
CA9800004

I'll be seeing U

Dave Clark
President

The Uranium Exchange Company

Presented at

96 CNA/CNS Conference

F R E D E R I C T O N , N . B

fate 9-12, t9%



I'll be seeing U
Dave Clark, President

The Uranium Exchange Company

Unless we change our direction, we are
most likely to end up where we are headed

— Chinese Proverb

Introduction

With uranium prices now having risen by more than 70% over the past year
and a half, most buyers are asking themselves how high will the market go and
will these higher prices be sustainable. Part of the answer may come from
looking at why the market is moving higher now to begin with. Looking into
the future, though, the current volatility in the uranium market may give way
to a period of long-term stability.

The Uranium Market

The journey of the uranium market since 1980 has seemed to be an unending
maze of major market events. The large wave of reactor cancellations in the
early 1980s was followed by Chernobyl, a 50% contraction in western
production, the discovery of Canada's Cigar Lake, the miners' lawsuit against
DOE and a trip to the Supreme Court, the beginning of Chinese sales to the
west, the wave of material from the USSR, the breakup of the USSR, the
antidumping suit, Euratom's CIS restrictions, the onset of the age of swords to
plowshares and the ups and downs of HEU.

Through all this time, the market was driven more by inventory liquidations
that resulted from the vast supply/demand imbalance than by the cost of new
production. As each event unfolded, the drive to reduce or liquidate excess
inventories increased with a resulting new downward pressure on spot prices.

During this dizzying course of events, the spot U3O8 price fell 85% from
January 1980, when it was $40/lb U3O8, until the ultimate bottom of less than
$7/lb was reached nearly 12 years later. Of course there were some mini price
booms along the way, notably those in 1982-83,1985 and 1990. After 1990,
though, price movements became more complicated by the development of a
two-tiered market that was brought about by the imposition of U.S. and
Euratom restrictions on CIS material.
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Looking back at the market over the past 16 years and trying to put all of the
events and price movements into perspective yields what may be characterized
as three megatrends in the market's development. Each of these trends not
only impacted the market as it was occurring, their impact continues today and
will have a bearing on the market here forward.

The first megatrend was the western industry consolidation that was needed to
bring supply, demand and inventories into balance. As this was about to be
completed in the late 1980s, the breakdown of the wall between the east and
west created a situation where the market had to absorb excess supplies
brought about by the integration of eastern supplies into the western market.
And if the two waves of consolidation/integration were not enough, the market
then faced the challenge presented by the integration of commercial and
military markets on a world basis.

Western Consolidation

1980-1994

By 1980, a wave of reactor cancellations had begun in response to the
worldwide move toward energy conservation brought about by the second oil
crisis. At the same time, the Three Mile Island accident took its toll on the
industry as well. What made the early 1980s particularly hard on uranium
producers was the complete imbalance between supply and demand (Figure 1)
that dominated the commercial market which had begun only ten years before.

Figure 1. Western Production vs. Reactor Requirements, 1970 to 1995
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By 1985 demand finally caught up with production. However, the large
buildup in commercial inventories that had been generated from the 1970s
oversupply and which peaked at nearly 600-million lbs U3O8 or six years of
annual demand at that time (Figure 2), dominated the industry through the rest
of 1980s and into the early 1990s.

Figure 2. Western Inventory Balance vs. Desired Inventory Level at $10/lb U3O8
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The strong drive to consume or sell excess inventories made the cost of
production a marginal factor in price development during this period. This
first reached an extreme in 1982-83 when utilities looking to liquidate excess
stocks became the largest spot selling group while producers became the
largest buyers as they elected to shut down production and cover their
commitments by making market purchases at prices below production costs.

As demand rose and production fell, inventories began dropping rapidly and a
perception persisted that the market turnaround was only two years away.
Given the rapid pace of inventory use, as depicted in Figure 2, the 1989 Ux
price forecast, as shown in Figure 3, represents what was then considered
within the norm.

If the next two waves of material had not been introduced to the market, it
would only have been a question of time until these expectations were
realized. Certainly by the early 1990s, spot prices would have needed to move
back to the $20 to $30/lb range in order for supply to meet demand.
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Figure 3. Ux 1989 Uranium Price Forecast
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On the other hand, without the threat of eastern supplies, the western
consolidation may have been more protracted than it was in reality. This
phase ended with the final capitulation of the more than 10-million lbs
inventory sold into the market in 1994. By then, western production had
fallen to 55-million lbs U3O8, or less than half of western demand, while the
number of producers fell dramatically.

East/West Integration

1989-1995

The first half of 1989 marked the time when the outlook for the future began
changing rapidly. It became generally known at this time that the Russians
were starting to offer feed material to their western enrichment customers.
With China having already begun making some sales, the activities of the two
suppliers marked the beginning of the integration of excess eastern production
and inventory into the western markets.

This second wave of consolidation/integration for the western market was
intensified by two factors. First, unlike the first consolidation wave, eastern
supplies climbed rapidly and were forced mostly onto the spot market. While
there were virtually no eastern imports to the west prior to 1989, there was as
much as 30-million lbs L^Oge being imported annually by 1992.

