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What's Changed Old New
Rating BUY n.c.
Target A$0.89 A$0.94

Summary
Key asset: Muga  / SDP (Spain)
Potash resource (kt) 456Mt @ 11.2% K2O
Peak Potash Production (kt) 1,282
FD 1xNPV10% (US$m / A$/sh) 775 / 2.69

Share Data
Shares (mm, basic/itm f.d.) 201 / 324
52-week high/low A$0.78 / A$0.325
3M avg daily vol (000) 399        
3M avg daily val (000) A$255
Mkt cap incl. perf. sh (m) A$102
Net cash (debt) (m) A$30
FD EV (m) 208
Projected return (%) 44%

FINANCIAL DATA
Year to Dec 2016E 2017E 2018E
Revenue (m) -         A$31.1 A$325.8
EBITDA (m) A$(16.4) A$2.2 A$178.7
Income (m) A$(21.2) A$(6.3) A$118.9
EPS nm nm nm
CFPS nm nm nm
PER (x) nm nm nm
EV/EBITDA (x) -         108.1x 1.3x
All amounts in US dollars unless otherwise stated

 

 
 

 
 

 

 

Resuming coverage post raise: fully funded to 
DFS as Muga drilling continues to impress; BUY 
Highfield closes A$32m placing 
Highfield has issued 65m new shares to fund work on its Muga, Sierra del 
Perdon (SDP) and Pintano projects. EMR Capital subscribed for 25m shares at 
A$0.51/sh (A$12.8m) and an additional 40m shares issued in two tranches at 
A$0.48/sh (~A$19.2m). This takes EMR’s holding to 32% (20% f.d.). Highfield is 
now funded through JORC upgrade, further drilling and DFS (2H14) at Muga, 
and also to scoping study level at SDP. 

Muga SE extensions surprise with thick, shallow mineralisation 
Hole J14-06 delivered 13.2m @ 13.3% K2O (21.1% KCl) from only 359m depth, 
including 5.1m @ 16.3% K2O (25.8% KCl). The implications here are potentially  
significant - a simplistic 1,500m sphere of influence (JORC inferred) implies 
~220Mt. While this will be trimmed by basin margins etc., it shows the sheer 
size potential of the SE extensions given the existing US$1.1bn PFS NPV comes 
from a mining inventory of only ~100Mt. In time, we expect the SE extension 
to support a second decline / mining center in an expanded production 
scenario.  

SDP progressing well, Pintano has standalone potential 
At SDP, a scoping study is underway with Highfield noting that it is confident 
that a compelling conventional decline-mine can be demonstrated in line with 
our views post site visit. At Pintano, the first two drill holes have intersected 
1.8m at 13.6% K2O from 633m depth and multiple mineralised zones, 
respectively, and interpretation is ongoing. Although deeper than Muga, we 
still see Pintano as having stand-alone project potential, or a simple slurry-
connected mining centre to support future expansions at the Muga plant. 

Valuation update 
Updating our model for cash raised and shares issued, lowers our 1.0xNAV8% by 
~9% to A$2.69/sh. However, we lift our P/NAV target multiple from 0.25x to 
0.35x given the reduction of funding requirement and de-risking at Muga from 
the upcoming DFS. As such, we maintain our BUY rating, and lift our price 
target to A$0.94 from A$0.89 based on 0.35xNAV10% at US$380/t potash FOB 
NW Europe (same as current spot). Key upcoming catalysts are 4Q14 Muga 
DFS, mining licence submission, and SE extension drill results, and also the SDP 
PEA / scoping study, the first iteration of which is now complete. 
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Summary 

Highfield has completed a A$32m equity raise issuing 65m new shares to fund ongoing studies 
and development work on its Muga, Sierra del Perdon (SDP) and Pintano projects. The company’s 
cornerstone investor EMR Capital subscribed for 25m shares at A$0.51/sh raising ~A$12.8m, and 
an additional 40m shares were issued to institutional investors in two tranches at A$0.48/sh 
raising ~A$19.2m. This lifts EMR’s holding in the company from ~15.4% to ~20% on a fully diluted 
basis and brings a number of new institutions onto the register. With an estimated ~A$36m in 
cash now available, Highfield, at Muga, plans to complete further drilling of the shallow south 
east extension saddle zone, a JORC upgrade and DFS all in 2H14 for A$10m, as well as spending 
A$5m on long lead initial capital expenditure items. The company has also budgeted A$5.5m on 
SDP where a scoping study is due in 4Q14 and A$4.5m on continuing early stage drilling at the 
Pintano project. The balance remaining of the ~A$32m raised will be used for fees and working 
capital. 

