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Recommendation

We continue to maintain our “Speculative Buy” Recommendation on Inca Pacific 
and 12-month Target Price of C$3.40.

Release of Independent Due Diligence Review

On June 23, 2008 Inca Pacific Resources Inc. announced that it had received 
a copy of a technical due diligence report, dated June 16, 2008,  from Pincock 
Allen & Holt (PAH), independent engineers, which provides its observations on 
the Magistral project’s technical, environmental and economic information, and 
provides an assessment of any project fatal flaws or risks.

PAH was retained in December 2007 by Cutfield Freeman & Co. Ltd. to act as 
an independent engineer on behalf of potential lending institutions in connection 
with the possible senior debt component of project financing. Cutfield Freeman 
is a London-based independent advisory firm that specializes in the mining 
sector and has been retained by Inca Pacific to assist in raising the funds for the 
Magistral project.

 In January 2008, PAH completed a site visit to the Magistral project and completed 
a review of the Final Feasibility Study (FFS) prepared by Samuel Engineering 
with the assistance of other engineering/consulting groups in December 2007.

While PAH identified a number of issues that had to be completed or resolved, none 
were considered to be fatal flaws. In PAH’s opinion, the FFS is a comprehensive 
stand-alone document and comprises a technically complete study that generally 
met or exceeded industry standards and validated the feasibility of the project. 
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In general, PAH views the Magistral project as well conceived, although certain risks to the 
development of the project exist. Among these risks, the two most notable were: (1) the high 
angle of the pit slope (which was viewed as being of critical importance); and (2) the fact that the 
port facility envisioned in the FFS may not be built. On the latter point, the Company is currently 
pursuing discussions with another port facility operator in the area.

Additionally, PAH also included an updated estimate of the total project Net Present Value (NPV) 
for Magistral based on a 15% upward revision in forecast copper and silver prices while keeping 
molybdenum prices unchanged. The revision yielded an estimated project NPV of US$206 million 
and an IRR of 18.1%.

COMMENT: The PAH report is good news for Inca Pacific shareholders. It provides independent 
confirmation of both the operational feasibility and economic value of developing the Magistral 
mine. This was a major pre-condition necessary to securing the project financing from potential 
lenders like BNP Paribas and Barclays, both of which have provided Letters of Intent to finance 
the Magistral project. 

COMMENT: The upward revision in project NPV to US$206 million reinforces our view that the 
shares are currently significantly undervalued. With 56.3 million shares outstanding, the augmented 
valuation implies a per share price of US$3.65. This is somewhat higher, but still generally in line 
with our one-year Target Price call of C$3.40. Should Inca Pacific elect to pursue a joint venture 
arrangement to develop the mine or, potentially, sell its interest altogether, this revised valuation 
will likely have raised the price bar considered in any such potential discussions.

LABOUR UNREST

For the second time in as many years, a nationwide strike of mine workers in Peru has been called 
over the issue of employee profit-sharing. The government of Peruvian President Alan Garcia has 
expressed support for a bill that would improve labour benefits, but congressional leaders have not 
been able to reach a consensus. In the past, miners had the right to receive 8% of the gross profit of 
mines, but this was revoked during the rule of former Peruvian President Alberto Fujimori.
 
In 2007, Mr. Garcia’s government called for, and subsequently received, an additional 3% “voluntary” 
levee from the mining companies to benefit local communities. Xstrata, which is developing the Las 
Bambas copper deposit, announced that it had set up a US$40 million fund for social development. 
For its own part, Inca Pacific has committed to making a US$5 million payment into a social 
development fund once production begins from the Magistral mine.
 
COMMENT: We have always regarded this $5 million commitment as subject to further upward 
revision and have modeled an additional $5 million in contributions into our estimates. We believe 
that an incremental contribution of $10 million, payable in 2012, may now be required. This would 
have the effect of reducing the Net Asset Value (NAV) by $3 million, or approximately $0.05 per 
share from our original per share NAV estimate of $3.65.
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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 reflect 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 specific views, opinions, and recommendations 
expressed by the Research Analyst in this Research Report.
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eResearch Disclosure Statement
eResearch accepts fees from the companies it researches (the “Covered Companies”), and from financial 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 Pacific 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 officers 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 financial advisory, consulting or merchant banking services for the Covered 
Companies. eResearch is not a brokerage firm 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 
notification 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 specific risk rating to qualify for that rating:

High Risk:	 Financial - Little or no revenue and earnings, limited financial history, weak balance sheet, negative free cash flows,  
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 flow, 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 flows, 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.


