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Toro Energy — Strong Balance Sheet,

Improved Uranium Resources

RECOMMENDATION: BUY TARGET PRICE: A$0.21

Toro Energy continues to be an exceptionally well-managed pre-mining uranium exploration company. The
combination of a strong balance sheet, prudent financial management, institutional shareholder base and enviable

reserves and permitting advancement will allow Toro Energy to participate significantly in a uranium price rerating.
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Industry Overview

Industrial commodity prices and those of the
companies that produce them have been decimated
over the last few years. Although not strictly true to
compare uranium, a very specific input into the nuclear
power industry, to the industrial commodity group, the
market tends not to be discerning. However, when
reviewing price performance over the prevailing 12
months, it can be seen from the chart below that
uranium spot prices have held up remarkably well given

the commodity bear market.

Uranium spot is the best relative performer in this
industrial group, losing 4.5% over the last 12 months
which is in sharp contrast to copper (-22%), zinc (-26%),

nickel (-40%) and steel (-56%).
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The uranium price itself has hovered around the $36/Ib

mark over the last 12 months with the term price at

around $44/Ib.
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Uranium Spot & Term Prices ($/lb) — Source: Ux Consulting
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The spot-term differential has contracted since 2014
showing a narrowing price gap between spot and term
uranium prices. Historically, we have only tended to see
“spectacular” price returns from uranium when spot
and term price differentials have been very narrow or
inverted as we experienced in 2006/07. Much of the
demand behind the 2006/07 spot price, which lifted it
beyond term prices, was speculative in nature and not a
true reflection of the industry demand-supply
dynamics. It could be argued that speculators are now

out of the market and we are seeing the industry itself

drive the term premium.
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Term Premium & Uranium Spot Returns
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As utility providers have watched prices fall over 2013
and 2014 in particular, the deflationary environment
would have lessened the pressure to contract in
uranium. Why buy today when it will be cheaper
tomorrow? However, nuclear fuel is a resource which is
consumed and perhaps utilities now, tentatively, have
to enter the spot market to meet current demand
needs that they chose not to secure via a term

arrangement in 2013/14.

We can see that ahead of the Fukushima disaster
(March 2011) which undoubtedly sent the nuclear
power industry into disarray, the term premium had

fallen sharply and y/y spot prices had risen sharply.

We will continue to monitor the spot-term price
dynamic over the course of 2016 as an indicator of

industry demand.

Demand and Supply

TradeTech, an industry body, has recently published an
updated demand and supply forecast for uranium.
Demand for uranium to fuel nuclear reactors is
estimated by assessing the current generating capacity

of global reactors and by reviewing the nuclear power
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reactors currently under construction and tabled to

begin construction.

Uranium supply comes from a number of sources:
secondary supply, current existing production and

planned production.

Uranium Demand-Supply Forecast — Source: TradeTech
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As can be seen from the TradeTech forecast, total
existing production, as well as planned production, is
insufficient to meet uranium demand requirements

now and into the future.

A key reason for declining supply has been the current
uranium price environment. Basic economics dictates
that planned and prospective mines will only become
operational when mining operations are not loss
making and the corporate and institutional financiers
that mining operations rely on, are comfortable with
the creditworthiness and payback probability of their

financing.

A lack of profitability with the uranium price below the
production cost curve in many key uranium mining
geographies has led to a sharp decline in capital
expenditure. The chart below shows 1-year CapEx
growth for the Global X Uranium ETF — a basket of

primary uranium producers.
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1 Year CapEx Growth — Global X Uranium ETF Constituent
Basket
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The uranium miners are not alone in the mining
industry in showing a sharp decline in capital
expenditures. Many prospective and planned
exploration projects have been shelved, non-profitable
mines mothballed and there has been non-
commencement of near production miners. All of these
CapEx reductions take future supply out of the uranium
market. This lack of supply and the inability to instantly
ramp up uranium production, enrichment and delivery
— the commencement of a uranium mine is a long and
convoluted regulatory and planning process — means
that the risks to the uranium price are very much on the

upside.

What is important to note, is that demand continues to
grow for nuclear energy, particularly in the developing
economies of China and India and other emerging

markets.

