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CPB increases its cash offer to $3.80/share with revised conditions.

Event:

« CPB has increased its cash offer for AEC to $3.80/share.

Key announcement details:

» Cash offer increased by 13% from $3.35/share to $3.80/share.

»  Scrip offer lifted from 2 CPB for 17 AEC (1 for 8.5) to 4 for 33 (1 for 8.25).

« Offer to be declared unconditional subject to obtaining 30% of AEC by 15 Sept.
e CPB has 11.1% of AEC at present.

« Offer may be reduced by the final dividend amount (11cps) if the offer is
extended past the record date of 15 October 2010.

Analysis:

+ Sweetener comes earlier than expected. We initially thought CPB may
come back and sweeten the offer to $3.50-$3.70/share to get to 90%,
however, the higher offer has come sooner than we anticipated.

e 519% premium. $3.80/share represents a 51% premium to AEC's pre-bid
close of $2.51/share (18 May 2010).

» Scrip implies $3.79/share. The revised scrip offer implies $3.79/share for
AEC, based on CPB's closing price of $31.30/share.

* 14.9x FY11 PER. On our forecasts, $3.80/share implies a FY10 and FY11 PER
of 20.1x and 14.9x respectively. 15x is a healthy premium to the market in our
view. The implied FY10 and FY11 EV/EBITDA multiples are 12.0x and 8.3x.

* Possible adjustment for final dividend. Since the CPB offer currently ends
before the record date of 15 October 2010 for the AEC final dividend of 11 cps,
CPB said it will not reduce the offer amount by 11 cps share at this stage,
although it reserves the right to if the offer is extended past the record date.
CPB's current position is that it will then reduce the amount (ie to $3.69/share).

* AEC Board yet to recommend the offer. AEC said its Board is considering
its response to the revised offer.
Earnings & Valuation:

« Our earnings and valuation remain unchanged.

Catalysts:

e CPB's $3.80/share cash or 4 for 33 takeover offer (CPB has 11.1% of AEC). The
offer closes 5.00 pm Perth time on 22 September 2010.

« Positive earnings announcements and new contract wins.

Recommendation:
+ We maintain our Hold and revise our price target to $3.80/share.

« In the near-term, we expect the AEC stock price to be dictated by the takeover
offer. However, downside risk to the share price exists if CPB walks away or
reduces its offer given AEC is trading well above our forward valuation of
$3.20/share.

e Trading on a FY1l PER of 14.8x, we do not regard the fundamentals as
compelling at these levels. We view the 95% payout ratio as unsustainable.

Metals & Mining

Previous Hold
Price Target ($) 3.80
Previous ($) 3.35
NPV ($/share) 3.01
Risk Medium
Shares on Issue (m) 36.5
Shares on Issue diluted (m) 40.5
Free Float (%) 100%
12mth Av Daily Volume (m) 0.04
Market Cap ($m) 152.9
FYlle EV ($m) 161.4
Key Metrics |
Year to June FYl0a FYlle FY12e FYi3e
Revenue ($m) 54.0 67.9 76.0 83.2
EBITDA ($m) 12.8 18.5 21.4 23.5
NPAT rep ($m) 6.7 10.3 11.9 13.2
NPAT adj ($m) 6.7 10.3 11.9 13.2
EPS adj (¢) 18.9 25.4 29.2 32.5
DPS (¢) 17.5 19.8 22.7 26.0
Rev growth (%) -2% 26% 12% 10%
EPS growth (%) -25%  34% 15% 11%
EBITDA margin (%) 24% 27% 28% 28%
PER (x) 19.9 14.8 12.9 11.6
EV / EBITDA (x) 10.7 8.7 7.6 6.9
Yield (%) 4.6 5.2 6.0 6.9
Op Cashflow ($m) 5.9 10.9 13.0 14.9
Capex ($m) -9.4 -8.0 -6.5 -5.0
FCF ($m) -3.5 2.9 6.5 9.9
Net Debt ($m) 2.7 8.5 9.9 8.9
Gearing (%) 4.1 11.3 12.2 10.6
EBITA / Netint(x)  32.4 31.8 18.7 22.8
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Ammtec Ltd (AEC)
Full Year Ended 30 June

