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Caution about forward-looking information 

This presentation includes forward-looking information or forward-looking statements under 

Canadian and U.S. securities laws, including our expectations regarding future world electricity 

consumption, the number of net new reactors we expect to be built, our expectations regarding 

future uranium supply and demand, our future uranium production targets and forecasts, and 

our forecasts relating to mining, mine life, production, development and other activities. This 

information involves risk and uncertainty, including the risk that we face unexpected 

development and operating risks, the risk of disruption of our operations, and the risk of 

changes in regulation or public perception of the safety of nuclear power plants. In addition, we 

have made assumptions in drawing the conclusions contained in these statements, including 

assumptions regarding future demand for uranium, production levels and costs, mining 

conditions and our ability to continue our operations without any significant disruptions. 

Additional information about the material factors that could cause the results to differ materially, 

and the material assumptions we have made, are contained in our current Annual Information 

Form and our current annual MD&A, which are available on SEDAR. Forward-looking 

information is designed to help you understand management’s current views of our near and 

longer-term prospects, and it may not be appropriate for other purposes. We will not necessarily 

update this information unless we are required to by securities laws. 

 

 

 

PT LUTHER (BANK OF AMERICA / MERRILL LYNCH): 

… Cameco based in Saskatchewan, Canada. It’s one of the world’s largest producers of 

uranium. It provides about 18% of the world’s production from mines in Canada, the U.S. and 

Kazakhstan. So, with that, it’s my pleasure to introduce Grant Isaac, Senior Vice-President and 

CFO. 

 



2 

 

 

 

GRANT ISAAC: 

Great, thanks very much. Welcome back from lunch. We’ll get started here. I just have a few 

slides, not very many, I won’t punish you through a whole bunch, and really there’s three points 

I want to make.  

 

The first point is that I want to walk through what kind of gets us up in the morning. There’s a lot 

of difficulty in the uranium space and we’ve often been asked, “Well, why are you so excited 

about it?” There’s really a long-run fundamental that we are very excited about and it is what 

gets us up in the morning, but I can’t ignore obviously the fact that that it is challenging. So I 

then want to walk through what keeps us up at night, and that is the spot market and what’s 

going on in it and what it’s going to take to kind of clear out that spot market. Then, no surprise, 

the third thing I want to just cover is how we’ve positioned ourselves to await this transition in 

the market from the spot to the term market, a market that really is transitioning from what has 

historically been a supply-driven industry to what is to what is truly becoming a demand-driven 

industry, and then how do we position ourselves awaiting that transition to occur. 
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So, with that, I will begin with just a brief overview of the long-run demand piece, and it really 

starts with reactors. It may surprise some people in the room to know that reactor growth right 

now is occurring at a rate we haven’t seen in the last 40 years. There are new reactors being 

built around the planet in a bunch of different locations, and the drivers are very interesting. In 

some jurisdictions it is replacement of baseload power, it is incremental additions to the grid. 

You have a number of examples here in the U.S., but in many of the jurisdictions where new 

growth is occurring, it really is driven by that need to fundamentally install 24-hour baseload 

power. It’s being driven in regions where having that 24-hour power necessary for a healthcare 

system, a transportation, a communication, an education system, it is a priority, and not only is it 

a priority, it’s a priority to get lifecycle costs of that 24-hour baseload power as low as possible.  

 

In addition, it’s a priority in many of these jurisdictions to get 24-hour baseload power that 

contributes to clean air, because we’re talking about some jurisdictions where clean air is a real 

challenge for them, and this is a baseload power option that we’re finding is in the tool box of 

many of these jurisdictions and, all in all, adding to very substantial growth in the amount of new 

reactors around the planet. 
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For us, what then matters is the link between reactors and uranium demand. On this chart, very 

simply, we’ve just simply taken the reactors that are under construction. We’ve assumed they’re 

going to come online, be commissioned, start consuming, and when we back that into how 

much uranium is required, we see growth; growth in uranium demand going from about 170 

million pounds of uranium consumed—that’s the estimate for 2016—to about 220 million 

pounds of uranium 10 years from now. And this is occurring with a certainty and predictability, 

based upon the major investments that are going on in terms of reactor new builds.  

