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Damp but not extinguished...will Cigar be relit?

Cameco has experienced a near catastrophic inflow of water at the Cigar Lake Mine. Can it be saved? We believe that the answer is yes.

Cameco Corp. (CCO-TSX)

The Event

Cameco fails to prevent water from entering Cigar Lake mine after a ground fall in an access drift approximately 460
metres below surface on October 22",

A ground fall in an access drift under development resulted in a near catastrophic inflow of water (reportedly 1500 m*hr or
6600 gallons/minute) and flooding of the Cigar Lake mine. Initial water inflow was expected to be stopped by an underground
bulkhead door installed as part of the water management program in place at the mine. It was soon discovered that a gasket seal
had failed and could not be repaired. Water could not be contained and began to enter all areas of the mine. A decision was
made to evacuate all personnel, and to allow the entire mine to flood.

A rehabilitation plan is expected to be developed. Until then, the economic viability of the project is in question.

What we believe happened...

It is our belief that development excavation and freezing activities may not have been properly synchronized and that
the ground fall is the result of mine development occurring outside, or on the periphery, of the freezing envelope. This,
combined with the inherently poor ground conditions and unknown hydrological conditions, resulted in the ground
failure and the resulting inflow of water. It is suggested, though not widely reported, that this was the reason for the
McArthur River Mine flood of 2003.

The development of uranium mines in the Athabasca Basin is particularly complex due to difficult ground conditions and the
presence of water. The uranium is contained in hyper water-saturated sandstone lying on an altered impermeable basement
rock. (Diagram 1) Extensive mine development in the sandstone is difficult and requires most development to occur in the
stable and dry basement rock below the unconformity and below the ore horizon. (Diagram 2)
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Diagram 2, Cameco Corp.

Any mining activities in the sandstone must be carefully managed to ensure the geotechnical stability of the host rock
environment. At Cigar Lake, Cameco elected to proceed with a ground freezing program in an attempt to make the ground
more competent. This method, whilst long used in the excavation of shafts in the Athabasca Basin, had not previously been
used on such a large scale in actual mine production. Longitudinal ‘freezing’ drifts are excavated in the basement rock,
some 25-30 meters below the deposit, from which an array of vertical holes are drilled into the ore body above. These holes
are lined with pipes, and a -40°C calcium chloride brine solution is circulated through these pipes, to stabilize the ground and
allow for safer extraction.

As the freezing process is initiated from the freeze drifts, the production drifts can be safely driven on a horizon above the
freeze drifts and much closer to the orebody. These drifts are driven parallel but laterally offset from the freeze drifts and
approximately 15 metres above. Protecting the production drift is an 11 metre thick crown pillar of dry basement rock
designed to act as a buffer from the unstable sandstone. (Diagram 3)

o Ry 7% Backfilled Cavities
il nynut nt'the Jet Boring Mining Method (-hwn as perfect cylinders

“” ALl '“H‘ “"i*h
HHEI'I'“I “\WH”

LH‘

et -
':_ Freeze Pipe Drill =

e

Dlaéram 3, Schmitke

At the end of August 2006, Cameco had 324 such freeze holes drilled. 8 million pounds of U308 were frozen and an additional
30 million pounds were scheduled to be frozen by the end of 2007.
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Critical Issues

The critical path items now facing the operating team include the permitting and processing of the water currently contained
within the mine, and on a go forward basis, a more significant mine water management program. While 9 million gallons of water
a day from an underground mine is a lot of water, there are other Canadian hard rock underground mines that have, and do,
manage similarly large amounts of water. This will definitely have a capital and operating cost impact on the asset, but with such
exceptionally high grades, the mine should easily be able to carry anticipated costs.

Additionally, as no major processing equipment was located underground at the time of the incident, there is no expected delay in
long lead time equipment replacement. There undoubtedly will be some impact on mine development equipment, but this is more
easily overcome than extensive replacement of the processing equipment.

Conclusion
The Cigar Lake US$12.7B in situ reserve (231 million pounds of U308 at $55) will not be left behind.

We are of the opinion that the rock fall and ensuing water problem was not the result of a systemic failure of the ground
freezing program and was more likely caused by active development ahead of the ground freezing envelope. We believe
that the mine engineers should be able to develop a plan to salvage this world class uranium asset. The absence of any
major processing equipment loss boosts our belief that if the water management program can be successfully engineered
and the ground freezing program continues, the mine should eventually be reopened. We do, however, expect a delay of at
least three years.