Profit and Loss ($m) 2009a 2010a 201le 2012e

Sales Revenue 54.9
Other Revenue 0.0
Total Revenue 54.9
EBITDA 12.9
EBITDA margin (%) 23.5
D & A tangibles 1.7
EBITA 11.2
EBITA margin (%) 20.4
Amortisation intangibles 0.0
EBIT 11.2
EBIT margin (%) 20.4

Net Interest exp / (income) 1.2

Profit before tax 10.0
Tax exp / (benefit) 3.5
NPAT pre minorities 6.9
Minoritiy Interests -0.4
NPAT pre sig items 6.5
Significant items 0.0
NPAT reported 6.5
NPAT adjusted * 6.5
EPS adj ¢ 25.4

* NPAT adjusted for significant items and amortisation of intangibles

Cash FAow ($m) 2009a 2010a 2011le 2012e

EBITDA 12.9 12.8 18.5 21.4
Net Interest -1.2 -0.3 -0.5 -1.0
Tax -3.5 -3.6 -5.1 -5.8
A Working Capital 3.7 -4.9 -2.0 -1.5
Other 2.1 0.7 0.0 0.0
Operating Cashflow 12.1 5.9 10.9 13.0
Capex -5.9 -9.4 -8.0 -6.5
Net Acquisitions -2.1 -1.2 -1.3 0.0
Asset Sales 0.3 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0
Investing Cashflow -7.7 -10.6 -9.3 -6.5
Equity proceeds 0.1 18.8 0.0 0.0
Debt proceeds 1.6 0.0 7.0 1.0
Debt repayment -0.8 -7.1 -2.0 -1.0
Dividends paid -4.7 -4.8 -7.5 -7.9
Other 0.0 0.0 0.0 0.0
Financing Cashflow -3.8 6.9 -2.5 -7.9
Net Cashflow 0.5 2.2 -0.8 -1.4
EPS rep ¢ 26.9 20.1 25.4 29.2
EPS adj ¢ 25.4 18.9 25.4 29.2
EPS adj growth (%) -15.4  -254 344  15.1
PER x 14.9 19.9 14.8 12.9
EV/EBITDA x 8.4 10.7 8.7 7.6
EV/EBIT x 9.7 12.8 10.2 8.7
Payout ratio (%) 79.0 94.6 70.0 70.0
DPS Total ¢ 16.0 17.5 19.8 22.7
Yield (%) 4.2 4.6 5.2 6.0
Average RoE (%) 16.4 12.6 15.7 17.2
Average RoA (%) 18.0 13.9 17.9 19.6
Gearing (ND/ND+E) (%) 22.0 4.1 113 122
Net interest cover x 9.1 32.4 31.8 18.7
ND/EBITDA x 0.9 0.2 0.5 0.5
NTA ($ per share) 0.71 1.09 1.06 1.16
WA # Shares Diluted (m) 25.6 35.6 40.5 40.5

Source: Company; FSB estimates
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Half Year Ended 31 Dec

AMMTEC LTD

Profit and Loss ($m) 1H10a 2H10a 1Hile 2H1le

Sales Revenue

Other Revenue

Total Revenue
EBITDA

EBITDA margin (%)

D & A tangibles
EBITA
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EBIT

EBIT margin (%)
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NPAT pre sig items
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NPAT reported
NPAT adjusted *
EPS adj ¢
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Balance Sheet ($m) 2009a 2010a 2011le 2012e