The chart below shows the impact of Fukushima on
electricity production from nuclear sources in Japan.
Also visible is a declining trend in the Eurozone as a
result of Germany abandoning nuclear energy
generation. However, what is striking, is how little of

overall electricity production comes from nuclear
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sources in both China and India (less than 5%). This
indicates huge scope for an increase in nuclear power in
both these rapidly industrialising and urbanising
nations.

Electricity Production from Nuclear Sources, Percent of
Total
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China has 27 reactors under construction and a further
64 planned, and the scale of their nuclear programme

dwarfs that of any other country.

There is undoubtedly commitment by the Chinese
State Government to include nuclear energy as a key
component of the country’s energy mix. According to
the Medium and Long-term Development Plan for
Nuclear Power (2010-2020) — installed capacity should
be 58 GWe by 2020 with a further 30 GWe under
construction. A total of 40 GWe needs to be newly built
by 2020. The Chief Engineer of the China Institute of
Atomic Energy, Xu Mi, stated that nuclear energy
should be the first choice for the reduction of carbon
dioxide emissions in China. There is a realisation that
although “green technologies” of solar and wind
generated electricity are important, they cannot be

relied upon for large-scale, base-load supply.
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Nuclear Power Electricity Production - China
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India has 6 reactor units under construction. Currently,
nuclear energy provides only 3% of India’s total
electricity generation but the government has stated it
intends to lift this to 25% by 2050. 22 reactor units are
planned with construction due to start on two reactors
in 2015 and a further 35 units are proposed. These are
fairly ambitious targets by 2011’s fourth largest global
energy consumer (behind China, the US and Russia).
Given the increasing population size and rapid
urbanisation, these energy demands are likely to

continue increasing.

As India has been outside the Nuclear Non-Proliferation
Treaty due to its weapons programme, its civil nuclear
power industry stagnated. However, this is now
changing with a recent spate of international deal-
making, including deals with the US, France, Russia,

Kazakhstan and Australia.

Due to India’s previous exclusion from the uranium
market, there has been an internal focus on thorium
fuelled reactor technology as India has abundant
thorium reserves. However, according to the WNA
country briefing on India, Indian utilities are still 15-20
years away from using thorium to a major extent as a

fuel source. India is, therefore, dependent on strategic
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partners to secure a supply of Uranium and their recent
deal with Australia in particular builds on the Civil
Nuclear Co-operation Agreement between the two
countries that has been two years in the making. In
addition to securing Uranium, Australian coal and gas

are also to be supplied to India.

Industry Dynamics

As discussed, the mining industry as a whole has been
out of favour with investors and many companies are
pricing in continued distress and bankruptcy. A large
degree of the negative sentiment has been the ending
of China’s fixed asset binge and slowing growth.
Demand-supply dynamics have been pushed out of
alignment and excess supply, or perceived excess
supply, in many commodities — oil, in particular, has

driven down prices.

While many may argue a “lower for longer” state for oil
which then makes the argument for more costly
renewables less compelling, we believe the same
argument cannot be made in the case of nuclear
energy. As highlighted above, demand for base-load
energy continues to increase and even a slowing China
will impact very much at the margins of that energy

requirement growth.

At the Paris United Nations Climate Conference
(COP21) held in mid-December 2015, a historic deal
was struck between nearly 200 countries to commit to
a variety of goals and targets. Global warming on
average is to be kept below two degrees compared
with pre-industrial levels and greenhouse gas emissions
are to stop rising and begin declining rapidly. Individual
nations can decide how best to manage their
compliance with these newly ratified targets and

funding will be made available to help poorer countries
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overhaul energy generation and industrial processes to
diminish reliance on pollution-intensive fossil fuels.
COP21 now has countries committed to a reduction in
greenhouse gas emissions as the direct mechanism to
provide further rises in global temperatures. The China

Post (14 December 2015) reported:

"The burning of those fossil fuels releases invisible
greenhouse gases, which cause the planet to
warm and disrupt Earth's delicate climate system.
Ending the vicious circle requires a switch to
cleaner sources, such as solar and wind, and
improving energy efficiency. Some nations are
also aggressively pursuing nuclear power, which

does not emit greenhouse gases.”

In the World Energy Outlook from the IEA, they state:

"Nuclear power is one of a limited number of
options available at scale to reduce CO2
emissions. It has avoided the release of an
estimated 56 Gt of CO2 since 1971, or close to two

years of emissions at current rates.”