 

So, this is obviously pretty exciting for us, but the demand story only matters if there isn’t a full 

supply response, and in fact we’re not seeing that. To the contrary, we’re witnessing prices right 

now that are not incenting the future supply necessary to meet this certain and predictable 

demand. Instead, we’re experiencing prices that are challenging growth projects, but not just 

challenging growth projects, they’re also challenging replacement capital at existing projects. 

 

What we wanted to illustrate in this chart was very simply take an assumption, assume that 

every reactor—every operating mine that’s operating today continues to operate but doesn’t 

attract growth capital and doesn’t attract replacement capital. By definition, then, uranium 

production is riding a depletion curve. So, what we wanted to illustrate was the situation that is 

unfolding because of a supply that’s not incenting—a price that’s not incenting supply to grow 

with demand, and when we look at that situation, we see a very significant gap opening up. 
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Now, you might look at that and say, “Well, how big is it really? Is that a major challenge for the 

industry to bridge the gap between 220 million pounds of consumption and 140 million pounds 

of production 10 years from now?” We look at this in terms of our own portfolio, the largest 

uranium mine in the world, McArthur River. You can think of McArthur River roughly as a 20 

million pound producer of uranium. This gap suggests the world would need to explore for, 

discover, construct, ramp up to full production four more McArthur Rivers, in order to—all within 

this 10-year timeframe, in order to fill this gap. So, then it’s a simple exercise of looking up 

around the world and saying, “Where is that occurring? Is that type of work underway in the 

Athabasca Basin in Saskatchewan?” And the answer is no. “Is that type of work underway in 

Kazakhstan?” The answer is no. “Is that type of work underway in Western Australia and 

elsewhere?” And the answer simply is no. Supply is not being incented to keep pace with that 

demand. So, this is the piece that obviously gets us very excited. It is a big challenge for the 

industry. 

 

 

This is the same story just from a stock diagram, not on an annual basis. From a stock view, it 

just tells you over that same 10-year period we need to see some 300 million pounds of uranium 

come to the market, and we’ll need to see a price to encourage it to get there. 
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When we start with this part of the story, though, I think the fair question and the frequent 

question is, “Okay, Cameco, if that’s so clear and if that’s so obvious, and everybody 

understands there’s that kind of gap, then what the heck is wrong with the spot price today, 

because that doesn’t seem to make any sense at all?” And you’re right, it doesn’t, and the spot 

market is a challenging environment, but it’s under pressure for a number of key factors and 

they’re worth keeping in mind.  

 

The first thing weighing on the spot market is Japan, and of course Japan, major nuclear power, 

essentially offline, two reactors running, another three that are approved through the new 

regulatory approval process, but by and large an idled reactor fleet. And as a major consumer of 

uranium, they’re either stockpiling by taking delivery of uranium they have under volumes or 

they’re creating pressure on the spot market through two different methods. 

 

The first is deferring existing contracts, maybe going to a producer and saying, “I don’t need 

those volumes this year. Yes, I have them under contract but I don’t need them. I’d like to put 

those volumes out on the back end of our contract.” And in the meantime, the producer ends up 

with material in their lap. If it’s a producer that has a contract portfolio or another outlet for that 

deferred material, very little effect on the market. But if it’s a producer that’s wanted to be 

market-exposed, a producer that doesn’t have a contract portfolio to put that material into, it 

ends up in the spot market. So, not big volumes, but in an already oversupplied spot market, it 

is significant. 
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The Japanese fleet also has an indirect effect on the spot market, and that’s through the 

enricher complex. Enrichers provide enrichment service to reactor operators around the planet, 

including the Japanese, but they often did it on a requirements basis, and in our business a 

requirements-based contract is rather simple. If your reactor is operating, I have a requirement 

to provide you the enrichment service, and if your reactor is not running that requirement is off 

the table. So, enrichers find themselves with a lot of excess capacity. That capacity is in the 

form of centrifuges that are charged with UF6 gas, which is the media that you enrich in order to 

provide that service. 