Javier project divided into two as shallow extensions define new project area 

After the recent discovery of shallow SE extension, detailed later in this report, Highfield has 
divided their flagship Javier project into the SE shallow Muga project, where drilling has 
intersected zones grading ~13% K2O from ~300m depth, and the deeper NW Vipasca project 
which is undrilled, but has historic highlights of ~17-20% K2O from 800-900m adjacent to the 
Muga area. The company has also lodged applications for potential extensions to its current 
license portfolio covering over 110km2. A second project office has now been established next to 
the Muga project with a dedicated project delivery team targeting construction start in 2015. 
While the split is not material in itself, the division highlights the impact of not only very recently 
drilled holes, but also that Highfield feels there is potential for a discreet project or even a 
potential twin decline at Muga. 
Figure 1. Location map for Muga / Vipasca / Pintano projects in Spain 

 
Source: Company Data 
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Muga drilling continues to surprise on the upside 

That recent drill results have indicated a continuation of potash along the shallow “saddle” which 
separates Muga from Pintano is a surprise as old hole J13-02 returned no potash, leading to the 
hypothesis that there was no SE strike continuation to mineralisation. The highlight was 13.2m @ 
13.3% K2O (21.1% KCl) from 359m depth in hole J14-06, including a high-grade interval of 5.1m @ 
16.3% K2O (25.8% KCl). This hole is exceptional as it has not only some of the thickest potash 
intersected to date, but also at the highest grades and in a very shallow position. While the 
economics of Muga are already 100% underpinned by the existing drilling to the NW, this SE 
extension shows good potential for a shallower area, especially when hole ‘Undues de Lerda’ on 
the other side of the basin has a 12m interval which was never assayed. In our view, this presents 
Highfield with options to drop into this first, or alternatively build a second, twin, decline. An 
estimate of the potential impact from just J14-06 would be, assuming a JORC 1,500m radius of 
influence, ~222Mt of resource at the reported ~15m thickness, well over the ~150Mt resource / 
~100Mt mining inventory considered for the existing US$1.6bn NPV in the PFS. 

Figure 2. Drill results received for the Muga project 

 
Source: Company Data; GMP; note 2km square grid 

Despite this, we think the ultimate resource around J14-06 will be smaller than our estimate 
given the impact from basin margins, as evidenced by J14-04 which intersected only 2m from 
287m, and thinned materially at depositional highs, demonstrated by J14-05 which showed 
dissolution and compaction leading to minimal potash. However even taking into account these 
factors, we still think J14-06 alone could very well cornerstone a future mining centre as part of 
the wider SE extension.  
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SDP progressing well, Pintano has stand-alone potential 

While Muga is undoubtedly Highfield’s flagship project, we think SDP will soon break onto 
investor radars. The company has indicated that the scoping study underway is progressing well 
and is expected to be delivered as early as 4Q14, after a maiden JORC from historic data expected 
as soon as 3Q14. Consultant Hatch has been retained to study trade-offs between a variety of 
potential mine designs and Highfield recently noted that they had delivered the initial iteration of 
two process plant options. Based on data reviewed to date, the company remains confident that 
a compelling conventional decline-mine can be demonstrated, and having recently visited the 
site, we support the company’s confidence that a completely new operation can be restarted in 
this dry basin, where historic conventional mining via decline occurred. 

Similarly at the Pintano project, drilling is now well underway with drill holes P13-01 and P13-02 
now complete, representing the first modern drill holes in the basin. Hole P13-01 intersected 
sylvinite consistent with historic intersects including 1.8m @ 13.6% K2O (21.5% KCl) from 633m 
depth and P13-02, located 2km from any historic hole, intersected multiple mineralised horizons 
from ~1,170m to ~1,200m depth, for which assays have been received but results are being 
evaluated. Although deeper than Muga, we still see Pintano as also having potential to be a 
stand-alone project, or alternatively a simple slurry-connected mining centre to support future 
expansions at the Muga plant, and hence we look forward to the full interpretation of the results. 

Maintain BUY rating, lift PT to A$0.94/sh from A$0.89/sh 

We value Highfield using a SOTP method based on a DCF for Javier and SDP, conservatively 
carrying no value for either resource upside from the SE “saddle” zone extensions indicated by 
hole J13-06 or the Pintano project. We update our model for cash raised, options and increased 
shares, which lowers our 1.0xNAV10% by ~9% to A$2.69/sh. However, given the removal of the 
funding requirement for the company and the significant de-risking that the DFS for Javier will 
bring, we lift our P/NAV target multiple from 0.25x to 0.35x. 