Thus, while cheap fossil fuels (oil and natural gas) may
make the cost per kilowatt hour of clean-air
alternatives look relatively more expensive; ultimately,
clean-air technology has to win out and this very much

includes nuclear energy.

US Dollar strength has also been a significant factor in
current market sentiment and pricing. However, US
Dollar strength introduces an interesting and
advantageous profile for a number of commodity
producers as their cost base and operations tend to be
in depreciating currency geographies. The chart below
shows the move relative to the US Dollar for the
Canadian and Australian Dollars — two key uranium
mining jurisdictions. The competitiveness of operations

in both Australia and Canada has increased improving
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the margins and potential margins of mining

operations.

Canadian and Australian Dollars relative to US Dollar
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e Uranium as a metal commodity has held up
well relative to other industrial metals.

e The demand-supply imbalance continues to
widen — there is insufficient existing and
planned mining production to meet future
energy demand.

e China, India and other emerging nations
remain committed to nuclear power electricity
generation.

e COP21 has served to ratify the need for clean
air, base-load energy supplies.

e Foreign exchange dynamics are increasing the
global competitiveness of many mining

operations.
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Toro Energy

Toro Energy (ASX: TOE) is a Western Australian, Perth-
based Uranium development and exploration company
focussed on being a leading mid-tier global uranium
company. Toro Energy has a suite of development and
exploration assets within their business structure — the

key flagship project being the Wiluna Project.

Recent Announcements

On the 1% of February 2016, Toro Energy released
another company announcement indicating a revision
in their available uranium resources. This follows a
similar announcement made on the 14th of October
2015. Following on from extensive geological and
geochemical work, the estimated total resources at the
Wiluna Project site have increased by approximately
10%. This is in addition to the October announced
increase of 20%. Again, in addition to the increase in
total U,0g resources, there is also an increase in the

estimated grade of the deposit.

Mineral Resources

Listed mining and minerals companies in Australia and
New Zealand are obligated as part of the exchange
listing rules to comply with the JORC Code. “The JORC
Code provides a mandatory system for the
classification of minerals Exploration Results, Mineral
Resources and Ore Reserves according to the levels of
confidence in geological knowledge and technical and

economic  considerations in  Public  Reports”

(www.jorc.org).

Toro Energy, as a listed Australian entity complies with
all aspects of the JORC code and as part of extensive
geological work, has published an updated JORC

resources schedule.
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The estimation of the underground resources has been
achieved through an extensive sample drilling
programme funded by the some of the proceeds Toro
Energy received from investment by the Sentient

Group.

By conducting this ongoing research work, Toro Energy
has been able to generate a comprehensive
understanding of the grade and deposit geography of
the U,0g deposits at Wiluna. This R&D work not only
allows for a rigorous estimation of the mineral deposit,
but also importantly allows for in-depth mining

economic planning and budgeting to be conducted.

While the uranium resources have increased, so too has
the grade of those resources. A high head grade means
the ability to develop a high-grade mining plan which

will allow for improved mining economics.

SRK Consulting (Australia), independent consultants
who assisted Toro Energy in conducting the geological
sampling process in conjunction with geochemical
laboratory work, are now going to assist in revising the

mine optimisation plan.

The chart below indicates the change in resources at
Wiluna based on sampling work conducted by Toro

Energy, enhancing the resources of the Wiluna Project.

It is important to note that these figures include the
Centipede/Millipede, Lake Maitland and Lake Way
deposits. They exclude Dawson Hinkler and
Nowthanna. As part of the recent geochemical and
sampling work, a resource increase has also been
advised for Nowthanna bringing the total resource
inclusive of Nowthanna and Dawson Hinkler to 84.0

Mlbs at a 200 ppm cut-off.
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Measured Indicated Inferred Total

B Prior HOct-1; HFeb-16

Impact on Valuation

An increase in resources, both in terms of quality and
quantity allows Toro Energy to revisit the mining
economics and mining schedule. Using the new

resource information, Toro Energy has the ability to:

®  Maintain the currently projected mine life, but
effectively increase the quantity of uranium
mined per year, or

®  Maintain the currently projected annual output
but extend the life of the mine, or

®  Work on a combination of the two — increased
output and a mine life extension — in order to
optimise output and longevity and thus

economic value.

