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INCA PACIFIC RESOURCES  (TSX-V  IPR:  $1.90) 

UPFRONT
The recently-released Final Feasibility Study confirmed the technical and 
economic viability of Inca Pacifi c Resources’ 100%-owned Magistral copper-
molybdenum project in Peru. This is a vital step forward, but giant strides still 
need to be taken.

RECOMMENDATION
We are maintaining our Recommendation of  Speculative Buy for the shares of 
Inca Pacifi c Resources Inc. (“Inca Pacifi c” or the “Company”) as set out in our 
Initiating Report of November 9, 2007. As detailed below, our one-year and four-
year price objectives are unchanged at $3.40 and $9.65 respectively.

PROFILE
Inca Pacific Resources Inc. is a junior Canadian mineral exploration and 
development company that is focused on bringing its 100%-owned Magistral 
copper-molybdenum property in Peru into production by 2011. 

HIGHLIGHTS
► Positive Final Feasibility Study.
► Proceeding to obtain a “Bankable” Feasibility Study, involving two letters 

to the Peruvian Government.
► Need to raise approximately US$400 million combined debt and equity 

to fi nance the project to production.
► Increasing attraction as an acquisition candidate as each milestone is 

reached.
► If continue “on target”, production could begin in 2011.

Data Source: www.BigCharts.com

Recommendation
Speculative Buy (Maintained) 

Risk
High

Target Price
1-Year: $3.40 (Maintained)
4-Year: $9.65 (Maintained)

Price (Jan 8)
$1.90

52-Week Range
$2.01 - $0.85

Potential Return
1 Year- 1.8x
5 Year- 5.1x

Shares O/S
37.1 million

Market Cap
$70.5 million

Average Daily Volume 
20 da:    96,000    
150 da:  78,000

Year-End 
November 30

C$   BVPS EPS
2005A $0.95 ($0.25)
2006A $0.67 ($0.04)
2007E $0.59 $(0.12)
2008E $1.39 $(0.10)

BVPS: Book Value Per Share
EPS:  Earnings Per Share

Analysts 
Eugene Bukoveczky, MBA, CFA
Bob Weir, B.Sc., B.Comm, CFA
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FINAL FEASIBILITY STUDY 

1. Study Highlights

Inca Pacifi c released on December 3, 2007 the results of a Final Feasibility Study (“FFS”) for 
its 100%-owned Magistral copper-molybdenum project (the “Project”) located in Ancash, Peru. 
The FFS has confi rmed the technical and economic viability of the Project.

Highlights of the study are as follows (all dollar fi gures in US currency and current at Q3/07):

NPV (after-tax and 8% Discount Rate):      US$146.0 million
IRR (after-tax):        14.9 %
Life-of-Mine (LOM):        15 years
Capital Payback:        3.3 years
Initial Capital Expenditure (before IGV) including a 14% contingency:  US$402 million
LOM C-1 Cash Costs (net of Mo and Ag by-product credits):   US$0.28/lb Cu
Mill Capacity (nominal):       20,000 tpd
Annual Throughput:        7 million tonnes
Strip Ratio (including pre-production waste):     2.2:1
LOM average annual copper-in-concentrate production:    34,100 tonnes
LOM average annual molybdenum-in-concentrate production:   2,860 tonnes

*LOM = Life of Mine; IGV = Value Added Tax

2. Project NPV

The Project NPV of US$146 million was based on the following metals price assumptions, which 
incorporated a materially higher set of copper price forecasts for the initial two years (2011/2012) 
of mine life, and raised the long-term molybdenum price by US$2/lb to US$12/lb.

   Copper Price Molybdenum Price Silver Price
Year   US$/lb.  US$/lb.   US$/troy oz.
2011 and 2012  2.76  22.38   12.00
2013 to 2025  1.50  12.00   12.00

  
3. Availability of the Final Feasibility Study

The complete FFS will be available on Inca Pacifi c’s website (www.incapacifi c.com) and SEDAR 
(www.sedar.com) within 45 days (ending around January 17, 2008).

4. Bankable Feasibility Study

The Company has delivered the Final Feasibility Study to the Government of Peru. On or before 
February 28, 2008, the Company must provide the Peruvian government with one or more letters from 
major fi nancial institutions stating that the Feasibility Study is a “Bankable” Feasibility Study. 
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5. Project Financing

The Company has appointed Pincock, Allen & Holt as Independent Engineer to review the Final 
Feasibility Study and to express an opinion as to whether the study has form and content that would 
allow major fi nancial institutions to provide all or part of the debt and/or equity fi nancing for the 
construction of the Magistral project. Assuming that is the case, the closing of all project-related 
fi nancing is now expected to occur in the fourth quarter of 2008, with construction commencing 
on the mine in the fi rst quarter of 2009. Full production is projected to begin in 2011.

COMMENT: The total fi nancing is anticipated to be in the range of US$400 million. eResearch 
expects that the equity component will comprise 25%-30% of the total, and debt fi nancing for the 
remainder.