 

Meanwhile, you still have some customers coming to your plant, you still have Exelon and 

others who want your enrichment service, and along the way they’re delivering you fresh UF6 to 

your front door. But instead of introducing that UF6 into your plant, you instead go to the 

centrifuges in the cascades that would have been destined for your Japanese customers, you 

source your UF6 from there, and you take the UF6 that was delivered to your front door and you 

sell it into the uranium market. Why? Because the uranium price has actually been 

outperforming the SWU price. So, an indirect way that the Japanese lack of requirements at the 

moment creates pressure on the spot market. So, that’s a major contributing factor. 

 

Of course, the fact that the Japanese have also stockpiled by taking delivery of some of the 

material they have under volumes creates a sentiment effect and a sentiment overhang on the 

spot market, as well.  

 

If that’s not bad enough news, there’s also still some other pressures on the spot market. We 

still have some early shutdowns here in the U.S., for example. San Onofre in California, a plant 

that shut down early and will release material into the market, and so an expectation of that 

material coming keeps the spot price low. We have a construction program that I was just 

celebrating a few slides earlier, but while it’s in construction phase, it’s not consuming anything, 

and so it’s just a little too early to see the benefits of that demand, so construction is not quite 

consumption.  

 

So, combine that with the Japanese situation, some early shutdowns, and then combine that 

with the fact that primary production has actually been fairly steady around the world, incented 
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by the last price spike in 2010 that you see there, illustrated by the orange and black lines. 

Primary production is now kind of riding out the benefits of those early investments, five, six 

years ago, and primary production as a result is very solid. Then, in addition to the Japanese 

secondary supplies, we still see some other materials. As an example, in this country, the 

Department of Energy continues to use some of its strategic inventory for the purposes of 

paying bills for some clean-up exercise that’s occurring here in the U.S. 

 

So, all of that to say the spot market is definitely under pressure and it’s contributing to what I 

would call a price-off bias among the fuel buyers who are looking at the market and saying, 

“Yeah, you know, I could even be persuaded that there’s a gap in uranium demand and supply, 

and I can be persuaded that it’s quite big, but I look at the spot market and I look at the situation 

in Japan and I’m not convinced I have to worry yet. I’m not convinced that I can’t go into the 

spot market and on a discretionary basis shore up some of the early years of my term demand 

and essentially buy myself a little bit more time to see how the market will unfold.” And, in fact, 

that’s the dynamic that we see occurring in the market today. 

 

 

 

So, as we go through this fog of Fukushima that still persists in the uranium market, there are a 

number of signposts that we’re looking for, as illustrated on this slide. On the demand side in the 

short run, obviously it’s restarts in Japan. It’s understanding not just how many will restart: will it 

be the two-thirds of the pre-Fukushima fleet, you know, the 30 to 35 reactors that look like 

they’re new enough, that you would make the investments to get them through the new 
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regulatory structure? How long will it take until they’re up and running and consuming at a 

decent level? In the long run, the demand issue is really the construction: will the construction 

continue apace? will we continue to see China build reactors at the pace that they’ve been 

building reactors in the last couple of years, because that’s going to be the things that really 

start to lead to term contracting pressure. 

 

On the supply side in the short run, we’re continuing to work through the inventories that we just 

talked about and the overcapacity in areas like the enrichment space, and in the long run it 

really is supply performance. Right now, we’re harvesting some supply investments that were 

made in 2010, but with a lack of growth in replacement capital in those supply projects, they will 

be depleting, you will be running a depletion curve. And so when will that create enough 

momentum so it translates into some term contracting pressure? So, we look for these 

signposts as we go through this fog and try to make sure that we understand where the market 

is. 

 

 

 

All of this kind of ends with what I would say is my third point, how is Cameco positioning itself 

through this? What we’ve decided to do is to say that, really, it’s important that we focus on our 

tier-one assets through this uncertain period. Those are the assets that on the reward side have 

the best opportunity to give us both price and operating leverage. That’s when the true value 

comes from investing in the mining space at the turn of a cycle, when a company is not just a 
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price play but they also have those unencumbered pounds from the best assets to place into a 

rising market.  

