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ranium stands out from the other metals, having barely

budged from the post-melt-down low. Over the last year,

nearly all of the metals have recovered from the lows
following the financial crisis. The uranium price has been held
back by a number of factors, which are poised to change over the
coming weeks. As the uranium price finally begins to track the
other metals higher, the companies in the sector will also come
alive.

To a large extent, the sharp fall in the uranium price and the iner-
tia at the bottom of the market is a result of the success enjoyed by
uranium before the crash. Uranium, for a period, was the most
popular of metals for many investors. The uranium price, and the
prices of many of the companies, were driven to unsustainable
levels.

For decades, a spot market for uranium barely existed. Nearly all
of the metal was traded under long term contracts between suppli-
ers and users. Suddenly there was an active spot market, propelled
largely by investors. Uranium, which traded as low as $8 in 2002,
reached a peak of $136 a pound in early 2007.

During that run-up in the uranium price, more than 400 junior
companies suddenly became uranium exploration experts, at least
according to their investor relations materials. The early stages of
the financial crisis triggered the bursting of the uranium bubble.
The sharp sell-off in uranium companies affected all companies in
the sector. The good companies were sold off along with compa-
nies that never did have value. After such a steep decline, inves-
tors have been reluctant to get back into uranium. Yet, the funda-
mentals of the uranium market are exceptionally strong.

Demand for Uranium is Growing Strongly

Demand for uranium to fuel nuclear power plants is set to grow
rapidly as the nuclear industry expands. The world’s appetite for
energy is expanding at a fast pace, driven largely by moderniza-
tion of the developing nations. At the same time as total energy
demand is growing, there is a growing impetus to reduce the burn-
ing of carbon-based fuels.

Currently, nuclear energy provides 6% of the world’s total energy
supply, including 15% of the world’s electricity. Some countries
rely heavily on the nuclear industry; in the United States, nearly

20% of the electricity is produced from nuclear power and in
France it is a whopping 78%.

There are now over 430 reactors operating worldwide and 56
more are presently under construction. Plants now in the planning
stages number 136 units in 26 countries — mainly in China and
India. China, struggling to reduce its reliance on coal, is expected
to further expand its nuclear industry, and could see more than
100 nuclear power plants. The country has plans to stockpile the
metal to avert supply shortages. In North America, existing nu-
clear reactors are being expanded (although at a slower rate due to
the recession and permitting delays) and licenses are being ex-
tended. The U.S. stimulus plan has also dedicated funding to pro-
viding loan guarantees for new plants.

New generation reactors are more efficient than older units, and
that will moderate the growth in demand. Nevertheless, over the
coming years, usage of uranium as a fuel for nuclear power plants
is forecast to grow at a fast pace. At present, annual global usage
of uranium is around 150 million pounds.

Supply of Uranium is
Constrained

Of the 150 million pounds of uranium consumed annually, only
100 million pounds comes from mines. Most of the balance is
derived from converted nuclear warheads. In 1993, Russia and
America signed a deal called “Megatons to Megawatts”, under
which the Russians are converting a portion of their weapons-
grade material from warheads into nuclear fuel for reactors. That
material has been an important part of the uranium fuel market for
more than a decade. Russia has given notice that after 2013 it will
reduce or curtail uranium fuel sales to the rest of the world. Much
of the original stockpile of weapons has now been converted, and
Russia will require more fuel for its own expanding nuclear power
industry. (That material will not be available to the rest of the
world, but will be a component of the Russian supply.)

So, as demand for uranium is on a strong growth trend, an impor-
tant component in fuel supply will be reduced. Clearly, the mining
industry has a major task to grow supplies to match growing de-
mand and to offset the loss of the Russian supply. In addition to
nuclear fuel, new uses for this metal are continuing to emerge,
adding further pressures to the supply picture.
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‘Uranium is a fairly abundant element in the earth’s crust. Numer-
ous deposits have been identified over the past few decades. Sev-
eral companies are working towards developing some of those
deposits. Exploration for new deposits is also continuing. Compa-
nies that make high grade discoveries are most likely to attract
investor interest.

New supplies of uranium will be coming on-stream, but it is
doubtful that new mine development will keep pace with both the
growth in demand and the loss of the Russian supplies. Permitting
any mine takes a long time, often years. Uranium mines are more
difficult and time consuming to permit than other mines. For that
reason, the uranium market will likely see a supply squeeze over
the next couple of years.

