium decline significantly, the value of Yellow
Cake PLC would be adversely impacted.

Regulatory Risk
In accordance with applicable Federal and Provincial laws and regulations, the
operating company on which Yellow Cake PLC has an option purchase
agreement (Kazatomprom) is required to obtain the proper permits and licenses
in order to conduct exploration activities, develop projects, and ultimately process
ore. We believe that Yellow Cake PLC will continue to be diligent in its selection
of top-tier partners with well-established operating histories.

Political Risk
Yellow Cake’s primary exposure is to Kazakhstan, a country with well
documented political ties to Russia, particularly as it relates to uranium extraction.
Geopolitical risk should be a significant consideration to all investors considering
Yellow Cake PLC.
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DISCLAIMERS AND DISCLOSURES
Disclaimers
The opinions, estimates and projections contained in this report
are those of Cantor Fitzgerald Canada Corporation (“CFCC”) as
of the date hereof and are subject to change without notice. Cantor
makes every effort to ensure that the contents have been compiled
or derived from sources believed to be reliable and that contain
information and opinions that are accurate and complete; however,
Cantor makes no representation or warranty, express or implied, in
respect thereof, takes no responsibility for any errors and
omissions which may be contained herein and accepts no liability
whatsoever for any loss arising from any use of or reliance on this
report or its contents. Information may be available to Cantor that
is not herein.
This report is provided, for informational purposes only, to
institutional investor clients of Cantor Fitzgerald Canada
Corporation, and does not constitute an offer or solicitation to buy
or sell any securities discussed herein in any jurisdiction where such
offer or solicitation would be prohibited. This report is issued and
approved for distribution in Canada, Cantor Fitzgerald Canada
Corporation, a member of the Investment Industry Regulatory
Organization of Canada ("IIROC"), the Toronto Stock Exchange,
the TSX Venture Exchange and the CIPF. This report is has not
been reviewed or approved by Cantor Fitzgerald USA., a member
of FINRA. This report is intended for distribution in the United
States only to Major Institutional Investors (as such term is defined
in SEC 15a-6 and Section 15 of the Securities Exchange Act of
1934, as amended) and is not intended for the use of any person or
entity that is not a major institutional investor. Major Institutional
Investors receiving this report should effect transactions in
securities discussed in the report through Cantor Fitzgerald USA.
Non US Broker Dealer 15a-6 disclosure: This report is being
distributed by (CF Canada/CF Europe/CF Hong Kong) in the
United States and is intended for distribution in the United States
solely to “major U.S. institutional investors” (as such term is
defined in Rule15a-6 of the U.S. Securities Exchange Act of 1934
and applicable interpretations relating thereto) and is not intended
for the use of any person or entity that is not a major institutional
investor. This material is intended solely for institutional investors
and investors who Cantor reasonably believes are institutional
investors. It is prohibited for distribution to non-institutional
clients including retail clients, private clients and individual
investors. Major Institutional Investors receiving this report should
effect transactions in securities discussed in this report through
Cantor Fitzgerald & Co. This report has been prepared in whole or
in part by research analysts employed by non-US affiliates of
Cantor Fitzgerald & Co that are not registered as broker-dealers in
the United States. These non-US research analysts are not
registered as associated persons of Cantor Fitzgerald & Co. and are
not licensed or qualified as research analysts with FINRA or any
other US regulatory authority and, accordingly, may not be subject
(among other things) to FINRA’s restrictions regarding
communications by a research analyst with a subject company,
public appearances by research analysts, and trading securities held
by a research analyst account.

Potential conflicts of interest
The author of this report is compensated based in part on the
overall revenues of Cantor, a portion of which is generated by
investment banking activities. Cantor may have had, or seek to
have, an investment banking relationship with companies
mentioned in this report. Cantor and/or its officers, directors and
employees may from time to time acquire, hold or sell securities
mentioned herein as principal or agent. Although Cantor makes
every effort possible to avoid conflicts of interest, readers should
assume that a conflict might exist, and therefore not rely solely on
this report when evaluating whether or not to buy or sell the
securities of subject companies.

Disclosures as of March 3, 2021
Cantor has provided investment banking services or received
investment banking related compensation from Yellow Cake Plc.
within the past 12 months.
The analysts responsible for this research report do not have, either
directly or indirectly, a long or short position in the shares or
options of Yellow Cake Plc.
The analyst responsible for this report has not visited the material
operations of Yellow Cake Plc.

Analyst certification
The research analyst whose name appears on this report hereby
certifies that the opinions and recommendations expressed herein
accurately reflect his personal views about the securities, issuers or
industries discussed herein.

Definitions of recommendations
BUY: The stock is attractively priced relative to the company’s
fundamentals and we expect it to appreciate significantly from the
current price over the next 6 to 12 months.

BUY (Speculative): The stock is attractively priced relative to
the company’s fundamentals, however investment in the
security carries a higher degree of risk.
HOLD: The stock is fairly valued, lacks a near term catalyst, or its
execution risk is such that we expect it to trade within a narrow
range of the current price in the next 6 to 12 months. The longer
term fundamental value of the company may be materially higher,
but certain milestones/catalysts have yet to be fully realized.
SELL: The stock is overpriced relative to the company’s
fundamentals, and we expect it to decline from the current price
over the next 6 to 12 months.
TENDER: We believe the offer price by the acquirer is fair and
thus recommend investors tender their shares to the offer.
UNDER REVIEW: We are temporarily placing our
recommendation under review until further information is
disclosed.
Member-Canadian Investor Protection Fund.
Customers' accounts are protected by the Canadian Investor
Protection Fund within specified limits. A brochure describing
the nature and limits of coverage is available upon request.
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