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Intec Limited 13 jun, 2007

No quantification, no value

INL; Buy reaffirmed up to 17 cents

Unfortunately, the Intec share price continues to be volatile, afflicted with day traders and
losing its relationship with the zinc price - a relationship that should reflect its leverage to
zinc production out of the Hellyer Zinc Concentrate Project (tailings dredging project)

(‘HZCP?).

“The market is waiting for Intec to quantify and commit to its Intec Hellyer
Residues Project before it assigns value to the project in the share price. This

quantification should occur over the next few months.”
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This has been highlighted with a declining share price performance while the company has announced a strong
production performance in May 2007 at the Hellyer tailings project (the “‘HZCP’, a 50/50 joint venture with
Polymetals (Hellyer) Pty Ltd) achieved a record 5,707 tonnes of bulk zinc concentrate grading ~40% Zn, 8% Pb
and 1159/t Ag. The company also notes that it is currently fully unhedged, offering exposure to current strong

metals prices.

Recapping, the following diagram from a company European roadshow last week outlines the tailings project
which uses the conventional Hellyer flotation plant.
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With recent zinc price and exchange rate movements, the company has provided a sensitivity chart to its

expected cash flows from the project.

Zinc Price US$/1b 75 1.50 1.25
USH/AS 0.82 0.82 0.82
Net J'V Sales Revenue! ASm 67.9 59.6 50.1
JW Operating Costs ASm 24.8 24.7 24.7
EBITDA ASm— JV Total 43.1 348 254
EBITDA* ASm — Intec 50% Share 21.6 17.4 12.7

1 Net sales revenue after smelter charges.

http://www.stockresource.com.au/report/view_article/2033

Source: Company
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2 For a 12 month period operating at 100% capacity. Excludes INL corporate overheads and technology
expenditure.

With the strong production and zinc prices around US$1.70/1b and a higher exchange rate, we estimate that the
company is generating around A$18m pa cash. This level of cash provides an underlying support for the current
share price while enhancements to the project are probably offsetting periods of softer zinc prices.

Therefore the company needs to demonstrate a stronger financial outlook and this is expected to emerge as the
company releases details on its long awaited Intec Hellyer Residues Project. There has been a market
expectation that the company would have already announced a go-ahead for this 10,000tpa zinc sulphide
project but we understand that modifications to the project will now allow it to process the tailings from the
Hellyer tailings project (HZCP) to add lead production to the planned zinc production. Hence, the company
claims that this first commercial application of the Intec Process will involve:

e Feedstock 1: 25,000tpa Electric Arc Furnaces Dusts (EAF) and: 56,000tpa lead sulphide extract from the
cleaner tails of the Intec Hellyer Mill
e Product: 10,000tpa high-grade ZnS (6,500t zinc metal) and 13,000tpa PbS (10,600t lead metal)

Therefore the company has the opportunity to increase its revenues through the addition of 10,600t of lead
metal and which could contribute an additional A$25m pa in revenue. The company is planning further testing
at the Burnie demonstration plant later this year.

Overall the company believes that a staged development, whereby the products are blended into the bulk zinc
concentrate, provides the opportunity for early cash flow using this approach. In the following diagram, Stage 1
is the Hellyer tailings project which is in operation while Stage 2 is the first part of the Intec Hellyer Residues
Project decribed above. Stage 3 is further down the track and not necessary at this stage.
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The company believes that the Stage 2 project offers:

e | ow capital cost
e Low operating cost
e |ow project risk

Source: Company

Of course the market will not assign value to this project until the company announces the quantification of
these parameters, particularly given it is the first commercialisation of the Intec technology. We expect the

http://www.stockresource.com.au/report/view_article/2033 14/06/2007
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company will announce these parameters over the next few months while the project remains on track to meet
the following timetable:

e Construction and commissioning in CY 2008
e First production early CY 2009

Technical Collaboration with Outotec

Earlier this month, Intec and Outotec Oyj of Finland (old Outokumpu) announced that they had entered a Heads
Of Agreement to collaborate closely in the field of chloride hydrometallurgy. According to the agreement, Intec
makes available to Outotec its internationally patented mixed halide leaching technology, which enhances the
recovery of gold and other precious metals from mineral ores and concentrates. Similarly, Outotec makes
available to Intec its OKTOP reactor technology developed for a variety of applications such as the efficient
transfer of oxygen into mineral slurries, which will enhance kinetics in the leach section of the Intec Process.

This is a positive step given the credibility of Outotec and the ability to apply the technology to gold ores (and
other deposits) which are refractory and where cyanide is not palatable.

However, the market will again assign value when the partners turn up with a project that can generate
tangible earnings and cash flows.

Stock Resource Recommendation

Intec continues to add value but without quantification of parameters or specific project applications, it is not
appreciated by the market. This particularly relevant to hybrid technology-mining companies like Intec with
complicated projects with confusing names. However, Intec is likely to release a series of announcements over
coming months which should highlight the value of the Intec Hellyer Residues Project in conventional economic
terms. We expect Intec is currently bouncing along the bottom and hence, has significant upside on a 6 month
view.

Therefore, Stock Resource recommends Intec as a Buy up to 17 cents for Members without current
exposure.
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Disclosure: The author holds shares in Intec.
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Disclaimer

Breakaway Investment Group Pty Ltd, and its authorised representative Stock Resource, have made every effort to ensure the reliability of the
views and recommendations expressed in this report. Our research is based upon information known to us or which was obtained from sources
which we believed to be reliable and accurate at time of publication.

This report is prepared for general information only, and as such, the specific needs, investment objectives or financial situation of any
particular user have not been taken into consideration. Individuals should therefore discuss, with their financial planner or advisor, the merits
of each recommendation for their own specific circumstances. Not all investments will be appropriate for all subscribers.

To the extent permitted by law, Breakaway Investment Group Pty Ltd and its employees, agents and authorised representatives exclude all
liability for any loss or damage (including indirect, special or consequential loss or damage) arising from the use of, or reliance on, any
information within the report whether or not caused by any negligent act or omission. If the law prohibits the exclusion of such liability,
Breakaway Investment Group Pty Ltd hereby limits its liability, to the extent permitted by law, to the re-supply of the said information or the
cost of the said re-supply.

As at the date at the top of this page, Directors and/or associates of Breakaway Investment Group Pty Ltd currently hold positions in Admiralty
Resources (ADY), Alesco Corporation (ALS), Allco Equity Partners (AEQ), Allco Finance Group (AFG), Allco Hybrid Investment Trust (AHU),
Anchor Resources (AHR), Bondi Mining (BOM), BMA Gold (BMO), CGA Mining (CGX), CBH Resources (CBH), Commander Communications (CDR),
Echo Resources (EAR), Energy Metals (EME), Exco Resources (EXS), First Australian Resources (FAR), Icon Resources (llIl), Intec (INL), Jindalee
Resources (JRL), National Australia Bank, (NAB), Orica Limited (ORI), Qantas Airways (QAN), Queensland Cotton (QCH), Southern Cross
Exploration (SCX), Spotless Group (SPT), Strike Resources (SRK) and Terramin Australia (TZN). These may change without notice and should not
be taken as recommendations.

Reference within the Stock Resource Report to the “Stock Resource Portfolio” is a reference to the hypothetical portfolio on the “Past
Predictions” page, which includes details on the methodology used to derive the performance figures.
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