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CAMECO OPTION BECOMES EXERCISABLE

Event

Cameco's option to acquire an additional 26% equity interest in GLE from SLX becomes
exercisable from 31  January 2023. We highlight increasingly bullish sentiment from
Cameco on GLE's prospects, including the priority ranking of GLE through the lens of the
US DOE; Cameco Senior VP and CFO Grant Isaac recently stated that "GLE has gone from
being a project on the side of somebody's desk at the US DOE to front and center in the
US nuclear fuel cycle" ( link

link

link

link

link

link

linklink). SLX has recently been added to the Global X Uranium ETF
(US$1.7bn in AUM) under the Jan'23 quarterly rebalance (effective as of 1  February 2023),
which we expect to have played a role in the recent uptick in daily trading volumes.

Impact

Cameco option now exercisable; assumed FV revised. We have lifted our assumed fair
market value of Cameco's option to acquire an additional 26% equity stake in GLE from
SLX to A$300m (prev. A$160m) on revised model assumptions; our prior estimate was
overly conservative, particularly considering Cameco acquired its initial 24% equity stake in
GLE for US$124m in 2008. This updated notional value is at a meaningful discount to that
implied by our revised NPV  valuation of PLEF-I alone, which currently stands at A$420m
on exclusion of revenue royalties payable to SLX. Cameco has long sought to establish
market share in the enrichment sector, and in our view, the strategic value of Cameco's
option has continued to increase amidst a highly supportive backdrop for the
establishment of western uranium enrichment capacity (see Figs. 3-6).

SLX's revenue royalty is important to consider in the context of current valuation.  We
remind that SLX is entitled to a perpetual minimum 7% royalty on 100% of GLE enrichment
revenues under the SILEX Technology License Agreement, with a further 5% revenue
royalty (i.e. maximum royalty of 12%) potentially payable to SLX, determined with
reference to capex per installed SWU capacity. Noting the mechanics of the variable 5%
revenue royalty component have not been formally disclosed, we model minimum annual
revenue royalties payable to SLX of A$74m p.a. based on PLEF I & II SWU capacity of ~4m
SWU/yr at 7%, which we highlight increases to A$128m p.a. at the maximum royalty rate of
12%. We believe this revenue royalty structure may provide enough of an incentive for
Cameco to simply take SLX out should it seek to establish globally significant enrichment
capacity via GLE, which appears to be the case for now. 

US$700m HALEU Availability Program update due shortly. The issuance of Requests for
Proposals (RFPs) under the HALEU Availability Program are expected in early CY23 having
slipped past an original US DOE timeline of Dec'22. We continue to highlight a limited
pool of western enrichers vying for funding under the HALEU Availability Program
(consisting only of European enrichers Urenco and Orano ex-GLE), which both employ
comparatively more capital-intensive and less efficient centrifuge enrichment technologies.
Newsflow on this front presents as a material catalyst, in our view.

Action

Speculative Buy rating maintained, Price Target lifted to A$5.90/sh at 1.1x NAV (prev.
A$4.40/sh). Subsequent to our last published note, we have lowered our discount rate
assumption to 8% (prev. 10%) to reflect our expectation of a higher blend of concessional
US government funding (see US DOE advanced nuclear loan gaurantee solicitation

US DOE advanced nuclear loan gaurantee solicitation

US DOE advanced nuclear loan gaurantee solicitation

US DOE advanced nuclear loan gaurantee solicitation

US DOE advanced nuclear loan gaurantee solicitation

US DOE advanced nuclear loan gaurantee solicitation

US DOE advanced nuclear loan gaurantee solicitationUS DOE advanced nuclear loan gaurantee solicitation,
domestic LEU/HALEU enrichment capacity initiatives and re-prioritisation of GLE). We have
also increased our assumed uranium conversion price to US$30/kgU (prev. US$25/kgU,
spot: US$40/kgU) while also reducing our model risk weighting by 5% on recent
progression of technology commercialisation efforts under the commercial pilot
demonstration program. 

 

st

st

8%

Silex Systems Ltd    
Share Price  4.57 A$/sh
Price Target (1.1x NAV)  5.90 A$/sh
Valuation  5.34 A$/sh
    
Issued Capital    
Ordinary Fully Paid  205.3 m
Options & Perf. Rights  4.7 m
Dil. FP Ordinary  210.0 m
    
Market Capitalisation  938 A$m
Enterprise Value  903 A$m
Cash (Jan'23e)  35 A$m
Debt (Jan'23e)  Nil A$m
    
Directors    
Craig Roy   Chair
Michael Goldsworthy   MD
Christopher Wilks   NED
Helen Cook   NED
    
Substantial Shareholders    
Jardvan Pty Ltd   15.0%
Board & Management   4.5%

Performance

Source: IRESS

https://www.cameco.com/invest/events-presentations/cibc-western-institutional-investor-conference-2023
https://www.energy.gov/sites/prod/files/2020/01/f70/DOE-LPO_Advanced_Nuclear_Loan_Guarantee_Solicitation_16Jan20.pdf
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Summary

 

 

 

Figure 1: SLX has previously carried a market cap of >A$1.7bn Figure 2: PLEF I & II FCF forecasts (SLX attributable basis)

Source: Bloomberg, IRESS Source: Euroz Hartleys estimates

Figure 3: US nuclear power plants are heavily reliant on foreign-
origin U O ; Paducah UF  tails hold significant strategic value3 8 6

Figure 4: Russia accounts for ~43% of global enrichment capacity,
domestic US capacity of ~5m SWU/yr = ~1/3 of annual demand