While this alone would have been a major disruption to the market like it was
for nearly every other mineral exported from the USSR during that time, the
integration of these supplies was made worse by the dominant use of traders in
its disposition. With producers building an antidumping wall against the flow
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of USSR/CIS material westward, traders were left as the only conduit for such
sales. For their part, traders sold CIS supplies on the spot market while for
their own accounts they entered into long-term guaranteed price contracts that
were enhanced as spot prices weakened under the weight of eastern supplies.

The funneling of CIS supplies into the spot market at the virtual exclusion of
long-term contract sales to utilities may have created a greater weakness in
spot price than might have been the case otherwise. Had eastern supplies been
absorbed at higher rates under long-term sales, a case might be made that spot
prices may not have fallen as far and the antidumping actions may not have
been as drastic.

Even more than the double-digit price rise for restricted prices last year, the
43% gain for unrestricted prices in 1995 was a sign that the east/west
production integration phase may have ended. This is based on the fact that
most of the production from Kazakhstan, Russia and Uzbekistan is now
committed for sale through long-term contracts to the west with the remainder
going to eager buyers on the spot market. The integration process has been
greatly enhanced by the decline in production from these republics where
output has dropped from roughly 21-million lbs LTjOg in 1991-92 to possibly
15-million lbs U3O8 or less in 1995.

It appears that CIS production will continue to decline, possibly to less than
10-million lbs U3O8 per year over the next several years. Even with the price
rebound, production from these mostly low grade, rising cost resources is not
expected to turn around anytime soon. As such, the integration of eastern
production into the western market appears now to be complete.

Commercial/Military Integration

1992-?

With the first two megatrends completed, the market's future development
hinges largely on the outcome of what is believed to be the third and last
major phase of the 1980-to-present bear market in uranium. This is the
integration of military inventories into the commercial market.

Throughout the HEU discovery process, quantity and timing estimates have
risen and fallen as the various technical, legal, economic, political and market
considerations change. It now appears that Russian HEU and other U.S. and
Russian government supplies might contribute only 15- to 20-million lbs
UaOge per year to the market over the rest of the decade, if not longer. This is
down from expectations the market held through most of last year that
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supplies might rise as high as 25- to 30-million lbs UsOge per year by the year
2000.

The end of western inventory consumption and the full integration of eastern
production supplies into the western market means that western production
may have to rise from last year's level of 69-million lbs U3O8 up to 90- to
110-million lbs U3O8 by the turn of the century. Given the cost of bringing on
this production, a need of close to 90-million lbs U3O8 would be expected to
require at least $15/lb while a need closer to 110-million lbs U3O8 might
require prices closer to $20/lb.

The main variable in need between the two cases will be the level of HEU that
eventually flows to the market. Should these supplies be available to the
market at the rate of 15- to 20-million lbs U3O8, western production will need
to rise to the upper end of the range. But should HEU sales rise to the 30-
million lbs V^Ost level by the end of the decade, production may not have to
rise much above the 90-million lbs mark.

Of course, one other possibility is that HEU will come to the market at a rate
that is less than what is now expected. This lower rate or a boost in demand
for whatever reason could require production to rise to much higher levels and
much more rapidly. This would touch off a much more pronounced price
spike over the next two years than might otherwise be the case.

Given the still uncertain availability of military supplies, the end date of the
commercial/military integration phase remains a question mark. It is possible
that, if what we now expect in the way of HEU deliveries becomes reality, we
may already have completed the final phase of integration. On the other hand,
should HEU and other government supplies increase substantially over the
next few years, this phase of integration may continue for a few more years.
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Uranium Market Outlook

It is our belief that the 1995-96 rise in spot market prices is part of the upward
adjustment phase that is needed in order for supply to meet demand in the
future following the three phases of consolidation/integration discussed above.
While a rise into the $15 -$20/lb range should be high enough to meet
producers' needs, the volatility that usually accompanies a period of major
readjustment leaves the market vulnerable to yet another boom/bust cycle that
could see prices rise substantially higher during this process which could last
another year or two.

In retrospect, the conclusion of the three waves of consolidation/integration
should prove extraordinary and unique events in the history of the uranium
market, a history that started only about 25 years ago.

The severe imbalances in the market were the result of its relative immaturity
which is a development that a market can go through only once. While all
markets are subject to boom/bust cycles, these moves do not normally last as
long nor do the imbalances become as great as they did in uranium. Along
with great imbalances come traders who can easily take advantage of suppliers
and buyers and who are more prone to protect their own interests than to drive
markets to the extreme along a path of least resistance. The uranium market,
unlike most other markets, also suffered major interference from government
entities and policies that exacerbated its developmental problems.

While the final transition from an inventory driven market to a production
driven one may once again result in a boom/bust cycle, it is highly probable
that the uranium market at the conclusion of that transition will be far less
volatile and devoid of the strong trader dominance that has prevailed for most
of the past ten years.
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