 

It just so happens that that stance, that tier-one focus, is also our best risk mitigation as well. 

Because in a market that might continue to languish, we won’t be producing from any tier-two or 

any tier-three assets, only tier-one, and like other commodities, the uranium space always pays 

for tier-one assets, so it ensures maximum reward as well as risk mitigation. 

 

So, we’ve been positioning for this combined price and operating leverage, and focusing on this 

tier-one strategy, probably best evidenced about two weeks ago, we decided to curtail some of 

our tier-two production, so three mines, one in Canada and two in the U.S. It’s pretty early days 

in terms of how the market is going to respond to that and whether the market is going to 

respond to that, but internally the right economic decision for us.  

 

 

 

So, we’re positioning ourselves with this tier-one strategy and all along navigating with our 

investment grade rating and making sure that we’re making prudent decisions to get through 

this price-off bias that we’re seeing in the market, and ultimately positioning ourselves for a 

recovery that we see coming in the market—not the first time we’ve been through this type of 

cycle in the uranium space—and positioning ourselves to be there with true operating leverage, 

as well. 
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So, in short, I would just say we continue to be bullish on the long-run fundamentals for 

uranium, yet we continue to see real challenges in the spot market. In addition, I would just say 

that I think we’ve taken an appropriate stance to make sure we can weather these challenges 

and position for great value creation when the market starts to tighten. 

 

I am interested in your questions, so if I could, I’ll turn it to PT. 

 

 

 

PT LUTHER (BANK OF AMERICA / MERRILL LYNCH): 

Great, thanks Grant. Why don’t I kick off with the first? You mentioned Japan. Could you give us 

some more colour on what you’re seeing in terms of Japan, what’s the pace of the restarts 

been, and hiccups there, and kind of what your outlook is?  

 

GRANT ISAAC: 

Yes. So, the Japanese restart process, five years and counting. We went through a period 

about three years ago where under some temporary regulatory provisions two reactors, the Ohi 

reactors started, ran for 13 months and came back down. Since then, it was all eyes on the 

creation of a new regulator. One of the things that Japan was missing was that true fourth arm 

regulator in the nuclear space, and it was a matter of constructing what is now called the 

Nuclear Regulatory Authority, the NRA, in Japan and getting them up and running. So, that took 

a lot of time as they built regulatory standards based upon best practices globally. That 

regulator is in place and that regulatory process is working. 
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As I mentioned earlier, we’ve had five reactors now go front to back through that regulatory 

process and be approved for restart. Of those five reactors, two are currently operating. Of the 

remaining three that are approved for restart, some of the hold-ups include local court injunction 

against the start. There still is opposition and there still is an attempt through legal challenges to 

contest the authority of the regulatory agency to make these decisions, and so we’re watching 

that process play out. On balance, the courts have supported the regulatory authority, and when 

the injunctions have come to a hearing, the judges have said, “No, the Nuclear Regulatory 

Authority has the authority to make thee restart decisions,” but it is taking time. 

 

Then, once we work through this process, I think there will be a bit of a multi-year exercise to 

get up to a reasonable run rate, because I think we have to remember that achieving some 

social credence and some social acceptance of nuclear is pretty paramount in Japan right now, 

it remains a really raw nerve, so even as some reactors come up, I think we can expect a 

demonstration period where those reactors can prove safe and reliable operation and help build 

the confidence that the new regulations are appropriate and then lay the foundation for the next 

ones to restart. 

 

So, all in all, we still continue to see this as a process to be measured, probably in years, not 

months. And as a consequence, we say in our disclosures we continue to see near- to medium-

term discretion in the market, because as long as this question mark is still there about 

Japanese restarts, it does afford the rest of the fuel buyers a bit of time to get worried—before 

they’re worried about their term contracting, and that’s the dynamic we still see playing out. 

