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2021 Uranium outlook - Waiting on a (U) train
2020 was a turning point for uranium. As a result of COVID-19 related supply
disruptions, we saw spot uranium hit a high of $34/lb in 2020, its highest level since
early 2016 (Figure 2). Despite spot prices settling around $30/lb (+21% over 2020),
uranium equities continued to push higher into year-end, averaging an annual return
of 90% (in US$ terms) over 2020 and rising an average of 292% from March 23 levels,
the day Cameco announced its first suspension of production at Cigar Lake. Share price
performance was led by uranium developers, rising 105% on average, followed by
producers averaging 83%, and holding/royalty companies up 27% (Figure 1).
Primary supply under pressure. In our view, 2020 highlighted just how fragile and
concentrated uranium supply is with primary mine supply falling to 111mlbs (CGe),
a level not seen since 2008. COVID-19 supply cuts added to ~30% of primary mine
supply that has already come offline since 2016 as major producers have curtailed
production (CCO, KAP) in light of low uranium prices and increasing production
costs (Figure 3). The market has now shifted into a sustained deficit (Figure 4); and
with more mine shutdowns anticipated over the next 5-10 years (due to depletion),
significant new sources of supply will be needed to meet growing reactor demand.
In addition to a large portion of supply being loss making at current spot pricing (as
much as ~25-50%), a protracted period of depressed uranium prices has resulted in a
significant decline in investment in exploration (Figure 5), impacting the development of
potential new uranium mines to fill our anticipated supply shortfalls.
Demand continues to push higher. We forecast demand reaching 250mlbs U3O8 per
year (+46%) by 2035 driven by new and increasing commitments to nuclear power as
a source of low emission energy to combat climate change (Figure 6-7). We highlight
increasing demand for electricity (+50% by 2040 - IEA), recent commitments to carbon
neutrality in China and Japan (by 2060 and 2050, respectively), a shift to bipartisan
support for nuclear in the US (the world’s largest consumer), and advanced work on
SMRs globally, all as positive indicators for demand.
We expect 2021 to be an even stronger year for uranium. With 2020 experiencing
a record supply deficit, and the market susceptible to further supply shocks (as
evidenced by Cigar Lake), we believe prices will push higher in 2021 as utilities look to
secure future supply for their reactors. We forecast a 27% increase in spot to $37/lb by
year-end 2021 and have retained our LT outlook of $50/lb. In our view, the likelihood of
a return to long-term contracting improved drastically over 2020, with clarity emerging
on a number of trade policy issues that previously kept utilities away from contracting
including amendments to the Russian Suspension Agreement, results of the Nuclear Fuel
Working Group, and the outcome of US election. With the COVID-19 vaccine rollout now
underway, we believe utilities are starting to focus more on procurement and uncovered
demand requirements. Uncovered demand is estimated at 1.5 billion lbs through 2035.
Despite this, we have yet to see a major contracting cycle since Fukushima (Figure 8-9).
Other key factors that may drive prices in 2021 include: further COVID-19 demand/
supply impacts, China's 14th Five Year Plan, nuclear energy initiatives under President
Biden, and reactor restarts (UAE, China, etc) and shutdowns (Germany, Japan, US, etc).
Target price changes: In this report, we have updated our estimates to reflect our
latest uranium price forecasts and company outlooks (Figure 10). Our long-term price
remains unchanged at $50/lb U3O8.
Preferred equities for 2021: In Canada, our preferred equity exposure is NexGen
Energy (NXE-TSX). In Australia, we prefer Paladin Energy (PDN-ASX) and Boss
Resources (BOE-ASX). In the UK, our preferred exposure is Yellow Cake (YCA-AIM).
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Uranium in 10 key charts
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Figure 2: Uranium price performance in 2020
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Figure 4: The market has shifted into a sustained deficit
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Figure 5: Declining investment in uranium exploration

Demand as a % of Supply

40

U3O8 (mlbs)

2016

600
400
200

70%
2016

2017

2018

2019 2020e 2021e 2022e 2023e 2024e 2025e

Surplus/Deficit

Demand as a % of Supply

Source: Canaccord Genuity estimates

0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: S&P Global Market Intelligence

2
20 January 2021

2

Specialty Minerals and Metals
Target Price Changes

Figure 7: We expect demand to continue to push higher
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Figure 8: Increasing uncovered demand requirements
(U3O8 mlb)

Figure 9: LT contracting volumes have been low in recent
years
350
300

U3O8 mlb

250
200
150
100
50

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

0

Long-term
Source: UxC LLC, Uranium Participation Corp.