Cash 1.0 3.1 2.3 1.0
Receivables 9.7 15.4 18.3 20.4
Inventories 2.2 2.5 3.0 3.3
PPE 32.6 39.7 45.1 49.0
Intangibles 22.2 22.1 22.1 22.1
Investments 0.0 0.0 0.0 0.0
Other 1.3 2.0 2.0 2.0
Total Assets 69.1 84.8 92.7 97.8
Accounts payable 8.4 8.7 10.0 11.1
Provisions 0.0 0.0 0.0 0.0
Tax liabilities 0.4 1.8 1.8 2.1
Debt 13.1 5.8 10.8 10.8
Other 4.1 4.5 3.1 2.9
Total Liabilities 26.1 20.8 25.8 26.9
Reserves and capital 31.1 50.4 50.4 50.4
Retained earnings 11.8 13.7 16.6 20.5
Minorities 0.1 -0.1 0.0 0.0
Total Equity 43.0 64.0 67.0 70.9
Metallurgical Consulting 38.2 39.4 45.4 51.3
Marc Technologies 16.6 14.5 21.0 23.1
PSI 0.1 0.0 1.5 1.5
Other 0.0 0.0 0.0 0.0
Sales Revenue 54.9 54.0 67.9 76.0
Metallurgical Consulting 11.6 10.0 11.4 13.3
Marc Technologies 1.3 2.5 4.8 5.7
PSI -1.5 -1.5 0.0 0.0
Other -0.2 -0.2 -0.3 -0.3
EBIT 11.2 10.7 15.9 18.7
Valuation now one year

$m $ ps $m $ ps
Business value 130.7 3.22 139.5 3.44
Net debt 8.5 0.21 9.9 0.24
NPV 122.2 3.01 129.6 3.20
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Foster Stockbroking recommendation ratings: Buy = return >10%; Hold = return between —10% and 10%; Sell = return <-
10%. Spec Buy = return > 20% for stock with very high risk. All other ratings are for stocks with low-to-high risk. Returns
quoted are annual.

Important Notice:

Disclaimer & Disclosure of Interests. Foster Stockbroking Pty Limited has prepared this report. This document contains
general securities advice only. In preparing the report, Foster Stockbroking did not take into account the specific investment
objectives, financial situation or particular needs of any specific recipient. The report is published only for informational
purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.
Foster Stockbroking is not aware that a recipient intends to rely on this report and is not aware of the manner in which it will
be used by the recipient. Investors must obtain personal financial advice from their investment advisor to determine whether
the information contained in this report is appropriate to the investor’s financial circumstances. Recipients should not regard
the report as a substitute for the exercise of their own judgment. The views expressed in this report are that of the analyst
named on the cover page, and no part of compensation of the analyst is directly related to inclusion of specific
recommendations or views in this report. The analyst receives compensation partly based on Foster Stockbroking revenues,
including any investment banking and proprietary trading revenues, as well as performance measures such as accuracy and
efficacy of both recommendations and research reports. Foster Stockbroking believes that the information contained in this
document is correct and that any estimates, opinions, conclusions or recommendations are reasonably held or made at the
time of its compilation in an honest and fair manner that is not compromised. However, no representation or warranty is made
as to the accuracy, completeness or reliability of any estimates, opinions, conclusions or recommendations (which may change
without notice) or other information contained in this document and, to the maximum extent permitted by law, Foster
Stockbroking disclaims all liability and responsibility for any direct or indirect loss or damage which may be suffered by any
recipient through relying on anything contained in or omitted from this document. Foster Stockbroking is under no obligation
to update or keep current the information contained herein and has no obligation to tell you when opinions or information in
this report change. Foster Stockbroking, and its directors, officers and employees or clients may have or had interests in the
securities of the instruments referred to herein, and may make purchases or sales in them as principal or agent at any time
and may effect transactions which may not be consistent with the opinion set out in this report. Foster Stockbroking and its
Associates state that they may earn brokerage, fees or other benefits from securities referred to in this report. Furthermore,
Foster Stockbroking may have or have had a relationship with or may provide or has provided investment banking, capital
markets and/or other financial services to the relevant company.

Specific disclosure: The analyst, Foster Stockbroking and/or associated parties have beneficial ownership or other interests
in securities issued by Ammtec at the time of this report. Diligent care has been taken by the analyst to maintain an honest
and fair objectivity in writing the report and making the recommendation.

Specific disclosure: Foster Stockbroking and/or associated parties have received fees in the past 12 months from Ammtec
for services provided in managing the recent institutional placement. Diligent care has been taken by the analyst to maintain
an honest and fair objectivity in writing the report and making the recommendation.
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