Updating for FY14 financials and forex, subtracting for TopCo expenses and maintaining our GMP 
price deck (US$325/t FOB Vancouver) and unchanged project model assumptions, no salt credits 
and 100% export sales, and rolling our model forward drives our A$0.94 valuation. As such, we 
retain our BUY rating and lift our PT to A$0.94/sh from A$0.89/sh. 

Figure 3A. SOTP valuation for HFR AU  Figure 3B. Target price sensitivities  

 

 

 
Source: GMP estimates  Source: GMP estimates 

 

 

US$m NAVx US$m A$/sh
Javier 538 0.35 188 0.65
SDP 350 0.35 122 0.42
Pintano -              0.35 122 -              
Cash 30 0.35 11 0.04
Debt -              0.35 -              -              
SG&A and central (152) 0.35 (53) (0.18)
Valuation (FD) 775 - 271 0.94

To discount rate US$275 US$300 US$325 US$350 US$375

12% discount 0.43 0.57 0.72 0.87 1.02

10% discount 0.58 0.76 0.94 1.12 1.30

8% discount 0.79 1.01 1.23 1.45 1.67

To NAVx @ 8% US$275 US$300 US$325 US$350 US$375

0.25xNAV 0.42 0.54 0.67 0.80 0.93

0.35xNAV 0.58 0.76 0.94 1.12 1.30

0.45xNAV 0.75 0.98 1.21 1.44 1.67
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Catalysts 

Muga 
- 2014: Results from ten hole drill programme 
- 2H14: JORC upgrade 
- 2H14: DFS 
SDP 
- 3Q14: Maiden JORC from historic data 
- 4Q14: Scoping study 
Pintano 
- 2014: Drill results from eight hole programme 