Spot

Source: UxC LLC, Canaccord Genuity estimates

Figure 10: CG uranium price deck – prices will need to push higher to incentivize
supply
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Uranium equities – looking out into 2021
We have updated our estimates for each of the companies we cover to reflect our
current outlook on uranium. In addition, we have rolled our NAV forward (where
applicable) to the beginning of 2021, and our 12-month target prices to the
beginning of 2022.
While we remain bullish on uranium in 2021, we recognize the opaque nature of the
market, and inherent risks in uranium mining and project development. Accordingly,
we prefer companies with a sound balance sheet and positive company specific
catalysts. Similar to 2020, we see the most upside potential within the developer
space. Our preferred equity exposures for 2021 are NexGen Energy (NXE-TSX),
Paladin Energy (PDN-ASX) and Boss Resources (BOE-ASX), among the developers.
For pure-play commodity exposure we continue to recommend physical funds
Uranium Participation (U-TSX) and Yellow Cake (YCA-AIM).
Our revised target prices and ratings in presented in Figure 11 below.

Figure 11: Revisions to target prices and ratings
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Figure 12: Global uranium comps
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Boss Resources – the Honeymoon continues
BOE-ASX: A$0.10ps | SPEC BUY | A$0.13ps TP (unchanged)
Since acquiring the Honeymoon uranium project in South Australia in 2015, BOE has
progressed permitting and technical work to place it in an enviable position to meet
renewed customer interest as utilities move to cover un-contracted demand (+50%
in the US by 2023). Additionally, with over A$170m of sunk infrastructure capital
and all necessary permits in place to operate it benefits from modest capital
intensity and a quick re-start time.
The DFS, released in Jan-20, confirmed a robust development scenario (CGe IRR
37%) over a 12-year LoM based on extracting only 50% of the total 72mlb U3O8
resource (90% M+I). In situ leach (ISR) will be used, a proven and low-cost
recovery method (used at >50% of global production). Furthermore, subsequent
technical work has identified the potential to further optimise and simplify the DFS.
Looking toward an enhanced feasibility study in JunQ’21: BOE has initiated
an Enhanced Feasibility Study (EFS) with the preliminary results likely to be
released in the MarQ prior to the full study being completed in the JunQ. That said,
given the encouraging nature of the initial results released to date, we believe it is
reasonable to assume that the outcomes (assuming similar uranium price forecasts)
will be superior to the January study. We previously made the following
amendments to our model, which reflects a two-stage development (three stages
prior) and continue to believe that these assumptions are reasonable:
1.

Production increased to 2.2Mlb/year (2.0Mlb/year prior)

2.

Opex decreased to US$27.5/lb (US$32+/lb prior blended stage 1 & 2)

3.

Upfront capex retained at US$93mn

Contracting is critical: we expect BOE to target long-term contracts (four years+
tenor) for 80%+ of its production with a robust floor price. We believe this remains
the single largest catalyst for the stock and we understand that BOE is already
involved in request for proposal (RFP) processes. In our view being based in
Australia with a short development gestation and full export approvals help
differentiate Honeymoon.
2021 Outlook: Following a A$15mn capital raising BOE had ~A$15.8mn in cash
reserves and no debt as at December 31. In our view, this provides more than
enough funding for care and maintenance at Honeymoon along with continued study
work and marketing activities.
Potential catalysts:
1.

Formalisation of sales agreements

2.

Enhanced feasibility study outcomes

3.

