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In order to create a fortune worth any mention, it is necessary to at least do one very
important thing. And that is, to behave differently from everyone else.

Specifically, to do this in the world of investing, we need to have at least a certain
degree of the following:

a. A different mental model of the world (or i t h e selativ®td everyone else.

b. (i) Different and better information on the world than everyone else has.

and/or

b. (i) A different and better way of analyzing the same information that everyone else
already has.

-Wecaneither (i) start with different (better) information, and hencefind better
opportunities; or, we canstart with the sameinformation aseveryoneelse but then analyseit,
andthen up acting differently

(c) The mental flexibility to abandon our fixed ideas and prejudices, and adapt to the
situation as quickly as possible, usually under uncertain conditions (there are other
ways to be successful, such as by having access to particular forms of financing, but we
can leave the more niche ideas for now)

All of the above are the analytical traits you need. But there is also one other element,
that of psychological toughness.

How would you react to catching a tiger by the tail? Assuming you had a good thesis, it
started to be proved right, and your investment is now up significantly i Are you going
to bail out or are you going to stay in? Or add to your positions? What information do
you use to decide? Can you hold on to a big gain and not fear losing it?

This apparently small difference in thinking under pressure will determine a large portion
of your ability to bag that fortune.

Note:it might take a while to read this article in full, and to do socarefully. Try to put yourself
in the momentz what would you havedoneat any givenstep?Checkyour emotionsz is your
investmentgoing well? Pleasedo not read this seriescarefully unlessyou are not planning to
makea fortune.

Now, | e heddback, all the way backt o €t hywar2 0 0 0 é .
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lllustration of Frenchforecastfor the year 2000
€ w h ethe least interesting thing on the planet is digging on rocks, especially
radioactive rocks.

There are some interesting things about the uranium market that have drawn our
attention, however, and these are:

It is quite clear that the price of uranium itself is very low. All of the uranium miners have
been complaining about it some time, and in fact very few of them can make any
money. An uneconomic price below the cost of the most efficient miner!

It is a market with long cycles (it takes between 10 and 20 years to build a mine), a
history of government interference that has led to a huge overhang of inventory, with
concentrated production dominated by a few miners, a thinly traded market in the
underlying metal, non-transparency in inventories and contracts, and a price that has
been declining for ages.

In general, the performance of the rock-digging business depends primarily on how
much rocks you dig up, and how much you get for them. For instance, if the cost to dig
a bag of rocks is $8 and the selling price is $10, then the gross profit will be $2. If there
is $1 of other costs before pre-tax income, then we get to 2-1 = $1 of pre-tax income.
Now, if the price of the rocks doubles, then the income goes from $1 to: $20 (selling px)
i $8 (digging cost) i $1 other costs = $11 of pre-tax income, which is 11x up, on only a
doubling in the rock price!

Thisiscalledioper attieomralageo.

Although a rock-d i g g @afité depend on volume of rocks x price of rocks 1 cost of
rocks, since the volumes dug up do not tend to increase hugely until the price justifies



more spending on the digging, by far the most important thing we need to worry about is
the price of the rocks.

Uranium is no different, except that the price and inventory cycle is extremely long
(knowing this is important)

Production was falling off a cliff in the early 90s (triggered by a Chernobyl in 1986 and

US-USSR nuke-reduction treaties), bounced in the mid-90s (partly due to the

bankruptcy of one trading company that had uranium inventory, leadingtoanifiar t i f i ci al
tightening of the uranium market), and then resumed falling again until 1999-2000,

which is where our story starts.

There is not a lot of information available about this market. The major players almost
all keep quiet. There is little information other than from C a me c @inarscial
documents. However, we are getting our inner detective out, now that we know
that prices are unreasonably low.

H.Poirot: Isthat under-priced uranium with inventoriesbeingdrawn down?

Essentially, due to the fact that this is a long-run cycle industry, our thesis is that the
business should be going from this:



Bad news in mid-to-late 80s (Chernobyl, decline of Soviet empire, warhead downblending)
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How do we know where we are in this process? We d o n Notone really knows.
Everything is secretive. We have a few indicators to go on, however. An excellent
overview of the situation we are facing was given by Cameco (CCO CN), in 2000:

First, the former SovietUnionrepublicsenteredthe westernworld uranium market and sold
large inventoriesat fire salepricesthroughout the 1990s.Uranium wasnot the only
commodityto sufferfrom thesemarketing practicesin the past 10 years.Secondthe cold war
endedand suddenlythe large stocksof Russianand USuranium from weaponsbecame
potentially available and threatened an already weak market. Third, many electric utilities



changedtheir uranium inventory and procurementstrategiesastheir marketsbecame
deregulatedin the United Statesand elsewhereAsthe utilities movedto opencompetition,
they naturally lookedfor everyopportunity to decreaseheir uranium inventoriesand, more
than ever,their costof uranium.

Thesimplefactsremain that the industry continuesto producehalf of what utiliti esconsume,
that almostno newminesare beingdevelopedandthat inventories continueto bedrawn
down at high rates.