Outlook for the Uranium Price
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Investor attention is focused on the spot price. Yet, more than
80% of trading in uranium is under long-term contracts. The size
of the spot market was even smaller until investors began to take
an active interest in the market in 2006.

It is important to note that the long term contract price has been
consistently above the spot price since the collapse of the spot
market in 2007. This shows that operators of nuclear power plants
are prepared to pay substantially more for uranium supplies than
indicated by the spot price.

Supply will grow, but is unlikely to match the growth in demand
and offset the supplies now coming from Russia. The anticipation
of a supply squeeze a couple of years into the future will see the
market rebound in the near future.

Inevitably, the spot price will get back into alignment with the
long term price. That thinly traded spot market could rebound
quickly with any signal that interest is returning to the uranium
market.

With new reactors set to come on stream over the coming years,
operators will be lining up supplies. Add to that the likelihood that
China will build a strategic stockpile, and it becomes clear that
there will be new buying coming into the market. With the spot
price moribund, and the long term price stable, there has been no
urgency. Once either measure begins to track higher, buyers on
the sidelines will quickly enter the market.

At the very least, the spot price should realign with the long term -
price, and that would provide a strong boost to investor sentiment.

Implications for
Uranium Developers

At this time, investors are tending to value uranium developers on
the basis of the more visible spot price. Using that measure,
valuations are not terribly exciting. However, as the spot price
moves higher, the valuations will be re-rated.

Compounding the issue at the moment is that the western world is
mired in a period of slow growth. Therefore, industrial commodi-

ties like uranium remain out of favour for most investors. Compa-
nies in that sector are similarly unattractive at this moment.

Over the coming weeks, investor sentiment is almost certain to
improve, for a number of reasons. First, the pain of the last melt-
down is fading. Secondly, any rise in the spot market will trigger
renewed investor interest. Most importantly, once investors begin
to look objectively at the companies in the uranium space, they
will see some compelling valuations.

Another important trigger will be further consolidation in the ura-
nium mining industry. The large and the mid-tier producers have a
firm grasp of the big picture in the longer term. They want to grow
their production capabilities. There have been a number of deals
over the past few years that brought small companies together to
create mid-tier producers.

There is a huge value creation in going from a small one-project
mining company to being part of a larger multi-mine pro-
ducer. The combined entity often has a value well in excess of the
sum of the parts before the merger. That boost in value comes
from a number of sources:

e The perceived risk is lower for a multi-mine company com-
pared to a company where the entire value is dependent on a
single mine.

e The large size brings the combined company into the realm
where it is owned by larger institutional investors.

e The larger companies can afford a higher level of manage-
ment and technical expertise, as the cost is shared over mul-
tiple operations.

The consolidation process is likely to add value to the shares of
both the consolidator companies and to the acquired companies.

Nuclear Energy Fundamentals

Uranium as mined must go through a complex process to upgrade
it to fuel grade. Naturally occurring uranium contains about one
part per million of the radio  active isotope U235. Fuel grade
uranium consists of about 3% to 5% of the U235 isotope. Weap-
ons grade uranium requires the upgrading to about 95% U235.

Radioactive decay of the U235 isotope gives off heat. In a nuclear
reactor, the process is controlled, so that the heat is used to boil
water. The steam then drives a turbine and generator just like in a
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conventional coal-fired power plant. Safely disposing of the spent
fuel is the biggest challenge facing the industry.

The environmental movement, at least in part, has changed its
stance toward nuclear fuel. The possibility of pollution from a
nuclear facility is now seen to pale in comparison to the certainty
of pollution from a coal-fired facility.

In large part due to the elaborate safety provisions in a nuclear
power plant, the cost to build a plant is very high and the time line
often spans a decade. Once in operation, the uranium fuel cost is
almost inconsequential in relation to the value of the electricity
produced.

Uranium Production and
Extraction Methods

There are 3 main production methods for uranium, with 61% of
mined supplies coming from conventional mining, including both
open-pit and underground. Uranium produced as a by-product of
mining other metals represents about 10% of the mined supply. In
-situ recovery produces 29% of the supply and is rapidly growing
in importance.

Conventional mining of uranium is conducted similarly to most
metal deposits. Open pit mining is used when the deposit is close
to surface and underground mining is used when the deposit is too
deep to access from the surface. The uranium ore is brought to a
mill where it is crushed and ground into a slurry. A weak acid is
added to the slurry to dissolve the uranium, which typically occurs
as an oxide.

The ore is mixed with a solution such as sulfuric acid, to dissolve
the uranium oxide out of the rock. The uranium solution is pre-
cipitated to form an impure uranium oxide (or U308) concentrate
known as yellowcake. The yellowcake is further purified and then
processed into nuclear fuel at another facility.