Funding progression
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Denison Mines – Big Wheel(er) keep on turnin’
DML-TSX: C$0.96 | SPEC BUY | C$1.10 TP (from C$0.90 TP)
2020 Review: Denison shares performed well over 2020, up 58% (in US$ terms),
despite being impacted by COVID-19 and having to suspend its formal
Environmental Assessment process back in March. Over the course of 2020, the
company continued to make strides towards de-risking the application of in-situ
recovery mining at its high-grade Phoenix deposit. Denison successfully completed
another ISR field program, helping build additional confidence in the results of an
independent hydrogeological model developed by Petrotek earlier in the year. These
results are expected to support the design and permitting of future field tests in
2021 which will be incorporated into a Feasibility Study (CGe 2022).
2021 Outlook: Looking out to 2021, Denison is well funded to advance ongoing
evaluation and Environment Assessment (EA) activities. In October, the company
completed a US$19 million public offering (upsized from US$10 million – at
US$0.37/sh) and now has ~C$29 million in cash and zero debt on its balance sheet.
We view this funding as sufficient for 2021; but expect that Denison will need to
raise additional equity sometime in early 2022.
In January, the company plans to restart its formal EA process. We expect
community engagement to be at the forefront in 2021 as DML prepares to submit a
draft Environmental Impact Statement to regulators in early 2022. We also look
forward to updates regarding test work at Phoenix, including a potential in-ground
lixiviant test on the deposit. The completion of a successful lixiviant test would
represent a significant de-risking catalyst in support of in-situ recovery mining. In
addition, we believe further details with respect to the potential operational,
financial and environmental benefits of the recently proposed freeze wall design at
Phoenix (see previous note here) could be a catalyst for DML’s shares.
Potential catalysts:


Results of in-situ recovery test work (ongoing)



Advancement of EA level work/EIS submission (2021/early 2022)



Details on implications of freeze wall design

Increasing target price to C$1.10/sh; maintain SPEC BUY rating: We are
increasing our target price on DML to C$1.10/sh, from C$0.90/sh. Our target price
remains based on 1.0x NAV, now measured as at Jan 1, 2022. Our revised target
price reflects recent share price appreciation (up 113% since our last update); with
our assumed equity raises now occurring at the current share price (C$0.96/sh) in
addition to a higher in-situ valuation applied to Denison’s other properties.
Given the 15% implied return to our target, we reiterate our SPEC BUY rating.
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Fission Uranium – Transitioning into 2021
FCU-TSX: C$0.43 | SPEC BUY | C$0.55 TP (from C$0.40 TP)
2020 Review: FCU underperformed in 2020, with its shares recording a 37% gain
vs. the peer group average of 105%. In our view, the underperformance was due to
a few factors including (but not limited to) COVID-19, a stressed balance sheet, and
online allegations against FCU’s senior management team earlier in the year. FCU
exited the year quite different than how it started. From September 2020 to yearend, we saw changes in both management and the Board and the successful closing
of two financings (on a bought deal basis) for total proceeds of ~C$24 million.
2021 Outlook: 2021 should be a transitional year for FCU as focus shifts primarily
to the development of Triple R, its high-grade flagship asset. With a strengthened
balance sheet, the company has expanded its in-house operations and engineering
teams and will be advancing work on a definitive Feasibility Study. We highlight the
recent appointment of Gary Haywood as VP Project Development. With over 35
years of experience in mine development and production having previously been the
General Manager at McArthur River and a Senior Mine Engineer at Eagle Point, Gary
brings a unique expertise in high-grade uranium mining in the Athabasca Basin. We
view this as an asset, as FCU transitions from an exploration company to a
development company.
Although far from production (CGe 2030), we remind investors that Triple R is one
of the best undeveloped uranium assets globally (high-grade, low-cost, safe
jurisdiction). Accordingly, we anticipate increased interest in the project as the
uranium market strengthens, which should improve Fission’s ability to progress the
project forward. We do believe, however, that share price movements over 2021
will be highly predicated on uranium price movements and sentiment, given a lack
of significant company-specific upcoming catalysts.
Potential catalysts:


Further team additions



Project Description acceptance (to advance permitting)