6. eResearch Commentary

COMMENT 1: The FFS has confi rmed the economic and engineering viability of the Magistral 
copper project, even under relatively conservative long-term copper and molybdenum price 
assumptions. The completion of this document satisfi es the immediate milestone of delivering such 
a study to the Government of Peru by December 31, 2007. The next step involves submitting the 
study for independent evaluation, which will then constitute the required due diligence needed to 
obtain the letters from the prospective lenders confi rming the “bankable” status of the document. 
This deadline for this next step is February 28, 2008.

In the meantime, the Company announced on December 21, 2007 that it intends to raise up to 
$3.4 million through a non-brokered private placement, with the proceeds to be used to advance 
the Magistral project further, and for general working capital purposes.  The private placement is 
subject to acceptance by the TSX Venture Exchange.

COMMENT 2: A more-than-50% increase in the initial capital expenditure estimate, from US$265 
million to US$402 million, could constitute a major negative surprise in the FFS, but this increase 
is generally in line with similar cost escalations experienced by other mining companies when 
reporting fi nal versus preliminary development cost estimates for comparable mining projects. The 
weaker US dollar, a fuller accounting of the costs of mine development, and the incorporation of 
a signifi cant contingency cost component (which is 14% in Inca Pacifi c’s case) are the principal 
reasons driving such cost escalations.

COMMENT 3: While the upfront cost of the Magistral project has increased, it nevertheless 
retains its status as a very low-cost operation. The FFS further reduced the initial estimated cost 
of production for copper from US$0.77/lb to US$/0.28/lb, well below the US$0.71/lb average for 
the peer group. This refl ects the signifi cant byproduct credits available from the large quantities 
of molybdenum hosted in the ore body and the high recovery rates achievable given the mining 
process employed.
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VALUATION

1. DCF Analysis

Based on the new guidance available from the FFS, we have revised our discounted cash fl ow 
(DCF) model estimate of the intrinsic value of Inca Pacifi c shares. As before, the key assumption 
underlying this valuation is that the Company undertakes a self-fi nanced development approach 
using a 30%/70% debt-to- equity split, a 10% discount rate and an assumed, albeit conservative, 
new equity issue price of US$2.00 per share. The following table presents these per-share estimates 
of intrinsic value at various copper and molybdenum price combinations.

Our previous one-year Target Price of $3.40 was based, in part, on long-term copper and molybdenum 
price assumptions of US$2.00 and US$14 per pound, respectively. Our updated DCF analysis using 
these metals price assumptions results in an intrinsic value per share of $3.08.

2. Peer Company Acquisition

The acquisition of Northern Peru Copper Inc. (NOC) on December 6, 2007 by China Minmetals 
Nonferrous Metals Co., Ltd and Jiangxi Copper Company Ltd. represents the second major copper-
development company acquisition in Peru in the last six months. Last June, Peru Copper Inc. (PCR) 
was acquired by Aluminum Corporation of China (“Chinalco”). 

The more recent Northern Peru acquisition was concluded at a price that represented a 34% premium 
to NOC’s 20-day average price -  a higher takeover premium relative to the 21% premium paid, on 
the same basis, for Peru Copper. These acquisitions could increase the prospect of a similar offer 
being made for Inca Pacifi c.

COMMENT: The recent proposed acquisition of Tyler Resources Inc. by Jinchuan Group Ltd. was 
agreed at a price premium of 116% over the prevailing price before Tyler received a hostile offer 
in October 2007. Inca Pacifi c management must be drooling!

The NOC transaction valued the company at US$455 million, or roughly 81% of the Preliminary 
Feasibility Study (PFS)-based NPV value of US$560 million for its principal asset, the Galeno 
copper deposit. If we apply this percentage to the FFS-based NPV estimate of US$146 million for 
Inca Pacifi c, that equates to a $3.20 Inca Pacifi c share price. 

Looking at the NOC transaction another way, the acquisition valued its measured and inferred 
resource at just over US$0.04 per pound copper equivalent resource. Applying the same valuation 
metric to Inca Pacifi c, our analytical methods derive a per share value of C$4.03 for Inca Pacifi c.

M e tal P rice $1.50/lb  C u $1.75/lb  C u $2.00/lb  C u $2.25/lb  C u
$22/lb  M o $3.47 $4.01 $4.56 $5.10
$20/lb  M o $3.10 $3.65 $4.19 $4.73
$18/lb  M o $2.73 $3.28 $3.82 $4.36
$16/lb  M o $2.37 $2.91 $3.45 $3.99
$14/lb  M o $2.00 $2.54 $3.08 $3.62
$12/lb  M o $1.63 $2.17 $2.71 $3.26
$10/lb  M o $1.26 $1.80 $2.34 $2.89
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CONCLUSION

Taking into account the per share values determined by: (1) our revised DCF valuation ($3.08); 
and (2) the Northern Peru Copper acquisition equivalents ($3.20 and $4.03), we derive a simple 
average of the three values of $3.44 per share. 

Thus, we are maintaining our original 12-month Target Price estimate of $3.40. 

Our four-year Target Price, based on assumptions set out in our Initiating Report 
(www.eresearch.ca), is unchanged at $9.65.