We have updated our DCF valuation model to account
for the increased resources and have assumed an
increase in production output for the Wiluna Project
and improved mining economics given the higher

grade of the deposits.

The CapEx requirements to commence mining
operations are clearly a large driving factor in the

projected NAV of the project. Our valuation model
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assumptions use an equal-weighted debt-equity mix for
the financing of the CapEx component. An off-take
contract with nuclear utility (potentially an Indian
partner) could readily be used as security against debt
financing. By securitising a long-term purchase
contract, we believe Toro Energy will have the ability to
blend their capital requirements which would be to the

benefit of existing and new shareholders.

Toro Energy Valuation Model Summary

Equity Future Toro Energy
Issuance Uranium Valuation
Price per Spot Price per Share
Share
Current As$0.176 USs5s/lb A$0.21
Base Case
Prior Base A$0.148 USs5s/lb A$0.18
Case*
Current A$0.288 USs70/Ib A$0.36
Upper Case
Prior Upper  A$0.248 USs70/Ib A$0.32
Case*

* October 2015

The point at which mining production will commence
still remains subject to an anticipated improvement in
the uranium price. Such an improvement, or perception
of improvement, will put Toro Energy in a stronger
negotiating position with potential off-take or

financing partners.

Share Price Performance

As discussed earlier in this report, the uranium spot
price has held up well relative to other industrial
metals. Equally, Toro Energy’s share price has been a
relative outperformer in what is a particularly volatile

equity market environment, especially in the energy

/| RealFin e

} capital partners




» RealCap Uranium Research Report
Toro Energy Limited

FEB

2016

and mining sectors. When measured in US Dollars,
Toro Energy has beaten a basket of its peers since 2011
and has behaved more like the industry heavy-weight
Cameco rather than a pure exploration player. This US
Dollar performance comes despite depreciation in the
Australian Dollar relative to the US Dollar.

Select Uranium Mining & Exploration Companies — Indexed
share price performance in US Dollars

cash and asset injection from The Sentient Group, an
independent private equity firm specialising in the
global resources industry. The Sentient Group manages

of $2.7bn in global resource assets.

In terms of the deal, Toro Energy received Asiom in

placement proceeds (As$7.cm reflecting tranche 1
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Balance Sheet Strength

Toro Energy has made excellent progress along the

regulatory and environmental path to mining
commencement over the last several years, but just as
importantly, the management team have paid very
close attention to the Toro Energy capital structure and

balance sheet.

Toro Energy has enviable balance sheet strength
coupled with equity partners who are committed, long-

term investors and not “hot money” speculators.
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received in December 2014 and an additional A$2.5m
as a tranche 2 payment received in June 2015). Also
received were Asiom in unitisation funds earmarked

for further development of the Wiluna project.

On the 11th of June 2015, Toro Energy announced a key
balance sheet restructuring backed by The Sentient
Group. In terms of the deal, Toro Energy paid down the
As12million debt facility held with Macquarie Bank

(ASX: MQG).

The post-deal balance sheet is reflected below until the
end of June 2015. Updated financial figures will shortly

be made available by the company.
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Toro Energy Balance Sheet (Australian Dollar millions)