And this was, in fact, when the shares of Cameco, the largest publicly-traded producer
(second largest producer in the world after KazAtomProm, of Kazakhstan), bottomed:
The uranium price at the time looked like this:
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C C O &lware price at this time looked like this:
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Who would want to buy into a dying dog like that?


https://www.cameco.com/invest/markets/uranium-price

Now, | e firétlg mention that CCO was supplying about 20% of the global uranium
market at the time.

To put that in perspective, Saudi Arabia in 2018 has less than 10% of global oil market
share. The difference of course is that uranium is stored in multi-year inventories,
because no one wants to find out what it looks like when a power plant runs out of fuel.
By contrast, oil is bulky relative to its usage, and at best we can store a few months of
use i at the time of writing, OECD oil inventories (called i s t o evéres2d84 billion bbl
and consumption is about 47 m bbl/ day, so OECD olil stocks cover about two months of
consumption i note, however, that once this level drops then shortages start to appeatr,
and hence the comfortable level of oil stocks is way above zero.

So CCO has about double the market supply concentration in uranium as Saudi does in
oil, but of course the huge inventories out there dampen the price of uranium. Moreover,
d o nyéutthink that uranium ¢ a ngo that high anyway, because of its strategic nature,
and the fact that governments have big stockpiles? Maybe. But on the other hand, itis a
very thin market 1 only about 15% of volumes go through the spot market (most are on
long-term, opaque contracts), and no one really knows what is really going on with
those stockpiles. We know that inventories have been falling for years, but how much?
This awful market has continued for years i who is to say it w o nrémain weak for
another decade?

This is the sales (brown) and operating income (blue) of Cameco over the period Mar
1992 1 Mar 2000:
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Sales have been doing fairly well, but not operating income. Analysts have been
forecasting continued pain in the uranium sector, and nobody is really that keen on
CCO shares.

Helpfully, CCO gives an outlook on the uranium market in their annual report (AR).



The below bar chart is a forecast of consumption and production as of 1999 for the next
ten years, from their 1999 AR (published at the time of the above chart).

Note T This is actually not news as of 1999. CCO has been consistently whining about
the excess inventories filling the gap between power plant consumption and primary
(i.e. mine) production.

Also note that Cigar Lake is a CCO property, and McArthur River is C C O diggest
mine.

Chartz extractedview of future consumptionand supply,from# # / adnDal report
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Essentially, it is pretty clear that without CCO, the uranium market is going to be
massively undersupplied. The reason why pricing has been so low is the
combination of the inventory overhang with the non-transparency of uranium
inventories.

CCO has been cautious on uranium pricing for some time, and in fact they have been
investing in a nuclear power plant project.

Here is their comment on prices:

Thelower demand the removal of UStrade restrictions on all but Russiaruranium and

the presencenf cashrhungry inventory sellerscausedhe spotprice to softenduring muchof
the year beforelevelingoff in the fourth quarter at its lowestpoint sinceDecembei31,1973.
Longterm contract price indicators publishedin the industry fell by 8% during 2000to $9.25
(US)per poundU308Thisoccurreddespitea modestincreasein total long-term contracting
in 2000. Alow spot price leadsbuyersto expectplentiful and inexpensivesuppliescausinga
negativeimpact on long-term contract prices.




The increase in long-term contracting seems small, but it is significant, because it
means that serious buyers are getting more interested, if only at the margin, in securing
supplies.

NOTE: the importance of activity on the margin!

They tell us that excess inventories (excluding e.g. strategic military stockpiles) fell by
35 m Ib. in 2000, to 150 m Ib. In 1999, the drawdown was 45 m |b., but somehow
excess inventories were both 150 m Ib. in 1999 and in 2000.

Nonetheless, 150 m |b. of U308 is about one year of use in 1999/ 2000, and this is the
level at which utilities really need to wake up and start paying attention to security of
supply.
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Welcome to 2001!
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In 2001, CCO updated their highly-enriched uranium agreement with Russia, and fixed
prices at the low level of the time.

The uranium price looked like this as of C C O @rsual report:
Zoom 5y All From Maov 1, 1997 To | Apr10,2001
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Note that the long-term contract price (grey) is higher than the spot price (blue)
An IAEA report released in 2001 included the following table:



TABLE VII. SUMMARY OF URANIUM SUPPLY-DEMAND EELATIONSHIPS FROM 2000 TO 2050, b

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Demand 61600 62200 62800 63300 64100 64800 65400 66100 66 700 67 400
HEU 5400 6200 £ 000 9300 10700 10600 10700 11 100 10 900 12 100
Supplier inventory 3350 5294 5289 6 447 7876 8210 63573 1103 2064 -1 364
Russian mventory 7100 6300 4500 3 700 2800 3000 2900 2500 2100 200
MOX 1900 1900 2300 2400 2500 23500 2600 2 800 2 800 3000
RepU 1400 1500 1500 1 300 1 500 1500 1700 1700 1700 2000
Tails reprocessing 4300 4500 3200 4 850 4250 3650 3300 3000 2 800 2630
CIS production 6 300 7300 7500 8 300 9300 10400 10500 10 600 10 800 11 009
Mational programmes 250 163 663 565 573 6035 625 623 623 625
China 380 380 380 760 760 1380 1380 1380 1380 1380
Market based production 28 120 28 061 27466 25478 23739 22955 25122 31280 35 639 35109

Notice how they expect production to continue declining from 2001 to 2005. This is
great news for us, as potential uranium investors!