 

PT LUTHER (BANK OF AMERICA / MERRILL LYNCH): 

Thank you. Any questions? 

 

MALE SPEAKER: 

Being a former geologist from too many years ago, I’m just wondering—you mentioned a focus 

on tier-one assets. Since, I’m a gold analyst, where are the tier-one assets outside Cameco in 

the world that maybe you’d look at for M&A, and how about the Athabasca Basin itself for more 

exploration looking for tier-one assets? 
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GRANT ISAAC: 

Yes, great question. Tier-one assets are of course a function of price. Where the price is, is 

going to determine what’s tier-one or not. But when we look at today’s prices and you look at 

any of the trade reporters and where they think prices are evolving, you really see tier-one 

assets existing in two different areas. One is in the Athabasca Basin, the high-grade mines 

McArthur and Cigar, and the second within the Inkai corridor in Kazakhstan. That’s where you 

have about 40% of the world’s supply of uranium, coming from assets that on a life-of-mine 

basis are operating at $20 or under for mined and milled.   

 

After that, you’re moving into tier-two, which is probably in the $40 to $45 a pound mined and 

milled basis, and then it’s kind of split between lower quality assets in Kazakhstan, some of the 

open pit, lower grade, high tonnage operations that you’d see in Western Australia, some of the 

ISR mines in the U.S.  

 

Then, tier-three is just basically a big cluster of everything over kind of $50 a pound, and there’s 

a lot of it. I mean, to fill that supply gap you’re going to need a lot of tier-three production, so 

you’re going to need to incent some of those. A lot of those seem to exist in Africa. 

 

From an M&A point of view, we look at this chart, we spend a lot of time with it internally, and 

we say, “We already have a lot of pounds that we already own, we already control, we already 

know them. Many of them are adjacent to our existing infrastructure and our tier-one assets.” If I 

were to summarize really casually our M&A strategy, it would be to get a bigger share of 

McArthur River or a bigger share of Cigar Lake, and that’s about it at the moment. Really, 

anything that we could see, every time we do the math, it turns out to be dilutive to our existing 

portfolio and it just doesn’t seem like the right time to do something like that. These are—lots for 

sale, but things that they wouldn’t jump the queue in our portfolio, so they would be kind of out 

at the end of the life of our asset plans, and even give me the benefit of the low discount rate, 

we bring it back a couple of decades and it’s worth nothing today from a shareholder point of 

view, and we have to be very careful with that even though there is lots for sale. 
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PT LUTHER (BANK OF AMERICA / MERRILL LYNCH): 

If I could toss in another one. You announced some curtailments at some of your tier-two 

production. Can you, I guess, give us a sense of the strategy behind that in terms of your view 

going forward? 

 

GRANT ISAAC: 

Yes, thank you. That’s a great question. We were on the road last week meeting with a number 

of shareholders and we were asked the question, “Was your decision to curtail three of your 

mines, your Rabbit Lake Mine and two of your operations in the U.S., the result of a 

deteriorating view of the uranium market?” That’s a fair question. Actually, we weren’t really 

expecting it, but it is a fair question, and in fact it wasn’t. It really is a ripening of this tier-one 

strategy. Remember, Cameco has a contract portfolio. We’re well covered out through the end 

of 2019, and even into 2020. We don’t have to chase this current market down, but we do have 

to deliver pounds into that contract portfolio. As our tier-one strategy was ripening, and in 

particular Cigar Lake performance, the ramp-up of Cigar Lake was coming on very, very well, it 

gave us the opportunity to replace within our contract portfolio more expensive tier-two pounds 

with less expensive tier-one. So, even though the market is tough right now, it allowed us to 

move into a situation of margin improvement, and quite frankly cash flow improvement when 

you’re not operating those tier-two assets. So, it was just a ripening of that tier-one strategy that 

allowed us to advance that curtailment discussion. 

 

PT LUTHER (BANK OF AMERICA / MERRILL LYNCH): 

I think that’s actually all the time we have, according to my clock, so please join me in thanking 

Grant for the presentation. 

 