Corporately, Cameco has declared Force Majeure as it has contract language to delay or cancel future deliveries from
Cigar Lake. This has caused utilities to scramble to secure new sources of supply. Although this setback will mainly
deepen future supply deficits, it will add significant pressure to an already tight spot market assuring another jump in
prices.

lan Parkinson
Research Analyst, Mining and Metals

References: Barry W. Schmitke, “Cigar Lake’s Jet Boring Mining Method”, World Nuclear Association Annual
Symposium 2004.
Diagrams: Barry W. Schmitke, “Cigar Lake’s Jet Boring Mining Method”, World Nuclear Association Annual
Symposium 2004.
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IMPORTANT DISCLOSURES

Analyst's Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities
or issuers. No part of the compensation of the responsible analyst(s) nhamed herein is, or will be, directly or indirectly, related to the specific
recommendations or views expressed by the responsible analyst(s) in this report. The particulars contained herein were obtained from sources
which we believe to be reliable but are not guaranteed by us and may be incomplete.

TCSI compensates its research analysts from a variety of sources. The research department is a cost centre and is funded by the business
activities of TCSI including, institutional equity sales and trading, retail sales, and corporate and investment banking. Since the revenues from these
businesses vary the funds for research compensation vary. No one business line has greater influence than any other for research analyst
compensation.

Dissemination of Research

TCSI endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients. TCSI equity research is distributed
electronically via email and is posted on our proprietary websites to ensure eligible clients receive coverage initiations and ratings changes, targets
and opinions in a timely manner. Additional distribution may be done by the sales personnel via emalil, fax or regular mail. Clients may also receive
our research via a third party. Toll Cross Securities Inc. research dissemination policies and procedures may be found on our website,
www.tollcross.ca, in the Research Distribution Policy section.

Company Specific Disclosures:

See Company Specific Disclosure Key below for explanations.

Company Specific Disclosure Key

TCSI uses the following Company Specific Disclosure Key. Please refer to the Company Specific Disclosures section above for specific
disclosures applicable to the issuer(s) discussed in this report.

1 On the last day of the month preceding the date of this report TCSI and its affiliates held an aggregate of at least 1% of the outstanding
shares of CCO.

3 TCSI has provided services to any of the issuers mentioned in this report for remuneration other than normal course investment advisory
or trade execution services during the preceding 12 months.

4 TCSI has received compensation for investment banking services from CCO during the preceding 12 months.

7 An employee of TCSI (name of employee) is an (officer, director, employee or serves in an advisory capacity) of one of the issuers
mentioned in this report.

8 The research analyst(s) and/or associates who prepared this research report has viewed the material operations of the issuers mentioned
in this report.

9 TCSI has been paid or reimbursed by the issuer for the analyst(s) travel expenses to view the material operations of the issuers
mentioned in this report.

TCS USA Research Reports- Additional Disclosure

For Canadian Resident: This report has been approved by Tollcross Securities Inc. (“TCS”), member IDA and CIPF, which takes responsibility for
this report and its dissemination in Canada. Canadian clients wishing to effect transactions in any security discussed should do so through a
qualified salesperson of TCS.

For US Residents: Tollcross Securities Inc. (“TCS USA"), member NASD and SIPC, accepts responsibility for this report and its dissemination in
the United States. This report is intended for distribution in the United States only to certain institutional investors. US clients wishing to effect
transactions in any security discussed should do so through a qualified salesperson of TCS USA.

Every province in Canada, state in the US, and most countries throughout the world have their own laws regulating the types of securities and other
investment products which may be offered to their residents, as well as the process for doing so. As a result, some of the securities discussed in
this report may not be available to every interested investor. Accordingly, this report is provided for the informational purposes only, and does not
constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such would be prohibited.

Other Disclosures

This report has been prepared by Toll Cross Securities Inc. (TCSI). The information contained herein is for information purposes only and this report is not, and is
not to be construed, as an offer to sell or a solicitation of an offer to buy any securities. Neither TCSI nor its affiliates accepts any liability whatsoever for any loss
arising from any use of this report or its contents. Toll Cross Securities Inc. Member CIPF and IDA.
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