This is C C O &lsare price just prior to their earnings release:
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Their results were quite good, and this is what the analyst community and traders are
mainly reacting to here.

However, there is something else, in the comments:
From their annual report (Apr 2001):

Whenwill uranium pricesimprove?It isimpossibleto know with certainty and our track
recard in forecastingprice trendshasnot beengood.At year end,uranium spotmarket prices
were about $7 (US)per pound,near historic lows,comparedwith about $16(US)in 1996.At
Cameco.we believe they cannot go much lower as world uranium productio n is less
than half of consumption and most of the x I O | niin@gGare simply uneconomic at such

prices.

Although they say that they cannot forecast prices, they have, perhaps inadvertently,
given a huge fi b u gignal through these two important facts:

1. Pricing cannot go much lower due to most mines being uneconomic at these price
levels.
2. Inventories have fallen to a level that is significant.

These two facts alone should make us establish a position in either CCO itself or, more
realistically, some of the more speculative miners that are moving towards production.
It is also noteworthy in the charts above that the CCO share price seems to have
bottomed just as the S&P 500 (SPX, orange line) has topped out.

L e théldon to our positions and watch what happens.

Around this time, nuclear power started to be viewed differently due to the combination
of the California energy crisis of 2000-2001 (thanks, Enron!), increasing input costs for
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https://en.wikipedia.org/wiki/California_electricity_crisis

competing electricity generation plants (gas and coal), and increasing understanding of

global warming:

Before_California’s electricity
crul.mml_mpom m widely re-

, despite

the money poured into research
and billions more in government
subsidies. The cost of building new
nuclear power plants is not com-
petitive with other forms of elec-
tricity generation.
No nuclear plants have been or-
dered since 1978, and more than
100 reactors have been canceled,
according to a congressional report
issued in November.

While public concern over safety
and waste disposal have tarnished
the industry, the biggest reason nu-
clear power has fallen out of favor
is cost. The price tag for a nuclear-
fueled power plant can reach $6 bil-
lion, or $3,000 per kilowatt of elec-
tricity-generating capacity, accord-
ing to congressional estimates.
That compares with $500 to $700
per kilowatt for a natural gas-fired

t.

But in the last year, rising natu-

nuclear power industry a reprieve,
as seen in rising sale prices for ex-
isting nuclear plants. The industry
has received a further boost from
concerns over the burning of coal,
oil and other fossil fuels, which pro-
duces so-called greenhouse gases
believed to contribute to global
warming.
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Welcome to 2002!
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This is a comment from C C O @01 annual report, published in Apr 2002:

Generallyfrom a marketing perspectivepneshouldmentiontwo noteworthy developments.

In 2001,andfor the first time in five years,the uranium price endedthe year aboveits

starting point.
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Comparingthe uranium demandwith our bestestimatesabout potential supplieswe at
Camecdelievethat newuranium production capacitywill be neededin addition to what is
planned,including CigarLake.We also believe that the uranium price will have to move
well above its present level for this to happen.

This is what uranium price looked like:
NXE
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At this was C C O &lsre price at the time of the earnings :
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Everything is looking great, right? How do you feel about your new investment?

Well done, you can sit back and relax.
Unt élvai t ésomet hing bad is happeningé

Chartz White line is CCOgrangein top panelis another uranium company.Bottom panelz
S&P500.
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Perhaps you should get out of this investment? Just take your losses and run. The
overall stock market is falling, and the newspapers are full of negative stories.

Just because the uranium market may have bottomed does not mean that the stock
cannot fall another 50% from here. Are you going to sell?

Maybe we should think a bit about what caused the decline.

This decline was due to Bruce Power, a nuclear power company that was then 15%
owned by CCO. It had 4 reactors at the time.

The other 85% was owned by British Energy, which was at risk of going bust (this would
be bad for CCO).

However, the British Government stepped in and loaned a lot of money (c. 400m GBP)
to British Energy to make sure that it had enough working capital to keep operating
(good for CCO).

However again, part of the deal at the time was that the British Government needed
financial guarantees from Bruce Power.

This meant that if British Energy continued to screw things up, then Bruce Power could
go bankrupt and C C O @wnership in it would be worthless (bad).

On top of that, two genius analysts decided that this would be a great time to
downgrade the stock.

Obviously, it is typical for an analyst to downgrade when the stock is down, and then
upgrade when the stock is up T and this is what happened during this period with CCO.

The analysts, Victor Lazarovici and lan Howat (at two different banks), decided to
respectively downgrade the stock to CAD 37 (from CAD 45) and from CAD 30 (from
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