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I’ve been calling Uranium “The Next Big Thing” for the past several months. True to my contrarian
nature, I first went bullish on uranium in January 2009 at market lows. Little did I know that it would take
18 months for the spot price of uranium to start an exponential move up. From July 2010 to early
February 2011, the trade increased from $40.75 to $73.00 a pound for a gain of nearly 80%.
An unpredictable natural disaster that actually has made the energy metal the next big thing now confronts
the world. The Fukushima nuclear complex survived the fifth largest earthquake since 1900 with a
magnitude of 8.9 on the Richter scale. However, the reactors were unable to withstand the resulting
tsunami that wiped out back-up electrical power and damaged essential cooling systems. Now we are
facing the second worst incident in the 57-year history of nuclear power generation.
World markets melted down (pun intended) and ran on emotion and panic for the first three days of the
past week. We’ve had a rally in New York over the last two days. There is still little known about the
overall situation at Fukushima and it will take much more time for this to play out. However, we know it
will not be a repeat of Chernobyl because there was no containment vessel surrounding the defectively
designed Russian reactor. All radiation from that human-caused accident in 1986 was released directly to
the ground and air. Fukushima has well-engineered containment vessels and most radiation will be
confined to the immediate vicinity.
As a result of the incident, the spot price of uranium dropped over 20 % in two weeks and is now at
$53/lb after going as low as $49. The drop is understandable because there were many diverse buyers
including utilities, producers, traders, and speculators last week and the latter two groups fled the market
this week. Since most uranium is sold via long term contracts, the spot market is thinly traded, illiquid,
and subject to volatility. I expect additional weakness in the short term as the traders and hedge fund
speculators avoid the uranium market. This development will be of severe consequence to high cost
producers that have unhedged production.
Exacerbating the situation was last week’s Department of Energy (DOE) quarterly sale of almost one
million pounds into the spot market that had already driven the price from $73 to $66.50. Obama’s DOE
will sell more than five million pounds this year violating the terms of a 2008 deal with the Bush
Administration and the Uranium Producers of America that scheduled 3.3 million pounds of inventory
sales in 2011. That agreement also allowed DOE to sell stockpiles for initial cores of new reactors.

It will surprise most of you to learn that the DOE’s uranium is not sold directly onto the spot market but
bartered for services by union contractors cleaning up the old Portsmouth, Ohio uranium enrichment
facility. The contractor then puts the material into the market and proceeds are used to pay union
employees. The DOE entered into this convoluted “barter for services” relationship in order to circumvent
turning receipts over to the US Treasury. Instead DOE can use the money for its programs without going
thru the Congressional appropriations process.

There will be some serious fallout (pun intended) in uranium demand because of the Fukushima plant
failures. The reactors with control rod problems are done and will be cooled down, sealed off, and
contained. This will take a minor amount of annual demand off the market.
Japan has 11 reactors that were shut down after the earthquake and tsunami. Some of those will come
back on line after safety reviews are completed. Four new generation reactors are under construction and
the fate of these plants is unknown. Certainly all plant locations and designs in Japan will be scrutinized
in light of the recent disaster.
Germany, where anti-nuclear power sentiment is among the strongest in the world, has announced
mothballing of seven reactors for a minimum three months. Time will tell how long that can continue
when electrical costs rise and if rolling brown-outs occur in the nation.
Other western and northern European countries with anti-nuclear lobbies that were previously considering
easing restrictions on nuclear power seem unlikely to embrace its use now.
However, 425 of the world’s 443 nuclear power reactors are still operating. China, Russia, South Korea,
and the United States have announced they will press forward with ambitious plans for increased
electricity output from nuclear power. These countries have been driving the nuclear renaissance along
with India. It seems certain there will be delays in plant design, permitting, and construction around the
world. Capital costs of new plants will increase as we learn from mistakes made at Fukushima.
In 2010, mines supplied about 70% of overall uranium demand. For years the shortfall of mine supply has
been met by sovereign stockpiles and secondary supplies, mainly thru conversion of Russian heavy
enriched uranium into nuclear reactor fuel. Stockpiles and secondary supply are declining rapidly with the
Russian program scheduled for termination in 2013. Most new sources of uranium are mined in unstable
and corrupt countries that are unfriendly to the West and prone to supply disruption.

Nuclear energy is a cornerstone of world electrical output at 13-14%. The US, France, and Japan account
for about 50% of this power.
In the United States, nuclear power accounts for 20% of generated electricity. Along with water, coal, oil,
and natural gas, it is an important source of on-demand base load electricity. We aren’t building any more
domestic dams in the USA and coal and petroleum products are major sources of carbon emissions.
We require alternative sources of electrical energy in America and they will certainly contribute to any
comprehensive national energy plan. However, there are inherent problems with alternative energies such
as solar and wind for electrical production. The sun secedes to the moon for 12 hours every day and
sometimes it’s cloudy. The wind only blows 365, 24, and 7 offshore and in Wyoming. Solar and wind
technologies cannot produce constant and reliable base load electrical power.

Alternative sources are uneconomic because there is currently no efficient and economic way of storing
electricity. Solar and wind require substantial government subsidies and tax credits to compete on a per
kilowatt cost basis.
Green energy technologies are favored by the environmentally conscious. Nevertheless, there are pending
lawsuits by NGOs challenging new solar plants in the California desert and offshore wind farms on the
East Coast.
If it is left up to the NIMBY’s, we would all freeze in the dark.

We produce only four million pounds of uranium a year in the United States, or about 7% of our annual
domestic use of 55 million pounds. Current USA operations are in-situ recovery (ISR) well fields
operating in Wyoming, Nebraska, and South Texas. In addition, our largest domestic uranium mine,
Christiansen Ranch in Wyoming, is controlled by the Russian State uranium company (ARMZ) thru its
majority ownership of Uranium One.
We desperately need a viable domestic uranium industry as we strive to reach energy independence in the
United States of America. I trust that the American people and its politicians and policy makers will
continue to ensure that all forms of energy, including nuclear power, play a part in this mix.
All facets of the worldwide nuclear power industry including sovereign companies, utilities, index funds,
manufacturers and suppliers, and uranium producers, developers, and explorers were hit by panic selling
and market turmoil in the past week. They likely will be strongly oversold and present good buying
opportunities in the short term. In my opinion it is still too early to make a bottom call on the sector.
However, putting in stink bids and patiently accumulating as the market rises and falls is always a
legitimate strategy if you like the long term viability of an exploration or mining company.

Ciao for now,
Mickey Fulp
Mercenary Geologist
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