In-situ leaching (ISL), also known as in-situ recovery (ISR), is
becoming more popular as a means of uranium extraction. It has
low capital and operating costs compared to conventional mining
and involves very minimal surface disruption or environmental
impact. It is therefore effective for extracting lower grade uranium
deposits, so long as the deposit has the appropriate characteristics
to be amenable to in-situ recovery. Uranium deposits may be suit-
able for ISR if they occur in sandstones or rocks that are perme-
able to water flow and are confined above and below by imperme-
able rock.

ISR involves circulating a weakly acidic solution through an un-
derground uranium deposit. The solution is pumped down injec-
tion wells. It circulates through the permeable host rock, dissolv-
ing the uranium oxide. The solution is then brought to surface
through a recovery well. The uranium oxide is precipitated to pro-
duce yellowcake.

ISR first began in the 1960’s in the United States at the Shirley
Basin in Wyoming and now accounts for 90% of the uranium pro-
duced in the country. There are 3 in-situ leach operations in pro-
duction today in the United States: the Crow Butte mine in Ne-

braska (operated by Cameco), the Smith Ranch-Highland mine in
Wyoming (operated by Cameco) and the Alta Mesa mine in Texas
(operated by Mestena).

The long history of safe and successful mining by ISR has created
a favourable environment for new applicants. The process of ob-
taining a development permit is comprehensive and lengthy, but
recently granted permits demonstrate that new mines can be per-
mitted. The U.S. government is supportive of expanded uranium
mining as most of the uranium now used by the American nuclear
industry is imported, with much of that coming from Russia.

Bayswater Uranium
BYU-TSXYV)

Bayswater has prevailed in a bidding war to acquire a 100% inter-
est in the Reno Creek uranium property located in the Powder
River Basin of Wyoming. Reno Creek is an advanced stage in-
situ recovery project that is at the permitting and feasibility stage.
It hosts a measured and indicated resource of 15.6 million pounds
uranium and a historic (non compliant) inferred resource of 8.4
million pounds of uranium.

After Bayswater made an initial offer for the project, which is held
by Strathmore, a major uranium producer made a superior bid.
Bayswater matched the bid and is now set to close the acquisition,
subject to securing the financing. The arrangement calls for $17.5
million in cash on closing plus $2.5 million payable in shares.
Strathmore retains a 5% royalty, which can be purchased for $10
million. A further $2 million is payable to a third party to release
certain rights to the property and to acquire a data base of historic
information.

Bayswater has lined up a $25 million financing with which to
complete the acquisition and fund the next stage of work. The deal
will see Bayswater receive $7.5 million by way of private place-
ment. A further $17.5 million from a private equity firm will go
into a new company, which will acquire the project. The private
equity firm can convert its interest into shares of Bayswater at the
market price at the time it elects to convert. The net result is that
the project will be held in a separate company of which Bayswater
will own 34.6%. Bayswater can boost its interest in the project
company to 50% through further contributions.

A pre-feasibility study conducted by Bayswater shows the Reno
project to have favorable economics. The consultants estimated
the project could be in production by 2015.

Bayswater holds several other uranium properties in the United
States including the advanced stage Elkhorn property in Wyo-
ming and the Alzada property in Montana. The company is
compiling a large database of historic drill results in prepara-
tion to begin drilling the properties.

Joint venture partner Otis Gold is conducting a work program
on Bayswater’s Kilgore Gold property in Idaho. Otis can earn a
75% interest in Kilgore and two other Idaho gold projects. The
partner has reported encouraging drill results from the bulk-
tonnage deposit, including 64 meters of 1.9 grams per tonne
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gold. Price March 26, 2010: C$0.54
Shares Outstanding: 15.4 million

In Canada, the company holds a number of earlier stage explo- Shares Fully Diluted: 17.2 million

ration properties in some of the most prospective uranium dis- Market Cap: C$8.31 million

tricts. Contact: Investor Relations
604-687-2153

The acquisition of the Reno Creek project will be significant ~ www.bayswateruranium.com

for Bayswater as it presents the company with an advanced Last updated March 2010-1

stage resource and the potential for near-term production. The

deal isn’t completed yet, with everything dependent on closing

the financing, which appears to be on track.

As the uranium market strengthens over time, and as Bayswa-
ter advances work on a feasibility study and permitting at Reno
Creek and advances its other projects, shareholders could see
gains from the current price levels.
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