Jun'isg Dec '14 Jun'14 Dec'13 Jun'i3
Assets
Cash & Short-Term Investments 22.89 25.25 7.15 9.21 11.24
Short-Term Receivables 0.90 0.13 0.21 0.25 0.50
Accounts Receivables, Net -- -- -- 0.25 --
Other Current Assets 0.20 0.03 0.03 0.05 0.10
Total Current Assets 23.99 25.41 7-39 9.51 11.84
Net Property, Plant & Equipment 1.45 1.78 211 2.69 1.48
Total Investments and Advances 0.04 2.78 -- -- 0.00
Intangible Assets 0.00 130.61 0.00 124.98 0.00
Other Assets 133.34 0.00 0.00 0.00 88.71
Total Assets 158.82 160.59 137.56 137.18 102.04
Liabilities & Shareholders' Equity
ST Debt & Curr. Portion LT Debt 10.96 0.00 0.00 0.00 0.00
Accounts Payable 0.53 1.35 0.24 0.96 0.76
Other Current Liabilities 0.78 0.13 0.57 1.91 0.75
Total Current Liabilities 12.26 1.48 0.81 2.87 1.50
Long-Term Debt 7.36 17.18 9.39 8.61 7.82
Provision for Risks & Charges 0.04 0.06 0.05 0.03 0.08
Total Liabilities 19.66 18.72 10.24 11.50 9.41
Common Equity 139.16 141.87 127.32 125.68 92.62
Common Stock Par/Carry Value 293.81 286.52 260.04 255.08 217.59
Retained Earnings -160.99 -157.83 -139.19 -135.66 -131.79
Unrealized Gain/Loss Marketable Securities 0.00 1.78 0.00 0.00 0.00
Other Appropriated Reserves 6.34 11.40 6.47 6.26 6.82
Total Shareholders' Equity 139.16 141.87 127.32 125.68 92.62
Total Equity 139.16 141.87 127.32 125.68 92.62
Total Liabilities & Shareholders' Equity 158.82 160.59 137.56 137.18 102.04
Book Value per Share 0.13 0.07 0.08 0.08 0.09
Tangible Book Value per Share 0.13 0.01 0.08 0.00 0.09
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The key takeaway from the Sentient deal is a reduction
in financing costs and a deleveraging of the Toro
Energy balance sheet. This step has reduced any
pressure on Toro Energy to service or refinance
“expensive” debt and also provides company
management with a sufficient cash reserve to keep
stepping towards regulatory approval for the Wiluna
Project while building on key global relationships with

investment and offtake partners.

When compared with some of the uranium mining peer
group, as can been seen in the chart below, Toro
Energy is unleveraged relative to other exploration

companies and is very conservatively structured.

Uranium Miners Total Debt/Total Assets
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Conclusions

We echo the outlook posted in earlier reports. Toro
Energy continues to be an exceptionally well-managed
pre-mining uranium exploration company. The
combination of a strong balance sheet, prudent
financial management, institutional shareholder base
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and enviable reserves and permitting advancement will
allow Toro Energy to participate significantly in a
uranium price rerating.

There are undoubtedly risks to investing in a pre-
production mining company that we presented in full in
a prior publication. We give a summary of the key risks
below. Where possible, Toro Energy management has
sought to mitigate those risks, but investors must be
aware that certain risks are inherent to uranium mining.

- Financing and economic risk
- Permitting risk

- Geology and Metallurgy

- Country risk

- Liquidity risk

Investor Recommendations

We continue to hold a buy recommendation for Toro
Energy and would encourage investors to build a
position at current attractive price levels.
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Tel: +27 82 773 0173

Email: sdoidge@realcap.co.za

CONTACT US

¢ Email: enquiries@realcap.co.za ¢ Website: www.realcap.co.za
Physical Address: Office 303 Third Floor, Pam Golding on Main, Corner of Main and Summerly Road, Cape Town, South Africa, 7700
Postal Address: Suite 762, Private Bag X16, Constantia, Cape Town, South Africa, 7848

DISCLAIMER

The author of this publication, RealFin Capital Partners Proprietary Limited (“RealCap”), its 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. RealCap and its Advisers may earn brokerage, fees, commissions, other benefits or advantages as a result of a transaction arising from
any advice mentioned in publications to clients.

RealCap has provided corporate advice to Toro Energy Limited (*Toro”) and continues to provide corporate advice to Toro for which it has earned
fees and continues to earn fees. The Company paid all costs for the analyst to travel to the site.

Any financial product advice contained in this document is unsolicited general information only. Do not act on this advice without first consulting
your investment adviser to determine whether the advice is appropriate for your investment objectives, financial situation and particular needs.

RealCap believes that any information contained in this document is accurate when issued. RealCap, however, does not warrant its accuracy or
reliability. RealCap, its officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss or damage relating to
this document to the full extent permitted by law.

NOTE

RealCap is part of the RealFin Group, a specialist asset manager with assets under its control in excess of US$1,7bn. RealCap has indirect
exposure to Toro Energy by virtue of the fact that certain portfolios it manages own Toro shares. Collectively such portfolios hold around
4.7% of Toro Energy.
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