Increasing target price to C$0.55/sh; maintain SPEC BUY rating: We are
increasing our target price on FCU to C$0.55/sh, from C$0.40/sh. Our target price is
now based on 1.0x NAV, measured as at Jan 1, 2022. Our previous target price was
based on 0.8x NAV, measured as at Oct 1, 2021. The revised target price multiple
represents average trading multiples over December 2020. We have also updated
our estimates to account for the recent closing of the bought deal financing in
December (C$7 million).
Given the 34% implied return to our target, we reiterate our SPEC BUY rating.
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NexGen Energy – Ready, set… go!
NXE-TSX: C$3.30 | SPEC BUY | C$5.00 TP (from C$4.00 TP)
2020 Review: In 2020, NXE was among the best performing uranium companies
we cover. Despite being a quiet year in terms of company-specific news flow, the
stock returned 114% in 2020 and is up 371% since its March 23 low. 2020 was
highlighted by the announcement of a US$30 million financing with Queen’s Road
Capital, providing NXE with yet another strategically aligned investor, and adequate
funds to complete both Feasibility and Environmental Assessment level work.
2021 Outlook: Irrespective of a move in the underlying commodity, 2021 should
be an exciting year for NexGen, with the company well positioned to execute on six
major catalysts (listed below). We expect these catalysts to be a tailwind for NXE’s
share price over the next 12 months. The first catalyst - a bankable Feasibility
Study - is on track for release at the end of January. We expect the Feasibility Study
to reinforce our view that NexGen owns the world’s best undeveloped uranium
project. We anticipate similar parameters as the PFS, showcasing a robust and
highly profitable project. As a reminder, the Arrow deposit is extremely high-grade
(high-grade core of 17.85% U3O8) and hosted entirely in competent basement rock,
which is expected to lead to first quartile cash costs (US$4.36/lb PFS).
The second catalyst to look out for in 2021 will be the signing of Impact Benefit
Agreements (IBAs) with First Nations in proximity of the project site. The successful
negotiation of IBAs should be viewed as a positive indicator for project permitting.
We note that the submission of the final Environmental Impact Statement is also on
track for mid-2021 – another major catalyst. With one of the largest and most
advanced development projects in Saskatchewan, we continue to believe the
company is well positioned to benefit from increased government interest in the
advancement of capital projects; which in our view, could have positive implications
for permitting timelines.
Potential catalysts:


Resource update and definitive Feasibility Study (end of January)



Signing of Impact Benefit Agreements (H1 2021)



EIS and Licensing submission (mid-2021)



Team additions (H1 2021)



Initiation of detailed engineering and early works (H2 2021)

Increasing target price to C$5.00/sh; maintain SPEC BUY rating: We are
increasing our target price on NXE to C$5.00/sh, from C$4.00/sh. Our target price
remains based on 1.0x NAV, now measured as at Jan 1, 2022. Our revised target
price reflects NXE’s share price appreciation over 2020 as a reflection of improving
sentiment in the uranium market; with our assumed equity raises now occurring at
the current share price (C$3.30/sh).
Given the 52% implied return to our target, we reiterate our SPEC BUY rating.
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Paladin Energy – the trend is your friend
PDN-ASX: A$0.30ps | SPEC BUY | A$0.31ps (from 0.20ps)
Over the course of 2020 PDN’s newly appointed CEO, Ian Purdy, divested non-core
assets, cut its cost structure, and focused the organisation on ensuring that its
flagship Langer Henrich project (75% PDN) was re-start ready for an anticipated
recovery in the uranium market.
The delivery of the LH re-start plan in June was a key milestone for the company as
it confirmed 1) restart capital of US$81mn to deliver 5.9Mlb/yr of U3O8 2) a fast restart time of 12months; 3) US$27/lb C1 costs. In our view, LH will be one of the
first re-starts off the rank as the market tightens.
This progress along with improving uranium sentiment resulted in PDN’s share price
appreciating by 150% over 2020, with the bulk of this positive performance
occurring in November and December.
2021 Outlook: Looking out to 2021, PDN has sufficient cash reserves (US$32.4mn
as at 30Sep20) to advance its contraction plans. That said with US$115mn in debt
(due 2023) additional funding will likely be required should a positive investment
decision be taken in 2021.
Potential catalysts:
1.

Formalisation of sales agreements – prior to entering care and maintenance
in 2018 LH had supplied 43Mlbs of U3O8 to tier 1 industry offtakers without
missing a shipment. In short LH’s proven historical performance should
provide a competitive advantage vs some of its re-start or greenfield
competitors.

2.