Figure 4. Capital intensity chart for potash projects globally 

 
Source: Company data, CAD/USD at parity, *Sirius polyhalite for comparison, capital intensity doubles on like-for-like 
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Highfield Resources (HFR AU) Share price Stock rating: BUY Implied return: 44%
Analyst: Brock Salier Market cap A$102m Target price: Market P/NAV: 0.24x
Year to December Year to December
Ratio analysis FY16E FY17E FY18E FY19E FY20E Commodity price FY16E FY17E FY15E FY16E FY17E
Average shares outstanding (m) 201 201 201 201 201 Potash (US$/t FOB Vanc.) -              325 325 325 325
EPS (USc/sh) (9.4) (2.8) 52.8 52.1 51.4 Potash (US$/t CIF NW Eur) -              380 380 380 380
CFO PS before wkg cap (USc/sh) (9.1) (1.6) 60.1 60.5 60.0 Other data
FCF PS before wkg cap (USc/sh) 2.5 139.2 (65.0) (76.7) (5.4) Basic shares (m) 200.5 12M high: 
Dividend (USc/sh) - -            -            -            31.1 Fully diluted shares (m) 323.8 12M low: 
PER (x) - nm nm nm nm Resource / Reserve Total
EV/EBITDA (x) - nm nm nm nm Resource (M&I + Inf) 455.9Mt @ 11.2% K2O / 18.4% KCl
P/CFO (x) - nm nm nm nm Reserves (P&P) -
P/FCF (x) - nm - - nm Production (100% basis) FY16E FY17E FY18E FY19E FY20E
Income statement (yr to Dec) FY13A FY14E FY15E FY16E FY17E Javier production (kt) -              82 860 860 860
Revenue (A$m) -            -            -            -            31.1 SDP production (kt) -              -              422 422 422
Cost of sales (A$m) -            -            -            -            (12.5) Total prod'n (kt) -              82 1,282 1,282 1,282
Finance income (costs) (A$m) 0.2 0.2 (9.4) (4.8) (6.5) FOB costs (US$/t) -              108 108 108 108
D&A (A$m) (0.0) -            -            -            (2.0) FOB costs (US$/t ex salt) -              135 122 122 122
Gross profit (A$m) 0.1 0.2 (9.4) (4.8) 10.1
Central SG&A (A$m) (1.6) (15.6) (15.6) (15.6) (15.6)
Share based payments (A$m) (2.0) (1.5) (0.8) (0.8) (0.8)
FX (A$m) 0.0 0.2 0.0 -            -            
Impairment / depreciation (A$m) -            (0.7) -            -            -            
 Income Tax (A$m) -            -            -            -            -            
Net attributed profit (A$m) (3.5) (17.4) (25.8) (21.2) (6.3)
Cash flow (yr to Dec) FY13A FY14E FY15E FY16E FY17E
Revenue less cost of sales (A$m) -            -            -            -            18.6
SG&A + finance income (A$m) (1.5) (5.4) (15.5) (20.4) (22.2)
Tax and other (A$m) 0.0 -            -            -            -            
Change in working cap (A$m) -            -            17.6 18.9 (26.4)
CFO (A$m) (1.5) (5.4) 2.1 (1.5) (30.0)
Purchase of PP&E (A$m) (0.0) (0.1) (28.4) (142.0) (142.8)
Exploration and other (A$m) (1.0) (6.7) (10.0) (3.0) -            
CFI (A$m) (1.0) (6.8) (38.4) (145.0) (142.8)
Net share proceeds (A$m) 5.1 14.0 181.2 -            -            Estimate share valuation
Debt proceeds (repayment) (A$m) -            -            168.5 -            -            US$m NAVx US$m A$/sh
CFF (A$m) 5.1 14.0 349.8 -            -            Javier 538 0.35 188 0.65
Net change in cash (A$m) 2.6 5.5 313.5 (146.4) (172.8) SDP 350 0.35 122.5 0.42
Balance sheet (yr to Dec) FY13A FY14E FY15E FY16E FY17E Pintano -              -              -              -              
PP&E (A$m) 0.1 0.1 28.5 170.4 311.2 Cash 30.1 0.35 11 0.04
Exploration and other (A$m) 24.2 39.7 49.8 52.8 52.8 Cash from options 8.0 0.35 3 0.01
Total non-current assets (A$m) 24.3 39.8 78.3 223.3 364.0 Debt -              0.35 -              -              
Cash (A$m) 6.2 11.6 325.1 178.6 5.9 SG&A and central costs (152) 0.35 (53) (0.18)
Inventory and AR (A$m) 0.2 1.4 0.8 0.8 11.9 Valuation (fully diluted) 775 - 271 0.94
Total current assets (A$m) 6.4 13.0 325.9 179.4 17.8 Valuation sensitivities (A$/sh) to potash price (US$/t FOB Vancouver)
Total non-current liabilities (A$m) -            -            -            -            -            To discount rate US$275 US$300 US$325 US$350 US$375
AP, tax and provision (A$m) 0.3 2.0 18.9 37.9 22.6 12% discount 0.43 0.57 0.72 0.87 1.02
Debt (US$m) -            -            168.5 168.5 168.5 10% discount 0.58 0.76 0.94 1.12 1.30
Current liabilities (A$m) 0.3 2.0 187.5 206.4 191.2 8% discount 0.79 1.01 1.23 1.45 1.67
NET ASSETS (A$m) 30 51 217 196 191 To NAVx @ 8% US$275 US$300 US$325 US$350 US$375
Issued capital (A$m) 21.0 34.8 226.4 227.2 228.0 0.25xNAV 0.42 0.54 0.67 0.80 0.93
Accum'd profits & other (A$m) 9.4 16.1 (9.7) (30.9) (37.3) 0.35xNAV 0.58 0.76 0.94 1.12 1.30
TOTAL EQUITY (A$m) 30 51 217 196 191 0.45xNAV 0.75 0.98 1.21 1.44 1.67
Source: company data, GMP
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Disclosures 
The information contained in this report is drawn from sources believed to be reliable but the accuracy or completeness of the information is not 
guaranteed, nor in providing it do GMP Securities L.P., GMP Securities Europe LLP or GMP Securities Australia Pty Limited (collectively referred to as “GMP”) 
assume any responsibility or liability whatsoever. Information on which this report is based is available upon request. This report is not to be construed as a 
solicitation of an offer to buy or sell any securities. GMP and/or affiliated companies or persons may as principal or agent, buy and sell securities mentioned 
herein, including options, futures or other derivative instruments thereon. Griffiths McBurney Corp. (“GM Corp.”), an affiliate of GMP accepts responsibility 
for the contents of this research subject to the foregoing. U.S. clients wishing to effect transactions in any security referred to herein should do so through 
GM Corp.  GMP Securities L.P. will provide upon request a statement of its financial condition and a list of the names of its Directors and senior officers.  
 