Source: US EIA Source: WNA (2020), Urenco

Figure 5: Enrichment (SWU) prices are currently at decade highs,
largely necessitated by the Russia-Ukraine conflict

Figure 6: Uranium conversion prices are also at decade highs; the
Paducah UF  tails capture the value of dormant U O  conversion6 3 8

Source: UxC, LLC (adapted from SLX) Source: UxC, LLC (adapted from SLX)
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Valuation

Our valuation of the Paducah UF  Tails Project reflects total SWU capacity of ~4m SWU/yr
(combined PLEF I & II capacity) and LT U O , conversion and SWU prices of US$80/lb,
US$30/kgU and US$150/SWU respectively. We continue to conservatively ascribe no value
to the HALEU opportunity at Paducah via a third-stage facility (PLEF III), although we look to
ascribe value on the potential award of US DOE funding to establish HALEU production
capacity. 

Figure 7:  PLEF I Valuation Assumptions

Source: Euroz Hartleys estimates

Our nominal PLEF II valuation assumes annual SWU capacity of 2m SWU/yr and an avg.
product assay of ~5% U , reflective of the view that longer-dated domestic U.S. LEU
requirements will more than underpin the second-stage opportunity at Paducah. 

Figure 8: PLEF II Valuation Assumptions

Source: Euroz Hartleys estimates

Figure 9: PLEF II SWU Capacity Assumptions

Source: Euroz Hartleys estimates

Although the existing uranium enrichment market is highly concentrated and opaque, the
annual reports of Urenco provide a reference point for margins achieved on current gas
centrifuge enrichment technologies. Urenco operates four uranium enrichment facilities
located in Germany, Netherlands, UK and New Mexico with a global enrichment capacity of
~18m SWU/yr as at CY21 (global capacity: ~66m SWU/yr, WNA 2020). Urenco has achieved
stable EBITDA margins from its enrichment business over the last decade (avg. ~65%, Fig.
10), which we highlight employs relatively less cost-effective second-generation gas
centrifuge enrichment technologies. 
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Figure 10:  Urenco Enrichment Segment EBITDA Margins 

Source: Urenco

We highlight that SLX still trades below historical market capitalisations previously seen
prior to SLX's acquisition of a 51% equity stake in GLE (Fig. 1), at which point in time SLX's
exposure to the commercialisation of the SILEX technology was limited to a 7-12% revenue
royalty stream, albeit without any exposure to technology commercialisation funding
requirements. Further to which, GLE obtained the exclusive right to access the Paducah UF
tails in CY16, which we consider to carry significant strategic value given the Paducah
Project is akin to a Tier 1 uranium resource capable of producing >5mlb U O  pa over a 30-
year project life at avg. all-in costs of <US$25/lb.  

 

Our revised DCF-backed SOTP valuation is detailed below:

Figure 11:  SOTP Valuation

Source: Euroz Hartleys estimates
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Personal disclosures

We hereby certify that all of the views expressed in this report accurately reflect our personal views about the subject company or companies and its or their securities, and we are not
in possession of, nor does this Research contain any inside information.

No part of our compensation was, is or will be directly or indirectly, related to the specific recommendations or views expressed by the authoring analyst in this research, nor has any
attempt been made to influence this Research.

Company disclosures

The companies and securities mentioned in this report, include:

Silex Systems Limited (SLX.ASX) | Price A$4.57 | Target price A$5.90 | Recommendation Speculative Buy;

Price, target price and rating as at 30 January 2023 (* not covered)

Other disclosures, disclaimers and certificates

Copyright & Distribution

The material contained in this communication (and all attachments) is prepared for the exclusive use of clients of Euroz Hartleys Limited (ACN 104 195 057) only.

Euroz Hartleys Limited is the holder of an Australian Financial Services Licence (AFSL 230052) and is a participant of the Australian Securities Exchange Group.

The information contained herein is confidential. If you are not the intended recipient no confidentiality is lost by your receipt of it. Please delete and destroy all copies, and
contact Euroz Hartleys Limited on (+618) 9488 1400. You should not use, copy, disclose or distribute this information without the express written authority of Euroz Hartleys
Limited.

Disclaimer & Disclosure

Euroz Hartleys Limited, and their associates declare that they deal in securities as part of their securities business and consequently may have an interest in the securities
recommended herein (if any). This may include providing equity capital market services to the issuing company, hold a position in the securities, trading as principal or agent and
as such may effect transactions not consistent with the recommendation (if any) in this report.

You should not act on any recommendation issued by Euroz Hartleys Limited without first consulting your investment adviser in order to ascertain whether the recommendation (if
any) is appropriate, having regard to your objectives, financial situation and needs. Nothing in this report shall be construed as a solicitation to buy or sell a security, or to engage
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Euroz Hartleys Limited believes that the information and advice contained herein is correct at the time of compilation, however we make no representation or warranty that it is
accurate, complete, reliable or up to date, nor do we accept any obligation to correct or update the opinions in it. The opinions expressed are subject to change without notice. No
member of Euroz Hartleys Limited accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this material.

We cannot guarantee that the integrity of this communication has been maintained, is free from errors, virus interception or interference. The author of this publication, Euroz
Hartleys Limited, it’s directors and their associates from time to time may hold shares in the security/securities mentioned in this Research document and therefore may benefit
from any increase in the price of those securities. Euroz Hartleys Limited, and its Advisers may earn brokerage, fees, commissions, other benefits or advantages as a result of
transactions arising from any advice mentioned in publications to clients.
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