Test work results on flowsheet improvements – ore sorting/flotation options

Valuation update: We have increased our price target for PDN to A$0.31ps
primarily due to our decision to value the entire 120Mlb resource (80% measured,
89.5% recovery factor) which extends LH’s life out beyond the 17 years used in the
scoping study. With increasing certainty around the long-term demand growth for
uranium we believe this is reasonable. We have also lowered our WACC to 9% (from
10%) to reflect the reality of lower-for-longer interest rates.
Best uranium leverage on the ASX, retain SPEC BUY – Scale, operating and
financial leverage plus liquidity.
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Peninsula Energy – no longer just Biden our time
PEN-ASX: A$0.15ps | SPEC BUY | A$0.15ps (unchanged)
Peninsula Energy (PEN) is focused on transitioning to a low pH operation at its
uranium Lance Projects located in Wyoming, US which currently has a Mineral
Resource totalling 51Mt at 479ppm U3O8 for 53.6Mlb U3O8. PEN is planning on
increasing its production via a three-stage development that will ultimately increase
production to 3Mlb/year; it is currently awaiting results from its demonstration
program and improvement in U3O8 prices prior to sanctioning conversion to low pH
operations at Lance.
PEN was something of a uranium laggard in 2020 with the stock down 20% (in A$)
over the year, but this performance was significantly impacted by the painful but
necessary decision to raise A$40mn to extinguish its debt. We expect 2021 to be a
very different year for the company
The only direct ASX exposure to a US uranium reserve: In August, the US
Democrats endorsed nuclear energy for the first time in 48 years as part of its
'technology neutral' approach to decarbonising the power sector. This position
appears to have been further strengthened by the US Senate Committee on
Environment and Public Works passing a bill which approves the establishment of a
national uranium reserve which could benefit US based supply projects. While this
reserve would only add 3-4Mlb of incremental annual U3O8 demand (global demand
is ~170Mlb) the fact that it received bipartisan support is likely, in our view, to
encourage US utilities to feel more confident regarding political support and thus
start contracting material volumes (inventory levels have dwindled to ~2.5 years
coverage).
Rejuvenated balance sheet: As noted previously, PEN raised $40mn at 7.1cps
and ended the SepQ with cash reserves of US$12.7mn and no debt.
Low capex, short lead time restart potential: While not at the bottom of the
cost curve, PEN's feasibility study highlighted a robust development assuming a
recovery in uranium prices. Key highlights included:
1.

Capex of US$5.3mn in Stage 1, US$40.0mn in Stage 2 and US$73.4mn in
Stage 3.

2.

Stage 1 AISC US$40.6/lb, LOM AISC US$31.8/lb.

3.

NPV8 of US$156.5mn at US$49/lb.

4.

17-year life of mine (heavily dependent on conversion of inferred resource).

We model a US$47/lb breakeven for Stage 1 predicated on a 10% cost of capital.
2021 Outlook: Looking out to 2021, PEN’s focus will be on its field demonstration
which commenced during the SepQ’20 and will operate over the next 12-18 months
in an unmined area of Mine Unit 1 (MU1A). The results from this work will form the
basis of a DFS.
Potential catalysts:
1.

Field demonstration results
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Uranium Energy Corp – US uranium leverage
UEC-NYSE: US$1.64 | SPEC BUY | US$2.00 TP (from US$1.50 TP)
2020 Review: UEC performed well over 2020, up 91%, not far off global developer
peers averaging 105%, and outperforming US developer peers up 51%. UEC’s
performance over 2020 was largely driven by improving sentiment for uranium and
nuclear power, particularly, in the United States. In April, the Nuclear Fuel Working
Group report released its results, outlining actions to revive domestic uranium
production in the US, including the establishment of an annual reserve for purchases
of domestic uranium ($1.5 billion over 10 years). President Joe Biden has also
expressed his support for nuclear with the inclusion of SMRs in his climate change
plan and a recent shift to bi-partisan support for nuclear (the first time in 48 years).
2021 Outlook: Looking out to 2021, we expect UEC’s share price to be largely
driven by uranium market sentiment and price movements in addition to further
details regarding US government support for nuclear power and increasing domestic
production of uranium. In December 2020, the Federal Government announced the
inclusion of $75 million in its 2021 spending bill for initial funding of the US uranium
reserve. We don’t, however, expect a competitive procurement process to be
established until early 2022.
In our view, UEC is well positioned as a potential supplier to this reserve. The
company is a proven operator with fully permitted, low-cost projects (Palangana,
Goliad, and Burke Hollow), that have short timelines to production (6-20 months).
News of increasing government support over 2021 and into 2022 would be a
catalyst for UEC’s shares. We continue to believe a uranium price north of US$40/lb
U3O8 would be required to incentivize production.
In 2021, we also expect UEC to release the results of a Pre-Feasibility Study on the
Reno Creek project in Wyoming. Reno Creek is the largest, permitted, preconstruction ISR project in the United States. Management is currently assessing
the economics of constructing a central processing plant vs. toll milling at a nearby
facility; one option is to be presented in the PFS.
Potential catalysts:


News of increasing US government support for nuclear and/or details on the
US uranium reserve procurement process



Reno Creek Pre-Feasibility Study



Updates on potential toll processing at Reno Creek and implications for
project timeline, budget, and cost structure

Increasing target price to US$2.00/sh; maintain SPEC BUY rating: We are
increasing our target price on UEC to US$2.00/sh, from US$1.50/sh. Our target
price is now based on 1.0x NAV, measured as at Jan 1, 2022. Our previous target
price was based on 0.8x NAV, measured as at Oct 1, 2021. Our revised multiple
reflects average trading multiples over the last month. Our valuation now assumes
future equity raises occur at the current share price (US$1.64/sh).
Given the 22% implied return to our target, we reiterate our SPEC BUY rating.
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Uranium Participation - Wake me up before ‘U’ go go
U-TSX: C$4.39 | BUY | C$6.00 TP (from C$6.25 TP)
2020 Review: UPC’s shares returned 22% in 2020. Although this performance
lagged developers (up 105%) it was largely in line with spot uranium which
increased 21% over the year. Despite finishing the year at a 0.4% discount to NAV,
Uranium Participation shares traded below NAV for the majority of 2020, averaging
a discount of ~15%. In an effort to decrease the spread between NAV and the
market price of UPCs share, the company announced a normal course issuer bid in
April to acquire up to 12.3 million shares. Over 2020, UPC purchased ~3.1 million
shares under its NCIB at an average cost of C$4.22/sh.
2021 Outlook: Despite the uranium spot price remaining stable at US$30.05/lb
into 2021 (vs. Dec 31 US$30.00/lb), UPC’s shares have declined 11% year-to-date.
We estimate a current NAV of C$4.90/sh, based on spot pricing and uranium
holdings of 16.3mlbs U3O8 and 300k KgU. In our view, this 11% discount to NAV
presents an attractive entry point given our expectation of a rising uranium price.
While 2020 saw improvements in the uranium price, we expect this momentum to
continue into 2021 and potentially accelerate as the market remains vulnerable to
further supply shocks. Our price deck forecasts a 27% increase in spot uranium over
2020, to US$37/lb, resulting in a 12-month NAV of C$6.06/sh.
UPC offers, in our view, the simplest and most defensive way to gain exposure to an
increasing uranium price. As a holding company, UPC provides investors with an
indirect way to invest in physical uranium, without being exposed to the operational
risks associated with companies that engage in the development, mining and
processing of uranium.
Potential catalysts:


Higher U3O8 prices



Closing of gap between share price and NAV



Additional buying under NCIB

Decreasing target price to C$6.00/sh; maintain BUY rating: We are modestly
decreasing our target price on Uranium Participation to C$6.00/sh, from C$6.25/sh
previously. Our target price remains based on 1.0x our 12-month forward NAVPS
estimate. Our NAVPS is based on our valuation of UPC’s inventory of physical
uranium (U3O8 and UF6) priced at our 12-month spot uranium forecast, net of
working capital adjustments. Our revised target price also reflects uranium sales
over the last quarter, as well as changes in the CAD/USD exchange rate.
Given the 37% implied return to our target, we reiterate our BUY rating on Uranium
Participation Corp.
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Uranium Royalty Corp – seeking royal opportunities
URC-TSXV: C$1.58 | SPEC BUY | C$1.80 TP (from C$1.60 TP)
2020 Review: Uranium Royalty Corp appreciated 29% over 2020, its first full year
of trading following its IPO in December 2019. It was a relatively quiet year in terms
of company specific news flow, the company did not announce any additional royalty
or streaming transactions in 2020. We attribute the share price movement to a rise
in uranium prices and improving sentiment.
2021 Outlook: Looking out to 2021, at current spot prices (~US$30/lb U3O8), we
continue to believe that URC is well positioned as an alternative provider of capital
for developers looking to advance their projects. With ongoing uncertainty in the
uranium market, royalty and streaming transactions are still competitive sources of
capital, in our view. However, over the course of 2021 we do expect clarity to
emerge and uranium prices to rise. Accordingly, we believe better opportunities may
exist to execute on accretive royalty and/or streaming transactions earlier in 2021,
as uranium prices remain depressed. The announcement of an accretive transaction
would be a catalyst for URC’s shares and provide upside to our current valuation.
On the flip side, URC is also well positioned for a market upturn. Within URC’s
portfolio, there are fully permitted development projects (Dewey Burdock, Reno
Creek, etc.) and past-producing mines (Langer Heinrich and Lance). In our view,
these projects have the potential to progress quickly towards production and
produce royalty cash flows as a result of an improving uranium market.
Potential catalysts:


Additional royalty or streaming acquisitions



Positive developments in the uranium market resulting in higher prices
and/or the advancement of projects on which URC holds royalties

Increasing target price to C$1.80/sh; maintain SPEC BUY rating: We are
increasing our target price on URC to C$1.80/sh, from C$1.60/sh. Our target price is
now based on 1.1x NAV, measured as at February 1, 2022. Our previous target
price was based on 1.0x NAV, measured as at August 1, 2021. Our higher multiple
reflects current trading ranges, and comparable target multiples for royalty
companies under coverage.
We remind investors that URC does not operate as a conventional mining company,
but rather a financial entity designed to gain exposure to the positive fundamentals
of uranium. As a result, royalty companies often trade at a premium to their
producer counterparts. Royalty companies under CG coverage currently trade at
~1.5x (vs. producers at 0.9x). We have chosen a lower multiple of 1.1x for URC as
there are no comparable peers currently in the uranium space, and URC’s portfolio
is comprised mainly of development stage assets, which we view as higher risk.
Given the 14% implied return to our target, we reiterate our SPEC BUY rating on
URC.

13
20 January 2021

13

Specialty Minerals and Metals
Target Price Changes

Yellow Cake – utility purchasing the catalyst
YCA-AIM: £2.33ps | BUY | £2.90 TP (unchanged)
2020 Review: YCA’s shares returned ~24% in 2020. Although this performance
lagged developers (up 101%) it was largely in line with spot uranium which
increased 21% over the year. Despite finishing the year at a 0.4% premium to NAV,
Yellow Cake shares traded below NAV for the majority of 2020, averaging a discount
of ~18%. In an effort to decrease the spread between NAV and the market price of
UPCs share, the company announced share buyback of US$2m in Jan 2020, which
was later upsized to US$10m in July 2020 (funded by a sales of 300klbs of U3O8 @
US$33.2/lb). Over 2020, YCA purchased ~4.2m shares (versus total issued shares
at present of ~84m) at an average cost of £2.155ps.
2021 Outlook: Despite the uranium spot price remaining stable at US$30.05/lb
into 2021 (vs. Dec 31 US$30.00/lb), YCA’s shares have declined ~7.5% year-todate. We estimate a current NAV of £2.46/sh, based on uranium holdings of
9.3mlbs U3O8. In our view, the 5% discount to NAV presents an attractive entry
point given our expectation of a rising uranium price. Q4 2020 saw significant
positive news flow for the Uranium market (Cigar Lake mine suspension, the US
Senate Committee approval of a uranium reserve, and confirmation of nuclear as a
form of ‘clean’ energy in the UK green industrial revolution), however as buying
activity has yet to move the uranium spot price in a material way, we anticipate
increased utility buying activity during course of 2021 to drive spot price (and YCA
valuation).
YCA offers, in our view, simple and direct exposure to an increasing uranium price.
As a holding company, YCA provides investors with an indirect way to invest in
physical uranium, without being exposed to the operational risks associated with
companies that engage in the development, mining and processing of uranium.
Furthermore, in our view, YCA holds a number of key advantages over its closes
peer (UPC), namely through the Kazatomprom Framework Agreement, which
provides YCA the right to purchase up to US$100m of U3O8 each year, at prices
agreed prior to announcing the transaction to the market. For further detail on
Yellow Cake, please see our Initiation report from November 2020.
Potential catalysts:


Higher U3O8 prices



Closing of gap between share price and NAV



Additional share buybacks

Maintain target price to £2.90/sh; maintain BUY rating: We flag the
distinction between our NPV (as opposed to NAV) based target price of 2.90p/share,
which uses our uranium price forecast at a future point (Dec 2021) of US$37/lb to
value the uranium holdings, as opposed to the current spot price used in the NAV
calculation, and also nets off the present value of the discounted cashflows of
corporate expenses (which is not accounted for in the standard NAV calculation).
With Yellow Cake holding ~9.3mlbs of U3O8, we note the sensitivity of our NPV to a
US$1/lb movement in the uranium price is US$9.3m, or ~8p/share.
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