Company-Specific Disclosures: 
1   GMP has, within the previous 12 months, provided paid investment banking services or acted as underwriter to the issuer.  
2   GMP is a market maker for the securities of the subject issuer.  
3   GMP owns 1% or more of this issuer’s securities. 
4   GMP Securities, LLC, an affiliate of GMP, discloses the following in relation to this issuer as required by the Financial Industry Regulatory Authority 
(“FINRA”) Rule 2711: as applicable.  
5   The analyst is related to an officer, director or advisory board member of the issuer, but that individual has no influence in the preparation of this report.  
6   The analyst has visited the operations of this issuer. The issuer and/or GMP clients paid all or a portion of the travel expenses associated with the 
analyst’s site visit to its operations. 
7   The analyst who prepared this report has viewed the operations of this issuer. 
8   The analyst who prepared this research report owns this issuer's securities. 
9   RESERVED 
10 RESERVED 
 
Each research analyst and associate research analyst who authored this document and whose name appears herein certifies that:  
(1) the recommendations and opinions expressed in the research report accurately reflect their personal views about any and all of the securities or issuers 
discussed herein that are within their coverage universe; and (2) no part of their compensation was, is or will be, directly or indirectly, related to the 
provision of specific recommendations or views expressed herein. 
 
GMP Analysts are not registered and/or qualified as research analysts with the FINRA and/or the New York Stock Exchange and may not be associated 
persons of GMP Securities, LLC and therefore may not be subject to FINRA Rule 2711 restrictions on communications with a subject company, public 
appearances and trading securities held by a research analyst account as defined by FINRA but are subject to the applicable regulatory rules as mentioned in 
the next paragraph.  
 
All relevant disclosures required by regulatory rules (including The Investment Industry Regulatory Organization of Canada, Financial Conduct Authority 
and Australian Securities & Investments Commission), GMP’s recommendation statistics and research dissemination policies can be obtained at 
www.gmpsecurities.com or by calling the relevant GMP office’s Compliance Department.  
GMP Analysts are compensated competitively based on several criteria.  The Analyst compensation pool is comprised of several revenue sources, including 
secondary trading commissions, new issue commissions, investment banking fees, and directed payments from institutional clients.  GMP prohibits any 
director, officer or employee of GMP from holding any office in publicly traded companies or any office in private companies in the financial services 
industry.  
 
The GMP research recommendation structure consists of the following ratings:  
 
Buy: A Buy rating reflects 1) bullish conviction on the part of the analyst; and 2) typically a 15% or greater return to target.  
 
Speculative Buy: A Speculative Buy rating reflects 1) bullish conviction on the part of the analyst accompanied by a substantially higher than normal risk, 
including the possibility of a binary outcome; and 2) typically a 30% or greater return to target.  
 
Hold: A Hold rating reflects 1) a lack of bullish or bearish conviction on the part of the analyst; and 2) typically a return of 0 to 20%.  
 
Reduce: A Reduce rating reflects 1) bearish conviction on the part of the analyst; and 2) typically a 5% or lower return to target.  
 
Tender: Clients are advised to tender their shares to a takeover bid or similar offer.  
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Country-Specific Disclaimers: 
 
Australia: GMP Securities Australia Pty Limited (“GMP Australia”). ACN 149 263 543; Australian Financial Services License No: 403684. Level 9, 190 St. 
Georges Tce, Perth, WA, Australia 6000 Tel + (618) 6141 6300 Fax + (618) 9226 1370. 
 
Any advice contained in this document has been prepared without taking into account your objectives, financial situation or needs. Before acting on any 
advice in this document, GMP Australia recommends that you consider whether the advice is appropriate for your circumstances. GMP Australia 
recommends that you obtain and consider the relevant “Product Disclosure Statement” or other disclosure documents before making any decision about a 
product including whether to acquire or to continue to hold it. 
 
Canada: GMP Securities L.P. is a member of the Investment Industry Regulatory Organization of Canada and a participant of the TSX, TSX Venture and the 
Montreal Exchange. It is registered with all the provincial self-regulatory authorities of Canada. 145 King Street West, Suite 300 Toronto, Ontario M5H 1J8 
Tel: (416) 367-8600 Fax: (416) 943-6134. 
 
United Kingdom: GMP Securities Europe LLP is authorised and regulated by the Financial Conduct Authority and is a member of the London Stock Exchange. 
5 Stratton Street, London W1S 4GA Tel 0044 20 7647 2800 Fax 0044 20 7647 2801. 
This information is issued for the benefit of persons who qualify as eligible counterparties or professional clients and should be made available only to such 
persons and is exempt from the restriction on financial promotion in s21 of the Financial Services and Markets Act 2000 in reliance on provision in the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 particularly Article 19(5) for Investment Professionals and Article 49(2) for 
entities of prescribed net worth.  
Other countries: circulation of this report may be restricted by laws and regulations in other countries and persons in receipt of this document must 
satisfy any relevant legal requirements in that country.  
 
© GMP. All rights reserved. Reproduction in whole or in part without permission is prohibited. 
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