COMMENT: In our opinion, the shares of Inca Pacifi c Resources represent an interesting 
speculation based on the Company: (1) obtaining a “Bankable” Feasibility Study; (2) achieving 
a successful debt-equity capital raise totaling about US$400 million to bring the project into 
production; and (3) continuing to be an attractive acquisition candidate, which increases as each 
of the foregoing milestones is achieved.
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ANALYST CERTIFICATION

Each Research Analyst who was involved in the preparation of this Research Report hereby certifies that: 
(1) the views, opinions, and recommendations expressed in this Research Report refl ect accurately the Research 
Analyst’s personal views concerning any and all securities and issuers that are discussed herein and are the subject 
matter of this Research Report; and (2) the fees, earnings, or compensation, in any form, payable to the Research 
Analyst, is not and will not, directly or indirectly, be related to the specifi c views, opinions, and recommendations 
expressed by the Research Analyst in this Research Report.

eResearch analysts on this report: Eugene Bukoveczky, MBA, CFA : Eugene Bukoveczky has considerable 
international oil and gas research experience. In Dubai, as a Senior Investment Analyst, he performed various 
responsibilities for one of the largest private client asset management operations in the Middle East, including 
establishing and managing a global emerging market equity investment portfolio that focused on large value-equity 
transactions. He also worked in Abu Dhabi as a Senior Business Analyst. Eugene also has extensive experience with 
risk management systems and derivatives trading assessment.

Bob Weir, B. Comm, B.Sc., CFA. Bob Weir has 40 years of investment research and analytical experience in both 
the equity and fi xed-income sectors, and in the commercial real estate industry. He was at Dominion Bond Rating 
Service (DBRS) from 1994 to 2001, latterly as Executive Vice-President responsible for conducting the day-to-day 
management affairs of the company. He joined eResearch in 2004.
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eResearch Disclosure Statement
eResearch accepts fees from the companies it researches (the “Covered Companies”), and from fi nancial institutions or other third parties. 
The purpose of this policy is to defray the cost of researching small and medium capitalization stocks which otherwise receive little or no 
research coverage. In this manner, eResearch can minimize fees to its subscribers. 

Inca Pacifi c Resources Inc. paid eResearch a fee of $20,000+GST to conduct research on the Company on an Annual Continual Basis.

To ensure complete independence and editorial control over its research, eResearch follows certain business practices and compliance 
procedures. For instance, fees from Covered Companies are due and payable prior to the commencement of research, are accepted only in 
cash or currency and will not accept payment in shares, warrants, convertible securities or options of Covered Companies.   

All Analysts are required to sign a contract with eResearch prior to engagement, and agree to adhere at all times to the CFA Institute Code 
of Ethics and Standards of  Professional Conduct. eResearch analysts are compensated on a per-report, per-company basis and not on the 
basis of his/her recommendations. Analysts are not allowed to accept any fees or other consideration from the companies they cover for 
eResearch. Analysts are also not allowed to trade in the shares, warrants, convertible securities or options of companies they cover for 
eResearch.

In addition, eResearch, its offi cers and directors, cannot trade in shares, warrants, convertible securities or options of any of the Covered 
Companies. eResearch’s sole business is providing independent equity research to its institutional and retail subscribers. 

eResearch will not conduct investment banking or other fi nancial advisory, consulting or merchant banking services for the Covered 
Companies. eResearch is not a brokerage fi rm and does not trade in securities of any kind.

eResearch makes all reasonable efforts to provide its research, via e-mail, simultaneously to all subscribers. eResearch posts all of its 
research on its own website (www.eresearch.ca), disseminates its research through its extensive electronic distribution network, and provides 
notifi cation of its research through newswire agencies.  

Additional distribution of our research may be done through agreements with newswire agencies.  
                 

eResearch Recommendation System
Strong Buy: Expected total return within the next 12 months is at least 40%. 

Buy: Expected total return within the next 12 months is between 10% and 40%.

Speculative Buy: Expected total return within the next 12 months is substantial, but Risk is High  (see below).

Hold: Expected total return within the next 12 months is between 0% and 10%.

Sell: Expected total return within the next 12 months is negative.

eResearch Risk Rating System 
A company may have some, but not necessarily all, of the following characteristics of a specifi c risk rating to qualify for that rating:

High Risk: Financial - Little or no revenue and earnings, limited fi nancial history, weak balance sheet, negative free cash fl ows, 
poor working capital solvency, no dividends.

 Operational - Weak competitive market position, early stage of development, unproven operating plan, high cost 
structure, industry consolidating, business model/technology unproven or out-of-date.

Medium Risk: Financial - Several years of revenue and positive earnings, balance sheet in line with industry average, positive free 
cash fl ow, adequate working capital solvency, may or may not pay a dividend.

 Operational - Competitive market position and cost structure, industry stable, business model/technology is well 
established and consistent with current state of industry

Low Risk: Financial - Strong revenue growth and earnings over several years, stronger than average balance sheet, strong positive 
free cash fl ows, above average working capital solvency, company may pay (and stock may yield) substantial dividends 
or company may actively buy back stock.

 Operational - Dominant player in its market, below average cost structure, company may be a consolidator, company 
may have a leading market/technology position.


